MINUTES  ON  EVIDENCE 


taken  before  the 

COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


Vols . I & II 


1927. 


Minutes  of  Evidence 


TAKEN  BEFORE  THE 


Committee  on  National  Debt  and 

Taxation. 


VOLUME  I. 


LONDON : 

FEINTED  AND  PUBLISHED  BY  HIS  MAJESTY’S  STATIONERY  OFFICE 

To  be  purchased  directly  from  H.M.  STATIONERY  OFFICE  at  the  following  addresses  : 
Adastral  House,  Kingsway,  London,  W.C.2;  120,  George  Street,  Edinburgh; 

York  Street,  Manchester;  1,  St.  Andrew’s  Crescent,  Cardiff; 

15,  Donegall  Square  West,  Belfast; 
or  through  any  Bookseller. 

1927. 

Price  inclusive  of  Volume  II,  £1  10s.  0 cl.  Net. 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION, 


ALPHABETICAL  LIST  OF  WITNESSES. 

(In  the  references  to  Minutes  of  Evidence  only  evidence  confined  to  the  Capital  Levy  has  been 
included  in  the  second  column ; the  general  evidence  in  some  cases  includes  references  to  a levy.) 


Name  of  Witness. 

Minutes  of 
Evidence. 

Bodies  represented. 

General 

Capital 

evidence, 

Levy, 

Page. 

Page. 

Alexander,  Mr.  A.  V.,  M.P. 

Joint  Parliamentary  Committee  of  the 

303 

564 

Co-operative  Congress  (joint  evidence). 

Bailey,  Mr.  Milne  ...  

Trades  Union  Congress  General  Council 

j 228  ) 

| 359  | 

(joint  evidence). 

Barrett,  Mr.  Horace 

London  Chamber  of  Commerce  (joint 

528 

— 

evidence). 

Bell,  Sir  Hugh,  Bart.,  C.B. 

— 

595 

— 

Blair,  Mr.  W.  R 

Joint  Parliamentary  Committee  of  the 

303 

— 

Co-operative  Congress  (joint  evidence). 

Blakemore,  Mr.  Felix  J.,  F.G.I.  ... 

National  Chamber  of  Trade  (joint  evidence) 

189 

— 

Ditto. 

— 

201 

— 

Bowley,  Professor  A.  L.,  Sc.D.  ... 

— 

265 

— 

Bradbury,  Rt.  Hon.  Lord,  G.C.B. ... 

— 

662 

— 

Brand,  Hon.  Robert  Henry,  C.M.G. 

— 

105 

— 

\ 

Cannan,  Professor  Edwin,  LL.D. 

58 

Carlton,  Mr.  H.  W.,  F.S.I.,  F.L.A.S. 

Land  Agents’  Society  (joint  evidence  with 

24 

— 

Central  Landowners’  Association). 

Carslake,  Mr.  L.  B.  

Council  of  the  Law  Society  (joint  evidence) 

540 

— 

Clark,  Mr.  J.  Walker,  J.P. 

National  Chamber  of  Trade  (joint  evidence) 

189 

— 

Clinton,  Rt.  Hon.  Lord  

Central  Landowners’  Association  (joint 

24 

— 

1 

evidence  with  Land  Agents’  Society). 

Coates,  Mr.  W.  H.,  LL.B.,  B.Sc.  ... 

— 

f 636  ) 
| 672  j 

— 

Dalton,  Dr.  Hugh,  M.P 

393 

492 

Dickinson,  Sir  Arthur  Lowes 

Institute  of  Chartered  Accountants  in 

243 



England  and  Wales  (joint  evidence  with 
other  Accountant  bodies). 

Duncan,  Mr.  Joseph  F.  ... 

Scottish  Trades  Union  Congress  General 

203 

— 

Council  (joint  evidence). 

Enfield,  Miss  A.  Hon  ora 

W omen’s  Co-operative  Guild(j oint  evidence) 

471 

-- 

Forres,  Rt.  Hon.  Lord  

— 

552 

— 

Glenday,  Mr.  R.  G.... 

Federation  of  British  Industries  ... 

347 

Goodwin,  Mr.  T 

Joint  Parliamentary  Committee  of  the 

303 

— 

Co-operative  Congress  (joint  evidence). 

Hayward,  Alderman  F 

Ditto. 

303 

564 

Hirst,  Mr.  F.  W. 

— 

163 



Hoare,  Mr.  Alfred 

— 

115 



Hobson,  Mr.  J.  A 

— 

118 



Holme,  Mr.  Randle  

Hopkins,  Sir  Richard,  K.C.B. 

Council  of  the  Law  Society  (joint  evidence) 

540 

— 

Board  of  Inland  Revenue  . 

656 

— 

Hunsdon,  Rt.  Hon.  Lord  ... 

— 

148 

— 

Kean,  Mr.  W.  

Trades  Union  Congress  General  Conucj] 

f 228  \ 

587 

(joint  evidence). 

\ 359  } 

Keynes,  Mr.  J.  M.,  C.B 

— 

277 

534 

Kirkaldy,  Professor  A.  W, 

— 

214 

— 

47800 


A 


2 


Minutes  of 
Evidence. 

Name  of  Witness. 

Bodies  represented. 

General 

Capital 

evidence, 

Levy, 

Page. 

Page. 

Layton,  Mr.  W.  T.,  C.B.E. 

_ 

172 

463 

Leake,  Mr.  P.  D. 

— 

331 

Macgregor,  Professor  D.  H.,  M.C. 



423 

479 

McKenna,  Rt.  Hon.  Reginald 

— 

131 

Mann,  Sir  John 

Joint  Committee  of  Councils  of  the  Char- 

243 

— 

tered  Accountants  of  Scotland  (joint 
evidence  with  other  Accountant  bodies). 

Martin,  Sir  James,  F.S.A.A. 

Association  of  British  Chambers  of  Com- 

288 

576 

merce. 

Matthews,  Mrs 

Women’s  Co-operative  Guild(joint  evidence) 

471 

— 

Niemeyer,  Sir  0.  E.,  K.C.B. 

H.M.  Treasury  

{ 619  } 

— 

Paine,  Mr.  William  Worship 



— 

369 

Pease,  Mr.  J.  Beaumont 

— 

317 

— 

Pethick-Lawrence,  Mr.  F.  W.,  M.P. 

— 

— 

448 

Pigou,  Professor  A.  C. 

— 

39 

436 

Pitt,  Mr.  George  Stanhope 

Society  of  Incorporated  Accountants  and 

243 

— 

Auditors  (joint  evidence  with  other 
Accountant  bodies). 

410 

Pretyman,  Rt.  Hon.  E.  G.... 

Land  Union  (joint  evidence)  

— 

Price,  Sir  Keith 

London  Chamber  of  Commerce  (joint 

521 

— 

Pugh,  Mr.  A.  

evidence). 

Trades  Union  Congress  General  Council 

f 228  } 

587 

(joint  evidence). 

V 359  j 

Rigby,  Lt.-Col.  W„  B.S.O. 

— 

— 

530 

Samuel,  Mr.  Arthur  Michael,  M.P. 



73 

— 

Schuster,  Sir  Felix,  Bart 

— 

8 

558 

Scott,  Professor  William  Robert... 

— 

— 

606 

Selfridge,  Mr.  H.  Gordon... 

— 

504 

— 

Strachey,  Mr.  J.  St.  Loe 

546 

Tredwen,  Mr.  E.  B.  

London  Chamber  of  Commerce  (joint 

516 

— 

Turner,  Mr.  John 

evidence). 

Trades  Union  Congress  General  Council 

359 

587 

(joint  evidence). 

Walkden,  Mr.  A.  G. 

Ditto. 

f 228  \ 
{ 359  J 

58 

Walker,  Bailie  James  

Scottish  Trades  Union  Congress  General 

203 

— 

Council  (joint  evidence). 

413 

Watson,  Mr.  Ernest,  F.S.I. 

Land  Union  (joint  evidence)  

— 

Wise,  Sir  Fredric,  M.P 

— 

155 

— 

Worley,  Mr.  J.  J.  ... 

Joint  Parliamentary  Committee  of  the  Co- 

— 

564 

operative  Congress  (joint  evidence). 

92 

Wright,  Mr.  R.  S.,  M.I.E.E. 

National  Union  of  Manufacturers. 

5,  Old  Palace  Yard,  S.W.l. 


MINUTES  OF  EVIDENCE 

TAKEN  BEFORE  THE 

COMMITTEE  ON  NATIONAL  DEBT  AND 

TAXATION. 


FIRST  DAY. 

Friday,  2nd  May,  1924. 


Present  : 


The  Bt.  Hon.  LORD  COLWYN,  Chairman. 

Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  HENRY  BELL. 

Mr.  J.  W.  BOWEN. 

Professor  FRED  HALL. 


Mr.  W.  L.  HIOHENS. 

Mr.  H.  B.  LEES-SMITH. 

Sir  WILLIAM  McLINTOCK,  K.B.E.,  C.V.O. 
Sir  JOSIAH  STAMP,  K.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Mr.  0.  E.  Niemeyer,  C.B.,  Controller  of  Finance,  H.M.  Treasury,  called  and  examined. 


1.  Chairman : The  terms  of  reference  of  the  Com- 
mittee are  extremely  wide,  and  it  might  be  of 
assistance  to  the  Committee  if  they  could  have  some 
indication  of  the  Treasury  views  as  to  the  scope  of  the 
inquiry  and  as  to  any  limitations  imposed  by  the 
words  of  their  reference.  Are  you  prepared  to  make 
a statement  on  that? — I can  only  give  you  my  personal 
views.  I should  have  thought  that  there  are  two 
important  words  in  the  reference.  The  first  one  is  to 
“ report  ” on  the  National  Debt.  I think  the  inten- 
tion of  that  is  to  ask  the  Committee  to  give  their 
views  on  the  debt  problem  in  general  terms,  but  of 
course  there  are  a great  many  subsidiary  problems 
which  have  a more  or  less  indirect  connection  with 
debt,  and  which  we  did  not  think  the  Committee 
would  want  to  go  into,  at  any  rate,  at  length.  The 
obvious  one  which  springs  to  my  mind  is  the  general 
question  of  currency;  that  obviously  has  a repercus- 
sion on  debt.  On  the  other  hand,  it  is  a very  big 
question  with  ramifications  into  a great  many  pro- 
blems apart  from  debt,  and  I do  not  think  it  was  the 
intention  to  ask  the  Committee,  except  possibly  in- 
cidentally, to  go  into  what  I may  call  the  more  tech- 
nical, the  more  strictly  financial  side  of  currency.  In 
fact,  I think  we  were  asked  in  the  House  whether  the 
Committee  was  intended  to  deal  with  the  whole 
question  of  currency,  and  we  said  “ no.” 

The  other  point  is  that  the  Committee  is  to  report 
on  the  incidence  of  existing  taxation.  In  my  view  the 
Committee  there  are  asked  to  tell  us  what  they 
think  is  the  effect  of  the  incidence  of  taxation  as  we 
have  it;  the  real  economic  effect  as  apart  from  the 
superficial  effect.  They  are  not  asked  to  say  whether 
there  ought  to  be  any  alterations  in  existing  taxation ; 
they  are  asked  to  tell  us  what  the  effect  of  taxation 
as  we  now  have  it  is.  I think  the  view  which  would 
be  taken  would  be  that  a change  of  taxation  or  a 
change  in  the  taxation  system  is  obviously  a matter 
which  the  Government  would  have  to  decide  for 
itself.  Of  course,  that  is  rather  important  from  the 
point  of  view  of  the  Committee.  If  the  Committee 
were  to  explore  all  possible  alternatives  of  taxation, 

I am  afraid  their  labours  would  be  very  lengthy. 

2.  Mr.  Kichens:  That  would  rule  out  the  Capital 
Levy,  would  it  not? — I do  not  think  so. 

3.  Y'ou  would  call  that  an  old  form  of  taxation? — 
No.  I was  thinking  of  ordinary  annual  taxation. 


4.  Sir'  J osiah  Stamp  : If  we  are  dealing  with  exist- 
ing taxation  and  reporting  on  its  incidence,  although 
you  may  not  specifically  include  the  Capital  Levy, 
there  may  be  some  alternative  which  may  directly 
lead  towards  it  so  as  to  bring  it  in? — I think  that 
might  follow. 

5.  Mr.  Lees-Smith : When  you  say  that  we  have 
to  deal  with  the  National  Debt,  in  that  you  would 
include  the  Capital  Levy  as  a method  of  dealing  with 
it? — In  my  view  of  the  Committee’s  reference,  I do 
not  think  if  I were  the  Chairman  that  I should  feel 
entitled  to  leave  out  any  discussion  of  a Capital  Levy 
as  a possible  means  of  dealing  with  the  debt. 

6.  Mr.  Bowen  : The  words  “ to1  consider  and  report 
on  the  National  Debt  ” are  so  wide  as  to  imply  to  my 
mind  that  you  can  talk  about  anything  that  you  want 
to  talk  about  which  has  particular  regard  to  the 
National  Debt;  would  that  be  the  view  of  the  Chair- 
man? 

Chairman : If  I had  to  decide  I should  leave 

the  scope  pretty  wide;  I should  not  restrict  it  within 
very  narrow  limits. 

7.  Mr.  Hichens : From  the  point  of  view  of  the 
Treasury  you  would  not  expect,  say,  a Capital  Levy 
to  be  ruled  out? — No,  certainly  not.  What  I was 
thinking  of  was  really  this  : supposing  the  Committee 
came  to  the  conclusion  that,  let  us  say,  a tax  on 
beer  was  a thoroughly  bad  tax,  supposing  they  liked 
to  say  the  incidence  of  the  tax  on  beer  was  such  that 
nobody  saved  any  money  for  investment,  I think  that 
would  be  a perfectly  legitimate  thing  to  say,  but  I 
do  not  think  it  would  be  within  the  terms  of  reference 
to  say  that  the  tax  on  beer  ought  to  be  abolished  and 
in  its  place  there  ought  to  be  a tax  on  table  waters; 
that  is  what  I meant. 

8.  Quite  so.  The  distinction  is  quite  clear  in  my 
mind.  Would  your  previous  remarks  apply  to  the 
consideration  of  the  question  of  inflation,  for  ex- 
ample? Supposing  it  were  suggested  that  the  best  way 
of  getting  rid  of  the  National  Debt  was  to  inflate 
violently  and  fiercely,  would  you  suggest  that  we 
should  rule  that  out  of  our  terms  of  reference? — I do 
not  think  you  can  rule  it  out  absolutely;  that  is  why 
I say  I think  it  comes  in  incidentally.  Of  course 
there  are  many  other  aspects. 

9.  I am  not  suggesting  that  it  is  the  way  to  do  it 
for  a moment? — I agree;  I am  not  suggesting  any- 
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thing  on©  way  or  the  other  about  that  5 but  there  are 
many  aspects  of  inflation  not  connected  with  debt. 

10.  Mr.  Bell:  We  have  had  a memorandum  pre- 
sented to  us  which  suggests  that  we  may  possibly  con- 
sider alternative  methods  of  taxation;  that  comes 
right  into  the  heart  of  things? — I have  not  seen 
that. 

11.  That  is  for  our  own  guidance;  would  you  rule 

that  out? — I should  have  thought  so  as  far  as  con- 
cerns any  actual  recommendation  of  a new  annual 
tax.  You  are  asked  to  pronounce  on  the  incidence 
of  existing  taxation.  Supposing  you  thought  that 
anything  in  the  incidence  of  existing  taxation  was 
wrong  or  undesirable,  you  would  say:  “ The  effect 

of  this  taxation  is  so-and-so”,  but  I do  not  think  it 
would  be  for  you  to  suggest  what  else  should  be  done. 

12.  Sir  Josiah  Stamp  : You  do  not  see,  for  instance, 
how  we  could  deal  with  a turnover  tax? — No.  Except 
perhaps  incidentally  and  with  reference  to  the  broad 
features  of  that  kind  of  tax. 

13.  Chairman : The  point  that  Mr.  Bell  is  referring 
to  is  in  a paper  which  has  been  issued  to  witnesses 
calling  attention  to  the  fact  that  the  Committee’s 
terms  of  reference  are  specifically  directed  to  existing 
taxation,  and  adding  that  the  National  Debt  and  the 
incidence  of  the  existing  taxes  will,  therefore,  form 
the  starting  point  and  the  centre  of  the  Committee’s 
investigation,  and  in  the  opening  stages  it  is  pro- 
posed to  confine  the  discussion  of  taxation  as  far  as 
practicable  to  the  existing  taxes,  reserving  to  a later 
date  such  consideration  as  may  be  found  desirable 
and  as  may  fall  within  the  limits  of  the  inquiry? — I 
think  the  Treasury  want  to  know  what  is  really  the 
effect  of  taxation  as  we  have  it  now.  What  I rather 
submit  they  do  not  ask  the  Committee  to  say,  having 
got  this  result,  is  precisely  what  we  should  do,  if  we 
want  to  alter  it. 

14.  Sir  Arthur  Balfour : We  are  really  asked  to  con- 
sider and  report  on  the  National  Debt  as  it  is,  or 
some  method  of  reducing  it? — I think  including  some 
method  of  reducing  it. 

15.  If  you  got  to  some  method  of  reducing  it  surely 
you  would  have  to  consider  some  other  form  of 
taxation? — I think  somebody  might  have  to  consider 
that. 

16.  Sir  Josiah  Stamp:  We  deal  with  new  taxes 
only  so  far  as  they  arise  as  inevitable  comments  on 
existing  taxes,  but  we  are  not  to  deal  with  a pro- 
gramme of  taxation? — That  is  so. 

17.  Professor  Ball : It  seems  to  me  that  if  we  make 
any  recommendation  regarding  the  reduction  of  the 
National  Debt,  the  recommendation  of  some  tax  or 
something  for  securing  that  reduction  may  be  neces- 
sary?— Supposing  you  came  to  the  conclusion  that  the 
Sinking  Fund  instead  of  being  £50,000,000  ought  to 
be  £100,000,000,  which  would  mean  raising  another 
£50,000,000,  it  would  not  in  my  view  be  your  business 
to  recommend  a particular  new  annual  tax  as  a 
means  of  raising  it.  You  would  say  you  thought 
the  Sinking  Fund  ought  to  be  whatever  you  think, 
and  then  I think  it  would  be  a problem  for  the 
Government,  if  they  adopt  that  recommendation,  to 
say  how  they  will  find  the  money. 

18.  Mrs.  Wootton  : I understand  it  is  your  view 

that  we  should  not  be  precluded  from  discussing  a 
Capital  Levy  ? — I was  thinking  of  a Capital  Levy  not 
so  much  as  standing  taxation  but  as  a single  thing 
for  the  moment. 

19.  You  would  take  the  view  that  we  could  make 
recommendations  as  to  a Capital  Levy? — Yes. 

20.  As  a means  purely  of  dealing  with  the  National 
Debt? — I think  clearly. 

21.  Mr.  Bichens : But  you  would  think  ir  outside 
our  terms  of  reference,  for  example,  to  recommend 
that  the  Death  Duties  should  be  increased  and 
specifically  earmarked  for  the  purpose?— It  would 
rather  depend  how  it  was  done.  Of  course  one  has 
to  feel  one’s  way  rather  on  this  sort  of  thing.  One 
can  quite  conceive  the  Committee  interjecting  a sort 
of  side  remark  to  that  effect.  What  I really  have  in 
mind  is  this : I do  not  see  how  this  Committee  could 
go  through  all  the  paraphernalia  of  considering  the 


kind  of  Budget  considerations  which  would  arise;  I 
do  not  think  it  is  possible  for  any  Committee  to  deal 
with  that. 

22.  Sir  Arthur  Balfour : But  we  should  have  to 
consider  how  the  National  Debt  could  be  dealt  with, 
and,  if  some  other  way  is  suggested  to  us  by  a witness, 
to  what  extent  that  other  way  might  have  special 
reference  to  the  effect  on  industry  and  employment 
and  national  credit? — Certainly. 

23.  Sir  Josiah  Stamp : What  we  have  to  avoid  is 
any  attempt  to  draw  up  any  programme  of  taxation  ? 
— Yes;  you  are  not  a Budget  Committee.  ( Sir 
Arthur  Balfour ):  No;  I agree. 

24.  Mr.  Lees-Smith  : I did  understand  you  to  say 
that  we  could  deal  with  taxes  such  as  Capital  Levy 
or  Death  Duties  as  incidental  to  the  arrangement  of 
the  National  Debt? — If  I was  a member  of  the  Com- 
mittee I should  not  feel  myself  precluded  from  saying, 
if  that  was  my  view,  that  the  amount  of  Sinking 
Fund  ought  not  to  be  less  than  the  amount  of  Death 
Duties.  That,  after  all,  is  only  giving  a kind  of 
measure  of  what  you  think  ought  to  be  the  Sinking 
Fund ; .it  is  nob  saying  that  the  Death  Duties  ought 
to  be  twice  what  they  are  now. 

26.  Sir  Arthur  Balfour : I do  not  see  how  we  can 
prevent  our  witnesses  coming  here  and  dealing  with 
the  future  of  taxation,  to  put  it  broadly,  on  a subject 
like  the  National  Debt,  and  we  shall  have  to  cross- 
examine  them.  The  public  as  a whole  would  be  very 
dissatisfied  if  we  were  to-day  to  say  that  we  could 
not  talk  about  a Capital  Levy  or  that  we  could  not 
talk  about  some  other  form  of  taxation.  We  should 
not  really  accomplish  the  object  of  the  inquiry  at  all 
if  we  restricted  ourselves  very  closely  and  definitely 
to  existing  taxation? — I certainly  would  not  say  that 
the  words  in  the  reference  “ the  incidence  of  exist- 
ing taxation  ” exclude  consideration  of  a Capital 
Levy.  I think  they  might  very  well  exclude  all 
detailed  machinery  of  how  it  is  to  be  done  and  that 
kind  of  thing,  but  I rather  distinguish  that  from  the 
general  question  of  ordinary  day-to-day  taxation. 

26.  Mr.  Lees-Smith  : What  was  in  my  mind  was  tne 
specific  reference  that  you  made  to  Death  Duties. 
Death  Duties  are  rather  more  closely  associated  with 
the  problem  of  the  National  Debt  in  many  minds  than 
many  other  types  of  taxation? — Yes. 

27.  For  that  reason  it  appeared  to  me  that  we 
might  possibly  go  more  into  the  Death  Duties  than 
into  say  an  increase  of  the  beer  duties? — I think  that 
rather  illustrates  the  kind  of  trouble  which  I felt  the 
Committee  might  get  into.  One  can  quite  conceive 
people  thinking  that  the  total  debt  redemption  ought 
to  bear  some  relation,  say,  to  the  total  produce  of  the 
Death  Duties;  but  there  are  very  considerable 
questions  involved  in  earmaking  one  to  the  other 
or  anything  of  that  kind;  it  is  a different  point. 

28.  Sir  Josiah  Stamp:  And  with  the  Death  Duties 
you  might  say,  for  instance,  that  the  Rignano  system 
might  be  better  than  the  existing  system,  in  its 
effect  on  the  ultimate  redemption  of  the  Debt.  You 
could  hardly  rule  out  a modified  form  of  Death 
Duties. 

Mr.  Lees-Smith : That  happens  to  be  one 

point  I had  in  mind;  I was  looking  to  get  some 
evidence  on  the  Rignano  question. 

Sir  Josiah  Stamp:  Yes,  it  is  most  important. 

Sir  Arthur  Balfour:  What  I really  mean 

to  say  is  this  : a witness  may  come  here 

and  propose  some  taxation  that  we  are  not 
at  the  moment  thinking  of  as  a method  of 
reducing  the  National  Debt.  I conceive  that  we  have 
to  enquire  whether  it  is  a feasible  thing  to  do,  and 
to  look  at  it  very  broadly  in  regard  to  its  effect  on 
trade,  and  express  an  opinion  one  way  or  the  other. 

Mr.  Bichens : There  is  another  difficulty  in  my 
mind.  Supposing  somebody  comes  before  us  and  says 
that  there  is  a burden  on  trade  to-day  because  direct 
taxation  is  too  high  as  compared  with  indirect  taxa- 
tion, someone  else  may  come  and  say  the  opposite? 

( Witness ) : Yes. 

29.  Are  we  to  inquire  into  that  at  all,  or  leave  it 
severely  alo’ne? 
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Sir  Josiah  Stamp : Well,  that  is  the  bottom  of  our 
inquiry. 

Mr.  Sickens:  I rather  thought  it  was? — (Witness): 
That  would  he  what  was  the  effect  of  certain  existing 
taxation. 

30.  Your  point  would  be  that  we  were  entitled,  to 
report  that  indirect  taxation  is  too  low  in  relation 
to  direct  taxation  but  not  to  indicate  how  the  situa- 
tion could  be  improved? — Up  to  a point  that  is  my 
view,  yes. 

31.  Sir  -Josiah  Stamp:  You  would  agree  that  you 
could  hardly  stop  a witness  pointing  out  what  he 
regards  as  bad  effects  of  existing  taxes,  an  1 saying 
that  “ those  would  be  modified  if  the  tax  were  altered 
in  the  following  way”? — No.  I am  only  suggesting 
what  I submit  would  be  a sort  of  guiding  line  to  the 
Committee,  and  obviously  your  progress  will  be  on 
each  side  of  the  line  rather  than  straight  down  it. 

32.  Professor  Sail : I would  like  to  ask  whether 
by  the  words  “ existing  taxation  ” we  must  under- 
stand existing  taxes? — Yes,  I should  have  thought 
so.  What  I understand  you  to  mean  is  “ rates  of 
taxation  ” ; I think  it  means  the  existing  rates  of 
taxation. 

33.  Existing  taxation  includes,  for  example,  the 
taxation  of  certain  imports? — Yes. 

34.  Are  we  precluded  from  discussing  the  question 
of  taxation  of  other  imports  than  those  that  are 
to-day  taxed? — 1 should  have  thought  you  are  asked 
primarily  to  say  what  is  the  incidence  of  the  existing 
tax;  in  my  view  you  are  not  asked  to  say  what  is 
the  incidence  of  some  other  tax. 

35.  Mrs.  Wootton : With  regard  to  the  word 

“ incidence  ” — I raise  this  because  it  comes  in  a 
paper  which  a witness  has  already  submitted  to  us — 
would  you  take  the  view  that  that  includes  the  pro- 
portions in  which  the  existing  taxation  is  borne  by 
different  income  groups  in  the  community? — 
Certainly  I should  think  so. 

Mrs.  W ootton : That  is  what  I thought,  but  we 
have  before  us  a document  in  which  a witness  is  in 
doubt  about  that. 

36.  Chairman : We  have  a copy  of  the  National 

Debt  Return  as  at  the  31st  March,  1923.  1 under- 

stand that  you  are  going  to  hand  in  certain  tables 
bringing  those  figures  up-to-date;  perhaps  you  will 
explain  your  documents? — 1 thought  it  might  be  con- 
venient to  the  Committee,  just  to  bring  the  statistics 
up-to-date,  if  I gave  them  the  figures  up  to  the  end 
of  March,  1924,  comparable  to  the  main  figures  in  the 
printed  return  for  1923.  On  page  14  of  the  return 
there  is  an  analysis  of  the  various  items  making  up 
the  debt.  The  first  table  that  I propose  to  hand  in 
simply  brings  those  figures  up-to-date.  I do  not 
think  I want  to  say  anything  on  the  alterations.  They 
are  just  the  natural  effects  of  either  the  Sinking 
Fund  or  the  conversion  of  one  form  of  debt  into 
another. 

37.  Mr.  Bell : Can  you  show  us  the  comparative 
figures?— The  internal  debt  is  £6,554,000,000  now 
compared  with  £6,616,000,000  last  year.  These 
figures  correspond  with  the  figures  at  page  14  of  the 
return. 

38.  Chairman:  The  debt  then  is  £7,680,000,000 
as  against  the  amount  in  the  paper  £7,812,000,000? — 
No.  The  latter  figure  is  not  quite  the  same  thing, 
because  it  includes  the  “ other  capital  liabilities.” 
The  £7,680,000,000  is  the  internal  and  external  debt 
only.  Then  I want  to  hand  in  the  Financial  State- 
ment which  was  circulated  in  the  House  of  Commons 
the  other  day,  particularly  because  of  Table  4 and 
Table  6.  Table  4 gives  the  total  figures  of  debt  up  to 
the  31st  March  classified  in  two  ways,  first  of  all,  by 
dividing  internal  and  external  debt,  and,  secondly, 
by  dividing  the  maturities  year  by  year.  Table  6 
gives  the  latest  figures  of  the  War  debts  owed  by  other 
countries  to  ourselves. 

39.  Sir  Arthur  Balfour:  Table  6 includes  the 

interest  up  to  date? — That  includes  accrued  interest 
funded  to  date. 

40.  Simple  interest,  of  course? — No,  compound;  it 
is  added  every  year.  Table  4 deals  only  with  what 


I may  call  the  deadweight  debt,  that  is  to  say,  it 
does  not  include,  in  the  first  case,  contingent  liabilities 
for  debt,  such  things  as  various  guaranteed  loans 
for  which  we  may  have  a liability,  such  as  Local 
Loans  Stock  or  Irish  Land  Stock,  which  are  not  direct 
liabilities  of  ours,  although  we  have  a contingent 
liability  for  them.  Nor  does  it  include,  what  some 
people  might  think  ought  to  be  included,  the  Post 
Office  Savings  Bank. 

41.  Mr.  Sickens : Or  the  Trade  Facilities  Loans, 
I suppose? — No.  The  reason  for  those  exclusions  is 
that  in  the  first  place  you  cannot  evaluate  what  the 
risk  of  the  contingency  is,  and  in  the  second  place, 
that  practically  all  of  them  have  Sinking  Funds  of 
their  own,  not  provided  by  us,  but  provided  by  the 
borrowers,  whoever  they  may  be.  Take  the  case  of 
the  ordinary  Trade  Facilities  Loan;  the  borrower  in 
those  cases  hae  to  provide  an  annual  sum,  including 
a Sinking  Fund,  to  pay  off  in  a certain  number  of 
years,  so  that,  from  my  point  of  view,  that  is  not 
an  immediate  liability  on  the  Exchequer. 

42.  Sir  Alan  Anderson:  Is  the  Post  Office 

Savings  Bank? — The  Post  Office  Savings  Bank 
is  rather  different.  There,  of  courses,  the  Savings 
Bank  has  its  own  investments,  which  are  its 
primary  asset.  If  you  took  a paper  valuation  of 
those,  they  would  not  cover  the  liabilities.  We  are 
guarantors  of  the  difference,  but,  of  course,  in  prac- 
tice the  thing  is  not  of  any  importance. 

43.  Sir  Josiah  Stamp:  Of  course,  many  of  those 
investments  are  in  Government  loans? — Many  of 
them,  I should  think,  are  in  our  own  funds. 

44.  Sir  Charles  Addis  : Indirectly  they  are  repre- 
sented?— Yes.  In  the  second  place  this  table,  which 
deals  with  deadweight  debt  only,  does  not  cover  what 
we  describe  in  the  printed  return  as  “ other  capital 
liabilities,”  and  there  again  the  reason  for  the  ex- 
clusion is  that  there  are  special  assets  against  those 
borrowings ; they  are  all  repaid  by  annuities,  or 
frequently  repaid  by  annuities  charged  on  the  Votes 
and  not  included  in  the  figures  we  give  of  Sinking 
Fund.  In  fact,  our  deadweight  debt  represents  debt 
which  is  a general  charge  on  the  Exchequer  and 
against  which  v7e  hold  no  particular  assets.  Of 
course,  you  may  say  that  we  hold  Allied  debts  against 
it,  but  we  do  not  hold  any  earmarked  assets.  I want 
now  to  confine  myself  in  what  I am  going  to  say  to 
the  deadweight  debt  only. 

45.  Mr.  Bell : There  is  just  one  exception,  the 

accruing  interest  on  War  Savings  Certificates?—! 
was  going  to  say  something  about  that.  In  this  table 
War  Savings  Certificates  and  National  Savings  Cer- 
tificates are  entered  at  their  original  issue  price 
of  15s.  6d.  or  16s.,  as  the  case  may  be.  Of  course, 
when  those  Certificates  come  to  be  paid,  we  shall 
have  to  pay  the  accrued  interest  on  them  possibly 
for  5 or  10  years,  or  even  more.  There  is,  therefore, 
a liability  for  accrued  interest  heaped  up  against  us, 
and  that  figure  is  not  included  in  our  debt  returns, 
because  it  is  treated  as  interest  and  not  as  capital. 
There  have  been  estimates  made  of  what  the  accrued 
interest  is ; they  are  all  rather  sketchy,  but  it  is  some- 
where in  the  region  at  the  present  moment  of  about 
£80,000,000.  I do  not  want  that  taken  as  an 
accurate  figure;  it  is  just  an  indication.  I ought  just 
to  make  clear  to  the  Committee  that,  of  course,  we 
have  provided  every  year  in  the  Budget  for  paying 
as  much  interest  as  we  think  we  shall  actually  have 
to  pay  in  the  year. 

46.  Sir  J osiah  Stamp : But  if  there  were  a sudden 

rush ? — Then  we  have  no  provision  against  it, 

apart,  so  far  as  principal  is  concerned,  from  our 
general  Sinking  Funds.  Then,  again,  these  figures 
do  not,  of  course,  include  the  premiums  payable  on 
redemption  in  the  case  of  certain  Bonds.  Most  of 
the  War  Bonds  are  repayable,  as  the  Committee 
knows,  at  102,  103  or  105,  as  the  case  may  be.  The 
figures  here  are  the  nominal  value,  and  exclude  the 
premium  on  redemption.  I suppose  the  amount  of 
possible  premium  might  be  in  the  region  of 
£30,000,000,  but  one  has  to  take  that  figure  with 
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caution  because  a great  many  of  those  Bonds  will  be 
converted  into  something  else  before  they  arrive  at 
maturity,  so  that  £30,000,000  is  not  a figure  which 
anyhow  directly  we  have  to  pay. 

47.  Sir  Alan  Anderson : I do  not  quite  understand 
in  regard  to  the  Savings  Certificates  why  you  do  not 
write  this  debt  up  as  the  interest  accrues? — Take 
the  plain  case  of  an  ordinary  security : you  have  your 
capital,  and  your  interest  is  payable  year  by  year. 
You  enter  as  your  capital  the  original  sum,  and  your 
interest  is  paid  year  by  year.  In  this  particular  case 
we  do  not  pay  interest  year  by  year,  but  it  accumu- 
lates against  any  moment  when  the  holder  likes  to 
claim  repayment;  but  we  still  treat  that  as  interest. 

48.  Do  you  charge  revenue  with  the  year’s  assumed 
interest  on  these? — No.  We  charge  revenue  in  the 
year  with  the  interest  which  we  think  we  are  going 
to  have  to  pay. 

49.  Every  year? — Yes;  that  is  to  say,  the  amount 
of  the  Certificates  which  experience  suggests  to  us 
we  should  really  have  to  pay  in  that  year.  We  do  not 
make  any  special  reserve  against  this  liability  heaping 
up  against  us. 

50.  Mr.  Lees-Smith : Is  not  the  broad  result  that, 
while  it  is  laid  down,  and  we  are  told  that  we  have 
a Sinking  Fund  of  £40,000,000  rising  to  £50,000,000 
a year,  in  fact  we  are  setting  aside  considerably  less 
for  the  reduction  of  debt  each  year ; is  not,  in  reality, 
what  we  are  setting  aside  diminished? — I should  not 
put  it  in  that  way;  I should  put  it  in  this  way,  that 
the  fact  that  there  i6  this  liability  is  a ground  for 
having  a high  Sinking  Fund. 

51.  Mr.  Lees-Smith : I want  to  be  clear  on  that 
point.  Does  it  not  come  to  this,  that  whereas  we 
have  ostensibly  a Sinking  Fund  of  £40,000,000  to' 
£50,000,000,  in  reality  we  are  piling  up  by  the  side 
of  it  a fresh  liability — a hidden  liability? — There  is 
a hidden  liability,  certainly. 

52.  Mr.  Lees-Smith : It  should,  in  fact,  be  deducted 
from  that  Sinking  Fund? 

Sir  Arthur  Balfour : Or  the  Sinking  Fund  made 
greater. 

Mr.  Lees-Smith : Yes.  In  fact,  we  are  not  reduc- 
ing our  debt  by  £40,000,000  or  £50,000,000  a year. 

Sir  J osiah  Stamp : Supposing  a commercial  concern 
borrowed  money  on  the  same  principle  as  the 
National  Savings  Certificates  and  was  making  up  its 
balance  sheet,  could  it  ignore  this  interest  liability? 
— ( Witness ) : No,  I think  it  could  not. 

53.  Sir  William  McLintoch  : No,  and  where  they  do 
put  the  Certificates  in  as  an  asset  they  add  the 
interest  yearly  to  the  asset? — Yes. 

54.  That  interest  is  not  a Sinking  Fund  charge  at 
all,  is  it? — No,  but  of  course  in  so  far  as  your 
Sinking  Fund  is  not  earmarked  to  particular  issues 
you  could  apply  it  in  any  year  to  the  redemption  of 
the  principal  of  Savings  Certificates. 

55.  Mr.  Kichens  : Why  do  you  not  as  a matter  of 
fact  add  to  the  amount  of  the  debt  the  accrued 
interest  in  respect  of  the  year? — Do  you  mean  as  a 
matter  of  statistics? 

56.  As  a matter  of  fact.  A private  business  wouid 
be  put  into  a serious  situation  if  they  did  not;  it 
would  be  regarded  as  dishonest? — I think  the  main 
reason  why  it  was  not  done  was  because  it  is  a 
matter  of  considerable  difficulty  to  estimate  exactly 
how  much  the  amount  ought  to  be.  You  see  you  have 
Certificates  running  for  various  series  of  years;  you 
would  have  to  have  very  elaborate  statistics  to  show 
which  particular  series  matured  in  any  particular 
year;  I think  that  is  the  kind  of  reason  why  it  was 
not  done  originally. 

57.  It  is  not  a serious  difficulty,  is  it? — Well,  I 
should  not  like  to  be  sure  about  that.  I am  not 
saying  that  I think  the  situation  is  entirely  satis- 
factory. 

58.  i¥r.  Lees-Smith  : I am  thinking  of  it  from  the 
Parliamentary  point  of  view.  It  surely  does  give 
Parliament  a very  misleading  impression? — I think 
not,  because  we  have  always  told  Parliament  that  is 
how  we  do  it. 

59.  Sir  Josiah  Stamp:  We  have  known  about  this 
little  anomaly  all  along? — Yes. 


60.  Professor  Kail:  Should  I be  right  in  saying 
that  at  the  end  of  the  ten  years  when  you  repay  the 
Certificates  at  26s.  0d.,  or  whatever  it  may  be,  you 
make  in  that  year  a full  year’s  charge  for  interest? — 
If  at  the  end  of  ten  years  the  whole  volume  of  the 
Certificates  were  presented  at  once,  which  is  extremely 
improbable,  we  should  have  to  provide  in  that  year 
out  of  revenue  or  borrowings  to  repay  them. 

Then  I just  wanted  to  remind  the  Committee  that 
the  foreign  debt  in  this  table  is  put  in  at  par  of 
exchange  as  a matter  of  convenience.  Of  course  you 
can  make  the  figure  almost  anything  you  like  by 
taking  different  rates  of  exchange. 

61.  Sir  Arthur  Balfour : We  lent  in  pounds 

sterling,  of  course? — Do  you  mean  to  the  Dominions? 

62.  Yes. — We  lent  in  pounds  sterling,  generally 

speaking,  with  minor  exceptions.  Another  thing 
I wanted  to  say  is  that  the  Committee  will 
notice  at  the  bottom  of  this  Table  4 an 
item  “ Loans  from  certain  Allied  Govern- 
ments, £132,000,000.”  That,  as  a matter  of 

fact,  represents  deposits  of  gold  which  were  made 
to  us  during  the  war  by  certain  foreign  Governments 
and  which  have  always  been  treated  technically  as 
loans ; but  we  have  never  regarded  it  as  a very  serious 
liability,  I am  afraid,  because  they  are  only  repayable 
when  the  Governments  in  question  repay  the  whole  of 
their  debts  to  us;  so  that  for  practical  purposes  we 
may  regard  that  item  as  non-existent. 

63.  Sir  Josiah  Stamp:  These  are  contra  accounts? 
— Yes.  It  is  the  £132,000,000,  the  last  item  but  one 
on  the  table. 

64.  Mr.  Kichens : Increased  by  £4,000,000  during 
the  year? — Yes,  that  is  right. 

05.  Sir  William  McLintoch  : Why  should  not  these 
debts  be  applied  in  reduction  of  the  liabilities? — I am 
afraid  there  are  reasons  of  high  diplomatic  policy.  I 
hope  a moment  may  come  when  that  may  be  done. 
The  only  other  comment  I want  to  make  is  on  the 
item,  “ Ways  and  Means  advances.”  That,  of 
course,  does  not  represent  Ways  and  Means  advances 
by  the  Bank  of  England  at  this  moment;  it  is  invest- 
ments mainly — in  fact,  practically  entirely — by  vari- 
ous Government  Departments  and  on  the  Currency 
Note  account.  There  is  a.  little,  I think,  from  the 
Post  Office  who1  have  some  Government  funds  which 
want  a short  term  investment.  The  point  is,  it  is  not 
outside  Ways  and  Means  in  the  ordinary  sense. 

66.  Sir  Josiah  Stamp:  The  table  on  page  5 of  the 
Financial  Statement  shows  a whole  lot  of  items  as  it 
they  come  under  1947-48,  but  I take  it  a line  ought 
to  be  drawn  somewhere? — Yes. 

67.  It  is  only  the  5 per  cent.  War  Loan? — Yes. 

68.  Then  you  draw  a line  and  it  is  general? — Yes. 
Some  of  them  are  1961  and  some  go  on  for  ever. 
Perhaps  I may  make  just  one  general  remark  on  this 
table.  The  Committee  will  see  that  in  the  years 
1927-28  and  1928-29,  we  have  very  heavy  liabilities — 
£850,000,000  of  maturing  Bonds.  Then,  as  they 
know,  there  is  a large  total  of  5%  War  Loan, 
over  £2,000,000,000  which  we  have  an  option  to  repay 
in  1929;  that  is  to  say,  we  can  begin  to  repay  then. 
As  a matter  of  fact,  that  figure  of  over  £2,000,000,000 
will  probably  be  increased  very  considerably  because 
of  other  issues  which  have  a right  of  conversion 
into  War  Loam,  possibly  to  the  extent  of  £500,000,000. 
Therefore,  between  now  and  1929  we  have  got  very 
big  maturities  both  of  Bonds  which  we  must  pay — 
£850,000,000  of  Bonds — and  War  Loan  £2,500,000,000, 
which  we>  can  pay  if  we  are  in  ia  position  to  do  so. 
In  the  Treasury  view  that  is  the  great  governing  fact 
of  our  immediate  debt.  That  was  one  of  the  main 
reasons  why  we  started  on  the  Sinking  Fund  pro- 
visions last  year.  Of  course,  one  naturally  has  a 
Sinking  Fund  in  order  to  redeem  one’s  debt,  but  that 
was  not,  at  any  rate  to  my  mind,  the  main  purpose 
of  that  Sinking  Fund.  It  is  a good  thing  to  redeem 
your  debt,  but  the  main  purpose  of  that  Sinking 
Fund,  which,  in  relation  to  our  total  debts,  is  not  a 
large  one — it  is  somewhere  about  two-thirds  to  1% 
— was  to  get  the  Sinking  Fund  established  perma- 
nently, working  each  year  with  a view  to  improving 
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our  credit,  say,  in  the  next  six  years,  and  therefore 
enabling  us  to  deal  on  more  favourable  terms  with  the 
opportunity  that  these  heavy  maturities  give  us. 

I have  another  table  which  I propose  to  hand  in 
which  bears  on  that;  they  are  the  same  figures  as 
you  have  in  Table  4,  but  re-classified  on  the  basis 
of  our  repaying  everything  at  the  earliest  date  we 
can,  instead  of  at  the  latest  date.  That,  of  course, 
slightly  alters  the  amount  which  we  can  deal  with 
in  the  earlier  years.  For  instance,  the  figure  for 
1909-30,  which  in  the  printed  table  is  £65,000,000, 
becomes  in  my  Appendix  £2,200,000,000  by  putting 
in  the  5%  War  Loan.  Of  course,  there  are  some  items 
in  that  which  one  would  not  pay  off  on  the  first 
possible  date — for  instance,  the  3|%  War  Loan,  1925. 
Still,  it  is  intended  to  show  the  possibilities  if  we 
are  in  a position  to  effect  favourable  conversions  in 
the  next  few  years. 

69.  Mr.  Lees-Smith : On  that  table,  taking  the 

bottom  item,  from  1961  and  after,  should  a line  be 
drawn  somewhere  there? — Only  in  this  sense,  that 
when  you  get  to  the  funded  Debt  you  deal  with  it 
by  buying  it  in  the  market. 

70.  Sir  William  McLintock  : The  last  three  items 
I think  are  not  “ after  1961  ”? — They  are  not  fixed 
dates. 

71.  Mr.  Lees-Smith  : A special  point  arises  there. 
Some  of  our  witnesses  are  suggesting  con- 
version as  a means  o.f  dealing  with  debt.  These 
figures  mean  that  about  £1,200,000,000  of  debt 
or  more  could  not  be  converted  until  1961? — I should 
not  say  that.  You  can  offer  voluntary  conversions  at 
any  time  you  like  if  you  are  in  a strong  enough 
position  to  do  so. 

72.  Sir  J osiah  Stamp  : There  really  ought  to  be  a . 
line  drawn  after  the  3J%  Conversion  Loan? — Yes. 

73.  Mr.  Lees-Smith : I mean  conversion  to  a lower 
rate  of  interest? — Supposing  you  take  Consols,  which 
are  a perpetual  annuity,  if  the  circumstances  are 
favourable  you  can  offer  the  Consols  holder  a lower 
rate  of  interest  if  you  like. 

74.  In  return  for  what  advantage? — The  same  kind 
of  advantage  as  I suppose  he  got  in  the  Goschen 
conversions. 

76.  Would  it  be  a saving  to  the  Government? — 
That  depends  entirely  on  the  terms,  of  course. 

76.  The  point  I have  in  mind  is  this  : supposing 
the  rate  of  interest  goes  down,  say  1 per  cent. ; you 
cannot  assume  that  you  are  going  to  get  the  full 
advantage  of  that  1 per  cent,  until  1961  ? — Not  on 
these  particular  figures. 

77.  You  have  to  give  them  a quid,  pro  quo? — Yes. 
The  point  about  that — and  the  important  point,  I 
think — is  this,  that  in  the  case  of  the  big  War  Loan, 
£2,000,000,000,  we,  the  State,  have  an  option  to 
repay  in  1929. 

78.  Sir  Arthur  Balfour : These  really  represent 

your  earliest  opportunities  if  the  conditions  are 
favourable  ? — Yes. 

79.  Sir  Josiah  Stamp:  As  a matter  of  clarity,  these 
items  at  the  bottom  are  really  of  a different  order? — 
Yes. 

80.  .For  instance,  you  have  a right  to  repay  Savings 
Certificates  much  earlier  than  1961 — the  whole  lot? 

— Yds,  that  is  so.  There  ought  to  be  a distinction. 
The  last  four  items  are  rather  the  rag-bag;  that  is 
what  it  comes  to. 

Then  I wish  to  give  the  Committee  a rather  bulky 
table — I do  not  propose  to  go  through  it  at  all — 
which  shows  the  original  amount  of  the  various  loans, 
how  much  has  been  converted  from  or  to  something 
else,  and  how  much  is  now  left.  If  you  take  just  that 
top  sheet  by  way  of  illustration,  that  shows  the 
3%%  Conversion  Loan  and  the  amounts  raised 
in  the  two  year's  in  which  it  was  on  issue  by  conversion 
from  various  other  issues.  That  gives  you  a total 
on  the  right-hand  side  of  the  sheet  of  £693,000,000 
odd.  Underneath  that  is  shown  the  amount  that  has 
been  paid  off  by  various  transactions,  £27,000,000, 
which  leaves  you  with  £666,000,000,  now  outstanding. 

It  shows  what  happened  to  all  these  loans  since  they 
started.  Then  I thought  it  would  be  useful  to  the 


Committee  to  have  quite  a brief  memorandum,  which 
I propose  to  hand  in,  on  the  Sinking  Fund.  I am 
not  sure  that  I need  say  anything  very  much  on  that 
memorandum,  except  just  to  emphasise  this,  that  as 
the  Committee  know  we  now  have  a Statutory 
Sinking  Fund  out  of  revenue  in  the  present  year  of 
£45,000,000,  and  in  the  next  year  and  thereafter  it 
will  be  £50,000,000.  That  Sinking  Fund  covers  the 
specific  Sinking  Funds  established  for  various  Loans 
under  the  terms  of  the  prospectuses  and  allows 
a margin.  Take,  for  instance,  the  3J%  Con- 
version Loan;  under  the  terms  of  that  prospectus  we 
bound  ourselves  to  apply  for  redeeming  that  loan  a 
certain  sum  of  money  each  year;  that  is  a specific 
Sinking  Fund  and  there  are  one  or  two  other  Ioann 
in  a similar  position.  The  general  Sinking  Fund 
provision  that  we  make  covers  all  these  items  and 
leaves  a margin,  but  that  would  not  be  so  in  certain 
eventualities.  To  take  the  most  obvious  case,  under 
the  terms  of  the  prospectus  of  the  5%  War  Loan, 
whenever  the  price  of  the  loan  is  less  than  95,  we 
have  to  provide  a depreciation  fund  (which  is  in  effect 
practically  a Sinking  Fund)  up  to  a certain  pro- 
portion of  the  issue,  which  works  out  at  £32,000,000  a 
year.  Of  course,  in  recent  years  the  price  has  not 
been  less  than  95,  and  therefore  we  have  not  had  to 
provide  that  £32,000,000.  Of  course,  if  we  did  have  to 
provide  it,  our  existing  Sinking  Fund  would  be  quite 
insufficient  and  we  should  have  to  borrow,  as  we  stand 
at  present,  for  that  purpose.  I hope  that  is  a 
contingency  which  is  not  likely  to  happen.  If  our 
credit  for  any  reason  depreciated — take  the  improb- 
able case  of  a general  European  War — then  that 
liability  would  be  upon  us.  The  same  kind  of 
consideration  applies  to  the  tendering  of  Bonds ; 
becauso  there  again  it  depends  on  the  price  in  the 
market,  to  a large  extent,  whether  it  is  worth  while 
to  tender  Bonds  rather  than  cash,  and  there  might; 
be  a big  drain  on  our  Sinking  Fund. 

81-2.  Sir  J osiah  Stamp : Is  there,  anywhere  in  the 
papers,  a division  of  the  50  millions  into  what  one 
might  call  our  fixed  or  ear-marked  Sinking  Fund, 
and  the  free  portion  ? — At  the  end  of  the  note  that  I 
am  putting  in,  I analyse  the  40  millions  of  last  year, 
which  shows  a small  free  balance  in  that  year ; of 
course  the  figures  would  be  quite  different  this  year. 

83.  Sir  Alan  Anderson:  But,  surely,  in  the 
Chancellor’s  statement  this  year,  there  was  40 
millions,  was  there  not? — 45  millions  this  year. 

84.  And  did  he  not  say  that  there  was  40  millions, 
in  addition  to  that,  going  to  Sinking  Fund,  making 
80  millions  altogether  ? — He  was  then  talking  about 
last  year.  There  were  88  millions  last  year,  of  which 
40  millions  was  the  Sinking  Fund  I am  talking  about 
out  of  revenue,  and  the  balance  of  48  millions  was 
the  windfall. 

85.  Sir  Josiah  Stamp:  The  point  I was  alluding 
to  was  this.  If  you  can  divide  the  Sinking  Fund 
into  two  parts,  the  fixed  and  the  free  portions,  and 
also  divide  the  debt  which  has  a fixed  sinking  fund 
attached  to  it  under  any  circumstances  and  that 
which  has  not,  one  could  tell  the  ratio  ? — I could 
quite  easily  analyse  it.  It  would  have  to  be  on  the 
basis  of  an  estimate,  to  some  extent. 

86.  My  point  is  this.  If  a;  third  of  the  National 
Debt  eats  up  most  of  the  Sinking  Fund,  the  rest  of 
it  has  got  very  little  provision  against  it? — Yes.  If 
it  would  interest  the  Committee,  though  I might  have 
to  ask  them  not  to  publish  the  figures  for  the  moment 
anyhow,  I could  analyse  this  year’s  provision.  The 
free  balance  out  of  the  45  millions  would  be  very 
much  larger  because  we  have  not  got  to  pay  the 
United  States  Silver  Loan. 

87.  Sir  Arthur  Balfour : It  comes  to  this  that, 
whereas  there  is  a Sinking  Fund  of  45  millions  or  50 
millions,  or  whatever  the  figure  is  at  the  moment,  the 
charges  against  it  do  make  it  rather  important  that 
there  should  be  some  windfalls  coming  in  to  meet  the 
situation,  in  case  of  emergency? — Yes.  You  can  put 
it  in  this  way : that  under  the  terms  of  issue  the 
holders  of  certain  issues  have  advantages  over  others ; 
but  as  against  the  man  who  holds  Consols,  they  have 
a very  great  advantage. 
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88.  Mr.  Bell:  I see  a mention  of  donations  and 
bequests;  do  they  amount  to  more  than  a few  hundred 
pounds? — They  do  not  amount  to  very  much. 

89.  They  are  very  infrequent  and  small  ? — There 
have  been  one  or  two  cases  in  the  last  few  years  of 
quite  considerable  amounts;  but,  generally  speaking, 
they  are  small.  The  main  items  by  which  the  debt 
has  been  reduced,  apart  from  revenue,  are  repay- 
ments, and  various  contributions  made  by  the  Colonies 
during  the  war,  which  they  specifically  wanted  to  be 
applied  to  debt,  the  biggest  being  India,  who  under- 
took to  be  responsible  for  100  millions  of  War  Loan. 
I see  in  1921-22,  donations  and  bequests  accounted 
for  a debt  reduction  of  about  £37,000;  but  I can  get 
you  the  later  figures.*  Then  I propose  to  put  in  two 
other  papers.  One  shows  the  conversion  options 
still  open  under  various  original  prospectuses.  They 
are  practically  confined  to  various  National  War 
Bonds  which  have  the  right  of  conversion  into  War 
Loan,  and  one  American  issue  which  has  the  right  of 
conversion  into  National  War  Bonds.  Then  I propose 
to  put  in  a final  paper  which  shows  the  particulai 
issues  which  have  the  right  of  tender  for  Death 
Duties  and  upon  what  terms. 

90.  May  I ask  a general  question,  to  enlighten  my 
mind  P Is  the  system  of  giving  conversion  options,  in 
your  judgment,  a good  one? — Do  you  mean  whether 
I would  do  it  to-day  or  whether  I would  have  done  it 
then  ? 

91.  I meant  on  general  financial  principles? — No, 
I think  not.  Take  the  conversion  option  of  War 
Bonds.  The  whole  of  the  5%  War  Bonds,  practically 
all  the  issue,  is  now  entitled  to  be  converted  at  any 
time  into  War  Loan  at  the  rate  of  £100  War  Loan 
for  £95  Bonds.  That  is  <a  very  heavy  option  against 
ue,  the  value  of  which,  at  the  time  that  offer  was 
made,  it  was  impossible  really  to  estimate.  Therefore 
we  presumably  did  not  get  consideration  for  it,  or 
not  full  consideration,  because  nobody  could  estimate 
what  it  was  worth.  That,  of  course,  is  a very  em- 
barrassing feature.  But  there  are  times  when  you 
have  to  raise  money  somehow,  and  it  is  a question  of 
what  particular  form  of  concession  you  should  give. 
But  my  general  answer  would  be  that  I do  not  advo- 
cate it.  I might  qualify  that,  to  a certain  extent, 
with  regard  to'  the  question  of  foreign  debt.  Then 
there  is  just  one  more  addition.  There  is  a.  note  on 
the  particular  issues  which  have  exemptions  from 
taxation  if  held  by  persons  resident  abroad.  It  is 
merely  a question  of  fact.  They  include  the  4%  and 
5%  War  Loans,  the  Funding  Loan,  and  the  5f% 
Exchequer  Bonds.  I did  not  propose  to-day,  if  the 
Committee  would  allow  me,  to  express  any  particular 
opinions  as  to  policy  or  otherwise.  I thought 
possibly  if  the  Committee  wished  to  hear  me  on  that, 
they  would  ask  me  later.  All  I wanted  to  do  was  to 
try  to  put  together  a certain  amount  of  more  or  le6S 
statistical  facts. 

92.  Chairman : Thank  you,  Mr.  Niemeyer.— 

There  is,  perhaps,  just  one  tiling  I might  mention.  I 


was  told  that  some  members  of  the  Committee  rather 
desired  to  have  figures  as  to  the  number  of  individual 
holdings  of  War  Loan.  I want  to  say  that  there  is 
a good  deal  of  difficulty  in  that,  for  this  reason.  In 
the  first  place,  of  course,  we  have  no  information  as 
to  who  the  holders  of  Bearer  Bonds  are ; naturally 
we  cannot  tell.  In  the  second  place,  of  course,  a 
single  person  may  hold  holdings  in  four  or  five 
different  issues,  he  may  hold  £100  in  War  Loan, 
£100  in  Bonds,  £100  in  Savings  Certificates,  £100  in 
Consols.  Therefore  the  individual  holder  and  the 
individual  investor  are  not  one  and  the  same  person, 
and  we  have  no  real  means  of  identifying  them. 
Then  you  may  get  cases  where  one  trustee  may  hold 
for  half  a dozen  beneficiaries,  or  you  may  get  the 
converse  case  of  several  trustees  holding  for  the  same. 
All  those  things  you  cannot  earmark.  We  only  know 
roughly  the  number  of  holdings,  and  that  does  not 
tell  us  very  much  about  either  the  number  of  persons 
who  hold  or  the  average  amount  that  any  particular 
person  holds.  So  that  I am  afraid  the  figures,  even 
if  they  could  be  got,  would  not  be  extraordinarily 
helpful.  To  get  them  would  be  very  difficult,  and 
would  probably  mean  several  weeks’  work  for  all  the 
people  who  keep  registers,  which  includes,  of  course, 
a great  many  agencies.  It  includes,  for  instance, 
primarily  the  Bank  of  England,  also  the  Bank  of 
Ireland,  also  Morgan’s  for  the  American  debt,  also 
the  Post  Office  for  Post  Office  issues,  and  to  a certain 
extent  some  of  the  Trustee  Savings  Banks.  So  you 
have  all  those  separate  registers,  none  of  which  can 
be  related  to  any  other.  You  might  easily  get  a man 
who  was  on  all  five,  and  each  entry  would  count  as 
one.  So  I am  afraid  it  would  be  not  only  extremely 
difficult  and  would  involve  a great  amount  of  work 
to  the  people  who  keep  the  registers,  to  provide  those 
figures,  but  they  would  not  enable  you  to  make  any 
very  safe  inference  when  you  got  them. 

93.  Sir  Arthur  Balfour : Might  it  not  also  lead  go 
people  selling,  if  they  heard  that  you  were  making 
such  a detailed  register? — After  all,  they  all  know 
that  they  are  registered. 

94.  If  it  were  to  be  given  to  a Committee  like  this, 
or  made  public  in  any  way,  people  might  not  be 
willing  to  hold  as  much  in  certain  things  as  they  do 
at  present  ? — You  obviously  could  not  say  the  holding 
of  Mr.  A.  was  so  much. 

95.  I thought  that  was  the  object  of  the  suggestion? 
— I understood  the  suggestion  was  that  we  might  say 
that  the  number  of  holdings  over  £100,  say,  is  so 
much.  I do  not  think  there  would  be  any  harm  in 
that,  if  we  could  do  it. 

96.  Sir  Josiah  Stamp:  You  cannot  relate  indi- 
viduals by  such  a register? — No,  you  cannot.  I ought 
to  have  added  that  if  there  is  any  other  information 
that  the  Committee  would  like  to  have  at  any  time, 
and  they  would  let  me  know,  of  course  we  would  do 
our  best  to  produce  it. 

Chairman : Thank  you. 


( The  Witness  withdrew.) 
(Adjourned  for  a short  time.) 


Sir  Felix  Schuster,  Bart.,  called  and  examined. 
Evidence-in-chief  handed  in  by  Sir  Felix  Schuster. 


1.  How  does  the  National  Debt  affect  the  supply  of 
credit  and  the  supply  of  permanent  capital  for  trade 
and  industry,  with  particular  reference  to  the  effect 
of  the  Floating  Debt ? 

2.  How  does  it  affect  the  terms  on  which  capital 
can  be  raised? 


The  supply  of  credit  for  national  trade  and 
industry  has  not  been  affected  by  the  increase  of 
the  National  Debt  to  the  extent  one  would  prima 
facie  be  led  to  suppose.  In  fact,  figures  prove  that 
it  has  not  diminished  as  compared  with  pre-war 
conditions.  The  main  supply  of  such  credit  is 
derived  from  advances  by  the  banks.  The  following 
are  the  figures  in  the  aggregate  taken  from  the 


* The  figure  for  1922/23  was  £17,118. 
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published  balance  sheets  of  all  banking  companies 
whose  figures  are  available : 


Advances 

Bills  Discounted 

Deposits 


1913 

£ 

542,185,776 

117,097,699 

1,048,732,256 


1923 

£ 

1,025,897,480 

317,693,995 

2,310,817,877 


Allowance  has  to  be  made  for  the  rise  in  the  price 
of  commodities  to  show  that  the  increase  in  the 
advances  has  kept  pace  with  that  rise.  According 
to  the  Economist’s  Table  of  Index  Numbers 


(January,  1924),  having  as  basis  the  average  1901-5, 
the  index  number  at  the  outbreak  of  the  War  was 
116-6.  In  December,  1923,  it  was  208-2,  a rise  of 
80  per  cent.,  while  as  shown  above  the  advances 
have  increased  by  87  per  cent.,  and  bills  discounted 
by  171  per  cent.  This  latter  comparison  is  probably 
not  a conclusive  one  as  some  banks  include  Treasury 
Bills  in  that  item;  according  toi  the  Economist  of 
19th  April,  the  holding  of  Treasury  Bills  by  the 
banks  amounts  at  present  to  about  100  millions ; 
personally,  I estimate  it  at  a somewhat  higher 
figure.  However  that  may  be,  as  a matter  of  fact, 
it  can  be  said  that  commercial  bills  of  approved 
character  always  find  ready  takers,  and  the  rise  in 
banking  deposits  of  120  per  cent,  shows  that  there 
are  ample  funds  for  the  purpose;  nor  are  the  rates 
charged  to  trade  more  onerous  now  than  they  were 
before  the  War.  These  rates  are  regulated  by  the 
Bank  of  England  rate,  the  yearly  averages  of  which 
from  1910  are  as  follows : — 


1910 

1911 

1912 

1913 

1914 

1915 

1916 

1917 

1918 

1919 

1920 

1921 

1922 

1923 


£ s.  d. 
...  3 14  5 
...3  9 4 
...  3 15  6 
...  4 15  5 
...4  0 9 
...5  0 0 
...5  9 7 
...500 
...5  0 0 
...5  3 0 
...  6 14  3 
...6  2 5 
...  3 13  10 
...3  9 9 


As  regards  the  supply  of  permanent  capital,  this 
is  not  part  of  the  banks’  business  but  that  of 
financial  institutions,  trust  companies,  and  the 
private  investing  public.  I think  it  can  be  said 
that,  where  the  security  offered  is  of  high 
character,  borrowers  have  no  difficulty  in  obtaining 
loan  capital  on  mortgage  or  debentures  at  reason- 
able rates.  During  the  period  of  very  dear  money, 
about  1920,  high  rates  had  to  be  paid,  and 
borrowers,  who  did  not  take  the  precaution  of  pro- 
viding for  the  option  of  early  repayment,  placed 
themselves  at  a disadvantage;  but  those  who  took 
that  precaution  have  since  had  the  possibility  of 
converting  such  borrowing  into  new  loans  carrying 
a lower  rate  of  interest.  I think  that  at  the  pre- 
sent moment  it  would  not  be  difficult  for  solvent 
borrowers  to  obtain  all  required  loan  capital  at 
reasonable  rates.  But  this  refers  to  loan  capital 
only.  I believe  that  much  greater  difficulty  would 
now  be  experienced  in  raising  share  capital, -partly 
because  the  saving  power  of  the  private  investor 
is  much  reduced  through  heavy  taxation,  and  also 
because  owing  to  the  heavy  Income  Tax  and  Super- 
tax as  well  as  Death  Duties  the  proportion  of  risk 
to  the  prospect  of  gain  is  much  larger  than  before 
the  war. 

The  Floating  Debt  is  held  by  banks,  financial 
institutions,  and  other  private  or  public  trading 
concerns  for  a purpose  different  from  the  invest- 
ment  of  capital,  and  I do  not  think  that  it  has 
interfered  with  its  supply. 

3.  To  what  extent  is  it  desirable  to  pursue  a policy 
of  debt  repayment  during  a period  of  trade  depres- 
sion, or  to  what  extent  should  it  rather  wait  upon  the 


prosperity  of  trade?  In  other  words  should  repay- 
ment be  adjusted  according  to  the  conditions  of  trade, 
and  if  so,  on  what  principle ? 

Debt  repayment  through  the  Sinking  Fund 
should,  in  my  opinion,  be  carried  on  consistently 
and  quite  irrespectively  of  considerations  of  good 
or  bad  trade.  It  is  of  the  greatest  importance  to 
the  credit  of  the  country  that  such  repayments 
through  the  Sinking  Fund  should  be  strictly  carried 
out,  and  especially  in  bad  times  it  is  the  best  means 
of  maintaining  confidence  and  keeping  up  the  level 
of  the  quotations  of  Government  securities;  if  as 
is  to  be  hoped,  the  aim  is  by  gradual  conversion  of 
the  debt  into  one  bearing  a lower  rate  of  interest 
to  effect  a large  saving,  it  is  essential  that  heavy 
fluctuations  in  the  price  of  existing  issues  should 
not  take  place,  and  to  that  end  the  operation  of 
a Sinking  Fund  is  by  far  the  most  effective.  More- 
over, the  maintenance  of  the  price  of  Government 
securities  'at  la  steady  level  has  a favourable  effect 
on  the  price  at  which  trading  concerns  can  raise 
capital. 

It  may  be  said  that  in  bad  times  it  would  appear 
unjust  to  levy  taxation  in  order  to  pay  off  debt, 
but  it  must  be  remembered  that  the  case  is  a 
different  one  from  taxation,  which  may  be  for  un- 
remunerative  expenditure.  The  sums  paid  at  once 
flow  back  to  the  public  through  the  redemption  of 
debt,  so  that  the  amount  in  the  hands  of  the  public 
is  not  decreased.  Of  course,  the  question  of  reduc- 
tion of  Floating  Debt  involves  different  considera- 
tions. On  the  whole  this  is  the  cheapest  form  of 
Government  borrowing,  and  probably  the  authori- 
ties would  best  be  guided  by  the  rates  at  which  it 
is  possible  to  place  Treasury  Bills  : that  is  to  say 
not  to  issue  such  Bills  at  a rate  above  a certain 
maximum. 

4.  How  far  does  the  high  income  taxation  necessi- 
tated by  the  debt  involve  the  withdrawal  of  trade 
income  which  could  otherwise  be  cou7ited  on  for  the 
expansion  of  business,  and  which,  so  capitalised,  would 
produce  a high  rate  of  pi'ofits  due  to  managing  ability 
and  to  the  calculated  risks  of  personal  enterprise? 

There  is  no  doubt  that  high  income  taxation  must 
of  necessity  withdraw  from  trade  resources  which 
might  otherwise  have  been  used  for  the  expansion 
of  business.  Such  taxation,  in  addition  to  the  high 
costs  of  living,  leaves  to  the  majority  of  taxpayers 
very  little  margin  for  saving,  and  the  average 
trader  in  a very  large  number  of  businesses  of 
modest  dimensions  will  probably  need  to  draw  all 
his  profits;  but  I do  not  think  that  this  applies  to 
many  of  the  larger  concerns.  When  there  is  a real 
opportunity  of  a high  rate  of  profit  consistent  with 
prudent  management,  I still  think  the  expansion 
of  that  business  will  not  suffer  through  the  impossi- 
bility of  capital  being  found.  I think  the  question 
of  Death  Duties  is  a much  more  serious  one  with 
regard  to  the  future  supply  of  capital,  but  this  will 
be  dealt  with  under  the  answer  to  question  12. 

5.  How  far  does  the  burden  of  taxation  fall  upon 
the  business  itself  and  hamper  its  operations?  In 
particular,  does  it  contribute  to  handicap  th  e exporter 
in  competing  in  foreign  markets  against  world 
prices? 

I presume  the  word  “ taxation  ” in  this  question 
is  intended  to  mean  Income  Tax  and  Super-tax, 
because  certain  other  taxation  unquestionably 
involves  an  addition  to  the  overhead  charges  of  a 
business,  whereas  this  can  hardly  be  said  of  Income 
Tax.  The  business  will  be  carried  on  to  produce  a 
profit  irrespective  of  the  amount  of  the  Income 
Tax,  and,  therefore,  I do  not  think  it  can  he 
maintained  that  the  burden  falls  on  the  business 
itself,  but  it  tends  to  hamper  its  operations 
.as  there  will  probably  be  a tendency  to 
strive  after  immediate  profits  and  to  strain  the 
resources  of  the  firm  or  company  in  order  to  divide 
such  profit,  resources  which  might  otherwise  be 
employed  in  the  business  for  future  development. 
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This  applies  to  cases  where  partners  and  share- 
holders depend  on  their  income  from  the  business. 
It  is  difficult  to  generalise  on  the  point  because 
there  are  cases  (I  believe,  however,  they  are  the 
minority)  where  the  opposite  takes  place,  and  the 
tendency  exists  to  show  smaller  rather  than  larger 
profits.  In  any  case,  I do  not  think  the  tax  can 
be  included  in  the  working  charges  of  a business. 
The  latter  part  of  the  question  is  also  dealt  with  in 
No.  10. 

6.  How  fan-  can  the  receipts  of  industry,  as  holder 
in  the  debt,  be  set  against  the  tax  paid  by  industry 
for  its  service? 

This  question  assumes  that  the  business  has 
sufficient  funds  available  to  be  able  to  invest  in  the 
National  Debt;  to  that  extent  it  benefits  by  the 
higher  rate  of  interest  now  paid  on  the  debt. 

7.  What  is  the  effect  of  Income  Tax  on  companies’ 
undistributed  reserves? 

Income  Tax  has  no  effect  on  companies’  undis- 
tributed reserves.  These  reserves  are  really  part  of 
the  capital  of  the  company,  and  as  such  contribute 
to  its  earnings.  Here  again  it  is  very  difficult  to 
generalise,  and  the  effect  on  various  companies  may 
be  of  an  entirely  different  character.  The  general 
tendency  would  appear  to  me  to  be  that  in  the 
majority  of  cases,  shareholders  will  endeavour  to 
obtain  as  high  a dividend  as  possible  and  thus  the 
effect  will  be  to  hinder  the  accumulation  of  such 
undistributed  reserves.  In  other  cases,  however, 
and  especially  in  private  companies  the  tendency 
might  be  to  accumulate  such  reserves  in  order  to 
save  Super-tax. 

8.  What  is  the  effect  of  the  existing  taxes  on  the 
supply  of  capital  from  the  public,  and  on  total 
purchasing  power? 

I think  this  question  has  been  dealt  with  to  some 
degree  in  Nos.  1 and  2.  Obviously,  the  total  pur- 
chasing power  must  be  decreased  by  the  existing 
taxes.  It  must,  however,  not  be  forgotten  that  by 
far  the  largest  part  of  the  National  Debt  is  held 
in  the  country,  and,  therefore,  the  interest  paid 
on  internal  debt  is  spent  within  the  country. 

9.  How  far  does  the  heavy  Income  Tax  deter  the 
foreigner  from  investing  in  this  country?  How  far 
does  it  induce  the  British  resident  to  invest  outside 
this  country? 

Income  Tax  certainly  does  deter  the  foreigner 
from  investing  in  this  country  and  especially  in 
securities  bearing  a fixed  rate  of  interest.  I do  not 
think  the  tax  alone  would  deter  him  if  he  saw  a 
chance  of  profitable  industrial  enterprise.  Death 
Duties  would  be  more  of-  a deterrent  in  such  cases. 
I believe  there  is  evidence  of  foreign  capital  being 
engaged  in  industrial  enterprise  to  a greater  extent 
than  has  been  known  before  the  War.  As  regards 
the  investment  outside  the  country  by  British  resi- 
dents, the  question  of  Income  Tax  ought  not  to 
affect  it,  as  the  income  derived  from  foreign  invest- 
ment is  liable  to  British  Income  Tax  wherever  it  is 
earned.  There  may,  however,  be  a temptation  to 
evasion. 

10.  Does  Income  Tax  enter  into  prices,  and  if  so, 
how?  In  particular,  does  it  contribute  to  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

This  is  a very  complex  question,  and  can  be 
argued  in  many  different  ways,  but  as  I stated  in 
my  answer  to  Question  5,  I cannot  think  that  the 
Income  Tax  forms  part  of  the  overhead  charges  of  a 
business,  and  to  that  extent,  it  ought  not  to  enter 
into  prices.  It  may  handicap  the  exporter  in  com- 
peting in  foreign  markets  where  the  foreign  ex- 
porter is  subject  to  smaller  taxation  in  his  own 
country,  and  can,  therefore,  afford  to  work  at  a 
smaller  profit;  but  at  the  present  moment  other 
questions  of  far  greater  magnitude  enter  into  the 


problem  of  competition  in  foreign  markets,  and  the 
Income  Tax  can  only  be  a comparatively  minor 
consideration. 

11.  How  far  do  the  existing  taxes  act  as  a deterrent 
to  saving  and  to  enterprise  on  the  part  of  the  indi- 
vidual engaged,  in  trade  and  the  investor  generally? 
Do  they  similarly  affect  joint  stock  companies? 

There  does  seem  to  me  a decline  generally  in  the 
habit  of  saving,  but  I think  this  may  also  be 
attributed  to  causes  distinct  from  those  of  taxation. 
At  the  same  time,  the  process  of  saving  still  goes 
on  and  the  great  success  of  the  issue  of  National 
Savings  Certificates  has  proved  that  the  saving 
habit  can  be  encouraged  and  stimulated.  Reduc- 
tion of  expenditure,  necessitated  in  many  cases  by 
both  taxation  and  the  increase  m the  cost  of  living, 
is  very  difficult  in  a generation  that  has  perhaps 
voluntarily  assumed  certain  burdens  entailing  ex- 
penditure, but,  while  the  fact  -of  a falling  off  in  the 
habit  of  saving  may  perhaps  come  within  one’s 
observation,  yet  I do  not  think  the  available 
statistics  bear  this  out  to  any  important  degree. 
Public  issues  of  good  standing  are  readily  taken  up ; 
if,  as  has  been  argued  in  some  quarters,  the  success 
of  such  issues  is  in  a measure  due  to  the  lack  of 
profitable  employment  in  trade,  it  would  show  that 
trade  is  not  short  of  capital.  The  trade  statistics 
of  industrial  profits  during  the  first  quarter  of  the 
year  do  not  testify  to  a lack  of  enterprise,  but  show 
considerably  increased  profits.  The  Economist  of 
April  19th  has  some  interesting  figures  on  this  point. 
I do  not  think  any  distinction  can  be  drawn 
between  individuals  and  joint  stock  companies. 

12.  How  far  do  the  Death  Duties  involve  a destruc- 
tion of  capital?  How  far  can  they  be  said  to  come 
ultimately  out  of  the  national  income? 

Death  Duties  under  our  present  system  do  involve 
a destruction  of  capital,  and  come  ultimately  out 
of  the  national  income.  The  latter  might  perhaps 
not  be  the  case  if  the  whole  proceeds  were  applied 
Co  extinction  of  debt  in  addition  to  other  Sinking 
Funds,  but  if  applied  to  revenue  they  must  be  a 
variable  and  constantly  decreasing  quantity.  At 
the  high  rate  now  prevailing  the  same  estate  can- 
not hear  the  tax  several  times  over,  and  gradually 
becomes  extinct,  and  in  the  meantime  it  ceases  to 
yield  its  share  of  Income  Tax  and  Super-tax. 
Finally,  the  capital  is  destroyed.  It  takes  a 
number  of  years  before  the  effect  on  the  total 
returns  becomes  apparent,  but  I think  that  of  the 
1909  duties  would  already  show  itself  more  clearly 
were  it  not  for  the  sudden  accretion  of  new  War 
fortunes.  These  duties  can  only  be  said  to  be  a 
very  injurious  form  of  Capital  Levy  and  certainly 
must  be  detrimental  to  the  trade  of  the  country 
generally.  The  duties  can  in  most  cases  only  be 
paid  through  bankers’  advances,  which  take  a long 
time  to  repay,  and  the  effect  on  the  business  must 
necessarily  be  very  serious  and  hamper  its  work 
and  development. 

I consider  the  tax  especially  injurious,  because  it 
falls  on  future  generations  and  to  a great  extent 
the  present  is  inclined  to  disregard  its  consequences 
— -a  tax  immediately  payable  at  leiast  compels  the 
payer  to  consider  expenditure  and  to  attempt  to 
live  within  his  means.  The  improvident  disregard 
the  future  charge  on  their  means,  while  those  who 
wish  to  preserve  them  for  the  efficient  conduct  of 
their  businesses  are  faced  with  the  greatest  difficulty 
in  doing  so.  Life  insurance,  effective  when  the 
rates  of  the  duty  were  lower,  now  becomes  an 
extremely  onerous  charge  and  almost  defeats  its 
object,  inasmuch  as  the  amount  of  the  insurance  is 
included  in  the  estate  and  has  itself  to  pay  the  high 
duty  and  even  raises  the  scale  which  is  levied  on  the 
whole. 

This  form  of  taxation  has  been  very  instrumental 
in  the  turning  of  private  businesses  and  companies 
into  public  joint  stock  companies  with  the  effect 
that  the  personal  interest  of  the  former  partners  or 
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directors  is  lost,  and  many  instances  are  known  in 
which  the  conversion  of  prosperous  private  or  semi- 
private undertakings  into  public  companies  has  led 
to  disaster-  These  duties  also  are  an  absolute 
deterrent  to  the  investment  of  foreign  capital  in 
the  country,  and  a6  to  residents  here  they  lead  to 
various  forms  of  evasion  and  investment  abroad, 
and  the  loss  of  working  capital  to  the  industry  of 
the  country  caused  by  these  duties  cannot,  in  my 
opinion,  be  over-estimated. 

In  Italy,  the  one  European  country  that  has 
shown  great  recuperative  power  since  the  war,  one 
of  the  first  steps  of  the  new  Government  has  been 
to  abolish  Death  Duties  in  the  direct  line  altogether, 
and  Italian  industry  has  certainly  shown  very 
remarkable  progress. 

The  injurious  effect  of  this  taxation  might 
possibly,  to  some  degree,  be  diminished  if  the  tax 
was  levied  and  the  scale  applied  not  on  the  corpus 
of  the  estate  but  on  the  share  of  each  beneficiary; 
but  even  this,  though  it  might  mitigate  some 
injustice  and  remove  some  difficulties,  would  not 
counteract  the  detrimental  effect  of  the  withdrawal 
of  the  sums  required  from  the  working  capital  of 
the  trading  community.  Even  in  cases  of  joint 
stock  companies,  which,  as  such,  are  not  liable  to 
the  tax,  the  effect  of  the  duties  falling  on  the  share- 
holders is,  in  many  cases,  detrimental  to  the 
concern  itself. 

13.  Are  any  of  the  Stamp  Duties  detrimental  to 
trade,  industry  or  employment  and,  if  so,,  in  what 
manner  ? 

Certain  Stamp  Duties  are  detrimental  to  trade  in 
so  far  as  they  are  tan  obstacle  to  the  formation  of 
new  companies,  and  the  charge  of  one  per  cent,  on 
the  nominal  amount  of  new  share  capital  compared 
with  5s.  before  the  War  is  a high  rate. 

The  Transfer  Stamp  Duty  of  one  per  cent,  on 
registered  securities  does  not  only  reduce  Stock 
Exchange  transactions,  but  it  obstructs  the  invest- 
ment in  the  class  of  securities  subject  to  the  stamp. 
The  £2  per  cent,  duty  on  Bearer  Bonds  also  is  a 
very  high  charge,  and  its  effect  must  be  to  divert 
financial  business  in  the  shape  of  new  issues  away 
from  here  to  other  countries.  I have,  however, 
made  enquiries  in  various  quarters  but  cannot  find 
any  direct  evidence  that  so  far  this  has  actually 
taken  place,  but  this  is  probably  due  to  temporary 
causes,  and,  with  the  exception  of  the  United 
States,  we  are  the  only  country  at  present  prepared 
to  invest  in  foreign  loans.  Ultimately,  the  effect  of 
these  high  Stamp  Duties  must  be  to  operate  against 
this  class  of  business,  and  a reduction  of'  the  Duties 
would  be  very  desirable.  I do  not  think  it  is 
sufficiently  appreciated  that  the  issue  of  foreign 
loans  both  for  Governments  and  industrial  enter- 
prises is  directly  productive  of  trade  and  employ- 
ment in  this  country,  and  not  only  sporadically,  but 
that  their  effect  is  permanent. 

Another  instance  of  Stamp  Duties  acting  detri- 
mentally to  trade  and  industry  is  the  twopenny 
stamp  on  cheques.  If  this  was  reduced  to  the  old 
figure  of  one  penny  I think  the  use  of  cheques  and 
banking  facilities  would  be  very  much  increased. 
More  banking  accounts  would  be  opened  and  used 
for  payment  of  wages,  and  the  amount  of  currency 
notes  now  in  circulation  could  be  reduced,  and  thus 
the  money  would  be  more  profitably  employed  for 
trade  if  deposited  with  banks  instead  of  being 
carried  about  or  hoarded. 

14.  What  distinction,  if  any,  can  be  drawn  between 
the  incidence  of  Income  Tax  and  that  of  the  Corpora- 
tion Profits  Tax?  What  are  the  general  effects  of  the 
latter  on  trade,  industry  and  employment? 

I cannot  see  any  distinction  between  the  incidence 
o.f  the  Income  Tax  and  that  of  the  Corporation  Tax. 
The  latter  is  simply  an  addition  to  the  former  levied 
on  joint  stock  companies  which,  therefore,  bear  a 
heavier  burden  than  competing  private  firms.  What 
the  general  effects  are  on  trade,  industry  and 


employment  it  is  difficult  to  say  except  that  each 
additional  charge  naturally  does  hamper  develop- 
ment, and  this  particular  tax  has  produced  a great 
feeling  of  injustice,  while  it  does  not  appear  to  have 
operated  in  the  sense,  I believe,  originally  intended, 
that  is  to  say,  to  prevent  the  evasion  of  Super-tax 
through  one-man  companies. 

15.  To  what  extent  (a)  in  the  present  depression, 
and  (b)  in  a period  of  normal  trade , is  the  ordinary 
assumption  correct  that  the  tax  on  commodities  is 
borne  by  the  consumer  2 

I do  not  think  any  distinction  can  be  drawn 
between  periods  of  depression  and  those  of  normal 
trade  as  to  the  assumption  that  the  tax  on  com- 
modities is  borne  bjr  the  consumer.  There  may  be 
temporary  conditions  where  the  importer  of  a com- 
modity, in  order  to  establish  a trade-mark  or  intro- 
duce a special  article,  may  be  willing  to  pay  the 
tax  for  a time,  but  in  the  long  run  I do  not  think 
there  can  be  any  doubt  that  ultimately  the  tax  is 
borne  by  the  consumer. 

16.  What  is  the  effect  of  the  Customs  and  Excise 
Duties  on  the  prices  of  commodities?  How  does  this 
affect  internal  and  external  trade? 

I am  not  sufficiently  acquainted  with  the  incidence 
of  Customs  and  Excise  Duties  to  express  an 
opinion. 

In  answering  the  above  questions  I have  tried  to 
adhere  to  their  text  as  closely  as  possible,  and  not  to 
introduce  other  considerations.  I notice,  however, 
that  the  high  income  taxation  is  described  as 
necessitated  by  the  debt,  and  would  venture  to  point 
out  that  it  is  necessitated  not  by  the  debt  alone  but 
also  by  public  expenditure  in  various  directions,  by 
the  reduction  of  which  considerable  relief  could  be 
obtained,  and  in  any  investigation  of  the  financial 
condition  of  the  country  the  question  of  expenditure 
must  receive  very  careful  consideration. 

I do  not  wish  to  minimize  the  serious  effect  of  these 
taxes.  They  are  a heavy  burden  on  the  whole  com- 
munity traders,  the  professional  classes,  and  those 
unable  to  earn  their  own  living,  widows,  orphans,  and 
the  infirm.  They  cripple  purchasing  power  and  in 
many  cases  are  only  met  out  of  capital. 

'Several  of  the  questions  have  referred  to  the 
question  of  foreign  investment  in  this  country,,  and 
British  investment  abroad.  That  question  is  very 
closely  connected  with  that  of  double  taxation,  which 
has  received  careful  consideration  by  the  Chambers 
of  Commerce,  and  I believe  various  Governments,  and 
proposals  with  regard  to  which  are  now  being  con- 
sidered by  the  League  of  Nations.  This  question  does 
not,  perhaps,  come  strictly  within  the  terms  of  refer- 
ence of  the  present  enquiry,  but  its  importance  as 
regards  the  revenue  is  obvious,  and  it  cannot  be  too 
closely  studied. 

The  one  clear  and  obvious  remedy  for  the  reduction 
of  taxation  in  respect  of  interest  on  debt  appears  to 
be  that  already  laid  down  by  the  Treasury  in  their 
recent  conversion  scheme.  By  strengthening  Dhe 
national  credit  the  burden  can  be  considerably 
lightened,  and  successive  conversions  of  the  various 
issues  to  a lower  rate  of  interest  can  thus  he  effected. 
It  may  be  of  interest  to  remember  that  in  1816,  at 
the  end  of  the  Napoleonic  Wars,  the  National  Debt 
stood  at  846  millions,  an  amount  which  in  the 
condition  of  the  country  at  that  time  would  probably 
have  appeared  as  appalling  as  the  one  we  now  have 
to  face.  The  annual  interest  and  sinking  fund 
amounted  to  32  millions.  Before  the  end  of  the 
century  the  debt  was  reduced  to  634  millions,  a 
reduction  of  23  per  cent,  and  the  annual  charge  to 
£17,600,000,  a reduction  of  30  per  cent.,  notwith- 
standing the  fact  that  during  the  early  period  of  the 
nineteenth  century  very  little  attention  seems  to  have 
been  paid  to  the  importance  of  reducing  the  debt. 

With  prudent  and  careful  management  of  the 
national  finances  a considerable  reduction  in  the 
annual  charge  may  gradually  he  accomplished. 
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97.  Chairman : You  have  had  a questionnaire,  Sir 
Felix,  and  you  have  sent  us  your  printed  answers, 
which  have  been  circulated  amongst  the  members. 
Would  you  like  to  take  the  points  one  by  one  with 
the  answers  that  you  have  given? — I do  not  think  I 
have  very  much  to  add  to  the  answers  I have  endea- 
voured to  give;  I think  they  more  or  less  speak  for 
themselves. 

98.  Are  there  any  points  upon  which  you  would 
like  to  address  the  Committee? — Perhaps  I might 
follow  the  printed  statement.  Questions  1 and  2 go 
together.  I thought  the  best  way  was  to  try  to 
get  at  the  figures,  and  from  these  figures  it  is 
pretty  conclusively  shown  that  the  advances  made 
by  banks  to  trade  generally  are  larger  in  some 
measure  than  they  were  in  pre-war  times.  I think 
they  are  larger  even  than  appears  from  these 
figures,  because  I believe  that  at  that  time  they 
included  a larger  amount  of  loans  to  foreign  countries 
than  they  do.  at  the  present  moment.  I do  not  know 
whether  Mr.  Bell  will  agree  with  that  but  that  is 
my  experience  and  my  judgment.  I think  there  is  a 
much  larger  proportion  of  purely  internal  loans 
included  in  those  figures  than  there  was  in  January, 
1913,  which  is  the  date  I have  taken  for  the  pre-war 
figures.  I have  tried  to  bring  those  advances  up  to  the 
index  level  and  to  see  if  they  correspond  to  the  rise 
in  the  price  of  commodities,  and  I find  that  the  rise 
in  the  price  of  commodities  is  not  so  large  as  the  pro- 
portion of  the  rise  in  the  advances.  I think  the 
balances  in  the  banks,  their  available  funds,  are  quite 
sufficient  to  meet  any  demand  that  has  been  made 
upon  them  so  far ; and  the  rate  of  interest  itself  is 
not  more  onerous  than  it  was  before  the  war.  You 
find  the  rates  in  the  years  1919,  1920  and  1921  were 
very  high,  obviously  as  the  consequence  of  the  boom 
that  took  place  in  the  early  days  after  the  Armistice. 
But  that  has  rectified  itself  now.  If  we  had  gone 
back  as  far  as  1907,  I think  you  would  have  had  a 
very  high  rate  again.  I think  it  may  be  said  the 
rates  are  not  higher  for  advances  than  they  were 
before  the  war,  and  trade  has  not  suffered  on  this 
account.  That  applies  to  the  ordinary  trading 
advances  that  banks  make  to  carry  on  the  trade  of 
the  country;  but  it  is  not  the  banks’  function  to 
supply  permanent  capital.  With  regard  to  per- 
manent capital,  as  regards  loan  capital,  raising 
money  on  debentures  and  perhaps  preference  shares, 
I think  any  sound  concern  would  find  no  difficulty  in 
raising  that  capital  now  at  quite  reasonable  rates.  I 
point  out  that  very  high  rates  were  paid  in  the  years 
of  dear  money,  and  borrowers  at  that  period  who  did 
not  provide  for  early  repayment  have  to  go  on  paying 
the  high  rate ; but  that  was  a question  of  judgment. 
What  has  taken  place  now  shows,  I think,  that 
there  is  no  difficulty  in  placing  that  kind  of  public 
issue.  But  as  regards  raising  share  capital,  I do 
think  that  is  more  difficult.  People  are  much  more 
reluctant  in  placing  money  at  present  in  ordinary 
shares  of  a trading  concern. 

99.  Do  you  want  to  amplify  that  at  all? — What  is 
in  my  mind  is  simply  this.  You  go  into  business;  if 
all  goes  well  you  give  up  a good  slice  of  the  profit, 
and,  when  you  die,  a great  proportion  of  what  you 
have  saved.  But  you  have  the  whole  risk  youiself, 
and  a good  many  people  say  this  is  not  good  enough. 
They  would  rather  not  run  the  risk  which  is  involved 
in  any  business,  because  they  have  to  give  up  a large 
part  of  the  profit  and  take  the  whole  burden  of  the 
risk.  But  I do  say  that  really  sound  concerns  will 
not,  I think,  have  great  difficulty  in  getting  money ; 
but  as  regards  share  capital,  the  public  is  more 
reluctant  to  invest,  and  particularly  in  private 
business.  I do  not  think  people  are  as  keen  to  go 
into  private  business,  because  the  chances  of  profit 
and  saving  are  not  as  large  as  they  were  when  this 
high  taxation  did  not  exist.  That  has  unquestionably 
reduced  the  saving  power  of  the  countiy  very 
seriously. 

100.  Then  as  to  Question  No.  3? — The  question  of 
the  Floating  Debt.  I think  there  was  some  impor- 
tance attached  to  the  question,  but  I do  not  think 


it  really  affects  the  supply  of  credit.  I do  not  know 
what  the  statistics  are.  tl  refer  in  one  of  the  answers 
to  some  statistics  published  by  “ The  Economist,” 
which  give  the  whole  of  the  Floating  Debt  held  by 
banks  as  only  £100,000,000.  I should  have  thought 
myself  it  was  larger  than  that,  but  I have  no  doubt 
there  are  good  reasons  for  their  statement.  If  .the 
banks  only  hold  £100,000,000  of  Floating  Debt,  then 
I do  not  think  the  effect  on  trade  can  be  at  all  serious. 
I think  it  is  a separate  question  altogether,  and  I do 
not  think  it  interferes  with  the  supply  of  capital  to 
trade  at  all.  Comniercial  concerns  will  always,  if 
they  are  good  concerns,  find  the  banks  ready  to 
advance  anything  in  reason.  The  banks  might  reduce 
their  holding  of  the  Floating  Debt  in  consequence  of 
the  demands  of  trade,  but  they  will  not  reduce  their 
commercial  loans  or  advances.  As  to  Question  No.  3, 
I hold  very  strongly  that  the  Sinking  Fund  should  in 
no  circumstances  be  disturbed.  The  effect  of  the 
Sinking  Fund  on  the  national  credit  is  very 
great  indeed,  and,  if  the  fund  were  disturbed  at  all, 
it  would  very  seriously  injure  that  credit,  in  my 
opinion.  The  operation  of  the  Sinking  Fund  is  very 
beneficent  to  the  public  at  large,  and  it  raises  our 
credit  abroad  to  a considerable  extent.  It  has 
enabled  us  to  pay  off  the  debt,  as  the  Chancellor  has 
pointed  out,  to  an  extent  which  has  astonished  most 
people;  and  the  money  does  flow  back  to  the  public. 
It  is  not  like  taxation  taken  out  of  the  pockets  of 
the  people  and  applied  in  expenditure.  Of  course, 
when  taxes  are  so  applied  the  money  may  almost  be 
said  to  have  vanished;  but  when  they  are  applied  to 
debt  repayment  the  money  flows  through  many 
different  channels  and  it  is  poured  in  one  stream 
straight  on  to  the  money  market,  and  the  effect  of 
the  repayment  of  the  debt  is  quite  considerable; 
I do  not  think  it  is  immediately  harmful  to  the 
trade  of  the  country. 

1 mention  the  effect  of  the  possibility  of  conversion 
of  the  debt  into  one  bearing  a lower  rate  of  interest; 
that  is  What  is  being  attempted  now  by  the  Treasury, 
and  that  is  one  way  that  one  sees  by  which  the  charge 
on  public  debt  can  be  reduced.  As  to  Treasury  Bills, 
that  has  nothing  to  do  perhaps  with  taxation  or  the 
question  before  you,  but  I think  the  Treasury  would 
do  wisely  if  they  were  not  to  issue  Treasury  Bills 
above  a certain  rate,  and  pay  them  off  when  the  rate 
becomes  too  high.  It  regulates  itself  automatically 
in  that  way,  and  it  is  the  cheapest  form  ‘of  borrowing 
we  have  got  now. 

101.  Then  Question  No.  4? — Our  income  taxation 
must  withdraw  certain  resources  from  trade  that 
would  otherwise  be  used  for  the  expansion  of  busi- 
ness. As  I say,  there  is  no  margin  left,  and  there  is 
a temptation  to  people  to  strain  the  question  of  what 
is  profit  and  what  is  not.  They  like  to  draw  as  much 
profit  as  they  can,  more  perhaps  than  their  profit  and 
loss  .account  should  show.  If  they  could  pay  more 
into  reserves  there  would  be  more  money  loft  in  the 
business,  and  its  resources  would  be  stronger.  I do 
not  think  there  can  be  any  other  answer  to  that;  it 
must  be  so. 

102.  Then  Question  No.  5?— That  is  partly 
answered  already  by  what  I have  said  on  No.  4.  I 
presume  the  word  “ taxation  ’ is  used  to  mean 
Income  Tax  and  Super-tax  and  does  not  include  other 
forms  of  taxation — local  taxation,  and  things  of  that 
kind — which  are  also  very  high.  Anything  like  local 
taxation,  certainly  does  come  under  the  overhead 
charges  of  a business.  That  has  to  be  met  first. 
That  is  not  like  profit. 

103.  Income  Tax  and  Super-tax  cannot  be  taken  as 
charges  on  industry  and  passed  on  to  the  consumer. 
Has  that  been  happening  at  all  ? — That  is  really  an 
actuarial  question,  but  you  arrive  at  your  profits 
after  having  paid  all  your  overhead  charges  and  ail 
your  outgoings.  Then  comes  the  question  : Is  there  a 
profit  at  all?  I think  the  temptation  now  is  for 
people  to  say  they  have  made  a profit,  and  to  draw 
money  out  of  the  business,  when  they  really  have  not 
made  a profit,  and  therefore  the  resources  of  the 
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business  are  impaired.  But  income  taxation  is  not  a 
charge  on  the  business.  I do  not  think  any  actuary 
would  include  it  as  a charge  on  the  business. 

104.  Then  No.  6? — If  industry  is  a holder  in  the 
debt,  industry  has  got  a surplus  of  capital  and  cannot 
find  sufficient  use  for  funds  in  its  own  business  and 
has  to  invest,  and  to  that  extent  will  benefit  by  the 
higher  rate  which  is  obtained. 

105.  Then  No.  7? — The  undistributed  reserves  are 
really  part  of  the  capital  of  the  firm,  and  as  such  the 
Income  Tax  does  not  affect  the  question  of  these 
reserves.  But  what  I have  said  before  I think  goes 
to  show  that  the  taxes  make  the  accumulation  of  such 
reserves  far  more  difficult,  and  perhaps  to  some  extent 
they  may  have  been  drawn  upon.,  That  is  quite 
possible  in  many  cases. 

106.  No.  8 you  say  you  have  dealt  with  in  Nos.  1 
and  2? — 'We  have  dealt  with  that  already. 

107.  No.  9? — Income  Tax  does  deter  the  foreigner 
certainly  from  investing  in  this  country,  particularly 
in  securities  bearing  a fixed  rate  of  interest.  It 
reduces  his  income  largely,  and  he  does  not  know 
exactly  where  he  is;  the  Income  Tax  may  be  raised, 
and  it  does  deter  him  considerably.  If  he  sees  a 
chance  of  making  money  in  any  enterprise  that  he 
is  an  expert,  in,  I do  not  think  it  would  deter  him 
from  starting,  say,  a factory,  where  the  profit  is 
larger.  But  I think  it  will  deter  him  from  investing. 
Some  of  our  National  Debt  is  exempt  from  tax;  he 
might  take  that,  but  he  will  not  take  that  part  which 
is  subject  to  Income  Tax. 

Then  as  regards  investment  by  British  residents 
outside  the  country,  that  question  does  not  come  in, 
or  it  ought  not  to  come  in.  Every  British  resident 
has  to  pay  tax,  wherever  his  income  is  derived  from, 
whether  he  invests  abroad  and  has  to  bring  it  home 
or  not.  The-  law  was  altered  a few  years  ago.  In 
former  days  you  had  your  investment  abroad,  you 
accumulated  dividends  over  there,  and  they  were  not 
subject  to  tax  until  you  brought  them  home.  But 
that  has  been  changed,  so  it  ought  not  to  affect  it. 
Whether  it  does  is  another  question,  because  there 
are  ways  of  getting  out  of  the  payment,  but  it  ought 
not  to  be  so.  But  the  higher  the  tax  is,  the  greater 
the  temptation  is  to  certain  people  to  get  out  of 
paying  it. 

108.  Then  No.  10? — As  I have  said,  it  is  a very 
complex  question  and  can  be  argued  in  many  different 
ways.  Income  Tax  is  not  part  of  the  overhead  charges 
of  the  business,  and  it  does  not  enter  into  actual 
prices.  I am  not  a manufacturer,  and  I have  not 
sufficient  experience  of  how  a man  works  out  his 
prices,  but  I cannot  conceive  that  when  an  ordinary 
business  man  says : “ How  can  I sell  this  pair  of 
boots?  ” or  “ How  can  I sell  a bale  of  cloth?  ” it 
enters  into  his  calculation  that  subsequently  he  has 
to  pay  Income  Tax  on  the  profit. 

109.  And  Super-tax? — And  Super-tax. 

110.  That  may  be  half  of  the  profit? — It  will  enter 
into  his  calculation  when  he  says  : “ Well,  it  is  not 
worth  while  doing  business ; I do  not  make  enough ; 
they  take  all  the  Income  Tax  and  Super-tax  after- 
wards, and  they  do  not  pay  for  my  losses.”  But  I 
do  not  myself  think  it  can  be  said  to  enter  into  the 
question  of  price. 

111.  We  shall  have  to  examine  a-  trader? — I do  not 
think  you  will  get  any  further. 

112.  Then  No.  11? — The  taxes  do  not  act  so  much 
as  a deterrent  to  saving;  they  make  it  impossible. 
They  cripple  a man’s  saving  power.  In  the  old 
Victorian  trading  days  I think  the  tradition  of  the 
father  of  a well  regulated  family  was  to  spend  only 
half  his  income  and  to  save  the  rest.  Now  he  spends 
only  half  his  income  and  he  pays  the  Treasury  the 
rest.  In  the  nature  of  things  saving  becomes  impos- 
sible. It  is  one  of  the  consequences  of  the  war,  and 
one  of  the  burdens  of  the  war.  Also  a good  many 
people  have  regulated  their  scale  of  expenditure  and 
have  incurred  certain  burdens  in  favour  of  others 
which  they  cannot  reduce,  and  they  are  crippled  in 
regard  to  saving  power.  It  is  a thing  that  comes 


within  one’s  observation  constantly  that  people  live, 
if  not  above  their  means,  but  certainly  very  closely 
within  their  means,  and  a good  many  pay  their  taxes 
out  of  capital;  I have  noi  doubt  about  that;  that  is 
a thing  that  one  comes  across  constantly.  At  the 
same  time  there  is  a saving  power  perhaps  in  different 
classes  of  the  population.  The  statistics  of  the 
Savings  Certificates  and  so  on  show  that  there  is  a 
certain  class  of  the  community  that  has  money  to 
save  and  does  save  it.  Public  issues  again  have  been 
very  readily  taken  up. 

113.  Then  No.  12? — 1 am  afraid  I have  dwelt  rather 
largely  on  Death  Duties,  as  I feel  they  are  the  most 
injurious  part  of  the  whole  system  of  taxation, 
because  they  do  involve  the  destruction  of  capital, 
they  do  come  out  of  national  income.  If  you  were  to 
take  the  whole  proceeds  of  the  Death  Duties  to 
redeem  debt,  the  effect  on  trade  would  be  the  same, 
but  it  would  not  affect  the  national  income.  But  if 
you  go  on  taxing  the  same  estates  once  or  twice  and 
taking  the  proceeds  into  revenue,  then  ultimately 
the  estate  disappears  and  the  revenue  is  no  longer 
produced.  I think  that  is  a distinct  loss  of  capital. 
You  cannot  trace  it  out  in  the  figures;  it  takes  a 
long  time.  What  I feel  about  the  Death  Duties  is 
that  we  are  only  having  the  first  crop,  as  it  were,  of 
Death  Duties  at  their  scale  since  1909.  We  have 
not  seen  the  effect  on  the  same  estates  in  the  next 
generation  and  the  generation  afterwards.  I think 
statistics,  therefore,  do  not  show  the  consequences 
of  the  1909  Budget  yet,  in  particular  as  the  War 
has  produced  a good  many  colossal  War  fortunes. 
The  effect  on  trade  of  the  withdrawal  of  capital 
through  Death  Duties  is  very  considerable.  It  makes 
it  difficult  for  a man  to  provide  for  a continuance  of 
his  business,  and  I think  that  has  led  to-  people  going 
out  of  business  and  selling  to  joint  stock  companies 
who  do  not  know  how  to  carry  on  the  trade.  It  has 
led  to  disaster,  as  I have  tried  to  point  out  here.  The 
burden  falls  on  future  generations,  and  to  a great 
extent  the  present  generation  is  inclined  to  disregard 
its  consequences.  A tax  that  a man  has  to  pay  at 
once  he  tries  to  provide  for  somehow,  but  a-  tax  that 
has  to  be  paid  at  his  death,  well,  he  thinks  the  future 
must  take  care  of  itself,  and  he  does  not  provide.  He 
does  not  provide  by  insurance  because  the  corpus  of 
the  insurance  is  added  to  the  corpus  of  his  estate  and 
he  pays  tax  on  that  again.  It  raises  the  scale  which 
he  pays,  so  it  seems  hardly  worth  while  to  insure. 
Therefore  the  provident  find  it  extremely  difficult  to 
make  proper  provision.  It  leads  to  evasion  in  some 
cases.  I do  not  think  there  is  any  form  of  taxation 
which  has  led  to  so  much  evasion — or  avoidance  per- 
haps is  a better  word  than  evasion — because  avoid- 
ance is  quite  legitimate.  People  try  to  find  all  sorts 
of  means  of  getting  rid  of  it,  perhaps  by  distribution 
of  their  own  capital,  which  is  certainly  detrimental 
to  trade.  Certain  fortunes,  say  from  £100,000  to 
£200,000,  up  to  half  a million,  are  fortunes  that  f. 
consider  most  available  for  trade,  which  do  trade 
most  good.  If  a man  dies,  that  is  distributed  and 
a heavy  Death  Duty  of  25  per  cent,  has  to  be  taken 
out  of  business.  The  business  has  its  means  fully  em- 
ployed and  has  to  go  to  the  bank  to  borrow,  or  the 
executors  have  to  borrow.  It  takes  years  before  that 
loan  is  paid  off  and  then  the  concern  is  crippled.  1 
think  it  is  one  of  the  worst  taxes  we  have,  because 
we  do  not  see  the  effect  of  it  immediately;  but  the 
effect  is  very  widespread  and  very  injurious  to  trade. 
I would  point  out  that  one  of  the  first  things  that 
M.  Mussolini  did  in  Italy  was  to  do  away  with  Death 
Duties  in  the  direct  line  altogether.  I go  on  to  say 
that  perhaps  it  would  mitigate  the  injurious-  effect  to 
some  extent,  if  you  levied  the  tax  on  the  inherited 
share  and  not  on  the  whole  estate.  It  does  seem 
rather  inconsistent  with  the  present  principle  of 
taxation  that  you  tax  a man  according  to  the  burden 
he  can  bear,  that,  if  you  have  one  estate  divided  into 
five  parts,  the  five  parts  should  pay  on  the  same 
scale  as  if  the  estate  went  to  only  one  part.  I 
think  that,  if  you  have  graduation,  you  should  let  the 
graduation  be  applied  to  the  inherited  share  and  not 
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to  the  whole  estate.  If  a man  comes  into  £200,000 
he  can  afford  to  pay  more  than  if  he  comes  into  only 
one-fifth  or  one-tenth  part  of  it;  and  I think  taxation 
on  the  basis  of  the  inherited  share  would  affect  trade 
less. 

114.  Then  No.  13? — What  I say  here  is  more  an 
opinion  than  anything  on  which  I can  give  evidence. 
I think  the  tax  of  1 per  cent,  on  the  formation 
of  new  companies  is  rather  too  high  a tax.  I do  not 
think  it  has  interfered  with  the  formation  of  new 
companies  very  largely,  hut  still  it  has  hampered  it. 
I think  the  transfer  Stamp  Duty  of  one  per  cent, 
on  registered  securities  does  interfere  with  trade  and 
it  keeps  people  from  investing  in  those  securities 
when  every  sale  has  to  hear  an  additional  tax  of 
1 per  cent.  Then  there  is  the  2 per  cent,  on 
hearer  bonds.  I think  that  is  a very  high  charge 
and  in  the  end  I think  financial  business  must  be 
diverted  from  here  to  other  countries.  I tried  to 
find  out  from  some  of  the  houses  concerned  in  that 
class  of  business  whether  in  their  experience  it  has 
had  that  effect.  They  said  : No,  not  so  far,  because 
60  far  this  business  comes  to  the  United  States  or 
here,  and  there  is  no  other  lending  country.  They 
did  not  think  the  question  of  the  extra  1 per  cent, 
or  the  2 per  cent,  bad  yet  affected  that  class  of 
business,  but  in  the  end  it  will.  I think  we  ought 
not  to  interfere  with  the  issue  of  foreign  loans  in 
this  market  and  should  encourage  these  loans  as  far 
as  we  possibly  can.  I think  it  could  be  clearly  shown 
how  direct  and  continuous  the  effect  of  foreign  loan 
issues  is  on  employment  here.  I prepared  a little 
statement,  I am  afraid  a good  many  years  ago,  in 
1903,  dealing  with  the  course  of  investment,  issues  of 
foreign  loans  and  employment  figures,  and  the  result 
showed  itself  at  once.  It  is  quite  clear  that  in  the 
issue  of  a loan  for  a foreign  country,  for  the  purpose 
of  a foreign  harbour,  or  a foreign  railway,  the  em- 
ployment comes  here  and  the  employment  pay 
remains  here.  These  concerns  that  have  been 
financed  here  originally  will  continue  to  obtain  their 
supplies  from  here,  and  therefore  that  is  a class  of 
business  which,  I think,  far  from  being  injurious,  as 
is  sometimes  supposed,  can  be  proved  to  be,  and  has 
been,  .and  no  doubt  will  be,  very  beneficial  to  the 
country.  Therefore  anything  that  operates  to  inter- 
fere with  that  business  is  injurious.  The  Stamp 
Duty  on  bearer  bonds  may  interfere  in  the  future, 
but,  as  I have  said,  so  far  I have  not  had  any  direct 
evidence  that  business  has  been  turned  away  because 
the  Stamp  Duties  are  too  high. 

The  2d.  stamp  on  cheques  is,  I think,  a tax  which 
does  harm,  very  largely.  I think  if  so  many  Currency 
Notes  were  not  hoarded  away  in  people’s  pockets  or 
stockings,  or  whatever  the  receptacle  is,  and  if 
people  were  encouraged  to  open  small  banking 
accounts,  that  money  would  be  usefully  employed  in 
advances  to  trade.  It  has  interfered  largely  with 
existing  business ; to  my  knowledge  a great  many  con- 
cerns used  to  pay  their  wages  in  cheques  and  they  pay 
them  in  notes  now.  But  altogether,  I think  a new 
class  of  people  has  been  created  who  can  save  and 
who  can  afford  to  keep  banking  .accounts,  which  would 
be  useful  to  the  country  at  large,  not  only  to  bankers  ; 
I think  it  would  be  a useful  thing  for  the  country 
if  that  class  of  small  banking  accounts  were  more 
encouraged,  and  I think  that  the  2d.  stamp  on  every 
cheque  is  a very  serious  tax.  As  to  No.  14,  Corpora- 
tion Profits  Tax,  I do  not  think  you  wish  me  to  deal 
with  that  now. 

115.  Then  No.  15? — If  the  tax  on  commodities  is 
borne  by  the  consumers,  it  must  be  so  either  in  bad 
times  or  in  good  times.  I do  not  think  it  will  be 
contended  that  it  is  not  paid  by  the  consumer, 
although  there  may  be  little  intervals  when  a foreign 
trader  wishes  to  introduce  ia  certain  article  and  will 
do  so  at  a loss,  but  he  will  recoup  himself  later  on. 
Ultimately  it  is  the  consumer  who  pays.  You  have 
not  asked  the  question  whether  it  is  better  for  the 
country  if  the  consumer  pays  ; that  is  another  ques- 
tion, so  I do  not  propose  to  enter  into  that.  Or 


No.  16  I know  nothing  about  Customs  and  Excise 
Duties;  I am  afraid  I am  r.ather  at  a loss  on  that 
question. 

116.  Have  you  any  other  remarks  to  make?  You 
are  open  to  talk  about  the  Capital  Levy,  if  you  want 
to ; or  is  there  anything  you  want  to  say  now  at  the 
conclusion  of  your  paper? — What  I have  said  about 
Death  Duties  applies  just  in  the  same  degree  to 
a Capital  Levy. 

117.  If  Death  Duties  were  permanently  allocated 
to  the  reduction  of  the  National  Debt,  would  you 
have  the  same  objection  to  them? — I would,  but  I 
could  not  then  say  that  it  came  out  of  the  national 
capital.  It  would  meet  that  objection ; but  I think 
the  effect  on  trade  would  be  just  the  same. 

118.  Sir  Alan  Anderson:  In  regard  to  Question 
No.  4,  you  say  there  is  no  doubt  that  high  taxation 
must  withdraw  from  trade  resources  which  might 
otherwise  have  been  used  for  expansion.  But  that 
does  not  qualify  your  view  in  regard  to  Question 
No.  1,  that  there  is  plenty  of  capital  to  finance 
trade? — No. 

119.  Then  on  Question  No.  5,  I suppose  you  would 
agree  that  if  there  were  two  firms,  one  in  Great 
Britain  with  heavy  Income  Tax  and  another  in  some 
other  favoured  country  without  heavy  Income  Tax, 
the  one  that  did  not  have  to  pay  the  heavy  Income 
Tax  would  pile  up  reserves  much  more  rapidly  than 
the  one  that  had  its  reserves  depleted  by  Income 
Tax? — No  doubt  that  is  so. 

120.  To  that  extent  the  Income  Tax  would  be  a 
handicap  on  the  firm? — No  doubt  the  foreign  firm 
could  afford  to  work  with  a much  smaller  margin  of 
profit.  But  in  answer  to  the  question,  at  the  present 
moment,  as  far  as  I can  judge,  there  are  a number 
of  other  matters  that  affect  the  question  of  foreign 
competition  to  a much  greater  extent  than  the  mere 
question  oi  Income  Tax.  There  are  the  hours  of 
labour,  and  so  on. 

121.  Quite,  but  still,  there  would  constantly  be  that 
tendency  for  the  heavy  taxation  to  affect  the  saving 
powers  of  the  firm? — No  doubt  that  would  be  so. 

122.  Then  on  Question  No.  11 : “ How  far  do  the 
existing  taxes  act  as  a deterrent  to  saving?  ” would 
not  the  power  of  the  community  to  save  be  shown 
pretty  well  in  their  power  to  take  up  neiw  issues?— 
Yes,  but  it  is  very  difficult  to  determine  accurately 
that  power.  You  have  foreign  investors;  we  do  not 
know  how  much  foreign  capital  is  included  in  the 
total  subscription.  Again,  when  you  subscribe  for  a 
new  issue,  you  probably  sell  another,  perhaps  a 
foreign  investment,  that  you  possess.  I do  not  think 
we  can  say  that  because  there  have  been  so  many 
millions  issued  to  the  public  in  one  year,  that  is 
actual  saving. 

123.  You  do  not  think  the  rapid  taking  up  of  big 
issues  is  a proof  that  people  are  saving? — Not  a con- 
clusive proof.  It  goes  in  that  direction  and  I have 
accepted  it  as  such,  but  only  up  to  a point;  you 
cannot  determine  how  far. 

124.  Nor  the  investments  from  Great  Britain  in 
loans  abroad? — No;  it  is  extraordinarily  difficult  to 
find  out. 

125.  Then  No.  12:  “How  far  do  the  Death  Duties 
involve  a destruction  of  capital?”  You  say  they  do. 
Would  it  not  be  truer  to  say  that  the  destruction  of 
capital  takes  place  when  the  money  is  spent,  rather 
than  when  you  pay  for  it?  Is  not  the  destruction 
when  the  shell  is  blown  off  into  the  air,  or  when  the 
ship  is  sunk?  Whether  you  put  it  down  as  Death 
Duties  or  something  else  is  just  registering  the  fact 
that  has  already  passed? — I do  not  quite  see  the  drift 
of  that  question. 

126.  Whac  I was  thinking  was  that  one  might  get 
into  such  an  elaborate  argument  about  whether  a 
particular  item  was  capital  or  income  in  the  national 
accounts,  whereas  really  the  destruction  is  the  spend- 
ing of  the  money? — 'Perhaps  theoretically  you  may 
try  to  prove  that  you  'are  right,  but  I do  not  think 
that  is  the  effect  of  it.  That  is  not  what  we  call 
the  destruction  of  capital.  You  have  a certain 
amount  <4  capital  employed  in  a certain  business, 
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You  take  25  per  cent,  away  from  that  business;  that 
part  of  the  capital  which  has  been  destroyed  has 
been  most  usefully  employed  in  the  business  in  which 
it  has  been  accumulated,  and  it  is  taken  away  from 
its  most  profitable  earning  power.  Of  course  it  is 
not  only  the  actual  amount  of  capital,  it  is  the  experi- 
ence and  the  knowledge  and  good-will  that  goes  with 
the  employment  of  the  capital  in  that  particular  direc- 
tion that  gives  its  value  to  the  country. 

127.  Sir  Arthur  Balfour  : With  regard  to  the  policy 
of  repayment  of  debt  during  a period  of  trade  depres- 
sion, do  you  think  the  Sinking  Fund,  as  we  have  it 
to-day  in  relation  to  the  whole  National  Debt,  is  large 
enough? — Yes,  I think  so,  so  far  as  I know. 

128.  It  is  important  to  maintain  at  least  the 
present  figure? — It  ought  to  be  retained. 

129.  Do  you  think  that  repayment  of  debt  is  really 
one  of  the  first  conditions  towards  conversion  and 
maintaining  the  country’s  credit? — Yes. 

130.  So  that  under  all  circumstances  it  ought  to  be 
maintained? — Yes. 

131.  Will  you  take  it  that  the  repayment  of  debt 
and  improving  the  country’s  credit  have  a very  large 
effect  on  cost  of  production,  in  the  fact  that  we  buy 
our  food  at  a better  price  if  the  exchange  is  in  our 
favour? — Yes,  you  bring  in  the  exchanges  there. 

132.  You  are  bound  to  bring  them  in? — Yes,  that 
is  so.  If  you  improve  your  exchanges,  it  makes  a 
considerable  difference. 

133.  If  you  purchase  at  a lower  price,  that  affects 
the  cost  of  production  fundamentally  and  con- 
sequently the  amount  of  the  tax  you  can  collect? — 
Quite  so. 

134.  Now  No.  5.  If,  as  is  frequently  the  case  at  the 
present  time,  orders  of  considerable  magnitude  are 
offered  to  this  country  at  a price  for  which  we  could 
not  manufacture  here  at  a profit,  but  at  a price 
which  some  foreigner  offers,  do  you  think  that  when 
such  an  offer  is  made,  the  fact  that  there  is  4s.  6d. 
Income  Tax  to  pay  does  not  enter  into  the  question 
of  taking  that  order? — I should  think  not;  but  you 
know  better.  I think  a man  will  work  for  a profit. 
The  question  of  how  much  of  that  profit  is  to  be 
taken  away  again  is  another  question. 

135.  When  he  is  taking  an  order  at  a foreign  price 
and  the  margin  is  perhaps  very  slight  indeed,  is  it 
worth  while  taking  it  at  all,  when  he  has  to  pay 
4s.  6d.  Income  Tax? — If  you  are  running  a big  risk, 
then  it  may  not  be  worth  while.  I think  I tried  to 
explain  that  in  my  answer  to  the  Chairman. 

136.  So  that  after  the  consideration  of  the  Income 
Tax  at  4s.  6d.,  it  may  not  be  worth  while? — It  may 
not  be  worth  while  to  do  the  business. 

137.  Is  not  the  biggest  effect  of  Income  Tax  on 
the  cost  of  production  the  fact  that  the  purchasing 
power  of  the  payer  of  Income  Tax  is  reduced? — 
That  is  so. 

138.  And  in  consequence  the  volume  of  manu- 
factured articles  that  he  can  buy  is  reduced  and  the 
cost  of  production  goes  up,  owing  to  that  reduction  ? 
— Yes. 

139.  Is  not  that  the  serious  effect  of  Income  Tax? — 
I agree  with  you. 

140.  There  is  another  aspect  on  which  I would  like 
to  have  your  view.  If  you  take  a concern  that  has  a 
certain  output,  it  makes  a certain  profit  which  in 
previous  times  of  lower  Income  Tax  left  a fair  return 
to  the  ordinary  shareholders;  to-day  that  same 
concern,  working  under  the  same  conditions,  does  not 
have  a similar  amount  to  distribute  to  its  ordinary 
shareholders  unless  it  puts  up  its  prices.  In  that  case 
does  not  Income  Tax  come  into  the  question  of  cost  of 
production? — It  is  no  use  quarrelling  about  words.  I 
think  we  mean  the  same  thing,  but  I do  not  think 
you  can  call  it  increase  in  the  cost  of  production. 
What  it  does  do  is  to  discourage  enterprise. 

141.  Or  you  can  call  it  increasing  the  selling  price, 
if  you  like? — It  may  discourage  enterprise;  I think 
it  does.  Your  margin  is  not  large  enough  and  you 
do  not  want  to  run  the  risk,  but  I do  not  think  it 
increases  your  oost  of  production. 


142.  In  answer  to  Question  No.  11,  you  say: 
“ There  does  seem  to  me  a decline  generally  in  the 
habit  of  saving,  but  I think  this  may  also  be  attributed 
to  causes  distinct  from  those  of  taxation.”  Could  you 
just  give  us  one  or  two  of  those  causes? — They  are 
psychological  altogether,  I think  partly  the  effect  of 
the  War.  This  habit  of  saving  in  the  younger 
generation  has  apparently  lost  its  attraction 
entirely.  They  say : “ We  are  going  to  have  a good 
time.”  I have  heard  it  said:  “The  Chancellor  is 
going  to  have  it  all,  any  way;  let  us  spend  it.” 

143.  Would  you  say  that  the  greater  dependence  of 
the  individual  on  the  State  in  certain  directions  nowa- 
days has  had  a great  effect  on  savings? — Yes,  I agree 
with  that  entirely — very  much  so. 

144.  Then  with  regard  to  Question  No.  12,  about 
Death  Duties,  I take  it  that  if,  in  finding  the  money 
for  Death  Duties,  it  is  necessary  to  liquidate  land,  or, 
in  the  case  of  a business  owned  largely  by  the 
deceased  person,  to  liquidate  the  business,  or  to 
cripple  the  business  for  working  capital,  that  would 
be  proportionately  very  much  more  severe  in  the  case 
of  a Capital  Levy? — It  would  be  more  severe  because 
it  would  all  come  simultaneously. 

145.  In  connection  with  Question  No.  13,  Stamp 
Duties,  you  mention  the  stamp  on  cheques.  I take 
it  that  if  there  was  a penny  receipt  stamp  and  a 
penny  cheque  stamp,  that  would  still  further 
emphasise  your  argument  and  help  people  to'  pay  a 
great  deal  more  by  cheque  than  they  do  at  the  present 
time? — There  are  many  cases  that  do  not  give  a 
receipt  :at  all. 

146.  In  consequence  of  the  2d.  stamp? — Yes. 

147.  Sir  Josiali  Stamp  : I want  to  ask  you  a ques- 
tion on  No.  3 as  to  maintaining  the  Sinking  Fund 
consistently  through  a bad  and  good  time.  Do  you 
consider  that  collecting  public  resources  during 
transition  for  repaying  debt  does  not  destroy  the 
funds,  but  merely  re-directs  their  ownership  ? — It 
flows  out  of  a great  many  channels  into  one. 

148.  You  take  £100  away  from  a business  that 
might  otherwise  usefully  employ  it  in  extending  its 
capital  resources,  and  it  finds  its  way  into  the  hands 
of  a holder  of  War  Loan  by  way  of  redemption  of  that 
War  Loan  through  the  Sinking  Fund? — Yes. 

149.  He  has  to  invest  it  in  something? — Yes. 

150.  And  he  is  not  always  prepared  to  invest  it  in 
the  business  that  gives  it  up ; he  may  invest  it  in 
a new  business.  That  alters  the  direction  of  invested 
capita],  does  it  not? — No  doubt  that  is  so,  but  the 
amount  of  capital  in  the  hands  of  the  public  is  the 
same. 

151.  It  alters  the  application  of  it  from  existing 
businesses  that  may  be  needing  it  very  much  in  those 
difficult  times  into  other  classes  of  business? — Quite 
so. 

152.  Have  you  addressed  your  mind  to  the  economic 
result  of  that  in  times  of  depression?  Supposing  jrou 
have  a private  business  that  has  to  pay  up  a large 
sum  at  a difficult  time.  It  is  very  difficult  for  them 
to  go  into  the  market  and  get  that  money  back  by 
way  of  loan  to  extend  their  business,  is  it  not?  It 
is  only  tending  to  swell  the  quantity  of  money  that  in 
bad  times  oan  only  be  got  by  large  pulblic  companies 
in  share  capital  and  to  take  it  away  from  personal 
businesses  of  an  enterprising  character? — Of  course, 
that  is  to  some  degree  the  same  argument  that  I tried 
to-  use  in  a larger  measure  in  regard  to  Death  Duties. 

153.  I am  coming  to  that.  The  fact  that  the  capital 
remains  intact  is  not  a sufficient  answer  to  its  eco- 
nomic effect  in  times  of  depression,  if  you  are  taking 
it  away  compulsorily  from  businesses  that  can  use  it 
and  putting  it  into  public  reservoirs  that  can  only 
be  got  at  through  recognised  financial  channels? — I 
agree  with  you. 

164.  Take  the  case  of  a private  hosiery  business  in 
Leicestershire  or  a textile  business  in  Yorkshire ; they 
have  not  a wide  public  appeal  and  cannot  raise 
money? — That  is  so. 

155.  Surely  it  is  an  important  thing  if  you  take 
away  money  from  them  and  put  it  into  London  finance 
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where  it  can  only  be  got  at  by  a new  venture? — It 
will  eventually  flow  back. 

156.  But  not  without  a good  deal  of  friction? — No. 

157.  Does  it  not  seem  to  you  that  there  is  some- 
thing to  be  said  for  having  a minimum  Sinking  Fund 
which  you  maintain  through  thick  and  thin,  but  in- 
creasing it  by  a sliding  scale  in  prosperous  times? — 
Well,  I think  the  present  Sinking  Fund  would  prob- 
ably be  the  minimum  I should  like  to  fix,  and  then, 
of  course,  the  sliding  scale  is  applied  through  surplus 
revenue. 

158.  It  only  applies  to  surplus  revenue  if  the 
National  Estimates  happen  to  be  wrong? — That  is  so, 
yes — well,  or  business  being  more  prosperous  than  was 
anticipated. 

159.  Do  you  mean  that  in  prosperous  times  you  are 
bound  to  have  a Budget  surplus?  Supposing  the 
Inland  Revenue  in  estimating  the  Income  Tax,  and 
the  Customs  people  in  estimating  the  yield  of  the 
tobacco  duties,  make  allowance  for  the  fact  that  they 
are  on  a rise,  and  estimate  as  closely  as  they  can  what 
is  coming  in.  After  all,  the  Income  Tax  is  on  a three- 
years’  average,  and  there  is  no  reason  why  there 
should  be  an  under-estimate  in  good  times  any  more 
than  in  bad  times,  and  that  surplus  is  accidental,  is 
it  not? — At  the  same  time,  when  you  have  surpluses 
over  the  estimates,  it  does  show  a period  of  prosperity. 

160.  Yes;  that  is  because  of  the  official  habit  of 
under-estimating  the  amount.  That  is  quite  a 
different  point  from  trying,  as  a matter  of  policy,  to 
get  more  in  good  times? — As  we  are  placed  at  present 
I should  hesitate  before  I interfered  with  the  Sink- 
ing Fund  at  all;  I think  it  does  greater  service  to 
the  country . 

161.  I am  not  attempting  to  question  you  on  that. 
What  I want  to  know  is  this : you  rather  lean  to  the 
view  that  you  have  to  take  a fixed  Sinking  Fund 
policy  through  thick  and  thin  ? — Yes. 

162.  A kind  of  average  figure  that  is  the  average 
burden  through  all.  I am  asking  whether  it  would 
not  perhaps  be  better  to  have  a rather  lower  mini- 
mum figure,  but  rise  to  a much  higher  figure  in 
prosperous  times  ? — No ; that  does  not  appeal  to  me. 

I think  in  prosperous  times  the  people  would  be  able 
to  use  their  money  in  their  business  better  than  if  it 
were  taken  away  by  an  increase  in  the  Sinking  Fund; 
and  then  it  would  be  difficult  to  decide  which  are 
prosperous  times  and  when  to  apply  an  increase. 

163.  On  Question  5,  following  Sir  Arthur  Balfour’s 
question  with  regard  to  the  incidence  of  the  income 
tax  and  the  cost  of  production,  do  you  recognise  the 
distinction  that  is  commonly  made  by  economists  in 
the  incidence  of  a tax  on  profits — that  is  to  say,  no 
tax  if  there  is  no  profit — and  of  a tax  on  items  of 
produce  where,  whether  there  is  profit  or  not,  the  tax 
is  paid;  do  you  subscribe  to  that  important  dis- 
tinction? If  there  is  a tax  on  a barrel  of  beer  and  it 
is  payable  whether  the  brewer  makes  profits  or  not, 
the  price  of  beer  will  be  increased  throughout  and 
the  incidence  will  be  on  the  consumer ; but  if  a tax 
is  levied  on  the  profits  of  the  brewer  and  nothing  is 
paid  if  the  brewer  makes  nothing,  then  there  is  no 
increase  in  the  price  of  the  beer  : do  you  agree  with 
that  distinction? — As  far  as  I understand  it,  yes,  but 
I was  addressing  myself  to  the  question  of  Income 
Tax  and  Super-tax — taxes  on  profits  alone. 

164.  If  you  have  any  doubt  on  the  subject  of 
Income  Tax  being  put  into  cost  of  production,  what  is 
your  view  as  to  the  amount  of  tax  that  is  put 
in?  You  spoke  of  4s.  6d.,  but  after  all  that  is  merely 
an  accidental  point  of  a graduated  scale  from  a 
penny  in  the  £ up  to  10s.  Od.  or  12s.  Od.  in  the  £, 
but  it  happens  to  be  the  point  at  which  you  go  from 
one  class  of  tax  to  another.  What  is  the  amount  of 
tax  that  is  put  into  the  cost  of  production  in  the 
drapery  trade,  for  instance  ? — I say  none.  My  answer 
is  that  it  does  not  enter  into  the  cost  of  production. 

165.  I rather  gathered  that  you  receded  a little 
under  pressure  from  Sir  Arthur  Balfour  and  you 
spoke  entirely  of  4s.  6d.  I want  to  know  why  4s.  6d.  ? 
If  you  are  receding  at  all  on  any  point,  why 
not  some  other  figure?  Take  the'  case  of  an 
order  from  abroad  that  he  was  pointing  to; 


if  it  is  a limited  company  and  it  is  going  to 
get  back  from  the  shareholders  in  the  dividends 
4s.  6d.,  or  whatever  the  tax  may  be,  does  it 
matter  to  them  what  it  is?  If  it  is  a company  or  an 
individual  is  it  4s.  6d.  or  10s.  6d.  that  is  taken  into 
account? — I am  afraid  my  answer  to  Sir  Arthur 
Balfour  must  have  been  misleading.  I think  what  I 
meant  to  say  was  that  Income  Tax  does  not  enter  into 
profits  at  all,  but  it  enters  into  the  argument  whether 
the  manufacturer  will  take  the  risk  of  business  in 
those  conditions;  whether  it  is  good  enough  for  him 
to  run  the  risk  because  he  has  to  pay  a large  tax. 

166.  If  he  takes  that  into  account,  it  is  the  sort  of 
Income  Tax  and  Super-tax  together  that  he  himself 
is  going  to  pay  that  he  considers  ? — Well,  he  thinks  : 
“ Is  it  worth  my  while  to  run  the  risk?  It  is  not  a 
question  of  profit.  I make  2 per  cent,  profit  and 
perhaps  I risk  50  per  cent.  Is  it  worth  while  doing?  ” 
I do  not  think  you  can  generalise.  I think  it  is  a 
question  for  the  individual. 

167.  It  leads  to  this  important  distinction,  and  this 
is  what  I am  getting  at : Supposing  he  does  consider 
it ; supposing  there  are  two  of  us  that  are  considering 
this  order.  One  is  Sir  Arthur,  who  has  to  consider 
a burden  of  12s.  in  the  £,  and  the  other  is  myself, 
who  has  to  consider  a burden  of  2s.  in  the  £.  He 
is  disinclined,  but  I am  inclined  because  of  my 
lighter  burden.  Is  not  the  real  tendency  of  your 
reply  that  the  business  is  driven  into  the  hands  of 
the  smaller  people  who  are  charged  less? — It  may 
be,  but  they  will  not  be  able  to  do  the  business  so 
efficiently  or  at  all. 

168.  That  is  theoretically  so? — I think  there  is  a, 
tendency  that  way. 

169.  Do  you  believe  that  it  exists  in  practice,  that 
these  orders  are  taken  more  by  the  smaller  people 
because  of  the  smaller  rates  of  Income  Tax? — I be- 
lieve in  practice  that  people  try  to  turn  their  busi- 
nesses into  limited  companies  which  may  be  badly 
managed  and  then  try  to  get  out  because  the  profit 
is  not  good  enough. 

170.  You  think  the  tendency  of  high  taxation  is 
to  drive  the  orders  for  foreign  trade  into  the  hands 
of  the  smaller  concerns? — Oh,  no;  you  must  not  carry 
the  argument  too  far. 

171.  With  regard  to  the  Death  Duties,  what  pro- 
portion of  the  Death  Duties  do  you  think  are  pro- 
vided for  in  advance  by  people  who  do  not  want 
their  estates  depleted?  You  gave  excellent  reasons 
why  it  was  difficult  to  do  it,  but  do  you  consider  any 
serious  proportion  is  provided  for  out  of  income? — 
How  can  it  be  provided?  Will  you  tell  me  how  they 
can  provide  for  it  ? 

172.  A man  may  say : “ Here  is  my  fortune— 
£20,000.  I do  not  want  it  to  be  depleted  at  my 
death.  I will  work  harder,  and  I will  save  harder 
than  I might  otherwise  have  done  in  order  that  it 
may  be  £24,000,  and  therefore  £20,000  net.”  To 
what  extent  are  men  during  their  lifetimes  saving 
harder  and  working  harder  because  of  the  burden 
of  Death  Duties  than  they  would  otherwise  do? — 
You  can  only  judge  by  what  you  hear  people  say.  I 
think  they  are  not  provided  for  to  any  large  extent. 

I think  the  greater  proportion,  or  the  majority  of 
people,  do  not  provide  for  them  now. 

173.  Therefore  there  is  no  set-off  at  all  against  the 
grievous  position  of  the  destruction  of  capital  by 
Death  Duties  ? — There  are  some  people  who  have  tried 
to  provide  by  insurance,  but  of  course  the  high  rate 
of  these  Duties  was  only  introduced  15  years  ago, 
and  people  who  have  arrived  at  a certain  competence 
probably  at  a certain  age  have  had  to  pay  very  high 
premiums  of  insurance ; and  the  fact  that  the  insur- 
ance itself  is  added  to  the  estate  and  may  raise 
the  scale  which  is  paid  has  really  frightened  people 
away  from  insurance. 

174.  Do  you  not  think  that  quite  a number  of 
people  are  exerting  themselves  more  in  the  matter 
of  life  insurance  because  they  know  their  estates  will 
be  cut  into? — I hope  you  are  right;  I am , afraid  that 
is  not  the  experience  I have. 

175.  So  that  you  think  that  people  are  in 
their  lives,  and  in  their  ordinary  everyday 
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spending  of  tlieir  income,  totally  uninfluenced 
by  the  burden  of  Death  Duties,  and  that  there  is 
therefore  a complete  depletion  of  capital? — They  are 
not  entirely  uninfluenced'.  A good  many  people  do 
think  about  it  a great  deal,  but  it  is  a psychological 
fact,  and  some  people  say  : “ Well,  the  future  must 
take  care  of  itself.”  I would  much  rather  you  made 
it  possible  for  a man  to  pay  his  duty  immediately. 
I like  a tax  that  people  can  face  and  say  : “I  have 
to  pay  this,  and  I have  to  meet  it,  and  I have  to 
reduce  my  expenditure.”  People  do  not  reduce  their 
expenditure  because  at  some  future  time  a Death 
Duty  is  payable  on  their  estate,  and  they  find  it 
difficult  to  do  so  for  a good  many  reasons,  whereas 
if  the  tax  were  payable  immediately  then  they  would 
have  to,  and  I think  it  would  be  better  all  round.  I 
have  sometimes  thought  whether  it  would  not  be 
worth  while  for  the  Treasury  itself  to  become  in  a 
way  a Life  Insurance  Office  and  allow  people  to 
anticipate  their  Death  Duties  by  a sort  of  payment 
in  advance. 

176.  Could  you  give  us  any  of  the  reasons  why  the 
Duties  were  abolished  in  Italy;  you  told  us  the  fact 
that  they  were  abolished? — Because  as  far  as  I am 
told  from  Italy  it  was  thought  that  they  worked 
badly ; and  because  they  interfered  with  business. 

177.  If  you  had  to  choose  between  the  different 
evils  with  regard  to  Death  Duties  I understood  that 
you  did  not  like  the  method  of  graduation  by 
reference  to  the  fortune  of  the  decedent  but  you  pre- 
ferred a graduation  by  reason  of  the  fortune  of  the 
recipient? — Yes. 

178.  The  amount  of  the  receipt  or  the  amount  of 
the  fortune? — The  amount  of  the  receipt. 

179.  A kind  of  graduated  Legacy  Duty? — Yes. 

180.  Do  you  make  any  point  of  the  third  method 

of  graduation  that  is  in  force,  that  of  nearness  of 
relationship? — Yes.  1 should  certainly  say  there 

ought  to  be  relief  given  to  the  direct  descendants. 
If  the  money  goes  to  distant  relations,  or  distant 
people,  probably  it  would  not  be  employed  in  the 
same  business  at  all;  it  would  be  withdrawn  alto- 
gether. I think  the  effect  on  trade  is  far  more 
serious  when  it  goes  in  direct  line. 

181.  Sir  William  McLintoch  : I want  to  ask  you 
about  Question  No.  4 and  Question  No.  7.  I do  not 
know  if  you  would  draw  in  No.  4 any  distinction 
between  the  small  business  and  the  limited  company. 
You  state  that  the  small  business  will  require  to 
draw  on  its  profits.  You,  of  course,  agree  that  the 
business  earning  a small  profit  does  not  pay  a very 
heavy  rate  of  tax? — Yes. 

182.  And  then,  when  you  come  to  the  larger  busi- 
ness like  a limited  company,  the  tax  does  not  fall 
mainly  on  the  company  but  on  the  shareholders  who 
receive  the  dividends? — But  there  are  a great 
number  of  limited  companies  which  I include  in  the 
smaller  businesses. 

188.  You  are  including  both? — Yes,  small  traders, 
limited  companies,  I include,  and  I think  the 
tendency  of  the  high  taxation  there  is  that  there 
will  lie  an  attempt  to  over-estimate  profits  and  draw 
them  out  of  the  business. 

184.  To  over-estimate  profits? — Yes. 

185.  That  surely  will  penalise  rather  than  help 
them  ? — They  cannot  help  themselves.  The  difficulties 
of  saying  what  the  profits  of  a business  are, 
are  absolutely  immense.  The  tendency  now  for 
people  who  have  to  meet  expenditure  will  be  to  make 
an  over-estimate  and  call  a thing  a profit  which 
perhaps  his  neighbour  would  not  call  a profit. 

186.  My  experience  has  ,a)ll  been  in  the  other 
direction — that  they  under-estimate  the  profits  by 
reason  of  the  higher  Income  Tax  rather  than  over- 
estimate them? — I think  I have  (anticipated  that 
objection.  I do  not  think  it  applies  to  many  of  the 
larger  companies,  but,  in  answer  to  another  ques- 
tion I say  thlat  you  cannot  generalise ; in  some  the 
effect  will  be  to  under-estimate,  and  in  others  to 
over-estimate. 

187.  But  in  the  large  businesses  the  burden  of  the 
tax  falls  mainly  on  the  shareholders  <as  individuals 


by  having  the  tax  retained  from  the  dividend,  or  re- 
ceiving a small  dividend  free  of  tax  so  that  the 
business  itself  is  not  crippled  except  to  the  extent 
that  you  deal  with  it  in  No.  7? — Even  the  larger 
companies  will  be  tempted  to  overstate  their  profits, 
because  they  have  to  take  the  tax  off.  They  wish 
to  pay  as  good  a dividend  as  they  can.  They  may 
want  to  keep  up  their  credit,  iand  there  will  be  a 
tendency  to  over-estimate  profits  there  just  as  much. 

188.  The  point  I want  to  put  to  you  is  that  in 
No.  7 you  hold  the  view  that  Income  Tax  has  no 
effect  on  companies’  undistributed  reserves,  and  I 
suggest  to  you  that  that  is  the  one  part  of  the  com- 
panies’ profits  that  is  really  affected  by  the  tax.  If 
you  .assume  that  a company  earns  £100,000  and 
divides  £50,000  and  keeps  the  tax  off  the  share- 
holders who  receive  the  £50,000,  then  the  only 
burden  that  falls  on  the  company  is  the  diminution 
of  its  reserves  by  reason  of  the  tax  on  the  other 
£50,000? — The  company  pays  the  tax  on  the  whole 
£100,000. 

189.  Yes,  and  recovers  one-half  from  the  dividends 
paid,  and  therefore  the  burden  that  falls  on  the 
company  is.  the  tax  on  its  undistributed  portion. 
That  is  the  point  you  suggest  when  you  say  “ Income 
Tax  has  no  effect  on  companies’  undistributed  re- 
serves ”? — You  mean  on  the  actual  ,amount  of  that 
reserve?  I did  not  take  the  question  in  that  sense. 
Of  course,  it  must  affect  'the  actual  amount  of  the 
reserve. 

190.  And  that  is  the  main  effect,  or  the  only  effect 
really  on  a company? — Except  that  it  prevents 
accumulation  of  those  reserves.  They  have  nothing 
to  play  with,  and  nothing  to  put  back  into  reserve. 
There  is  also  a ‘temptation  to  bring  some  of  the 
private  reserves  into  profits. 

191.  In  the  last  sentence  of  No.  7 you  say:  “ In 
other  cases,  however,  and  especially  in  private  com- 
panies, the  tendency  might  be  'to  accumulate  such 
reserves  in  order  to  save  Super-tax”? — Yes,  there 
have  been  cases. 

192.  You  know,  of  course,  that  that  hole  is 
stopped  now.  All  private  companies  formed  since 
1914,  if  they  do  not  distribute  a reasonable  amount 
of  their  earnings  as  dividend,  are  treated  as  if  they 
were  simply  private  individuals? — Has  it  been 
stopped  altogether? 

193.  Yes ; there  may  still  be  deliberate  fraud,  but 
that  particular  hole  is  not  open  to-day? — I think  it 
is  going  too  far  to  say  deliberate  fraud.  There  is 
deliberate  avoidance ; some  men  are  getting  out  of  it. 

194.  Mrs.  Wootton : On  No.  3 you  say  that  the 
repayment  of  debt  through  the  Sinking  Fund  is  one 
of  the  best  means  of  maintaining  confidence  in  bad 
times.  Would  you  confine  that  to  repayment  through 
the  Sinking  Fund?  Would  you,  for  instance,  agree 
that  the  same  thing  would  be  true  of  the  earmarking 
of  a portion  of  a tax  specially  for  repayment? — You 
mean  that  there  should  be  a special  tax  to  provide 
for  the  repayment  of  debt? 

195.  No;  I am  not  suggesting  that  there  should 
be  a special  tax,  but  you  said  that  the  use  of  the 
Sinking  Fund  to  repay  debt  will  maintain  confidence 
in  bad  times,  and  you  go  on  to  say  that  the  reason 
is  that  the  debt  is  redeemed  and  the  money  flows  back 
into  the  hands  of  the  public.  What  I want  to  know 
is  whether  you  attach  special  importance  to  the  words 
“ repayment  through  the  Sinking  Fund  ”,  or  whether 
you  think  that  is  true  of  repayment  of  debt  by  any 
form  of  taxation? — I have  used  the  word  just  as  we 
have  been  in  the  habit  of  using  it.  That  has  been 
the  form  under  which  a special  fund  has  been  pro- 
vided, and  a special  amount  has  been  fixed  to  he 
used  for  repayment.  I think  there  must  be  limits 
both  ways. 

196.  Supposing,  for  the  sake  of  illustration,  it 
were  decided  to  earmark  a portion  of  Death  Duties 
for  debt  redemption,  would  you  take  the  same  view 
that  in  times  of  trade  depression  it  would  stimulate 
trade,  because  the  money  got  back  into  the  hands 
of  the  public? — My  opinion  is  that  the  whole  of  the 
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Death  Duties  should  be  earmarked  for  debt  re- 
demption, because  I do  not  think  they  can  be  looked 
upon  as  revenue  at  all. 

197.  On  No.  4 you  say  that  high  income  taxation 
must  of  necessity  withdraw  resources  of  trade  which 
might  otherwise  have  been  used  in  its  expansion.  I 
suppose  you  would  agree  that  if  the  proceeds  of 
Income  Tax  are  used  for  debt  redemption,  or  paying 
interest  on  the  debt,  they  are  transferred,  in  so  far 
as  the  debt  is  held  within  this  country,  into  the 
pockets  of  the  debt  holders,  and  that  so  far  as  we 
know  they  may  be  re-invested  by  the  debt  holders 
in  some  form  or  other,  and  probably  will  be.  What 
we  do  not  know  is  what  kind  of  investment  it  will 
be  as  compared  with  the  investment  that  the  Income 
Tax  payer  would  make? — But  in  the  meantime,  if 
that  is  carried  to  any  extent  you  have  crippled  the 
existing  business  and  existing  trade  for  the  purpose 
of  providing  capital  for  an  investment  of  an  indefinite 
nature  which  may  go  out  of  the  country,  certainly 
which  will  not  flow  back  to  that  particular  channel 
where  it  has  been  found  to  be  useful;  I think  that 
is  Sir  Josiah  Stamp’s  point.  Sir  Josiah  Stamp : I 
made  tJie  point  that  surely  the  evil  was  confined  to  a 
slight  alteration  of  direction,  or  a little  dislocation 
of  investment. 

198.  Mrs.  Wootton  : On  Question  9 you  state  that 
the  question  of  Income  Tax  ought  not  to'  affect  the 
investment  of  income  by  British  residents  outside 
this  country;  that  is,  of  course,  so  far  as  they  do  nor- 
evade  the  tax  by  illegal  means  or  by  residence 
abroad.  Would  you  apply  that  to  any  other  tax  which 
might  be  imposed  in  the  same  conditions?  If  some 
special  tax  were  imposed,  some  form  of  tax  on  capital 
perhaps,  would  you  say  also  that  that  would  not 
encourage  investment  outside  this  country,  in  so  far 
as  capital  invested  abroad  and  held  by  residents  here 
would  be  liable  to  the  tax  just  as  much  as  capital  in- 
vested at  home? — Well,  if  either  the  Income  Tax  or 
any  other  tax  exceeds  an  amount  that  the  taxpayer 
feels  he  can  pay,  it  will  lead  certainly  to  invest- 
ment abroad  and  conceivably  to  change  of  residence. 

199.  That  of  course  is  a further  matter? — I think 
it  is  part  of  the  same  question. 

200.  You  agree  that  he  could  only  evade  legally  a 
tax  on  income  or  a tax  on  capital  to  which  all  British 
residents  are  liable  on  the  whole  of  their  property  or 
income,  by  himself  going  abroad  with  his  capital  or 
income;  that  is  the  only  legal  means  by  which  he 
can  evade  the  tax  ? — That  is  the  only  legal  means  by 
which  he  can  evade  the  tax,  but  I think  he  might 
be  tempted  or  induced  to  do  so. 

201.  He  might  of  course  be  tempted  to  illegal 
means,  and  he  might  be  tempted  to  take  himself 
abroad  with  his  capital? — That  would  not  be  illegal 
in  fact. 

202.  But  you  -would  agree  that  it  would  require  a 
much  stronger  inducement  to  drive  him  out  of  the 
country  with  his  capital  or  income  than  it  requires 
to  make  him  send  his  capital  or  income  abroad  and 
keep  himself  at  home ; it  -would  require  more  power- 
ful taxation  to  lead  to  that  on  a large  scale? — Un- 
questionably the  reasons  why  a man  changes  his 
residence  and  lives  abroad  must  be  far  stronger  than 
the  avoidance  of  a tax,  but  at  the  same  time  you  can 
imagine  a tax  being  fixed,  or  certain  legislation  being 
enforced,  which  will  drive  a number  of  people  to  take 
that  course.  It  has  actually  happened  already  in  a 
few  cases  that  have  come  to  my  knowledge,  but  not 
in  sufficient,  numbers  to  weigh  in  the  scale. 

203.  On  No.  11  I think  in  reply  to  Sir  Arthur 
Balfour  you  were  discussing  some  of  the  causes  of 
the  decline  in  the  habit  of  saving.  I think  I under- 
stood you  to  say  in  reply  to  him  that  the  measure 
of  dependence  on  the  State  is  one  of  the  checks  to 
the  habit  of  saving.  Would  you  attach  much  im- 
portance to  that  in  view  of  the  sources  from  which 
most  of  the  saving  comes?  Would  it  be  true  that  the 
class  which  does  the  greater  part  of  our  saving  is  also 
the  class  which  has  become  increasingly  dependent  on 
the  State? — I do  consider  that  there  is  a very  con- 
siderable class  to  whom  saving  would  be  possible  and 


very  desirable,  who  do  not  save  because  they  feel  that 
they  are  going  to  be  looked  after  by  the  State. 
There  are  cases  which  have  come  within  my  own 
knowledge  of  people  not  providing  for  their  relations, 
their  parents,  and  so  on.  They  say : “ We  need  not. 
We  will  spend  this.”  I think  there  is  a large  class. 

204.  Do  you  thing  they  are  people  whose  savings 
would  be  in  the  aggregate  important;  are  they 
wealthy  people? — No.  That  depends  on  what  you 
describe  as  wealthy  people.  I think  the  large  success 
of  the  Savings  Certificates  is  in  a great  measure 
due  to  these  very  people  I have  in  mind.  The  great 
part  of  those  savings  have  not  been  provided  by  what 
are  described  as  the  wealthy  classes ; they  are  actually 
provided  by  classes  of  wage  earners,  perhaps  a class 
who  had  not  been  in  the  habit  of  saving,  but  to  whom 
the  possibility  has  been  opened  of  saving,  and  they 
have  done  so.  I think  it  is  a habit  than  can  be  very 
greatly  encouraged,  and  in  some  measure  that  habit 
is  discouraged  by  the  fact  that  some  of  them  think  : 
‘‘  Oh,  it  does  not  matter;  we  shall  be  provided  for 
and  looked  after.” 

205.  If  it  is  that  class  of  person  which  is  parti- 
cularly concerned,  that  will  not  have  a very  large 
effect  on  our  total  national  capital? — I think  so. 

206.  You  think  so,  even  though  it  is  chiefly  not 
very  wealthy  people  but  people  such  as  those  to 
whom  Saving  Certificates  are  an  important  form  of 
investment? — I think  they  are  a very  important 
part  of  the  population. 

207.  You  would  not  agree  that  though  they  may 
be  important  numerically,  their  contribution  to  total 
national  saving  is  not  very  large? — I think  it  is, 
or  it  may  be. 

208.  On  No.  13  you  said  that  it  is  not  sufficiently 
appreciated  that  the  issue  of  foreign  loans  in  this 
country,  both  for  Government  and  industrial  enter- 
prises, is  directly  productive  of  trade  and  employ- 
ment. Would  you  agree  with  me  that  the  term 
“ export  of  capital  ” is  often  used  as  synonymous 
with  the  floating  of  foreign  loans  in  this  country 
for  Government  and  industrial  purposes? — No,  I 
would  not.  It  may  be  used,  but  it  is  not  quite 
correctly  used  in  that  sense.  Take  this  case  : a new 
loan  is  issued  for  the  building  of  a railway  in  South 
America.  Probably  you  have  an  English  company 
running  that  railway.  Of  course  the  capital  is 
exported  in  the  wiay  that  the  rails  and  the  engines 
are  exported  to  that  country,  and  become  part  of  the 
national  wealth  of  that  country,  but  at  the  same 
time  the  property  remains  here,  the  shareholders 
are  here,  and  the  construction  of  the  railway  material 
takes  place  in  this  country.  It  is  exporting  the 
capital  in  one  sense  only. 

209.  It  is  exporting  capital,  surely,  in  the  only 
sense  in  which  one  can  speak  of  the  export  of  capital? 
— Anyway,  such  export  of  capital  finally  only  takes 
place  through  export  of  goods  which  are  goods  manu- 
factured here. 

210.  In  that  case,  would  it  be  a correct  interpreta- 

tion of  your  sentences  here  to  say  that  the  export 
of  British  capital  on  loan  for  Government  and  in- 
dustrial enterprises  abroad  is  directly  productive  of 
trade  and  employment  in  this  country? — Yes.  If 

you  wish  to  use  that  term ; I would  describe  the 
process  as  investment  abroad. 

211.  On  No.  15  there  is  a small  point.  You  said 
that  there  cannot  be  any  doubt  that  ultimately  a 
tax  on  commodities  is  borne  by  the  consumer.  1 
suppose  you  would  apply  that  both  to  variations  of 
existing  taxes  as  well  as  to  the  imposition  of  a new 
tax,  You  would  agree  that  if  the  tax  on  some  com- 
modity is  raised  or  lowered  the  consumer  ultimately 
pays  more  or  pays  less? — Certainly. 

212.  And  there  would  not  be  much  force  in  any 
argument  that  it  is  undesirable  to  lower  the  tax  on 
a commodity,  if  you  wish  to  lighten  the  consumer’s 
burden,  on  the  ground  that  the  consumer  will  not  get 
the  benefit  of  the  reduction ; you  think  he  will  get 
the  benefit? — I have  no  doubt,  after  a little  while. 
There  is  always  an  interval  before  the  effect  of  a 
measure  like  that  is  felt.  He  will  get  the  benefit. 
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213.  That  argument,  of  course,  has  been  used  in  225.  Yes;  I am  dealing  for  the  moment  with  the 


regard  to  particular  taxes — I think  it  was  used  with 
regard  to  the  tax  on  sugar — that  the  consumer 
might  not  get  the  benefit  of  a reduction,  but  you 
think  that  in  most  cases  he  would? — I have  no  doubt 
that  he  would,  yes. 

214.  Could  I say  that  he  always  would? — In  any 
great  general  article  of  consumption  like  sugar,  and 
so  on,  I think  it  is  safe  to  say  that  he  would. 

215.  And,  conversely,  that  ike  would  always  be 
injured  if  the  tax  were  raised  on  any  article  of 
general  consumption? — Injured  as  regards  this 
particular  thing? 

216.  Yes? — This  opens  quite  a different  line  of 
argument,  the  question  of  Protection,  and  so  on. 
That  is  not  a question  that  we  are  discussing  here. 
But  as  regards  the  question  of  an  effect  on  the  price 
of  a particular  article,  I think- 1 have  no  hesitation 
in  saying  “ yes.” 

217.  Mr.  Lees-Smitli:  I want  to  inquire  into  the 
possibility  of  what  can  be  done  by  conversion,  and  to 
take  your  remarks  upon  that  subject.  The  National 
Debt  is  about  £7,500,000,000.  I want  to  get  your 
views  as  to  what  proportion  of  it  can  be  converted. 
For  example,  I presume  that  the  proportion  owing  to 
Amerioa  cannot  be  converted;  we  have  an  arrange- 
ment with  them,  and  besides  we  are  only  paying  3J 
per  cent? — As  regards  the  American  debt  I think  we 
can  commute  it  at  a certain  time. 

218.  The  ordinary  argument  for  conversion  does  not 
apply  surely  to  the  American  debt  on  which  the 
interest  is  only  3-J  per  cent.  Again,  we  are  bound  by 
agreement  with  Amerioa  on  that  portion  of  the  debt? 
— Yes,  but  I think  we  have  a right  if  we  could  to 
redeem  the  whole  loan,  but  the  question  of  exchange 
would  prevent  that. 

219.  I want  to  try  and  get  at  some  estimate  of  what 
we  can  do  by  conversion.  The  conclusion  seems  to  me 
that  we  have  no  means  of  compulsory  conversion,  in 
the  case  of  America,  to  a lower  rate  than  that  which 
is  agreed  upon  by  Treaty? — No,  but  there  is  no  com- 
pulsory means  in  this  country. 

220.  Yes,  when  the  debt  falls  in ; I will  come  to  that 
in  a moment.  Then  take  the  short-dated  securities ; 
of  course,  conversion  does  not  apply  to  them,  and 
they  do  not  come  into  the  argument.  I am  talking  of 
Treasury  Bills  and  so  on? — Well,  Treasury  Bills  you 
can  renew  or  not  as  you  please;  that  is  a conversion. 
If  you  can  borrow  at  a lower  rate  you  can  pay  them 
off. 

221.  That  is  so,  but  I wish  to  arrive  at  an  estimate 
as  to  what  are  the  limits  of  our  savings  by  means  of 
conversion.  What  I am  trying  now  to  establish  is 
that  this  general  doctrine  of  converting  to  a lower 
rate  of  interest  obviously  has  not  any  reference  to 
securities  like  Treasury  Bills? — I am  afraid  I do  not 
agree.  The  Treasury  Bill  is  a thing  that  is  converted 
every  time  a Bill  matures. 

222.  Sir  Charles  Addis : It  is  converted  into 
Treasury  Bonds,  for  example ; that  is  one  form  of  con- 
version. 

Mr . Lees-Smith  : Very  well,  take  that? — It  might 
be  quite  desirable  to  convert  them  into  Treasury 
Bonds,  if  you  can  do  so  at  a low  rate,  because  then 
you  fix  the  maturity  instead  of  its  falling  in. 

223.  What  would  be  the  position  of  the  debt  which 
we  cannot  repay,  which  does  not  mature  until  1961 
or  so,  and  over  which  we  have  no  option?  Would 
there  be  any  means  of  converting  that  portion  of  the 
debt  before  1961? — Only  voluntarily.  There  is  no 
means  of  converting  any  debt  except  by  the  consent  of 
the  holder.  In  1888,  I think,  the  holder  of  Consols 
was  given  the  option  of  being  paid  £100  for  his  £100 
nominal  Consols,  or,  taking  a reduced  rate  of  interest, 
2f  per  cent.,  gradually  going  to  2J  per  cent. 

224.  The  point  I have  in  mind  is  a process  of  con- 
version to  give  a fall  in  the  rate  of  interest  of  1 per 
oent.  The  process  of  conversion  could  not  be  applied 
to  the  debt  which  we  have  no  option  to  redeem  until 
1961  until  that  date? — But  there  is  a verv  large 
amount  of  the  debt  with  which  you  will  begin 


other  portion  of  it? — No.  Of  course  the  3J  per  Cent. 
Conversion  Loan  is  being  redeemed  now  through  the 
Sinking  Fund. 

226.  That  means,  if  you  include  the  American  debt, 
that  about  £2, 500, 000, 000  of  the  debt  is  not  in  a 
position  in  which  any  conversion  scheme  could  be 
operative  either  at  all  or  until  1961 ; that  is  the  point 
I am  trying  to  make? — Still,  you  can  effect  a very 
great  saving. 

227.  I am  not  discussing  how  much  you  can  effect; 
I am  trying  to  be  quite  Clear  as  to  how  much  you  can- 
not effect  for  the  moment — what  are  the  limits  of  the 
possibilities.  The  conclusion  I come  to  is  that  you 
have  a sum  of'  about  £2,500,000,000  to  which  con- 
version proposals  cannot  apply  either  until  1961  or 
until  we  can  alter  our  Treaty  arrangements  with  the 
United  States? — I am  afraid  I do  not  quite  agree, 
because  you  say  “ before  1961.”  Say  in  20  years’ 
time  the  conditions  of  the  money  market  were  much 
lower,  you  could  offer  terms  to  the  existing  holders. 

228.  Yes,  you  might  offer  terms,  but  I am  assuming 
you  would  want  an  offer  which  will  save  this  1 per 
cent,  to  the  State;  you  would  have  to  offer  a quid 
pro  quo? — Supposing  the  rate  for  the  value  of  money 
changed,  you  would  have  to  give  holders  a longer 
dated  security  in  order  to  ensure  them  some  con- 
tinuity, as  has  been  done  in  the  recent  conversion 
scheme.  That  offer  was  to  redeem  the  Bonds  due  in 
1929  and  give  them  a security  which  runs  until  1941. 

229.  1961  is  a very  long  date.  Have  you  any  idea 
in  your  mind  of  what  the  lowering  of  interest  by 
conversion  would  be?  How  much  per  cent,  do  you 
anticipate  being  able  to  save  ? May  I put  it  in  this 
way  : Last  year  the  Chancellor  of  the  Exchequer  made 
an  estimate  of  this  sort,  and  he  said  he  thought  that 
he  might  reduce  on  an  average  by  1 per  cent,  by 
means  of  conversion;  would  you  accept  that  estimate 
as  fairly  reasonable? — I should  put  it  at  a higher 
percentage  than  that  in  the  course  of  years. 

230.  You  think  it  would  be  higher? — I think  the 
percentage  of  reduction  would  be  larger. 

231.  Then,  of  course,  as  a result  of  these  conversion 
schemes  you  would  lose  Income  Tax  and  Super-tax 
upon  the  sums  saved  to  the  State? — Yes. 

232.  I am  just  trying  to  get  some  idea  of  the  yield 
of  this  whole  process;  it  reduces  the  yield  by  about 
25  per  cent,  probably? — Assuming  that  you  contem- 
plate going  on  throughout  the  century  at  the  same 
rate  of  Income  Tax  and  Super-tax. 

233.  Broadly  I have  put  the  kind  of  calculations 
that  are  in  my  mind,  and  you  will  tell  me  how  far 
you  do  not  agree  with  them.  I began  with  the 
figure  stated  by  Mr.  Baldwin  last  year  of  1 per  cent. 
You  deduct  the  £2,500,000,000  to  which  the  process, 
as  I say,  seems  to  me  very  difficult  to  apply;  that 
leaves  £5,000,000,000,  on  which  1 per  cent,  is 
£50,000,000.  You  take  away  25  per  cent,  for  loss 
of  Income  Tax  and  Super-tax,  and  that  reduces  the 
total  proceeds  to  well  under  £40,000,000.  You  see 
what  is  in  my  mind?  Personally,  I am  inclined  at 
present  to  suspect  that  these  conversion  schemes  are 
never  going  to  help  us  very  materially  in  reducing 
a debt  charge  involving  £350,000,000;  that  is  the 
point  I am  trying  to  make? — Your  argument  as  to 
the  loss  of  revenue  depends  on  the  continuance  of 
the  Income  Tax  and  Super-tax  at  their  present  high 
rates. 

234.  It  does,  yes;  and  so  long  as  the  National  Debt 
continues  at  its  present  high  rate? — In  any  case 
although  I hope  you  need  not  contemplate  raising 
fresh  loans,  one  always  has  to  bear  that  in  mind,  and 
if  you  ever  had  to  borrow  again  it  would  be  very 
desirable  to  have  your  debt  on  a 3 per  cent,  level 
rather  than  on  a 5 per  cent,  level. 

235.  A question  has  been  raised  which  I should 
like  to  get  clear.  You  say  in  paragraph  3 as  to  sums 
raised  by  means  of  the  Sinking  Fund,  that  in  that 
case  the  amount  in  the  hands  of  the  public  is  not 
decreased,  because  the  money  flows  back  into 
securities  ? — Yes. 

236.  That  means  that  money  raised  by  means  of 
a Sinking  Fund  does  not  pro  tanto  diminish  the 
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amount  of  capital  in  industry;  that  broadly  is  the 
position? — Yes.  I agree  with  the  flaw  in  that  argu- 
ment that  Sir  Josiah  Stamp  has  pointed  out. 

237.  There  is  a certain,  probably  slight,  differentia- 
tion in  the  direction  of  the  money,  but  there  is  no 
diminution  in  the  total  amount  of  the  capital  in 
industry  ? — No,  there  is  not,  but  at  the  same  time 
it  has  got  a different  sort  of  flow. 

238.  Would  you  for  a moment  isolate  the  Death 
Duties?  If  the  money  raised  by  Death  Duties  were 
entirely  devoted  to  the  redemption  of  debt,  while  it 
might  alter  the  flow  and  so  on,  it  would  not  diminish 
the  amount  of  capital  in  industry;  would  not  that 
follow? — Yes,  that  is  so,  if  it  is  devoted  to  redemp- 
tion of  debt. 

239.  Does  it  not  follow  by  exactly  the  same  argu- 
ment that  if  money  is  raised  by  a Capital  Levy  and 
is  devoted  entirely  to  the  redemption  of  debt,  it  does 
not  diminish  by  a penny  the  amount  of  capital  in 
industry? — I was  going  to  qualify  my  answer  with 
regard  to  the  Death  Duties.  The  sacrifice  of  earning 
power  through  the  realisation  of  the  amount  for  the 
payment  is  much  greater  than  the  value  of  the  flow 
back.  The  Death  Duty  paid  is,  say,  26  per  cent.  Of 
the  capital  employed  in  business  and  the  capital 
employed  in  land,  26  per  cent,  up  to  40  per  cent, 
have  to  be  realised  and  paid.  That  has  to  be  done 
at  great  sacrifice  to  the  existing  business,  which 
is  probably  broken  up.  You  cannot  replace  it  by  the 
same  amount  of  capital  working  in  other  directions. 
That  would  apply  to  a much  larger  degree  in  the 
case  of  a Capital  Levy. 

240.  I just  wish  to  bring  that  point  out.  I do  not 
know  that  at  the  moment  we  are  discussing  the 
Capital  Levy? — I was  going  to  apply  to  the  Chair- 
man. I am  not  prepared  to  discuss  the  whole  case 
of  the  Capital  Levy,  because  it  was  not  included  in 
the  questions ; it  was  particularly  excluded.  I should 
like  to  have  time  to  consider  the  question  carefully 
and  to  come  here  prepared  with  a reasoned  state- 
ment of  the  whole  case  rather  than  answer  on  the 
spur  of  the  moment  on  a single  point. 

241.  The  reason  I raised  it  was  that  it  did  happen 
that  you  had  stated  as  your  opinion  that  it  would 
diminish  the  amount  of  capital  in  industry,  and  I 
therefore  thought  I was  justified  in  cross-examining 
you  on  it? — Quite;  that  is  my  opinion  distinctly. 

242.  Mr.  Bell : I want  to  try  and  elucidate  one  or 
two  things  that  I am  not  quite  clear  about.  On 
No.  2,  and  in  subsequent  replies,  you  say  that  you 
think  there  is  an  adequate  supply  of  capital.  I 
think  you  would  agree  with  that  interpretation  of 
your  paragraphs? — That  was  in  answer  to  the  ques- 
tion. I do  not  know  that  if  I had  to  write  about 
the  subject  I would  have  used  the  word  “ capital.” 
I repeated  the  word  that  had  been  used.  Credit 
would  be  a better  word.  What  I mean  is  that  there 
is,  in  my  opinion,  at  present  sufficient  to  meet  the 
demands  of  traders  for  the  ordinary  running  of  busi- 
ness by  applying  to  the  Banks  to  help  them,  but  I 
think,  as  regards  permanent  capital,  the  public  so 
far  has  been  able  apparently  to  supply  a sufficient 
amount  of  loan  capital,  but  not  of  share  capital, 
and  I think  that  is  where  at  present  there  is  a 
shortage. 

243.  That  is  how  I thought  this  should  be  more 
properly  put.  As  a matter  of  fact,  there  is  not  a 
supply  of  permanent  capital;  it  is  only  a supply  of 
such  permanent  capital  as  prudent  investors  put  into 
debentures  and  mortgages,  and  so  on. — I think  I put 
that  at  the  end  of  the  answer. 

244.  I want  to  explore  the  question  of  the  payment 
off  of  debt.  I have  heard  it  expressed  by  a financial 
editor  in  the  same  language  that  it  is  conceivable 
theoretically  that  in  good  times  it  is  less  opportune 
to  reduce  debt  than  in  bad,  because,  as  you  say,  the 
money  which  is  being  employed  profitably  at  that 
period  is  better  left  in  the  pockets  of  the  people  so 
that  profits  can  be  made.  On  the  other  hand,  it  is 
said  that  in  bad  times  it  is  obviously  inopportune  to 
get  in  this  large  Sinking  Fund.  I want  to  go  a little 
further.  If  the  times  were  so  bad  that  additional 
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taxation  had  to  be  raised  to  meet  the  Sinking  Fund, 
would  you  be  prepared  to  say  that  equally  in  bad 
times  as  in  good  you  should  always  keep  up  that 
Sinking  Fund,  even  if  it  were  necessary'  to  tax  specifi- 
cally' for  it? — I say  that  the  minimum  amount,  what- 
ever it  is,  should  be  maintained  like  the  interest  on 
your  debt.  The  Sinking  Fund  should  be  considered 
as  part  of  the  interest  you  have  to  pay,  and  you  have 
to  provide  for  that. 

245.  Even  if  it  were  necessary  to  tax? — Yes. 

246.  I will  skip  No.  5 because  I think  it  is  largely 
dealt  with  in  No.  10.  I was  looking  at  the  costings 
the  other  day  of  a big  works  in  which  one  of  the 
costing  charges  was  Income  Tax,  and  I wondered  if 
Mr.  Hichens  or  others  could  tell  us  if,  in  the  case  of 
costing  generally,  Income  Tax  was  one  of  the  items  of 
expenditure. 

Sir  Josiah  Stamp:  Was  the  Income  Tax  Schedule 
A? 

Mr.  Bell : No,  it  was  on  profits. 

Mr.  Hichens  : I should  say  no. 

Sir  Josiah  Stamp : I do  not  know  how  they  cost  it. 
Mr.  Bell : It  was  estimated  obviously,  but  esti- 

mated from  week  to  week  very'  carefully,  and  I was 
wondering  whether  it  was  a common  thing  to  do  it, 
or  an  unusual  thing. 

Mr.  Hichens : Very  unusual,  I should  think. 

Sir  William  McLintoch  : Very  uncommon. 

247.  Mr.  Bell:  With  regard  to  the  exporter,  you 
say  that  you  think,  as  a rule,  he  does  not  take  into 
account  the  tax,  and  that,  practically,  he  is  not 
handicapped.  But  you  go  on  to  say  that  the  exporter 
may  be  handicapped  in  foreign  markets,  where  the 
foreign  exporter  is  subject  to  smaller  taxation  in  his 
own  country,  and  can,  therefore,  afford  to  work  at  a 
smaller  profit.  You  seem  to  say  that  in  thei  foreign 
country  the  exporter  can  do  something  by  reason  of 
the  smaller  taxation,  and  yet  that  in  this  country  the 
higher  taxation  has  no  effect? — Well,  if  I do  say 
that,  I am  wrong;  I was  not  aware  that  I had 
done  so. 

248.  You  see  your  sentence  there  is : “Is  able  to 
afford  the  small  profit.”  I have  some  evidence,  I 
think,  in  actual  practice,  that  men  who  have  been 
accustomed  to  a certain  income  do  try  and.  keep  up 
that  income  by  charging  on  the  selling  price  of  the 
articles  they  produce  the  amount  of  Income  Tax  and 
Super-tax  which  they  have  to  pay.  A man  keeps  up 
the  price  of  the  article  which  he  sells  because  of  the 

/ ^heavy  charge  which  is  made  upon  him  for  Income  Tax 
and  Super-tax? — Because  he  is  straining  after  profit; 
that  is  what  I say  in  my  evidence.  He  is  trying  to 
produce  a profit  which  is  really  not  legitimately 
earned.  He  is  trying  to  put  up  the  thing  and  draw 
any  profit  he  can  out  of  the  business  to  pay  that  tax. 
He  finds  he  has  got  to  keep  up  hisi  living  expenses. 
Of  course,  every  trader  tries  to  put  as  high  a price 
on  his  article  as  the  market  will  allow  him. 

249.  And  to  that  extent  it  hampers  the  exporter? 
— I do  not  think  I have  made  quite  clear  what  I 
meant  to  imply  with  regard  to  the  exporter.  Take  a 
man,  say,  building  a railway  engine  here.  A man  in 
Belgium  builds  the  same  railway  engine  and  pays  less 
tax ; he  will  run  for  a smaller  profit,  whereas  here  the 
man  is  inclined  to  say:  “ Well,  I cannot  run  the  risk 
of  a market  if,  at  thd  end,  my  profit  is  reduced  by 
the  10s.  I may  have  to  pay  out  of  each  pound  I 
earn.”  That  is  all.  My  contention  generally  is  that 
the  tax  is  not  a proper  charge  on  prices  and  does  not 
come  into  it  at  all. 

250.  Sir  Charles  Addis : Your  view,  as  I under- 
stand it,  is  that  prices  are  governed  by  totally 
different  considerations  ? — Yes. 

251.  The  trader  tries  to  get  the  highest  price  he 
can,  quite  irrespective  of  tax? — Yes. 

252.  And  the  effect  of  the  tax  merely  must  be  that 
he  shares  the  profit  with  somebody  else? — Yes. 

253.  I think  you  have  not  done  yourself  justice 
with  regard  to  your  statement  .as  to  the  exporter  on 
No.  10.  What  you  have  in  view,  I think,  is  exporter 
A.  in  one  country  and  exporter  B.  in  another  country ; 
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subject  to  differential  rates  of  Income  Tax,  com- 
peting to  sell  a similar  product  in  a third  country? 
—Yes. 

254.  And  to  that  extent  your  statement  is  quite 
correct? — Yes  : thank  you  very  much. 

255.  Are  your  objections  to  the  Death  Duties,  so  far 
as  they  apply  to  the  form  of  the  tax,  mitigated  by 
the  normal  need  of  raising  ,a  very  large  revenue  at 
present  ? Admitting  that  it  is  a defective  form,  how 
far  is  it  justified  by  the  need  for  raising  an  abnormal 
revenue,  .assuming  that  it  would  be  necessary  to  fifld 
a substitute  for  it? — I think  the  ultimate  effect  on 
the  trade  of  the  country  and  the  investment  in  this 
country  is  so  injurious  that  the  present  rate  ought  to 
be  reduced,  I would  much  sooner  raise  the  same 
amount  of  revenue  out  of  Income  Tax  and  not  have 
any  Death  Duties  at  all.  I think  the  general  effect 
on  the  saving  of  the  nation  and  on  the  whole  habit6 
of  life  would  be  far  better.  People  will  have  to  come 
to  live  within  their  means  and  be  bound  to.  Under 
the  system  of  Death  Duties,  they  put  too  much  on 
posterity. 

256.  You  are  quite  clear  that  you  would  prefer  to 
have  an  increase  of  Income  Tax? — 'I,  personally, 
should  very  much  prefer  it.  I think  Death  Duties 
indefinitely  hanging  over  a man  who  does  not  know 
how  he  will  have  to  provide  for  them,  and  what  his 
children  will  do,  drive  people  out  of  business,  and 
drive  them  out  of  the  country,  or  drive  them  to 
adopt  measures  which  none  of  us  would  approve  of. 

I am  speaking  of  Death  Duties  with  regard  to  the 
direct  line.  Death  Duties  to  distant  relatives  or 
outsiders  I do  not  mind  at  all. 

257.  'On  .the  other  hand,  I suppose  you  would  agree 
that  Death  Duties  at  least  present  this  advantage 
that  they  are  a better  test  of  ability  to  pay  since 
they  include  both  capital  and  income.  You  may 
assess  a man’s  wealth  either  on  his  capital  or  on  his 
income? — Yes. 

258.  Would  you  agree  that  Death  Duties  have 
at  least  that  advantage  that  they  combine  those 
two? — No,  I should  not  say  that  there  was  any  ad- 
vantage. I think  the  keeping  of  capital  intact  in 
many  directions  where  it  is  usefully  employed  is  far 
more  important  than  immediate  income. 

259.  Capital  is  a better  criterion  of  wealth  in  your 
view  than  income ; do  I understand  you  to  say  that  ? 
— No,  I do  not  say  that.  I say  the  maintenance  of 
capital  as  such  and  working  for  the  trade  of  the 
oountry  is  more  important  than  a reduction  of  the 
individual’s  net  income  through  taxation. 

260.  For  fiscal  purposes  do  you  -consider  that 
capital  or  income  is  the  better  criterion  of  personal 
wealth? — Income  for  fiscal  purposes— yes. 

261.  In  the  case  of  the  appreciation  of  shares,  for 
example,  that  is  caught  by  Death  Duties  hut  not  by 
Income  Tax? — That  is  caught  by  Death  Duties.  Hie 
depreciation  of  shares  could  be  argued  both  ways. 
The  executors  have  to  sell  at  the  depreciated  price. 
The  person  who  buys  them  acquires  them  at  a depreci- 
ated value,  and  the  effect  on  the  country  is  the 
same. 

262.  There  as  also  another  advantage  in  the  Death 
Duties,  is  there  not,  and  that  is  their  certainty.  The 
Death  Duties  can  neither  be  evaded  nor  avoided,  and 
to  that  extent  it  is  a better  tax. — But  my  point  is 
that  they  are  being  both  evaded  and  avoided. 

2l63.  Well,  not  at  the  point  of  death. — No,  but  then 
as  far  as  the  revenue  is  concerned,  if  it  has  been 
avoided  before  a man’s  death  then  the  mischief  is 
done. 

264.  You  mean  the  capital  is  moved  out  of  the 
country? — Yes.  To  start  with,  there  must  be  a very 
varying  revenue.  You  get  two  or  three  big  estates 
one  year,  and  in  the  following  year  there  may  be 
none  at  all.  If  you  go  on  taxing  the  same  estate 
it  is  a diminishing,  a vanishing  quantity,  and  the 
revenue  must  be  less  and  less  from  those  estates. 
Unless  yon  get  large  new  fortunes  created,  as  there 
were  during  the  war,  that  sources  of  revenue  will 


disappear  in  the  end.  You  will  destroy  all  large 
estates,  and  you  will  destroy  all  those  that  pay  the 
higher  scale. 

265.  Do  you  not  regard  the  national  income  as 
rather  a stream  that  is  being  fed  from  affluents  all 
the  time? — Not  to  the  same  degree.  I think  you  are 
cutting  down  the  great  wood  and  the  trees  are  not 
going  to  grow  so  fast.  Say  you  have  got  an  estate 
that  pays  4.0  per  cent. ; that  estate  is  reduced  to  a 
smaller  scale.  Next  time  the  estate  comes  in  for 
taxation  it  is  only  60  per  cent,  of  the  original  estate. 
Then  the  same  operation  takes  place,  and  gradually 
it  comes  down  and  you  do  not  get  the  same  revenue 
from  it,  or  you  do  not  get  any  revenue.  Estates 
that  come  in  for  this  taxation  within  short  periods 
less  than  a generation,  as  has  been  the  case — twice 
or  three  times  in  10  years — disappear  from  a revenue 
yielding  point  of  view  altogether. 

266.  You  do  not  think  that  there  is  a continual 
process  of  growth  going  on  by  which  other  estates  are 
taking  their  place? — I think  you  destroy  them  more 
rapidly  than  the  growth.  Of  course,  we  do  not  see 
it,  as  I tried  to  explain,  in  the  returns,  because  the 
War  has  produced  a growth  of  certain  fortunes  in  a 
few  directions. 

267.  Your  point  is  that  it  is  a reduction  of  the 
national  wealth? — Yes;  but  the  War  lias  produced 
new  fortunes  which  have  taken  the  place  of  those  that 
have  been  destroyed. 

268.  When  we  get  to  normal  times,  in  your  view 
the  effect  of  the  Death  Duties  would  he  a gradual 
reduction  of  the  national  income? — I think  it  would 
be  gradually  reduced. 

269.  And  the  national  capital? — Yes. 

270.  If,  for  example,  the  Death  Duties  were 
applied  to  the  repayment  of  debt,  so  that  there  was 
merely  a re-distribution,  is  it  your  view  that  still 
there  would  be  a loss? — There  would  not  be  the  same 
loss  to  the  national  revenue,  but  I think  there  would 
be  a loss  to  the  national  income  and  to  the  national 
prosperity — to  the  national  creation  of  wealth. 

271.  If  it  passed  into  less  productive  hands  there 
would  be  a loss  to  the  production  of  national  wealth? 
—Yes. 

272.  I suppose  that  would  be  at  least  mitigated  by 
the  fact  that  most  of  the  money  would  go-  into  the 
banks,  who  would  have  the  re-distribution  of  it. 
What  I have  in  view  is  the  case  of  the  hosier  who 
was  put  forward — the  linen  draper — who  would  not 
have  the  same  opportunity  of  obtaining  the  money  in 
the  London  market  as  the  large  company.  I suggest 
that  that  is  not  quite  the  case,  because  through  the 
action  of  the  banks,  through  whom  the  money  flows, 
the  small  producer  is  relatively  not  much  worse  off 
than  the  large? — Yes,  hut  it  does  not  come  back  to 
him  immediately,  although  eventually  it  flows  back  to 
the  whole  trade  of  the  country.  It  is  used  in  a 
different  way,  and  it  is  not  so  productive. 

273.  Let  me  put  it  quite  crudely.  Supposing  that 
a large  company  A.  has  paid  a large  amount  of  money 
in  taxation  and  thereby  had  to  impinge  upon  its 
capital? — You  are  off  the  Death  Duties  now. 

274.  I do  not  think  it  matters  which  tax  it  is,  as 
long  as  the  effect  is  the  same.  Supposing  by  the 
death  of  one  of  the  partners  his  money  is  withdrawn, 
what  advantage  would  they  have  over  the  small  pro- 
ducer ; would  not  both  one  and  the  other  go  to  their 
bank  to  fill  up  the  gap  ? 

Mr.  Bell:  Might  I ask,  would  not  the  big  man  be 
already  a bigger  borrower  than  the  little  man? — 
(Witness) : Exactly ; you  come  to  a point  when  the 
bank  is  not  going  to  help  them  any  more. 

275.  Sir  Charles  Addis:  If  the  wealth  is  re- 

distributed only  ? — The  total  resources  of  that  concern 
are  so  destroyed  by  the  withdrawal  of  capital  '-1  lat 
he  has  not  got  the  same  credit  with  the  bankers  that 
he  had  before,  and  therefore  he  does  not  get  back  his 
share  of  the  reservoir  that  is  in  the  hands  of  the 
banker. 

276.  The  banker  lias  to  find  some  other  outlet  iu 
order  to  employ  those  accumulated  funds? — Yea. 

B 3 


47800a 


22 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


2 May,  1924.]  Sir  Felix  Schuster,  Bart.  [ Continued . 


277.  And  your  view  is  that  he  finds  that  with  the 
small  producer? — Yes. 

278.  If  not  with  the  large,  then  with  the  small? — 
Yes. 

279.  That  in  itself  might  be  a good  thing  in  the 
encouragement  of  enterprise;  it  would  be  new  blood? 
— No.  It  is  a very  good  thing  and  1 hope  the  bank 
will  be  able  to  do  both,  but  the  destruction  of  one 
large  concern  in  favour  of  a number  of  smaller 
concerns  would  be  very  disastrous,  if  we  have  to 
compete  in  the  world  trade,  because  production  and 
distribution,  as  you  know  perfectly  well,  better  than 
I do,  have  to  be  done  on  a large  scale  now. 

280.  I wanted  to  make  that  point.  If  there  is  any 
advantage  at  all  the  advantage  is  on  the  side  of  the 
small  manufacturer  or  shopkeeper? — I do  not  think 
that  I agree  to  that  at  all. 

281.  Then  I am  still  at  a loss  as  to  what  becomes 
of  the  money? — I think  the  advantage  to  the  trade  of 
the  country  is  the  maintenance  of  the  large  concerns 
that  can  compete,  and  particularly  in  the  times  that 
we  have  before  us  now. 

282.  To  turn  to  the  question  of  saving;  as  a mere 
psychological  question  in  your  experience,  do  you 
not  think  it  is  six  to  one  and  half-a-dozen  to  the 
other;  that  there  are  certain  people  who  are  deterred 
from  saving  by  increased  taxation  and  a certain 
number  who  find  it  an  incentive? — That  is  so.  It  is 
merely  a psychological  question,  and  it  is  a question 
which  one  is  really  afraid  to  answer,  because  although 
one  may  judge  from  the  instances  that  may  come 
before  one,  this  may  not  be  a good  guide  to  what  is 
taking  place  all  round,  but  I have  heard  the  opinion 
expressed  in  all  classes  right  down  to  the  wage  earner, 
“ What  is  the  good  of  saving.” 

283.  Take  the  case  of  the  man,  for  example,  who 
wishes  to  provide  for  his  children  at  his  death; 
would  he  be  deterred  from  doing  so  by  the  Death 
Duties,  or  would  he  be  incited  to  increase  the  amount 
he  would  otherwise  provide? — I am  afraid  he  does 
not  think  enough  about  it.  He  says  they  will  have 
to  look  out  for  themselves  land  somebody  will  provide 
for  them.  That  is  the  answer  I have  received  in 
many  quarters  where  I have  been  surprised  to  get  it. 

284.  I do  not  think  you  will  get  that  answer  in 
Scotland? — Probably  not. 

Mr.  Lees-Smith. : Nor  in  Yorkshire. 

285.  Sir  Charles  Addis : With  regard  to  what  you 

said  upon  the  operation  of  the  Sinking  Fund  in 
good  times  and  in  bad,  would  there  not  be  a danger  of 
reducing  production  by  enforcing  your  Sinking 
Fund  in  times  of  depression  in  the  same  way  as  in 
times  of  prosperity? — No.  I do  not  think  that 

would  change  my  opinion  on  that  point. 

286.  Mr.  Bowen : When  you  talk  about  destroying 
capital,  I take  it  you  do  not  mean  the  destruction  of 
wealth? — -Well,  the  word  “capital”  as  I have  used 
it  is  the  term  which  we  have  used  in  business — the 
thing  that  is  working  a business,  and  I do  mean  the 
destruction  of  wealth  also,  because  I think  that 
follows. 

287.  But  can  you  say  that  wealth  oan  actually  be 
destroyed  unless  you  have  a war,  where  you  blow  it 
to  pieces? — The  wealth  is  destroyed  in  many  direc- 
tions. It  depends  again  what  you  describe  as 
wealth — whether  you  mean  material  wealth.  I 
think  a man’s  brain  is  his  wealth  and  the  best 
wealth ; it  does  not  destroy  that. 

288.  In  this  re-distribution  of  wealth  upon  which 
taxation  has  an  effect  your  view  is  that  to  take  it 
from  large  concerns  and  put  it  into  the  hands  of 
small  ones  is  not  conducive  to  good  trading? — If  the 
effect  is  to  destroy  the  larger  ones. 

289.  Is  it  not  just  the  ordinary  cycle  of  events, 
that  these  changes  will  occur  whatever  you  may  do 
to  try  and  avoid  them? — I am  afraid  our  experience 
is  in  a different  direction.  Of  late  years  the  ten- 
dency hias  been  for  the  creation  of  huge  concerns 
rather,  much  larger  than  I care  to  see.  That  applies 
even  to  great  banks,  if  Mr.  Bell  will  forgive  me  for 
saying  so,  but  we  were  compelled  to  do  it  by  force 
of  circumstances.  Big  manufacturing  concerns  in 


all  parts  of  the  world  have  arisen,  and  I think  they 
are  able  to  work  to  better  advantage  than  a number 
of  smaller  ones. 

290.  1 am  being  confused  with  certain  questions 
and  answers  that  I have  heard.  First,  I heard  the 
view  that  capital  was  being  re-distributed  aud  taken 
out  of  the  hands  of  huge  concerns  and  was  now  drift- 
ing into  smaller  hands.  Now  you  tell  me  that  you 
fear  the  existence  of  trusts  is  not  good.  I bad  in 
mind  the  idea  all  the  time  that  trusts  had  been 
growing  up? — I have  not  used  the  word  “ trusts,” 
if  you  will  forgive  me  for  saying  so. 

291.  Perhaps  I ought  not  to  use  it  either;  1 will 
use  any  word  you  like? — The  word  “ trust  ” conveys 
a meaning  which  perhaps  none  of  us  would  wish  to 
imply;  it  means  something  which  is  not  beneficial  to 
the  community. 

292.  1 do  not  mean  that.  I used  the  word 
" trust  ” in  the  general  acceptance  of  the  word — m 
the  American  sense  of  the  word.  What  1 mean  is 
production  on  a large  scaler* — Yes. 

283.  What  1 want  to  get  to  is  this : you  agree  that 
a distribution  of  capital,  say,  in  the  sense  of  Death 
Duties,  when  it  is  taxed  as  it  is,  is  bad  for  the 
estate.  What  I would  like  to  know  from  you  is,  do 
you  agree  with  me  that  if  that  is  bad  in  compara- 
tively a small  measure  for  an  estate  upon  which 
Death  Duties  are  charged,  the  same  thing  must  be 
held  to  be  sound  when  applied  to.  the  State  as  a 
whole  in  regard  to  a huge  National  Debt  which  we 
carry? — This  is  an  entirely  new  aspect  that  is  put 
to  me.  1 am  asked : You  look  upon  the  State  as  a 
general  business?  We  are  carrying  on  a large  busi- 
ness called  the  United  Kingdom  which  lias  ia  big 
debt,  and  your  argument,  if  I take  it  right,  is : Let 
us  reduce  the  debt  and  therefore  we  lighten  the 
burden  to  everyone.  Of  course,  your  question  leads 
up  to  the  Capital  Levy;  it  is  the  argument  of  the 
Capital  Levy. 

294.  Not  necessarily? — Well,  it  tends  that  way, 
Whether  you  call  it  Death  Duties  or  not.  I think 
Death  Duties  are  a form  of  Capital  Levy. 

295.  I wanted  to  get  to  one  or  two  other  points 
that  you  have  referred  to,  if  you  do  not  mind.  You 
have  spoken  about  the  confidence  which  is  necessary 
in  the  country  to  maintain  the  credit  of  the  nation? 
—Yes. 

296.  Then  you  indicated  that  the  existing  Sinking 
Fund  was  round  about  the  sum  that  you  would 
maintain  it  at,  which  is  something  like  £50,000,001) 
a year  or  less? — Yes. 

297.  If  it  is  bad  to  epolit  up  an  estate  and  to  tax 
future  generations,  is  it  not  equally  bad  that  we 
should  go  on  contemplating  a huge  debt,  only  paying 
off  £50,000,000  a year? — We  have  done  much  more 
than  £50,000,000  a year.  As  the  Chancellor  pointed 
out,  we  have  paid  off  an  amount  equivalent  to  the 
whole  of  the  National  Debt  before  the  War. 

298.  I was  rather  taking  your  own  figure? — That  is 
the  figure  which  has  been  fixed,  and  I said  that  must 
be  the  minimum,  but  events  have  proved  that  the 
figure  has  been  very  much  exceeded,  and  I hope  it 
will  be. 

299.  The  next  point  I want  to  ask  you  is : what 
is  your  view  as  to  the  line  of  demarcation  of  the 
weight  that  industry  can  bear? — I think  myself  that 
we  have  just  about  come  to  the  limit;  that  industry 
cannot  bear  very  much  more  than  it  is  doing  at  the 
present  time,  or  the  public  at  large,  I think.  At 
the  same  time,  taxation  is  necessary.  I think  I 
would  much  rather  have  the  taxation  in  a form 
which  is  not  destructive  of  future  earning  power. 

300.  In  effect,  you  believe  in  direct  taxation  and 
not  indirect  taxation? — Now  you  are  coming  to  the 
fiscal  question. 

301.  I did  not  want  to  introduce  that,  but 
I thought  that  was  in  your  mind? — I have  been  a 
Free  Trader  all  my  life,  and  I believe  in  direct 
taxation.  I have  always  been  a supporter  of  direct 
taxation,  but  there  may  be  times  when  it  becomes 
too  heavy.  I am  also  a believer  in  the  doctrine 
that  taxation  and  representation  should  go  together. 
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and  therefore  taxation  either  direct  or  indirect 
should  be  so  distributed  that  all  classes  share  the 
burden. 

302.  If  confidence  is  necessary  to  restore  the  credit 
of  the  nation,  and  if  capital  has  been  so  distributed 
as  to  fall  into  the  hands  of  different  people,  how  far 
can  it  be  wrong  in  your  opinion  to  redistribute 
taxation? — I am  afraid  I have  not  followed. 

303.  If  capital  has  been  distributed,  as  you  say, 
going  from  the  hands  of  big  concerns  to  smaller  ones. 
I gathered  you  said  that  it  was  difficult  to  get  share 
capital  because  of  existing  high  taxation? — It  is 
difficult  to  obtain  new  capital,  and  it  would  be  more 
difficult  than  it  has  been. 

304.  If  that  is  so,  it  cannot  'be  in  business;  it 
must  be  somewhere  else? — No;  it  is  not  in  existence. 

305.  If  the  banks  are  able  to  find  loan  capital, 
there  must  be  some  credit  in  existence? — The  banks 
are  able  to  find  loan  capital  for  temporary  purposes, 
but  not  for  permanent  purposes;  it  should  be  re- 
membered that  the  amount  the  banks  have  to  dispose 
of  is  based  on  their  deposits  and  must  be  a varying 
quantity,  which  is  ultimately  dependent  on  the 
prosperity  and  well-being  of  the  country. 

306.  There  is  no  actual  stoppage;  there  is  a con- 
tinuance of  loaning  of  capital? — Yes. 

307.  That  presumes  the  existence  of  some  form  of 
wealth;  certainly  there  is  credit  to  be  obtained? — 
I would  use  the  word  “ credit  ” rather  than 
“ wealth,”  because  the  very  fact  of  what  the  Banks 
are  able  to  do  is  only  based  on  credit  again. 

308.  But  do  not  you  presume  in  all  this  conversa- 
tion we  have  had  about  capital  and  savings  that  with 
the  capital  we  have  there  is  going  to  be  no  produc- 
tion in  the  future;  cannot  we  assume  that  the  exist- 
ing capital  would  be  utilised  to  produce  more  capital  ? 
Let  me  put  this  final  point.  Assuming  that  there  is 
going  to  be  high  taxation  do  you  believe  that  there 
is  no  possibility  of  recovery  at  all  ? — Oh  no ; I am  a 
great  believer  in  recovery.  I am  a great  believer  in 
the  future  of  the  country. 

309.  To  the  extent  that  the  country  can  restore  its 
credit  and  secure  the  confidence  of  other  nations? — 
Yes. 

310.  And  to  the  extent  that  the  individual  members 
of  the  community  can  bear  a fair  share  of  their 


personal  responsibilities? — Yes,  and  that  all  members 
of  the  community  are  willing  to  contribute  a share 
of  working  and  of  working  hard.  If  that  is  the  case, 

I personally  have  not  the  slightest  doubt  that  even 
with  the  existing  burdens  the  country  will  recover 
and  will  be  able  to  redeem  its  burdens  much  sooner 
than  is  generally  expected.  I am  unwilling  to  give  a 
number  of  years,  but  in  a reasonable  period,  within 
the  time  of  a generation  or  so,  you  might  probably 
reduce  the  interest  charge  by  one-half. 

311.  I am  glad  to  hear  that,  because  it  is  rather 
encouraging  after  what  I understood  you  to  say  in 
reply  to  Sir  Charles  Addis  when  you  said  that  you 
contemplated  there  would  be  a reduction  of  income 
and  a reduction  in  many  other  ways.  You  do  agree 
as  to  the  prospect  of  recovery  provided  we  can  get 
this  restoration  of  good  social  order,  if  I ma.y  use  the 
term — the  desire  to  work  and  produce?— The  desire 
to  Work  and  produce — those  are  the  very  words — 
and  by  -all  classes,  every  one  of  us. 

312.  Sir  Charles  Addis : I just  want  to  suggest  for 
one  moment  to  Sir  Felix  that  what  I understood 
him  to  say  in  reply  to  my  question  was  that,  in  his 
view,  so  far  as  Death  Duties  were  a factor,  the 
national  capital  and  the  national  income  would  be 
reduced  too,  but  clearly  there  were  many  other 
sources  from  which  it  might  be  increased;  did  I 
interpret  you  correctly? — That  is  my  view.  I think 
the  Death  Duties  are  an  adverse  factor  in  many 
ways  as  an  actual  fact  and  a decreasing  source  of 
revenue  to  the  State,  and  also,  from  a psychological 
point  of  view,  in  preventing  people  from  facing  their 
difficulties. 

313.  I only  want  to  bring  out  that  you  did  not 
think  there  were  not  favourable  factors  because  you 
dwelt  on  one  unfavourable? — No.  Perhaps  you  may 
have  seen  a few  remarks  I made  in  a different  place 
the  other  day  about  which  I have  been  taken  to  task 
for  being  too  optimistic. 

314.  Chairman : You  have  been  under  examina- 
tion now  a long  time,  and  if  you  feel  you  would  like 
to  stop  now,  I think  perhaps  any  remaining  questions 
might  he  put  to  you  in  writing  ? — I shall  he  happy 
to  come  again  at  any  time  you  may  appoint. 

Chairman  : We  are  very  much  obliged  to  you. 


(The  Witness  withdrew.) 
(Adjourned  to  Monday  morning  at  10.30.) 
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SECOND  DAY. 

Monday,  5th  May,  1924. 


Prbsbnt  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  HENRY  BELL. 

Professor  FRED  HALL. 


Mr.  W.  L.  HICHENS. 

Mr.  H.  B.  LEES-SMITH. 

Sir  JOSIAH  STAMP,  K.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 
Mr.  G.  ISMAY,  Assistant  Secretary. 


The  Rt.  Hon.  Lord  Clinton,  representing  the  Central  Landowners’  Association,  and  Mr.  H.  W. 
Carlton,  F.S.I.,  F.L.A.S.,  representing  the  Land  Agents’  Society,  called  and  examined. 


Evidence-in-chief  handed  in  hy  Lord  Clinton  and  Mr.  Carlton. 


1.  The  Central  Landowners’  Association,  which  has 
established  forty-five  County  Branches,  is  the  repre- 
sentative organisation  of  owners  of  agricultural  land 
in  England  and  Wales-.  Its  present  membership  in- 
cludes not  only  the  majority  of  owners  of  the  larger 
estates,  but  also  a considerable  and  increasing  number 
of  occupying  owners  of  single  farms  and  of  smaller 
areas  of  agricultural  land.  The  agricultural  land- 
owner  exercises  an  important  function  in  the  produc- 
tion of  home-grown  foodstuffs,  in  the  majority  of  oases 
directly  where  he  farms  the  whole  or  part  of  his  land, 
and  in  all  cases  as  the  source  of  at  least  two-thirds 
of  the  total  capital  invested  in  the  industry  in  the 
form  of  land  and  its  permanent  industrial  equipment. 

2.  The  Land  Agents’  Society,  which  has  also  estab- 
lished a system  of  County  Branches,  represents  the 
management  of  many  millions  of  acres  of  agricultural 
land  in  England  and  Wales,  and  is  therefore  inti- 
mately concerned  with  the  matters  coming  within  the 
scope  of  the  reference  to  the  Committee. 

3.  The  evidence  submitted  by  these  two  bodies 
deals  with  the  effect  of  taxation  upon  agricultural 
land. 

Burdens  on  the  Land. 

4.  Existing  taxation,  i.e.,  national  and  not  local, 
is  levied  on  the  land  in  the  form  of  Death  Duties, 
Income  Tax  (including  Super-tax  on  the  larger 
estates),  Land  Tax  and  Inhabited  House  Duty,  the 
two  latter  being  peculiar  to  real  property.  The  cumu- 
lative effect  of  these  burdens,  augmented  by  the 
present  high  rate  of  Death  Duties  and  Income  Tax, 
presses  with  great  severity  upon  agricultural  land, 
and,  in  conjunction  with  the  increased  cost  of  main- 
tenance of  buildings  and  other  works,  directly  lessens 
the  power  of  the  owner  to  maintain  the  land  at  its 
full  efficiency  and  adequately  to  house  those  employed 
upon  it.  Development  by  reclamation,  drainage  and 
afforestation  is  also  largely  curtailed,  thereby  pre- 
venting an  increase  in  rural  employment.  The  pros- 
perity of  agriculture  and  other  rural  industries,  and 
the  number  of  workers  employed  in  them,  depend  in 
a large  measure  upon  the  ability  of  the  landowner  to 
maintain  and  develop  his  estate  for  productive 
purposes. 

5.  While  it  is  understood  that  the  incidence  of  local 
rating  does  not  come  within  the  scope  of  the  Com- 
mittee’s reference,  it  should  be  remembered  that  local 


rates  have  to  bear  the  cost  of  services  such  as  police, 
education,  main  roads  and  poor  relief,  which  after 
exhaustive  consideration  Iby  public  inquiries  have 
been  described  as  national  services  that  the  State 
requires  to  be  undertaken,  and  which  therefore  should 
more  properly  be  the  subject  of  national  taxation. 

Death  Duties. 

6.  We  desire  to  draw  special  attention  to  the  effect 
of  the  Death  Duties,  particularly  the  greatly  increased 
and  more  steeply  graduated  scale  of  Estate  Duty  im- 
posed by  the  Finance  Act,  1919,  upon  the  agricultural 
industry  as  a whole.  The  disastrous  effects  not  only 
result  in  the  disappearance  of  an  agricultural  estate 
in  its  original  form  in  two  or  three  successions  at 
most,  but  the  whole  farming  industry  is  seriously 
prejudiced  by  the  removal  of  capital  urgently  required 
for  the  equipment  and  development  of  the  land,  more 
especially  in  the  present  depressed  state  of  the  indus- 
try, when  additional  capital  is  its  crying  need,  and 
the  prospect  of  increasing  rural  unemployment  is 
rapidly  becoming  a grave  national  danger. 

7.  Compared  with  other  forms  of  property,  Death 
Duties  press  with  exceptional  severity  upon  agricul- 
tural land,  because  it  has  a market  value  relatively 
far  in  excess  of  its  income-producing  value,  and  also 
by  reason  of  the  basis  of  valuation  adopted  in  practice. 
The  land  is  valued  at  the  estimated  price  in  the  open 
market  at  the  date  of  the  death,  no  reduction  being 
made  for  the  effect  of  placing  the  whole  of  an  estate 
upon  the  market  at  one  and  the  same  time.  It  is 
the  practice  to  value  each  occupation  separately  on 
the  assumption  of  a sale  in  lots. 

8.  The  result  of  such  a valuation  is  a sum  in  most 
cases  in  excess  of  the  amount  which  an  estate  would 
realise  as  a whole,  and  far  greater  than  the  capitalised 
value  of  the  average  net  income  receivable  by  the 
successor,  who,  being  unable  to  meet  the  duties  out 
of  a property  which  gives  a very  low  return,  is  forced 
either  to  mortgage  and  further  cripple  his  resources, 
or  to  sell  the  whole  or  part  of  his  inheritance.  In  the 
event  of  a sale  in  somewhat  the  same  lots,  a great 
disturbance  of  tenant-farmers  follows  and  also  a 
serious  displacement  of  labour.  Men  employed  on 
estate  building  staffs,  in  the  woods,  and  on  general 
estate  work,  apart  from  such  men  as  gardeners, 
keepers,  etc.,  have  to  be  dismissed,  and  very  fre- 
quently fail  to  find  other  employment.  No  such  ill- 
results  arise  when  estates  invested  in  Government  or 
other  funds  become  subject  to  the  duties;  the  loss, 
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great  as  it  is,  falls  mainly  on  the  owner  and  his 
family,  while  the  'break-up  of  an  agricultural  estate 
must  adversely  affect  a whole  district.  If,  on  the 
other  hand,  the  successor  decides,  from  a desire  to 
maintain  a family  property  intact,  to  incur  the 
burden  of  a mortgage,  the  effect  is  to  reduce  his 
ability  to  maintain  his  estate  efficiently;  expenditure 
on  maintenance  is  curtailed,  a number  of  men  dis- 
charged, and  not  infrequently  the  mansion  house  (for 
which  a tenant  can  seldom  be  found)  is  closed  and 
dismantled,  causing  a loss  in  national  and  local  taxa- 
tion through  the  consequent  reduction  in  assessable 
values. 

9.  While  we  are  aware  that  all  classes  of  property 
are  subject  to  Death  Duties,  it  is  submitted  that  their 
inoidence  operates  unfairly  on  agricultural  estates  as 
compared  with  other  forms  of  property.  We  there- 
fore respectfully  put  forward  the  following  sugges- 
tions for  a more  equitable  adjustment  of  the  burden, 
recognising  that  in  present  circumstances  the  desired 
reduction  of  the  scale  of  duties,  although  urgently 
required,  may  be  a matter  of  great  difficulty : — 

(1)  ltegard  should  be  had  to  the  fact  that  the 

income  from  agricultural  land  is  less  in 
proportion  to  its  market  value  than  that 
from  aiiy  other  class  of  security,  and  that, 
where  the  estate  is  not  sold,  the  Estate 
Duty  should  be  levied  upon  a fair 
capitalisation  of  the  net  income. 

(2)  That  agricultural  estates  passing  upon  a 

death  should  be  valued  for  Death  Duties 
as  a whole,  and  not  in  lots. 

(3)  That  the  cost  of  realisation  (which  is  greatly 

in  excess  of  similar  costs  on  an  estate  in 
the  Funds)  should  be  accepted  as  a deduc- 
tion. 

(4)  That  payment  should  be  spread  over  a longer 

period  of  years. 

(5)  That  a reversion  should  be  made  to  the  former 

method  of  levying  the  duties  once  only 
during  a settlement,  or  alternatively,  that 
in  the  case  of  a tenant  for  life  regard 
should  be  had  to  the  expectation  of  his 
interest  in  the  estate. 

(6)  That  in  cases  where  estates  are  not  in  settle- 
■ ment,  the  period  witlnn  which  relief  is 

given  in  respect  of  quick  succession  should 
be  extended  from  five  to  fifteen  years. 

(7)  That  the  precedent  for  the  encouragement  of 

thrift  established  by  the  allowance  of 
Income  Tax  on  life  insurance  premiums 
should  be  followed  by  providing  that 
specially  ear-marked  insurance  policies, 
payable  direct  to  the  Commissioners  of 
Inland  Revenue  for  liquidation  of  Death 
Duties,  should  not  be  aggregated  with 
property  passing  at  the  death  of  the 
assured. 

Income  Tax  and  Super-tax. 

10,  The  total  income  derived  from  land  is  assessed 

under  two  Schedules : the  annual  or  rental  value 

accruing  to  the  owner  under  ‘ 1 Schedule  A, 5 1 and 
the  annual  profit  accruing  to  the  occupier  under 

Schedule  11 . Where  an  owner  also  occupies  the 

land  he  is  therefore  liable  to  assessment  under  both 
Schedules  on  the  annual  values  of  ownership  and 
occupation  respectively,  and  if  his  total  income  from 
all  sources  exceeds  £2,000,  he  is  liable  to  the 
additional  duty  of  Super-tax,  and  the  amounts  of 
both  assessments  have  to  be  included  in  the  return 
of  the  total  income. 


Schedule  A. 

11.  Previously  to  the  current  financial  year,  owners 
of  agricultural  land  paid  Income  Tax  under  this 


Schedule  on  an  assessment  which,  in  the  majority  of 
cases,  exceeded  the  net  income  from  the  land.  Up  to 
1894  no  deductions  were  allowed  for  the  cost  of  main- 
tenance, and  since  then  statutory  allowances,  although 
gradually  increased  in  amount,  were  subject  to 
limitations.  Recent  concessions,  especially  the  ex- 
tension of  the  scope  of  the  “ Maintenance  Claim  ” 
in  this  and  subsequent  years,  will,  it  is  anticipated, 
go  far  to  remove  the  grievance  of  the  landowner 
that  he  was  not  assessed  upon  his  net  income,  accord- 
ing to  the  practice  of  assessment  of  profits  arising 
from  trade  under  Schedule  D. 

12.  We  would  draw  attention  to  one  point  which 
operates  to  discourage  expenditure  on  maintenance 
at  a time  when  arrears  of  work,  due  to  conditions 
brought  about  by  the  War,  have  still  to  be  faced. 
The  “ Maintenance  Claim  Rule  ” provides  that  “ the 
total  cost  of  the  maintenance,  repairs,  insurance  and 
management  on  any  land  managed  as  one  estate, 
or  of  any  houses  on  any  such  land,  shall  be  compared 
with  the  total  annual  value  of  the  land  or  houses,  as 
the  case  may  be,”  and  also,  if  the  owner  of  any 
land  or  houses  to  which  the  rule  applies  shows  that 
the  average  cost  to  him  of  maintenance,  etc.,  has 
exceeded  the  statutory  allowance  for  repairs,  he  shall 
be  entitled  “ to  repayment  of  the  amount  of  the 
tax  on  the  excess.”  This  is  held  to  mean  that  the 
owner  can  recover  through  the  claim  no  more  than 
the  amount  of  tax  payable  on  the  estate  in  respect 
of  which  a claim  is  made.  So  that  where  two  estates 
are  owned  in  different  parts  of  the  country  in 
respect  of  which  two  distinct  claims  are  made,  if  the 
average  expenditure  on  -one  exceeds  the  amount  of 
the  Schedule  A assessment,  and  vice  versa  on  the 
other,  the  loss  on  the  former  cannot  be  set  against 
the  available  balance  of  assessment  on  the  latter, 
although  the  estates  belong  to  one  owner  who  is 
taxed  as  an  individual  on  his  total  income  from  all 
sources.  It  is  submitted  that  any  balance  of  average 
expenditure  over  the  assessment  of  an  estate  in 
respect  of  which  a claim  is  made  should  be  allowed 
against  income  received  from  other  sources. 

13.  With  this  adjustment  the  assessment  under 
Schedule  A would  be  equitable.  But  while  the  average 
cost  of  maintenance  would  be  allowed,  all  expenditure 
on  improvements — none  of  which  are  allowed  at  all 
in  the  maintenance  claim — and  on  such  replacements 
as  may  increase  rental  value  is  subject  to  Income  Tax, 
and  on  the  larger  properties  to  Super-tax  in  addition. 
The  real  trouble  is  that  the  abnormally  high  rates  of 
Inoome  Tax  and  Super-tax  exact  so  heavy  a toll 
that  outlay  on  development  is  penalised,  and  in  many 
cases  the  taxes  are  being  paid  out  of  capital. 

14.  It  should  be  noted  that  the  amount  of  interest 
which  can  be  charged  on  new  works  and  improve- 
ments, more  particularly  where  the  expenditure  is 
forced  upon  the  landowner  to  meet  changes  in 
agricultural  practice,  is  limited  by  the  letting  value 
of  the  holding  in  the  open  market,  and  consequently 
in  the  present  condition  of  the  agricultural  industry 
such  expenditure,  increased  to  a prohibitive  extent 
by  taxation  upon  it,  holds  out  little  or  no  prospect 
of  a return. 

Land  Tax  and  House  Duty. 

15.  Attention  is  also  drawn  to  these  taxes  which, 
although  relatively  smaller  in  amount,  increase  the 
cumulative  effect  of  burdens  on  the  land  in  this 
country.  Both  are  charged  on  the  full  annual  value 
without  deduction  for  cost  of  maintenance.  Land 
Tax  is  an  additional  charge  on  production  and  dis- 
courages development;  it  is  submitted  that  the  terms 
for  redemption  should  be  made  more  favourable  to 
the  taxpayer.  House  Duty,  which  includes  within 
its  scope  farmhouses  of  an  annual  value  of  £30  and 
upwards,  is  in  effect  an  additional  rate  upon  a 
divelling-house,  and  might  well  be  diverted  to  Local 
Authorities  towards  the  relief  of  local  taxation. 
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APPENDIX  A. 


Analysis  op  Receipts  and  Expenditure  in  1919  and 
1920  on  ten  Agricultural  Estates  in  England  and 
Wales.  No  personal  or  capital  expenditure  was 
included,  and  the  following  was  the  average 
result : — 

Area  ...  16,768  acres.  Gross  Rental  ...  £20,381  9 2 


Expenditure. 

Tithe  Rentcharge 

Land  Tax  ... 

Rates  on  Cottages  and 

Allotments  

Insurance  ... 

Repairs  and  Replacements 
Management 

Sundry  Compulsory  Charges 
Pensions  to  old  Employees 


£ s.  d. 

1,997  17  6 
137  1 11 

261  8 11 
201  12  6 
6,113  13  10 
1,462  15  2 
289  17  3 
307  6 10 


Net  Income  (subject  to  Income  and 
Super-tax) 


£10,761  13  11 
£9,619  15  3 


Note. — Out  of  this  net  income  the  landowner  has 
to  meet  the  cost  of  upkeep  of  mansion  house  and 
grounds,  subscriptions  and  donations  incidental  to 
land-ownership,  improvements  other  than  those 
necessary  to  maintain  rents,  make  provision  for 
Death  Duties,  and  in  the  majority  of  cases  pay 
jointures  and  other  family  charges,  and  mortgage 
interest. 


APPENDIX  B. 
Comparative  Statement. 


Valuation  for  Death  Duty  Purposes  of  an  Estate  in 
Agricultural  Land,  and  of  an  Estate  in  Consols. 


(1)  Estate  in  land,  producing  a net  income  of  £9,619, 
as  shown  in  Appendix  A : — 

Gross  Rental  ...  £20,381  9 2 


Deductions. 

Tithe  Rentcharge 

Land  Tax 

Rates  on  Cottages,  &c.  ... 
Repairs  and  Insurance, 

20  per  cent 

Management,  5 per  cent. 
Compulsory  Charges 


£ s.  d. 

1,997  17  6 
137  1 11 

261  8 11 

4,076  4 0 
1,019  1 0 
289  17  3 
— £7,781  10  7 


Estimated  net  Income  for  Valuation 
purposes  ...  ...  ...  ...  £12,599  18  7 

Years  Purchase  ...  22 


£277,198  8 10 


say— £277,200  0 0 
Value  of  Mansion  and 
Contents,  Grounds, 

Woodlands  (excluding 
Timber),  Employees’ 

Cottages,  &e.,  not  in- 
cluded in  above  rental  £75,000  0 0 


Estimated  Capital  Value  for  Death 
Duties  ...  ...  •••  £352,200  0 0 

Estate  Duty  on  £352,200 

at  23  per  cent.  ...£81,006  0 0 


(2)  An  Estate  in  2i  per  cent.  Consols  producing  a 
similar  net  income  of  £9,619:  — 

Nominal  Capital  Value — £384,760. 

Actual  Market  Value  £ s.  d. 

at  57  per  cent.  ...  219,313  0 0 
Estimated  Value  of 
Residence  and  Con- 
tents ...  ...  ...  25,000  0 0 

£244,313  0 0 

EstateDuty  on  £244,313 
at  20  per  cent.  ...  £48,862  0 0 

Comparison  of  Besults. 

Difference  in  favour  of  Consols — 

Estate  Duty.  Capital  Value. 

£32,144  0 0 £107,887  0 0 

Assuming  that  in  each  case  the  amount  of  the 
Duties  is  raised  by  mortgage,  (1)  £81,006  at  5 per 
cent.  = Annual  Interest  £4,050,  (2)  £48,862  at 

5 per  cent.  = Annual  Interest  £2,443,  and  deducting 
these  amounts  from  the  net  income,  £9,619,  the 
remaining  income  from  (1)  the  Landed  Estate  is 
£5,569,  and  from  (2)  the  Consols  Estate  is  £7,176. 
Difference  in  income  in  favour  of  Consols  = £1,607. 


APPENDIX  C. 

An  Estimate  op  the  Average  Amount  op  the 
Statutory  Burdens  on  Land  in  England  and 
Wales. 

Per  Acre, 
s.  d. 

Income  Tax,  Sell.  A.  (net  amount  of  tax 
on  annual  value  after  deducting  average 
cost  of  maintenance)  ...  ...  ...  2 3 

Income  Tax,  Sell.  B.  (on  an  assumed  occu- 
pier’s profit  equal  to  the  annual  value, 
less  10  per  cent,  earned  income  allow- 
ance) ...  •••  • ^ 0 

Tithe  Bentcharge  (average  amount  as  esti- 
mated by  the  Ministry  of  Agriculture)  ...  3 6 

Land  Tax  (varying  from  Id.  to  Is.  in  the  £)  0 9 

Local  Bates  (at  11s.  in  the  £ on  farmhouses 

and  buildings  and  2s.  9d.  on  the  land)  ...  4 0 


Total  14  6 


Equivalent  to  48'33  per  cent,  on  the  estimated  net 
total  return  from  ownership  and  occupation  of  the 
land.  Super-tax  at  a varying  rate  according  to 
amount  of  income  would  bo  added  in  the  case  of  the 
larger  Estates. 

The  above  estimate  is  made  on  the  assumption  that 
the  average  rent  (including  Tithe)  of  agricultural 
land  in  England  and  Wales  is  20s.  per  acre,  the 
assessable  value  for  Schedule  A.  being  10s.  after  de- 
ducting Tithe  and  33  per  cent,  as  the  average  cost  of 
maintenance,  repairs,  insurance  and  management. 
Taking  the  average  occupier’s  profit  at  20s.,  the  total 
net  return  would  be  30s.  per  acre.  House  Duty  on 
the  annual  value  of  the  farmhouse  is  not  taken  into 
account. 

In  comparison  it  may  be  mentioned  that  the  United 
States  Government  published  the  results  of  an  enquiry 
for  the  year  1921-22,  which  showed  that  the  average 
total  of  all  public  burdens,  central  and  local,  upon 
farm  lands  in  the  U.S.A.,  amounted  to  about  3s.  an 
acre. 

(Appendix  D.  summarising  the  annual  accounts  of 
various  Agricultural  Estates  is  not  reproduced.) 


315  Chairman  Mr.  Carlton,  you  take  the  place 
of  Mr.  Fisher?— (Mr.  Carlton)-.  Yes;  Mr.  Fisher  un- 
fortunately could  not  come. 

316.  Chairman  : Lord  Clinton,  if  you  like  to  read 


your  statement  you  can  do  so,  or,  if  you  prefer,  take 
it  as  a basis  for  your  statement  clause  by  clause  ? — 
( Lord  Clinton) : I think  the  latter  course  would  he 
more  convenient. 


MINUTES  OF  EVIDENCE. 
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317.  You  were  Parliamentary  Secretary  of  the 
Board  of  Agriculture? — Yes,  for  a short  time. 

318.  And  you  are  now  a Forestry  Commissioner? — 
Yes. 

Perhaps  I need  not  deal  particularly  with  the  first 
three  paragraphs,  which  deal  mainly  with  the  posi- 
tion of  the  bodies  that  are  giving  evidence  before  the 
Committee.  We  represent  a considerable  number  of 
agricultural  landowners,  and  the  Land  Agents’ 
Society,  of  course,  represents  the  agents  who  are  in- 
terested in  a very  large  acreage  of  agricultural  land. 

If  I may  deal  with  paragraph  4,  that  is  a recita- 
tion of  the  different  taxes  which  fall  upon  land,  and 
we  state  that  the  cumulative  effect  of  those  burdens 
together  with  the  high  rate  of  Death  Duties  and 
Income  Tax  has  'a  very  serious  effect  upon  the  agri- 
cultural industry.  I should  prefer  to  deal  mainly 
with  the  Death  Duty  side  of  the  question  and  leave 
my  colleague  to  deal  with  the  other  taxation.  Of 
course,  they  overlap  to  some  extent.  May  I just  say 
with  regard  to  these  burdens  that  it  is  quite  clear, 
I think,  that  in  a case  like  land,  where  so  large  a 
proportion  of  the  rental  of  land  has  to  go  towards 
the  maintenance  of  an  estate,  that  is,  buildings  and 
equipment  of  farms — any  great  taxation  must  lessen 
the  power  of  an  owner  to  keep  up  and  maintain  his 
estate  in  the  condition  which  we  consider  necessary 
for  the  proper  carrying  on  of  the  industry.  That  is 
so  clear  that  I do  not  think  I need  argue  it,  but 
I think  one  may  say  quite  roughly  that  the 
heavy  taxation,  without  any  charge  for  past  Death 
Duties,  almost  takes  away  what  was  formerly 

the  free  income.  Consequently  something  has 
got  to  go  in  order  that  the  estate  may  bo 

maintained.  The  first  thing  that  goes,  inevitably, 
is  the  improvement  of  land  and  development,  reclama- 
tion, drainage,  forestry.  It  is  out  of  the  power  of 
owners  who  have  no  income  except  from  the  land  to 
apply  any  money  towards  those  purposes,  and  the 
result  must  be  serious,  particularly  in  the  way  of 
employment.  Labour  which  used  to  be  maintained 
for  that  purpose  now  has  to  go.  I regret  that  very 
many  owners  are  no  longer  replanting  the  land  which 
hitherto  has  been  growing  timber,  and  the  dismissal 
of  this  class  of  labouring  staff  hitherto  employed  in 
the  work  has  certainly  already  had  a considerable 
effect  upon  employment  in  the  rural  districts.  An 
owner  will  endeavour,  I believe,  having  cut  out  these 
not  absolutely  essential  matters,  to  maintain  the 
estate  in  buildings  and  equipment  so  far  as  it  is 
actually  necessary  for  agricultural  purposes,  but  I 
think  I can  show  you  when  you  come  to  figures  that, 
although  owing  to  the  increased  prices  there  is  a 
larger  amount  being  spent  on  that  ordinary  main- 
tenance to-day  than  there  was  before  the  War,  there 
is  actually  less  maintenance  being  done.  I do  not 
want  to  argue  that  for  the  moment  if  I may  deal 
with  it  when  I come  to  figures. 

With  regard  to  the  Death  Duties,  they  are  of 
course  a very  large  heavy  capital  taxation;  they  are 
difficult  to  provide  against,  not  only  on  account  of 
the  fact  that  the  free  income  is  hardly  sufficient  to 
provide  any  means  for  the  purpose,  but  on  account 
of  their  very  uncertain  -incidence.  The  burden  of  a 
capital  tax  is  felt,  not  only  on  account  of  its  actual 
amount,  but  on  account  of  the  frequency  of  its  appli- 
cation, and  we  say  in  our  memorandum  that  the 
effect  will  be  the  disappearance  of  tile  agricultural 
estate  in  its  original  form  in  two  or  three  successions 
at  the  most.  In  two  or  three  successions  at  the  most 
the  estate  must  go,  and  you  cannot  provide  against 
an  uncertain  burden  of  that  kind  except  by  some 
form  of  insurance.  The  trouble  about  insuring 
. against  Death  Duties  is  that  money  specially  provided 
and  really  earmarked  for  the  payment  of  duties 
becomes  aggregated  with  the  whole  of  the  estate,  and, 
now  that  there  is  so  steep  a graduation  of  duty,  this 
may  result  in  increasing  the  rate  of  -duty  over  the 
whole  of  the  estate  plus  the  added  value  of  insur- 
ance, until  by  that  increased  rate  a very  large  part 
of  any  savings  is  lost.  I am  afraid  that  does  make 


owners  exceedingly  unwilling  to  adopt  that  form  of 
provision,  with  the  result  that  in  too  many  cases  no 
provision  is  made.  That,  I think,  must  have  a 
serious  effect  on  the  whole  capital  of  the  country. 
It  is  quite  contrary  to  our  ideas  of  the  necessary 
application  of  thrift  for  this  purpose,  and  we  do  feel, 
and  we  have  suggested  to  several  Chancellors 
of  the  Exchequer,  and  got  a large  amount  of 
sympathy — but  nothing  else — that  where  there  is  life 
insurance,  or  any  form  of  actual  provision,  really  ear- 
marked in  the  hands  of  the  Inland  Revenue,  or  any- 
body else  you  please,  for  the  payment  of  these  duties, 
at  all  events  that  should  not  be  aggregated  with  the 
remainder  of  the  estate.  I should  like  to  suggest 
that  insurance  should  not  pay  duty  at  all,  but  I think 
the  first  step  is  to  ask  that  it  should  not  be 
aggregated  with  the  estate.  I believe  a really  large 
provision  would  be  made  in  that  case  for  the  payment 
of  these  duties,  and  consequently  for  the  keeping  up 
of  the  capital  value,  not  only  of  the  land,  but  of 
other  forms  of  property.  With  regard  to  the  other 
ways  of  providing  for  these  duties  there  are  probably 
three  : either  by  sale  or  part  sale  of  an  estate,  by  a 
mortgage,  or  by  bringing  in  outside  money  for  the 
purpose.  The  last  has  been  done,  no  doubt,  very 
largely  in  the  first  or  second  dose  of  Death  Duty. 

319.  What  do  you  mean  by  outside  money? — 1 
mean  that  very  often  an  owner  of  an  estate  has 
money  invested  in  the  funds  or  elsewhere,  and  to 
save  burdening  his  estate  he  will  sell  out  those 
investments  and  pay  the  duty  with  them,  but  clearly 
that  cannot  continue  very  often  because  the  money 
goes.  Mortgages  are  difficult  to  obtain,  even  at  a 
high  rate  of  interest,  and  a larger  margin  is  required 
with  land  than  used  to  be  the  case.  This  interest 
charge  lessens  so  greatly  the  free  income  of  the 
estate  that  an  owner  is  almost  bound  to  sell  to 
redeem  himself  of  the  burden. 

With  regard  to  the  sale  of  estates,  a-t  one  time,  a 
few  years  ago,  there  was  an  active  sale  of  estates  in 
land;  it  has  rather  ceased  now.  It  has  not  been  a 
very  profitable  form  of  investment  to  those  who  pur- 
chased. Most  of  them  would  prefer  to  remain 
tenants  than  become  owners.  I think  it  is  unfortu- 
nate; I wish  they  were  owners;  but  the  general  idea 
is  that  they  are  better  off  renting  land  than  they 
are  in  being  owners  of  land,  partly  on  account  of  the 
onerous  taxation.  It  is  almost  impossible  to  sell  an 
estate  as  a whole.  There  are  very  few  people  in  the 
market  for  it;  most  people  are  unwilling  to  buy,  for 
the  same  reason  as  an  owner  is  obliged  to  sell;  that 
is  mainly  on  account  of  the  incidence  of  the  Death 
Duty  which  presses  more  seriously,  as  I shall 
endeavour  to  show  you  later,  upon  a landed  estate 
than  it  does  upon  an  income  in  funds.  That  is  one 
of  the  reasons;  it  is  not  the  only  reason  why  men 
are  not  willing  now  to  accept  the  responsibility  and 
the  cost  of  owning  a large  estate.  If  an  owner  sells 
at  all  it  has  to  be  in  lots,  and  in  those  cases  tenants 
have  bought,  because  they  would  rather  buy  than  go, 
but  they  do  not  usually  want  to  buy.  But  the  effect 
upon  the  district  is,  I am  afraid,  a very  serious  one. 
The  bulk  of  the  staff  of  a large  estate  would  certainly 
be  dismissed,  not  only  those  who  are  employed  about 
the  person  of  the  owner,  gardeners,  keepers,  &c., 
and  people  of  that  kind,  but  the  building  staff, 
frequently  a very  large  staff,  would  disappear.  The 
woods  staff,  so  far  as  it  has  not  gone  already,  would 
go;  drainers,  fencers  and  others  would  also  dis- 
appear ; and  so  far  as  employment  alone  is  concerned, 
the  effect  on  a district  may  be  almost  disastrous.  In 
addition,  of  course,  in  the  upkeep  of  an  estate  a large 
owner  will  employ  a great  number  of  local  tradesmen, 
small  contractors  and  others,  and  it  is  not  the  least 
to  be  expected  that  when  the  estate  is  split  up  and 
the  men  owning  it  are  really  dependent  upon  their 
farming  profits,  that  the  equipment  or  building  of 
the  estate  will  be  kept  up  in  anything  like  the  same 
fashion.  I believe  the  breaking  up  of  an  estate, 
although  perhaps  in  theory  and  politically  quite 
sound,  has  economically  and  socially  an  adverse,  effect 
upon  a country  district. 
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Then  may  I just  go  one  step  further  in  the  case 
of  selling  by  lots?  You  can  sell  farms  if  they  are  in 
good  order.  In  the  first  place,  you  would  sell  the 
farms  that  are  in  the  best  order,  because  people  are 
not  very  willing  to  buy  farms  where  the  buildings 
are  not  well  kept  up,  and  the  cost  of  repairs,  of 
course,  will  fall  on  those  who  purchase  them.  The 
greatest  trouble  is  in  regard  to  the  mansion  house, 
which  is,  generally  speaking,  quite  unsaleable.  A 
high  value  is  put  upon  it  for  Death  Duty  purposes, 
but  if  it  is  a large  house,  when  you  come  to  put  it  on 
the  market  nobody  wants  it.  I could  show  you  that 
the  larger  houses  now  are  thrown  in  at  no  cost  what- 
ever when  you  buy  the  land,  and  yet  they  have  to 
pay  duty.  The  position  of  the  mansion  house  and 
gardens,  &c.,  is  really  one  of  the  serious  problems  in 
this  matter,  both  of  cost  of  upkeep  and  of  duties 
which  may  be  levied  upon  them. 

320.  Is  the  mansion  house  always  valued  for  Death 
Duties  at  a big  price? — Big  prices  are  put  upon 
houses  in  good  order. 

321.  You  say  that  there  are  some  that  cannot  be 

sold  and  a.re  of  almost  no  value;  do  the  Government 
put  a tax  on  them  if  you  can  prove  that  they  are 
of  no  value? — I speak  under  correction,  because  1 
have  not  had  anything  to  do  with  the  valuation  of 
mansion  houses,  but  1 dare  say  my  colleague  car. 
help  you.  The  assessable  value  of  the  mansion  house 
would  be  taken  at  so  many  years’  purchase.  (Mr. 
Carlton ):  Yes;  I believe  that  is  the  usual  practice. 
(Lord  Clinton ) : It  has  a value  whether  anybody  can 
enjoy  it  or  not.  The  value  is  there  for  assessment 
and  rateable  purposes,  and  the  capital  value  I under- 
stand would  be  a certain  number  of  years’  purchase. 
(Mr.  Carlton)  : Yes.  We  have  come  across  that 
rather  strongly  with  regard  to  the  revaluation.  A 
great  many  of  these  mansion  houses  are  absolutely 
unlettable,  but  the  district  valuer  as  a rule  will  not 
take  that  into  consideration.  He  says:  “What 

would  you  let  it  at  if  you  could  let  it?”  (Lord 
Clinton ):  Now  may  I pass  on  from  that?  I think 
I have  covered  now  really  most  of  the  ground  with 
regard  to  the  Death  Duty  question  until  I come 
actually  to  the  figures. 

322.  You  suggest  that  if  you  insure  for  Death 
Duties  the  amount  of  the  money  which  you  receive 
from  that  should  not  go  into  the  aggregate? — Yes. 

323.  But  supposing  you  insure  for  £100,000  and 
your  Death  Duties  turn  out  to  be  £60,000,  how  will 
you  deal  with  the  balance? — I think  quite  clearly 
the  balance  would  be  aggregated  to  your  estate. 

324.  You  want  immunity  for  the  amount  of  the 
duty? — Nobody  wants  to  have  the  duties  increased. 
I do  not  want  to  have  them  increased  by  moneys 
which  I have  actually  put  aside  to  pay  the  duty. 

325.  Sir  Arthur  Half  our : Would  Lord  Clinton 

deal  a little  more  with  paragraph  5;  it  is  a very 
important  point,  and  he  did  not  mention  it  at  all; 
that  is  the  question  of  local  rates  which  should  be 
really  national  taxation? — I did  not  deal  with  it 
because  I did  not  think  it  came  within  the  scope  of 
your  inquiry,  but  I will  be  very  glad  to  do  so. 

326.  Chairman : The  Chancellor  has  stated  that, 
we  are  not  concerned  with  local  rating,  although 
your  point  is  extremely  interesting? — I am  quite 
glad  to  answer  if  the  Committee  wish  to  have  it, 
but  I did  not  deal  with  it  because  I thought  it  was 
not  within  the  scope  of  your  inquiry. 

327.  Chairman  : It  is  an  interesting  point,  and 
although  it  may  not  quite  come  under  our  reference, 
I think  there  is  no  harm  in  hearing  it? — It  has 
always  been  a sore  point  with  local  ratepayers  that 
so  large  a portion  of  the  burden  of  services  which  we 
regard  as  national  services,  such  as  main  roads, 
should  fall  upon  them,  and  that  the  general  taxpayer 
should  pay  nothing  towards  the  upkeep  of  roads. 
The  only  amount  that  is  paid  towards  upkeep  of 
main  roads  iis,  as  you  know,  an  assignment  of  vehicle 


tax  which  does  not  come  directly  out  of  the  ordinary 
taxpayer  who  makes  use  of  the  roads.  A Committee 
eat  upon  this  matter,  including  many  other  things, 
two  years  ago — a Committee  of  some  importance, 
because  I think  it  was  the  first  time  that  owners, 
occupiers  and  workers  ever  sat  down  round  a table 
together,  and  at  the  same  time  came  to  an  agreement. 
We  did  definitely  decide  to  ask  the  Government  to 
lower  the  general  r'ate  upon  agricultural  land  and  at 
the  same  time  to  make  a larger  charge  upon  taxa- 
tion for  those  services  which  were  actually  national 
services.  We  got  a ready  response  to  our  request 
for  a lowered  rate  on  agricultural  land,  but  we  have 
been  told  to  wait  for  any  further  dealing  wdth  this 
national  service  until  the  Rating  and  Valuation  Bill 
has  been  passed.  Strictly  speaking,  from  an  owner’s 
point  of  view  it  may  be  almost  aa  broad  as  it  is 
long — what  I do  not  pay  in  rates  I pay  in  taxes — 
but  certainly  from  the  occupier’s  point  of  view  it 
is  exceedingly  important  that  he  should  not  be 
charged  for  the  upkeep  of  roads  which  he  does  not 
want.  He  wants  the  roads,  but  he  does  not  want 
them  kept  up  in  the  way  they  are  kept  up;  they 
become  dangerous  for  his  own  horses  and  they  are 
really  made  now  for  the  convenience  of  the  motor 
traveller  who  may  come  from  New  York  or  anywhere 
else  in  the  world. 

In  paragraph  9 we  deal  with  a certain  number  of 
suggestions  which  we  think  should  be  considered  with 
regard  to  the  Death  Duties.  The  first  is  that  land 
returns  a very  low  rate  of  interest  upon  the  capital 
value.  It  is  difficult  to  say  what  the  actual  rate  of 
interest  is,  but  we  put  it  generally  at  about  2 to 
2-J-  per  cent.  I do  not  believe  it  is  really  much  more 
than  2 per  cent.,  but  I cannot  give  you  the  figures. 

32S.  2 per  cent,  net? — No,  the  gross  value.  Let 
me  be  quite  certain  that  I understand. 

329.  Will  you  get  2 per  cent,  return  on  your  money 

after  paying  all  the  charges  and  taxes,  Imperial  and 
Local  ? — No  Before  deduction  of  Imperial  taxes 

(Mr.  Carlton)  : That  is  rather  shewn  by  the  figures, 
I think,  of  the  results  of  the  different  estates;  they 
vary  so  enormously  with  the  estates. 

330.  Lord  Clinton  says  it  is  about  2 per  cent. ; I 
was  wondering  what  2 per  cent,  means? — (Lord 
Clinton)  : I do  not  know  really,  I admit.  I have  often 
been  asked  the  question  what  does  it  pay,  and  it  is 
so  difficult  to  say.  One  estate  may  pay  a very  large 
percentage;  other  estates  may  pay  something  very 
small.  It  is  one  of  our  extreme  difficulties  in  putting 
forward  anything  like  an  average  return  from  estates 
I think  it  easy  to  see  that  on  an  estate  with  large 
farms,  particularly  sheep  farms,  the  gross  and  net 
income  are  almost  the  same,  subject  to  taxation,  but 
when  you  come  down  to  the  arable  districts  with  an 
estate  consisting  perhaps  largely  of  small  holdings, 
or,  particularly  largely  of  cottages,  then  your  net 
return  probably  is  not  sufficient  to  pay  the  taxation ; 
but  on  that  actual  point  I am  really  not  quite  certain 
how  to  answer.  We  know  that  it  is  a very  low 
yielding  security  and  gets  a capital  value  higher 
than  its  income  represents  in  another  class  of 
security.  In  passing  I should  like  to  put  before  you 
quite  an  interesting  return  got  out  by  the  Land 
Agents’  Society  in  1919  in  which  they  endeavour  to 
show  what  percentage  the  actual  rental  of  the  land 
represents  on  the  cost  of  the  buildings  and  equip- 
ment of  the  estate — putting  aside  land  rent  alto- 
gether, how  much  does  the  income  represent  as  a 
percentage  upon  the  capital  expenditure  upon  the 
estate?  They  ascertained  the  pre-war  cost  of  equip- 
ment— that  is  visible  equipment;  not  equipment  that 
has  been  replaced  and  lost,  but  the  actual  cost  of 
the  buildings  and  fences,  and  other  things,  which  are 
now  visible.  They  take  that  as  £16  an  acre,  but  with 
certain  adjustments  they  put  it  at  a slightly  higher 
figure.  This  return  is  an  average  of  27  estates,  and 
the  net  result  of  this  appears  to  be  that,  while  in 
four  cases  the  rent  represents  an  interest  on  cost  of 
equipment  of  5 per  cent.,  the  average  is  3'66  per  cent. 


MINUTES  OE  EVIDENCE. 


29 


5 May,  1924.]  The  Rt.  Hon.  Loud  Clinton  and  Mr.  H.  W.  Cakxton,  F.S.I.,  F.L.A.S.  [Continued. 


There  is  no  land  rent;  that  is  interest  on  the  equip- 
ment alone. 

331.  Sir  Arthur  Balfour : Just  let  me  understand 
those  figures.  I take  it  that  the  expenditure  is  the 
total  cost  of  the  buildings,  fencing,  and  so  on?— 
Yes. 

332.  Then  the  percentage  which  has  been  read 
to  us  is  the  rent  without  any  deduction  for  repairs, 
renewals,  or  anything  else;  is  that  it?  No.  I beg 
your  pardon.  I am  not  fully  acquainted  with  this. 
The  outgoings  allowance  for  repairs  is  calculated  at 
pre-war  rates  so  that  the  percentage  will  undoubtedly 
be  reduced  by  the  higher  rates  now  prevailing. 

333.  So  that  it  is  really  the  return  on  the  capital 
expenditure? — Yes,  without  taxation. 

334.  Chairman : You  are  quite  certain  on  that 
point;  it  is  without  taxation? — It  is  without  taxa- 
tion a return  upon  the  actual  money  expended  on  the 
land  and  buildings.  There  is  no  land  rental  in  that 
at  all. 

335.  Professor  Hall : I thought  you  mentioned  that 
it  bore  pre-war  taxation  ? — ’Pre-war  costs,  not  the  cost 
that  would  be  necessary  to  replace  the  buildings  at 
present  prices  hut  the  average  cost  at  pre-war  rates. 

336.  Sir  Arthur  Balfow.  That  is  really_  a net 
return  subject  to  taxation? — For  the  capital  and 
buildings  only. 

337.  On  your  capital  invested? — Yes.  The  land 

rent  is  excluded.  I can  put  this  in  if  you  like. 

338.  Chairman  : Very  well. — Then  with  regard  to 

No.  2,  we  rather  object  to  the  estates  being  valued 
in  lots1,  mainly  because,  of  course,  it  always  brings 
out  a higher  figure.  The  duty  is  charged  on  the 

estate  as  a whole,  and  we  think  it  is  not 

unreasonable  that  the  estate  should  be  valued 
as  a whole.  Then,  of  course,  in  selling  an 

estate  the  costs  of  the  conveyance  and  other 

things  are  very  heavy.  I speak  subject  to  correction, 
but  I think  there  is  no  deduction  for  that.  Then 
the  next  suggestion  we  make  is  that  payment  should 
be  spread  over  a longer  period  of  years.  We  can  get 
eight  years  now.  Of  course,  in  no  estate  I think 
would  it  be  possible  in  the  course  of  eight  years  to 
provide  out  of  income  for  these  capital  sums,  and 
we  think  it  reasonable  that  there  should  be  a 
possibility  of  providing  this  money  out  of  income 
rather  than  having  to  mortgage  or  sell  for  the 
purpose. 

339.  Mr.  Lees-Smith:  But  you  pay  interest? — Yes. 

340.  Would  you  be  willing  to  pay  interest  on  the 
further  extended  period? — So  long  as  they  give  us 
reasonable  rates  of  interest,  and,  as  a matter  of  fact, 
they  have;  they  have  reduced  it  from  5 to  4 per  cent., 
which,  of  course,  is  distinctly  in  our  favour. 

341.  Professor  HaU:  What  number  of  years  would 
you  suggest  instead  of  eight? — Well,  nothing  under  20 
years  would  enable  you  to  do  it. 

342.  Chairman : If  you  pay  4 per  cent,  in  order  to 
receive  2|  per  cent.,  how  will  you  manage? — It  is 
better  than  paying  5 per  cent,  and  receiving  2£  per 
cent,  as  we  have  to  do  now  on  mortgage.  Of  course, 
it  all  comes  back  really  naturally  to  this  : you  have 
to  sell,  and  then  you  get  the  break-up  of  estates, 
which,  as  I have  stated,  I believe  is  quite  a consider- 
able disadvantage  to  the  locality. 

343.  Sir  Arthur  Balfour : Do  you  think  you  are 
going  to  find  people  who  will  be  willing  to  worry  with 
an  estate  for  nothing  for  20  years  ? — We  do  now  very 
largely. 

344.  Sir  Alan  Anderson  : If  you  let  it  drag  on  for 
20  years  you  may  have  several  deaths  overlapping  ? — 
You  do  now  unfortunately.  There  are,  of  course,  cer- 
tain concessions  made  for  quick  successions.  Formerly 
duties  were  levied  only  once  during  a settlement;  now 
they  are  levied  at  every  succession.  I think  some 
attention  might  be  paid  to  the  quick  succession  diffi- 
culty which  I speak  of  in  No.  6.  In  the  case  of  the 
death  of  a first  successor  to  an  estate  five  years  after 
his  succession  the  succeeding  owner,  provided  he  was 
paying  off  in  eight  years,  has  to  pay  out  yearly  the 
three-eighths  of  his  duties  still  in  a-rrear,  and,  in 


addition,  ihis  own  duties,  from  which  he  gets  a deduc- 
tion of  10  per  cent.,  begin.  On  these  very  quick  suc- 
cessions there  is  such  a destruction  of  capital  that 
I think  there  should  be  an  increase  of  the  period 
allowed  in  quick  successions,  perhaps  from  5 to  10  or 
15  years.  The  allowance  of  10  per  cent,  made  on  the 
death  of  an  owner  in  the  fifth  year,  increases  slightly 
with  the  shorter  period  of  his  enjoyment  of  the 
estate.  It  is  rather  more  than  10  per  cent,  in  the 
fourth  year,  and  so  on. 

Then  in  No.  7 we  deal  with  the  matter  of  life  insur- 
ance, to  which  I have  already  drawn  your  attention. 
May  I now  deal  with  the  figures  in  Appendix  A. 

345.  Chairman  : I understand  that  Mr.  Carlton  will 
deal  with  Income  Tax  and  Super-tax? — (Lord 
Clinton) : Yes.  ' (Mr.  Carlton) : My  feeling  is  that 
after  the  statement  of  Lord  Clinton,  and  this  con- 
sidered statement  by  the  Land  Agents’  Society,  there 
is  really  very  little  that  I can  say  except  to  amplify 
some  of  the  statements  in  the  evidence. 

346.  If  you  would  like  to  address  the  Committee  on 
any  points  that  have -arisen  on  Lord  Clinton’s  evidence 
you  may  do  that  now  so  that  you  may  both  be 
examined  at  the  same  time? — The  chief  difficulty,  I 
think,  with  regard  to  the  landowner’s  income  is  that 
to  a large  extent  it  is  a-  conventional  assessment  and 
he  pays  on  the  conventional  assessment,  whereas 
under  Schedule  D,  Schedule  E and  the  other 
Schedules  the  taxpayer  pays  tax  on  Iris  actual 
income.  For  instance,  there  are  such  things  as 
woodlands ; certain  woodlands  if  managed  on  a com- 
mercial basis  may  be  put  under  Schedule  D,  but 
there  are  a great  many  small  woodlands  and  clumps 
of  trees  which,  although  thejr  add  to  the  beauty  of 
the  countryside,  have  iitt-le  or  no  value,  even  for 
amenity  purposes,  to  the  owner  and  which  cannot 
be  so  treated.  On  these  the  owner  has  to  pay  under 
Schedule  A and  Schedule  B;  that  is  to  say,  -at  the 
present  moment  he  would  be  paying  at  the  rate  of 
4s.  6d.  under  Schedule  A and  on  one  third  of  that 
under  Schedule  B.  Also  with  regard  to  the  lands 
let;  although  the  Schedule  A assessment  is  based 
on  the  rental,  there  is  a great  deal  of  expenditure 
which  cannot  be  brought  into  consideration  in 
arriving  at  the  Schedule  A assessment.  Of  course, 
it  has  for  some  years  been  open  to  a landowner  who 
can  prove  that  on  -an  average  of  five  years  his 
expenditure  in  repairs,  management  and  insurance 
exceeds  liis  statutory  allowance  (which  is  in  the  case 
of  agricultural  land  one-eighth)  can  recover  tax  on 
the  balance,  -but  there  are  a great  many  items  of 
expenditure  that  do  not  come  within  the  mainten- 
ance claim,  and  the  principal  of  those  is  improve- 
ments. In  the  maintenance  olaim  one  can  include 
repairs  and  replacements  that  are  necessary  to 
maintain  the  existing  rent,  but  even  if  you  have  an 
improvement  (as  distinguished  from  a replacement) 
that  is  necessary  to  maintain  the  existing  rent  that 
cannot  be  brought  in  under  the  present  law.  I have 
an  instance  in  mind  in  which  the  rent  of  -a  farm 
had  been  raised,  and  the  tenant  was  always  com- 
plaining about  it,  but  was  satisfied  when  we  built 
him  -an  extra  shed  at  -some  considerable  cost.  That, 
of  course,  comes  out  of  the  rental,  but  it  c-annot  be 
brought  into  the  maintenance  claim.  Then  take 
another-  case : supposing  that  a farm  had  been  let 
as  a grazing  farm  and  the  tenant  went  out  and  the 
new  tenant  desired  to  milk;  that  mean6  an  enormous 
alteration  of  the  buildings  and  the  provision  of  new 
buildings.  Or  suppose  that  one  desired  to  encourage 
small  holdings : if  you  have  a 500  acre  f arm  and 
you  are  to  create  smaller  holdings  of  100  acres  each, 
there  is  only  one  farmhouse  and  that  would  mean 
extra  building  for  four  more  farmhouses  and  home- 
steads. That  expenditure  could  not  be  brought  into 
the  maintenance  claim  for  relief  of  taxation. 

347.  Sir  Alan  Anderson : You  mean  you  cannot 
charge  that  out  of  income? — You  cannot  get  your 
tax  back  on  it. 

348.  You  cannot  claim  for  it  out  of  income?- — You 
have  to  pay  for  it  out  of  income,  but  you  do  not  get 
the  tax  back  on  it. 
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349.  Sir  Arthur  Balfour : It  is  not  allowed  as  a 
charge? — No. 

360.  Sir  Charles  Addis  : Yon  mean  the  cases  where 
yon  are  building  extra  farmhouses  and  homesteads? 
—Yes. 

3-51.  In  those  cases  yon  cam  get  no  relief  in  taxa- 
tion for  the  cost  of  those? — No,  not  if  they  atre  new 
buildings — if  they  are  improvements  as  distinct 
from  replacements. 

362.  Professor  Sail : In  what  respect  are  you 

different  from  a factory  owner  who  erects  a new 
factory? — His  expenditure  is  productive;  these  farm 
buildings  are  necessary  merely  to  maintain  the 
existing  rent. 

353.  It  is  capital  expenditure  really? — It  is 
capital  expenditure  that  really  has  to  come  out  of 
income,  but  it  is  unproductive  capital  expenditure, 
because  you  cannot  put  up  the  rent  proportionately. 

354.  Sir  Charles  Addis:  I do  not  follow  that;  it 
will  not  be  done  if  that  is  so? — It  has  to  be  done 
very  often  to  maintain  the  rent.  If  the  landowner 
was  in  a position  to  do  so  he  would  also  like  to 
improve  the  buildings  if  he  possibly  could. 

355.  Sir  Alan  Anderson:  Is  it  not  exactly  the 

same  as  the  owner  of  the  factory  who  has  to  extend 
his  building  by  making  a capital  improvement  in 
order  to  maintain  his  revenue? — Would  he  make  a 
capital  improvement  only  to  maintain  it? 

356.  If  he  found  he  was  losing  money  and  he  had 
to  do  something — (build  new  machines,  for  instance, 
that  is  a capital  charge? — I think  new  machines 
would  be  allowed  on  an  obsolescence  allowance. 

357.  Supposing  he  builds  something  that  he  is  not 
allowed;  there  are  plenty  of  additions  to  Ms  plant 
that  he  does  not  get  allowed. 

Professor  Sail:  He  is  only  allowed  the  annual 
wear  and  tear. 

Chairman : He  would  get  wear  and  tear,  or 

obsolescence. 

Sir  Arthur  Balfour:  On  plant? — Yes,  on  plant. 
New  machinery,  I think,  was  the  question. 

Sir  Alan  Anderson  : It  is  exactly  the  same  as  new 
buildings. 

358.  Chairmom : What  is  allowed  for  depreciation 
on  farm  buildings? — There  is  no  depreciation  at  all; 
it  is  all  arranged  through  this  repairs  allowance. 
You  bring  in  your  maintenance  claim.  You  get 
your  statutory  one-eighth  for  repairs  to  start  with, 
and  then  you  have  to  prove  that  you  have  spent 
more  on  the  average  of  five  years.  Being  a repay- 
ment claim  the  tax  cannot  of  course  be  recovered 
until  the  money  is  spent.  This  money  is  not  pro- 
ducing income,  and  so  also  loses  interest. 

359.  Mr.  Lees-Smith : I thought  that  you  under- 
took a great  deal  of  this  expenditure  rather  for 
sentimental  as  'distinct  from  economical  reasons? — I 
think  most  of  the  landowners  have  a very  lively 
sense  of  the  good  of  the  countryside  and  the  good 
of  the  tenant. 

360.  That  seems  to  underlie  part  of  what  you  are 
saying;  it  is  not  entirely  financial? — It  may  be  un- 
avoidable. For  instance,  supposing  arable  cultiva- 
tion should  prove  very  much  more  remunerative  than 
grass,  the  buildings  that  have  been  suitable  for  the 
grass  farm  would  not  be  at  all  suitable  for  the 
arable ; you  would  have  to  build  further  buildings. 
You  have  to  a certain  extent  to  follow  farming 
practice  and  the  changes  in  farming  practice. 

In  connection  with  paragraph  13,  I should  like  to 
draw  special  attention  to  the  second  sentence.  There 
is  with  regard  to  the  maintenance  claim  a very  clear 
distinction  between  improvements  and  replacements. 
The  cost  of  replacements  you  can  have  allowed  if  they 
are  only  to  maintain  the  existing  rent,  but  not  if  they 
are  to  increase  it;  but  the  improvements  you  cannot 
have  allowed  even  if  they  are  simply  to  maintain  the 
existing  rent. 

There  is  also  one  question  on  paragraph  15.  You  see 
the  sentence  : “ Land  tax  is  an  additional  charge  on 


production  ” ■ that  is,  additional  to  the  Schedule  A. 
assessment.  Of  course,  land  tax  is  allowed  as  a 
deduction  in  arriving  at  the  Schedule  A.  assessment, 
and  the  result  is  that  the  whole  of  the  land  tax  is 
not  an  extra  charge;  it  is  only  the  land  tax  less  the 
income  tax  on  such  land  tax.  I do  not  think  there 
is  anything  else  that  I can  usefully  add  to  the 
evidence  in  chief. 

361.  Chairman : Would  you  like  to  deal  with  the 
figures  now,  Lord  Clinton? — If  you  please.  In 
Appendix  A.  we  deal  with  the  average  of  the  accounts 
of  a considerable  number  of  estates  which  my  Asso- 
ciation collected  in  the  year  1919.  They  are  all 
audited  by  chartered  accountants,  and  I have  no 
doubt  that  the  figures  are  correct.  I have  already 
lodged  a caution  against  averages  in  general,  and  this 
is  only  really  worth  what  you  see  before  you.  Of 
course,  it  represents  a very  large  average  estate, 
which,  in  one  way,  is  unfortunate,  but  our  difficulty 
was  in  getting  smaller  estates  which  could  give  us 
a chartered  accountant’s  certificate.  The  figure  for 
repairs  and  replacements  represents  30  per  cent,  of 
the  gross  rental.  We  have  had  several  investigations 
of  this  kind.  In  the  year  1912  the  average  percent- 
age for  repairn  and  replacements  was  just  over  25  per 
cent. ; in  the  year  1919  the  average  showed  a little 
over  25  per  cent.  That,  I tMnk,  goes  to  prove  one  of 
my  points,  that  while  the  cost  of  repairs  and  mainten- 
ance may  be  as  great  or  greater  now  than  it  was 
before  the  War,  it  is  quite  clear  that  owing  to  the 
greatly  increased  cost  of  labour  and  material,  60  much 
work  is  not  being  done.  In  the  year  1919  the  average 
percentage  was  somewhat  smaller  than  what  it  was 
just  before  the  War.  In  the  average  of  some  30  odd 
estates  which  came  before  us  in  the  year  1921  that 
cost  liad  increased  to  35'86  per  cent.  We  find  that 
that  is  certainly  above  what  is  being  paid  now,  and 
we  have  put  in  a figure  of  30  per  cent.,  which  is 
probably  approximately  correct.  That  is  the  actual 
average  of  the  estates  in  Appendix  D.,  I believe. 
That  shows  a net  income  which  is  subject  to  Income 
and  Super-tax  of  £9,619  out  of  the  £20,000.  As  has 
already  been  explained  to  you,  the  annual  deductions 
made  from  the  gross  to  arrive  at  the  net  are  those 
which  would  be  admitted  as  proper  subjects  for  abate- 
ment of  tax.  These  are  not  statutory  deductions, 
but  they  have  first  to  be  proved  for  the  purpose  of 
Income  Tax.  Of  course,  off  that  £9,619,  which  is 
stated  there  as  the  net  income,  Income  Tax  and 
Snper-tax  have  to  be  paid.  I think  the  appropriate 
rate  of  Super-tax  on  that  income  would  he  2s.  9d. 
and  the  Income  Tax  would  be  4s.  6d.,  making  7s.  3d. 
altogether.  In  addition  to  that  there  are  very  large 
amounts  of  additional  expenditure  which  in  a sense 
are  not  compulsory  expenditure,  but  yet  are 
incidental  to  the  ownership  of  .an  estate.  There  is 
nothing  here,  of  course,  for  the  upkeep  of  the  house 
and  garden,  woodlands,  etc.  Of  course,  with  estates 
of  this  size  particularly,  the  houses  and  gardens  were 
built  and  laid  out  in  more  spacious  days,  and  tney 
may  be  to  some  people  very  enviable  possessions,  but 
they  are  a liability  and  not  an  asset  to  the  present 
owner.  He  does  not  want  to  let  them  go  altogether. 
He  does  not  want  to  dismiss  all  his  staff ; he  has  had 
no  doubt  to  dismiss  a great  many;  so  he  has  to 
struggle  to  keep  them  up,  and  that  really  does 
become,  I consider,  a compulsory  reduction  from  the 
net  income,  which  we  are  able  to  show. 

Then  there  are  in  almost  every  case,  I suppose, 
jointures  or  family  charges;  there  may  be,  and 
frequently  are,  mortgages  from  the  last  dose  of  Death 
Duties;  and  there  is  a very  considerable  upkeep  of 
woodlands  on  many  estates,  and  also  a large  amount 
of  subscriptions  and  donations  which,  while  not,  of 
course,  compulsory,  are  really  incidental  to  owner- 
ship. No  doubt  that  reduces  that  figure  in  many 
instances  (I  can  show  you  one,  if  you  please)  to 
actually  something  approaching  a minus  quantity.  I 
put  this  before  you  as  an  average  for  wlxat  it  is  worth 
of  a considerable  number  of  estates,  and  we  endeavour 
to  build  up  upon  that  average  a valuation  for  Death 
Duty  purposes  for  the  purpose  of  allowing  the 
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estimated  charge,  and  also  for  the  purpose  of  com- 
paring it  with  the  capital  taxation  there  would  be 
upon  an  estate  in  Consols  producing  similar  income. 
This  is  net  income,  not  what  I call  the  real  income. 
In  Appendix  B the  gross  rental,  you  see,  is  the  same, 
£20,381,  and  there  are  certain  deductions  made  out. 
1 draw  your  attention  to  two  of  them — repairs  and 
ins'urance — which  we  enter  at  £6,300,  and  which  the 
valuer  for  Estate  Duty  purposes  would  take  at  the 
conventional  figure  of  20  per  cent,  or  £4,000. 
Management  is  not  widely  different.  The  valuer 
would  take  5 per  cent,  for  management,  while  the 
actual  average  cost  as  shown  in  these  accounts  is 
£1,450.  He  does  not  admit  pensions  to  old 
employees,  which  here  is  the  small  figure  of  £307. 
That  is  sometimes,  but  not  always,  admitted  for 
abatement  of  Income  Tax.  If  it  was  admitted  for 
abatement  of  Income  Tax  perhaps  the  valuer  would 
take  it  into  consideration,  but  the  system  is  not 
uniform,  and  I do  not  really  quite  know  why.  That 
shows  the  valuer’s  net  income  of  £12,599  as  against 
our  estimated  net  income  of  £9,619,  ,and  he  uses  as 
the  multiplier  22  years’  purchase,  or  about  that 
figure — it  varies  slightly  in  different  places — and  thus 
brings  out  a total  capital  value  of  £277,200.  Now 
we  add  a figure  to  that  which,  I think,  is  open  to 
criticism, . but  which  we  put  in  after  the  advice  of  a 
firm  of  valuers  who  have  a great  deal  of  this  work  to 
do.  They  said,  with  an  estate  of  that  size,  the 
mansion  and  contents,  including  woodlands  and  all 
the  appurtenances  of  the  estate,  the  actual  cottages 
and  grounds  would  normally  go  in  at  about  £75,000. 
I draw  your  attention  particularly  to  that,  because 
afterwards  I am  going  to  show  you  in  another  kind 
of  estate  a house  and  grounds  of  much  less  value. 
At  all  events,  that  is  the  figure  which,  under  advice, 
we  have  put  in.  That  brings  out  a capital  value  for 
Death  Duty  purposes  of  £352,000,  which,  at  23  per- 
cent., is  liable  to  a duty  of  £81,000. 

I am  now  going  to  compare  that  with  an  estate 
invested  in  Consols  showing  the  same  income  as  the 
estate  from  land.  Consols  being  57,  the  capital  value 
would  be,  in  the  first  case,  £219,000  as  against  the 
£277,000  charged  for  land;  that  is  a difference  of 
£58,000.  I claim  on  that  that  there  is  a differentia- 
tion against  the  landed  estate  which  is  seriously 
against  the  interest  of  the  owner  of  the  land.  We 
can  make  no  complaint  whatever,  of  course,  if  we  are 
in  the  same  position  as  other  people,  but  we  have 
some  right  to  complain,  and  we  are  not,  perhaps, 
very  slow  in  doing  it,  about  our-  treatment  when  wo 
think  it  is  unfair  in  comparison  with  other  people’s. 

I added  to  the  Consols  estate  the  figure  of  £25,000 
for  residence,  but  you  may  strike  out  both  figures  for 
residence  if  you  please,  and  there  will  still  be  the 
difference  that  I have  mentioned.  I think  it  is  not 
unfair  to  say  that  in  the  large  estate  generally  there 
is  a very  much  larger  value  put  upon  the  house  and 
grounds,  a place  which  the  owner  is  bound  to  keep 
up,  which  he  does  not  want  to  keep  up,  than  ought 
to  be  put  upon  it.  If  those  figures  of  £75,000  for  the 
house  in  the  one  case  and  £25,000  in  the  other  are 
accepted,  the  increase  of  capital  value  of  landed 
estate  is  £107,000,  and  the  increase  of  duty  is 
£32,000 ; that  is  to  say,  the  land  would  in  those  cases 
have  to  pay  £32,000  more  than  an  estate  in  Consols 
producing  the  same  income.  In  addition  to  that,  of 
course,  the  income  which  we  have  taken  for  land  is 
now  reduced  by  the  incidents  of  land  ownership.  The 
owner  in  Consols  certainly  has  not  got  woodlands  and 
other  things  to  keep  up,  although  he  may  have,  of 
course,  his  house  and  gardens,  but  usually  on  a 
smaller  scale.  I think  that  is  the  main  comparison 
I want  to  make;  I do  not  know  whether  I can  assist 
you  any  further  upon  the  matter. 

362.  Does  that  complete  your  statement,  Lord 
Clinton? — I think  I have  finished.  (Mr.  Carlton)- 
Appendix  C shows  an  estimate  of  the  average  amount 
of  the  statutory  burdens  on  land  in  England  and 
Wales.  This  estimate  of  14s.  6d.  per  acre  is  based 
on  the  general  figures  mentioned  in  the  penultimate 
paragraph,  and  the  details  of  the  Income  Tax  of 


2s.  3d.  under  Schedule  A and  of  4s.  under  Schedule  B 
are  arrived  at  as  follows : — 

/Is  to  Schedule  A. 


£ 

S. 

Gross  rent  per  acre 

1 

0 

Less  tithe  3s.  fid. 

Less  repairs  (33  per  cent. 

on  £1),  say  ...  6s.  6d. 

0 

10 

Leaving  the  Schedule  A.  assessment 

at  ...  ...  ...  

0 

10 

Tax  on  thh  10s.  at  4s.  fid.  in  the  £ 
equals 

per  acre. 
2s.  3d. 

As  to  Schedule  B. 

£ 

s. 

Gross  rent  or  annual  value  per 

acre  

1 

0 

Less  1 /3.0th  Earned  Income  Relief 

0 

2 

Leaving  the  Schedule  B.  assessment 

at  ...  

0 

18 

Tax  on  this  18s.  at  4s.  6d.  in  the  £ 
equals  (say)  4s.  Od. 


Tithe  rent  charge  is  the  average  as  estimated  by 
the  Ministry — 3s.  fid.  Land  tax  of  course  varies  in 
different  parishes ; it  cannot  be  less  than  Id.  or  more 
than  Is.  Od,  in  the  £,  and  it  is  taken  at  an  average 
of  9d.  Local  rates  are  taken  at  11s.  Od.  in  the  £ on 
nhe  farmhouses  and  buildings,  and  at  a quarter,  i.e., 
2s.  9d.,  on  the  land.  That  comes  to  4s.  0d.,  and 
makes  a total  payment  out  of  the  land  for  rates  and 
taxes  and  tithe  rent  charge  of  14s.  6d.  per  acre. 
That  L compared  in  the  very  last  paragraph  with 
the  position  in  America,  which  shows  an  average  of 
total  burdens  for  rates  and  taxes  of  only  3s.  Od.  an 
acre.  As  to  Appendix  D,  these  are  not  estimates 
but  actual  figures  and  I think,  my  Lord,  these 
figures  speak  for  themselves. 

363.  Professor  Sail-.  I should  like  to  ask  Lord 
Clinton  if  he  has  any  idea,  of  the  capital  value  of  the 
estates  referred  to  in  Appendix  A.  You  give  the 
gross  rental  and  the  value  for  valuation  purposes  as 
you  arrive  at  it,  but  can  you  give  us  any  idea  what 
the  capital  value  is  against  which  that  net  income 
can  he  set? — (Lord  Clinton) : What  would  be  the 
value  of  that  in  the  market  to-day,  do  you  mean? 

364.  Yes,  or  in  the  estimation  of  the  owners  ? — What 
would  the  owners  sell  at? 

365.  Yes. 

Sir  Alan  Anderson : What  would  someone  else  buy 
at;  is  not  that  it? — (Lord  Clinton)  : I think  you  may 
say  roughly  20  years’  purchase  of  the  net  income. 

366.  About  £200,000? — (Mr.  Ca/rlton) : Of  course, 
the  deductions  in  Appendix  A in  arriving  at  the 
£9,619  are  only  such  deductions  as  do  not  "bear  tax, 
and  I think  a purchaser  would  look  very  carefully 
into  the  estate  accounts.  It  is  very  difficult  to  arrive 
at  the  capital  value,  but  from  these  figures  I thinl 
it  would  be  less. 

367.  Professor  Mall : Those  are  what  you  may  call 
trading  account  charges — the  expenses? — (Lord. 
Clinton) : The  only  definition  really  is  expenses  which 
are  accepted  by  the  Inland  Revenue  as  for  abate- 
ment of  taxation;  that  is  all. 

368.  Mr.  Bell : Could  you  give  us  that  a little 
more  closely.  What  would  an  estate  to-day  of 
practically  17,000  acres  produce  in  your  judgment, 
the  net  income  being  subject  to  Income  Tax  and 
Super-tax  ? — It  is  absolutely  impossible  to  say,  unless 
you  tell  me  what  are  the  owner’s  charges  upon  that 
estate  for  jointure,  family  charge,  mortgage,  upkeep 
of  mansion,  etc. 

369.  You  say  you  can,  with  pretty  close  certainty, 
state  that  the  same  estate,  if  it  had  to  be  valued 
by  the  Government  for  taxation  purposes,  would  be 
called  £352,000?— Yes. 

370.  Cannot  we  get  anywhere  near  what  it  would 
be? — No,  I do  not  think  you  can  get  any  nearer. 
Supposing  there  were  a mortgage  for  £50,000,  that 
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£50.000  would  be  a deduction  from  your  £350,000;  it 
would  be  reduced  in  the  valuation. 

371.  I was  trying  to  take  it  on  the  same  footing? — 
On  the  same  footing  that  is  the  figure.  I cannot 
give  you  the  mortgages. 

372.  Mr.  Bell : I only  wanted  to  see  if  I could  get 
any  possible  line  of  the  valuation  of  the  Government 
for  this  particular  estate  or  average  of  estates  and 
what  it  would  be  saleable  at?— I do  not  think  I can 
do  it  from  these  figures. 

373.  Sir  Alan  Anderson:  Might  we  just  know 
bioadly,  is  the  complaint  that  the  Government 
valuation  is  considerably  too  high  ? — Our  main  com- 
plaint is  that  the  Government  valuer  should  not  de- 
duct merely  the  conventional  value  of  20  per  cent, 
or  so  from  his  gross  to  get  a-t  his  net,  but  he  should 
take  the  fair  average  outgoing^  of  that  estate,  say, 
for  the  period  of  the  last  five  years.  We  had  better 
take  five  years,  as  that  is  the  average  employed  for 
other  purposes. 

3/4.  You  complain  that,  following  the  convention, 
he  reaches  a higher  figure  than  you  sell  at  in  the 
market  ? — Yes. 

375.  Sir  Josiah  Stamp:  There  is  a marked 

disparity  between  the  estate  duty  valuations  and 
actual  value? — Yes. 

376.  Mr.  Hichens  : On  the  broad  question  of  the 
National  Debt  is  it  your  view  that  the  Government 
ought  to  take  steps  to  pay  it  off  rapidly  or  not? — 1 
am  only  a poor  landowner;  I would  much  rather  you 
did  not  ask  me  questions  on  anything  like  high 
finance.  I am  only  here  to  give  evidence  on  land. 

377.  But  our  terms  of  reference  aTe  broadly  two  : 
in  the  first  place  the  National  Debt,  and  in  the 
second  place  the  effect  of  high  taxation  upon  industry 
and  employment  and  trade? — Quite  so. 

378.  The  implication  of  our  reference  rather  is 
that  by  paying  off  the  debt  rapidly  taxation  would 
be  high,  ana  that  might  have  an  ill  effect  upon  trade 
and  industry  generally,  and  therefore  it  is  rather  an 
important  question  from  our  point  of  view.  You 
have  no  view  that  you  wish  to  put  before  the  Com- 
mittee?— No.  Really  I have  got  no  expert  view  upon 
that  matter  I can  merely  guess  as  well  as  anybody 
else,  bur  that  is  all;  I would  rather  not  guess  here. 

379.  Then  what  is  your  view  with  regard  to  high 
taxation  and  its  effect  upon  industry? — Well,  so  far 
certainly  as  land  is  concerned,  high  taxation  prevents 
a landowner  carrying  out  improvements  and  to  some 
extent  prevents  him  from  carrying  out  his  ordinary 
duties  with  regard  to  his  estate. 

380.  The  impression  rather  left  upon  my  mind,  and 
I should  like  to  know  if  it  is  right  or  wrong,  is  that 
one  of  the  main  troubles  of  the  agricultural  industry 
appears  to  be  that  it  is  upon  an  uneconomical  basis ; 
is  that  right?  You  seem  to  suggest  that  there  are  so 
many  improvements  that  you  have  to  make  that  do 
not  pay  you  to  make,  such  as  building  houses? — I 
suppose  it  is  a matter  of  common  knowledge  that  the 
building  of  houses  for  agricultural  labourers  now  is 
certainly  not  economic;  that  is  quite  clear.  I think 
the  same  thing  applies  to  a certain  extent  to  farm 
buildings,  which  are  economic  perhaps  in  the  sense 
that  they  do  tend  towards  a greater  production  from 
the  land,  and  to  a certain  extent  are  economic  with 
regard  to  the  occupier  of  the  buildings,  because  he 
can  organise  his  labour  better.  With  regard  to  the 
owner,  I think  they  are  probably  uneconomic ; you 
increase  the  capital  value  without  adding  to  income, 
and  they  have  the  effect  of  greater  taxation  of  your 
income. 

381.  But,  broadly  speaking,  the  returns  which  you 
have  got  from  agriculture  are  not  tempting  to  the 
capitalist? — No,  that  is  so. 

382.  So  that  it  is  non-economic  to  that  extent? — 
Yes. 

383.  As  far  as  taxation  is  concerned,  taking  Income 
Tax  and  Super-tax,  would  you  say  that,  assuming 
them  to  be  assessed  upon  the  profits  that  are  made 
and  the  real  income,  they  are  detrimental  to  your 


industry? — Distinctly.  I am  presuming  that  taxa- 
tion is  detrimental  to  any  industry.  None  of  us 
would  like  to  pay  taxes  if  we  could  help  it,  obviously. 

3S4.  I want  to  get  at  exactly  why  it  injures  your 
industry.  1 can  see  one  way  which  you  have  brought 
out,  which  I should  like  to  bring  out  a little  more 
strongly  even.  You  make  the  point  that  a prudent 
land  owner,  and  I think  one  might  say  a prudent 
business  man,  is  obliged  to  lay  by  certain  sums 
against  a rainy  day,  and  is  also  obliged,  if  he  wishes 
to  maintain  real  efficiency,  to  make  a certain  number 
of  improvements  out  of  profits? — Yes. 

385.  He  cannot  capitalise  everything? — Quite  so. 

386.  That,  of  course,  applies,  does  it  not,  not  only 
to  agriculture  but  to  all  industries?— Quite  so. 

387.  The  importance  of  it  is  very  great;  I take 
it  you  would  agree? — I agree. 

388.  But  I suppose  it  is  no  greater  in  agriculture 
than  any  other  industry  ? — Of  no  greater  importance, 
I should  imagine,  but  where  you  are  dealing  with  a 
large  capital  outlay  on  land  with  a lot  of  liabilities 
upon  it,  it  is  more  difficult  to  provide  in  agriculture 
than  it  is  in  most  other  industries.  I do  not  know 
sufficient  about  other  industries  to  say,  but  I know 
the  difficulty  here  at  all  events. 

389.  But  it  is  obvious  that  if  taxation  is  high  you 
cannot  set  aside  such  a large  sum  against  a rainy 
day? — No. 

390.  One  could  see  that  would  be  a disadvantage? — 
Yes. 

391.  Are  there  any  other  disadvantages  that  you 
can  see  in  high  taxation  assuming  it  to  be,  as  Income 
Tax  is  supposed  to  be,  upon  your  income  or  your 
profits? — The  disadvantages  I think  you  include 
already  so  far  as  land  is  concerned  are  the  upkeep 
of  land,  the  dislocation  of  labour,  want  of  improve- 
ment, impossibility  of  improvement  or  development ; 
beyond  those  I suppose  there  is  no  other  objection. 
There  is  the  personal  objection,  of  course,  that  every- 
one has,  and  then  there  is  the  wider  (Objection  in  that 
it  reduces  employment  and  stops  improvements. 

392.  That  is  all  part  of  the  same  thing,  is  it  not? 
—Yes. 

393.  Does  it  affect  prices  in  any  way?  Does  it 
affect  you  in  relation  to  foreign  competition,  do  you 
think,  or  in  any  other  way  ? — Agriculture  is  so  differ- 
ent from  other  matters. 

394.  I know ; that  is  why  I want  to  get  at  it. — The 
price  of  our  agricultural  product  has  no  reference 
whatever  to  the  cost  of  production. 

395.  Nor  does  ours  if  it  comes  to  that;  H wish  it 
had.  Somewhere  in  the  world  there  must  be  some 
relation  between  cost  and  market  price;  I think  there 
must  be,  but  at  all  events  I do  not  see  it  in  land. 

396.  1 want  to  talk  to  you  about  agriculture  if  I 
may. — As  a general  rule  I should  like  to  say  that 
increased  taxes  must  increase  cost.  (I  do  not  like  to 
put  that  argument  forward  because  I say  that  price 
has  nothing  to  do  with  cost  in  regard  to  agriculture, 
unfortunately. 

397.  But  in  so  far  as  it  is  on  the  profits,  would  it 

increase  prices  in  any  way  even  if  you  had  a free 
hand,  do  you  think?  I just  want  to  get  at  your 
opinion.  If  there  were  no  Income  Tax,  and  none  of 
these  high  taxes 

398.  I am  talking  only  of  Income  Tax  and  Super- 
tax for  the  moment? — If  those  taxes  did  not  exist 
there  would  be  then  a greater  demand  for  labour 
which  would  be  followed  perhaps  by  a higher  cost  of 
labour,  and  a greater  demand  for  material  which 
would  be  followed  by  a higher  cost  of  material. 

399.  If  there  were  no  taxes  prices  would  be  higher 
than  if  there  were  taxes? — More  men  would  be  em- 
ployed and  more  things  would  be  produced. 

400.  Then  you  cannot  assume  that  money  which 
goes  to  taxation  does  not  employ  people,  can  you? 

It  is  not  put  into  a sink,  although  we  say  so  in 
popular  parlance? — Some  of  the  money  which  goes 
in  taxation,  I imagine,  .would  employ  persons  in 
America. 

401.  You  mean  so  far  as  it  goes  to  pav  off  the 
Debt  ? — Yes, 
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402.  But  you  are  not  suggesting  we  should,  not  pay 
the  Debt? — No,  but  you  are  taking  me  just  a little 
out  of  my  depth.  1 can  reply  for  land,  but  not  for 
other  matters. 

403.  I simply  wanted  to  know  whether  in  your 
opinion,  apart  from  the  fact  that  a prudent  man  puts 
some  of  his  profits  to  reserve  and  into  improvements, 
Income  Tax  and  Super-tax  really  affect  you.  That 
is  the  question  I want  to  put? — It  certainly  affects 
the  development  of  business. 

404.  But  apart  from  that? — No,  apart  from  that  I 
will  not  say  that  it  does. 

405.  On  the  other  hand,  when  you  get  to  other 
forms  of  taxation  such  as  stamp  duties  and  duties  on 
cheques,  it  is  obvious  that  they  are  an  expense  of 
your  business,  and  therefore  they  do  increase  your 
direct  costs  to  some  extent? — Yes. 

406.  And  in  so  far  as  they  are  higher  they  must 
be  more  directly  reflected? — Yes,  that  is  so. 

407.  I suppose  on  broad  grounds  you  would  agree 
that  there  must  be  the  same  principles  of  taxation 
in  respect  of  agriculture  as  in  respect  of  any  other 
industry,  would  you  not? — I am  asking  that  there 
should  be;  1 am  complaining  that  there  are  not. 

408.  In  certain  respects  agriculture  is  more  hardly 
hit? — Yes. 

409.  But  if  it  could  be  demonstrated,  for  example, 
that  those  differences  did  not  really  exist  you  would 
be  quite  satisfied,  would  you?. — I probably  should  not 
believe  you;  I think  I should  argue  at  lall  events 
with  you,  but  if  you  could  convince  me,  then  I 
should  say  it  was  all  right. 

410.  'Wjould  you  agree  that  there  must  be  one 
common  basis  for  everybody  and  that  taxation  must 
inevitably  be  high  if  we  are  to  pay  off  the  Debt? — 
Yes. 

411.  Professor  Hall:  I would  like  to  take  you  to 
paragraph  4.  I want  to  be  clear  whether  you  really 
mean  that  Income  Tax  is  a tax  upon  land  or  a tax 
upon  income  from  land ; because  it  does  affect  the 
question? — Perhaps  it  is  stated  rather  loosely  here. 
Income  Tax  is  a tax  upon  the  assessable  value  of 
land. 

412.  And  therefore  falls  upon  the  income  of  the 
individual  and  not  upon  land? — If  you  wish  to 
separate  the  two,  yes. 

413.  If  the  individual  was  below  the  Income  Tax 
level  he  would  not  be  liable  to  tax? — No. 

414.  So  the  statement  is  not  quite  correct  when  it 
suggests  taxes  upon  land? — I am  afraid  we  use 
the  ordinary  form ; it  is  always  spoken  of  in  that 
way  by  people  who  have  to  do  with  land;  but  I 
admit  that  yours  is  more  accurate. 

415.  I just  wanted  to  be  quite  sure  whether  you 
meant  that  it  was  transmitted  as  .a  result  to  prices? 
—No. 

416.  In  regard  to  Death  Duties  and  insurances 
effected  against  Death  Duties,  you  complain  that 
the  amount  is  added  to  the  estate  that  is  assessed? — 
Yes.  That  does  not  apply  only  to  land. 

417.  Supposing  we  imagine  the  case  of  an  indivi- 
dual who  is  paying  £1,000  a year  as  premium  for 
such  an  insurance,  and  we  lassume  another  individual 
who  has  free  income  of  £1,000  a year  which  he  in- 
vests as  an  insurance.  Would  you  differentiate 
between  those  two? — I should  not  want  to  differen- 
tiate at  all.  If  a man  is  setting  aside  out  of  income 
a certain  sum  actually  ear-marked,  in  some  form  for 
the  eventual  payment  of  his  duties,  I think,  although 
it  would  pay  its  proper  rate  of  duty  eventually,  it 
might  be  taken  out  of  the  aggregate  of  the  estate, 
so  that  an  increased  rate  due  to  that  saving  should 
not  be  put  upon  the  estate. 

418.  Or  if  a person  were  insured  without  speci- 
fically saying  that  it  was  insurance  for  Death  Duties, 
he  would  have  the  amount  added  to  his  estate? — I 
suppose  that  is  necessary.  I do  not  know  whether 
you  could  get  round  it  or  not. 

419.  It  does  not  at  first  sight  seem  equitable  as 
between  the  two  men  ? — No,  I admit  so  at  once.  In 
so  far  as  his  duties  are  payable  out  of  his  insurance 
J want  them  to  escape  aggregation.  We  know  quite 


well  there  are  great  difficulties  about  this,  but  the 
general  principle  of  it  seems  to  me  that  in  order  to 
save  capital  on  estates  and  to  encourage  people  to 
thrift,  this  advantage  should  be  given,  that  where 
Death  Duties  are  payable  and  are  actually  insured 
against  or  saved  in  some  way,  that  amount  should  be 
free  from  aggregation. 

420.  You  have  no  suggestion  as  to  the  means  of 
removing  that  inequity  between  the  two  men  that  I 
have  put? — No,  I have  not  at  this  moment. 

421.  You  are,  of  course,  making  an  allowance  for 
the  fact  that  insurance  premiums  can  be  deducted 
from  income  for  the  purpose  of  Income  Tax? — Yes, 
for  Income  Tax  up  to  a certain  point,  but  not  the 
full  lamount. 

422.  So  that  the  person  gets  a benefit  during  the 
time  he  is  paying  those  premiums? — Yes. 

423.  You  are  not  objecting  to  payment  of  some 
duty,  then,  upon  the  amount  saved  in  this  way? — 
No;  I am  only  asking  that  it  should  not  be  aggre- 
gated with  the  estate  and  so  raise  the  duty  over  the 
whole. 

424.  But  it  would  be  liable,  you  agree? — I think  it 
must  be  liable  to  duty.  I think  it  would  be  too 
great  a loss  if  it  was  not. 

425.  Now,  I want  to  take  up  a point  that  Mr. 
Garlton  mentioned.  I did  not  think  that  Mr. 
Carlton  fully  justified  the  charging  of  the  cost  of  new 
premises  as  a maintenance  charge,  and  I would  like 
to  ask  him  how  he  would  establish  equity  between 
the  estate  owner  or  farmer  who  builds  houses  upon 
his  estate  and  the  factory  owner  who  wishes  to  ex- 
tend his  factory.  In  both  cases  the  new  premises 
are  considered  improvements  and  are  not  allowed  as 
deductions  when  the  charge  for  Income  Tax  is  being 
arrived  at.  I should  like  to  know  how  he  could 
justify  exemption  being  given  to  the  farmer  unless 
it  were  given  to  the  factory  owner  as  well? 

Mr.  Crvrlton : I suggested,  I think,  that  if  the 
factory  owner  extends  his  premises  he  thinks  that  is 
going  to  extend  his  business  and  that  that  is  going 
to  extend  his  income,  whereas  I suggested  that  im- 
provements were  necessary  to  maintain  existing 
rent,  not  to  increase  the  rental  value,  and  so  those 
improvements  would  be  non-productive. 

426.  Does  not  the  provision  of  house  accommodation 
for  those  who  live  in  houses  and  work  upon  the  estate 
affect  the  total  payment  for  wages  to  the  individuals 
working  upon  the  estate,  and  therefore  the  expendi- 
ture on  the  working  of  the  estate? — You  mean  that 
they  have  their  houses  rent  free  very  often?  I was 
not  considering  the  provision  of  cottages  so  much 
as  an  owner  possibly  going  in  for  more  intensive 
cultivation  and  having  to  split  up  his  farms  into 
small  holdings,  and  small  holdings  are  shown  to  be 
very  uneconomical;  that  is  shown  by  the  County 
Council  returns;  all  new  small  holdings  mean  very 
great  loss. 

427.  You  justify  your  claim  that  these  houses  should 
bo  charged  as  maintenance  charges  on  the  ground 
that  there  is  no  increase  in  the  net  revenue  from 
the  estate? — Yes.  I should  limit  it  to  improvements 
necessary  to  maintain  existing  rents. 

428.  Then  what  is  the  reason  for  effecting  a change 
if  there  is  no  alteration  of  the  net  revenue  of  the 
estate? — I suggest  there  might  be  a difference  in 
farming  practice. 

429.  But  why  should  a change  be  adopted  unless 
there  is  an  increase  in  revenue  from  the  estate?- — 
It  is  partly  for  the  improvement  of  the  country- 
side and  partly  it  is  quite  possible  that  you  could 
not  let  the  farm  at  the  same  rent.  ( Lord  Clinton): 
You  might  add  -also,  I think,  that  the  requirements 
of  the  sanitary  inspectors,  particularly  In  regard  to 
dairies  and  cow  sheds,  have  increased  and  been  a 
very  great  cost  in  many  cases.  You  do  not  get  any 
more  rent  for  your  property. 

430.  In  regard  to  the  figures  which  you  have  put- 
in  for  the  particular  year  that  has  been  selected, 
might  we  ask  if  you  think  that  was  a special  year 
or  would  you  take  that  as  being  typical?  It  is  in 
Appendix  A,  1919  and  1920? — -We  were  asked  to  do 
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it  in  the  year  1919  for  the  purpose  of  some  Inquiry — 
I forget  at  the  moment  what  it  was — and  we  took  it 
then.  Then  in  1920  it  was  taken  out  hy  another 
Society,  the  Land  Agents’  Society,  and  we  adopted 
another  percentage  on  repairs  on  that  account;  but 
to  answer  your  question  there  is  nothing  particular 
about  the  year  1919;  it  was  merely  a chance  that 
in  that  year  we  were  asked  to  do  a certain  thing. 

431.  The  question  of  prices  affects  the  cost  of  repairs 
and  replacements  in  this  particular  year  P — Yes.  1 
tried  to  bring  that  out  too,  and  I think  it  is  really 
very  important.  You  have  in  that  year,  1919. 
actually  the  same  percentage  on  your  rental  used  in 
repairs  and  yet  owing  to  the  increased  price  there 
must  have  been  less  work  done.  That  went  to  prove 
one  of  my  first  points  of  all,  that  owing  to  high 
taxation  we  were  not  able  to  keep  up  estates  in  the 
same  way  as  before. 

432.  But  with  the  lowering  of  prices  you  would 
have  been  able  to  effect  more  improvements? — Cer- 
tainly. 

433.  So  that  this  position  must  not  be  taken  as 
typical  of  a post-war  period? — No. 

434.  You  say  that  the  percentage  given  here  of 
gross  profits,  4’8  per  cent,  is  roughly  correct.  You 
estimate  the  capital  value  at  £20,000  and  the  net 
income,  subject  to  Income  Tax  and  Super-tax,  at 
£9,600;  that  gives  an  average  of  4'8  per  cent,  gross 
income  before  the  tax  is  deducted? — That  is  on 
figures  where  you  only  deduct  certain  conventional 
expenditure  to  arrive  at  the  net. 

435.  You  could  not  fairly  charge  the  upkeep  of  the 
mansion  house  and  grounds  as  an  expense  of  agri- 
culture, could  you? — As  an  expense  of  agriculture, 
no,  but  it  is  a necessary  expense  of  an  owner,  un- 
fortunately. Certainly  a man  requires  great  strength 
of  mind  to  allow  the  house  to  fall  into  disrepair 
altogether.  He  has  to  keep  it  going  in  some  way.  It 
does  become,  in  my  view,  an  absolute  charge.  You 
might  see  many  places  which  are  going  derelict;  a 
very  large  number  of  houses  actually  are  falling  to 
pieces  now.  In  that  wav  a landowner  can  save  ex- 
penditure, but  it  is  a horrible  choice  to  have  to 
make. 

436.  Your  statement  is  that  the  landowner  has  a 
bigger  house  and  more  expenses  to  support  than  the 
ordinary  business  man? — Yes,  I think  I have  said 
that  in  the  days  of  less  expense  these  houses  were 
built  for  the  estate  and  are  larger  than  a man  who 
has  an  income  would  choose  to  live  in  himself  and 
very  much  larger  than  the  owner  of  the  estate  desires. 

437.  Still,  4'8  per  cent,  is  not  a low  rate  of  return 
upon  capital? — I do  not  know  that  we  get  it.  You 
rather  disallow  the  repairs  to  the  mansion? 

438.  Yes.  I am  disallowing  that  for  the  moment. — 
I think  you  cannot  disallow  a considerable  amount 
of  subscriptions  and  donations  which  are  in  a larger 
degree  compulsory  upon  an  owner  of  that  amount 
of  land  than  they  would  be  upon  the  owner  of 
merely  an  income. 

439.  Then  we  are  considering  the  case  of  the  large 
landowners  and  not  the  case  of  all  agriculturists  in 
these  figures?— That  is  what  I explained,  I think,  at 
the  beginning,  the  reason  being  that  we  were  told,  I 
think,  that  we  must  get  accounts  properly  audited, 
and  we  could  not  get  them  from  small  estates. 

440.  Would  you  say  that  this  percentage  of  return 
upon  capital  is  representative  of  the  smaller  estates, 
too,  where  they  have  not  these  charges  to  maintain  ? 
— You  would  get  more  nearly  a net  income,  I think, 
by  deducting  these  charges  from  the  gross  in  a small 
estate  than  you  would  in  a large  estate.  The 
owner  of  that  estate  will  also  have  less  woodlands  to 
maintain,  and  if  be  does  do  it  that  again  is  a 
further  deduction  from  his  income. 

441.  The  only  further  question  I would  like  to  ask 
you  arises  out  of  the  comparison  between  our  own 
country  and  the  United  States,  referring  to  charges 
upon  farm  lands.  Is  that  really  a valid  comparison 
in  your  opinion? — It  is  taken  from  the  agricultural 
returns  of  the  United  States. 


442.  But  is  it  a fair  comparison,  with  the  difference 
in  methods  of  cultivation  ? — I do  not  know ; it  is  given 
for  what  it  is  worth. 

443.  I presume  it  is  given  to  influence  this  Com- 
mittee ? — Yes. 

444.  I suggest  to  you  that  the  difference  as  regards 
intensive  cultivation  might  make  a difference? — -I 
think  it  might. 

445.  You  agree  that  it  is  not  a fair  basis  of  com- 
parison between  the  two  countries? — It  is  the  only 
way  in  which  you  can  compare  them,  I think ; you 
could  not  get  it  in  any  other  way. 

446.  But  you  agree  there  is  a difference  in  system 
which  may  be  responsible  for  our  difference  in  the 
charge  per  acre? — The  difference  in  our  system  of 
rating  undoubtedly  will  put  a much  greater  charge 
upon  land  here  than  there  would  be  in  the  States. 
That  is  one  thing  certainly,  and  so  far  as  I know  \hey 
have  no  Super-tax;  that  does  not  come  in.  I do  not 
know  whether  they  have  double  taxation  of  land, 
Schedules  A and  B,  in  the  States. 

447.  Would  you  agree  that  the  fact  that  so  much 
land  in  the  larger  estates  in  the  United  States  is 
extensively  cultivated  affects  this  comparison?  There 
is  much  more  intensive  cultivation  over  here;  we  have 
not  very  large  estates? — It  does  not  affect  the  calculi 
tion  because  these  are  figures  which  exist.  It  may 
affect  the  comparison.  There  is  tho  actual  fact  that 
every  acre  of  agricultural  land  here  has  to  pay  so 
much.  Against  that  we  have  the  fact  that  every 
acre  of  agricultural  land  in  the  States  has  to  pay  a 
different  figure.  I do  not  know  whether  you  need 
go  into  the  system  of  taxation  or  the  system  of 
cultivation. 

448.  It  does  affect  the  yield  and  the  burden  upon 
the  unit  of  yield  upon  the  land? — Our  yield  here  is 
much  larger  than  in  the  States,  it  is  true. 

449.  Mr.  Bell : I just  want  to  ask  one  general  ques- 
tion. You  say  that  agricultural  land  has  a market 
value  relatively  far  in  excess  of  its  income-producing 
value.  Do  you  differentiate  between  estates  long  in 
the  family  and  those  which  have  been  recently  bought 
where  a value  far  in  excess  of  the  income-producing 
value  of  the  land  is  deliberately  given  ? Is  it  not  the 
case  that  there  would  be  no  complaint  by  one 
who  had  deliberately  given  the  “ market  value  far  in 
excess  of  its  income-producing  value,”  for  reasons 
of  his  own,  whatever  they  were? — At  one  time  in  this 
country,  land  had  no  doubt  a value  quite  apart  from 
its  income.  That  value  has  now,  I suppose,  pretty 
nearly  disappeared,  and  it  is  perhaps  getting  more 
nearly  upon  a cash  -basis  than  it  used  to  be.  It  has 
not  quit©  reached  it  fro-m  the  valuers’  point  of  view, 
because  he  p-uts  a value  upon  it  above  its  income- 
producing  value.  Whether  that  is  -a  hardship  to  the 
man  who  h-as  bought  recently,  I am  not  quite  sure. 

450.  Mr.  Lees-Smith  : I see  that  you  put  fo-rward 
various  claims  for  relief  in  your  evidence,  but,  on  the 
other  hand,  does  not  ian-d  obtain  certain  advantages  in 
our  tax  system  which  other  forms  of  property  do  not 
enjoy;  for  instance,  whatever  you  suggest,  ini  the  case 
of  local  rates  land  only  pays  half  the  assessment. 
That  is  a special  advantage  given  to-  land? — I would 
not  adimit  it  is  an  advantage.  It  is  a method  we 
have  pressed  for  for  a very  long  time,  so  as,  if  possible, 
to  put  land  on  a par  with  -other  property.  By 
constant  pressure  for  a -generation  almost,  we  are 
gradually  getting  the  rating  of  land  down  to  a f-air 
basis  compared  with  other  classes  of  property,  and 
we  want  to  get  the  taxation  down  in  the  same  way. 

451.  There  is  differentiation  in  favour  of  land  in 
rating? — May  I say  there  is  a different  system  of 
rating  land  to  the  system  employed  in  other  classes 
of  property?  I do  not  like  your  words  “differen- 
tiation in  favour  of.” 

452.  In  -addition  to  that,  has  not  land  for  years 
been  under-assessed  as  against  other  property,  for 
Incoime  Tax  purposes  ? — Since  the  year  1-910,  in  Eng- 
land there  has  been  no  re-assessment.  The  new 
assessments  will  show  an  increase,  no  doubt.  1 
admit  the  fact  that  of  recent  years  it  has  been  under- 
assessed. 
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453.  It  is  anticipated  that  the  new  assessment 
will  bring  in  an  increased  revenne  of  £6,000,000  lo 
£7,000,000  a year? — I do  not  know  how  that  is 
arrived  at;  I hope  it  will  not. 

454.  That  was  a statement  given  by  the  Chancellor 
of  the  Exchequer ; the  last  Chancellor,  not  the  present 
one  P — Yes. 

456.  In  the  case  of  your  special  request  that  insur- 
ances should  not  be  aggregated  for  Death  Duties,  is 
there  any  reason  to  give  an  advantage  to  money 
saved  in  regard  to  Death  Duties  over  money  saved 
for  any  other  purposes?  Why  should  not  all  persons 
who  save  money  claim  that  they  had  shown  thrift 
and  that  the  savings  should  not  be  aggregated  with 
their  estate? — It  seems  to  me  so  important  that 
people  should  be  encouraged  to  save  to  pay  off  this 
capital  tax  within  their  lifetime,  that  it  is  right  to 
make  a differentiation. 

456.  But  you  would  not  confine  that  differentiation 
to  money  saved  for  Death  Duties;  why  not  to  every 
kind  of  thrift?- — I should  be  very  glad,  but  w©  have 
not  suggested  it.  I do  not  want  to  repeat;  I have 
no  other  argument,  perhaps,  but  it  is  so  important 
to  get  this  capital  tax  paid  off  in  a lifetime  that  I 
think  it  would  be  to  the  interest  of  the  State  and 
eventually  to  mutual  gain,  to  allow  it. 

457.  Clearly  the  only  practical  method  of  carrying 
out  your  object  would  be  to  say  that  all  money  saved 
up  to  the  Death  Duty  limit  should  not  be  aggregated? 
— Yes;  I do  not  confine  it  to  insurance. 

458.  All  savings? — Yes,  all  savings  for  Death 
Duty  purposes. 

459.  Whatever  the  purposes  are — to  the  Death 
Duty  limit? — Quite  so. 

460.  The  point  that  rather  puzzles  me  is  that 
under  all  these  circumstances,  when  there  is  a farm 
for  sale  there  are  unlimited  applications? — I do  not 
think  it  is  the  case  now.  Ic  was  the  case  two  or 
three  years  ago  when  prices  were  booming  and  farms 
were  making  probably  large  profits.  Then  we  thought 
these  good  times  would  last  for  ever,  and  people 
bought,  but  they  have  found  out  their  mistake  now. 
I have  not  heard  of  any  land  sold  recently;  I doubt 
very  much  whether  you  would  get  many  offers  to  buy 
land.  You  get  offers  from  people  to  rent  now  at 
fair  prices,  but  I do  not  think  there  are  many  offers 
to  buy.  Farmers  bought  partly  because  they  thought 
they  were  going  to  make  very  great  profits.  They 
really  bought  under  very  great  pressure;  it  was  buy 
or  go,  and  they  did  not  want  to  leave. 

461.  The  argument  is  that  land  does  not  yield  an 
income  in  proper  proportion  to  the  capital? — Yes. 

462.  Is  it  not  the  fact  that  the  landowner  receives 
a return  not  necessarily  of  money  income,  but  he 
receives  what  m;ay  be  called  amenities  ? — Yes. 

463.  That  is  a real  thing;  he  receives  social  con- 
sideration which  the  owner  of  Consols  does  not?^ 

1 think  I suggested  just  now  that  that  sort  of  social 
amenity  or  political  advantage,  or  whatever  it  may 
be,  which  quite  clearly  had  a definite  value  attaching 
50  years  ago  or  more,  has  disappeared.  I do  not 
think  it  exists  at  all  now. 

464.  Surdly  there  is  a great  difference  in  the  social 
prestige  of  a landowner  and  aR  person  living  on  Con- 
sols in  Brixton.  The  first  has  a definite  market  value 
and  ho  is  willing  to  pay  for  it? — I do  not  like  to  say 
so,  but  I do  think  that  people  now  are  becoming  more 
and  more  valued  according  to  their  incomes,  and  it 
does  not  much  matter  where  the  income  comes  from. 

466.  And  yet  the  fact  remains  that  people  are  will- 
ing now  to  spend  money  on  land,  knowing  that  they 
will  get  less  income  than  they  would  if  they  put  that 
money  into  Consols  ? — But  please  do  not  put  that  into 
my  mouth  at  all.  People  are  not  willing  to  spend 
money  on  estates,  people  will  not  buy  estates ; that  is 
one  of  our  troubles;  there  is  nobody  in  the  market 
for  a big  estate.  You  may  get  a man  to  buy  a farm, 
but  I doubt  if  there  have  sheen  any  sales  of  whole 
estates  within  the  last  two  years ; I could  not  say ; but 
there  have  been  very  few,  at  all  events,  except  that 
the  Forestry  Commissioners  have  bought  a few. 


466.  Mrs.  Wootton:  The  point  which  I am  anxious 
to  get  at  is  where  the  burdens  on  land  are  more  seri- 
ous than  corresponding  burdens  on  industry.  On  this 
question  of  the  large  capital  value  in  proportion  to 
income,  can  you  give  us  some  more  details  as  to  the 
causes  ? To  what  do  you  ascribe  the  increased  capital 
value? — The  increased  capital  value  is  due,  I think,  to 
the  fact  that  the  valuer,  in  valuing  land  for  Death 
Duty  purposes  (we  are  speaking  of  Death  Duties  only) 
does  this.  He  finds  out  the  annual  value  first  of  all. 
He  takes  from  that  a conventional  deduction  only  for 
repairs  and  upkeep,  while  in  our  view  he  ought  to 
take  the  average  actual  deduction.  Then  you  would 
get  down  very  nearly  to  what  we  require — a similar 
valuation  of  land  compared  with  other  property. 

467.  You  do  not  think  that  in  this  higher  capital 
value  there  is  any  element  of  certain  amenities  which 
land  has  other  than  income-producing  power  ? — 
There  ought  not  to  be,  but  that  is  a cash  value. 

468.  Do  you  think  that  there  is  in  the  valuation 
for  Death  Duty  purposes? — Mr.  Carlton  is  a valuer; 
I think  he  does  not  put  on  much  for  that.  (Mr. 
Carlton ) : No,  nothing  at  all. 

469.  Is  your  point  that  in  regard  to  Death  Duties 
the  capital  value  is  exceptionally  unfair  because  land 
has  this  exceptionally  high  capital  value;  is  your 
point  with  regard  to  capital  value  that  this  is  a bad 
basis  of  taxation  in  regard  to  land? — (Lord  Clinton)  : 
My  point  is  that  capital  is  a bad  basis  of  taxation 
in  regard  to  any  form  of  property,  but  I do  not  think 
I have  raised  that  point  before.  The  only  point  I 
have  tried  to  put  here  is  this.  I am  not  objecting 
to  land  being  valued  as  an  income  producing  subject 
in  the  same  way  as  other  property  is  being  valued. 
If  you  could  really  strictly  deduct  the  proper  out- 
goings from  land  and  value  the  rest,  I do  not  think 
we  should  have  much  to  complain  of  beyond  the 
general  question  that  we  do  not  like  paying  taxes. 

470.  What  I want  to  get  at  is,  do  you  suggest  that 
capital  is  a worse  basis  for  taxation  in  regard  to  land 
than  it  is  in  regard  to  other  forms  of  property? — I 
have  not  suggested  that. 

471.  In  regard  to  Income  Tax  and  Super-tax  on 
land,  I want  to  make  a comparison  between  a land 
owner  and  any  other  person  paying  those  taxes.  Is 
your  suggestion  that  Income  Tax  on  land  is  parti- 
cularly unfair  to  the  land  owner  at  present  because 
he  is  worse  treated  in  regard  to  allowances  for 
depreciation  and  maintenance,  and  so  on,  than  is  the 
corresponding  person  drawing  an  income  from  in- 
dustry?— We  have  had  in  the  last  few  years  quite 
considerable  concessions  in  regard  to  land  so  as  to 
give  more  nearly  the  same  taxable  value  as  other 
forms  of  property.  For  instance,  up  to  14  years  ago, 
or  less  perhaps,  we  were  only  allowed  to  deduct  one- 
eighth,  that  is  12J  per  cent.  Now  we  are  allowed  to 
deduct  up  to  the  full  amount,  under  a certain  system 
of  calculation.  I do  not  complain  greatly,  but  yet 
the  fact  does  remain  that  we  are  still,  or  up  to  last 
year  we  were  still,  certainly,  in  a worse  position  than 
other  forms  of  property.  Last  year  has  put  it  in 
a better  position  because  instead  of  a conventional 
deduction  of  one-sixth  for  cost  of  repairs  to  buildings 
being  applied  only  to  buildings  under  a certain 
rental,  now  I think  it  applies  .to  buildings  of  all 
sizes.  That  will  help  very  considerably  and  that 
again  is  getting  us  nearer  to  the  Schedule  D.  basis, 
which  is  what  we  are  out  for.  Other  properties  are 
under  a Schedule  D.  basis'  and- we  should  like  to  be 
on  the  same  basis. 

472.  That  is  your  point — that  your  basis  is  less 
valuable  than  a Schedule  D.  basis? — It  is  gradually 
getting  better,  I am  glad  to  say;  but  still,  it  is  rather 
less  valuable. 

473.  What  you  are  suffering  from  is  the  same 
troubles  as  happen  to  other  people,  but  you  complain 
that  the  troubles  that  happen  to  the  land  owner  are 
the  worst? — We  are  suffering  the  share  of  the  land 
owners  and  others  as  well. 

474.  May  I put  it  then  in  this  way,  that  your 
particular  troubles  would  be  met,  in  so  far  as  Death 
Duties  are  concerned,  if  the  capital  value  of  land  for 
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Death  Duty  purposes  were  assessed  at  something 
which  bore  a more  reasonable  relation  to  its  actual 
income^producing  power? — That,  I think,  would 
probably  he  our  main  point. 

475.  You  do  not  think  that  that  will  happen  auto- 
matically, in  so  far  as  I think  you  yourself  suggested 
that  part  of  this  capital  value  is  really  fictitious,  and 
does  not  correspond  to  any  market  value? — The 
valuers  would,  of  course,  have  to  examine  hooks  and 
see  that  the  actual  average  deduction  from  income 
of  the  past  few  years  is  applied  to  the  valuation. 

476.  But  you  do  say  that  this  capital  value  bears 
no  relation  to  the  actual  market  value  if  the  estate 
should  'be  sold;  it  tends  to  be  higher? — Yes. 

477.  And  you  do  not  think  that  as  regards  that 
lower  market  value  it  will  tend  in  time  to  adjust 
itself? — You  might  meet  it  by  reducing  your  number 
of  years'  purchase.  I think  it  probably  ought  to  be 
less  than  22  years’  purchase.  If  I may  say  so,  I think 
those  are  two  separate  points.  First  of  all  there  is 
market  value  which  is  arrived  at  by  a certain  number 
of  years’  purchase  of  the  income  value,  and  then  there 
is  income  value,  which  we  always  claim  is  put  by  the 
valuer  too  high.  They  are  two  points,  both,  I think, 
of  importance  to  us. 

478.  Sir  Josiah  Stamp  : I should  like  to  express 
those  points  that  you  have  just  made  in  another 
way.  There  are  two  main  features  in  your  evidence. 
One  is  a feature  of  fact  or  administrative  technique, 
and  the  other  is  one  of  principle.  As  I understand 
your  evidence,  at  the  present  time  the  Death  Duty 
valuation  as  made  by  the  valuer  is,  usually  speaking, 
higher  than  the  current  market  value  of  the  estate? 
— Yes,  of  the  estate  as  a whole. 

479.  Now,  have  you  any  evidence  of  that?  Could 
you  give  us  any  cases  where  the  market  values  of  the 
estates  in  this  return,  when  sold,  were  considerably 
less  than  a recent  private  valuation  of  them? — I 
cannot  do  that,  and  it  is  very  difficult  to  get  at  any 
figures,  because,  as  I say,  estates  as  a whole  are  so 
very  seldom  sold.  You  may  get  more  nearly 
approaching  their  value  by  selling  in  lots.  You  will 
always  have  left  on  your  hands  the  unsaleable 
portion  of  your  estate;  you  will  not  be  able  to  sell 
your  mansion  house  for  anything  like  the  figure  it 
is  put  down  at. 

480.  If  the  administration  or  technique  were 
adjusted,  your  grievance  under  that  head  would  be 
gone.  Then  the  second  question  of  principle  is  that 
what  people  are  prepared  to  give  for  estates  neces- 
sarily adds  to  their  value  for  Death  Duty  purposes, 
because  they  may  be  giving  something  more  than 
the  income  value.  In  the  piast,  according  to  your 
evidence,  people  would  probably  give  a quite  appre- 
ciable sum  for  this  particular  class  of  income  beyond 
that  they  would  give  for  the  same  income  derived 
from  other  things? — Yes, 

481.  That  is  tending  to  disappear,  you  think? — 
Yes. 

482.  Your  view  is  that  in  so  far  as  there  is  no 
income-producing  value  as  a basis  of  capital  value 
that  is  unsound  as  a test  of  valuation  for  taxing?. — I 
cannot  say  there  is  no  income-producing  value. 

483.  But  in  so  far  as  a portion  of  the  value  is 
based  not  upon  money  income  but  on  other  things, 
that  it  is  not  a suitable  basis  for  taxation? — No; 
and  I am  not  claiming  that  that  is  done.  My  only 
claim  there  is  that  the  proper  deductions  for  income 
and  value  are  not  taken. 

484.  That  only  emphasises  the  difficulty.  Suppos- 
ing you  reduced  the  income  to  its  net  amount  of 
actual  in-pocket  money,  your  point  is  that  in  the 
past  people  have  been  willing  to  give  something  in 
addition  to  the  capitalisaton  of  the  land.  That  re- 
presents the  market  value,  and  it  is  unsound,  from 
your  point  of  view,  for  Death  Duties  taxation,  to  in- 
clude the  non-money  element? — I anr  afraid  I must 
say  this  again.  I am  not  claiming  that  valuers  do 
include  it. 

485.  Would  you  say  that  in  so  far  as  the  non- 
money element  enters  into  market  value? — Yes;  the 
error  of  the  valuer  is  not,  1 think,  due  to  any  senti- 


mental value.  It  is  due  to  the  fact  that  he  does  not 
admit  the  full  deduction  from  the  income  value. 

486.  These  are  what  I include — the  difference  be- 
tween that  valuation  and  the  market  value? — Yes. 

487.  But  supposing  we  get  rid  of  those,  and  we 
say  that  people  are  prepared  to  give  a capital  market 
value  for  a certain  net  source  of  income  from  land 
higher  than  they  do  give  for  the  same  income  derived 
from  other  sources;  if  they  do,  as  I understand  your 
evidence,  that  particular  class  of  value,  based  on  non- 
money  income,  is  not  suitable  for  taxation? — -I  do 
not  think  it  is  suitable  for  it.  il  do  not  think  it  is 
fair,  probably,  to  begin  with,  but  supposing  it  is 
adopted  and  supposing  it  goes  on  being  adopted, 
it  is  doing  what  I want  to  avoid — the  immediate 
break-up  of  all  these  estates.  It  is  driving 
estates  into  the  market  when  there  is  no  ready 
market  for  them. 

488.  You  say,  “ Regard  should  be  had  to  the  fact 
that  the  income  from  agricultural  land  is  less  in  pro- 
portion to  its  market  value  than  that  from  any  other 
class  of  security,  and  that,  where  the  estate  is  not 
sold,  the  estate  duty  should  be  levied  upon  a fair 
capitalisation  of  the  net  income.”  I can  only 
gather,  in  regard  to  that,  that  you  mean  that  people 
are  prepared  to  pay  something  in  excess  of  what  they 
would  give  for  a similar  income  other  than  from 
land? — Are  you  not  there  dealing  with  purchase 
price  and  I am  dealing  with  valuation  only? 

489.  No.  Supposing  that  the  valuation  has  been 
correoted  by  all  the  things  that  you  desire,  and 
brought  down  to  the  basis  of  purchase  price,  and  we 
now  find  that  the  basis  of  purchase  price  or  market 
value  is  still  in  excess  of  the  capitalised  value  of  a 
similar  income  from  other  things — we  will  banish 
the  question  of  valuation  and  deal  entirely  with 
market  value — you  propose  that  the  Death  Duty 
should  not  he  levied  upon  that  market  value,  but 
upon  a capitalisation  of  that  income? — Yes. 

490.  That  is  to  say,  you  wish  to  eliminate  from  the 
market  value  those  things  which  are  not,  we  will 
say,  on  similar  lines  to  commercial  income.  Suppose 
I am  prepared  to  buy  a certain  concern  with  a cer- 
tain amount  of  income  for  £10,000,  but  in  the  case 
of  land  I am  prepared  to  pay  for  that  same  amount 

;of  income  £12,000? It  means  that  the  valuer  puts 

upon  it  that  amount  which  I say  you  will  not  get 
in  the  open  market.  You  may,  no  doubt,  dispose  of 
large  quantities  of  your  land  in  small  lots,  but  if 
you  are  going  to  deal  with  that  estate  as  a whole, 
you  will  never  get  for  it  the  market  value  which  the 
valuer  puts  upon  it. 

491.  In  this  paragraph  you  have  two  terms  : you 
have  value  for  Death  Duties,  and  you  have 
market  value,  and  I thought  they  meant  something 
different.  I thought  market  value  meant  market 
value  here.  Is  it  that  the  income  from  agricultural 
land  is  less  in  proportion  to  its  market  value?  Never 
mind  about  Death  Duties  at  all;  is  that  a fact? — 
The  income  which  the  owner  receives  from  agricul- 
tural land  is  less  in  proportion. 

492.  I just  want  to  get  down  to  this  point;  it  is 
quite  a simple  one.  I understand  your  point  to  be 
that  there  is  a value  a man  is  prepared  to  pay  in  the 
market,  and  that  it  is  higher  than  he  will  pay  for  a 
similar  source  of  income  generally? — I do  not  admit 
that,  because  you  cannot  find  a purchaser  for  the 
whole  estate.  For  single  portions  of  the  estate  you 
will  get  perhaps  a higher  market  value  because  it  is 
wanted,  but  so  much  of  the  estate  is  unsaleable  that 
no  nominal  market  value  will  ever  cover  it. 

493.  You  are  assuming,  I take  it,  a conventional 
valuation  upon  what  you  cad  a fair  capitalisation?. — 
I am  suggesting  that  the  valuation  should  be  upon  a 
fair  capitalisation  of  the  known  income  which  would 
be  enjoyed. 

494.  How  do  you  base  capitalisation  P Do  you  take 
it  as  being  something  that  equalsi  Government 
securities  ? — Yes. 

495.  And  if  the  market  values  that  are  ruling  are 
higher,  then  they  should  be  ignored? — The  actual 
value  to  the  successor  is  the  value  he  will  get  out  of 
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it,  and  that  is  the  value  he  ought  to  pay.  You 
cannot  get  at  market  value ; you  may  guess. 

496.  You  make  a statement  here  that  market 
values  .'are  in  fact  a test.  In  paragraph  7 you  say 
that  agricultural  land  has  a market  value  relatively 
far  in  excess  of  its  income-producing  value? — If  you 
could  sell  your  land  divided  up  into  small  plots 
covering  the  whole  of  your  land,  the  house  and  every- 
thing else,  you  would  get  a value  far  in  excess  of  its 
inoome-producing  value ; that  is  quite  certain.  But 
so  much  of  it  is  really  unsaleable  at  any  price, 
although  a valuer  must  put  a price  upon  it.  I do 
not  want  to  get  the  matter  confused. 

497.  Does  not  a valuer,  as  ia  matter  of  fact,  pro- 
ceed lot  by  lot,  and  does  not  the  unsaleable  propor- 
tion get  treated  for  what  it  is  ? — No ; a value  is 
always  put  on  the  mansion  house. 

498.  I am  not  on  the  question  of  the  mansion 
house;  I am  entirely  on  the  question  of  agricultural 
land?' — .Agricultural  land  he  would  go  into  lot  by 
lot,  and  no  doubt  he  will  put  a fair  value  upon  it. 
He  does  not  regard,  of  course,  the  case  to  the  owner 
himself  apart  from  what  an  occupier  would  have  to 
pay. 

499.  Then,  would  it  be  correct  to  say  that  you  wish 
to  have  something  below  market  value  where  there 
is  a mansion  of  which,  shall  I call  it,  the  minus  value 
ought  to  be  taken  into  consideraton? — .Surely,  is  not 
the  right  value  to  put  upon  it  the  value  to  the  person 
who  has  got  to  pay  the  duties?  It  will  give  him  a 
certain  income,  and  there  should  be  a valuation  of 
that  income.  That  is  how  you  would  value  anything 
else. 

500.  If  this  is  a claim  to  ignore,  in  Death  Duty 
valuations,  the  non-monetary  elements  as  a matter 
of  income,  but  elements  which  are  still  worth  some- 
thing in  the  market,  it  is  a very  big  claim,  because 
it  strikes  at  the  whole  basis  of  valuations  of  all  sorts. 
It  strikes  at  furniture,  it  strikes  at  pictures,  it 
strikes  at  everything  that  has  an  annual  enjoyment 
value,  but  not  an  annual  income  value,  and  if  we 
are  once  going  away  from  the  value  at  which  a thing 
is  to  be  sold  in  the  market  and  to  capitalise  the 
merely  money  elements  of  it,  we  have  a very  big 
principle  involved.  I am  not  sure  how  far  you  would 
carry  the  matter,  whether  you  would  go  beyond  land, 
or  why  you  would  stop  at'  land?  But  even  having 
settled  this  question,  we  still  have  no.  evidence  as  to 
how  far  this  market  value  that  you  speak  of  as  being 
in  excess  of  general  values  is  something  imaginary, 
and  how  far  it  is  something  to  be  tested  by  the  facts? 
— I am  sure  you  can  test  it  by  facts  in  regard  to  such 
things  as  mansion  house,  gardens,  park,  etc.  I am 
sure  you  can  test  it  by  facts  with  regard,  say,  to 
woodlands  from  one  year  to  25  years  old. 

501.  Let  us  take  the  case  of  the  estate.  All  the 
farms  are  valued,  and  then  you  have  left  what  you 
call  the  unsaleable  portion. — namely,  the  mansion 
house  and  park  and  woodlands,  and  so  on? — -Yes. 

502.  You  say  that  in  regard  to.  that  second  portion 
a very  much  lower  rate  of  value  should  be  adopted 
and  then  added  to  the  aggregate  value  oif  the  other. 
Do  you  .argue  that  that  takes  away  from  the  value  of 
the  other? — Of  course,  it  is  a liability,  not  an  asset. 

503.  Let  us  say  that  the  value  of  the  farm  had  come 
to  £50,000.  Then  you  have  the  question  of  the 
mansion,  and  that  you  put  at  £10,000  under  the 
present  basis.  Is  it  your  case  that  that  should  be 
reduced  by  £5,000,  say,  making  a total  of  £55,000, 
or  is  it  your  case  that  something  should  be  deducted 
from  the  £50,000?  ‘Is  it  being  exaggerated  or  is 
it  a positive  liability  ? — If  you  are  going  to  do  it  on  a 
sale  value  and  that  mansion  house  is  unsaleable,  then 
you  ought  to  put  no  value  at  all  upon  it. 

504.  I do  not  think  it  is  part  of  the  duty  of  this 
Committee  to.  deal  with  the  correction  of  small 
anomalies  of  taxation;  therefore  I am  not  going  into 
the  question  whether  valuers  are  adopting  the  right 
method  or  not.  The  whole  question  is  whether  you 
take  money  as  a basis? — You  are  dealing  now  with 
a mansion  house  which  hag.  no  income  and  no  market 
value  and  you  propose  to  put  a value  on  it. 


505.  When  you  say  it  has  no  market  value,  do  you 
mean  it  is  put  up  and  does  not  sell  at  all? — Does  not 
sell  at  all. 

506.  I will  take  it  that  it  has  no  annual  value,  but 
that  does  not  mean  that  it  has  no  capital  value? — 
I could  give  you  recent  instances  where  the  house  has 
been  allowed  to  fall  in. 

507.  Then  in  the  case  of  an  aggregate  of  £50,000, 
it  is  not  that  you  merely  want  it  to  be  nil,  but  you 
want  something  taken  away  from  the  £50,000? — No, 
I am  now  saying  that.  I have  never  pressed  this 
claim,  but  I will  press  it  now  that  you  suggest  it. 
The  unsaleable  portion  of  the  mansion  house  should 
go  iu  as  of  no  value  at  all. 

508.  You  are  perfectly  prepared  to  allow  lettable 
property  like  farms  to  be  assessed  upon  market 
value? — Yes,  although  I would  like  to  say  this.  If 
the  whole  of  those  farms  were  put  upon  the  market 
at  the  same  time,  I do  not  think  you  would  get  the 
value  of  them.  That  perhaps  is  a minor  point;  hui 
so  far  as  you  get  their  value,  I could  not  reasonably 
object. 

509.  It  is  only  where  owner-occupier  property  is 
concerned  that  you  want  a drastic  alteration  in  the 
system  of  valuation? — Yes. 

510.  You  do  not  claim  it  as  .a  liability,  but  you 
want  it  reduced  very  much? — I want  it  struck  off 
altogether,  because  it  is  unsaleable.  I am  quite 
willing  to  say  Yes  to  what  you  say,  but  my  method  is 
to  take  the  actual  net  value  of  an  estate  and  to 
capitalise  it,  and  I cannot  really  put  forward  any 
other  method.  Yours  may  be  an  excellent  one,  but 
it  is  not  my  wav  of  doing  it. 

511.  I am  only  trying  to  see  whether  you  really 
are  making  a claim  which  begs  a very  big  question 
of  principle  and  confines  it  to  that  but  does  not  take 
it  to  its  legitimate  conclusion? — I am  merely  asking 
for  a difference  in  administration. 

512.  We  will  get  the  Revenue  valuers  here  and 
ask  them  how  in  fact  they  do  value  such  property, 
and  find,  from  what  they  Bay,  whether  the  values 
they  put  on  property  are  increases  beyond  the 
current  market  values.  But  that  will  not  dispose 
of  your  argument,  if  it  still  be  your  contention,  that 
if  there  is  any  amenity  value  in  lands,  that  should 
be  excluded.  Now  I understand  you  really  drop 
that? — I put  forward  the  main  contention  that  I 
make,  that  for  Death  Duty  purposes  land  should  be 
valued  upon  the  actual  net  money  which  the  new 
owner  will  enjoy,  and  I am  perfectly  sure,  in  my  own 
mind,  that  that  is  a fair  way  of  finding  out  the 
value.  Now  you  say,  and  I dare  say  you  are  quite 
right  that  the  saleable  land  ought  to  be  valued  at  what 
we  estimate  to  be  its  market  value,  regardless  of  tho 
fact  that  it  is  all  put  on  the  market  at  the  same  time, 
and  I think  you  admit — I am  not  quite  sure — that 
the  unsaleable  portion  should  go  for  nothing.  We 
may  get  to  somewhat  the  same  result  in  two  different 
ways. 

513.  Mr.  Bell : If  an  actual  bid  were  forthcoming 
which  the  proprietor  did  not  wish  to  accept,  would 
you  regard  that  as  evidence  of  value? — You  would 
be  bound  to  do  so.  We  see  houses  going  derelict,  we 
see  houses  being  handed  over  apart  from  the  value, 
and  you  cannot  claim  that  a large  mansion  house  has 
any  general  value. 

514.  Sir  Josiah  Stamp : If  you  are  confining  your- 
self now  to  the  question  of  mansions,  I know  exactly 
where  we  stand? — Not  entirely.  I take  all  unsaleable 
subjects  in  land. 

515.  Woodlands?— Yes. 

516.  I have  only  one  other  point,  that  relates  to  an 
answer  given  to  Mr.  Lees-Smith.  You  would  agree, 
generally  speaking,  that  properties  were  under- 
assessed after  1910  because  of  their  rise  in  value? 
There  has  been  some  rise  in  value,  though  not  so 
much  as  some  would  say. 

517.  From  1894  to  1910  they  were  rather  over- 
assessed, were  they  not?— In  an  estate  where  reason- 
able care  was  taken  to  get  the  right  assessments,  the 
assessors  generally  met  one  fairly  upon  the  matter. 
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518.  But  there  was  a long  process  of  reducing 
assessments  during  that  period,  was  there  not,  with 
continual  reductions  when  the  evidence  was  quite  clear 
that  the  owner-occupier  of  the  property  had  no  power 
to  pay? — At  that  time  I had  entirely  to  do  with 
Scottish  matters,  where  our  method  of  assessment  was 
quite  different.  I am  not  quite  certain  what  hap- 
pened with  regard  to  Death  Duties.  Perhaps  Mr. 
Carlton  might  know  that.  (Mr.  Carlton)  : I am  afraid 
I cannot  answer  that. 

519.  You  do  not  put  forward  this  comparison  with 
America  except  in  a most  general  way,  do  you? — 
(Lord  Clinton ) : It  is  merely  taken  from  the  figures. 

520.  You  seem  to  regard  tithe  and  land  taxes  as 
being  a burden  upon  land  in  the  ordinary  sense? — As 
regards  the  land  tax,  I think  it  is.  Tithe  is  not 
a burden  in  the  ordinary  sense;  it  is  part  of  the  land 
that  belongs  to  somebody  else. 

521.  Have  not  land  taxes  been  long  enough  in 
force  to  be  bought  up  and  generally  amortized? — It 
really  is  a burden  on  the  land.  It  is  different  from 
tithe,  because  tithe  was  land  belonging  to  somebody 
else;  it  belongs  to  the  Church;  I am  merely  collecting 
the  money  for  the  owner. 

522.  Have  you  not  got  a ground  rent  charge?  How- 
ever, I will  not  bother  you  about  that;  that  is  a long 
argument  that  has  already  been  threshed  out;  but  it 
does  rather  destroy  the  validity  of  the  comparison? — 
Perhaps  so ; but  it  is,  nevertheless,  a.  burden  on  land. 

523.  Sir  Arthur  Balfour  : Can  you  tell  us  the  num- 
ber of  members  of  the  Central  Landowners’  Associ- 
ation?— About  6,000. 

524.  And  the  Land  Agents’  Society? — (Mr. 

Carlton)  : I am  afraid  I do  not  know  that.  I will 
get  that  from  the  Secretary.* 

525.  There  has  been  apparently  an  increase  of 
owners  occupying  farms  in  some  areas.  Has  the  num- 
ber of  members  of  the  Central  Landowners’  Association 
increased  ? — ( Lord  Clinton)  : Yes. 

526.  Owing  to  the  break-up  of  estates  ? — Yes,  owing 
to  the  break-up  of  estates  and  also,  I think,  owing  to 
the  excellent  work  the  association  has  done. 

527.  You  have  spoken  to  us  about  charges  on  land 
without  return  from  the  buildings  on  the  land  by  way 
of  rents.  Have  they  increased  ? — If  a farm  comes  into 
the  market  to-day,  you  may  get  an  increased  rent  for 
it,  but  I could  show  you  cases  which  no  sane  man  could 
possibly  accept.  I should  say  the  nominal  increase, 
so  far  as  I am  concerned,  would  be  about  10  to  12i 
per  cent. 

528.  Is  it  your  contention  that  the  cost  of  realis- 
ation of  land  should  be  accepted  as  a reduction  from 
Death  Duties  ? — I think  it  ought  to  be. 

529.  Is  not  that  a charge  which  takes  place  after 
the  death  ? — In  order  to  get  the  estate,  I have  to  spend 
a certain  amount  of  money  in  legal  and  other  ex- 
penses; I think  that  might  be  an  allowable  deduction. 

530.  That  might  be  carried  rather  far;  you  might 
have  all  kinds  of  charges  worked  up  against  the  estate. 
Do  you  not  think  it  would  be  a principle  very  danger- 
ous to  admit? — Is  there  anything  else  that  you  could 
pnt  quite  on  the  same  plane  as  the  provision  of  money 
for  the  valuation  of  the  estate. 

531.  The  valuation  of  property  outside  of  agricul- 
ture, the  valuation  of  building  property,  'all  kinds  of 
valuations,  such  as  a dock  or  ships,  for  instance? — • 
I do  not  think  this  is  -a  question  of  valuation.  It  is 
the  actual  cost  of  raising  the  money,  a cost  connected 
with  your  sale.  I do  not  think  we  are  speaking  of 
valuations  here. 

532.  Taking  that  point  one  step  further,  supposing 
a mansion  and  park  was  offered  for  sale  and  there 
was  no  bid,  do  you  think  that  ought  to  be  taken  as 
evidence  that  it  had  no  value  at  all  ? — There  is  always 
a value,  unfortunately,  to  some  hypothetical  pur- 
chaser whom  you  cannot  find. 

* In  a subsequent  note  it  was  stated  that  the  Land  Agents’ 
Society  had  a membership  of  upwards  of  1,100  land  agents,  sub- 
agents,  assistants  and  pupils  concerned  in  the  management  of 
about  ten  million  acres  of  agricultural  land  in  the  United  King- 
dom. 


533.  It  would  not  be  right  to  say  because  there  was 
no  bid  for  a mansion  or  park  or  woodland,  that  it  had 
no  value;  therefore  it  would  be  right  to  include 
some  value  for  Death  Duties? — That  was  not  my  sug- 
gestion; it  did  not  come  from  me. 

534.  You  said  you  thought  that  22  years’  purchase 
was  too  much.  What  do  you  say  would  be  a fair  num- 
ber of  years’  purchase? — Of  course,  it  all  depends  how 
you  value.  On  the  present  method  of  valuation  I 
should  think  18  or  20  years  would  be  ample.  On  a 
fair  valuation,  after  deducting  all  outgoings,  I think 
20  years  would  probably  be  fair. 

535.  Does  your  Association  know  in  what  proportion 
of  cases  advantage  has  to  be  taken  of  the  spreading 
of  Death  Duty  payments? — It  is  very  general,  I 
think. 

536.  In  a large  proportion  of  the  cases? — Yes. 

537.  Sir  Alan  Anderson  : It  seemed  to  me  that  you 
rather  changed  from  what  you  put  down  in  your  evi- 
dence because  of  the  argument  chiefly  of  Sir  Josiah 
Stamp  and  I am  not  quite  sure  that  you  gave  the 
impression  you  wished  to  give.  Is  not  this  true,  that 
you  have  two  arguments;  one  is  that  the  valuer  does 
not  arrive  at  the  correct  value  by  taking  these  con- 
ventional deductions,  but  he  gets  something  too  high  ? 
—Yes. 

538.  In  j'our  written  statement,  it  seems  to  me 
quite  clear  that  you  claim  that  land  has  a higher 
value  in  comparison  with  income  than  other  things; 
that  appears  several  times? — Yes. 

539.  Sir  Josiah  Stamp  led  you  on  rather  to  deny 
this.  I was  not  quite  sure  which  you  stood  on,  be- 
cause it  seemed  to  me  that  this  was  wearing  down 
wlia-t  you  started  out  by  saying  and  what  the  whole 
of  the  argument  wars  really  based  upon.  You  do 
claim,  do  you  not,  that  what  you  wrote  in  para- 
graphs 7 and  9 is  correct:  11  Death  Duties  press  with 
exceptional  severity  upon  /agricultural  land  because  it 
has  a market  value  relatively  far  in  excess  of  its 
income-producing  value.”  That  is  your  point? — Yes, 
but  perhaps  I may  go  rather  more  deeply  into  that. 
When  you  lare  buying  land,  you  are  buying  two 
profits,  the  owner’s  profit  and  the  occupier’s  profit ; 
the  owner  has  only  one  of  the  profits.  That  is  really 
one  of  the  main  reasons'  wiry  the  market  value  of 
land  is  considerably  in  excess  of  its  income-producing 
value.  You  are  selling  two  profits  of  it;  actually 
you  only  possess  one. 

540.  But  it  is  in  excess,  is  it  not? — Yes. 

541.  It  is  common  knowledge  that  it  is,  and  anyone 
who  has  ever  bought  or  sold  any  piece  of  land  knows 
that  the  relation  between  the  capital  value  and 
income  is  absolutely  different  from  anything  else? — 
I'es. 

542.  Why  it  is  so  does  not  matter  to  us  at  all,  but 
it  is  so  and  I have  not  the  smallest  doubtj  it  will 
alwiays  remain  so.  You  just  indicate  the  reason  why 
land  should  be  treated  differently  in  these  taxes  from 
other  things.  It  is  clear  that  you  cannot,  I think, 
follow  out  the  line  you  take  here,  that  the  capital 
value  should1  be  ignored,  because  you  could  not  lay 
down  your  pictures  or  your  yachts  without  any  tax  on 
them,  could  you? — No;  they  have  a sale  value. 

543.  They  have  a value,  although  they  have  no 
income? — That  is  so. 

544.  It  might  be  of  great  disadvantage  to  the  State 
to  have  constant  changes'  in  the  ownership  of  land? — 
Yes. 

545.  While  it  does  not  matter,  with  your  pictures 
and  your  yachts  ? — That  is  so. 

546.  I suppose  you  would  say  there  is  obviously 
evidence  that  these  heavy  taxes  will  bring  about 
constant  changes  in  the  ownership  of  land? — Yes,  the 
whole  of  the  land  of  the  country  will  come  into  the 
market. 

547.  Will  not  that  have  the  effect  that  the  value  of 
land  will  drop?  There  will  still  be  a difference 
between  the  income  value  and  the  capital  value,  but 
ir,  will  be  partly  reduced  by  this  pressure  to  sell? — 
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The  supply  will  be  greater  than  the  demand,  and  that 
will  tend,  of  course,  to  a fall  in  prices. 

54S.  Would  that  not  put  right  this  difficulty  of 
yours? — Yes,  it  would  get  nearer.  My  main  point, 
always,  is  that  the  real  income-producing  value  should 
be  taken  into  account.  You  -are  getting  nearer  to  it. 


>549.  Sir  Arthur  Balfour:  Have  you  thought  what 
the  effect  would  be  of  a Capital  Levy  on  land? — We 
have  it  already.  Do  you  mean  more  Capital  Levy? 

550.  Would  it  exaggerate  your  present  troubles? — 
Yes,  it  would  be  the  last  straw  on  land,  and  every- 
thing else,  I imagine. 


(The  Witnesses  withdrew.) 
(Adjourned  for  a short  time.) 


Professor  A.  C.  Pigou,  called  and  examined. 
Evidenoe-in-ohibf  handed  in  by  Professor  Pigou. 


1.  At  the  request  of  the  Secretary  I have  pre- 
pared the  following  statement.  I have  thought  that, 
at  this  stage  of  the  inquiry,  I could  be  more  useful 
to  the  Committee  by  confining  my  evidence  to  broad 
issues.  The  numbered  paragraphs  consist  in  the  main 
of  conclusion.  They  are  intended  as  heads  of 
evidence,  not  as  complete  discussions,  which  accounts 
for  their  dogmatic  form. 

The  Debt  and  Unemployment. 

2.  Broadly  speaking,  taxation  and  the  circum- 
stances of  the  National  Debt  Should  not  be  regarded 
as  determinants  of  employment  and  unemployment. 
Of  course,  changes  in  taxation,  by  shifting  demand 
from  one  thing  to  another,  may  from  time  to  time 
throw  people  out  of  work.  Of  course,  too,  through 
its  various  reactions,  taxation  may  affect  in  a lasting 
way  the  aggregate  demand  for  labour,  and  so  the 
aggregate  earnings  of  labour.  But  unemployment, 
when  it  occurs,  is,  in  the  main,  a consequence  of 
maladjustment  between  the  demand  for  and  the 
supply  of  labour  in  various  occupations,  not  of  the 
volume  of  demand;  and  taxation,  as  distinguished 
from  changes  in  taxation,  cannot  be  responsible  for 
this  maladjustment. 

The  Debt  and  National  Credit. 

3.  I take  the  “ national  credit  ” in  the  Com- 
mittee’s reference  to  mean  the  terms  on  which  the 
Government  can  borrow.  Given  general  world  con- 
ditions as  to  the  demand  for  and  supply  of  capital, 
these  will  depend — apart  from  expectations  of  changes 
in  the  value  of  money — on  the  confidence  people  have 
in  the  ability  and  willingness  of  the  Government  to 
honour  any  obligations  that  it  may  incur.  Other 
things  being  equal,  the  existence  of  a large  National 
Debt,  to  which  no  remunerative  asset  corresponds 
(a  debt  incurred  by  the  Government  to  enable  it, 
e.g.,  to  take  over  the  railways,  would  be  in  a different 
position)  must  weaken  that  confidence.  Given  the 
size  of  the  National  Debt,  a consistently  maintained 
policy  of  .providing  for  the  service  of  the  debt  (in- 
cluding the  gradual  reduction  of  the  principal  by 
means  of  a .Sinking  Fund)  must  strengthen  confidence. 

External  and  Internal  Debt. 

4.  The  National  Debt  consists  in  part  of  a gold 
debt  to  the  United  States  of  America,  but,  in  the 
main,  of  a sterling  .debt  to  British  citizens.  The 
service  of  the  external  debt  involves  the  actual  with- 
drawal of  goods  from  the  country;  the  service  of  the 
internal  debt  merely  the  transfer  of  command  over 
goods  from  one  set  of  people  to  another  (partly  the 
same)  set  inside  the  country.  Therefore  the  external 
debt  involves  a cost  to  the  country  as  a whole  in  a 
sense  that  the  internal  debt  does  not. 

5.  If  external  debt  is  paid  off  by  the  Government 
raising  from  its  citizens  1,000  millions,  whether  by 
loan,  levy  or  tax,  and  buying  with  the  proceeds 
1,000  millions  of  domestic  securities,  which  it  exports 
to  sell  abroad  to  provide  debt  payment,  the  country 
as  a whole  after  that  owes  interest  on  the  security 
instead  of  on  the  debt,  and  so  the  country  as  a whole 


is  not  really  better  off.  You  have  exchanged  the 
debt  as  from  the  Government  for  a debt  as  from 
individual  citizens. 

6.  If  debt  is  paid  off  by  the  Government  purchas- 
ing and  selling  abroad  foreign  securities  held  by 
Englishmen  the  debt  is  really  paid  off  as  from  the 
nation  at  the  expense  of  the  nation  having  less  income 
in  the  future. 

7.  Apart  from  the  export  of  foreign  securities,  ex- 
ternal debt  oan  be  reduced  and  interest  on  it  paid 
only  to  the  extent  to  which  a surplus  of  export  goods 
over  the  import  goods  for  which  they  have  to  pay 
exists.  (When  I say  “ over  the  import  goods  for 
which  they  have  to  pay,”  of  course  I mean  to  exclude 
the  import  goods  for  which  they  do  not  have  to  pay, 
namely,  which  come  in  as  interest.)  If  a Government 
is  in  a position  to  raise  annually  500  millions  to 
finance  internal  debt,  it  does  not  follow  that  500 
millions  of  export  surplus  can  be  provided,  but  if 
it  is  in  a position  to  raise  annually  600  millions  to 
finance  services  which  (1)  are  not  alternative  to  some- 
thing which  its  citizens  would  otherwise  have  to  pro- 
vide for  themselves,  and  (2)  can  be  dispensed  with, 
then  it  does  follow  that  500  millions  of  export  service 
can  be  provided. 

External  Debt. 

8.  The  real  burden  of  the  external  debt,  which  is 
in  terms  of  gold,  is  increased  if  the  things  produced 
by  a given  quantity  of  British  labour  and  capital 
become  less  valuable  relatively  to  gold,  but  it  is  not 
altered  if  sterling  becomes  less  valuable  in  terms  of 
gold  provided  that  it  at  the  same  time  becomes  in 
equal  degree  less  valuable  in  terms  of  things  (e.g. 
if,  through  an  expansion  of  British  currency,  both 
sterling  became  worth  half  as  many  dollars  and  ster- 
ling prices  doubled). 


Internal  Debt. 

9.  The  internal  debt,  being  an  obligation  of  one 
set  of  Englishmen,  and  at  the  same  time  an  exactly 
equivalent  asset  to  another  set,  its  existence  has  no 
direct  effect  on  the  supply  of  capital  or  the  terms  on 
which  capital  can  be  raised.  The  destruction  of 
actual  and  potential  real  capital  which  took  place 
during  the  war  had,  of  course,  a very  important 
effect  on  these  things.  But,  given  this  destruction, 
the  fact  that,  owing  to  the  methods  of  war  finance, 
it  has  left  behind  ,it  an  aftermath  of  internal  debt, 
has  no  direct  effect  on  current  supplies  of  capital  or 
on  the  rate  of  interest. 

10.  Indirectly  a small  effect  is  produced  in  so  far 
as  the  transference  involved  in  the  service  of  the 
debt  is  from  people  more  willing  and  able  to  save  to 
people  less  willing  and  able  to  save,  or  vice  versa. 

11.  The  suggestion  that  the  withdrawal  of  income 
from  private  hands  to  finance  internal  debt  takes 
away  resources  that  would  otherwise  have  been 
available  for  the  expansion  of  business  is  inoorrect. 
The  income  is  still  available  for  this  purpose  in  the 
hands  of  the  holders  of  war  loan  to  whom  it  is 
transferred. 
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12.  Since  War  Loan  stock  is  a convenient  form  of 
collateral,  the  wiping  out  of  War  Loan  stock  by 
repayment  out  of  taxes  would  make  it  more  difficult 
for  some  people  to  borrow  money  from  banks.  The 
aggregate  annual  supply  of  real  capital  would  not  be 
affected  by  this  to  any  important  extent,  though  its 
distribution  might  be  modified  a little. 

13.  The  stress  which  has  been  laid  above  on  the 
fact  that  the  service  of  an  internal  debt  involves 
merely  transference  of  purchasing  power  inside  the 
country  must  not  be  taken  to  imply  that  the  existence 
or  otherwise  of  such  a debt  is  a matter  of  indifference. 
Tho  process  of  carrying  out  the  transference  ha6 
injurious  dynamic  consequences,  which  are  likely  to 
be  more  serious  the  larger  the  required  transfei'ence 
is.  This  aspect  of  the  matter  will  he  considered  later. 

Floating  Debt. 

14.  The  plea  that  the  existence  of  a large  Floating 
Debt  creates  a permanent  risk  of  unavoidable  currency 
inflation  is  invalid.  It  is  always  possible  to  secure 
the  renewal  of  Treasui-y  Bills  by  the  offer  of  sufficient 
interest. 

15.  On  the  other  hand,  the  plea  that  the  funding 
of  Treasury  Bills  by  an  issue  to  the  public  of  Treasury 
Bonds  has  a large  deflationary  effect  is  unconvincing. 
No  doubt  the  repayment  of  Ways  and  Means 
advances  from  the  Bank  of  England  has  a deflationary 
effect,  but  the  repayment  of  Treasury  Bills,  even 
when  held  by  bankers,  is  in  a different  category.  I 
suggest  that,  while  the  conditions  favourable  to 
funding  operations  are  likely  also  to  be  favourable 
to  deflation,  funding  operations  themselves  do  not 
promote  deflation  to  any  important  extent : they  are 
rather  a channel  than  a cause  of  change.  There  is, 
however,  high  authority  opposed  to  this  view. 


Occasions  op  Repayment  of  Debt. 

16.  It  is  plainly  desirable,  if  practicable,  to  pay  off 
larger  amounts  of  external  debt  in  periods  of  real 
prosperity  than  in  periods  of  real  depression.  As 
regards  internal  debt,  if  everybody  understood 
economics,  the  matter  would  not  be  so  clear.  But  in 
actual  fact,  depression  being  largely  the  result  of 
lack  of  confidence,  a manipulation  of  the  debt  service 
so  as  to  allow  at  least  of  the  rates  of  taxation  not 
being  increased  in  depressions,  would  almost  certainly 
be  advantageous.  The  difficulty  is  that  Government, 
while  welcoming  the  implications  of  this  principle  in 
times  of  depression,  would  be  apt  to  forget  them  in 
times  of  boom. 


Static  and  Dynamic  Effect  of  Taxation. 

17.  In  considering  the  effects  of  taxation,  whether 
due  to  a National  Debt  or  other  causes,  upon  trade 
and  industry,  or  more  generally,  upon  productivity 
and  economic  well-being,  it  is  important  to  dis- 
tinguish between  the  effects  of  the  fact  of  taxation 
and  the  effects  of  people’s  knowledge  of  the  fact. 
The  first  class  of  effects  would  result  from  a tax 
imposed  for  one  year  only,  with  the  certainty  that  it 
would  not  be  repeated,  as  well  as  from  a permanent 
tax ; the  second  class  only  from  a tax  that  was 
expected  to  continue.  The  first  class  of  effects  may 
be  called  the  static,  the  second  the  dynamic  effects  of 
taxation.  In  paragraphs  19-22  I shall  consider  static 
effects,  and  in  the  paragraphs  that  follow  dynamic 
effects. 

18.  Before  any  practical  inference'  could  be  drawn 
from  a discussion  on  these  lines,  it  would  be  neces- 
sary to  consider  the  way  in  which  the  burden  of  the 
tax  system  as  a whole  is  distributed  among  people  of 
different  grades  of  wealth.  I understand,  however, 
that  I am  not  asked  to  give  evidence  upon  this 
matter. 


Static  Effects. 

19.  The  static  effect  of  raising  revenue  by  taxation 
should  in  general  be  considered  in  relation  to  the  way 
in  which  the  resulting  revenue  is  to  be  used.  Thus, 
if  a £100  million  is  raised  by  taxation  in  such  a 
way  that  50  millions  of  it  comes  “ out  of  capital,” 
the  net  capital  of  the  country  will  be  increased  by 
50  millions  should  the  whole  of  this  revenue  be  devoted 
to  capital  purposes,  but  diminished  by  50  millions 
should  the  whole  of  it  be  used  up  as  income.  Never- 
theless, in  a comparison  of  different  taxes  it  is  useful 
to  compare  the  static  effect  of  raising  revenue  through 
one  or  another  of  them  without  reference  to  what  is 
done  with  the  revenue  afterwards. 

20.  In  this  connection  it  is  sometimes  imagined 
that  an  Income  Tax,  being  a tax  on  income,  is  neces- 
sarily paid  out  of  income,  and  Death  Duties,  being 
taxes  on  capital,  out  of  capital.  This  popular  opinion 
rests  on  a confusion  between  the  source  out  of  which 
a tax  is  paid  and  the  object  on  which  it  is  assessed. 
It  is  not  necessary  that  a tax  assessed  on  capital 
should  be  paid  out  of  capital,  any  more  than  it  is 
necessary  that  a tax  assessed  on  beer  should  be  paid 
out  of  beer. 

21.  As  a matter  of  fact,  however,  it  is  probable 
that  Death  Duties — since  (1)  they  are  levied  in  large 
individual  amounts,  and  (2)  they  are  levied  on  occa- 
sions when  the  payer  is  in  the  act  of  receiving  new 
wealth — will  be  paid  out  of  capital  to  a larger  extent 
than  Income  Tax. 

22.  When  it  is  said  that  they  are  (in  some  measure) 
paid  out  of  capital,  this  does  not  mean  that  existing 
capital  is  destroyed.  What  happens  is  that  the  tax- 
payer sells  securities,  which  are  bought  (at  one  or 
more  removes)  by  somebody  whose  command  over  re- 
sources would  otherwise  have  been  devoted  to  making 
new  capital. 

Dynamic  Effects. 

23.  The  dynamic  effects  of  various  sorts  of  taxes, 
i.e.,  the  effects  of  people’s  knowledge  that  these  taxes 
are  and  will  continue  to  be  in  existence,  are  indepen- 
dent of  the  way  in  which  the  revenue  due  to  them  is 
employed.  They  depend  exclusively  on  the  nature 
and  scale  of  the  taxes. 

24.  It  is  a general  principle  that  taxes  which  dif- 
ferentiate against  particular  ways  of  employing  re- 
sources (i.e.,  which  strike  them  when  they  are  em- 
ployed in  some  ways  but  not  when  they  are  employed 
in  others)  tend  to  divert  resources  away  from  those 
employments  against  which  differentiation  is  made. 

25.  There  is  a presumption  that  this  sort  of  diver- 
sion will  cause  the  country’s  resources  to  be  employed 
less  advantageously  than  they  would  be  if  there  were 
no  such  diversion;  and,  in  order  to  rebut  this  pre- 
sumption, it  is  necessary  to  show  that  there  are  special 
reasons  for  believing  that,  apart  from  differentiation, 
an  undue  amount  of  resources  would  be  devoted  to 
the  particular  uses  against  which  it  is  proposed  to 
differentiate. 

26.  There  is  thus  a presumption  in  favour  of  rais- 
ing revenue  by  a general  Income  Tax,  which  hits 
income,  however  it  is  spent,  rather  than  by  taxes 
assessed  on  tea,  sugar  or  motor  cars.  This  presumption 
holds  against  taxes  on  particular  imported  commodi- 
ties as  well  as  against  taxes  on  particular  commodi- 
ties produced  at  home,  though  not  quite  as  strongly. 
There  is  an  analogous  presumption  in  favour  of  In- 
come Tax  as  against  taxes  assessed  on  particular  forms 
of  investment  (e.g.,  houses  and  agricultural  improve- 
ments) from  which  other  forms  of  investment  are 
exempt. 

27.  It  is  further  to  be  urged  in  favour  of  Income 
Tax  that  under  it  the  distribution  of  taxation  among 
people  of  different  degrees  of  wealth  can  be  adjusted 
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in  sueli  proportions  as  may  lie  deemed  desirable  much 
more  easily  than  it  can  he  under  a system  of  com- 
modity taxes. 

28.  Taxes  on  particular  commodities  produced 
otherwise  than  under  conditions  of  monopoly  will,  in 
general,  if  they  are  established  and  expected  to  con- 
tinue, cause  the  supply  of  those  commodities  to  ibe 
reduced  below  what  it  would  otherwise  have  been  in 
such  degree  that  the  producers  of  the  commodities 
get  as  good  a rate  of  return  as  the  producers  of  other 
commodities.  According  as  diminished  output  leads 
to  increased,  unaltered  or  diminished  cost  of  produc- 
tion per  unit,  this  will  mean  that  the  prices  of  the 
taxed  commodities  are  raised  above  what  they  other- 
wise would  have  been  by  an  amount  greater  than, 
equal  to,  or  less  than  the  tax.  Taxes  on  imports  of 
goods  which  have  a large  world  market  may  be  ex- 
pected to  raise  prices  by  about  the  amount  of  the  tax. 
The  change  in  prices  (as  against  what  they  would 
otherwise  have  been)  need  not  be  different  in  periods 
of  depression  from  what  it  is  in  normal  times. 

29.  Taxes  on  commodities  that  are  produced  under 
conditions  of  monopoly  tend  to  raise  prices,  but  the 
extent  to  whidh  they  raise  them  varies  greatly  in 
different  circumstances. 


Income  Tax. 

30.  Income  Tax  does  not  directly  enter  into  prices. 
It  is  assessed  on  the  profits  resulting  from  trade  and 
industry,  and  if,  as  may  be  presumed,  people  are 
already  charging  the  prices  that  yield  them  the  best 
profit,  the  removal  by  the  State  of  a proportion  of  the 
profit  will  not  tempt  them  to  fix  prices  differently. 


31.  It  follows  that  Income  Tax  does  not  directly 
handicap  exporters  in  competing  against  world  prices. 

32.  Indirectly,  in  so  far  as  Income  Tax  causes  people 
to  work  and  save  less,  it  checks  production.  Even  in 
this  aspect,  however,  it  does  not  handicap  the  export 
industries  more  than  other  industries.  Matters  are 
adjusted  through  movements  in  rates  of  exchange  or 
in  the  relative  levels  of  money  prices  in  different 
countries. 


33.  It  is  to  be  presumed  that  Income  Tax  checks 
foreign  investment  in  England,  because  foreigners  so 
investing  have  in  general  to  pay  a tax  from  which 
they  are  free  if  they  invest  at  home. 


34.  But  Income  T,ax  does  not  induce  British 
residents — provided  that  they  continue  residents 
to  invest  abroad,  except  in  so  far  as  they  contemplate 
fraud,  because  they  are  liable  on  foreign-enrnod  as 
well  as  on  British-earned  income. 


35.  The  question  whether  Income  Tax  checks  work 
nd  enterprise  depends  on  the  form  of  the  Income  Tax 
cale,  taken  in  connection  with  the  function  relating 
mounts  of  income  to  amounts  of  satisfaction  yielded 
y income  to  representative  members  of  the 
ommunity.  If  the  scale  were  so  arranged  as 
o impose  an  equal  real  sacrifice  on  the 
ecipdents  of  larger  and  of  smaller  incomes,  and 
I:  everybody  understood  what  was  happening,  the 
ax  would  not  affect  work  or  enterprise  either 
my.  In  view  of  the  fact  that  (1)  the  existing 
Jritish  scale  is  probably  graduated  more  steeply  than 
he  principle  of  equal  sacrifice  would  require  and  (2) 
hat  many  people  fail  to  distinguish  between  money 
acrifice  and  real  sacrifice,  it  is  probable  that  the 
ixisting  British  scale  does  check  work  and  enterprise 


to  some  extent.  It  is  impossible  to  say  to  what 
extent  it  does  this.  The  data  required  for  an 
arithmetical  solution  of  the  problem  are  not  available. 

36.  The  British  Income  Tax,  while  apparently 
neutral  between  saving  and  spending,  is  in  fact 
differential  against  saving;  because,  while  income 
that  is  spent  is  taxed  only  once,  income  that  is  saved 
is  taxed  twice,  once  in  itself  and  again  in  the  future 
income  that  the  investment  of  it  yields.  In  so  far  as 
people  realised  this,  it  is  probable  that  the  British 
Income  Tax  checks  saving. 

37.  A further  differentiation  against  saving  is 
involved  in  the  higher  rate  of  charge  upon  unearned 
as  against  earned  incomes  and  again  in  the  system  of 
Death  Duties  which  strike  income  that  is  saved  but 
not  income  that  is  spent.  These  differentiations  may 
also  be  presumed  to  check  saving.  The  extent  to 
which  they  do  this  cannot  be  determined.  In  view, 
however,  of  the  fact  that  a large  part  of  the  sayings 
that  are  made  come  about  more  or  less  automatically 
and  without  much  regard  to  the  return  they  will 
yield,  I do  not  myself  think  that  the  check  is  likely 
to  be  very  large. 

38.  Nevertheless,  if  the  serious  practical  difficulties 
and  some  objections  from  the  side  of  distribution 
could  be  overcome,  a strong  case  could  be  made  for 
exempting  from  Income  Tax  that  part  of  income  which 
is  saved. 

39.  The  problem  is,  however,  complicated  'by  the 
fact  that  some  portions  of  spent  income  may  be 
regarded  as  income  invested  in  the  capital  of  human 
capacities — a form  of  capital  more  important  than 
machinery.  To  exempt  saved  income  in  the  ordinary 
sense  and  not  to  exempt  this  income  would  therefore 
involve  an  injurious  kind  of  differentiation. 


Undisteibuted  Peoexts. 

40.  Undistributed  profits  of  companies  are  the 
part  of  the  income  of  the  shareholders  which  the 
directors  re-invest  in  their  concerns  without  consult- 
ing the  shareholders.  In  order  that  this  income 
should  be  treated  on  a par  with  other  incomes,  the 
rate  of  tax  imposed  on  it  would  have  to  vary  fiom 
company  to  company  according  to  the  wealth  of  the 
shareholders.  That  arrangement  being  obviously  im- 
practicable, all  income  of  the  sort  is  taxed  at  the 
standard  rate.  It  does  not  seem  likely  that  any 
appreciable  difference  is  made  to  the  aggregate 
amount  of  investment  by  the  adoption  of  this  com- 
promise scheme.  The  principal  problem  which  the 
scheme  raises  is  that  of  preventing  Super-tax  payers 
from  avoiding  a portion  of  their  proper  tax  liabilities 
by  means  of  one  man  companies.  To  exempt  un- 
distributed profits  from  Income  Tax  would  be,  m 
effect,  to  exempt  one  particular  form  of  saved  income 
while  not  exempting  other  forms  that  are,  from  a 
national  point  of  view,  no  less  advantageous. 


The  Coepoeation  Profits  Tax. 

41  The  Corporation  Profits  Tax  is  in  effect  an 
ncome  Tax  (1)  which  differentiates  against  investment 
hrough  joint  stock  companies  as  compared  wit 
nvestment  through  private  partnerships  or  in  a 
nan’s  own  business,  and  (2)  is  assessed  at  the  same 
ate  on  everybody  without  graduation  and  without 
Jlowances.  Both  of  these  characteristics  are  dis- 
advantages. 


1.  Chairman:  Perhaps  you  will  take  your 

ence-in-chief  and  deal  with  the  points  as  they 
i p — On  paragraph  2 all  that  I want  to  suggest  is 
unemployment  and  employment  do  not  come 
h into  the  question  of  taxation,  because,  thoug  i 


taxation  may  alter  the  general  demand  for  labour, 
If  if  alters  it  permanently,  the  effect  will  presumably 
occur  in  wages  rather  than  in  employment  and 
unemployment  in  the  main  is  the  result  of  maladjus. 
ment.P  Changes  in  taxes  are  relevant  to  unemploy- 
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ment;  the  absolute  amount  of  taxes  and  the  kind  of 
taxes,  so  long  as  they  are  permanent,  are  not  par- 
ticularly relevant.  That  is  all  I want  to  say  on  that 
paragraph. 

With  regard  to  the  national  credit,  I was  not  com- 
pletely clear  as  to  what  exactly  was  meant,  but, 
if  one  interprets  it  as  the  price  at  which  the  Govern- 
ment can  borrow,  then  I suggest  that  this  will  be 
improved  in  so  far  as  people’s  confidence  in  the  power 
of  the  Government  to  meet  its  obligations  is  improved. 
That,  of  course,  will  be  done  if  there  is  a!  consistent 
policy  of  paying  off  debt.  Of  course,  the  whole  thing 
will  be  modified  if  people  are  afraid  that  there  is 
going  to  be  manipulation  of  the  currency,  but  I leave 
that  out,  because  I do  not  think  there  is  much 
prospect  of  that  kind  of  thing  happening.  Apart 
from  that,  the  thing  that  will  improve  the  national 
credit  is,  I think,  in  the  main,  assurance  on  the  part 
of  the  people  that  the  Government  is  going  on  paying 
off  the  debt  regularly.  If  they  did  not  have  that 
assurance  any  new  large  demand  for  money,  such  as 
might  come  about  if  a new  war  happened,  would 
cause  enormous  perturbation,  and  people  would 
require  extremely  high  interest. 

552.  Do  you  mean  by  that  repayment  by  a Sinking 
Fund  P — I think  the  mam  point  is  not  so  much  the 
method  of  repayment  as  that  people  should  be 
confident  that  somehow  or  other  it  will  be  done.  The 
chief  point  of  a formal  Sinking  Fund  is  to  give  people 
confidence,  to  make  people  think  the  Government  will 
stick  to  it.  Then  as  to  No.  4 regarding  the  external 
and  internal  debt,  of  course  there  is  a very  funda- 
mental distinction  between  those  two  things.  The 
external  debt  is  a debt  in  terms  of  gold  in  the  main 
to  the  United  States,  and  the  internal  debt  is  a debt 
in  terms  of  sterling  to  the  British  citizens.  Apart 
from  the  distinction  between  sterling  and  gold,  which 
I will  leave  for  a moment,  the  external  debt  is 
fundamentally  different  from  the  internal  debt, 
because  whereas  paying  off  internal  debt  means  simply 
a transference  from  one  set  of  people  to  another, 
paying  off  external  debt  means  either  sending  out 
securities  or  sending  out  an  actual  surplus  of  goods; 
consequently  there  is  no  real  connection  between  the 
two.  I should,  therefore,  like  to  add  to  my  para- 
graph that,  apart  from  mere  matters  of  budgetary 
convenience,  and  so  on,  fundamentaly  a nation  that 
succeeded  in  paying  off  its  internal  debt  would  not 
by  that  fact  be  given  any  greater  capacity  to  pay  off 
external  debt,  because  the  payment  of  the  internal 
debt  is  only  a transference  inside  the  nation. 

The  point  I wish  to  make  in  paragraphs  5 to  7 
is  this : Supposing  that  the  Government  is  able  to 
dispense  with  spending  100  millions  on  the  upkeep 
of  the  Army,  and  the  Army  is  paid  off,  that  implies 
that  the  services  of  these  people  who  were  in  the 
Army  will  cease  to  be  rendered  as  soldiers,  and 
roughly  those  people  will  then  be  able  to  provide 
services  in  making  export  goods  that  could  be  used 
to  finance  a foreign  debt.  But  if  the  Government 
has  merely  raised  its  100  millions  in  some  way  that 
involves  a.  simple  transfer  inside  the  country,  then 
there  is  no  inference  that  it  could  raise  that  money 
for  the  purposes  of  making  a payment  abroad;  that 
is  the  sort  of  distinction  I am  trying  to  get  at. 

Perhaps  I should  explain  paragraph  8 a little.  The 
external  debt  is  owed  in  terms  of  gold  and  the  real 
burden  of  the  debt  consists  in  the  using  up  of  labour 
and  capital  that  we  have  got  to  reserve  in  order  to 
pay  so  much  gold  debt.  If  a given  quantity  of  our 
labour  and  capital  comes  for  any  reason  to  be  worth 
less  gold  than  before,  that  means,  of  course,  that  the 
real  burden  of  the  debt,  which  is  a fixed  sum  of  gold, 
is  increased.  But  it  would  not  be  correct  to  say 
that,  if  the  value  of  the  things  produced  by  English- 
men becomes  less  relatively  to  gold,  therefore,  neces- 
sarily, the  burden  increases,  because  the  value  of 
those  things  may  become  less  relatively  to  gold  owing 
to  labour  or  capital  becoming  more  efficient.  In 
those  circumstances  the  labour  and  capital  would 
buy  as  much  gold  as  before,  but  a greater  quantity 


of  goods.  The  usual  way  of  putting  it  is  simply  to 
look  at  the  things;  I think  you  ought  to  look  behind 
the  things,  at  the  labour  and  capital. 

The  next  point — which  is  not  always  taken  I think 
— is  that  if  you  alter  the  value  of  things  in  • terms 
of  sterling  by  manipulating  currency  that  will  pre- 
sumably alter  the  value  of  sterling  as  against  things 
to  the  same  extent  as  it  alters  it  against  gold,  and, 
therefore,  there  will  be  no  real  effect  on  the  burden 
of  a debt  which  is  expressed  in  terms  of  gold.  On 
the  other  hand,  of  course,  if  the  United  States  by 
an  inflationist  policy  reduces  the  real  value  of  gold 
in  terms  of  things  throughout  the  world,  that  will 
have  the  effect  of  lightening  the  burden  of  our  debt, 
because  then  a given  quantity  of  stuff  produced  by 
so  much  labour  will  buy  more  gold.  That  sort  of 
action  from  the  United  States  is  something  that  we 
have  not  any  direct  control  over,  but  I think  it  is 
important  to  get  clear  on  the  fact  that  relative 
movements  between  sterling  and  gold  affect  the 
burden  of  the  debt  in  different  ways  according  to 
the  cause  of  the  movement,  and  you  cannot  lay  down 
any  general  rule  that  a given  fall  in  the  exchange, 
for  instance,  must  increase  the  burden  of  the  debt. 
It  depends  on  why  the  exchange  falls.  Perhaps  I 
should  add  in  connection  with  that  another  point 
which  is  sometimes  referred  to.  It  is  sometimes  said 
that  the  way  to  deal  with  debt  is  to  increase  produc- 
tion, and  that  by  increasing  production  you  lessen 
the  proportionate  burden  of  the  debt.  Of  course, 
that  depends  again  on  what  happens  to  prices.  Sup- 
posing that  prices  fall  in  the  same  proportion  In 
which  production  increases  so  that  the  aggregate 
gold  value  of  your  income  is  the  same,  then  you  have 
to  use  just  as  large  a proportion  as  before  of  your 
income  in  paying  your  debt;  so  that  when  on©  says 
that  the  way  to  deal  with  debt  is  by  increasing 
production,  there  is  something  implied  to  the 
effect  that  if  you  increase  production,  prices 
will  not  fall  in  the  same  proportion  as  production 
increases ; they  may  fall  a bit,  but  the  implication 
is  that  they  will  not  fall  in  as  large  a proportion; 
otherwise  the  inference  is  not  valid. 

Then  in  paragraph  9 the  distinction  I draw  is 
between  the  fact  of  an  internal  debt  being  piled 
up  and  the  cause  of  that  internal  debt  being  piled 
up.  Of  course,  in  so  far  as  the  War  involved  the 
destruction  of  real  capital,  that  necessarily  meant 
that  the  rate  of  interest  is  higher  now,  because 
there  is  less  real  capital;  but,  given  the  amount  of 
the  destruction,  it  does  not  seem  to  me  to  make  any 
difference  to  the  position  of  real  capital,  whether  the 
financial  proceedings  which  took  place  in  connection 
with  it  involved  the  piling  up  of  a debt  or  not. 
The  thing  that  pushes  up  the  rate  of  interest  is  the 
destruction  of  the  real  capital,  and  the  other  is  a 
secondary  matter  which  only  has  an  indirect  and 
smaller  effect.  Then  I qualify  that  in  paragraph 
10  by  suggesting  that  if  the  financing  of  the  debt 
involves  the  transference  of  resources  from  people 
who  have  a greater  willingness  to  save  to  people  who 
have  a less  willingness  to  save,  that  of  course  does 
cut  down  the  supply  of  real  capital  and  raise  the  rate 
of  interest,  and  conversely,  if  the  transference  is  the 
other  way.  That  is  an  indirect  and  secondary  effect. 

Paragraph  11,  I think,  explains  itself.  It  follows 
from  the  argument  that  payment  of  internal  debt 
is  just  a transference  within  the  country,  that  it 
cannot  involve  the  taking  away  of  funds  from  the 
source  on  which  business  can  draw.  The  real  stake 
represented  is  still  there,  but  it  is  in  other  people’s 
hands. 

Then,  paragraph  12,  of  course,  deals  with  a very 
controversial  matter  on  which  there  are  many  people 
here  who  would  speak  much  more  as  experts  than 
I can.  What  I suggest  is,  that  the  wiping  out  of 
War  Loan  stock  will)  not  have  a very  large  and 
important  effect  in  cutting  down  the  supply  of  real 
capital.  Of  course,  how  far  it  involves  cutting  down 
the  supply  of  bank  money  depends  on  the  extent  to 
which  people  do  use  War  Loan  stock  for  the  purposes 
of  borrowing  from  banks.  Sir  Josiah  Stamp  lias 
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made  some  inquiry  as  to  that.  It  is  a matter  which 
depends  on  fact,  but  I want  to  add  just  one  further 
qualification.  Granted  that  you  do  cut  down  your 
bank  accommodation  by  removing  this  collateral  you 
do  not  cut  down  the  supply  of  real  capital  to  the 
same  extent,  because  the  very  fact  that  you  have 
cut  down  the  bank  accommodation  means  that  you 
have  diminished  the  currency,  and  therefore  lowered 
prices.  As  a result,  people  receiving  fixed  incomes 
and  so  on  are  in  a position  to  lend  more,  perhaps, 
through  the  banks,  and  perhaps  in  other  ways  than 
through  the  banks,  than  they  would  have  done  other- 
wise, and  that  is  partly  a make-weight  against  the 
cut  in  the  supply  of  capital  through  the  banks.  So 
that  my  general  impression  is  this  : the  very  common 
idea  that  wiping  out  this  scrip  by  repaying  War 
Loan  would  make  a serious  inroad  into  real  capital 
is  very  much  exaggerated.  But,  as  I say,  I put  that 
forward  as  a suggestion;  I really  have  not  much 
knowledge  about  that. 

Paragraph  13  is  just  by  way  of  qualification.  Wbat 
I have  been  saying  about  an  internal  debt  being 
merely  a transference  must  not  be  taken  to  imply 
that  it  does  not  matter  how  big  an  internal  debt 
yon  have,  because  indirectly  the  taxes  that  you  have 
to  raise  to  pay  for  it  do  produce  effects;  so  wdien 
one  has  shown  that  it  is  a mere  transference,  I do 
not  want  to  say  therefore  it  does1  not  matter;  I think 
it  matters  a great  deal,  but  not  in  the  same  sort 
of  way  as  the  external  debt  does,  as  it  is  not  directly 
•a  loss. 

Then  there  is  some  more  of  this  controversy  about 
the  money  relations  in  paragraph  14.  It  is  often 
suggested  that  a large  Floating  Debt-  may  lead  to 
unavoidable  currency  inflation,  and,  therefore,  it  is 
very  important  to  do  away  with  the  Floating  Debt,  so 
that  this  shall  not  happen.  What  I suggest  is 
that  nothing  of  that  sort  can  happen  unless  the 
Government  fails  to  renew  its  Treasury  Bills.  The 
way  in  which  the  inflation  would  happen  would  be 
if  the  Government,  being  unable  to  renew  its 
Treasury  Bills,  had  to  get  Ways  and  Means  advances 
from  the  Bank  of  England.  My  suggestion  is  that 
you  cannot  call  that  sort  of  inflation  unavoidable, 
because  ill  all  practically  conceivable  circumstances 
the  Government  could  always  renew  its  Treasury 
Bills  if  it  offered  enough  interest.  But  there  is,  ot 
corrrse,  a point  in  this.  If  you  imagine  a state  of 
affairs  in  which  the  Bank  of  England  is  trying  to 
prevent  inflation  and  the  Treasury  is  determined  not 
to  let  it  prevent  it,  the  Treasury  can  by  means  of 
its  Floating  Debt  “ do  in  ” the  Batik  of  England. 
It  can  refuse  to  raise  the  rate  on  Treasury  Bills  when 
the  Bank  of  England  raises  its  discount  rate,  and 
so  can  bring  it  about  that  these  Bills  are  not  renewed. 
Then  the  Treasury  may  come  to  the  Bank  of 
. England  and  say : “ You  must  give  us  Ways  and 
Means  advances,  because  otherwise  we  wall  default 
on  our  Bills,”  and  the  Bank  of  England  could  not 
in  those  circumstances  possibly  refuse.  So  I think 
it  is  true  that  if  the  Treasury  chooses  to  prevent 
the  Bank  of  England  from  safeguarding  the  currency 
it  has  a weapon  to  that  end  in  the  Floating  Debt, 
but  that  is  a very  different  thing  from  saving  that 
the  existence  of  the  Floating  Debt  threatens  to  lead 
unavoidably  to  inflation. 

Regarding  paragraph  15,  the  suggestion  is  often 
made  that  the  funding  of  Treasury  Bills  by  an  issue 
of  Treasury  Bonds  will  have  a deflationary  effect.  I 
want  to  suggest  that  that  view  is  exaggerated.  This 
is  another  thing  I do  not  feel  very  confident  of.  But 
consider  what  happens  : Supposing  that  the  Govern- 
ment issues  a Treasury  Bond;  if  the  Banks  who 
before  held  the  Treasury  Bills  and  kept  on  renewing 
them  take  np  the  Treasury  Bond,  obviously  no  differ- 
ence at  all  is  made.  The  Banks  merely  hold  the 
Treasury  Bond  permanently  instead  of  renewing  the 
Treasury  Bills  from  time  to  time.  But  if  a private 
person  takes  up  the  Treasury  Bond  and  uses  his 
balance  at  the  Bank  to  take  it  up,  then  the  process, 
I take  it,  is  this : supposing  it  is  £1,000,  this  private 
person  draws  a cheque  for  £1,000  on  the  Westminster 


Bank  and  pays  it  to  the  Government  account  at  the 
Bank  of  England.  The  effect  of  that  is,  on  the  one 
hand,  to  reduce  the  liability  of  the  Westminster  Bank 
to  that  individual,  and  on  the  other  hand  to  reduce 
the  balance  of  the  Westminster  Bank  at  the  Bank 
of  England.  The  next  stage  is  that  the  Government 
draws  a cheque  for  £1,000  on  the  Bank  of  England 
to  the  Westminster  Bank  to  pay  off  the  Treasury 
Bill,  so  that  the  Westminster  Bank’s  balance  at  the 
Bank  of  England  returns  to  what  it  was  before;  it 
holds  £1,000  less  Treasury  Bills  and  it  owe6  £1,000 
less  to  its  customers.  In  those  circumstances  it 
seems  to  me  that  it  is  in  a position  to  lend  the  cus- 
tomers another  £1,000  on  the  security  of  the  Treasury 
Bond.  Therefore  it  is  in  a position  to  get  back  to 
where  it  was  before,  and  if  it  does  not  do  so  that 
implies  that  the  customers  do  not  really  want  such 
big  balances,  and  that  they  would  have  cut  down 
their  balances  even  if  the  Government  had  not  funded 
the  Treasury  Bills.  So  what  I suggest  is,  that 
though  the  funding  of  Treasury  Bills  into  Treasury 
Bonds  will  often  as  a matter  of  fact  be  accompanied 
by  a deflationary  tendency,  the  real  thing  is  not  that 
this  process  of  funding  the  Treasury  Bonds  causes 
a deflationary  tendency,  hut  the  general  slump  in 
confidence  at  the  same  time  makes  it  easy  to  fund 
your  Treasury  Bills  and  also  tends  to  cut  down 
people’s  balances. 

553.  Sir  Josiah  Stamp  : They  are  two  effects  of  the 
same  cause. — They  are  two  effects  of  the  same  cause 
and  not  one  the  effect  of  the  other;  that  is  what  I 
suggest. 

554.  Sir  Charles  Addis  : Do  you  say  a general  slump 
in  confidence? — I mean  that  people  do  not  want  so 
much  money;  they  do  not  want  so  much  balances; 
and  when  they  do  not  want  so  much  balances  for 
trading,  and  so  on,  they  are  readier  to  take  up 
Treasury  Bonds,  and  therefore  that  is  a good  time 
for  issuing  Treasury  Bonds.  But  if  the  Treasury 
Bonds  had  not  been  issued  then  they  would  have  cut 
down  their  balances  anyway,  because  they  did  not 
want  to  do  so  much  trade.  Of  course,  that  is  another 
matter  that  I do  not  want  at  all  to  dogmatise  about. 

555.  Mr.  Bell : What  would  happen  to  that  cus- 
tomer’s Treasury  Bond  if  he  had  drawn  off  this  bal- 
ance?— He  having  formerly  held  a Treasury  Bill, 
and  now  having  a Treasury  Bond,  is  in  a position  to 
borrow  on  his  Treasury  Bond. 

556.  Sir  Josiah  Stamp:  Presumably  he  will  not 
want  to  borrow? — No;  I think  he  will  not  want  to, 
but  my  point  was  that  so  far  as  the  bank  is  con- 
cerned you  do  not  really  weaken  the  lending  power 
of  tho  bank.  The  reason  why  the  thing  happens  is 
that  he  does  not  XDarticularly  want  to  borrow. 

557.  Mr.  Bell : You  spoke  rather  as  if  it  would 
come  hack  into  the  Westminster  corpus  of  securities 
in  which  it  could  do  something.  I refer  to  the  cus- 
tomer who  drew  off  the  balance  of  £1,000  to  buy  a 
Treasury  Bond;  that  would  not  go  back  to  the  bank? 
— No,  only  in  the  event  of  the  customer  depositing 
the  Bond  as  collateral. 

558.  Only  if  he  wanted  to  borrow  again? — That  is 
what  I mean. 

559.  Sir  Charles  Addis  : The  point  is  that  the  hank 
is  in  a position  to  lend  £1,000  to  him  or  somebody 
else  ? — Ye.s. 

In  paragraph  16  the  question  is  whether  there  is 
an  advantage  in  paying  off  more  debt  in  times  of 
prosperity  than  in  times  of  depression.  If  it  is 
real  prosperity  and  not  merely  apparent  prosperity, 
obviously  a country  is  in  a better  position  to  pay 
off  external  debt  when  it  is  prosperous,  just  as  a;i 
individual  is,  than  when  it  is  in  a poor  way.  With 
regard  to  the  internal  debt,  I do  not  think  it  is 
really  so  clear,  because  that  is  a transference,  but 
even  there  I think  it  is  bettor  to  pay  off  in  apparent 
good  times.  If  you  pay  off  exactly  the  same  in 
apparent  good  times  and  in  apparent  bad  times,  you 
will  have  to  have  higher  rates  of  tax  in  order  to 
get  in  the  bad  times  the  same  absolute  amount  of 
revenue  as  in  the  good  times,  and  that  I imagine 
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would  have  strong  psychological  effects,  and  might 
increase  the  slump  if  there  was  a period  of  lack  of 
confidence. 


560.  Chairman : What  would  you  take  as  being  the 
gauge  of  prosperity  in  a country? — Of  course  it  is 
very  difficult.  You  would  have  all  sorts  of  tests.  I 
suppose  the  percentage  of  unemployment  would  be 
one  test.  In  so  far  as  you  have  statistics  of  pro- 
duction you  could  rely  on  them.  Of  course  the  price 
movement  will  be  partly  an  index  of  real  prosperity 
and  partly  a false  index.  The  difficulty  is  that  the 
statistics  are  so  very  deficient. 

561.  Sir  Josiah  Stamp : Peal  foreign  trade? — Real 
foreign  trade,  but  that  might  be  upset.  A bad 
harvest  might  increase  your  foreign  trade.  I should 
think  the  best  single  index  would  be  the  percentage 
of  unemployment.  But,  anyway,  the  reason  why  I 
should  be  in  favour  of  paying  off  less  debt  in  appa- 
rent bad  times  is  the  psychological  reason  so  far  as 
internal  debt  is  concerned.  It  does  cheer  people  up 
to  have  a slight  reduction  in  taxation,  and  it  does 
extraordinarily  annoy  them  to  have  an  increase  in 
taxation  at  a time  when  they  felt  that  things  were 
going  bad.  They  would  actually  have  to  have  an 
increase  in  rates  if  the  same  absolute  amount  had 
to  be  paid  in  the  bad  times,  except  of  course  in  so 
far  as  Income  Tax  is  on  the  three  years’  average, 
and  there  is  delay ; but  that  would  be  the  general 
effect.  Of  course,  the  objection  to  this  kind  of 
arrangement  is  that  a Government  would  accept  the 
principle  when  times  are  bad,  but  they  are  much  less 
likely  to  accept  it  when  times  are  good;  so  if  you 
press  that  principle  too  much  it  might  in  practice 
bring  it  about  that  there  would  be  very  little  debt 
repayment  at  all.  It  is  the  sort  of  principle  that  is 
rather  easily  abused. 

562.  Politically? — Yes. 

563.  Sir  Arthur  Balfour : You  think  it  is  better  to 
have  a steady  average  rather  than  trying  to  rush  high 
at  one  time  and  come  down  low  at  another  time? — I 
would  not  like  to  commit  myself.  If  you  could  have 
a definite  law  connecting  prosperity  with  the  amount 
of  debt  repayment,  that  might  be  all  right,  but  if  you 
have  not  got  a law  there  is  always  the  political 
danger. 


•564.  Sir  Alan  Anderson:  In  point  of  fact,  if  the 
i ates  were  the  same  you  would 'get  a bigger  yield  in 
the  good  times  than  in  the  bad  times? — Yes. 

565.  Would  not  that  satisfy  you;  that  would  give 
you  a bigger  repayment  in  the  good  time? — Of  course, 
there  is  something  to  be  said  psychologically  for  having 
even  a lower  rate  in  the  bad  times — I mean  by  way  of 
encouraging  people;  but  the  whole  thing  depends  on 
people’s  psychology  to  such  an  extent  that  I cannot, 
I think,  s-ay  anything  very  definite. 

566.  Mr.  Lees-Smith  : How  could  you  connect  up  a 
particular  rate  of  taxation  with  the  amount  of  the 
Sinking  Fund? — Of  course,  you  would  not  directly 
connect  the  rate  with  the  Sinking  Fund.  This  is  an 
academic  suggestion  : you  might  connect  the  amount 
to  be  put  to  Sinking  Fund  each  year  with  some  index 
of  prosperity. 

567.  But  that  is  not  keeping  the  rate  the  same? — 
No.  That  would  imply  an  alteration  in  the  laiw  unless 
something  eke  be  done.  You  could  not  make  a direct 
connection  with  the  rate,  I agree. 

Paragraph  17  is  a very  obvious  point.  All  I want 
to  say  there  is  that  there  is  a distinction  between  the 
effects  of  fthe  fact  of  a tax  which,  would  happen  if 
the  tax  were  there  for  one  year  only,  and  the  effect  of 
people  knowing  that  that  tax  is  there  -and  is  going  to 
continue.  Those  two  things  have  got  to  be  distin- 
guished, and  m a one  year  tax  you  would  only  have 
the  effect  of  the  f-aot;  in  a continuing  tax  you  will  also 
have  the  other  effect.  I think  Sir  Josiah  Stamp  has 
used  the  term  static  and  dynamic  effect;  they  are  two 
quite  different  classes  of  effect,  and  it  is  useful  I 
think,  m discussing  the  effects  of  taxation  to  keep 
them  separate. 


568.  Sir  Josiah  Stamp  : You  seem  to  deal  here  with 
the  fact  of  a tax  and  the  way  in  which  it  graduallv 
dawns  on  people  that  that  is  the  fact,  as  though  it  is 


a matter  of  a period  of  time  in  becoming  -aware  of  the 
fact  ? — -What  I mean  is  this : Supposing  you  put  in 
this  year  a tax  on  the  income  that  has  been  earned 
during  this  year,  and  everybody  knows  for  certain  that 
it  will  never  happen  again,  then  the  effect  of  that 
will  depend  on  where  the  tax  is  taken  from,  but  if 
people  also  think  the  Income  Tax  is  g-oing  on  for  a 
long  period  of  years,  yon  will  have  their  general  con- 
duct altered  by  their  knowledge  that  if  they  earn 
income  they  will  in  future  have  to  pay  Income  Tax  on 
it. 

569.  You  are  not  making  the  other  distinction  be- 
tween what  people  think  taxes  are  doing  for  them  or 
against  them  and  what  they  are  really  in  fact  doing  ? 
— -No,  I do  not  mean  that. 

570.  It  is  a different  class  of  distinction  altogether? 
— -It  is  the  first  one  that  I mean. 

571.  Chairman : Would  you  ever  get  people  to 
believe  that  ia  tax  would  be  taken  off  once  it  is 
put  on? — I am  -not  suggesting  that  the  two  aspects 
would  be  separated  in  fact,  but  it  is  convenient  to 
separate  them  in  analysing  the  effects.  But  when 
you  have  done  all  that,  I suggest  in  the  next  para- 
graph that,  whatever  you  find  out  about  effects  on 
trade  and  industry  of  particular  sorts  of  taxes  and 
particular  rates  of  taxes,  that  does  not  enable  you  to 
rea-ch  any  practical  decision/  as  to  what  taxes  you  are 
going  to  have.  That  is  simply  a discussion  of  the 
effects  of  the  taxes  on  production,  and,  of  course, 
before  you  can  come  to  your  practical  decision  you 
have  to  consider  not  only  that  hut  also  the  effects 
on  distribution,  and  it  might  quite  well  be  that  a 
certain  system  of  taxes,  very  admirable  from  the 
point  of  view  of  production,  might  be  very  bad  from 
the  point  of  view  of  distribution  and  the  other  way 
round.  I do  not  know  how  far  the  reference  of  the 
Committee  is  intended  to  go. 

Supposing  the  Committee  simply  -had  to  discuss  the 
effects  on  production,  it  would  get  to  useful  results, 
but  you  could  not  draw  an  inference  as  to  what  you 
ought  to  do  from  those  results,  because  you  might 
then  find  that  your  system  was  intolerable  on  the  dis- 
tribution side.  For  instance,  you  -might  conceivably 
argue  that  the  thing  best  for  production  was  to  col- 
lect all  your  taxes  from  the  poorest  people.  There 
are  two  entirely  distinct  principles  that  have  to  he 
considered. 

572.  Sir  Josiah  Stamp:  Do  you  suggest  that  they 
are  very  divergent  in  their  application  ?— That  is  a 
difficult  thing  to  say. 

573.  If  they  are  two  absolutely  distinct  principles 
the  question  is  whether  in  practice  you  would  get  the 

maximum  benefit  out  of  each  if  they  are  far  apart? 

Yes.  Of  course,  they  are  much  more  consilient  than 
they  appear  at  first  sight;  but  I think  it  would  he 
a paradox  to  say  that  they  would  be  completely  con- 
silient. J 


, . , . ' — • “ v i xuipuruance  or  nne  cti 

tmetion  ?— From  a distributional  point  of  view 
non  c plainly  be  best  to  take  nearly  all  your  mone 
Irom  the  rich  people,  but  that  might  be  so  bad  from 
productive  point  of  view  that  the  poor  people  woul 
m the  end  be  damaged.  You  would  want  to  considi 
both  sides.  As  Sir  Josiah  says,  there  will  be  a certai 
consilience  between  them  if  you  push  things  fs 
enough.  I did  not  really  want  so  much  to  discu- 
that  as  to  guard  myself.  I think  it  is  important  i 
be  clear  that  when  -one  lias  settled  the  products 
effects  one  has  not  necessarily  settled  the  total  merii 
or  the  taxation  -system. 

Lees-Smith:  Is  the  effect  of  the  taxes  o 
distribution  a point  upon  which,  in  fact,  it  is  possibl 
to  give  any  valuable  evidence?  Take  the  case  of 
large  Sulking  Fund  -as' an  example;  would  it  be  po< 
sible  to  -give  any  evidence  of  the  effect  that  tha 
would  have  upon,  say,  distributing  wealth  mor 
evenly?— I was  not  thinking  of  the  effect  of  the  var 
ous  uses  of  the  tax. 

576.  For  instance,  a tax  on  sugar?— Of  course  a 
admirable  productive  tax  is  a tax  on  site  values 
because  it  does  not  interfere  with  the  supply  of  am 
thing  but  from  a distributional  point  of  view  yo 
might  say  it  is  extremely  unfair  to  take  all  tha 
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money  from  people  who  happen  to  own  site  values. 
All  I meant  to  suggest  is  that  you  have  the  two 
things. 

577.  Sir  Josiah  Stamp:  If  you  settle  your  tax 
entirely  by  reference  to  psychological  questions,  on 
the  distributional  side  you  might  get  a set  of  taxes,  or 
a burden  of  tax,  that  is  not  the  best  from  the  point 
of  view  of  aggregate  productivity? — Yes. 

578.  Taking  all  the  money  from  the  rich  and  drying 
up  the  fund,  which  as  a fact  means  that  all  your 
savings  go,  may  have  a greater  re-action  on  total 
productivity  than  any  other  method? — Yes,  certainly. 

In  paragraph  19  I start  off  with  the  question  of 
what  I call  the  static  effect  of  the  different  taxes. 
What  I say  in  that  paragraph  is  pretty  obvious;  that 
the  net  effect  of  raising  taxes,  even  if  you  take  them 
out  of  capital,  ought  to  be  taken  in  conjunction  with 
what  you  do  with  your  money  when  you  have  got  it. 

If  you  raise  50  millions  in  this  sense  out  of  capital 
and  apply  it  to  capital  uses  you  do  not  reduce  the 
total  capital  of  the  country;  that,  of  course,  is 
obvious.  If  you  consider  the  effects  of  the  taxation 
by  itself  without  taking  account  of  what  is  done  with 
it,  then  of  course  there  will  be  differences  between 
different  taxes,  and  in  paragraph  20  I suggest  that 
there  is  some  confusion  in  the  minds  of  people  who 
uay  or  imply  that  Income  Tax,  because  it  is  a tax  on 
income,  is  paid  out  of  income,  and  Death  Duties, 
because  it  is  a tax  on  capital,  is  paid  out  of  capital. 
The  distinction  between  Income  Tax  and  Death 
Duties  is  that  under  Income  Tax  the  object  of  taxa- 
tion is  income,  and  under  Death  Duties  the  object 
of  taxation  is  a capital  fund,  hut  it  does  not  follow 
that  because  an  Income  Tax  is  assessed  on  income  as 
an  object  that  it  therefore  conies  out  of  income  as  a 
source,  and  correspondingly  with  Death  Duties.  The 
nature  of  the  object  of  assessment  does  not  determine 
the  source  of  taxes  as,  of  course,  you  can  see  by  the' 
illustration  I give  about  beer.  A tax  assessed  on  beer 
obviously  is  not  paid  out  of  beer.  There  is,  in  fact, 
a fundamental  distinction  between  the  object  of 
assessment  and  the  source  out  of  which  a tax  is  paid. 
Although  in  certain  cases  the  two  may  coincide,  to 
prove  that  a particular  tax  is  on  a particular  object 
does  not  prove  that  it  comes  out  of  that  object  as  a 
source ; so  that  you  have  to  consider  in  detail  each 
particular  case.  In  the  particular  case  of  Death 
Duties  I agree  that  the  money  for  Death  Duties  will 
come  out  of  capital  probably  to  a bigger  extent  than 
in  the  case  of  Income  Tax,  first,  because  you  collect  a 
large  sum  of  money  at  one  time,  and  of  course  it  is 
easier  to  provide  a small  sum  out  of  income  than  a 
large  sum,  and  secondly,  because  Death  Duties  come 
at  a moment  when  people  are  receiving  a new  fund 
which  they  have  not  come  to  regard  as  their  own 
wealth  in  the  same  way  as  the  wealth  they  had  before, 
#o  that  they  are  more  likely  to  pay  the  Death  Duties 
out  of  capital.  Of  course,  to  some  extent  this  is  can- 
celled by  the  tendency  to  provide  for  Death  Duties 
beforehand  by  insurance,  hut  still  I am  inclined  to 
agree  that  Death  Duties  as  such  are  likely  to  be  paid 
out  of  capital  to  a larger  extent  than  Income  Tax.  I 
suggest  in  paragraph  22  that  this  does  not  mean,  of 
course,  to  say  that  Death  Duties  are  entirely  paid 
out  of  capital. 

579.  Mr.  Lees-Smith : Under  the  Rignano  scheme 
would  it  also  be  true  that  Death  Duties  would  be 
paid  out  of  capital? — I should  have  thought  so.  I 
do  not  say  that  they  Would  be  entirely  so  paid  under 
the  Rignano  system  any  more  than  under  any  other 
system . 

580.  Sir  Josiah  Stamp:  Surely  the  tendency  would 
be  much  greater  under  the  Rignano  scheme  than 
under  the  present  scheme  for  the  tax  to  be  borrowed 
out  of  capital? — I am  not  sure. 

581.  It  becomes  heavier? — Of  course,  there  is  more 
of  it,  but  I was  eliminating  that.  I would  not  have 
thought  at  any  rate  it  would  have  been  paid  less  out 
of  capital.  In  paragraph  22  I suggest  that  when  it 
is  said  that  a tax  is  paid  out  of  capital  it  does  not 
of  course  mean  that  actual  live  capital  is  taken  up 
and  used  in  the  taxes. 


582.  Not  destroyed? — Not  destroyed.  What  I 
mean  is,  the  railway  shareholder  does  not  destroy 
part  of  his  railway.  What  usually  happens  it  that 
the  person  who  has  got  to  pay  the  Death  Duty,  if 
he  pays  it  out  of  capital  from  his  point  of  view,  sells 
securities  and  somebody  else  buys  them.  That  some- 
body else  buys  them  instead  of  investing  in  new 
capital,  so  it  is  not  literally  true  to  say  that  the 
duties  are  paid  out  of  the  capital.  The  stricter  form 
would  he  to  say  they  are  paid  out  of  resources  that 
would  have  become  capital. 

583.  Professor  Sail : Is  not  that  in  a measure  true 
of  all  taxation? — Yes,  but  not  in  the  same  way.  In 
so  far  as  Income  Tax  is  paid  out  of  income  you  do 
not  stop  potential  capital. 

584.  Mr.  Sichens:  Why?  It  might  have  been 

saved? — So  far  as  it  is  paid  out  of  income? 

585.  Yes;  it  very  likely  would  have  been  in  a great 
many  cases,  would  it  not?  If  Income  Tax  is  high  it 
is  likely  that  the  saving  of  the  community  is  much 
less? — Certainly,  yes;  I come  on  to  that  presently. 

586.  Sir  Alan  Anderson:  Is  not  the  difference  in 
the  case  of  the  individual  that  though  by  reason  of 
the  Death  Duties  the  individual’s  fund  of  capital 
is  reduced,  he  submits  to  that  because  he  is  getting 
a lump  at  the  death  of  a rich  uncle  and  he  is  prepared 
to  take  a less  lump? — I was  really  not  distinguishing 
here  the  part  of  Death  Duties  that  is  paid  out  of 
capital  from  the  part  of  Income  Tax  that  is  paid  out 
of  capital.  When  you  say  any  part  of  any  tax  is 
paid  out  of  capital,  you  do  mot  mean  that  existing 
capital  is  destroyed,  but  that  a certain  amount  of 
resources  that  would  have  become  capital  do  not 
become  capital. 

587.  Professor  Sail : I was  rather  trying  to  find 

the  difference  between  the  Death  Duties  and  other 
forms  of  taxation  ini  that  respect? — Well,  my  sug- 
gestion is  that  there  is  no  difference  in  that  respect, 
but  there  is  a difference  in  the  sense  that  a larger 
proportion  of  the  Death  Duties  is  paid  out  of  capital 
than  of  Income  Tax,  and  in  so  far  as  either  of 
them  is  paid  out  of  capital  it  is  paid  in  that  sense 
and  not  in  the  popular,  sense. 

588.  All  taxation  whether  Income  Tax  or  Death 
Duties  really  reduces  the  amount  of  available  capi- 
tal?— No.  All  taxation,  in  so  far  as  it  reduces  the 
amount  of  capital,  reduces  it  in  the  sense  that  it 
prevents  new  capital  being  formed,  and  some  taxa- 
tion comes  out  of  what  would  have  been  saved. 

589.  Sir  Josiah  Stamp:  Supposing  a man  has  an 
income  of  £1,000  and  his  disposition  is  to  spend  £900 
of  it  and  save  £100.  A tax  of  £50  is  then  put  on, 
the  question  1st  whether  he  will  stint  his  spending 
to  £850,  and  keep  his  saving  at  £100,  or  keep  his 
spending  at  £900  and  stint  his  saving  to  £50,  or 
divide  the  expense  between  the  two.  He  will  do 
different  things  for  different  classes  of  tax,  and  stint 
the  expenditure  side  of  his  account  more  for  an 
Income  Tax  than  he  would  for  a Death  Duty  ? — 
Yes,  I agree  with  that,  but  I do  not  agree  with  your 
illustration,  because  one  of  the  principal  reasons  why 
he  will  do  it  differently  is  because  the  Death  Duty 
is  a much  bigger  sum.  I think  for  £1,000  taken  in 
Income  Tax  or  Death  Duties  there  would  not  be 
much  difference. 

590.  The  size  of  the  sum  makes  the  difference.  As 
a matter  of  fact,  in  the  Death  Duties  you  will  have 
an  occasionally  very  big  sum  instead  of  a small 
sum  regularly.  My  question  was  addressed  to  the 
suggestion  that  all  taxes  stopped  potential  capital 
becoming  real  capital;  they  may  do,  but  not  to  the 
same  extent? — That  is  so,  certainly.  In  paragraph 
23  I deal  with  dynamic  effects,  by  which  I mean  the 
effects  of  people  knowing  that  if  they  do  certain 
things  they  will  be  subject  to  certain  taxes.  The 
fundamental  principle  that  I set  out  in  paragraph  24 
is  that  taxes  which  differentiate  against  particular 
ways  of  employing  resources  tend  to  divert  resources 
from  those  employments.  For  instance,  if  you  make 
a man  subject  to  a tax  provided  he  does  one  thing 
and  not  subject  provided  he  does  something  else  with 
his  resources,  you  tend  to  shift  his  resources  away 
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from  the  thing  which  is  differentiated  against. 
Following  on  that,  in  paragraph  25  I suggest  that  in 
general,  unless  you  have  special  reason  to  think  that 
if  you  leave  him  to  himself  he  will  employ  too  much 
of  his  resources  in  particular  ways,  you  will  do  harm 
by  resorting  to  differentiation.  Because  after  all  the 
presumption  is  that  he  will  know  his  own  business 
best.  Of  course  I do  not  mean  that  there  will  never 
be  a case  or  that  there  may  not  be  a quite  considerable 
number  of  cases  in  which  this  presumption  is  over- 
thrown; but  the  presumption  is  that  people  will 
arrange  their  expenditure  best  for  themselves. 
Therefore,  anybody  who  wants  to  interfere  with  their 
arrangements  by  hitting  them  more  if  they  choose  one 
way  than  if  they  choose  another  way  has  the  burden 
of  proof  on  him.  He  has  to  prove  that  they  would 
make  some  mistake  and  the  initial  presumption  is 
against  him.  Of  course,  to  take  a simple  case  such 
as  beer  or  alcohol,  a person  who  thinks  that  it  is 
wicked  to  drink  beer  will  say:  “ Well,  that  settles, 
it.  A person  will  choose  to  drink  more  beer  than  i* 
good  for  himself ; therefore  there  is  a case  for  dis- 
couraging him  by  a differential  tax.”  But  if  you 
take  something  purely  at  random,  then  the  pre- 
sumption is  against  differentiation.  The  presump- 
tion is  that  if  you  differentiate  you  will  cause 
people  to  do  something  other  than  what  they 
intended  to  do  and  what  they  naturally  would 
do,  which  would  be  better  for  them  than  what  the 
Government  would  choose  to  do  for  them  unless  they 
can  prove  their  case.  The  burden  is  on  those  who 
want  differentiation  in  a particular  instance.  That 
general  principle  leads  to  what  I say  in  paragraph  26, 
that  there  is  a general  presumption  in  favour  of 
Income  Tax  as  against  taxes  on  particular  commo- 
dities. Because  if  you  put  an  Income  Tax  on  a man 
you  let  him  spend  as  he  likes  what  you  leave  him 
after  the  tax,  whereas  if  you  collect  the  same  amount 
of  money  from  him  by  a tax  on  motor  cars,  for 
instance,  you  cause  him  to  shift  his  expenditure  away 
from  motor  cars,  which  presumably  he  likes,  to  some- 
thing else  that  he  does  not  like  so  much,  and  so  you 
are  doing  more  harm,  and  you  only  get  the  same 
amount  of  money  as  if  you  had  taken  your  money  and 
said:  “ All  right;  I am  going  to  take  that  money, 
but  what  is  left  you  can  do  as  you  please  with.” 
That  creates  a general  presumption  against  all  sorts 
of  commodity  taxes  except  taxes  on  commodities  on 
which  there  is  some  special  reason  to  believe  people 
ivould  spend  too  much  money  if  you  left  them  to 
themselves.  In  exactly  the  same  way  there  is  a pre- 
sumption against  taxes  on  special  uses  of  capital  from 
which  other  users  are  left  exempt ; for  instance,  a 
rating  system  which  hits  resources  invested  in  houses 
and  improvements  in  land  whereas  it  does  not  hit 
resources  invested  in  machinery,  is  prima  facie  bad, 
because  it  diverts  resources  away  from  these  par- 
ticular tilings  although  there  is  no  reason  to  suppose 
that  these  particular  forms  of  investment  are  inferior 
to  others. 

591.  Sir  Arthur  Balfour : Do  you  put  Corporation 
Tax  in  that  class? — I dislike  the  Corporation  Tax, 
partly  because  it  differentiates  against  investment  in 
companies  and  also  partly  because  it  is  a 
flat  rate  with  no  allowances  or  graduation.  Then 
perhaps  I might  add  one  point.  I qualify  the 
last  point,  and  say  the  presumption  is  less  strong 
against  differentiation  in  regard  to  goods  imported 
from  abroad  than  in  respect  to  other  cases.  The 
reason  is  that  imports  in  general  constitute  the  foreign 
demand  for  our  exports  in  general.  From  a theo- 
retical view  if  you  put  a tax  on  particular  imports 
you  get  your  other  imports  on  slightly  better  terms, 
so  there  is  a slight  set  off  there  which  does  not  exist 
in  regard  to  other  differential  taxes;  but  I do  not 
think  there  is  much  in  it  myself.  The  general  position 
i«  quite  plain,  that  if  you  let  people  use  their  income, 
such  as  you  leave  them  after  taxation,  as  they  like, 
the  chances  are,  unless  you  have  special  reason  to  the 
contrary,  that  they  will  do  better  with  their  income 
than  if,  by  a differential  tax,  you  cause  them  to 
employ  it  otherwise  than  as  they  choose. 


592.  Sir  Charles  Addis : I am  not  quite  sure  that  I 
caught  that  point  in  regard  to  the  distinction  of 
imported  articles.  Do  you  say  that  j'ou  might  differ- 
entiate there  because  it  would  allow  other  articles  to 
come  in  cheaper? — If  you  put  a tax  on  imported 
motor  cars,  since  foreigners  want  to  get  our  exports, 
coal  and  so  on,  and  they  are  discouraged  from  sending 
motor  cars  because  there  is  a tax  on  them,  that  will 
have  the  indirect  effect  making  them  send  things 
other  than  motor  cars  to  us  on  slightly  better  terms, 
so  there  will  be  a slight  gain  by  that  kind  of 
differentiation. 

593.  Sir  Josiah  Stamp:  Only  fractional? — Only 

slight,  but  it  is  so  theoretically. 

594.  Sir  Alan  Anderson  : Do  you  think  it  would  pre- 
vent us  from  selling  as  much  coal? — Yes.  There  is 
that  sort  of  diversion  that  does  not  happen  in  the  other 
case.  It  is  an  extra,  I think,  but  I do  not  think 
there  is  much  in  it.  That  is  one  class  of  consideration 
in  favour  of  an  Income  Tax  as  against  any  sort  of 
commodity  tax,  except  in  certain  special  cases  for 
which  you  can  see  special  reasons.  Then  another  very 
strong  point  in  favour  of  Income  Tax  is  that,  when 
you  have  settled  what*  you  want  to  do  with  distribu- 
tion, you  can  do  it  so  much  more  easily  by  means  of 
Income  Tax.  You  can  say  definitely  how  much  you 
want  from  people  of  different  wealth,  whereas  if  you 
try  to  do  it  indirectly  by  putting  taxes  on  tea  and 
sugar  and  similar  things,  you  obviously  cannot  do 
it  nearly  as  accurately. 

595.  Sir  Arthur  Balfour : Does  not  the  very  greatest 
difficulty  in  collection  come  in  there? — There  is  a 
difficulty  in  collection,  and  that  is  one  of  the  argu- 
ments in  favour  of  indirect  taxes ; but  so  far  as  I 
remember,  at  the  Income  Tax  Commission  we  had 
evidence  that  that  difficulty  in  collecting  Income  Tax 
is  small  and  much  less  than  one  would  think. 

596.  You  would  have  to  spread  it  much  further? — 
Yes. 

597.  Therefore  you  would  increase  the  difficulty. 

Sir  Josiah  Stamp:  But  your  point  is  that  the 

difficulty  is  to  get  at  a considerable  degree  of  pro- 
gression. In  direct  taxation  you  always  seek  that? — 
(Witness) : Yes.  and  not  merely  that,  but  the  difficulty 
is  in  arranging  your  scale  of  taxes.  If  you  decide  that 
juju  want  a particular  scale  you  can  do  it  by  Income 
Tax,  but  it  would  be  extraordinarily  difficult  to  do  it 
by  a system  of  indirect  taxes,  whether  it  is  progression 
or  anything  else. 

598.  Sir  Arthur  Balfour:  It  would  mean  a big 

change  from  one  system  to  another? — Yes.  There 

are  obviously  considerations  on  the  other  side.  If 
you  rely  on  commodity  taxes  you  do  not  know  how 
much  of  the  different  commodities  people  will  buy. 

599.  Mr.  Lees-Smith  : Do  you  propose,  what  I think 
some  of  the  witnesses  will  propose,  that  the  Income 
Tax  should  be  reduced  to  lower  limits  and  the  taxes 
on  tea  and  sugar  taken  off  altogether? — Prima  facie 
I should  like  that,  but  there  are  all  sorts  of  adminis- 
trative difficulties.  In  pure  theory  I should  much 
prefer  that,  but  pure  theory  may  be  compensated 
by  administrative  considerations. 

600.  Sir  Alan  Anderson:  You  say  if  you  could  get 
all  j-our  money  from  Income  Tax  that  would  be  the 
fairest  way  of  the  lot?. — Yes.  Take  the  old  case  of 
Ireland  and  England.  The  Irishman  drank  whisky 
and  the  Englishman  drank  beer,  and  so  the  Irishman , 
because  he  happened  to  like  whisky,  was  taxed  much 
more  than  the  Englishman.  There  must  be  some 
unfairness  owing  to  the  fact  that,  different  people 
like  different  things.  Then  paragraph  23  deals  with 
the  question  of  the  effect  of  taxes  on  price.  With 
regard  to  that  the  theoretic  answer  is  quite  simple. 
You  can  construct  a mathematical  formula  which 
null  show  by  how  much  a given  tax  will  tend  to  raise 
the  price  of  a thing,  in  the  formula  there  being 
statements  as  to  what  the  general  conditions  of  demand 
and  the  general  conditions  of  supply  of  the  thing  are. 
Tn  other  language  you  can  get  your  formula  in  terms 
of  the  elasticity  of  supply,  and  the  elasticity  of  the 
demand  of  the  thing.  The  formula  is  a very  simple 
and  short  formula,  but  you  cannot  get  any 
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arithmetical  answer  because  you  never  do  know  in 
fact  what  the  elasticity  of  the  supply  for  a particular 
thing  or  what  the  elasticity  of  the  demand  for  any 
particular  thing  is.  So  that  your  mathematical 
formula  remains  in  the  air.  All  you  can  do  is  to 
make  a sort  of  guess.  Broadly,  for  a commodity 
produced  under  conditions  of  competition,  you  can  say 
the  presumption  is  that  the  tax  will  raise  the  price. 
If  it  is  the  sort  of  thing  on  which,  when  you  cut 
down  the  scale  of  production,  you  raise  the  cost  per 
unit,  then  the  price  should  rise  by  more  than  the 
tax.  If  it  is  the  sort  of  thing  on  which,  when  you 
cut  down  the  scale  of  production,  you  diminish  the 
cost  per  unit,  then  the  price  should  rise  by  less  than 
the  amount  of  the  tax. 

601.  Sir  Arthur  Balfour : You  say  cut  down  the 
scale  of  production;  do  you  mean  owing  to  people 
having  less  purchasing  power? — No,  owing  to  people 
buying  less  because  the  thing  is  taxed.  I can  per- 
fectly well  produce  a formula,  but  there  is  not  much 
point  in  the  formula  because  you  cannot  make  it 
realistic. 

602.  Sir  J osiah  Stamp : It  is  a warning  against  any 
kind  of  extreme  action  ? — It  tells  you  what  you  ought 
to  know  in  order  to  get  the  answer,  and  when  a 
person  produces  an  answer  you  can  say  that  answer 
is  wrong  or  you  can  say  that  answer  implies  that  he 
believes  certain  things  about  the  conditions  of 
demand  and  supply.  But  you  cannot  do  anything 
positive.  It  is  futile  to  say  we  know  that  a tax  of 
so  much  raises  the  price  so  much  because  so  many 
months  after  such  and  such  a tax  was  put  on  the 
price  was  so  much  higher;  because  all  sorts  of  other 
things  may  have  happened  besides  the  putting  on 
of  the  tax ; and  there  is  the  further  complication 
that  the  real  effect  three  months  afterwards  might  be 
quite  different  from  the  real  effect  when  the  thing 
has  had  time  to  settle  down.  I am  prepared  to  pro- 
duce a mathematical  formula  in  terms  of  elasticity 
to  show  how  it  would  affect  the  price,  but  I do  not 
think  anybody  could  fill  in  the  figures.  Therefore 
you  really  cannot  say  except  by  a guess.  Supposing 
you  have  an  import  that  has  a very  large  --world 
market,  then  your  formula  will  work  because  it  is 
practically  certain  that  the  elasticity  of  supply  of 
this  thing  between  one  country  and  another  will  be 
highly  elastic  and  if  one  country  will  not  take  it 
the  people  will  send  it  elsewhere.  If  you  put  a tax 
on  it  in  England  practically  nothing  of  it  will  come 
into  England  unless  the  price  rises  by  the  amount  of 
the  tax.  That  is  the  sort  of  case  when  you  have 
some  knowledge  of  these  elasticities ; but  generally 
you  have  not.  Therefore  generally  I do  not  think  you 
can.  answer  the  question  how  much  a given  tax  would 
raise  the  price. 

603.  Sir  J osiah  Stamp : It  is  possible,  is  it  not,  for 
an  individual  business  with  a certain  output  to  say 
what  it  has  cost  in  overhead  expenses? — Yes. 

604.  By  reference  to  the  price? — Yes. 

605.  But  it  is  not  possible  for  the  nation  to  do  it? — 
With  improved,  statistics  you  might  be  able  to  do  it, 
but  not  now. 

606.  Is  it  not  sufficient  for  practical  purposes  to 
assume  that  there  is  not  any  great  variation, 
certainly  that  there  are  not  many  industries  which 
are  in  a position  to  increase? — I think  that  is  the 
best  thing  to  assume  in  the  absence  of  knowledge, 
and  then  you  at  once  step  on  by  means  of  the  formula 
to  say  that  the  tax  raises  the  price  by  the  amount  of 
the-  tax.  If  you  assume  that,  you  get  your  answer. 

607.  Is  not  that  sufficient  for  practical  purposes? — 
I think  it  is  all  you  can  do  in  the  absence' of  special 
knowledge. 

608.  Could  you  not  say  if  you  knew  the  standing 
charges  in,  say,  a brewery  company  and  divided  them 
over  x output  or  2cc  according  to  the  price  of  beer? 
You  would  have  some  portion  of  your  formula  as  an 
actual  fact  then? — You  might  if  you  knew  that  it 
would  cost  the  same  per  unit  to  produce  1,000,000 
barrels  of  beer  and  to  produce  2,000,000. 


609.  If  you  knew  in  fact  what  the  irreducible 
brewery  charges  were  in  regard  to  any  reasonable 
scale  of  production  you  would  then  know  the  effect  of 
the  tax? — Yes,  I suppose  for  a period,  but  after  all, 
overhead  charges  are  not  stationary.  If  you  have  a 
long  enough  period  you  might  get  alterations  and  get 
all  sorts  of  influences. 

610.  You  cannot  suggest  any  method  by  which  any 
Chancellor  might  in  fact  get  at  it?  He  hag  got  to 
make  a desperate  shot  at  a much  larger  question — 
what  will  be  the  effect  of  higher  prices  on  consump- 
tion?— Yes;  I am  suggesting  that  our  ignorance  of 
the  facts  makes  it  impossible  to  give  an  answer.  The 
whole  thing  is  much  more  in  the  air  than  people 
think.  In  the  case  of  monopolies,  there  is  of  course 
the  same  difficulty.  I think  you  can  say  there  is  a 
presumption  that  if  you  put  a tax  on  a monopoly  the 
price  will  rise  by  a less  proportion  of  the  tax  than  if 
you  put  it  on  the  same  thing  produced  under  con- 
ditions of  competition.  That,  so  far  as  it  goes,  is  an 
argument  for  taxes  on  monopoly  commodities.  But  I 
do  not  think  that  that  gives  you  much  information 
either.  I am  afraid  all  that  is  unsatisfactory.  What 
I want  to  suggest  is  that  we  really  know  very  little 
about  it. 

Then  in  paragraph  30,  I suggest  that  Income  Tax 
does  not  enter  into  prices  directly,  because  it  is  a tax 
on  profits  that  are  left  over  after  the  prices  have  been 
settled;  and  consequently  if  it  does  not  enter  into 
prices,  it  does  not  directly  handicap  exporters  with 
regard  to  foreign  competition. 

611.  Sir  Arthur  Balfour:  Would  you  say  that 
Income  Tax  does  not  induce  a higher  selling  price? — 
Not  directly. 

612.  But  indirectly? — I think  it  may  indirectly,  as 
I go  on  to  suggest,  in  so  far  as  it  restricts  saving  and 
work. 

613.  Do  you  not  think  it  induces  a higher  selling 
price  because  of  the  difficulty  of  obtaining  the  same 
dividend  on  capital? — I suggest  that  everybody  wants 
to  get  as  big  a dividend  on  his  capital  as  he  can,  and 
theref  ore  he  will  in  any  case  fix  his  price  on  the  most 
profitable  basis. 

614.  Supposing,  you  have  to  increase  your  selling 
price  to  obtain  a reasonable  return  on  capital  to  keep 
money  in  the  industry  at  all,  and  as  a result  less 
goods  of  that  kind  are  being  sold,  then  would  you  say 
that  Income  Tax  had  affected  it? — I admit  that  if  a 
company  is  prepared  to  fix  its  price  in  such  a way  as 
to  get  less  money  ' than  it  can  when  there  is  not  an 
Income  Tax,  then  an  Income  Tax  may  cause  it  to 
charge  higher  prices ; but  surely  all  ordinary  com- 
panies fix  their  prices  to  get  as  much  money  as  they 
can. 

615.  That  may  be  their  wish,  but  it  is  not  always 
possible  to  do  it? — It  is  always  possible  to  get  as 
much  as  they  can. 

616.  There  might  not  be  a reasonable  return  for 
capital  employed.  In  those  conditions,  if  you  put 
on  a higher  Income  Tax  surely  you  force  the  sale 
price  up? — No.  Supposing  the  conditions  of  your 
business  are  such  that  it  is  making  a loss  of  £100; 
to  put  on  an  Income  Tax  will  not  strike  you  at  all 
because  it  is  making  a loss.  Supposing  it  is  making 
a profit  of  £100,  and  would  like  to  make  a profit 
of  £200,  the  Income  Tax  will  not  make  any  difference. 

617.  Supposing  it  is  making  a profit  of  £100,  and 
that  that  it  is  a satisfactory  rate,  and  you  put  an 
Income  Tax  of  10s.  in  the  £,  so  that  it  only  leaves 
£50,  surely  it  has  got  to  increase  its  prices  then? — 
That  implies  that  it  could  have  got  more  than  £100 
before  by  charging  higher  prices. 

618.  Sir  Alan  Anderson _:  Supposing  it  wants  to 
get  new  capital,  will  not  people  be  deterred  from 
risking  their  money  in  something  that  is  going  to 
give  an  unsatisfactory  return  after  half  of  it  has 
been  taken  away  in  Income  Tax  ? — I admit  that 
indirectly,  as  I go  on  to  say,  it  will  check  the  amount 
of  investment. 

619.  Sir  Arthur  Balfour:  That  is  precisely  what 
I mean.  You  are  spoiling  the  flow  of  capital  into 
industry? — Perhaps  we  are  really  at  cross  purposes. 


48 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


5 May,  1924.] 


Professor  A.  C.  Pigou. 


[Continued. 


1 was  looking  at  the  direct  effect.  I am  admitting 
in  another  paragraph  that  there  will  he  indirect 
effects,  but  on  the  assumption  that  a business  tries 
to  get  as  much  money  as  it  can,  it  will  not  directly 
be  caused  to  charge  a higher  price  because  of  an 
Income  Tax.  If  it  can  improve  its  position  after 
the  Income  Tax  by  charging  a higher  price,  it  could 
also  have  improved  its  condition  before  the  tax. 

620.  It  is  a very  delicate  calculation,  I know,  but 
I think  you  will  find  that  if  you  have  a high  Income 
Tax  you  do  induce  a high  price  on  goods,  and  you 
thereby  do  reduce  the  sale  per  unit? — I am  not 
certain  that  we  really  disagree;  I am  not  sure  you 
are  not  referring  to  these  indirect  effects  which  I 
go  on  to  admit. 

621.  Sir  Josiah  Stamp:  I think  Sir  Arthur  Balfour 
is  referring  to  the  direct  effect  on  costs.  If  there 
is  anything  in  that  I would  ask  what  Income  Tax 
it  is  that  goes  into  the  cost ; is  it  the  low  Income  Tax 
that  small  people  pay  or  is  it  the  high  Inoome  Tax 
which  rich  people  pay,  or  is  it  the  normal  rate  of 
Income  Tax  which  a company  deducts  from  a 
dividend. 

Sir  Arthur  Balfour:  I purposely  left  costs  out.  I 
purposely  said  the  sale  price  of  the  goods? — (Witness) : 
I am  suggesting  that  the  Income  Tax  does  not  directly 
affect  the  sale  price  of  the  goods  though  it  may  affect 
it  indirectly. 

622.  But  does  it  affect  the  sale  price  whether 
directly  or  indirectly  eventually ; that  is  the  point  ? — - 
Of  course,  that  is  a very  controversial  matter.  My 
suggestion  it  that  it  does  not  enter  directly  into 
the  price  and  obviously  if  one  admits  that,  as  para- 
graph 31  says,  it  follows  that  it  does  not  directly 
handicap  exporters.  If  one  does  not  accept  that, 
paragraph  31  obviously  does  not  follow. 

623.  Mr.  Bell : In  the  case  of  two  exporters,  one 
from  America  or  another  country,  and  one  from  ours, 
where  the  incidence  of  Income  Tax  is  much  higher, 
would  you  say  that  the  exporter  of  the  higher  taxed 
country  is  not  directly  handicapped? — If  my  first 
point  is  admitted,  namely,  that  Income  Tax  does  not 
enter  into  price,  of  course  it  will  not  affect  it. 

624.  Do  you  say  that  it  does  not  handicap  the 
exporter  at  all? — It  does  not  handicap  our  export  trade 
more  than  it  handicaps  English  manufacturers  of 
goods  for  home  use.  As  I go  on  I suggest  that  Income 
Tax  indirectly,  we  will  suppose,  stops  a certain 
amount  of  saving  and  so  diminishes  the  supply  of 
capital. 

625.  But  cannot  the  less  heavily  taxed  exporter  in 
the  other  country  sell  his  goods  more  cheaply  in  the 
foreign  market  than  the  more  heavily  taxed  goods  of 
this  country? — In  so  far  as  Income  Tax  checks  work 
and  saving,  it  checks  production;  but  then  I suggest 
that  even  in  that  respect  it  does  not  handicap 
exporters.  It  does  not  do  that  because  of  the  effect 
of  international  price  levels  and  the  rate  of  exchange. 

626.  Sir  Arthur  Balfour:  Supposing  my  company 
was  offered  a large  order  from  abroad  at  a price.  We 
want  to  sell  to  make  as  much  money  as  we  can,  but 
the  offer  is  made  at  a price  at  which  it  can  be 
purchased  in  some  other  country  with  lower  taxation 
than  we  have.  We  look  at  that  order  and  the  price  at 
which  it  is  offered.  Do  you  mean  to  say  that  in  that 
case  the  amount  of  Income  Tax  that  we  have  to  pay 
on  the  margin  of  profit,  if  any,  is  not  a very  big 
consideration  and  does  not  affect  the  export  trade  of 
the  country? — Perhaps  you  would  separate  the  two 
things. 

627.  I am  telling  you  what  happens  in  practice.  I 
want  you  to  answer  me  whether,  from  a theoretical 
point  of  view,  that  should  happen? 

Sir  Josiah  Stamp:  Would  you  say  it  sometimes 
happens,  but  not  always? 

Sir  Arthur  Balfour:  It  very  frequently  happens 
just  now? — (Witness) : May  I put  it  positively?  What 
I suggest  is  this.  An  Income  Tax  will  to  a certain 
extent  check  the  amount  of  saving  there  is  in  the 
country,  but  there  is  no  reason  to  suppose  that  that 


saving  will  be  diverted  away  from  export  industries 
more  than  from  other  industries.  Take  motor-cars.  A 
person  can  get  a motor-car  either  by  making  it  in 
England  or  by  making  so  much  cotton  and  sending  it 
abroad  and  getting  a motor-car  in  exchange  for  the 
cotton.  Therefore  the  real  competition  is  not  between 
the  English  maker  of  motor-cars  and  the  foreign 
maker  of  motor-cars,  but  between  the  English  maker 
of  motor-cars  and  the  English  maker  of  cotton. 
Therefore  if  you  check  the  supply  of  savings,  there  is 
no  particular  reason  why  those  should  be  taken  away 
from  the  English  maker  of  motor-cars  rather  than 
from  the  English  maker  of  cotton,  but  they  both  may 
be  injured  a little.  There  is  nothing  special  about 
the  foreign  trade. 

628.  But  it  does  injure  them  collectively  finally? — 
Yes. 

629.  Sir  Josiah  Stamp : Would  it  be  correct  to  say 
that  this  is  only  a particular  case  of  a general  class 
of  discouragement  attaching  to  anything  if  you  do  not 
have  the  reward  of  your  labour? — That  is  my  point. 

630.  It  is  not  a class  by  itself? — Precisely. 

631.  Sir  Arthur  Balfour:  I do  not  refer  to  it  as  a 
class  by  itself.  I want  to  put  it  that  it  is  a particular 
instance  of  discouragement? — Yes,  but  not  special  to 
the  export  industry. 

632.  I am  just  quoting  it  in  the  case  of  export  and 

drawing  attention  to  it  from  the  export  point  of 
view,  but  I admit  it  does  apply  to  other  cases,  too  ? — 
On  Mr.  Bell’s  point  about  comparative  prices  of  the 
foreigner  and  the  Englishman,  I think  that  works 
through  the  general  levelling  of  prices.  Supposing 
that  you  have  a taxation  in  England  which  puts  up 
prices  in  England,  that  of  course  in  the  first  instance 
will  specially  handicap  English  exporters,  because 
they  have  to  compete  in  neutral  markets.  But  then 
all  the  prices  in  England  having  gone  up,  there 
would  be  a tendency,  under  a gold  standard,  for 
gold  to  flow  abroad  and  so  for  the  whole  balance  of 
international  price  levels  to  be  changed,  at  the  end 
of  which  process  the  special  handicap  to  the  export 
industry  as  against  others,  is  removed  ; if  it  is  not  a 
gold  standard  but  a paper  standard,  the  same  thing 
happens  through  the  exchange.  That  is  my  sug- 
gestion : that  the  special  handicap  on  the  export 

trades  as  against  others  is  only  a temporary  thing 
until  the  international  price  levels  have  become  ad- 
justed and  that  then,  whatever  handicap  there  is,  is 
common  to  all  sorts  of  industries,  and  not  particularly 
on  the  export  industries. 

633.  Mr.  Bell : I cannot  say  I follow  that,  because 
other  conditions  in  addition  to  the  Income  Tax  might, 
be  in  favour  of  the  other  country.  Exchanges  might 
work  concurrently  adversely  to  this  country.  It  does 
not  follow  that  they  will  adjust  themselves? — What  I 
mean  is  that  if  all  prices  in  this  country  have  gone 
up,  it  looks  on  the  face  of  it  as  though  our  exporters 
must  be  specially  handicapped.  But  under  a gold 
standard  all  prices  cannot  go  up  permanently  as 
against  the  rest  of  the  world,  because  the  mere  fact  of 
their  having  gone  up  and  having  therefore  induced  a 
lot  of  imports,  induces  again  a flow  of  gold,  and  that 
tends  to  lower  the  prices  in  England. 

634.  That  is  if  a gold  standard  were  operative? — 
And  if  it  is  not  operative,  just  the  same  thing  happens 
through  the  alteration  in  the  rate  of  exchange. 

635.  You  get  the  price  in  the  lower  exchange?' — 
Yes;  it  comes  to  the  same  thing  as  under1  a gold 
standard. 

636.  Sir  Charles  Addis  : Instead  of  getting  a pound 
for  every  4.86  dolars,  you  get  a pound  for  4.30 
dollars? — Yes.  It  really  does  not  matter  whether 
it  is  a gold  standard  or  not,  from  Elis  point  of  view ; 
the  adjustment  will  be  made  in  one  way  or  the  other. 

637.  Mr  Bell:  you  may  have  a case  where  the  ex- 
change would  be  a still  further  handicap  ? — If  there 
were  some  other  cause  acting  on  the  exchange,  it 
might. 

638.  It  depends  upon  the  pendulum  of  compen- 
sation necessary  to  put  this  right? — If  there  is  some- 
thing else  happening  to  interfere  with  this  compen- 
sation, of  course  it  might  not  work. 
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639.  But  still  the  same  disqualification  exists  as 
to  this  tax  all  this  time? — No,  I do  not  admit  that. 

I would  say  that  you  had  your,  compensation  but 
there  was  something  else  which  upset  it.  But  I 
admit  if  you  have  something  which  interferes  with 
your  compensation  you  will  not  get  the  adjustment 
so  quickly. 

640.  It  would  be  a question  of  time? — Yes. 

641.  Sir  Arthur  Balfour:  It  really  means  that, 
though  your  theory  works  out,  certain  individual 
firms  might  go  out  of  business'  while  it  is  working 
out  ? — Certainly ; I admit  that  and  I admit  that  any 
change  may  have  that  sort  of  effect.  Then  the  next 
point  is  whether.  Income  Tax  checks  foreign  invest- 
ment in  England.  Presumably  it  does  in  so  far  as 
the  foreigner  who  invests  in  England  will  have 
to  pay  Income  Tax  which  he  does  not  have  to  pay  if 
he  invests  abroad.  But  the  investor  from  the  United 
States,  I think,  is  in  a peculiar  position.  The  United 
States  remit  on  their  home  Income  Tax  the  equivalent 
of  any  English  Income  Tax  paid. 

642.  Sir  Josiah  Stamp:  There  are  all  kinds  of 
divergencies. 

Sir  Arthur  Balfour : Some  of  the  Colonies  do  it, 
too;  Canada,  for  instance? — (Witness)  : But  in  so  fai- 
ns the  foreigner  has  to  pay  taxes  when  he  invests  in 
England  which  he  does  not  have  to  pay  when  he 
invests  abroad,  he  is  plainly  discouraged. 

643.  Professor  Ball : Could  you  relate  that  to  the 

last  words  in  paragraph  9,  in  which  you  say : Given 

this  destruction,  the  fact  that,  owing  to  the  methods 
of  War  finance,  it  has  left  behind  it  an  aftermath  of 
internal  debt,  has  no  direct  effect  on  current  supplies 
of  capital  or  on  the  rate  of  interest.”  Supposing  you 
have  a high  rate  of  Income  Tax,  what  is  the  result 
of  that?  Would  it  not  affect  the  flow  of  foreign 
capital  to  this  country  and  thus  affect  the  interest? — 
Yes,  I agree  with  that.  Then  to  take  paragraph  34 ; 
it  is  sometimes  suggested  that  the  Income  Tax  on 
British  residents  causes  them  to  invest  abroad  instead 
of  at  home.  It  cannot  do  that  unless  they  intend  to  be 
fraudulent,  because  they  have  to  pay  English  Income 
Tax,  under  the  English  law,  on  foreign  investments 
as  well  as  on  home  investments.  Then  paragraph  35 
raises  the  question  whether  Income  Tax  checks 
work  and  enterprise : that  really  depends 

on  the  connection  between  the  amount  of 
satisfaction  a person  reckons  to  get  from  different 
amounts  of  income.  Supposing  that  you  put  a tax  of 
such  a sort  that  a man  only  suffers  the  same  sacrifice 
if  he  earns  a larger  income  as  if  he  earns  a smaller 
income,  that  Income  Tax  will  not  discourage  work 
and  enterprise  at  all,  because  he  is  not  differentiated 
against,  if  he  works  a bit  more. 

644.  Sir  Arthur  Balfour:  The  same  percentage? — 
If  he  suffers  the  same  sacrifice.  I do  not  mean  the 
same  loss  of  money. 

645.  How  are  you  going  to  measure  his  sacrifice? — 
I mean  the  amount  of  satisfaction  that  he  loses.  My 
point  is  this.  Take  a tax  of  10  per  cent.  You  can 
imagine  a state  of  affairs  in  which  a 10  per  cent,  tax 
would  inflict  the  same  sacrifice  on  a man  with  £100 
as  it  does  on  a man  with  £1,000.  If  that  is  so,  a 
proportionate  tax  will  not  inflict  any  greater  sacrifice 
on  a man  when  he  earns  more  than  when  he  earns 
less,  and  so  will  not  discourage  him  from  earning 
more.  But  if  it  is  not  so  and  if  £100  off  a £1,000 
income  means  more  sacrifice  than  £10  off  a £100 
income,  then  the  effect  of  your  Income  Tax  will  be  to 
discourage  a man  from  saving,  because  he  will  find 
that  he  suffers  more  if  he  earns  more. 

646.  There  are  individual  circumstances  which  you 
cannot  measure;  you  cannot  lay  down  any  rules  and 
say  that  it  does  happen? 

Sir  Josiah  Stamp:  You  can  see  it  in  operation? — 
(Witness)  : Yes.  What  really  I am  trying  to  get  at  is 
that  you  cannot  say  how  much,  or  indeed  whether , the 
Income  Tax  will  discourage  work  and  saving  at  all 
until  you  know  both  the  relation  between  the  amount 
of  satisfaction  derived  from  successive  pounds  income 
and  the  scale  of  the  tax.  If  you  know  both  those 


things,  you  can  see  what  the  effect  of  the  Income  Tax 
on  work  and  enterprise  will  be.  But  you  certainly 
do  not  know  the  first  of  those  things. 

647.  Sir  Arthur  Balfour : The  danger  point  is  where 
you  get  to  the  point  where  you  reduce  individual 
effort  because  it  is  no  more  worth  while? — Yes.  The 
point  is  whether  the  tax  will  have  that  result,  and 
the  whole  effect  depends  on  the  connection  between 
the  two  things  I have  named.  It  is  a mathematical 
conception  really  which  is  very  difficult  to  put  into 
words.  But  apart  from  the  mathematical  point, 
there  is  this  practical  point.  I think  there  is  a 
psychological  effect.  People  do  look  at  the  amount  of 
money  and  not  merely  at  the  amount  of  sacrifice 
involved  in  so  much  Income  Tax.  If  you  have  a 
10  per  cent.  Income  Tax,  for  instance,  and  supposing 
the  conditions  are  such  that  £10  off  £100  means  the 
same  real  loss  as  £100  off  £1,000,  in  pure  theory  that 
Income  Tax  ought  not  to  check  work ; but  as  a matter 
of  fact  the  man  will  not  think  about  the  amount  of 
sacrifice;  he  will  think:  “If  I do  an  extra  bit  of 
work,  I have  to  pay  to  the  Government  10  per  cent, 
of  whatever  I earn.”  He  will  be  discouraged  because 
of  the  psychological  way  he  looks  at  it ; but  how 
much  will  he  be  discouraged,  it  seems  to  me  quite 
impossible  to  say. 

648.  Do  you  think  a lower  rate  of  production  in 
almost  every  industry  is  in  any  way  attributable  to 
that  sort  of  thing? — I do  not  see  how  one  can  say. 

649.  Mr.  Lees-Smith : How  far  are  all  these 

tendencies  counteracted  by  the  fact  that  he  will  have 
to  go  on  working  longer  in  order  to  retire  on  a certain 
amount? — Of  course  that  depends  on  how  keen  he  :s 
to  have  a oertain  amount  to  retire  on. 

650.  If  it  is  of  any  importance,  it  is  a counter- 
acting tendency  which  would  act  in  the  opposite 
direction  to  this  discouragement  which  you  are  now 
referring  to? — But  it  would  really  be  included  in  the 
formula.  You  could  include  it,  only  again  it  would 
be  part  of  the  unknown  things. 

651.  So  that  whereas  the  tendency  of  your  remarks 
up  to  the  present  has  been  that  a high  Income  Tax 
is  a discouragement  to  saving,  really  in  fact  you 
could  not  now  give  any  absolute  answer  to  the  question 
whether  it  was  not  rather  more  an  encouragement 
than  a discouragement? — What  I am  really  suggesting 
is  that  you  cannot  tell  whether  it  is  a discouragement 
unless  you  known  certain  facts  about  the  mathematical 
function  connecting  satisfaction  with  income.  You 
cannot  tell,  unless  you  know  things  about  that  which 
you  do  not  know,  whether  it  would  be  an  encourage- 
ment or  not. 

652.  Sir  Josiah  Stamp:  On  balance? — On  balance. 
But  what  suggests  discouragement  on  the  whole  to 
be  probable,  in  our  ignorance  of  all  that,  is  that 
psychologically  people  tend  to  look  at  the  loss  in 
money  rather  than  the  loss  in  real  sacrifice ; and  it  is 
quite  obvious  that  if  there  is  a 5s.  Income  Tax,  a 
man  will  think:  “If  I earn  another  pound,  I will 
only  get  15s.” 

653.  Sir  Arthur  Balfour : So  that  really  very  high 
taxation  is  a form  of  slavery? — It  might  work  either 
way. 

654.  Sir  Josiah  Stamp : Would  you  agree  with  this 

as  a general  observation : that  Mr.  Lees-Smith’s 

point  is  right.  So  far  as  the  maintenance  of  a high 
standard  of  life  is  concerned,  rather  than  give  it  up, 
a man  will  work  a little  longer.  If  I may  use  an 
illustration  which  actually  came  before  me,  of  a 
medical  appointment  worth  £100  which  was  open  to 
two  men,  one  of  whom  was  a doctor  with  a private 
connection  and  a large  practice  earning  £3,000  a year, 
and  the  other  had  £500  a year.  The  psychological 
effect  on  the  man  worth  £3,000  a year  was  that  he  felt 
first  of  all  that  £100  was  not  worth  as  much  to  him  a3 
it  was  to  the  other  man,  and  therefore  he  was  not 
prepared  to  work  as  hard  and  sacrifice  himself  so 
much,  and  the  second  point  was  that  he  did  not  get 
£100,’ but  got  less  than  £50,  while  another  man  would 
get  £90.  Therefore  the  whole  tendency  of  the  very 
high  rate  of  tax  is  to  throw  that  class  of  opportunity 
into  the  hands  of  the  smaller  men.  But  between  the 
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desire  to  work  harder  and  make  up  leeway,  if  there 
is  any  line  to  he  drawn,  it  surely  is  between  main- 
taining what  you  have  got  and  striving  to  get  more  P 
— But  the  difficulty  is  that  you  do  not  know  how  many 
people  there  are  affected  in  that  way,  so  when  you 
try  to  get  the  net  effect  on  the  whole  country,  you 
have  more  or  less  to  guess. 

655.  Mr.  Lees-Smith : That  is  what  I wanted  to  he 
clear  about.  You  do  not  absolutely  say  that  a high 
rate  of  Income  Tax  is  a discouragement  to  saving, 
but  you  say  that  in  some  cases  it  is  a discouragement 
and  in  other  cases  it  is  an  encouragement,  and  von 
are  not  in  a position  absolutely  to  give  a verdict  as 
to  which  is  the  stronger  tendency? — It  would  partly 
depend  on  the  amount  of  the  tax  and  partly  on  the 
form  of  the  graduation.  I do  not  think  anyone  can 
give  a certain  answer. 

656.  Mr.  Bell : I take  it  that  a complete  impoverish- 
ment would  be  a great  incentive? — It  would,  un- 
doubtedly, but  you  have  the  two  things  going  against 
one  another.  If  there  is  a high  tax  and  a man  has 
less  income,  that  tends  to  make  him  work  harder,  but 
on  the  other  hand  he  knows  that  each  unit  of  effort 
he  does,  gives  him  a less  amount  of  money,  and  those 
two  things  have  to  be  balanced,  and  unless  you  know 
facts  which  we  do  not  know,  you  cannot  balance  them 
in  that  particular  oase.  Then  in  paragraph  36,  I sug- 
gest that  the  Income  Tax  is  differential  against 
saving  in  a way  that  does  not  at  first  sight  appear,  in 
that  you  really  tax  saving  doubly.  You  tax  income 
when  it  is  made  and  you  also  tax  the  proceeds  of  the 
saving  when  they  materialise.  That  view  is  not  always 
taken.  I can  illustrate  what  I mean  by  a particular 
case.  Supposing  you  have  a man  who  has  £1,000,  of 
which,  if  there  -were  no  tax  at  all,  he  would  spend 
£500  on  machinery  and  £500  on  pianos  and  things 
like  that;  suppose  that  his  demands  for  those  two 
sorts  of  things  are  exactly  alike.  Then  a non- 
differential tax  which  took  £100  from  him  would 
cause  him  to  spend  £450  afterwards  in  each  of  those 
two  ways.  Income  Tax,  I suggest,  will  be  differential 
against  saving  in  the  sense  that  if  you  take  £100  from 
him  under  Income  Tax,  he  will  no  longer  spend  £450 
in  each  of  those  ways,  but  he  will  be  induced  to  spend 
rather  more  than  £450  on  the  consumable  things  and 
rather  less  than  £450  on  the  machines  because  he  will 
know  that  in  so  far  as  he  spends  the  money  on 
machines,  his  profits  on  those  will  be  subject  to  taxa- 
tion later  on.  In  that  sense,  I suggest  that  an  Income 
Tax  which  includes  savings  is  really  differentia] 
against  savings,  that  it  does  not  leave  the  choice 
between  savings  and  spending  in  the  same  position  as 
it  would  have  been  in  if  there  had  been  no  tax,  but 
that  it  makes  people  rather  less  likely  to  save  than 
they  would  have  been  if  there  had  been  no  tax. 

657.  Mr.  Lees-Smith  : I am  not  now  dealing  with  the 
general  case  of  Income  Tax  affecting  savings;  I am 
dealing  with  this  particular  point  of  the  argument 
you  are  putting.  Do  you  maintain  that  this  fact 
is  realised  and  worked  out  in  the  way  that  you  have 
’worked  it  out  here,  by  a very  considerable  portion  of 
the  taxpayers  of  this  country? — I do  not  know;  I say 
in  so  far  as  the  people  realise  it. 

658.  You  have  been  dealing  with  a good  deal  of 
psychological  conditions.  Is  it  not  in  fact  the  case 
that  one  of  these  psychological  conditions  would 
rather  help  the  revenue  than  discourage  the  tax- 
payer; that  it  is  the  fact  that  it  may  be  realised 
by  economists  but  not  realised  by  the  average  tax- 
payer sufficiently  to  affect  his  actual  policy? — That 
is  difficult  to  say.  I think  it  is  quite  likely  that 
people  do  not  realise  it.  Of  course  I agree  that  so 
far  as  they  do  not  realise  it,  it  does  not  operate.  I 
should  agree  in  general  that  it  would  have  more  effect 
if  more  people  were  economists. 

659.  Sir  Charles  Addis : But  where  it  is  known  and 
where  a man  wishes  to  provide  for  his  family,  for 
example,  it  would  be  rather  an  incentive  to  a man 
to  save  more,  would  it  not? — Yes. 

660.  So  that  even  there  there  is  a counteracting 
effect? — Yes,  if  a man  is  determined  to  provide  a 
certain  income  for  his  family,  I agree.  Then  in 
paragraph  37  I suggest  that  there  is  a further 


definite  differentiation  against  saving.  The  taxation 
of  unearned  income  at  a higher  rate  and  the  existence 
of  Death  Duties  are  both  differential  against  saving 
and  would  probably  discourage  it  to  some  extent. 
But  against  that  you  have  to  set  the  fact  that  a very 
large  proportion  of  saving  is  made  more  or  less 
automatically  by  rich  people  who  save  what  is  left 
over  and  probably  are  not  affected  much  either  way. 
So  while  I do  not  think  you  can  say  how  much  any 
given  scheme  of  differential  taxes  will  actually  stop 
saving;  there  is  no  doubt  that  in  the  English  system 
there  is  a certain  amount  of  differentiation  against 
saving.  With  regard  to  exempting  savings,  I suggest 
that  there  are  several  practical  difficulties. 
Supposing  that  you  exempt  savings  from  Income  Tax, 
it  would  be  very  easy  for  a person  to  save  one  year 
and  buy  securities  and  get  an  exemption  from  Income 
Tax  on  the  strength  of  that,  and  then  another  year, 
more  or  less  secretly  to  sell  those  securities  and  use 
the  proceeds  as  income.  Then  there  would  also  be 
the  other  objection  from  the  side  of  distribution,  that 
as  a matter  of  fact  the-  people  who  save  most  are 
naturally  the  richest  people,  so  that  if  you  exempted 
savings  from  Income  Tax  you  would  be  exempting  a 
lot  of  very  rich  people.  If  you  had  one  man  with 
£10,000  a year  and  another  man  with  £1,000  a year, 
and  the  £10,000  a year  man  saved  £9,000,  it  would 
seem  very  paradoxical  to  tax  him  only  the  same  as  the 
man  with  £1,000  a year. 

661.  You  do  not  think  it  is  practicable  to  divide 
the  tax  in  such  a way  that  part  falls  upon  income 
and  part  falls  upon  expenditure,  leaving  free  from 
taxation  that' part  of  the  income  which  is  not  spent? 
— That  is  exemption  on  saving. 

662.  Yes,  making  necessary  allowances  for  children 
and  for  other  things  of  that  kind? — My  difficulty  in 
practice  is  how  you  are  going  to  make  certain  that 
you  will  not  be  defrauded  in  the  ways  mentioned. 
You  might  be  able  to  get  over  it;  I do  not  know. 

663.  That  is  the  biggest  difficulty  that  you  see? — 
That  is  an  administrative  difficulty,  on  which  I have 
uo  knowledge.  It  appears  to  me  to  be  insuperable ; 
but  there  may  be  ways  of  getting  over  it. 

664.  Mr.  Bell : It  would  be  overtaken  by  a tax  on 
expenditure  ad  hoc? — You  might  contrive  what  would 
be  in  fact  an  exemption  on  saving  by  a tax  on  specific 
articles  of  expenditure.  A tax  on  each  item  of  expen- 
diture would  be  in  effect  an  Income  Tax  from  which 
saving  was  exempt,  but  it  would  be  almost  impossible 
to  graduate  a tax  of  that  sort.  If,  in  order  to 
exempt  savings,  you  had  to  abandon  graduation,  I 
would  much  rather  stick  to  graduation  and  not 
exempt  savings. 

665.  Sir  Josiah  Stamp:  Assuming  for  a moment 
that  there  were  no  administrative  difficulties,  on  the 
theoretical  side  of  the  question  of  distribution  in  the 
case  you  gave,  would  you  be  satisfied  if  the  rate  of 
tax  were  decided  by  reference  to  total  income  but 
not  the  amount  of  the  tax;  that  is  to  say,  that  the 
man  with  £10,000  would  be  charged  a lot  more  because 
the  rate  on  £10,000  was  more,  but  he  would  only  pay 
on  the  £1,000.  Would  that  to  your  mind  be  a satis- 
factory theoretical  result?  It  has  been  put  forward 
as  an  intermediate  process. 

Sir  Charles  Addis : Do  I understand  that  the  sug- 
gestion is  that  the  rate  of  tax  should  differ  with  the 
income  ? 

Sir  J osiah  Stamp : Yes ; the  point  is  this.  Sup- 
posing you  were  to  allow  the  exemption  of  savings, 
it  is  suggested  that  that  would  be  theoretically  unfair 
on  the  principle  of  sacrifice,  because  obviously  two 
men  are  not  in  the  same  position  where  they  happen 
to  spend  £1,000,  where  one  man  has  an  income  of 
£10,000  and  the  other  an  income  of  £1,000.  But  it 
is  said  that  could  be  got  over  theoretically  if  you 
charged  one  man  on  £1,000  at  the  rate  of  £10,000. 
Supposing  it  was  2s.  in  the  £ for  one  and  10s.  in  the 
£ for  the  other  ? — ( Witness ) : That  would  corn©  arith- 
metically to  the  same  thing  as  sticking  to  one  rate  and 
charging  it  on  a,  certain  proportion  of  whait  was  saved. 
Even  then  you  would  be  letting  off  the  rich  man  easily. 
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It  seems  to  me  that  is  one  of  the  cases  in  which  you 
have  to  balance  your  distribution  against  the 
production  effect. 

666.  Professor  Hall : Supposing  you  had  one  tax 
upon  income  and  one  tax  upon  expenditure,  would 
you  not  then  get  at  the  man  with  £10,000  in  com- 
parison with  the  man  with  only  £1,000  income? — You 
might  get  at  him  in  this  way.  If  you  tack  on  to  your 
Income  Tax  a system  of  high  taxes  on  luxurious 
expenditure,  for  instance,  taxes  on  expensive  motor- 
cars and  things  like  that,  then  you  would  differentiate 
between  your  rich  man  who  spent  a lot  and  your  rich 
man  who  saved  a lot,  but  it  may  be  at  the  cost  of 
being  too  favourable  to  the  rich  man  as  against  the 
poor  man. 

667.  So  you  mean  that  the  effective  method  is  to 
tax  particular  commodities.  You  mentioned  motor- 
cars?— Luxury  taxes,  I think. 

668.  Not  general  expenditure,  but  particular  com- 
modities?— I think  that  would  help  to  get  over  the 
distribution  difficulty. 

669.  Sir  -Josiah  Stamp:  We  are  not  flogging  an 
absolutely  academic  point  here,  because  we  know  that 
one  of  the  dangers  is  that  we  might  be  altering  the 
whole  economic  position.  It  has  been  put  forward  that 
we  might  check  saving,  or  encouraging  the  rich  to 
save,  by  treating  in  the  same  way  two  men  with 
£50,000  a year  if  one  is  prepared  to  stint  himself  to 
save  £20,000.  Have  you  any  suggestions  whereby  as 
a practical  matter  we  could  encourage  the  man  who 
wants  to  save  £20,000  and  give  him  some  kind  of 
differential  treatment?  For  instance,  just  as  life 
assurance  is  allowed  up  to  one-sixth  of  the  income, 
you  might  allow  a rebate  on  the  total  Super-tax  in 
respect  of  a limited  amount  of  saving.  There  is,  of 
course,  the  question  of  distribution  again ; you  have  to 
balance  it? — It  is  difficult  to  say  how  one  could 
balance  it,  though  as  a general  principle  I do  think  it 
is  important  to  do  something  towards  encouraging 
saving.  But  I find  a difficulty  in  making  an  exact 
balance. 

670.  It  is  done  at  present  for  life  assurance? — There 
is  a suggestion  that  it  might  be  extended  to  undistri- 
buted profits. 

671.  Sir  Alan  Anderson : In  public  companies? — 
Yes.  Some  people  say  that  you  ought  to  exempt  un- 
distributed profits  from  Income  Tax,  which  means,  of 
course,  in  effect,  that  you  exempt  from  Income  Tax 
that  part  of  people’s  income  that  the  directors  re- 
invest for  them  before  distributing  any  dividend. 

672.  Actually  to  charge  the  Income  Tax  and  not 
Super-tax  on  the  large  reserves  of  big  companies 
would  be  some  direct  encouragement  towards  national 
saving? — Yes.  It  might  be  suggested  that  you 
should  exempt  the  undistributed  profits  altogether, 
hut  that  would  differentiate  in  favour  of  a particular 
kind  of  saving.  Of  course,  an  alternative  way  of 
encouraging  saving  would  be  not  to  exempt  it 
altogether,  but  to  exempt  the  proceeds  of  saving  for 
a certain  time.  For  instance,  you  might  say  that  a 
person  who  put  up  a house  should  not  have  to  pay 
Income  Tax  in  respect  of  the  value  of  that  house  for 
a certain  period,  but  that  would  be  administratively 
very  difficult. 

673.  It  has  been  suggested  that,  if  a man  saves 

money,  the  income  during  his  lifetime  from  this 
saving  should  be  charged  at  a lower  rate;  but  I sup- 
pose, however,  desirable  that  may  be,  it  is  almost 
impossible  in  practice? — Yes.  Paragraph  39  deals 

with  the  difficulty  that  at  a certain  point  savings  and 
spending  cannot  really  be  distinguished  in  their  effects 
on  future  production.  Because  it  comes  to  much  the 
same  thing  if  you  invest  in  a machine  that  produces 
£5  a year  or  if  you  invest  in  a person’s  education  that 
produces  in  him  qualities  that  will  yield  £5  a year. 
But  investment  on  education  is  called  spending,  invest- 
ment on  a machine  is  called  investment.  So  if  you 
were  to  treat  technical  saving  with  special  favour, 
it  would  be  very  difficult  to  see  why  you  should  not 
also  treat  these  other  things  which  are  not  called 
saving  but  have  the  same  effect  as  saving  on 
production. 


674.  Professor  Hall : Could  you  not  make  an 

allowance  for  those? — You  might,  but  I think  it  is 
important  to  notice  that  they  really  come  to  much 
the  same  from  the  point  of  view  of  production.  The 
future  yield  of  £100  spent  on  education  is  very  likely 
quite  as  big  as,  and  it  may  be  a great  deal  bigger 
than,  the  yield  of  £100  spent  on  making  a machine. 
It  is  the  same  thing  with  regard  to  money  spent  on 
food  and  other  necessary  things. 

675.  Mr.  Lees-Smith : In  paragraph  13  with 

reference  to  internal  debt  you  say : ‘ 1 the  process 
of  carrying  out  the  transference  has  injurious  dynamic 
consequences.”  Would  you  develop  that  further? 
Let  me  explain  the  point  I want  you  to  address  your- 
self to.  The  payment  of  interest  on  internal  debt  is 
broadly  the  payment  by  what  one  might  call  active 
factors  of  production  to  passive  constituents,  as  it 
were.  Ts  that  an  important  distinction?  Do  you 
think  that  that  fact  in  itself  reduces  the  productive 
efficiency  of  the  community? — Is  not  the  real  point 
whether  the  people  who  receive  the  money  are  more 
likely  to  save  it  than  the  people  from  whom  it  is 
taken  in  taxes?  If  you  take  £100  from  a man  who 
would  have  spent  it  and  pay  off  War  Loan,  and  if 
the  man  who  gets  that  £100  repaid  for  his  War  Loan 
invests  it,  then  you  will  increase  capital  and  so 
indirectly  increase  production ; whereas,  on  the  other 
hand,  if  you  take  your  £100  from  somebody  who  would 
have  saved  it  and  pay  off  War  Loan  to  a spendthrift 
who  spends  it  you  would  decrease  production. 

676.  There  is  the  other  factor,  that  you  are  taking 
your  £100  from  a man  who  is  earning,  and  that 
diminishes  his  desire  to  continue  working  and  there- 
fore weakens,  the  active  and  productive  energies  of 
the  nation  as  a whole? — Yes,  if  it  is  taken  by  Income 
Tax. 

677.  What  I am  trying  to  get  at  now  is  the  effect 
of  the  payment  of  interest  on  war  debt  upon  our 
total  capacity.  Broadly  I take  it  that  it  is  a payment 
from  the  active  and  working  factors  in  the  community 
to  the  passive  factors  in  the  community.  Is  not  that 
in  itself  injurious  to  the  general  production  of  the 
community? — The  way  I put  it  would  be  this.  In 
order  to  provide  the  money  for  the  War  Loan  owners 
you  have  not  merely  to  take  your  £100  from  the  active 
factors,  but  you  have  to  let  these  people  know  that 
if  they  go  on  working  they  will  be  subject  to  an 
Income  Tax,  and  so  far  as  that  discourages  them  from 
working  and  saving  you  do  check  productivity. 

678.  Is  it  possible  either  by  a formula  or  by  any 
other  process  to  arrive  at  any  conclusion  as  to  how 
far  the  payment  of  this  £350,000,000  a year  of 
interest  has  an  effect  upon  the  distribution  of  wealth  ? 
Could  you  contend,  for  example,  that  wealth  is  more 
unequally  distributed  as  a result  of  that  payment 
than  it  would  be  otherwise? — That  depends  on  how 
the  War  Loan  holdings  are  distributed  on  the  one 
hand  and  how  the  tax  burdens  are  distributed  on  the 
other. 

679.  I could  not  be  accurate  as  to  the  figures,  but  I 
believe  • broadly  that  in  spite  of  all  the  Savings 
Certificates  it  would  not  be  very  far  from  the.  truth 
to  say  that  about  90  per  cent,  of  the  War  Loan  is  held 
by  one-tenth  of  the  population.  Assume  that  to  be 

so? Assuming  that  to  be  so,  there  is  an  alteration  of 

distribution,  but  I think  one  has  to  make  a distinc- 
tion between  what  has  been  done  in  finance  and  what 
has  been  done  in  actual  fact.  At  present  people 
have  to  pay  Income  Tax  to  the  owners  of  War  Loan 
because  there  has  been  a war.  It  depends  on  what 
you  are  contrasting  If  you  are  contrasting  what  has 
happened  and  what  would  have  happened  if  theie 
had  not  been  a war,  then  the  position  is  that  the 
richer  people  would  not  have  used  up  their  resources 
in  the  war  and  would  probably  have  invested  them 
in  something  else.  The  actual  amount  of  the  trans- 
ference from  poor  people  to  rich  people  now  does  not 
make  things  so  much  different  from  what  would  have 
happened  if  there  had  been  no  war.  The  fact  of 
what  happened  in  the  war  as  well  as  the  fact  of  the 
financial  method  of  dealing  with  it  would  have  to  be 
taken  together  there. 
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6 SO.  On  the  question  of  the  use  of  War  Loan  as 
collateral  for  bank  advances,  do  you  think  as  an 
impartial  economist  that  it  would  be  a great  advantage 
if  there  were  less  of  this  collateral?  What  I refer  to 
is  the  fact  that  a year  or  two  ago  in  the  House  of 
Commons  there  Were  continual  complaints  being  made 
that  banks  were  lending  money  too  freely  and  it 
would  have  been  a good  thing  if  there  had  not  been 
so  much  collateral  on  which  they  could  lend.  Do 
you  think  that  an  amount  of  collateral  which  does 
not  represent  any  additional  real  work  for  the 
country  would  be  injurious  to  industry? — I do  not 
think  there  is  very  much  in  that;  it  does  not  make 
much  difference.  In  so  far  as  destroying  this 
collateral  causes  a deflation  of  currency,  whether  it 
is  desirable  or  not  depends  on  the  time  when  it 
happens.  It  would  be  obviously  desirable  to  have 
deflation  of  the  currency  at  a time  when  everything 
was  booming. 

681.  If  that  collateral  had  not  been  there  we  might 

ha,ve  had  an  inflation  of  the  currency? Yes,  it 

might  have  been  a good  thing  at  that  time,  but,  on 
the  other  hand,  to  do  anything  which  would  cause 
a deflation  of  the  currency  now  would  be  a different 
affair.  I do  not  think  one  could  answer  it  in  a 
general  way. 

682.  Mrs.  Wootton:  Would  you  agree  that  the 

amount  of  available  collateral  is  not  by  any  means 
the  only  thing  which  determines  the  amount  of  bank 
credits? — Of  course. 

683.  Does  it  not  come  to  this,  that  if  repayment 
of  War  Loan  reduces  the  amount  of  available 
collateral,  that  is  not  so  much  an  argument  for  or 
against  repaying  on  a large  scale  as  an  argument 
for  choosing  your  time  to  repay?— Yes,  it  is  more 
an  argument  for  choosing  your  time.  I do  not  think 
is  is  much  of  an  argument  anyway.  So  far  as  I can 
judge  the  importance  of  that  has  been  exaggerated. 

684.  Do  you  think  it  has  been  exaggerated  in  regard 
to  all  proposals  for  repayment,  either  by  increased 
Sinking  Fund  or  by  earmarking  Death  Duties,  .as  is 
sometimes  proposed?— Yes,  I do  not  think  it  matters 
what  the  method  is. 

685.  Nor  the  size  of  the  proposal?— So  far  as  it 
lias  a deflationary  effect,  it  would  have  a bigger 
deflationary  effect,  the  bigger  the  amount  of  the 
collateral  destroyed. 

686.  Then  again  it  may  be  largely  met  by  choosing 
your  time  for  repayment  or  adjusting  the  amount  of 
youi  i epayment  at  different  times  in  accordance  with 
whether  you  want  to  deflate  or  inflate?— Yes.  So  far 
as  it  has  a deflationary  effect  there  is  obviously  much 
more  to  be  said  for  doing  it  when  there  is  a boom. 

687.  On  the  question  of  funding,  you  say  in  para- 
graph 15  rather  tentatively  that  “ The  plea  that 
tlw  funding  of  Treasury  Bills  by  an  issue  to  the  public 
of  Treasury  Bonds  has  a large  deflationary  effect  is 
unconvincing.”  I suppose  you  would  agree  that  that 
depends  very  largely  on  the  conditions  of  the  credit 
situation  at  the  time.  As  you  worked  it  out  in  argu- 
ment it  appeared  that  it  gets  to  very  much  the 
condition  it  was  in  originally,  and  the  question  is 
whether  the  bank  will  or  will  not  re-lend  the  funds 
which  are  set  free  from  Treasury  Bills.  Is  not  that 
the  case?— I would  not  put  it  quite  like  that.  My 
suggestion  was  that  when  the  time  was  convenient 
for  issuing  Treasury  Bonds  the  presumption  was  that 
at  that  time  there  would  he  a certain  amount  of 
deflation  going  on  anyway,  so  I would  not  exactly  say 
that  by  choosing  the  time  rightly  you  could  make  the 
deflationary  effect  of  Treasury  Bonds  less;  but  in 
practice  you  would  not  be  likely  to  choose  a time  for 
issuing-  Treasury  Bonds  except  when  there  would  be 
deflation  going  on  in  any  case. 

688.  You  think  the  freedom  of  a Government  for 
determining  funding  is  very  largely  limited?— It 
depends  on  the  terms,  of  course. 

689.  You  can  choose  the  time  when  funding  is  likely 
to  he  deflationary? — When  there  is  likely  to  he  a 
tendency  towards  deflation.  My  suggestion  is  that  it 
is  not  the  funding  which  causes  deflation  very  much. 

690.  They  are  different  effects  of  the  same  cause? — 
Yes. 


691.  That  would  rather  limit  the  possibility  of  fund- 
ing as  a means  of  dealing  with  the  debt,  would  it 
not? — Yes,  I think  you  would  have  to  choose  your 
time  to  fund  Treasury  Bills  certainly. 

692.  And  you  are  rather  in  a cleft  stick  in  so  far 
as  the  time  that  is  convenient  for  doing  it  is  a time 
of  lack  of  confidence  and  therefore  a time  when  you 
are  likely  to  get  deflationary  effects  as  a result  of 
funding.  Is  it  not  the  case  that  the  time  when  it  is 
easy  to  fund  is  also  a time  when  perhaps  it  is  very 
disadvantageous  to  fund? — That  implies  the  deflation- 
ary effect  from  funding  itself,  but  I suggest  there  is 
not  much  of  that,  that  the  main  thing  is  that  they 
both  tend  to  go  together.  But  so  far  as  there  is  a 
deflationary  effect  what  you  say  is  true. 

693.  It  would  be  at  its  maximum  at  the  time  when 
funding  was  easy? — Yes;  there  would  be  some  effect 
then  if  there  is  any  at  all.  My  suggestion  is  that 
there  is  not  very  much  effect.  I am  very  diffident 
about  that,  but  that  is  my  suggestion. 

694.  In  paragraph  10  you  only  make  one  positive 
statement,  I think,  under  the  heading' of  internal 
debt.  You  say  that  indirectly  the  internal  debt  pro- 
duces a small  effect  in  so  far  as  the  transference  in- 
volved in  the  service  of  the  debt  is  from  people  more 
willing  and  able  to  save  to  people  less  willing  and 
able  to  save  or  vice  versa.  The  only  positive  state- 
ment in  that  is,  I think,  contained  in  the  word 
“ small,”  that  is  to  say,  you  do  not  commit  yourself 
to  saying  whether  the  net  effect  of  the  debt  is  to 
encourage  or  discourage  saving,  but  you  do  sa.y  that 
the  effect  will  be  small  either  way.  Could  you  give 
us  any  reasons  for  supposing  that  the  effect  would  bo 
small? — What  I am  suggesting  is  that  there  is  no 
direct  effect  on  current  supplies  of  capital.  There 
may  he  an  indirect  effect  in  so  far  as  the  money  is 
transferred  from  people  who  would  save  more  to 
people  who  would  save  less.  I suppose  the  reason  for 
saying  “ small  ” is  that  the  total  amount  transferred 
in  a year  including  interest  and  Sinking  Fund 
together  is  only  some  £350,000,000.  That  is  a small 
quantity ; it  is  roughly  equivalent  to  the  total  savings 
of  everybody  out  of  all  the  nation’s  income.  It  is  a 
small  part  of  the  total  amount  from  which  savings 
come. 

695.  So  that  the  levying  of  taxation  in  order  to 
meet  interest  on  the  debt  or  to  repay  the  debt  does 
not  have  any  serious  effect  on  the  amount  nationally 
saved  even  if  it  is  supposed  that  the  debt  holders  are 
very  different  in  their  actions  from  the  taxpayers  from 
whom  the  money  comes? — When  you  say  to  repay  the 
debt  I assume  you  mean  to  repay  the  debt  on  the  sort 
of  scale  on  which  it  is  repaid  now,  when  it  is  a matter 
of  £350,000,000  a year  including  interest  and  Sinking 
Fund. 

696.  You  think  the  effect  is  small?— The  whole 
effect  is  the  difference  in  the  proportion  of  this 
£350,000,000  that  will  be  saved  by  the  new  people 
who  get  it  as  compared  with  the  other  people  from 
whom  it  is  taken.  Supposing  a normal  person  saves 
one-tenth  of  his  total  income.  That  makes  only 
£35,000,000  altogether,  and  the  difference  on 
£35,000,000  would  not  be  likely  to  he  more  than  a few 
millions. 

697.  There  is  no  particular  evidence,  I suppose,  to 
show  what  the  actions  of  the  debt  holders  are  likely 
to  he  in  regard  to  saving  as  compared  witli  the  actions 
of  the  people  from  whom  the  money  comes.  There  is 

practically  no  evidence  on  the  relative  saving? I 

think  there  is  just  this,  so  far  as  you  are  dealing  with 
Sinking  Fund  and  not  with  interest.  Ten  people  pay 
£100  towards  tax,  which  is  going  to  the  Sinking  Fund 
to  pay  £1,000  out  to  somebody  else.  Those  people  who 
pay  £100  as  taxation  are  more  likely  to  pay  it  out  of 
income  than  the  people  who  get  the  £1,000  in  repay- 
ment of  their  War  Loan  are  likely  to  regard  that  as 
income.  So  far  as  that  is  the  case  the  transference 
would  tend  to  increase  the  amount  of  saving. 

698.  That  refers  to  repayment? — To  Sinking  Fund, 
not  to  interest. 
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699.  On  interest  there  is  no  difference  whatever? — 
I would  not  be  prepared  to  make  any  guess  about  it, 
but  I think  about  Sinking  Fund  there  is  that  point. 

700.  Therefore  if  you  have  a Sinking  Fund  on  a 
■very  extensive  scale  that  Sinking  Fluid  is  probably 
advantageous  to  national  saving  rather  than  dis- 
advantageous?— I should  think  probably  its  direct 
effect  was. 

701.  But  you  have  to  put  against  that  any  in- 
direct effect  of  discouragement  due  to  the  taxes? — 
Yes. 

702.  There  is  one  other  question  which  I think  is 
related  to  that.  That  is  the  question  in  regard  to 
the  assessment  of  the  Income  Tax.  You  have  put 
before  us  the  argument  that  in  theory  it  does  not 
make  any  difference  whether  the  tax  is  assessed  on 
income  or  assessed  on  capital;  m either  case  it 
trenches  on  potential  capital,  but  that  in  the  case  of 
Death  Duties  it  is  more  likely  that  it  will  actually 
be  paid  out  of  capital? — That  a larger  portion  of  it 
will  be  paid  out  of  capital. 

703.  In  so  far  as  Death  Duties  are  used  for  interest 
on  the  debt  and  for  Sinking  Fund  they  will  get  into 
the  hands  of  the  War  Loan  holders  either  in  the  form 
of  interest  or  in  the  form  of  repayment,  and  there  is 
no  distribution  of  capital,  no  trenching  on  potential 
capital  involved.  In  raising  Death  Duties  the  loss  of 
capital  may  be  made  good  when  the  funds  made  by 
Death  Duties  are  paid  over  to  the  debt  holders? — 
Certainly. 

704.  Would  you  be  inclined  to  say  that  probably  it 
is  so  balanced  or  do  you  think  there  is  not  enough 
evidence? — It  is  difficult  to  say.  That  implies  some 
distribution  in  one’s  mind  as  to  what  taxes  go  to 
finance  the  war  debt  and  what  go  to  other  purposes. 

705.  At  present  you  have  no  ear-marking  of  any 
particular  tax  for  the  purpose  of  war  debts ; but 
having  regard  to  the  proportion  which  the  revenue 
raised  on  Death  Duties  bears  to  the  whole  tax  and 
revenue,  do  you  think  it  is  likely  you  would  get  a 
net  loss  of  potential  capital? — You  mean  that,  sup- 
posing £1,000  from  Death  Duties  is  paid  out  of 
capital  and  is  then  used  to  pay  back  war  debt  the 
odds  are  in  favour  of  re-investment.  I should  think 
that  is  quite  likely. 

706.  The  point  that  I am  getting  at  is  that  there 
must  be  a great  deal  of  feeling  that  Death  Duties 
are  particularly  injurious  to  the  national  capital 
because  you  take  proceeds  of  Death  Duties,  a part  of 
which  come  out  of  capital,  and  pour  them  into  your 
general  revenue  and  use  them  for  revenue  purposes. 
What  I want  to  get  at  is  whether  there  is  much  in 
that  point  and  whether  you  do  not  gain  as  much 
on  the  swings  as  you  lose  on  the  roundabouts? — I 
think  any  tax  the  proceeds  of  which  are  reinvested 
is  a gain  to  national  capital  so  far  as  the  tax  does 
not  come  out  of  capital ; and  is  neutral  so  far  as  it 
does.  But  perhaps  I ought  to  add  that  in  what  I 
said  about  Death  Duties  I did  not  say  anything  about 
their  indirect  effects.  One  cannot  make  a case  out 
against  Death  Duties  on  the  ground  that  a large  pro- 
portion of  them  is  paid  out  of  capital  without  taking 
into  account  the  fact  that  from  the  point  of  view  of 
discouraging  future  saving  Death  Duties  are  rather 
a good  form  of  taxation,  in  that  people  are  probably 
not  discouraged  from  saving  bjr  thinking  of  the  Death 
Duties  as  they  are  by  thinking  of  an  Income  Tax  on 
unearned  income. 

707.  If  you  take  into  account  the  direct  and  indirect 
effect  together  you  do  not  think  Death  Duties  are 
more  injurious  than  Income  Tax? — No.  I am  not 
opposed  to  Death  Duties  as  such.  It  depends  on  the 
amount,  of  course. 

708.  You  do  not  regard  them  as  more  injurious 
than  Income  Tax? — It  is  very  difficult  to  say.  I 
should  not  be  inclined  to  say  so. 

709.  Sir  Josiah  Stamp : With  regard  to  the  last  few 
words  of  paragraph  3,  Jrou  say  that  a consistently 
maintained  policy  of  providing  for  the  service  of  the 
debt,  including  Sinking  Fund,  must  strengthen  con- 
fidence. That  must  be  partly  dependent  on  the  way 
in  which  you  tax.  You  might  say:  “ We  will  get 


confidence  by  paying  off  another  £50,000,000  a year,” 
but  you  might  destroy  that  very  confidence  by  your 
methods  of  taxation? — Yes. 

710.  And  there  is  a point  where  you  have  to  drop 
the  one  because  of  the  disadvantage  of  the  other? — 
Yes. 

711.  If  your  only  way  of  getting  the  Sinking  Fund 
is  to  go  to  delicate  and  disputed  sources  of  taxing 
which  destroy  confidence  one  would  balance  the  other? 
— Yes. 

712.  In  paragraph  4 you  say  that  the  service  of  the 
external  debt  involves  the  actual  withdrawal  of  goods 
from  the  country.  Would  you  agree  that  to  make 
that  really  complete,  in  our  case  at  any  rate,  you 
would  have  to  say,  11  and  also  leaving  goods  abroad 
that  we  might  have  received  ”? — Yes. 

713.  With  regard  to  the  argument  in  paragraph  11 
about  the  fallacy  in  supposing  that  because  you  with- 
draw certain  funds  by  way  of  taxation  and  then 
repay  the  debt  you  therefore  destroy  capital,  would 
you  look  at  that  from  the  point  of  view  not  merely 
of  the  quantitative  quantities  of  the  sums  present  on 
the  one  hand  and  the  sums  extracted  on  the  other, 
but  from  the  point  of  view  of  the  qualitative 
differences  of  the  capital  so  produced?  Will  you  agree 
that  one  of  the  elements  in  our  success  from  the  sociaL 
and  industrial  point  of  view  has  been  the  class  of 
hard  working  and  intelligent  manufacturer  in  a 
private  business  who  by  living  lean  and  hard  and 
saving  from  his  profits  and  extending  his  business 
where  he  has  seen  useful  opportunities,  has  been  able 
to  build  up  British  industry.  I take  particularly  the 
way  in  which  the  Leicester  hosiery,  the  Nottingham 
lace  and  Yorkshire  textiles  have  been  built  up  by 
private  individuals  with  confidence  in  themselves  and 
their  own  foresight,  saving  their  own  money  and 
extending  their  own  businesses  from  time  to  time. 
Will  you  consider  the  case  of  a considerable  tax,  say 
£10,000,  taken  away  from  Mr.  Smith,  who  would 
have  seen  a very  fine  opportunity  of  extending  his 
own  business.  That  is  taken  away  from  him  and  finds 
its  way,  through  the  Government,  to  Mr.  Jones  who 
is  a War  Loan  holder  or  a trustee  if  you  like,  and 
who  finds  his  £10,000  of  War  Loan  redeemed.  It  is 
perfectly  true  that  the  capital  available  in  England 
is  exactly  the  same  as  before ; there  is  a man  with 
£10,000  wanted  in  his  business,  and  there  is  another 
man  with  £10,000  to  play  with.  But  there  is  a very 
great  gap  between  the  two  which  will  make  it  difficult 
for  one  to  be  reached  by  the  other.  First  of  all 
Mr.  Jones  does  not  want  an  investment  in  anyone’s 
private  business ; he  wants  another  investment  on  the 
same  lines  as  his  last,  a gilt-edged  investment.  That 
is  an  alteration  of  the  quality  though  the  quantity 
will  remain  the  same.  Will  that  money  that  repays 
War  Loan  under  the  existing  methods  become  readily 
available  for  the  class  of  Mr.  Smith  who  can  hardly 
convince  his  own  bank  of  the  value  of  his  credit; 
will  it  become  available  to  him  on  any  large  scale? 
Are  you  not  interfering  with  all  those  businesses  that 
cannot  use  the  company  promoter  and  cannot  float 
themselves  to  get  the  capital  that  is  really  essential 
to  them?  I want  to  ask  you  whether  you  have 
addressed  yourself  to  the  importance  of  qualitative 
distinction? — Of  course  that  is  important,  but  it  is 
difficult  to  say  how  important. 

714.  What  I want  to  know  from  you  is  whether 
you  are  drawing  a theoretical  barrier  between  the 
two  or  whether  you  think  the  existing  channels  of 
money-lending  are  sufficiently  free  and  frictionless 
to  allow  the  whole  of  that  capital  to  get  back  where  it 
was  wanted? — I think  it  is  clear  that  the  whole  of 
it  would  not  get  back. 

715.  Will  not  that  have  the  effect  of  enlarging  the 
margin  of  difference  between  ordinary  risk-taking 
capital  and  gilt-edged  capital?  Will  there  not  be  an 
increased  supply  into  the  existing  reservoir  of  trustee 
investments  and  securities  and  a lack  or  supplies  in 
the  ordinary  risk-taking  industrial  enterprise? — 
There  would  be  a danger  of  that.  You  are  thinking 
of  a larger  scale  of  debt  reduction  than  the  present? 

D 3 


47800a 


54 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


b May,  1924.]  Professor  A.  C.  Pigotj.  [ Continued . 


71C.  Any  considerable  reduction  of  debt? — What  I 
was  thinking  of  was  the  payment  of  interest  and 
sinking  fund  on  the  present  scale.  Your  argument 
is  much  more  forcible  in  respect  of  a big  levy  than 
it  is  in  respect  of  a small  one. 

717.  You  think  it  is  unimportant  on  a small  scale 
but  it  might  become  important  on  a large  scale? — 
1 have  not  really  gone  into  it,  but  it  clearly  would  be 
more  important  on  a large  scale. 

718.  It  is  said  it  is  not  destroyed  because  it  is 
transferred  from  one  to  another.  Would  not  there 
be  a check  to  industry  likely  to  arise  from  that? — 
There  certainly  would  be  a danger  of  that. 

719.  Mr.  Lees-Smitli : Would  not  economic  theory 
in  that  case  say  that  the  returns  from  ordinary  shares 
and  similar  investments  will  return  to  trustee  and 
gilt-edged  investments,  and  therefore  that  in  itself 
would  correct  the  effect? — Yes,  but  there  would  be 
a lag. 

720.  Mr.  Bell:  As  I understood  it  there  were  no 
shares  in  this  case. 

Mr.  Lees-Smitli : I am  presuming  you  were  not 
confining  yourself  to  what  happens  in  a private 
business.  I am  talking  of  investments  of  that  sort. 

Mr.  Bell : Sir  Josiah  was  talking  of  Mr.  Smith  and 
Mr.  Jones. 

Sir  J osiah  Stamp : I am  not  concerned  with 

ordinary  shares  that  can  be  sold  and  gilt-edged 
securities;  I am  concerned  with  a private  man  or  a 
small  company  whose  shares  have  a very  limited 
market? — ( Witness ) : The  whole  point  is  that  there 
will  be  a certain  amount  of  friction  which  will  prevent 
this  theoretical  adjustment  happening,  and  the  ques- 
tion is  how  important  the  friction  is  practically. 

721.  You  would  get  an  increased  margin  of 
difference  in  the  two  classes  on  any'  considerable 
scale? — Yes;  how  long  it  would  last  is  a question. 

722.  It  would  set  up  tendencies  which  would  tend 
to  correct  it? — Yes. 

723.  Mr.  Lees-Smith : I want  an  answer  on  the 
theory  of  this.  Does  the  answer  depend  on  the 
question  whether  this  money  is  taken  out  of  a business 
which  has  shares?  Would  not  economic  theory  say 
that  equally  in  the  long  run  it  would  tend  to  be 
corrected  even  if  it  is  taken  out  of  a private  business  ? 
— If  you  mean  by  economic  theory,  an  economic 
theory  which  assumes  no  friction ; but  the  whole  point 
is  that  there  is  friction.  Economic  theory  ought  to 
take  account  of  friction,  as  far  as  it  can,  and  it  is 
very  difficult  to  take  account  of  it.  All  I can  say  is 
that  it  will  be  of  importance,  and  peoxile  who  have 
experience  will  be  able  to  say  how  much  importance 
it  will  have,  better  than  academic  people. 

724.  Would  there  be  forces  correcting  this  and 
therefore  diminishing  the  friction? — It  is  the  same 
sort  of  question  as  to  what  happens  to  a tax  on  the 
occupier.  It  tends  to  be  shifted  in  certain  ways,  but 
the  shifting  may  be  very  much  delayed  by  various 
sorts  of  friction.  To  determine  the  importance  of  the 
friction  involves  a lot  of  detailed  practical  knowledge, 
which  I have  not  got. 

725.  Sir  J osiah  Stamp : Has  it  never  been  your 
experience  to  talk  to  a manufacturer  in  that  position 
who  is  paying  a large  sum  of  money  in  Income  Tax 
and  Super-tax  and  who  says:  “But  for  this,  in  the 
old  days  I would  have  extended  my  business,  but  I 
pay  this  money  over  and  therefore  I am  restricted 
and  not  extending  as  I want  to  ” ? It  is  very  cold 
comfort  to  him  to  say:  “You  need  not  worry,  the 
money  is  still  in  the  market  and  you  can  get  it.” 
He  says:  “ How  can  I get  it?  My  bank  will  only 
lend  it  on  such  and  such  terms.”  Then  you  may  say : 
“ You  might  float  a company.”  He  will  say:  “ I am 
not  big  enough;  I should  have  to  pay  money  to  pro- 
moters and  so  on,  first.”  You  do  meet  such  men;  he 
is  not  a picture  of  my  imagination? — In  order  to  find 
out  the  importance  of  the  thing,  one  would  have  to  try 
to  guess  how  important  the  friction  was,  and  then 
one  would  have  to  calculate  what  proportion  of  the 
capital  would  be  taken  from  people  in  that  position 
as  against  the  proportion  that  was  taken  from  people 


■with  regard  to  whom  the  friction  would  not  operate. 
It  would  be  a difficult  statistical  inquiry  to  gauge 
wliat  it  all  came  to. 

726.  One  can  form  a very  close  statistical  idea  of 
how  many  people  it  would  involve,  but  we  started  with 
what  I thought  was  an  agreed  postulate,  that  apart 
from  the  quantitative  measure,  these  people  were 
qualitatively  the  salt  of  industry.  They  lead  the  way 
as  pioneers.  One  knows  the  class  of  industry  that  has 
been  built  up  by  individuals  who  have  been  prepared 
to  take  risks  with  their  money? — What  I want  to  put 
is  this,  that  to  appreciate  it  you  would  have  to  know 
how  many  of  these  people  there  were  and  how  much 
of  the  tax  came  from  them,  and  there  is  very  little  to 
go  on  to  make  an  estimate. 

727.  I do  not  want  to  pursue  this  any  further  except 
that  you  do  agree  that  one  must  qualify  the  quantita- 
tive by  the  qualitative? — Certainly. 

728.  In  your  paragraph  14,  where  you  deal  with  the 
risk  of  unavoidable  currency  inflation  from  a large 
Floating  Ddbt,  I think  it  is  a matter  of  words  and 
definition  of  what  we  mean  by  unavoidable,  is  it 
not?  Take  the  nightmare  of  March,  1920,  when  the 
Treasury  had  that  enormous  quantity  of  Bills 
continually  coming  on  the  market  and  really  com- 
peting in  a mad  race  with  industrialists  who  wanted 
money.  If  more  money  was  not  to  be  created,  the 
industrialist  could  only  get  money  by  Treasury  Bills 
failing  to  be  renewed,  and  the  Treasury,  therefore, 
were  in  competition  with  him  and  had  to  increase 
their  rate.  Would  you  not  call  that  unavoidable? — 
It  is  a matter  of  words.  It  could  be  avoided  by  a 
sufficiently  high  rate  on  Treasury  Bills 

729.  You  would  not  regard  the  high  rate  as  an 
integral  part  of  the  inflation? — It  would  be  within 
the  physical  power  of  the  Bank  of  England  to  raise 
the  rate  to  any  extent  provided  that  the  Treasury 
did  not  offer  Treasury  Bills  at  less  than  that  rate, 
because  if  they  did  offer  Treasury  Bills  at  less  than 
that  rate,  and  the  Treasury  Bills  were  therefore  not 
renewed,  then  they  would  have  to  borrow  on  Ways 
and  Means  and  flood  the  banks  with  the  money  got 
out  of  those  Ways  and  Means  so  that  the  Bank  of 
England  would  not  be  able  to  enforce  its  high  rate 
in  the  market. 

730.  It  is  really  a question  of  the  meaning  one 
attaches  to  the  word  “ unavoidable  ”? — Yes,  I think 
so,  really. 

731.  With  regard  to  what  I shall  call  the  popular 
fallacies  of  the  incidence  of  Income  Tax,  would  you 
agree  that  there  might  possibly  be  an  element  in  the 
general  economic  doctrine  on  an  intermarginal 
expense  like  Income  Tax  which  might  affect  the  mar- 
gin? Follow  out  Sir  Arthur  Balfour’s  practical 
example.  You  are  not  always  sure  that  economic 
knowledge  would  be  full  enough  and  the  friction  free 
enough  to  secure  that  the  full  price  that  could  be 
charged  under  existing  conditions  is  being  charged. 
A high  tax  may  make  a man  explore  more  carefully 
the  possibility  of  pushing  his  price  higher  than  he 
otherwise  would  have  done  without  affecting  the 
demand.  In  that  sense,  it  may  increase  prices  over 
a zone  within  which  they  could  have  been  increased 
before  but  there  was  not  enough  pressure  to  make  a 
man  do  it? — Yes;  but  it  is  quite  conceivable  it  would 
work  the  other  way.  It  might  make  him  think : 
“ We  are  in  a bad  way;  we  will  try  to  lower  our 
prices.” 

732.  That  case  was  suggested  to  me  by  a very 
eminent  economist,  who  was  deploring  the  effect  of 
Super-tax  up  to  last  year.  I asked  him  what  he 
thought  about  the  general  economic  theory,  and  he 
said:  “ Yes,  I agree  with  Income  Tax  being  only  a 
charge  on  the  margin,  because  if  it  is  a flat  rate,  it 
cannot  affect  it,  and  even  if  it  is  a truly  proportioned 
rate,  it  cannot.”  He  said  that  if  it  is  really  unduly 
punishing  a certain  section,  then  it  will  shift  the 
margin.  Now  that  is  the  very  case  that  Sir  Arthur 
Balfour  was  putting.  It  may  be  put  in  these  terms : 
if  your  scale  of  valuation  is  not  a true  reflex  of 
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psychological  things,  Nemesis  will  overtake  you  and 
you  will  get  it  back  at  a cost? — I do  not  see  why 
that  should  happen. 

733.  I only  put  it  to  you  as  it  was  put  to  me  by 
quite  an  eminent  man? — I cannot  envisage  for  the 
moment  the  process  by  which  it  would  happen  or  why 
it  should  happen,  apart  from  the  indirect  effect  of 
our  Income  Tax  on  saving. 

734.  No,  it  was  not  that  at  all.  It  was  merely  that 
the  differentiation  was  bad  and  it  was  put  into  costs. 
I do  not  want  to  pursue  it  now,  because  it  is  a highly 
academic  point,  but  if  there  is  anything  in  it,  I 
should  be  glad  if  you  would,  on  further  thought,  send 
us  a note  on  it,  because  it  is  part  of  the  case  that  is 
being  made  to-day? — For  the  moment  I do  not  see 
why  it  should  work  in  the  way  you  suggest. 

735.  It  was  only  on  that  high  authority.  Sir 
Arthur  puts  it  in  commercial  terms  when  he  says 
that  either  the  business  is  thrown  into  the  hands  of 
smaller  people  who  do  not  pay  so  much  tax,  or  of  the 
big  man  who  pays  a lot  and  succeeds  in  putting  it 
into  the  cost.  In  a measure  that  sqirares  with  the 
American  economist’s  theory  that  a wrong  differentia- 
tion will  somehow  or  other  find  its  way  into  the 
market? — I have  not  considered  that  particular  point. 

736.  You  realise  that  those  who  hold  the  academic 
view  about  Income  Tax  are  on  their  defence  at  the 
moment  and  it  is  really  up  to  those  who  believe  in 
the  academic  view7  to  establish  the  position? — I think 
the  burden  of  proof  on  a special  point  like  that  is 
rather  on  the  person  who  puts  it,  and  some  reason 
ought  to  be  given  for  it. 

737.  Sir  Alan  Anderson : We  have  heard  a lot  of 
interesting  things  about  the  chances  of  our  being 
gored  by  this  burden  we  have  got  on  us,  but  you  have 
not  told  us  whether  you  think  we  are  really  carrying 
the  whole  burden  now.  Do  you  think  we  are  paying 
out  of  income  all  that  we  ought  to  pay? — Do  you 
mean  in  the  way  of  repaying  debt? 

738.  In  the  way  of  paying  our  taxes  and  repaying 
debt?  Is  there  any  evidence  that  savings  are  being 
depleted  by  these  payments? — I do  not  see  how  there 
could  be  direct  evidence. 


739.  Could  there  not,  in  the  amount  of  capital 
available  for  fresh  issues,  and  statistics  of  the  smaller 
people,  and  so  on? — You  could  have  statistics  showing 
what  difference  there  was  in  the  amount  of  capital 
that  is  provided  now  and  what  used  to  be  provided, 
but  it  would  be  very  difficult  to  say  that  the  difference 
is  due  to  taxes,  particularly  when  you  have  a War 
in  between  the  periods  compared. 

740.  The  destruction  of  capital  has  taken  place 
when  the  money  was  spent? — Yes. 

741.  And  the  mere  collecting  of  the  money  now  in 
one  form  or  another  is  not  a destruction  of  capital, 
but  it  is  just  registering  the  fact? — Yes. 

742.  In  your  opinion,  do  you  think  the  present  rate 
of  repaying  debt  is  sufficient?  This  is  a different 
point? — That  is  the  first  point,  it  seems  to  me,  and 
then  the  second  point  is  whether  we  are  getting  the 
repayment  of  debt  and  interest  out  of  income,  oi 
whether,  as  is  suggested  by  some  people  when  they 
look  at  Death  Duties,  we  are  paying  it  out  of  capital 
and  we  are  failing  to  carry  out  the  whole  burden. 

743.  There  is  no  doubt  that  we  are  saving,  we  are 
getting  richer  rather  than  poorer?— We  are  getting 
absolutely  richer  as  a nation ; there  is  no  doubt  about 
that;  but  whether  we  are  getting  as  much  richer 
as  we  should  be  if  we  had  a different  system  of  taxa- 
tion, or  whether  we  are  getting  as  much  richer  as  we 
should  have  been  if  it  had  not  been  necessary  to  have 


these  taxes,  is  another  matter. 

744.  I was  not  asking  that.  I am  not  on  that  point 
and  I do  not  really  know;  I was  not  trying  to  lead 
you  on  at  all ; but  in  you  opinion  we  have  got  the 
whole  burden  on  our  shoulders  now?— We  are  definitely 
adding  to  the  capital  of  the  country  every  year.  I 
have  forgotten  what  the  figure  is.  I think  the  last 
figure  was  in  the  nature  of  £150,000,000  to 

£180,000,000.  , , ,,... 

745.  Sir  Josiah  Stamp : That  is  an  absolute  addition 
to  our  physical  wealth ?— Yes.  Then  there  is  the  point, 


one  does  not  want  merely  the  difference;  one  wants 
the  proportion  to  the  population ; but  we  are  not 
using  our  wealth  up. 

746.  Sir  Alan  Anderson : Then  there  is  another 
question  whether  the  amount  of  fresh  capital  that  we 
are  getting  is  sufficient  now  to  keep  our  industries 
supplied,  and  whether  it  will  be  sufficient  when  there 
is  a boom  in  trade,  and  we  want  much  more  capital. 

I suppose  when  you  have  a progressive  industry,  it  is 
constantly  wanting  fresh  capital? — If  the  capital  of 
the  country  is  increased,  we  will  say,  2 per  cent,  each 
year,  that  means  that  industry  will  increase  2 per 
cent.  I do  not  see  how  one  could  have  a sort  of 
hypothetical  need  of  industry. 

747.  Sir  Josiah  Stamp : Could  you  not  put  it  like 
this : to  maintain  the  per  capita  production  of  the 
population  you  do  not  want  it  to  fall  below  a certain 
amount  ? 

Sir  Alan  Anderson : You  want  to  increase  so  much. 

Sir  Josiah  Stamp  : The  minimum  necessary. 

Sir  Alan  Anderson : Are  we  saving  at  that  rate 
now  p — ( Witness ) : That  depends  on  what  the  estimate 
of  the  existing  capital  is,  which  is  a thing  roughly 
ascertainable,  but  I have  not  got  the  figure  in  my 
mind. 

748.  The  way  I look  at  it  is  this : We  have  been 

set  up  to  inquire  into  the  burden  of  the  taxes  and  the 
National  Debt.  The  first  question  is  whether  we  are 
really  carrying  the  load  and  not  falling  down  under 
it? I think  there  is  no  doubt  about  that. 

749.  You  think  we  are  getting  a little  stronger  all 
the  time? — Yes. 

750.  Then  the  next  question,  it  seems  to  me,  is 
whether  we  are  going  ahead  sufficiently  to  get  our 
industries  going  in  competition  with  other  people  out- 
side, and  I think  really  if  we  find  we  are,  then  that 
answers  to  a great  extent  the  objections  that  people 
are  bringing  to  Income  Tax  on  trade? — Do  you  mean, 
are  we  increasing  as  rapidly  as  other  countries  are 
increasing  ? 

751.  I suppose  it  would  not  be  very  satisfactory  if 
we  did  not  do  that? — It  would  depend  on  the  other 
country.  A perfectly  new  country  is  likely  to  increase 
more  rapidly  than  an  old  country,  and  I do  not  think, 
supposing  we  find  that  we  were  increasing  at  a less 
rapid  rate  than  Canada,  we  should  be  disheartened, 
because  Canada  would  naturally  increase  more 
rapidly  than  we  should,  just  as  a baby  would 
naturally  grow  more  quickly  than  a man. 

752.  You  say  in  your  second  paragraph  that  taxa- 
tion cannot  be  responsible  for  maladjustment  between 
the  demand  for  and  the  supply  of  labour.  I suppose 
the  demand  would  vary  with  the  price;  the  demand 
is  for  a product  at  a price  ?— iWhat  I mean  by  demand 
is  the  general  scheme  of  demand,  so  much  demand  at 
one  price,  so  much  at  another,  a sort  of  general 

753.  But  would  not  taxation  very  much  rule  the 
demand,  because  it  would  rule  the  price  at  which  you 
could  make  the  article?— The  real  substance  of  that 
paragraph  is  this.  You  can  imagine  by  taxation 
cutting  down  the  real  wealth  of  the  country  and  there- 
fore the  real  demand  for  labour,  that  is  the  different 
amounts  of  money  that  you  would  give  for  different 
quantities  of  labour.  What  I suggest  is  that  if 
demand  in  that  sense  for  labour  was  reduced,  it  would 
show  itself  not  in  diminished  employment,  but  in 
diminished  real  wages;  because  unemployment  is 
mainly  the  result  of  maladjustment  between  the 
supply  of  labour  and  the  demand  for  labour,  and  if 
there  is  a complete  falling  off  in  the  scale  of  demand 
for  labour,  you  would  have  to  work  less ; it  would  not 
be  generally  manifested  in  the  form  of  unemploy- 
ment. The  thing  that  makes  unemployment  is 
fluctuation. 

754.  Unless  people  decline  to  work?— Yes,  but  I i,o 
not  think  that  can  be  permanent.  If  you  have  a 
permanent  lower  level  of  demand  for  labour,  wages 
must  eventually  adjust  themselves.  Of  course  it  will 
be  checked  in  so  far  as  there  are  various  means  of 
keeping  unemployed  people  in  funds. 

755.  The  lag  would  be  greater  ?— Yes. 
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756.  In  paragraph.  3 you  say  that  a consistently 
maintained  policy  of  providing  for  the  service  of  the 
debt  must  strengthen  confidence  and  that  is  the 
best  way  no  doubt  to  strengthen  confidence;  but  in 
paragraph  16  you  suggest  that  it  should  be  eased  off 
at  a time  of  depression  which,  you  say,  is  largely 
the  result  of  lack  of  confidence.  Do  you  not  need 
to  maintain  it  then  just  to  encourage  confidence? — 
In  the  first  place  I mean  confidence  in  the  Govern- 
ment’s power  to  repay,  and  in  the  second  place  the 
business  man’s  confidence  in  the  position  of  industry. 
I agree  that  unless  it  was  clearly  understood  that  it 
was  a regular  policy  that  the  cut  in  the  repayment 
of  debt  during  depression  must  be  met  by  an  extra 
repayment  in  a boom,  it  would  not  do  to  decrease 
it  during  depression. 

757.  I should  have  thought  that  was  just  the  last 
thing  you  ought  to  cut  in  depression? — I think  it 
makes  a great  difference  according  as  it  is  a regularly 
recognised  system  or  not.  If  everybody  knows  you 
are  going  to  pay  off  debt  in  bigger  proportion  in 
boom  years  than  in  bad  years,  then  when  bad  years 
come  and  you  do  not  pay  off  so  much,  it  would  not 
make  people  think  that  you  were  not  going  to  keep 
up  your  policy. 

758.  Perhaps  that  would  be  true  if  it  started  in 
the  boom  years? — Yes. 

759.  In  paragraph  7 you  are  talking  about  how  you 
can  pay  external  debt.  I suppose  the  only  way  you 

can  possibly  pay  is  by  exporting  goods  or  services? 

Or  foreign  securities.  A lot  of  Englishmen  hold  a 
lot  of  American  securities. 

760.  Things  they  have  got  already,  which  represent 
past  goods  or  services.  The  only  new  way  would  be 
goods  or  services? — Yes,  for  the  country  as  a whole  to 
pay  off. 

761.  You  say  in  paragraph  8 : “ The  real  burden 
of  the  external  debt,  which  is  in  terms  of  gold,  is 
increased  if  the  things  produced  by  a given  quantity 
of  British  labour  and  capital  become  less  valuable 
relatively  to  gold,  but  it  is  not  altered  if  sterling 
become  less  valuable  in  terms  of  gold  provided  that 
it  at  the  same  time  becomes  in  equal  degree  less 
valuable  in  terms  of  things,”  and  so  on.  That  is 
subject  always  to  that  great  time  lag,  is  it  not. 
Prices  never  do  rise  quickly  to  adjust  the  change  in 
currency,  do  they? — Fairly  quickly.  For  instance, 
the  Germans  have  adjusted  themselves. 

763.  It  took  a very  long  time? — It  took  a long  time 
because  of  the  progressive  depreciation  of  the 
currency,  but  if  you  expand  your  currency  and  then 
stop  it  will  catch  up.  But  what  actually  happened  is 
that  you  have  expanded  a certain  amount  and  are 
trying  to  catch  up  to  that,  and  meanwhile  you 
depreciate  your  currency  further. 

763.  Sir  Josiah  Stamp:  In  the  case  of  Germany  it 
went  more  rapidly? — Yes,  I should  not  think  the  lag 
would  be  a matter  of  more  than  months. 

764.  Sir  Alan  Anderson : In  paragraph  28  you  say  : 

“ Taxes  on  imports  of  goods  which  have  a large  world 
market  may  be  expected  to  raise  prices  by  about  the 
amount  of  the  tax.”  That  is  prices  here? — Yes. 

765.  Does  it  not  follow  in  the  same  sort  of  way  that 
the  taxes  on  goods  which  are  exported  would  raise 
prices  here  by  more  than  the  tax  because  export  prices 
cannot  be  raised  to  meet  their  share  of  the  tax.  For 
example,  if  the  cost  of  coal  went  up,  and  British  coal 
could  not  regulate  the  world  market,  the  exporter  of 
British  coal  would  have  to  sell  his  coal  outside  at  the 
world  price? — The  condition  I think  is  not  the 
quantity  exported  but  that  there  is  a large  amount 
produced  in  other  countries  with  which  it  has  to  com- 
pete. Supposing  we  Were  the  only  source  then  the 
condition  would  not  hold,  but  if  we  are  exporting  a 
thing  into  a market  in  which  there  is  a great  deal, 
just  as  when  we  are  receiving  anything  from  a large 
market,  you  cannot  then  put  the  seller  in  a position 
that  he  would  get  a different  price  in  England  after 
the  tax  than  he  would  get  abroad  with  the  tax. 

766.  If  there  was  any  tax  which  increased  the  cost 
of  winning  coal,  for  instance,  it  would  tend  to  fall  on 
the  coal  sold  in  the  restricted  area  rather  than  be 


spread  out  over  the  world,  would  it  not? — No,  because, 
if  it  did  that,  coal  would  be  exported  and  there  would 
be  less  coal  in  England. 

767.  This  tax  is  to  raise  the  cost  of  winning  the 
coal  to  the  man  who  cannot  get  his  coal;  he  is  paying 
the  tax  and  it  is  definitely  costing  him  more.  He 
cannot  got  it  back  on  the  export  market  because  he 
is  competing  with  American  and  other  coal,  and  there- 
fore surely  it  would  tend  to  put  up  the  price  of  the 
coal  sold  in  Great  Britain  by  more  than  the  tax? — I 
see  what  you  mean.  Is  it  a tax  to  include  exports? 

768.  A tax  on  all  the  coal  he  gets? — On  all  the  coal 
he  gets  whether  exported  or  not? 

769.  Yes? — Then  presumably  he  will  not  be  able  to 
sell  his  coal  for  export,  and  he  will  have  to  restrict  his 
output  of  coal  and  in  so  far  as  he  can  confine  himself 
to  more  profitable  mines  the  price  will  go  up  by  a bit 
less  than  the  tax. 

770.  He  would  have  a sort  of  monopoly? — .We  are 
assuming  that  a high  tax  is  put  on,  and  therefore  lie 
does  not  export  so  much  coal.  That  means  that  the 
aggregate  of  coal  produced  in  England  is  less.  In 
the  particular  case  of  coal  if  you  produce  less,  pre- 
sumably you  confine  yourself  to  the  better  mines, 
therefore,  presumably,  you  confine  yourself  to  the 
mines  in  which  coal  can  be  produced  at  a less  cost  and 
so  the  price  ought  not  to  go  up  by  the  full  amount  of 
the  tax,  though  there  ought  to  be  a great  restriction 
of  output. 

771.  Professor  Rail:  I think  you  would  probably 
agree  that  the  burden  of  the  total  debt  is  increased 
if  prices  fall? — It  depends  on  the  reason  for  which 
prices  fall.  Supposing  prices  fall  because  capital  and 
labour  become  more  efficient,  then,  though  you  have 
to  have  a given  amount  of  coal,  labour  and  capital 
having  become  more  efficient  you  can  get  this  coal  with 
less  expenditure  of  labour  and  capital. 

772.  I am  thinking  rather  of  currency  changes? — 
You  mean  if  our  currency  is  deflated? 

773.  Take  the  case  of  the  burden  of  the  debt  to- 
day compared  with  the  burden  of  the  debt  three  or 
four  years  ago.  You  would  agree  that  owing  to  the 
fall  in  prices  the  burden  of  the  debt  is  greater  to-day 
than  it  was  three  or  four  years  ago? — If  you  mean 
internal  debt,  more  has  to  be  transferred  certainly, 
but  in  so  far  as  external  debt  is  concerned  it  ought 
not  to  make  any  difference  if  it  is  our  currency  alone 
that  has  been  affected,  because,  though  we  have  to 
produce  more  things  to  get  a given  amount  of  cur- 
rency, that  given  amount  of  currency  gets  more  gold, 
more  dollars,  than  it  did  before. 

774.  I was  thinking  principally  of  our  internal 
debt? — If  prices  fall  you  have  to  have  a higher  rate 
of  taxes  in  order  to  finance  the  debt. 

775.  Have  you  any  suggestions  to  make  regarding 
that  point?  You  spoke  about  the  distribution  of 
wealth  by  transferring  a bigger  quantity  to  people 
who  hold  War  debt.  Have  you  any  suggestion  to 
make  regarding  the  equalising  of  the  burden? — 
Obviously  you  can  always  reduce  the  burden  in  that 
sense  of  inflating  your  currency  but  you  get  a great 
number  of  other  disadvantages. 

776.  Is  that  the  only  suggestion  you  could  make? — 
If  you  want  to  alter  the  distribution  of  the  burden 
I think  the  worst  way  is  to  manipulate  the  currency. 
The  way  to  do  it  is  by  taxation.  I would  much 
rather  put  heavy  taxation  on  certain  people  and  give 
allowances  out  of  taxes  to  other  people  than  do  it 
by  playing  with  the  currency. 

777.  You  have  no  suggestion  to  make  regarding  the 
fixing  of  the  rate  of  interest  according  to  price  levels  ? 
— The  rate  of  discount  of  banks? 

778.  No.  Assume  that  the  price  of  a certain  com- 
modity was  20s.  three  or  four  years  ago,  and  that 
the  same  commodity  to-day  can  be  obtained  for  10s., 
a person  in  receipt  of  £50  interest  can  buy  twice  as 
much  to-day  as  he  could  previously  ? If  the  reduction 
of  prices  continues  that  person  will  obtain  an 
increased  proportion  of  the  national  wealth? — Yes. 

779.  That  means  that  the  debt  is  an  increasing  bur- 
den upon  the  community? — Yes. 
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780.  Have  you  any  suggestion  to  prevent  the  burden 
increasing  in  the  manner  indicated? — You  will  pre- 
vent it  increasing  if  you  maintain  a stable  level  in 
prices,  which  can  conceivably  be  done  by  a discount 
policy  on  the  part  of  the  banks. 

781.  You  would  still  work  through  the  currency? — 
You  can  up  to  a point  work  through  the  currency  to 
keep  prices  relatively  steady. 

782.  Would  you  think  it  offered  any  argument  in 
favour  of  a scheme  of  compulsory  conversion? — Com- 
pulsory conversion  to  a lower  rate.  I think  that 
would  have  a very  serious  effect  on  the  sense  of 
security,  because  after  all  the  loan  was  raised  on 
certain  definite  terms,  and  if  you  alter  the  terms 
after  people  have  subscribed  to  the  loan  you  shake  all 
feeling  of  security  of  contract. 

783.  Although  those  persons  at  a low  rate  of 
interest  might  be  obtaining  just  as  great  a command 
over  goods  as  previously  they  had  with  a higher  rate 
of  interest  ? — That  would  only  apply  to  the  people  who 
invested  in  the  loan  when  prices  were  higher  than 
they  are  now.  The  people  who  took  up  the  first  War 
Loan  in  the  war  for  instance  took  it  up  when  prices 
were  lower  than  they  are  now,  and  the  people  who 
took  up  the  Government  debt  before  the  war  took  it 
up  at  still  lower  prices. 

784.  You  do  not  see  any  way  out  of  the  difficulty 
then.  It  is  a real  difficulty  I think  you  will  admit, 
that  owing  to  the  change  of  prices  some  people  are 
getting  more  command  over  commodities  than  they 
expected  when  they  made  the  bargain? — Yes. 

785.  And  the  largest  share  of  the  national  wealth? — 
I do  not  think  that  you  can  repudiate  your  contract 
after  you  have  made  it. 

786.  I am  not  suggesting  that  we  should,  but  I am 
rather  trying  to  find  out  if  you  can  see  any  way  by 
which  this  can  be  prevented  from  happening? — I 
think  there  is  a distinction  between  preventing  it 
happening  more  than  it  has  happened  already — which 
you  can  do  in  so  far  as  you  can  make  prices  steady — 
and  correcting  damage  that  has  been  already  done.  I 
do  not  think  you  can  do  much  about  that.  But  every- 
thing that  is  done  to  steady  prices  will  tend  to  prevent 
it  happening  again. 

787.  In  regard  to  the  question  of  collateral  that 
has  been  mentioned  I understand  your  position  to  be 
that  no  matter  what  be  the  supply  of  collateral  there 
is  no  increase  or  diminution  in  the  amount  of  real 
capital,  buildings  or  machinery,  the  things  that  are 
employed  in  the  industry? — I would  not  go  quite  so 
far  as  that.  All  I suggested  was  that  this  idea  that 
you  would  produce  a very  large  effect  on  the  aggregate 
of  real  capital  if  you  got  rid  of  this  collateral  was 
exaggerated.  I would  not  go  so  far  as  to  say  it 
would  make  no  difference  a.t  all. 

788.  Do  you  think  it  would  make  some  difference? — 
Yes,  I should  think  probably  it  would.  It  certainly 
would  make  a difference  during  the  process  of  transi- 
tion, hut  my  impression  is  that  the  thing  is  rather 
exaggerated. 

789.  In  what  way  would  it  affect  the  quantity  of 
real  capital? — In  so  far  as  the  banks  by  creating  credit 
in  effect  make  a forced  levy  on  certain  people,  if 
there  was  no  collateral  you  might  make  it  impossible 
for  them  to  make  so  large  a foroed  levy. 

790.  Should  I be  right  in  saying  that  increased 
credit  has  a tendency  to  increase  prices  and  give  a 
stimulus  to  increased  production? — It  generally  has 
the  after  effect  of  a collapse,  and  I do  not  think  you 
can  separate  artificially  the  boom  from  the  collapse 
that  it  tends  to  produce  afterwards. 

791.  I am  only  trying  to  get  at  the  point  that  has 
been  raised  in  the  discussion  as  to  what  effect  there 
would  be  upon  industry  if  this  collateral  did  not 
exist? — You  mean  in  the  long  run,  apart  from 
temporary  booms  and  depressions. 

792.  Yes?— With  this  particular  form  of  collateral 
I think  it  might  mean  that  there  would  be  a little  less 
capital  available  but  not  muoh. 

793.  Mr.  Bell:  You  have  spoken  of  payment  out  of 
capital.  I want  to  put  the  case  of  an  estate  which  is 


worth  £1,000,000  and  among  its  assets  are,  say, 
£300,000  of  War  Bonds,  which  are  eligible  to  be 
tendered  for  the  duties  on  that  estate.  The  execu- 
tors take  those  £300,000  of  bonds  and  tender  them  to 
the  Government  as  the  duty  payable  on  the  £1,000,000 
estate.  Is  that  a pure  loss  of  capital? — It  is  a loss  of 
capital  to  the  concern,  but  it  is  balanced  by  the 
reduction  in  the  taxes  that  would  subsequently  have 
had  to  be  levied  to  pay  the  interest  on  them. 

794.  But  for  the  estate  it  is  a loss? — It  is  a loss  on 
the  claim  to  actual  payments  from  the  taxpayer,  but 
it  is  not  a loss  of  capital  in  the  sense  of  physical 
capital. 

795.  I am  thinking  of  an  estate  of  that  sort  which 
carries  on  a business.  Is  it  not  denuded  of  the  use  of 
£300,000  for  the  carrying  on  of  its  business? — But  how 
was  it  carrying  on  its  business  by  means  of  the 
Bonds? 

796.  The  Bonds  were  available  as  collateral  to  meet 

its  requirements  from  time  to  time? — It  borrowed  on 
the  basis  of  the  Bonds,  and  it  cannot  borrow  any 
longer.  Then  that  particular  business 

797.  Is  denuded  of  £300,000  out  of  capital? — Yes; 
it  is  not  able  to  buy  the  £300,000  worth  of  goods  that 
it  could  have  bought  otherwise. 

798.  It  disappears  as  capital? — No;  it  does  not  dis- 
appear. That  particular  business  does  not  keep  it. 

799.  For  the  business  itself  it  disappears? — Yes.  I 
was  thinking  rather  of  the  aggregate  capital  of  the 
country.  That  is  not  a diminution  of  capital  to  the 
country;  it  is  really  a transference  from  that  busi- 
ness. 

800.  I am  only  talking  of  the  business  itself? — Yes, 
I agree  in  that  sense  the  business  loses  its  capital; 
but  there  is  a difficulty  about  the  two  senses  of  capital 
— capital  from  the  private  point  of  view  and  capital 
from  the  nation’s  point  of  view. 

801.  I quite  agree,  but  I was  only  looking  at  the 
effect  upon  that  business? — Yes,  I agree  to  that. 

802.  Chairman : I wonder  what  the  other  effect  is 
also.  Supposing  a business  is  making  15  per  cent,  of 
industrial  profit  and  £10,000  goes  into  the  revenue, 
and  the  business  cannot  carry  on,  is  there  not  a great 
loss  to  the  country  altogether  by  such  a sum  being 
taken  away? — 1 do  not  think  so. 

803.  It  was  earning  15  per  cent.;  that  15  per  cent, 
on  £300,000  would  be  £45,000,  which  would  be  paying 
Income  Tax  and  Super-tax.  Is  not  the  matter  affected 
if  these  cases  are  multiplied? — It  dejiends  on  what 
happens  to  the  £300,000.  It  means  that  people  have 
not  got  to  pay  taxes  to  finance  the  interest  on  that. 
But  when  we  are  talking  of  a big  estate  like  that 
complications  come  in  because  of  the  different  scale 
of  taxes  which  will  be  paid  on  this  money  when  it  gets 
into  other  people’s  hands,  so  that  the  revenue  might 
lose  in  a big  levy  in  so  far  as  the  amount  from  Super- 
taxpayers will  have  a self -destructive  effect  in  destroy- 
ing other  taxes. 

804.  Professor  Hall:  Do  I take  it  from  what  has 
been  said  that  you  think  it  would  be  a good  thing 
if  some  method  could  be  devised  of  relieving  that 
part  of  the  income  which  was  saved  from  taxation  or 
from  the  current  rate  of  high  taxation ; but  you  see 
practical  difficulties  in  the  way  of  adopting  any  such 
scheme.  You  agree  in  theory  but  you  find  difficulties 
in  practice? — There  is  also  the  difficulty  in  theory 
about  distribution,  and  whether  you  could  do  it 
without  being  unfair  to  the  poor  man  as  compared 
with  the  rich  man.  There  are  two  snags  in  the  way. 

805.  I think  Sir  Josiah  Stamp  has  pointed  out 
how  the  differentiation  between  the  rich  man  and 
the  poor  man  might  be  met  by  fixing  the  rate 
according  to  his  total  income  and  applying  that  rate 
to  the  particular  part  that  was  taxed?— That  would 
be  a differentiation,  but  not  a very  big  one.  The 
rich  man  might  still  pay  only  a very  little  more  than 
the  poor  man. 

806.  You  do  not  feel  very  enthusiastic  about  such 
a tax?— I see  a great  many  difficulties  in  the  way 
of  it. 

807.  Professor  Hall:  I should  very  much  like  to 
have  full  information  on  the  subject.  I do  not  know 
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whether  we  could  get  a memorandum  from  Professor 
Pigou  on  it  or  not. 

Sir  J osiah  Stamp : Professor  Pigou  on  this  point 
at  any  rate  is  practically  repeating  Mr.  John 
Stuart  Mill’s  views  of  50  years  ago. 

Professor  Hall : Do  you  think,  having  regard  to 
what  you  said  about  a recurring  tax,  that  a modifi- 
cation of  the  Income  Tax  would  be  possible  so  as 
to  provide  for  a tax  upon  increases  of  income  in  the 
first  year  of  the  increase,  at  a time  when  a man  is 
supposed  to  be  best  able  to  pay  and  would  least  feel 
the  burden,  providing  he  got  a reduction  in  the 
later  years  ? He  would  not  have  to  pay  more  in  his 
lifetime  and  the  tax  would  come  at  the  time  when 
lie  was  best  able  to  pay.  If  a man's  income  goes  up 
from  £1,000  to  £1,200  he  would  pay  a supplementary 
tax  on  the  £200,  but  he  would  not  again  pay  on  that, 
but  should  his  income  rise  from  £1,200  to  £1,500  he 
"would  then  pay  upon  the  difference  between  £1,200 
and  £1,500.  That  might  alleviate  the  general  rate 
of  Income  Tax? — I have  not  thought  about  that 
particular  plan.  What  strikes  me  at  the  moment  is 
that  there  would  be  a very  heavy  marginal  tax. 
The  person  would  be  thinking:  “Now  shall  I 


increase  my  income  by  so  much?  ” If  it  brought 
him  into  the  new  scale  he  would  find  that  he  would 
have  to  pay  away  a lot  of  his  new  earnings  in  taxes 
and  he  might  be  rather  discouraged  from  making 
them.  It  -would  be  a sort  of  zone  system  like  under 
the  old  unreformed  Income  Tax. 

808.  Since  it  only  falls  upon  him  once  he  would 
not  be  deterred  from  getting  that  increase? — No, 
but  what  would  happen?  You  could  reduce  the 
general  rate  of  Income  Tax;  you  would  tax  him 
during  the  first  year? 

809.  Yes? — And  what  would  happen  when  it  went 
down  again? 

810.  Nothing;  but  he  would  not  be  taxed  again 
upon  that  until  his  income  rose  above  that  figure? — 
I have  not  really  thought  about  that. 

811.  It  would  be  trying  to  distribute  the  burden 

of  Income  Tax  in  a manner  which  would  be  less  felt 
by  the  taxpayers? — Yes.  I have  not  really  con- 

sidered that  plan. 

812.  Chairman:  We  are  very  much  obliged  to  you, 
Mr.  Pigou,  for  coming.  We  have  had  a very  helpful 
discussion.  We  shall  probably  call  on  you  again  a 
little  fater  on? — Thank  you. 


( The  Witness  withdrew.) 


( Adjourned  to  Wednesday,  4 th  June.) 


THIRD  DAY. 

Wednesday  3th  June,  1924. 


Pbesent  : 

The  Rt.  Hon.  LORD  COLWYN,  Chairman.  Mb.  H.  B.  LEES-SMITH. 

Sib  CHARLES  ADDIS,  K.C.M.G.  Sib  WILLIAM  McLINTOCK,  K.B.E.,  C.Y.O. 

Sib  ARTHUR  BALFOUR,  K.B.E.  Sm  JOSIAH  STAMP,  G.B.E. 
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Professor  FRED  HALL.  Me.  G.  R.  HAMILTON,  Secretary. 

Mb.  W.  L.  HICHENS.  Me.  G.  ISMAY,  Assistant  Secretary. 


Professor  Edwin  Cannan, 

Evidenoe-in-ohiee  handed 

1.  I take  it  that  the  purpose  of  the  Committee  is 
to  explore  the  possibilities  of  lightening  the  total 
burden  of  the  debt,  whether  by  altering  the  nature 
of  the  debt  itself  or  by  improving  the  existing  system 
of  taxation. 

I. — Fokm  oe  the  Debt. 

2.  With  regard  to  the  form  of  the  debt,  I have 
three  suggestions  to  offer  : — 

(a)  In  order  to  secure  intelligent  treatment  of  the 
debt,  the  real  nature  of  parts  of  it  should  not  be  con- 
cealed under  misleading  names  as  at  present.  The 
State  owes,  I believe,  between  two  and  three 
hundred  millions  to  the  savings-bank  depositors: 
instead  of  this  appearing  in  the  accounts  of  the  debt 
as  what  it  really  is,  an  obligation  to  pay  that 
amount  of  money  on  demand,  some  of  it  is  included 
in  “ Consols  ” and  other  Government  stocks,  some  in 
“ capital  value  of  annuities,”  some,  more  reasonably, 
in  “ advances  from  Government  Departments,”  and  a 
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balance,  I fancy,  is  omitted  altogether.  Again,  the 
State  has  raised  236  millions  by  a fiduciary  issue  of 
currency  notes : instead  of  this  appearing  as  what 
it  really  is,  it  is  divided  between  “ Treasury  Bills  ” 
and  “ Government  Department  advances.”  Alto- 
gether there  can  scarcely  be  less  than  500  millions 
of  debt  which  is  not  what  it  appears  to  be.  The 
result  is  that  the  public  is  misled  and  has  to  pay  for 
an  immense  amount  of  unnecessary  calculations-  and 
bookkeeping,  if  not  also  for  unnecessary  commissions 
and  profits. 

3. — ( h ) The  distinction  commonly  drawn  between 
debts  frequently  renewed  like  three-month  Treasury 
Bills  and  debt  less  frequently  renewed  like  Treasury 
Bonds  and  the  various  loans  which  are  repayable  at 
fixed  dates  has  in  normal  times  nothing  like  the 
importance  usually  attached  to  it  in  regard  to  cur- 
rency and  credit.  But  some  considerable  risk  does 
attach  to  the  existence  of  a large  short-term  debt,  and 
the  perpetual  dabbling  in  the  money-market  which 
it  involves  is  objectionable.  This  part  of  the  debt 


MINUTES  OF  EVIDENCE. 


59 


4 June  1924.3  Professor  Edwin  Cannan,  LL.D.  [Continued. 


ought  therefore  to  be  diminished  rapidly,  even  at  the 
expense  of  some  immediate  loss  in  interest. 

— (o)  Conversions  which  increase  the  debt 

(absurdly  called  the  “ nominal  capital  ” of  the  debt) 
at  the  same  time  as  they  reduce  the  interest  should  be 
looked  upon  with  greater  suspicion  than  they  are. 
Whether  they  are  actually  advantageous  or  not 
obviously  depends  on  future  events — -when  the  debt  is 
to  be  paid  off  and  the  market  rate  of  interest  pie- 
vailing  during  the  period — as  well  as  on  the  interest 
annually  payable.  Further,  even  if  a balance  of 
advantage  can  be  shown  by  arithmetic  and  prophecy, 
this  balance  must  be  quite  considerable  in  order  to 
outweigh  the  discouraging  psychological  effect  of  the 
increase  of  capital.  A nation  is  far  more  likely  to 
provide  a large  annual  sum  if  the  interest  is  large 
and  the  capital  small  than  if  the  interest  is  small  and 
the  capital  large. 


XX. The  Amount  and  Distribution  oe  Taxation. 

5.  We  may  begin  by  taking  it  for  granted  that  the 
total  revenue  must,  on  the  average,  be  at  least 
sufficient  to  pay  the  interest  on  the  debt  in  addition 
to  all  other  expenses  of  government.  Open  repudi- 
ation has  no  considerable  support,  and  the  veiled 
repudiation  effected  by  depreciation  of.  currency  is 
much  worse,  as  it  robs  the  creditors  of  private  persons 
as  well  as  those  of  the  State,  and  also,  while  in  pro- 
gress, swindles  the  wage-earners  and  salary-earners 
for  the  benefit  of  the  profit-earners.  As  Adam  Smith 
pointed  out,  even  the  creditors  of  the  State  would  pre- 
fer open  repudiation,  as  they  are  mostly  also  creditors 
of  private  persons  and  fixed-income  receivers.  The 
practical  question  with  regard  to  the  total,  amount 
of  taxation  is  therefore  only,  whether,  and  if  so  how 
much,  taxation  should  be  raised  over  and  above  what 
is  determined  to  be  necessary  for  the  ordinary  ex- 
penses of  government  and  the  interest  on  debt,  i.e., 
how  much  should  be  raised  for  redemption  of  debt. 

0.  Xn  regard  to  this  there  is  always  a certain  con- 
flict between  the  views  of  the  taxpayers  as  such  and 
the  views  of  those  who  represent  the  State  as  a 
corporation.  To  the  individual  taxpayer  £.100 
collected  from  him  in  taxation  and  spent  in  the 
purchase  and  cancellation  of  Government  debt 
naturally  appears  at  best  as  a forced  investment  in 
Government  stock;  if  he  wants  to  invest  in  Govern- 
ment stock  he  would  rather  do  it  voluntarily,  and  in 
most  cases  he  does  not  want  to  invest  in  Government 
stock  but  would  prefer  some  other  investment  yield- 
ing higher  interest.  Moreover  it  seems  to  him 
to  be  obviously  desirable  in  the  interests  of  the  com- 
munity as  a whole  that  he  should  be  allowed  to  prefer 
this  other  investment ; to  take  the  capital  from  him 
and  give  it  to  some  holder  of  Government  bonds  is 
taking  it  from  an  enterprising  person  willing  to  run 
risks  and  giving  it  to  somebody  less  likely  on  the 
whole  to  make  good  use  of  it.  He  overlooks  the  fact 
that  narrowing  the  area  of  fixed-interest  investment 
tends  to  diminish  the  rate  of  interest  obtainable 
therein,  and  this  takes  something  off  the  force  of  his 
argument,  but  I am  not  prepared  at  present  to 
contend  that  there  is  not  some  ground  for  his  con- 
tention. If  there  is  nothing  in  it,  I cannot  see  how 
to  show  why  the  ordinary  shareholders  in  a company 
would  ordinarily  object  to  being  obliged  to  wipe  out 
debentures  and  preference  shares,  by  payments  out  of 
profits,  nor  why  general  compulsion  in  that  direction 
should’  be  condemned  in  the  interest  of  the  whole 
community. 

7.  From  the  point  of  view  of.  the  State  as  a 
corporation,  however,  the  redemption  of  debt  out  o! 
taxation  is  clearly  within  certain  limits  desirable. 
Collection  of  taxes  is  expensive  and  always  interferes 
to  some  extent  with  production;  to  collect  more  at 
the  moment  is  therefore  bad,  but  just  as  it  pays  the 
individual  to  incur  a certain  privation  in  the  present 
in  order  to  secure  a long-continued  income,  in  the 
future  so  it  will  in  normal  times  pay  the  State  tc 


raise  more  taxes  in  the  present  in  order  to  secure 
having  to  raise  less  in  a long  future.  Determination 
of  the  practical  question  how  much  should  be 
redeemed  in  any  year  is  even  more  difficult  and  more 
a “ matter  of  opinion  ” than  determination  of  how 
much  an  individual  should  save.  There  is  no 
certainty  about  the  future  in  either  case.  Nobody 
knows  how  much  the  individual  may  be  able  to  earn 
in  the  future,  nor  how  many  children  he  will  have: 
nobody  knows  how  long  the  country  will  remain  at 
peace,  what  its  population  will  be,  how  much  they 
will  be  able  to  earn,  and  so  on.  But  at  any  rate  the 
individual  can  form  a pretty  accurate  estimate  of  the 
present  privation  involved  in  saving,  whereas  it  is 
exceedingly  difficult  to  form  any  very  reliable 
estimate  of  the  real  expense  and  inconvenience 
involved  in  collecting  a somewhat  greater  amount  of 
taxation  in  any  particular  year.  It  is  relevant  to 
remark,  however,  that  the  State  itself  often  decides 
the  question  for  its  local  sub-divisions.  My 
impression  is  that  if  the  authorities  which  at  present 
decide  how  long  counties  and  towns  in  England  may 
have  to  pay  off  their  debts  had  to  decide  the  question 
for  a locality  in  conditions  as  like  those  of  Great 
Britain  as  possible,  they  would  give  about  thirty-five 
years.  This  would  mean  on  the  4 per  cent,  tables,  a 
payment  beginning  at  100  millions  and  increased 
every  year  by  the  amount  saved  in  reduction  of  the 
annual  charge  for  interest.  And  this,  I should  think, 
would  in  all  the  circumstances  be  a reasonable 
amount.  It  would  convert  the  debt  into  an  annuity 
of  about  400  millions  terminable  in  thirty-five  years. 

8.  When  Sir  Stafford  Northcote  established  what 
was  absurdly  called  the  “ New  Sinking  Fund,”  he 
was  virtually  turning  the  debt  of  that  day  into  a 
terminable  annuity  of  28  millions,  which  would,  I 
think,  have  had  to  run  for  fifty  years.  As  it  has 
turned  out,  that  was  far  too  long ; the  debt  of  that 
day  should  have  been  paid  off  entirely,  and  could 
easily  have  been  paid  off,  as  everyone  now  admits, 
before  1914.  Moreover  Stafford  Northcote,  not 
being  the  kind  of  statesman  who  captures  the  popular 
imagination,  never  thought  of  insisting  on  the  fact 
that  the  debt  would  be  paid  off  and  done  with  in  a 
limited  time ; the  fund  consequently  never  became  at 
all  sacrosanct,  but  was  tampered  with  almost  at  the 
first  opportunity  by  Goschen  and  subsequently,  more 
seriously  by  Hicks-Beach  and  Mr.  Eloyd  George.  In 
my  opinion  the  best  way  to  secure  steady  redemption 
of  debt  is  to  fix  for  total  redemption  a date  which 
people  up  to  fifty  years  of  age  may  reasonably  expect 
to  see ; if  occasional  disasters  occur  in  the  interval, 
the  iiayments  may  be  suspended  for  short  periods 
with  the  effect  of  postponing  for  equal  lengths  of 
time  the  date  of  final  redemption,  and  this  will  not- 
be  nearly  so  fatal  as  other  methods  of  tampering 
with  the  scheme  The  fund  should  not  be 
christened  with  the  uninspiring  name  of  Sinking 
Fund,  but  be  called  “ Debt  Redemption  Fund 

9.  It  seems  to  me  that  the  complete  redemption,  of 
debt  in  about  35  years  is  well  worth  the  taxation 
required  for  it  in  the  meantime.  The  objection  to 
the  high  taxation  of  Great  Britain  at  the  present 
time  is  not  that  the  taxpayers  or  any  particular 
section  of  them  are  suffering  very  real,  privation  • in 
consequence  of  it.  If  that  had  been  so,  it  would  have 
been  impossible  that  the  first  remission  of  taxation 
given  by  a Labour  Government  in  this  country  should 
have  included  a remission  of  tax  on  entertainments. 
The  causes  of  distressful  poverty  are  clearly,  and  I 
think  by  universal  admission,  other  than  taxes.  The 
objection  most  successfully  urged  against  the 
taxation  0*1  the  present  time  is  that  which  always  will 
be  made  against  any  system  of  taxation  which  bears 
at  all  heavily  on  the  rich,  namely  that  it  reduces 
saving,  and  therefore  hinders  that  supply  of  new 
material  equipment  of  all  kinds  which  is  necessary 
for  the  improvement  of  the  economic  position  of  even 
a stationary  population  and  still  more  for  that  of  an 
increasing  one. 
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10.  Against  taxation  for  purposes  which  are  not 
of  the  nature  of  lasting  improvements  of  the  position 
m regard  to  material  or  immaterial  equipment,  this 
objection  is  valid  when  pressed  to  the  proper  degree 
and  not  further.  A time  is  within  the  memory  of 
almost  the  youngest  of  us  when  a man  with  £60,000 
a year  would  pay  £8,000  in  Income  Tax : now  he  will 
pay  about  £29,000  in  Income  Tax  and  Super-tax : 
nobody  seriously  believes  that  on  the  average  such 
people  have  reduced  their  expenditure  by  £26,000. 
The  bulk  of  the  additional  taxation  of  the  very 
wealthy  has  doubtless  come  from  reduction  of  their 
savings  and  consequent  investments. 

11.  But  against  taxation  for  repayment  of  National 
Debt,  the  objection  that  high  taxation  reduces  savings 
has  no  validity  at  all.  The  boot  is  on  the  other  leg. 
Not  a penny  paid  to  the  holders  of  debt  in  redemption 
of  debt  or  purchase  of  stock  for  cancellation  will  be 
regarded  by  them  as  anything  but  a part  of  their 
capital  requiring  reinvestment,  while  those  who  are 
taxed  are  sure  to  reduce  their  consumption  to  some 
extent,  so  that  the  amount  saved  on  balance  must  be 
greater,  unless  the  cost  and  inconvenience  of  collect- 
ing the  extra  taxation  is  greater  than  the  reduction 
of  consumption  on  the  part  of  the  taxpayers,  which 
is  not  likely  to  be  the  case,  if  the  amount  collected  is 
kept  within  moderate  limits.  If  the  Committee  think 
it  necessary  to  placate  those  who  are  opposed  to  any 
taxation  “ falling  on  capital,”  I would  suggest  that 
they  might  recommend  the  allocation  of  the  pro- 
ceeds of  the  Death  Duties,  the  taxes  on  the  transfer 
of  property,  and  the  Super-tax  to  the  “ Redemption 
of  Debt  Fund.” 

12.  Coming  now  to  the  distribution  of  taxation,  I 
am  not  prepared  to  recommend  any  drastic  change  in 
the  existing  system.  Given  that  a certain  amount  of 
revenue  is  to  be  raised,  it  is  no  use  to  grumble  about 
the  disadvantages  of  this  or  that  particular  tax  unless 
we  can  suggest  better  means  of  raising  the  money  if 
that  tax  is  reduced  or  abolished.  Thoughtless  persons 
constantly  bring  up  against  particular  taxes  objec- 
tions which  are  common  to  all  taxes.  They  complain 
that  the  tax  which  they  dislike  diminishes  the  ex- 
penditure of  private  persons  in  some  particular  direc- 
tion or  in  all  directions.  Of  course  this  is  precisely 
what  taxation  is  meant  to  do — it  is  meant  to  take 
away  individuals’  power  of  commanding  labour,  land, 
and  equipment,  and  to  transfer  it  to  the  State. 
Another  complaint  is  that  the  tax  encourages  idleness 
and  improvidence  because  it  is  paid  by  the  industrious 
and  provident — as  if  revenue  could  be  got  from  people 
who  do  no  work  and  have  no  property.  What  we 
must  do,  to  make  out  a good  case  against  any  par- 
ticular tax  in  connection  with  the  direction  of 
industry  or  the  encouragement  of  industry  and 
providence,  is  to  show  that  the  tax  diverts  industry 
and  resources  from  an  unusually  desirable  kind  of 
production,  or  that  it  is  particularly  discouraging  to 
industry  and  providence — “ particularly  ” meaning 
more  so  than  some  substitute  which  can  be  proposed. 

13.  More  than  a quarter  of  the  tax  revenue  of  Great 
Britain  is  derived  from  taxation  of  intoxicating  drinks 
and  tobacco.  Few  persons  are  prepared  to  allege  that 
this  part  of  taxation  is  discouraging  to  unusually 
desirable  industry  and  providence,  and  to  propose  a 
substitute  for  it,  or  any  part  of  it.  It  has  some 
obvious  recommendations,  and  also  one  which  is 
seldom  taken  notice  of,  namely,  that  as  women  drink 
and  smoke  less  than  men,  and  children  scarcely  drink 
and  smoke  at  all,  it  differentiates  in  favour  of  main- 
taining a family.  There  appears  to  be  no  good  reason 
for  not  keeping  this  taxation  up  to  the  rate  which 
yields  the  maximum  possible  return.  I imagine  it  is 
not  far  from  that  at  present,  so  that  it  is  not  neces- 
sary to  consider  it  further. 

14.  Not  far  from  one-half  of  the  whole  tax  revenue 
is  provided  by  Income  Tax  and  Super-tax.  This 
taxation  is  less  innocuous  than  the  drink  and  tobacco 
taxation,  but  it  is  difficult  to  find  a superior  sub- 
stitute for  it.  It  cannot  be  said  to  discourage  any 
particularly  desirable  branch  of  industry,  since  it 


merely  reduces  the  taxpayer’s  aggregate  spending 
power  without  suggesting  to  him  that  it  will  be  his 
interest  to  restrict  it  in  any  particular  direction.  And 
it  does  not  discourage  the  industry  and  providence 
of  the  taxpayer  any  more  than  any  system  of  taxation 
which  can  be  seriously  suggested  in  place  of  it.  It  is 
true,  of  course,  that  the  principle  of  progression  em- 
bodied in  it  would,  if  carried  much  further  than  it  is, 
be  fatal  to  the  industry  and  providence  of  the  richer 
taxpayers.  Few  people  will  work  or  save  if  the  whole 
or  99  per  cent,  of  what  they  get  from  additional 
income  is  to  be  taken  away  from  them.  But  judging, 
as  one  must,  from  my  own  feelings  and  from  private 
conversation,  I do  not  believe  that  the  existing  scale 
has  any  important  effect  iu  causing  people  to  slack, 
or  to  retire  from  work  early,  or  to  consume  more. 
The  direct  effect  of  the  imposition  is,  of  course,  to 
reduce  the  power  of  the  taxpayer  to  save,  and  the 
progression  increases  this  tendency,  because  the 
richest  persons  are,  on  the  average,  the  persons  who 
save  the  largest  proportion  of  their  incomes.  But  it 
does  not  follow  that  it  would  be  better  to  try  to  raise 
the  moDey  from  poorer  people  who  might  be  obliged 
to  damage  their  own  efficiency  or  that  of  their 
children. 

15.  The  only  other  very  large  contribution  to  the 
tax  revenue  is  made  by  the  inheritance  taxes.  These 
are  a species  of  property  tax  levied  at  uncertain 
intervals,  and  graduated  partly  according  to  the 
amount  possessed  by  the  person  leaving  the  property, 
and  partly  according  to  the  relationship  between  him 
and  the  recipient.  What  their  exact  effect  is  upon 
persons  who  expect  to  leave  property  is  a psychological 
problem  of  some  complexity.  Some  will  doubtless 
say,  “ I have  my  income  secure  till  I die,  and  I 
don’t  care  what  happens  afterwards,  so  I don’t  intend 
to  work  more  or  spend  less  because  my  heirs  will  have 
to  pay  the  Death  Ditties  than  I should  if  there  were 
no  Death  Duties.”  But  others  will  say,  “ I must 
work  more  and  save  more  so  that  my  poor  widow  and 
children  may  have  something  left  after  they  have  paid 
the  enormous  exactions  of  the  Government.”  We 
may  conclude  that  there  is  not  much  difference  be- 
tween Death  Duties  and  an  equally  [progressiv|e 
Income  Tax  in  this  respect,  but  that  there  is  slightly 
more  discouragement  to  saving  in  the  Death  Duties 
owing  to  the  uncertainty  of  life  and  the  sanguine 
view  taken  by  each  person  of  his  own  expectation  of 
life,  which  will  make  each  man  prone  to  underrate 
the  actual  burden  of  Death  Duties. 

16.  The  Death  Duties  are  still  very  young,  and  are 
probably  susceptible  of  a good  deal  of  improvement. 
Progression  according  to  the  amount  left  by  the 
deceased  pays  regard  to  the  distribution  of  wealth 
in  the  past,  rather  than,  as  seems  reasonable,  to  its 
distribution  in  the  immediate  future.  It  would  be 
better  to  base  the  progression,  as  in  France,  on  the 
magnitude  of  the  amounts  received  by  individual 
legatees,  and  perhaps  to  combine  this  with  progression 
based  on  the  magnitude  of  the  income  or  property 
already  possessed  by  the  legatee.  The  old  detailed 
scheme  of  progression  according  to  relationship 
should  be  restored  in  place  of  the  very  crude  existing 
graduation,  and  the  present  confusion  between  pro- 
gression according  to  amount  and  progression  accord- 
ing to  relationship  should  be  tidied  up.  The  French 
arrangement,  in  which  the  whole  thing  is  clearly  ex- 
pressed in  one  table,  is  a useful  model.  (In  Jeze, 
Cours  Elementaire  de  Science  das  Finances,  5th  ed. 
1912,  p.  968.) 

17.  The  greatest  difficulty  in  regard  to  Death  Duties 
as  they  come  to  be  more  understood  by  the  taxpayers 
is  that  of  avoidance.  The  larger  the  property  is  the 
more  inducement  there  is  to  avoid  the  tax  by  trans- 
mission during  life  and  the  less  fear  there  is  of 
suffering  the  fate  of  King  Lear  if  this  is  done.  An 
elderly  man  with  £10,000  only,  for  various  obvious 
reasons,  is  not  in  the  least  likely  to  hand  over  £5,000 
of  it  to  his  children  in  his  lifetime.  But  an  elderly 
man  with  a million  will  very  often  find  that  it  will 
save  him  a great  deal  of  trouble  to  hand  over  half  or 
more ; what  is  left  will  be  ample  for  his  needs  and 
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leave  a margin  for  security.  Sucli  avoidance  would 
be  made  less  profitable  if  the  progression  depended 
partly  on  the  wealth  of  the  recipient  of  the  legacy, 
since  a son  or  daughter  already  enriched  by  a gift 
would  then  have  to  pay  more  on  the  final  amount 
obtained  by  way  of  legacy. 

18.  The  Rignano  plan,  with  which  the  Committee 
are  doubtless  familiar,  while  proposing  to  tax  pro- 
perty which  has  been  inherited  at  a confiscatory  rate 
when  it  is  left  by  the  inheritor  to  someone  else,  ex- 
empts any  noil-inherited  surplus  altogether.  For 
example,  A,  starting  with  nothing,  accumulates  so 
that  he  leaves  £10,000  to  B ; this  is  exempt.  When 
B dies,  the  first  £10,000  vdiich  he  leaves  (or  any 
smaller  amount  if  his  estate  does  not  amount  to  so 
much)  is  taxed  extremely  heavily,  but  any  surplus 
over  is  exempt.  B is  thus  driven  to  save  if  he  wants 
to  provide  anything  for  his  heirs.  The  practicability 
of  the  scheme  in  its  entirety  may  well  be  doubted,  but 
it  is  worth  while  considering  whether  some  differ- 
entiation of  the  tax  in  favour  of  the  surplus  over 
what  has  been  inherited  might  not  be  practicable  and 
desirable.  It  would  tend  to  increase  saving  and  to 
diminish  avoidance. 

19.  The  Death  Duties  are  not  the  only  taxes  on 
capital;  there  are  also  the  various  Stamp  Duties 
which  burden  transactions  in  property.  These  make  it 
more  expensive  to  transfer  property  from  one  person 


to  another,  and  form  a hindrance  to  production  which 
is  none  the  less  real  because  its  incidence  among  in- 
dividuals is  capricious.  The  clog  upon  transference 
is  important  because  it  tends  to  keep  property  in  the 
hands  of  people  wdio  are  less  competent  to  manage 
it  than  others  to  whom  it  might  be  transferred.  Such 
taxes  are  a survival  from  a bygone  age  in  which  the 
art  of  collecting  taxes  was  so  little  developed  that 
the  stamp  method  seemed  very  excellent.  The  best 
of  the  Stamp  Duties  in  present  circumstances  is  the 
2d.  duty  on  cheques,  which  causes  us  to  want  to  keep 
a large  stock  of  purchasing  power  in  our  pockets  and 
tills  and  thus  prevents  the  currency  note  issue  from 
being  even  more  depreciated  than  it  is.  No  remission 
of  this  duty  should  be  made  unless  accompanied  by 
a considerable  reduction  in  the  authorised  fiduciary 
issue. 

20.  It  will  be  said  that  while  recommending  an 
increase  of  50  millions  a year  in  the  amount  required 
for  interest  and  redemption  of  debt,  I have  proposed 
no  means  of  getting  any  additional  amount  from  the 
people.  I do  not  intend  to  do  so.  If  there  is  no 
possibility  of  getting  more  from  the  people,  so  much 
the  better.  Executives  and  legislatures  are  daughters 
of  the  horse-leech  whom  the  well-disposed  citizen 
should  not  attempt  to  satisfy.  The  required  amount 
should  be  found  by  reduction  of  useless  and  pernicious 
expenditure. 


813.  Chairman  : Will  you  please  proceed  with  your 
statement,  Professor? — I thought  it  best  to  start  off 
rather  afresh  without  attempting  to  deal  specifically 
with  the  questions  which  I received  from  the  Com- 
mittee. The  questions  seemed  to  me  to  be  rather 
academic  in  character,  and  I thought  one  could  make 
a more  practical  attack  on  the  subject  directly.  It 
seemed  to  me  that  a good  many  of  the  questions 
rather  dwelt  on  the  evils  of  what  was,  without  con- 
sidering whether  there  was  any  better  substitute.  It 
does  not  seem  to  me  to  be  of  much  use  to  dilate  on  the 
evil  of  a particular  kind  of  taxation,  unless  you  have 
a better  substitute  for  it.  Of  course,  all  taxes  are 
more  or  less  bad,  so  unless  you  consider  each  in  con- 
nection with  any  substitute  that  may  be  proposed, 
you  are  not  really  very  practical.  That  explains  why 
I have  not  paid  any  direct  attention  to  the  questions, 
although  I have  had  them  in  mind. 

As  to  the  first  head  of  my  paper,  the  form  of  the 
debt,  I attach  a good  deal  of  importance  to  making 
it  quite  clear  what  the  debt  is.  I think  in  past  years 
that  I can  remember  a great  deal  of  harm  has  been 
done  by  covering  debt  up  in  unintelligible  forms. 
For  instance,  for  years  and  years  after  Stafford 
Northcote  had  introduced  the  twenty-eight  millions 
scheme,  it  was  the  practice  to  go  on  talking  of  ter- 
minable annuities  inside  that  big  terminable  annuity, 
and  to  go  on  juggling  with  those  annuities  and  some- 
times increasing  them,  sometimes  decreasing  them. 
All  that  was  perfectly  nugatory,  because  the  whole 
thing  was  really  determined  by  the  twenty-eight 
millions  covering  annuity.  Now  those  annuities  have 
been  pretty  well  dropped,  but  we  still  have  some 
mysteries.  For  instance,  there  is  always  the  mystery 
about  the  Treasury  Bills  held  by  the  State  itself 
through  the  Currency  Note  Account,  the  amount  of 
which  has  never  been  stated,  but  which  is  believed  to 
account  for  most  of  the  250  millions  of  “ Government 
Securities  ” held  against  the  fiduciary  issue. 

As  to  paragraph  3,  I do  not  think  I need  add  to 
that.  I disbelieve  in  the  immense  importance  that  is 
attached  to  the  distinction  between  the  Floating 
Debt  and  the  permanent  debt. 

I now  go  on  to  paragraph  4,  and  I should  like  the 
Committee  to  examine  some  of  the  conversions  that 
have  been  made  and  see  whether  they  really  have 
turned  out  well  in  the  course  of  time,  when  the 
capital  has  been  considerably  raised.  I think,  if  you 


will  go  into  the  conversions  in  1921  and  1922,  you  will 
find  they  have  been  a very  losing  business,  and  I think 
that  ought  to  make  people  anxious  in  future  about 
any  conversions  which  cause  more  than  a trifling 
increase  in  the  capital.  Of  course,  sometimes  in  order 
to  make  the  thing  go  at  once  you  require  a trifling 
increase  like  3 per  cent.,  or  something  of  that  sort, 
but  any  large  increase  I think  is  out  of  the  question 
really.  It  is  a most  dangerous  thing,  a thing  which 
no  private  person  would  ever  think  of  doing,  unless 
he  was  in  the  hands  of  moneylenders  and  quite  reck- 
less. You  do  not  hear  of  sound  people  asking  their 
creditors  to  take  a debt  of  £200  at  2|  per  cent,  instead 
of  £100  at  5J  per  cent. 

Then  I go  on  to  the  two  heads  of  the  amount  of 
taxation  and  the  distribution,  and,  so  far  as  this 
Committee  is  concerned,  I suppose  the  question  of 
the  amount  of  taxation  really  depends  entirely  on  the 
sum  which  goes  to  redemption  of  debt,  because  this 
Committee  have  not  got  any  power  to  recommend 
alterations  in  the  other  expenses  and  no  recommenda- 
tions which  they  can  make  will  alter  the  interest  very 
much,  so  that  the  real  point  about  the  amount  of 
taxation,  whether  it  is  desirable  to  raise  more  or  less, 
so  far  as  the  Committee  is  concerned,  seems  to  be 
the  same  really  as  the  question  how  much  is  to  go 
to  redemption.  There  I try  to  make  a point  which 
I think  people  are  rather  apt  to  forget,  that  it  is  a 
matter  of  degree.  You  want  to  pay  off  debt  because, 
if  you  pay  it  off,  in  the  long  run  you  will  pay  less 
in  capital  and  interest  than  if  you  do  not,  but  how 
fast  you  will  do  it  must  always  be  a question  of  how 
much  the  difficulty  of  providing  more  money  at  the 
moment  increases  progressively,  so  to  speak.  The 
more  millions  you  raise  in  one  year  the  more  difficult 
it  is  to  raise  the  last  or  most  burdensome  million, 
and  consequently  you  have  always  got  to  balance  the 
two  advantages — the  advantage  of  paying  less  in  the 
long  run  with  the  greater  difficulty  of  paying  more 
in  the  short  run.  It  is  very  much  the  same  problem 
as  meets  every  person  in  his  private  economy,  how 
much  he  ought  to  save;  but  it  is  not  to  be  confounded 
altogether  with  that  question,  because,  so  far  as  the 
State  is  concerned,  it  is  rather  a question  of  balancing 
the  difficulty  of  raising  taxation  quickly  in  large 
amounts  in  a short  period  with  the  difficulty  of  rais- 
ing a rather  larger  aggregate  in  a longer  period.  That 
is  not  quite  the  same,  of  course,  as  the  question  of 
saving  as  commonly  understood,  but  it  presents  the 
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same  principles  really,  the  balance  of  ultimate  advan- 
tage against  immediate  difficulty.  Just  in  the  same 
way  there  is  no  way  of  answering  it  quite  positively. 
You  cannot  lay  down  positively  that  some  particular 
amount  is  the  right  one.  There  will  always  be  con- 
siderable difficulty  in  deciding,  and  it  must  be  more 
or  less  a matter  of  opinion.  The  question  is  more 
difficult  really  for  the  State  than  for  the  individual, 
because  it  is  rather  more  difficult  for  the  State  than 
for  the  individual  to  decide  what  is  going  to  happen 
in  the  future,  and  also  there  are  not  the  possibilities 
of  insurance  open  to  the  State  that  are  open  to  the 
individual. 

Coming  more  closely  to  grips  with  the  subject,  I 
suggest  that  the  best  way  of  securing  a proper  kind 
of  redemption — I do  not  say  it  is  always  a perfectly 
successful  method,  but  the  method  which  is  likely  to 
be  most  successful  on  the  whole — seems  to  me  the 
plan  of  turning  the  whole  debt  into  a terminable 
annuity  in  the  same  way  that  Stafford  Northcote 
tried  to  do  in  1875.  He  did  not  succeed  except  in  a 
limited  sense,  I think  very  largely  because  he  did 
not  make  enough  of  the  scheme.  He  never  said  : 
“ This  plan  will  pay  the  whole  thing  off  in  a limited 
number  of  years  ” — which  I think  was  about  50.  He 
never  held  that  out  as  a hope ; instead,  he  rather 
suggested  that  the  future  Chancellors  of  the 
Exchequer  would  probably  cut  the  sum  down,  and 
thereby  made  it  easier  for  them  to  do  so.  The  end 
of  it  was,  as  one  knows,  that  the  amount  was  very 
soon  nibbled  at;  it  was  nibbled  at  after  the  con- 
version of  1888  on  the  ground  that  the  conversion 
saving  might  very  well  go  in  that  way  so  as  to  reduce 
the  total  applied  to  the  debt,  and  was  subsequently 
tampered  with  several  times,  but  still,  even  tampered 
with  as  it  was,  it  did  work  pretty  effectually;  it  did 
do  a great  deal  during  the  period  in  which  it  was  in 
force.  I suggest  35  years  as  the  duration  of  the 
annuity,  because  it  seems,  to  me  that  if  the  same 
sort  of  thing  had  happened,  so  far  as  you  can  suppose 
it  to  happen,  to  a local  authority,  and  you  sent  down 
one  of  your  Local  Government  Board  or  Ministry  of 
Health  Inspectors  to  decide  what  the  authority  was 
to  do  about  it,  it  is  very  unlikely,  I think,  that  taking 
all  the  circumstances  into  consideration,  such  an 
Inspector,  if  he  acted  on  the  ordinary  principles 
which  guide  the  State  in  deciding  what  local  authori- 
ties are  to  do  about  their  debts,  would  give  more 
than  35  years.  As  a matter  of  fact,  when  such 
inspectors  come  across  a purely  unproductive  debt, 
they  usually  give  a very  short  period  indeed,  but 
these  unproductive  debts  are  usually  only  of  small 
amount  and  so  the  difficulty  of  paying  them  off  in  a 
short  time  is  not  very  great.  I think  if  some  enor- 
mous disaster  had  happened  to  a town,  say,  in 
England,  probably  about  35  years  would  be  considered 
the  right  time  to  pay  off  the  debt  incurred  in  con- 
sequences of  it,  and  looked  at  from  the  point  of 
view  of  the  State,  this  seems  very  reasonable.  It  is 
rather  a.  short  period  no  doubt  compared  to  what  has 
been  done  in  the  past  with  regard  to  the  payment 
of  debt,  but  it  does  not  seem  a short  period  when 
you  consider  what  ought  to  have  been  done,  and  when 
you  look  back  over  history  at  the  different  cycles  of 
prosperity  and  disaster  that  have  happened  to  States 
in  the  past,  I should  say  35  years  is  a fairly  long 
period.  You  do  not  know  what  may  happen  before 
that  time  is  over. 

814.  Mr.  Bell : What  kind  of  figure  would  cover 
that  35  years’  redemption? — £400,000,000,  altogether, 
interest  and  principal;  I think  that  is  about  right. 
I will  not  pledge  myself  to  the  figure,  but  looking  at 
the  tables  of  annuities  and  so  on,  it  seems  to  work 
out  at  about  that.  Of  course,  it  will  be  said  that 
that  means  another  £50,000,000  more  on  taxation 
than  would  be  payable  with  the  same  other  expenses 
if  the  present  amount  is  adhered  to,  and  of  course 
it  will  be  objected  that  another  £50,000,000  means 
£50,000,000  (or  nearly  £50,000,000)  off  the  savings 
of  the  people.  Of  course  it  does  mean  some  con- 
siderable amount,  a large  proportion  of  the 
£50.000,000,  off  the  savings  of  the  taxpayers,  but  it 


does  not  mean  that  the  savings  of  the  community  as 
a whole,  or  the  additions  to  capital  of  the  community 
as  a whole,  are  reduced  by  that  amount  at  all.  Of 
course,  it  simply  goes  into  the  pockets  of  the  stock- 
holders, who  are  not  in  the  least  likely  to  spend 
money  which  they  get  in  that  way  as  income.  If  any 
of  us  have  a proportion  of  our  holding  of  National 
Debt  paid  off,  we_do  not  go  out  and  spend  it  in  riotous 
living;  we  merely  re-invest  it;  so  that  there  is  no 
argument  against  it  in  that  way. 

Then  we  get  in  paragraph  12  to  the  distribution 
of  taxation,  which  means  really  the  possibilities  of 
altering  the  present  taxation  and  substituting  some- 
thing else  for  it.  I think  on  the  whole  that  the 
present  system  is  a very  tolerable  system ; it  is  much 
better  than  any  which  has  been  devised  in  any  other 
country  or  at  any  other  time.  It  may  be  improved, 
of  course,  in  course  of  time,  but  the  idea  that  there 
is  anything  very  much  wrong  with  it  is,  I think, 
rather  an  illusion.  Of  course,  the  fact  that  it  is 
high  is  against  it,  but  you  cannot  prevent  that  now ; 
you  might  have  prevented  it  by  a more  prudent 
policy  in  the  past,  but  now  that  it  is  there  you  are 
not  going  to  alter  the  total  very  much,  and  the 
question  is  simply  what  are  you  going  to  do  about 
rearranging  it — taking  taxation  off  some  things  and 
putting  it  on  to  others.  As  to  that,  I think  we 
ought  to  notice  in  the  first  place  what  a large  pro- 
portion of  the  taxation  is  raised  from  intoxicating 
drinks  and  tobacco,  and  to  have  regard  to  the  fact 
that  no  one  really  wants  to  abolish  that  very  much. 
On  the  whole  it  does  not  seem  a bad  sort  of  taxation, 
and  the  principle  has  usually  been  to  keep  it  up  to 
about  the  maximum.  I do  not  think  there  is  any 
objection  to  that.  I rather  want  to  insist  upon  it, 
because  when  you  read  the  ordinary  books  on  public 
finance  they  are  apt  to  take  general  principles, 
such  as  “ ability,”  which  do  not  leave  much  place  for 
this  kind  of  taxation,  which  has  been  very  large 
in  modern  civilised  countries  and  has  on  the  whole 
worked  pretty  well.  That,  as  I say,  accounts  for 
more  than  a quarter  of  the  receipts  from  taxes. 
Nearly  half  comes  from  Income  Tax  and  Super-tax. 
I do  not  mean  to  deny  for  a moment  that  that 
taxation,  with  its  progressive  scale,  does  diminish 
the  savings  of  the  taxpayer  very  considerably ; but 
that  is  not  a conclusive  argument  against  any  kind 
of  taxation.  It  does  not  follow  that  it  would  be 
better  to  try  to  raise  taxation  in  some  other  way. 
If  you  are  going  to  have  taxes  which  do  not  tend 
to  diminish  savings  at  all,  you  will  have  to  try 
to  arrange  to  tax  people  who  do  not  save,  who  axe 
of  course  in  the  main  the  people  with  very  small 
incomes.  It  does  not  seem  either  desirable  or  really 
possible  to  do  that.  As  I have  already  pointed  out, 
so  far  as  the  diminution  of  savings  of  the  taxpayer 
simply  means  a transfer  of  his  capital  to  someb°dv 
else — the  holder  of  the  debt — it  does  not  really 
tend  to  diminish  the  capital  of  the  whole  country. 
Of  course,  so  far  as  it  goes  in  expenditure  no  doubt 
it  does.  You  have  to  take  account  there  of  the  fact 
that  you  must  do  the  bast  you  can  under  the  circum- 
stances. I do  not  think  any  considerable  change  is 
called  for  as  regards  the  Income  Tax  and  Super-tax. 

The  only  other  large  contribution  is  provided  by 
the  Death  Duties.  It  is  very  difficult  to  say  exactly 
how  the  fact  that  a larger  amount  is  going  to  be 
levied  off  your  property  at  your  death  affects  your 
action  in  either  Working  or  saving.  It  seems  to  me 
that  the  only  conclusion  one  can  arrive  at  is  that  it 
affects  different  people  in  this  respect  somewhat 
differently,  and  there  is  not  really  any  great  difference 
between  its  effect  and  that  of  an  equally  progressive 
Income  Tax  or  Super-tax.  The  progression  of  course 
has  a certain  effect  of  its  own,  but  it  is  much  the 
same  effect,  I think,  in  both  cases.  The  only  difference 
that  I can  see  is  that  the  one  is  more  certain  than  the 
other,  and  as  we  rather  underrate  the  probabilities 
of  our  dying  within  a few  years,  on  the  whole  probably 
people  do  not  attach  as  much  weight  to  the  Death 
Duties  as  they  would  do  to  more  certain  taxes.  I 
do  not  think  that  the  fact  of  Death  Duties  being  levied 
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at  rather  long  intervals  in  itself  makes  any  difference ; 
it  is  the  fact  that  they  are  levied  at  uncertain 
intervals  that  makes  the  difference  if  there  is  a 
difference. 

Then  I suggest  that  it  is  quite  possible  that  the 
Death  Duties  could  be  improved  in  some  way.  I 
think  the  great  danger  about  them  at  present  is 
that  after  a bit  when  people  begin  to  realise  how 
large  they  are,  the  richer  people  will  take  more 
trouble  to  avoid  them  than  they  do  at  present.  I 
do  not  think  there  is  much  danger  of  avoidance 
with  regard  to  the  smaller  amounts,  but  it  seems 
to  me  that  when  you  get  to  the  larger  amounts  the 
temptation  to  avoid  handing  property  over  in  your 
life  time  must  be  very  great.  When  you  only  have 
a moderate  amount,  you  do  not  want  to  hand  it  over, 
because  you  are  rather  afraid  that  you  may  he  left 
short.  Your  children  might  lose  their  property,  and 
you  might  have  to  do  something  more  for  them,  or 
you  might  meet  with  some  disaster  and  your  children 
might  not  be  sufficiently  mindful  of  what  you  had  done 
for  them  to  give  it  back,  especially  as  they  would 
say  “ Well,  we  will  be  taxed  again  on  it  directly  when 
you  die.”  So  I do  not  think  there  is  much  ground 
for  supposing  that  the  smaller  people  will  avoid,  but 
it  seems  to  me  when  you  have  a millionaire  and  a 
chance  of  his  property  being  taxed  40  per  cent,  or 
something  of  that  kind,  it  is  incredible  that  there 
will  not  be  a very  large  amount  of  avoidance ; the 
only  surprising  thing,  I think,  is  that  there  has  not 
been  more  already.  Therefore,  I think  it  might  be 
well  to  look  round  and  see  whether  you  could  devise 
some  means  of  making  it  less  probable  that  people 
will  avoid  in  that  way.  I think  perhaps  by  altering 
the  system  of  progression  a little,  making  it  depend 
less  entirely  upon  the  one  point,  the  magnitude  of  the 
deceased’s  property,  and  making  it  depend  also  on 
certain  other  considerations,  it  might  be  possible  to 
do  this,  but  it  is  a matter  that  requires  investigation 
and  thought.  I have  not  had  much  time  to  think 
about  it. 

The  paragraph  19  is  suggested  by  one  of  the  ques- 
tions about  Stamp  Duties.  The  Stamp  Duties  of 
course  are  borne  with  very  little  complaint,  but  I 
cannot  help  thinking  that  they  are  rather  more 
damaging  than  people  usually  suppose  to  the  general 
interests  of  production.  It  appears  to  me  that,  when 
you  have  got  duties  which  burden  the  transfer  of 
property  quite  appreciably,  there  is  a certain  clog 
upon  the  passing  of  property  from  one  person  to 
another  which  is  very  undesirable.  Everything  which 
makes  it  more  expensive  to  transfer  property  must 
tend  to  keep  it  in  the  hands  of  people  who  ought 
really  to  get  rid  of  it  because  they  cannot  manage 
it  as  well  as  somebody  else.  You  see  at  once  that,  if 
the  tax  is  pretty  heavy,  property  will  often  go  on 
being  kept  by7  the  person  who  has  got  it, — although 
he  manages  considerably  worse  than  somebody  who 
might  buy  it, — because  the  cost  of  the  transfer  is  so 
great.  It  seems  to  me  that  the  existing  duties  on  the 
transference  of  property  are  quite  high  enough  to  be 
appreciably  hurtful  in  that  way.  I do  not  think 
there  is  much  to  be  said  for  them.  When  any  new 
tax  of  this  kind  is  suggested,  it  is  always  criticised 
very  violently  and  usually  very  justly.  We  submit  to 
the  taxes  which  exist  because  we  are  accustomed  to 
them  simply,  and  not  because  they  are  good. 

Finally,  I have  remarked  that  I do  not  really  want 
to  propose  any  new  and  additional  sources  of  revenue, 
because  it  seems  to  me  the  most  promising  thing  is 
really  to  cut  down  some  of  the  expenditure  rather 
than  to  try  to  get  more  out  of  the  people.  A greao 
deal  of  expenditure  is  quite  unnecessary  and  useless, 
].  think.  We  all  know  of  particular  instances,  though 
of  course  general  cheese-paring  is  very  unsatisfactory, 
and  as  to  that  I would  like  to  say  that  one  of  the 
things  on  which  I should  not  allow  a reduction  of 
expenditure  is  the  expenditure  upon  providing  the 
people  with  means  of  criticising  the  finance  of  the 
Government.  Just  lately  the  price  of  Blue  Books  has 
been  raised  to  such  an  enormous  pitch  that  it  becomes 
very  difficult  to'  get  the  information  that  we  used  to 


get,  and  the  public  library  that  I have  been  accus- 
tomed to  get  the  information  at  has  had  to  stop 
getting  the  Blue  Books  altogether  at  great  incon- 
venience. It  seems  to  me  that  that  is  about  the  least 
desirable  direction  to  economise  in.  That,  I think, 
is  all  I want  to  say,  Mr.  Chairman. 

815.  Mr.  Lees-Smith:  Taking  paragraph  2,  Mr. 
Chairman,  I think  it  would  be  useful  for  us  to  have 
a statement  from  the  Treasury  on  that  point.  It  is 
difficult  to  examine  the  witness  on  it  at  the  moment, 
and  I think  it  would  be  useful  to  have  a memorandum 
from  the  Treasury  on  the  witness's  views. 

816.  On  paragraph  4 can  you  suggest  to  us  any  test 
of  what  is  the  reasonable  amount  of  increase  of  debt 
which  you  could  accept  in  a conversion  scheme  P How 
far  can  you  go ; can  you  go  up  to  10  per  cent.  ? — I do 
not  think  you  can  lay  down  a figure  like  that.  You 
would  require  to  consider  both  the  interest  you  were 
saving  and  the  capital  increase.  You  must  always 
take  them  both  into  consideration,  hut  I think 
increase  in  capital  is  a risky  way  of  doing  it,  which 
you  should  try  and  avoid  as  far  as  possible.  When  I 
suggested  that  a little  increase  of  capital  is  sometimes 
desirable,  I was  thinking  of  the  sort  of  amount  which 
is  generally  allowed  on  new  issues  in  order  to  give  the 
investor  the  impression  that  he  is  not  going  to  drop 
a little  of  the  capital  almost  immediately  by  the  stock 
or  bond  going  below  what  he  has  given  for  it.  You 
must  very  often  give  him  a slight  chance  of  apprecia- 
tion, and  he  will  pay  more  than  it  is  worth  for  that. 
The  bad  example  I referred  to  was  the  giving  of  about 
£160  and  £130  of  the  Conversion  Loan  for  War 
Bonds.  If  you  look  back  on  that  you  will  find  there 
was  great  loss  on  it.  The  people  who  took  those 
options  now  have  what  is  worth  a great  deal  more 
than  what  they  would  have  had  if  the  country  had 
gone  on  paying  rather  high  interest  for  those  two  or 
three  years,  and  avoided  increasing  the  original 
amount  of  debt.  It  is  purely  a matter  of  arithmetic, 
is  it  not,  plus  a consideration  of  the  fact  that  your 
arithmetic  can  only  be  founded  on  prognostications  of 
the  future  about  the  rate  of  interest  prevailing  in  the 
market  and  about  the  rapidity  with  which  you  are 
going  to  pay  off  debt.  If  you  are  going  to  pay  off 
debt  to-morrow,  of  course  it  would  be  most  absurd  to 
agree  to  any  rise  in  the  capital. 

817.  Coming  now  to  paragraph  11,  you  have  ex- 
plained to  us  that  the  repayment  of  debt  out  of 
taxation  does  not  in  fact  diminish  the  amount  of 
money  available  for  capital  investment? — Yes. 

818.  But  a rather  new  point  has,  I think,  been 

developed  in  our  last  two  meetings,  first  of  all  raised, 
I think,  by  Sir  Josiah  Stamp,  and  that  is  this,  that, 
if  you  take  money  by  taxation,  you  take  it  from  the 
firms  which  are  building  up  their  position — enterpris- 
ing and  active  firms — and  you  hand  it  over  to  the 
people  who  hold  War  Loan.  They  will  probably  thein- 
selves  invest  it  in  some  other  fixed  interest  security, 
and  you  get  a diversion  in  the  direction  of  your 
capital.  You  take  it  from  the  users  and  you  give  it 
to  the  more  or  less  passive  investors,  and  there  is  no 
adequate  machinery  for  bringing  it  back  to  the  more 
active  classes.  Mr.  JJichens : Just  like  giving  the  ten 
talents  to  the  man  who  had  one  and  buried  it.  Sir 
Josiah  Stamp  : The  point  was  that  the  machinery  will 
bring  back  a lot  of  it,  but  there  is  a certain,  amount 
of  friction  and  you  will  never  get  back  into  the  private 
and  little  known  business  all  the  money  that  has  been 
taken.  Mr.  Lees-Smith : It  is  a question  of  the  im- 
portance of  that  capital,  but  it  is  a possibility  and  a 
tendency;  the  question  is  whether  it  is  important 
enough  to  make  you  practically  deflect  the  tax  policy 
or  the  debt  policy  which  you  would  otherwise  pursue? 
— Witness : I do  not  think  that  its  importance  is 
great  at  all.  One  can  6ee  that  it  looks 

important  if  you  look  at  it  from  a theoretical 
point  of  view,  in  Which  you  would  think  of 
the  holders  of  debt  as  entirely  different  people, 
a particular  class  of  unenterprising  persons, 
and  so  on.  I think  there  is  very  little  ground  for 
that  idea.  Has  that  class  of  person  increased  so  enor- 
mously since  1914  as  to  hold  all  the  debt  that  is  now 
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out?  Of  course  one  knows  that  what  happened 
during  the  War  was  that  everyone  who  could  do  so 
put  money  into  war  loans,  and  very  many  of  them 
have  their  holdings  still.  Before  the  War  I had  not 
a penny  of  Government  Stock,  and  now  I have  about 
enough  to  bring  in  about  half  what  I pay  in 
taxation.  In  that  respect  I am  rather  a good  repre- 
sentative of  the  taxpayer  at  large.  If  I am  going 
to  get  paid  off,  I am  not  to  be  regarded  as  having 
a predilection  for  Government'  stock  simply  because 
during  the  War  I got  stuffed  up  with  it.  It  is  much 
more  likely,  I think,  that  I am  going  to  launch  out 
a little.  Generally  speaking,  the  debt  is  not  held  by 
a particular  class  of  bondholders  such  as  Cobbett  used 
to  think  of.  Whenever  Cobbett  saw  a new  house  after 
the  Napoleonic  War,  he  always  said  it  had  been  built 
by  the  bondholder.  I have  seen  a lot  of  people’s 
investment  lists  owing  to  people  perpetually  coming 
to  me  to  have  their  claims  for  Income  Tax  drawn 
up — they  get  it  done  without  expense  in  that  way. 
It  seems  to  me  that  they  are  very  ordinary  people 
who  have  this  debt,  and  I should  doubt  very  much 
whether  there  is  any  tendency  of  any  importance  at 
all  on  their  part  to  reinvest  in  similar  securities.  Of 
course,  recently  a much  more  dangerous  thing  has 
been  suggested ; it  has  been  suggested  that  when 
holders  of  National  Debt  are  paid  off,  they  re-invest 
in  foreign  stocks.  I think  perhaps  that  is  more  alarm- 
ing than  the  internal  diversion.  I do  not  look  with 
much  favour  upon  the  perpetual  investment  in  foreign 
stocks.  It  seems  to  me  that  the  financial  authorities 
ought  to  do  a great  deal  more  than  they  do  in  dis- 
couraging it,  and  I think  perhaps  some  harm  is  done 
by  the  Government  itself  in  giving  rather  too  much 
encouragement  to  the  idea  that  the  Government  will 
look  after  people  who  have  lent  money  to  foreign 
governments.  I think  that  is  a most  pernicious  idea. 
I do  not  like  governments  being  put  in  the  position 
of  debt  collectors  for  the  investor  who  has  gone  in 
for  foreign  bonds.  I think  the  sooner  the  investor 
gets  into  his  head  that  foreign  governments  are  not 
safe  institutions  to  lend  money  to  the  better.  But 
I do  not  see  how  you  can  arrive  at  any  very  sound 
conclusion  on  this  point  unless  you  make  some  inquiry 
as  to  who  actually  does  hold  the  debt  at  present.  If 
you  could  find  out  something  about  that,  so  that  we 
really  knew  who  holds  most  of  it,  you  might  get  some 
light. 

819.  Coming  on  to  paragraph  7,  that  I think  is  the 
most  drastic  proposal  for  dealing  with  the  debt  that 
we  have  yet  had  put  before  us.  It  is  not  as  drastic 
as  a Capital  Levy,  but  it  does  involve  payment  of 
some  hundreds  of  millions  a year,  I suppose  in  the 
course  of  about  15  years  hence.  I would  like  to  get 
the  particular  view  that  you  hold.  We  have  had  a 
number  of  witnesses  whose  general  opinion  is  that  we 
need  not  take  any  very  effective  steps  to  attempt  to 
redeem  the  debt  within  any  appreciable  time.  If  you 
take  the  present  Sinking  Fund,  the  new  Sinking  Fund 
of  last  year,  it  would  pay  the  debt  in  about  150  years 
or  some  such  period  as  that,  if  none  of  those  experi- 
ences that  happened  to  Sir  Stafford  Northcote’s 
Sinking  Fund  are  repeated.  The  underlying  view  is 
that  we  can  in  practice  leave  the  debt,  trusting  to 
the  increased  productivity  of  the  community  to  make 
it  a very  light  burden.  Your  view,  in  reality,  is  quite 
different.  Your  view  is  that  we  must  take  very 
drastic  and  burdensome  steps  to  repay  it  within  the 
lifetime  of  the  majority  of  people  of  this  country. 
I would  like  your  views  on  the  other  opinion — that 
it  is  not  a really  serious  burden  to  the  country,  and 
that  it  can  be  left  for  time  to  deal  with,  for  the 
increased  productivity  of  the  community  to  reduce 
it  to  small  proportionate  dimensions? — Do  you  not 
think  the  idea  about  the  increased  productivity  of 
the  community  is  rather  based  upon  the  experience 
of  the  last  120  years  or  so,  which  is  perhaps  not 
so  very  likely  to  be  repeated  ? You  cannot 
expect,  for  instance,  that  the  population  of  this 
country  is  going  to  increase  in  the  next  100  years  in 
the  same  way  that  it  did  in  the  last  100  years.  You 
are  not  going  to  have  the  debt  per  head  reduced  by 


increased  population  in  that  way — at  least  I should 
be  very  sorry  to  think  of  the  population  increasing  in 
the  same  proportion  as  it  did  in  the  last  100  years. 
Of  course,  against  the  idea  that  the  burden  will  be 
very  much  smaller,  I would  also  put  the  idea  that  the 
burden  at  present  of  what  is  proposed  is  not  really  so 
very  enormous.  We  are  not  really  ground  to  powder 
by  the  existing  taxation.  The  country  is  really  pretty 
comfortable.  I see  no  sign  of  that  extraordinary 
want  of  prosperity  that  people  seem  to  think  fashion- 
able to  profess  to  believe  in  at  present.  Anyway,  the 
additional  payment  in  paying  off  the  debt  is,  as  I 
point  out,  not  an  addition  to  the  burden  but  a mere 
transfer  from  one  set  of  people  to  another.  If  you 
pay  off  certain  people  who  have  a right  to  exact  a 
certain  amount  you  are  not  really  increasing  the  real 
burden  in  any  way;  you  are  only  slightly  increasing 
the  difficulty  of  raising  the  amount.  Of  course,  the 
amount  is  rather  large,  but  it  is  not  as  if  the  money 
is  going  away  to  somebody  else  outside. 

820.  You  reach  here  a figure  of  35  years  by  a certain 
method  of  calculation.  Is  it  possible,  in  your  opinion, 
to  lay  down  that  a certain  percentage  of  the  National 
Debt  should  be  paid  off  each  year?  What  I have  in 
mind  is  the  fact  that  last  year  in  the  House  of  Com- 
mons in  the  debates  on  the  Finance  Bill  one  or  two 
speakers — Mr.  Asquith,  for  example — reached  a figure 
not  far  from  yours  at  any  rate  in  the  first  year  by 
this  proposition,  that  before  the  War  we  were  paying 
off  1 per  cent.,  when  the  debt  was  about  one-tenth 
of  what  it  is  now,  and  we  now  ought  with  a larger 
debt  to  pay  off  a rather  larger  percentage  each  year. 
By  making  the  percentage  rather  larger  than  1 per 
cent,  they  reached  a figure  of  about  £100,000,000,  with 
which  at  any  rate  you  would  agree,  but  they  did  not 
state  whether  it  was  to  be  cumulative  or  d flat  rate, 
and  they  kept  to  your  preliminary  figure.  Do  you 
think  that  is  a scientific  method  of  arriving  at  the 
measurement? — It  seems  to  me  it  would  lead  to  the 
rather  absurd  result  that  you  would  always  be  reduc- 
ing the  amount  you  were  paying  off,  and  you  would 
never  pay  it  off  altogether.  It  gets  down  to  an  in- 
finitely small  sum,  does  it  not?  Of  course,  at  the 
beginning  of  the  period  you  pay  off  1 per  cent,  of  a 
large  amount;  at  the  end  of  the  period  you  are  only 
paying  off  1 per  cent,  on  a very  tiny  amount,  and  you 
never  get  it  all  paid  off.  There  does  not  seem  any 
sense  in  perpetually  reducing  the  amount  annually 
devoted  to  redemption  like  that. 

821.  Let  us  take  it  this  way:  do  you  consider  that 
if  wo  paid  off,  say,  1 per  cent,  before  the  War,  that 
we  ought  therefore  to  pay  off  a larger  percentage  now 
that  the  debt  has  increased  tenfold? — I do  not  think 
there  is  any  force  in  the  comparison  of  percentage  at 
all.  I never  heard  of  anyone  who  thought  he  ought 
to  pay  off  his  own  debts  in  that  way  by  thinking  about 
the  percentage  that  he  was  paying  off. 

822.  It  is  a very  favourite  Parliamentary  com- 
parison?— Parliament  has  some  very  strange  com- 
parisons— such  as  the  “ twin  sisters  ” to  which  Glad- 
stone paid  equal  addresses,  and  I do  not  know  what 
not. 

823.  Coming  to  paragraph  18  towards  the  close 
of  your  Paper,  has  this  Pignano  plan  or  system  of 
Death  Duties,  or  the  principle  that  it  is  based  on, 
been  adopted  anywhere?  Has  there  been  any 
experience  of  that  anywhere  in  the  world? — No,  I 
do  not  think  there  has,  and  it  is  quite  obvious  why 
there  has  not,  because  if  you  take  the  plan  just  as 
it  is  proposed  by  its  author  the  advantage  is  not 
immediate  enough.  No  Chancellor  of  the  Exchequer 
is  likely  to  adopt  a plan  except  under  very  great 
pressure — which  is  not  likely  to  be  there — which  will 
give  a great  deal  of  money  to  his  successor,  but  will 
not  give  any  to  him. 

824.  You  mean  the  advantage  of  it  comes  in  after 
the  first  deaths  begin? — Yes,  but  I do  not  see  why 
the  principle  of  it  should  not  be  adopted  in  a very 
partial  way,  and  experimentally  to  some  extent,  by 
simply  differentiating  between  the  amount  inherited 
and  the  additional  amount,  if  any,  tficcumulated  by 
the  deceased  himself.  It  seems  to  me  that  the  records 
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at  Somerset  House  are  now  complete  enough  to  make 
it  possible  to  say  how  much  people  have  inherited. 

825.  It  would  not  lead  to  a great  deal  of  extra 
administrative  work? — Well,  I am  not  an  expert 
about  that. 

826.  Suppose  you  assume  the  adoption  of  that 
principle,  then  I presume  you  could  actually  increase 
your  general  scale,  or  increase  your  rate  of  Death 
Duties  and  avoid  the  dangers  of  evasion? — I should 
doubt  if  you  could  get  very  much  more  out  of  them. 
£56,000,000  a year  is  a good  deal,  you  know.  The 
only  way  you  could  really  get  more  out  of  them  is 
a way  you  probably  would  not  like  to  adopt,  and 
that  is,  to  get  rather  more  out  of  the  moderate 
sized  estates ; they  do  not  really  pay  very  much  at 
present. 

827.  Mr.  Lees-Smith : I think  this  is  the  first  time 
that  the  Rignano  system  has  been  brought  before  us. 
Sir  Josiah  Stamp:  It  has  been  referred  to.  Mr.  Lees- 
Smith  : Yes,  but  it  is  the  first  time  it  has  been 
definitely  suggested  by  a witness? — I think  that  in 
putting  forward  his  scheme  orginally,  Rignano  pre- 
judiced it  a good  deal  by  thinking  of  it,  not  as  a 
means  of  paying  off  debt,  but  as  a plan  for  putting 
the  whole  capital  and  productive  powers  of  the  country 
in  the  control  of  the  Government.  His  idea  was  that 
we  could  run  a sort  of  socialism  by  it,  and,  of  course, 
that  rather  prejudiced  it  as  a mere  suggestion  for 
raising  money. 

828.  Sir  Arthur  Balfour : I take  it  you  are  not 
really  recommending  the  Rignano  scheme  as  it  stands 
at  present? — No ; I only  just  take  a hint  from  it;  that 
is  what  I suggest. 

829.  Mr.  Lees-Smith  : One  of  the  principles  of  it? — 
Yes,  the  one  principle  of  letting  the  first  inheritance 
off  so  much,  so  that  if  I choose  to  save  £500  a year 
I know  that  the  amount  will  not  be  taxed,  or  not 
taxed  so  heavily  as  the  rest.  If  you  could  work 
that  it  seems  to  me  it  would  be  quite  a useful  idea. 
Mr.  Lees-Smith : I think  this  is  a subject  we  ought 
to  pursue.  Perhaps  it  would  be  possible  to  get  the 
Inland  Revenue  to  give  us  a memorandum  on  the 
administrative  practicability  of  this  proposal? 

830.  Mrs.  Wootton:  The  chief  thing  that  we  have 
to  consider  at  the  moment  is  this  question  of  the 
burden  of  the  debt,  and,  as  Mr.  Lees-Smith  has 
pointed  out,  we  seem  to  be  in  two  minds  as  to 
whether  the  debt  is  burdensome  or  not.  It  seems  an 
elementary  thing  to  say,  but  would  you  agree  that, 
if  the  debt  is  burdensome,  the  burden  must  consist 
either  in  the  friction  involved  in  collecting  funds  by 
taxation  to  meet  the  debt  service,  or  in  the  fact 
that  when  interest  is  paid  or  debt  is  paid  off  the 
funds  are)  less  advantageously  used  by  the  debt- 
holder than  they  would  have  been  by  the  taxpayer? — 
I think  it  does  sum  the  thing  up. 

831.  That  covers  all  the  possible  sources  of  burden? 
—I  think  so. 

832.  On  paragraph  11  of  your  statement  there 
seems  to  be  a.  distinction  in  regard  to  the  second  part 
of  the  burden  which  has  not  yet  been  clearly  brought 
out.  Would  it  be  fair  to  say  that  there  you  distin- 
guish between  what  the  debt-holder  receives  in 
repayment  a.nd  what  he  receives  in  interest?  So  far 
as  what  he  receives  in  interest  is  concerned  we  have 
no  evidence  as  to  whether  he  uses  it,  or  very  little 
evidence  as  to  whether  he  uses  it,  better  or  worse  than 
the  taxpayer  ? — Well,  but  does  it  matter  whether  he 
does  or  not,  because  you  cannot  take  that  away  from 
him;  that  is  my  idea.  No  one  proposes  that  you  are 
going  to  take  it  away  from  him,  so  the  only  question 
is  between  paying  him  off  and  not  paying  him  off. 

833.  If  you  pay  him  off  you  cease  to  have  to  trans- 
fer funds  to  him  in  the  payment  of  interest?  But  he 
will  re-invest  and  get  the  interest  somewhere  else, 
so  that  you  do  not  diminish  his  power  of  calling  on 
the  labour  of  the  country  at  all. 

834.  When  it  comes  to  repaying  him,  your  para- 
graph 11  seems  to  suggest  that  that  is  definitely  not 
disadvantageous.  He  is  not  likely  to  use  those  funds 
paid  in  repayment  disadvantageous^,  because  lie  will 
regard  them  as  a capital  repayment?  T think  that 
is  perfectly  certain. 


835.  So  that  there  is  a distinction  between  the 
interest  and  the  repayment  so  far  as  the  probable  use 
of  funds  is  concerned? — Yes. 

836.  That  seems  to  me  to  be  a point  of  very  con- 
siderable importance.  We  are  rather  apt  to  consider 
the  service  of  the  debt  as  a vhole  and  to  discuss 
whether  a debt-holder  will  use  the  funds  better  or 
worse  than  the  taxpayer.  If  he  is  likely  to  use  the 
funds  coming  to  him  by  way  of  repayment  better  than 
the  taxpayer  that  is,  as  far  as  it  goes,  an  argument 
for  repayment? — Yes.  What  I think  is  that  the  tax- 
payer paying  it  out  is  pretty  sure  to  diminish  his 
expenditure  to  some  extent,  and  the  other  person  who 
gets  the  repayment  will  not  increase  his  expenditure, 
and  consequently  by  collecting  money  for  redemption 
you  will  increase  the  amount  of  capital  available  for 
investment  on  the  whole. 

837.  That  is  an  argument  then  for  repayment  at  as 
rapid  a rate  as  possible,  other  things  permitting? — 
Yes. 

838.  On  the  question  of  conversion  I rather  gather 
that  you  are  sceptical  about  the  possibilities  of 
conversion?- — No.  As  the  rate  of  interest  goes  down, 
no  doubt  it  will  be  possible  to  make  some  profitable 
conversions. 

839.  The  question  is  whether  conversion  is  likely  to 
be  an  effective  method  of  dealing  with  the  debt  within 
any  measurable  period.  You  suggest  35  years  as  the 
time  we  ought  to  aim  at  for  repayment;  what  help 
do  you  think  conversion  would  give,  say,  in  the  next 
ten  years? — Well,  I do  not  know;  it  is  purely  specula- 
tive, I think.  It  is  said  that  the  rate  of  interest  will 
not  be  any  lower  in  1929  than  it  is  now,  but  a great 
many  people  think  it  will.  I do  not  know,  but  1 
should  be  rather  inclined  to  think  that  unless  all 
sorts  of  disagreeable  things  happen,  like  wars  or 
internal  mismanagement,  or  something  of  that  kind, 
i c would  be  lower. 

840.  It  is  a purely  speculative  question,  and  it  is 
impossible  to  answer,  but  we  have  to  consider  whether 
conversion  is  likely  to  be  a beneficial  method  of  deal- 
ing with  the  debt;  we  have  to  make  some  sort  of  guess 
at  its  probable  merits?— I think  you  ought  to  assume 
that  there  will  be  tolerably  good  government,  and  .you 
hope  you  will  keep  out  of  wars,  and  so  on,  so  thal 
altogether  the  probability  is,  on  the  whole,  in  favour 
of  some  reduction  but  not  a very  great  one,  I should 
think. 

841.  One  question  on  this  matter  of  the  distribution 
of  taxation.  You  do  not  wish  to  recommend  any 
drastic  change  in  the  existing  system;  I think  you 
say  that  in  paragraph  12? — Yes. 

842.  We  are,  I think,  rather  in  the  dark  at  present 
as  to  liow  the  burdens  of  the  existing  system  of  tax- 
ation do  work  out.  We  have  before  us  some  figures 
of  Sir  Herbert  Samuel,  with  which  you  will  be 
familiar,  which  relate  to  the  latest  year,  the  year 
1918-19,  in  which  an  effort  was  made  to  estimate  the 
percentage  paid  in  taxation  by  different  income 
groups  in  the  community;  you  probably  know  the 
figures,  I mean? — Yes — absolutely  useless,  I think.  I 
had  a research  student  who  took  up  that  subject.  He 
began  about  1908;  he  had  not  finished  before  the 
beginning  of  the  War,  and  I have  not  heard  of  him 
since. 

843.  That  is  not  very  encouraging,  and  if  we  are 
to  consider  the  distribution  and  the  incidence  of  tax- 
ation, clearly  this  is  a very  important  thing;  it  is  the 
first  thing  we  have  to  get  at.  Can  you  suggest  any 
way  by  which  we  can  arrive  at  some  estimate  of  the 
degree  of  progression  in  our  tax  system? — No;  T do 
not  think  you  can  get  it  for  this  reason,  that  the 
question  involves  the  supposition  that  taxation  does 
not  exist.  If  you  are  asked  what  the  distribution  at 
present  is,  you  are  asked  to  compare  the  situation  at 
present,  when  certain  people  have  certain  available 
incomes  to  spend  on  commodities  at  ceitnin  prices, 
and  so  on,  with  another  situation  in  which  there  is 
no  taxation,  and  so  I do  not  see  that  that  is  possible. 
All  you  can  do  on  any  occasion  is  simply  to  say  what 
difference  some  change  might  be  supposed  to  make, 
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some  change  which  is  sufficiently  small  to  he  conceiv- 
able. I think  the  idea  that  you  can  compare  what  is 
with  what  might  he  if  there  was  not  any  taxation, 
and  consequently  no  expenditure,  no  National  Debt 
and  no  anything,  is  altogether  out  of  the  question. 

844.  Is  not  what  you  are  trying  to  do,  to  estimate 
the  actual  percentage  of  income  paid  by  different 
income  groups  and  compare  the  percentage  paid  by 
one  income  group  with  that  paid  by  another  ? — I think 
that  what  I have  said  is  exactly  what  you  are  trying 
to  do  then,  because  you  are  trying  to  make  out  what 
their  position  would  be  if  you  took  it  off. 

845.  I should  think  we  are  trying  to  make  out  what 
their  comparative  position  is  while  it  is  on,  which 
seems  to  me  to  be  a different  point? — No,  because 
their  comparative  position  when  it  is  on  involves 
everything  else  as  well  as  taxation.  I think  that 
inquiry  is  a will-o’-the-wisp  myself ; I cannot  help  it 
if  the  House  of  Commons  has  asked  you  to  do  it. 

846.  Our  task  seems  to  be  a difficult  one.  We  have 
to  discuss  the  burden  of  the  debt;  we  do  not  know 
who  holds  it,  and  do  not  know  what  they  do  with  it. 
We  have  to  discuss  the  incidence  of  taxation;  we  do 
not  know  upon  whom  the  incidence  falls.  And,  in 
your  view,  we  cannot  find  these  things  out? — I am 
afraid  that  is  so. 

847.  There  is  one  other  question  I want  to  ask,  and 
that  is  about  the  taxes  on  commodities — what  are 
vulgarly  called  indirect  taxes.  The  argument  against 
taxation  to  which  greatest,  weight  is  usually  given  is 
the  argument  about  its  trenching  on  saving,  the 
argument  which  you  discuss,  I think,  further  on  in 
paragraph  14.  We  have  already  arrived  at  the  con- 
clusion, with  which  you  have  just  agreed,  that  part 
of  the  burden  of  debt  consists  of  the  friction  involved 
in  raising  funds  by  taxation.  That  friction  is  surely 
very  considerable  in  regard  to  these  indirect  taxes? — 
Well,  it  depends  on  what  the  indirect  taxes  are,  does 
it  not?  I do  not  know  that  our  indirect  taxes  in  the 
Free  Trade  period  were  really  very  burdensome  in 
that  way.  This  country  seems  to  have  been  rather 
conveniently  situated  for  raising  the  sort  of  taxation 
that  it  did.  It  could  not  grow  various  things  on 
which  considerable  taxation  could  be  raised  con- 
veniently. In  the  case  of  spirits  the  taxation  perhaps 
had  rather  a tendency  to  consolidate  the  production 
into  large  scalp  production,  so  that  there  were  only 
a few  producers ; but  in  that  case  it  does  not  seem  to 
have  been  bad,  because  it  is  very  generally  admitted, 
I think,  that  production  on  a large  scale  produces  a 
less  unwholesome  liquid  than  the  production  on  a small 
scale. 

848.  Here  again  it  is  a case  of  comparison,  is  it  not? 
One  has  to  compare  the  friction  involved  in  that  form 
of  taxation  with  the  friction  involved  in  Income  Tax 
and  direct  taxes  generally? — Yes.  So  far  as  the 
Customs  are  concerned,  you  have  to  consider  what 
kind  of  oversight  of  imports  and  exports  you  would 
have  to  keep  up  if  you  did  not  have  the  Customs.  Of 
course,  if  you  are  prepared  to  throw  your  frontiers 
absolutely  open  and  not  bother  about  statistics  at  all, 
I am  not  sure  that  it  would  not  be  rather  a good 
thing  to  do,  because  people  would  not  be  able  to  pro- 
duce so  many  erroneous  theories  if  you  had  not  got 
statistics.  If  you  threw  the  frontiers  entirely  open 
and  let  the  things  come  in  without  being  recorded  a*- 
all  you  could  save  a great  deal  of  money  by  abolishing 
Customs;  but,  if  you  are  going  to  watch  and  record 
everything,  you  are  not  going  to  save  so  very  much  by 
taking  off  the  duties  on  a few  articles  on  which  they 
are  at  present  charged. 

849.  At  the  same  time,  when  you  have  any  changes 
in  your  indirect  taxes  you,  of  course,  get  'the  disloca- 
tion of  industry  consequent  on  any  changes  in  your 
tax  system,  and  you  get  friction  with  every  adjust- 
ment of  your  indirect  taxes? — Yes.  Of  course,  that  is 
an  argument  against  having  taxes  on  the  importation 
of  motor  cars,  for  instance,  but  I do  not  know  that 
it  matters  so  very  much  with  regard  to  the  liquor 
taxation,  which  is  the  principal  thing. 

850.  To  come  back  to  the  principal  point  which  is 
llhat  I want  to  get  at,  the  common  argument  is  that 


direct  taxes  on  income  and  estates  are  disadvan- 
tageous and  have  a prejudicial  effect  upon  trade, 
national  credit  and  employment — I think  those  are 
the  words  in  our  terms  of  reference.  What  I want  to 
know  is  whether  the  taxes  on  commodities  in  your 
opinion  are  also  seriously  prejudicial  to  trade,  credit 
and  employment ; there  is  very  much  less  attention 
generally  paid  to  them? — I think  if  you  took  off  the 
Income  Tax  and  tried  to  get  another  £300,000,000  by 
taxation  of  commodities  

851.  I am  not  suggesting  that.  I am  suggesting 
conditions  as  the  proportions  are  at  present? — Well, 
I think  as  conditions  are  at  present  they  are  so  very 
much  less  complicated  by  the  taxation  of  commodities 
being  on  liquor  and  tobacco;  if  they  were  on  all  sorts 
of  different  commodities  you  probably  would  have 
much  more  difficulty.  As  they  are  only  on  those,  and 
you  do  not  mind  the  quantity  of  those  being  reduced 
— and  it  does  not  really  very  much  matter  if  there  is 
a certain  amount  of  obstruction  in  the  production  of 
those  things — the  situation  is  rather  different.  But  I 
think  the  argument  you  have  mentioned  is  very  strong 
against  the  large  extension  of  taxation  on  com- 
modities. 

852.  All  the  existing  taxes,  though  they  are  on  those 
particular  things,  do  reduce  what  the  taxpayer  might 
otherwise  spend  on  other  commodities? — Yes. 

853.  And  reduce  the  potential  effective  demand  in 
other  directions  ? — Yes. 

•S54.  And  that  would  be  a factor  of  importance 
with  regard  to  trade,  national  credit  and  employ- 
ment?— Yes;  consequently  it  is  well  to  favour  the 
taxation  of  things  that  you  do  not  think  do  people 
much  good. 

855.  Sir  Josiah  Stamp-.  Just  reverting  for  a 
moment  to  the  questions  that  you  have  been  asked 
about  Sir  Herbert  Samuel’s  figures,  I am  a little 
disappointed,  as  one  who  took  a considerable  part  in 
helping  him,  that  you  find  them  absolutely  worthless. 
Do  I understand  you  think  that  the  figures  as  such 
are  wrong  or  not  the  best  approximation  that  can 
be  got,  or  is  it  merely  that  the  lessons  that  can  be 
drawn  from  them  are  dangerous?- — I think  the  result 
is  of  no  value,  because  it  does  not  suggest  anything 
useful.  It  is  no  use  saying  that  different  classes  pay 
no  much ; I do  not  know  how  it  can  be  of  any  use. 

856.  If  various  statements  are  being  made  of  a 
vague  character  that  certain  people  bear  very  much 
more  than  their  share,  or  very  much  less,  is  it  not 
better  to  substitute  for  that  vagueness  something  like 
a reasonable  approximation  to  the  facts,  whatever 
use  you  are  going  to  make  afterwards  of  it?  It  is 
bettor  to  have  contention  based  on  ascertained  fact 
than  contention  based  on  mere  theories? — I should 
substitute  a knowledge  of  elementary  economics,  l 
think,  for  another  set  of  figures  equally  delusive. 

857.  Is  it  of  no  value  at  all  in  your  judgment  to 
know  that  certain  income  groups  bore  certain  pro- 
portions of  the  total  burden  at  one  time  and  bore 
totally  different  proportions  at  another?  Does-  a 
change  of  tendency  of  that  description  convey 
nothing? — It  does  not  convey  any  idea  to  my  mind 
at  all,  because  when  you  say  that  certain  groups 
bore  so  much  at  one  time  and  so  much  at  another,  I 
do  not  know  what  comparison  you  are  making. 

858.  Suppose  a statement  is  made  that  a rich  man 
with  £10,000  a year,  say,  is  not  paying  half  as  much 
as  he  used  to,  and  strong  political  action  is  to  be 
based  on  a vague  statement  of  that  sort,  whereas  the 
rich  man  in  question  says  that  his  burden  is  quite 
as  great  or  even  greater,  is  it  not  better  to  throw 
into  the  arena  of  discussion  something  approaching 
Sir  Herbert  Samuel’s  facts,  or  whatever  you  like  to 
call  them,  than  merely  to  talk  at  large? — You  can 
point  out  that,  of  the  income  obtained  by  the  wealthy 
person,  so  much  is  taken  in  taxation;  that  is  quite 
reasonable  and  is  constantly  done,  and  there  is  no 
difficulty  about  that.  But  you  are  trying  really  to  do 
more  than  that;  you  are  trying  to  show  also  that  he 
would  have  that  amount  of  gross  income  if  the  taxa- 
tion were  different.  You  are  always  somehow  imply- 
ing comparison  with  a state  of  things  which  is  im- 
possible to  conceive,  it  seems  fo  me. 
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859. '  I do  not  know  that  the  Paper  itself  ever 
attempted  to  do  that;  it  simply  got  at  certain  ascer- 
tained facts.  Would  you  condemn  a statistical  inquiry 
of  that  sort  merely  because  there  were  a few  fools 
about  who  put  them  to  wrong  uses,  or  had  not  the 
necessary  knowledge  to  put  them  to  the  right  uses? 
— What  I suggest  is  that  you  can  lay  down  something 
about  changes.  Just  now  you  suggested  that  some- 
body said  at  one  time  the  rich  man  paid  so  much, 
and  at  another  time  he  paid  something  else.  It  is 
possible  to  deal  with  that,  because  you  arq  then  deal- 
ing with  two  periods  not  very  far  apart  from  each 
other,  and  you  have  a particular  change  that  hap- 
pened then.  You  can  say  : “ I agree;  I quite  admit 
that  the  change  did  damage  the  position,  or  improve 
the  position,  of  the  particular  classes.”  What  I 
object  to  is  the  attempt  to  put  up  the  whole  thing  in 
a statistical  form  and  say  that  at  the  present  time 
such  and  such  a class  are  paying  so  much  per  cent, 
and  others  are  paying  something  else. 

860.  Having  got  your  statistics  really  you  must 
put  them  in  a glass  case  as  a curiosity  and  say  no 
correct  inference  can  be  drawn  from  them?  For 
example,  a man  with  £10,000  a year  says  “ I know  as 
a fact  I was  bearing  30  per  cent,  tax  ten  years  ago, 
and  I am  now  bearing  40  per  cent.”  You  say  to  him 
in  answer  : “ You  are  not  bearing  40  per  cent,  at  all, 
because  if  you  were  not  paying  what  you  think  is 
40  per  cent,  you  would  not  have  the  £10,000.”  It 
is  really  the  re-action  of  the  taxation  upon  the  gross 
amount  of  the  income  which  introduces  the  confusion 
into  the  inference,  as  I understood  you? — You  are 
always  liable  to  the  suggeston  that  somehow  or  other 
the  incidence  has  been  shifted,  but  when  you  deal 
with  actual,  possible,  practical  changes  that  do  take 
place,  you  can  ignore  that. 

861.  Are  you  a complete  agnostic  as  to  statistics 
about  the  burden  of  taxation? — 1 am  completely 
agnostic  about  statements  which  lay  down  that 
people  with  certain  incomes  paid  so  much  per  cent, 
and  people  with  other  incomes  paid  another  so  much 
per  cent. 

862.  Even  if  you  regard  the  word  “ payment  ” as 
merely  the  first  incidence  of  the  tax?  1 grant  you 
that  in  taxation  it  is  very  difficult  to  find  the  ulti- 
mate incidence;  it  revolves  round  the  community  and 
nobody  knows  quite  where  the  ball  finishes.  But  is 
it  not  useful  to  know  where  the  first  impact  is? — I 
am  not  sure  that  I know  what  is  meant  by  the  first 
impact. 

863.  Well,  the  first  apparent  burden.  The  man 
says  : “ I pay  so  much  Income  Tax.  You  assure  me 
that  I do  not  pay  anything  of  the  sort,  but  I only 
appear  to  pay  it,  and  if  I did  not  have  this  payment 
to  make,  my  income  would  be  quite  different.”  Is  it 
not  a useful  piece  of  exact  knowledge  to  put  down  on 
a paper  that  he  does  in  fact  pay  so  much  Super-tax 
and  Death  Duties? — There  is  no  difficulty  about 
that,  of  course,  but  that  is  quite  different  from  saying 
that  the  man  with  £1.0,000  a year  pays  so  much  per 
cent.,  and  the  man  with  £100  a year  pays  so  much 
other  per  cent. 

8b4.  Does  that  uncertainty  arise  simply  because  you 
are  adding  to  the  direct  taxes,  which  are  more 
obvious,  proportions  and  percentages  of  other  taxes 
and  showing  them  to  him  as  a payer  of  taxes  ? It  is 
the  indirect  taxes  being  divided  up  that  you  object 
to? — Well,  there  is  more  difficulty,  of  course,  about 
saying  anything  about  what  happens  to  them  than 
there  is  about  the  other,  but  I do  not  say  that  it 
does  not  apply  to  the  others  too.  It  would  be  quite 
impossible,  for  instance,  to  say  anything  about  the 
incidence  of  the  duties  on  the  transfer  of  property. 
You  pay  one  or  two  per  cent,  on  the  transfer  of 
property;  it  is  quite  impossible  to  say  who  bears  that. 

865.  But,  after  all,  in  Sir  Herbert  Samuel’s  Paper 
that  particular  class  of  tax  is  a very  small  proportion 
of  the  total  burden  of  the  rich,  but  the  indirect  taxes 
constitute  the  largest  burden  on  the  poor.  Is  it  not  a 
reasonable  inference  that,  taken  as  a class,  the  con- 
sumer does  bear  the  tax  upon  a consumable  article  and 
not  the  rich  person?  'Woujd  you  go  to  3,  poor  mall 
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and  say : “ You  are  not  bearing  this  tax  on  beer  and 
tobacco  at  all ; it  is  the  rich  Squire  who  is  really 
bearing  it  ”?— The  consumers  of  the  things  specially 
taxed  no  doubt  suffer  in  consequence  of  those  special 
taxes. 

866.  Surely  when  Sir  Herbert  Samuel  says  that  an 
income  of  £100,  £200  or  £300  a year  bears  a certain 
burden  and  divides  up  the  indirect  taxes  on  such 
amounts,  and  also  says  that  the  income  of  £10,000  or 
£20,000  bears  a certain  burden  mainly  consisting  of 
direct  taxes,  that  is  an  approximation  to  the  truth 
even  after  allowing  for  incidence  and  shifting? — I do 
not  see  that  it  takes  you  anywhere. 

867.  If  you  are  merely  trying  to  reduce  vague 
statements  about  the  payment  of  taxation  to  an 
element  of  exactness  of  not  greater  error  than  5 or 
10  per  cent.,  surely  it  is  worth  having?  This  Inquiry, 
it  seems  to  me,  might  shut  up  to-morrow  if  the  very 
first  step  that  it  takes  is  to  ascertain  facts  that  are 
worth  nothing  at  all? — I do  not  say  that  is  all.  You 
are  asked  to  consider  the  distribution  of  taxation 
apparently  more  or  less  in  relation  to  the  National 
Debt.  All  you  can  do  is  to  suggest  changes  and  not 
very  big  changes  at  all,  because  it  is  impossible  really 
to  make  very  great  changes  anywhere,  and  you  can 
see  the  effect  of  them  already  without  following  this 
will-o’-the-wisp  and  trying  to  make  out  what  is  the 
incidence  in  that  sense  at  present ; you  can  consider 
whether  any  changes  are  desirable  in  the  distribution 
of  taxation. 

868.  Would  you  say  that  it  is  determinable  from 
figures  whether  the  rich  people  are  bearing  a higher 
proportion  of  tax  than  they  used  to,  or  whether  the 
poor  people  are  bearing  a higher  proportion  of  tax, 
or  a higher  absolute  burden?  After  all,  that  is 
important.  I am  not  so  much  concerned  with  the 
proportion  of  the  total;  I am  concerned  to  know 
whether  a particular  class  does  in  fact  bear  a larger 
burden  than  it  did  at  any  other  time;  surely  you 
would  not  say  that  that  was  impossible  of  determina- 
tion ? — No.  I think  it  would  be  very  difficult  to  get 
it  into  very  exact  form,  but  I think  you  could  state 
with  considerable  confidence  what  had  happened. 

869.  On  the  question  of  the  burden  of  the  debt, 
as  I understood  your  reply  to  Mrs.  Wootton,  you 
agreed  with  her  view  as  to  the  burden  of  the  debt, 
but  did  not  your  answer  presume  that  kind  of  identity 
between  the  whole  body  of  people  receiving  interest 
and  those  paying  the  taxes  out  of  which  it  is  dis- 
charged. I put  this  to  you;  if  you  say  that  the 
burden  of  debt  is  merely  a matter  of  friction  and 
so  on,  does  not  that  rather  cut  right  across  the  case 
that  we  are  running  up  against  every  day  of  our 
lives — the  case  of  the  young  fellow  who  goes  into 
business  and  makes  a fair  amount  of  profit  and  has 
a very  large  burden  to  bear.  If  you  tell  him  the 
debt  is  no  burden  he  will  laugh  at  you.  You  say  it 
is  not  a burden,  because  after  all  it  comes  back  to 
the  people;  he  says  “ I have  not  got  any  War  Loan, 
and  if  this  tax  were  not  put  on  me  I should  have  this 
much  more  to  enjoy.”  It  is  very  difficult  to  con- 
vince him  that  it  is  not  a burden.  Is  it  not  a fact 
that  in  discussing  the  non-existence  of  a burden  in 
that  way  we  are  committing  the  fallacy  of  confusing 
what  is  true  of  a total  with  what  would  be  true  of 
individual  parts,  and  is  it  not  a serious  drawback 
to  production  that  new  producers  and  new  effort 
should  be  subject  to  this  very  considerable  charge  in 
favour  of  what  you  might  call  the  dead  hand?  It  is 
rather  a long  question,  but  I hope  I have  made 
myself  clear.  I want  to  clear  up  what  I call  this  con- 
fusion of  thought  about  the  debt  not  being, a burden, 
because  the  interest  is  circulated  amongst  ourselves? 
— I do  not  think  I ever  said  that  the  debt  was  not  a 
burden  on  the  people  who  have  to  pay  it.  It  is  a 
burden  on  the  people  who  have  to  pay  it,  and  it  is 
a benefit  to  the  people  who  get  it.  of  course.  I do 
not  think  I am  guilty  of  having  confused  the  thing  at 
all. 

870.  I do  not  say  you  have  confused  it.  I only 
want  to  know  whether  you  would  agree  that  there  is 
a considerable  amount  of  confusion  iji  this  popular 
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rejoinder  in  the  contention  that  the  deht  is  not  a 
burden? — The  burden  consists  in  the  friction  involved 
in  collecting  the  money  by  the  awkward  way  of  taxa- 
tion. If  it  was  collected  in  another  way  by  the  people 
who  now  hold  debt  having  instead  more  property 
in  the  ordinary  way  in  which  people  hold  property, 
so  that  the  debt-holders’  income  did  not  come  in  by 
way  of  taxes,  it  would  be  just  like  any  other  property, 
of  course. 

871.  That  is  the  very  point  I am  aiming  at.  If 
this  were  a direct  charge  by  way  of  interest  on  other 
people’s  property,  you  would  get  a totally  different 
distribution  of  the  burden,  and  that  seems  to  lead  to 
the  view  that  taxation  of  unearned  income  and  Death 
Duties  is  economically  more  sound  than  spreading 
the  burden  upon  effort  pure  and  simple? — I do  not 
think  you  are  entitled  to  say  that  you  get  a different 
distribution  of  the  burden.  The  burden  might  be 
just  the  same;  it  depends  on  who  had  the  property. 
If  the  people  who  had  the  debt  had  other  property 
instead  of  it,  I do  not  see  that  the  people  who  have 
not  got  it  would  be  in  any  different  position  from 
what  they  are. 

872.  If  you  had  your  system  of  unearned  income 
taxation  or  earned  income  relief  worked,  as  it  has 
been  on  the  Continent,  by  an  annual  taxation  of 
capital  values — a small  annual  tax — you  would  have 
a distinction  much  more  complete  than  if  the  income 
from  that  particular  capital  were  devoted  to  the  ser- 
vice of  the  debt.  That  would  mean  that  a young 
fellow  going  into  business  and  making  profits  would 
not  be  burdened  in  that  way? — It  does  not  make  very 
much  difference  whether  you  make  your  differentiation 
between  earned  and  unearned  income  by  taxing  the 
capital  in  the  way  you  spoke  of  just  now,  or  by  way 
of  differentiation  in  Income  Tax.  It  does  make  a 
slight  difference,  and  an  important  difference  in  a 
way,  but  on  the  whole  there  is  not  much  difference,  is 
there  P 

873.  No,  there  is  no  real  difference.  It  in  only  that 
it  is  more  obvious  that  the  burden  is  specifically  off 
effort  and  upon  property,  to  pay  this  particular 
charge  which  you  describe  as  a charge  upon  property. 

- — Of  course  there  is  an  argument  in  fayour  of  that 
in  this,  that  after  all  these  burdens  are  local  burdens 
in  the  sense  that  each  country  has  its  own  National 
Debt,  and  in  the  long  run  the  property  that  is  fixed 
in  the  country  will  have  to  bear  any  additions, 
and  in  the  long  run  the  property  holder  will  have  to 
bear  something.  Of  course,  that  is  more  remarkable 
perhaps  in  the  case  where  you  have  great  external 
debt.  There  you  might  depopulate  the  country 
entirely,  because  all  the  people  might  leave  it  if  they 
were  taxed  heavily,  and  in  that  case  the  property 
there  would  obviously  depreciate.  You  have  always 
to  consider  that  possibility  of  migration. 

874.  It  seems  to  me  }t  is  one  of  our  tasks  to  consider 
whether  the  existing  distribution  of  the  taxation 
burden  is  best  from  the  point  of  view  of  not  repress- 
ing effort,  apart  altogether  from  mere  fairness  of 
distribution  by  reference  to  amount  of  income,  and  I 
wanted  to  hear  you  on  that  to  see  whether  you 
thought  any  change  could  be  made  which  would 
lighten  the  burden  that  there  is  on  enterprise. 
You  do  not  think  so;  you  think  on  the  whole  that 
things  are  fairly  well  balanced? — Yes.  I am  not 
advocating  any  change  in  that  way,  I think. 

875.  Now  may  I take  the  point  about  the  economical 
effects  of  redeeming  debt  by  taking  taxation  from 
say,  small  businesses.  By  small  businesses  I mean 
such  businesses  as  the  medium  business  in  private 
hands  in  Yorkshire  or  Leicester  engaged  in  textile 
industries,  and  so  on,  which  have  been  a very  im- 
portant feature  in  the  past  in  the  progress  of  the 
country.  You  said  you  considered  that  investment 
in  foreign  States  is  a diversion  of  the  man’s  money; 
it  does  not  come  back  into  his  business  quite  as 
readily.  I suggest  to  you  for  your  consideration 
whether  the  second  point  that  Mr.  Lees-Smith  just 
touched  upon  has  not  some  importance.  You  draw 
£5,000  from  a business  that  is  in  energetic  private 
hands,  but  whose  credit  is  not  widely  known,  and 
that  £5.000  gets  into  the  hands  of  trustees  or  some 


company  that  is  holding  Sinking  Fund  stocks  of  a 
secure  character.  The  existing  War  Loan  is  re- 
deemed, and  they  have  to  find  what?  They  do  not 
want  an  investment  in  an  unknown  textile  business 
in  Yorkshire;  they  want  something  similar  to  what 
they  have  given  up.  Has  not  this  the  effect,  there- 
fore, of  increasing  the  growth  of  large  joint  stock 
companies  that  are  able  to  issue  well  secured  de- 
bentures, things  of  the  character  that  these  people 
could  invest  in,  and  depressing  the  growth  of  the 
smaller  energetic  private  business? — Well,  do  you 
not  think  you  are  making  the  case  stronger  than  it 
is  when  you  say  that  the  trustees  will  act  in  that 
way.  Will  it  work  out  in  that  way  in  the  end?  Sup- 
pose the  trustees  re-invest  and  try  to  invest  in  the 
same  sort  of  thing  that  they  have  been  in  before,  is 
not  the  result  in  the  end  to  squeeze  out  somebody  on 
the  margin?  The  trustees  will  go  on  trying  to  get 
trustee  investments;  somebody  who  has  got  trustee 
investments  who  is  not  obliged  to  have  them  will  go 
out  into  something  a little  less  gilt-edged,  and  some- 
body there  will  go  out  into  something  still  less  so.  It 
is  not  really  such  a strong  thing  as  you  suggest. 

876.  I quite  agree  it  does  not  act  quite  as  directly. 
There  is  a process  of  moving  along  the  line  until  you 
come  to  the  marginal  man,  who  does  not  care  so 
much  ? — What  happens  is,  you  get  a very  slight  reduc- 
tion in  the  interest  payable  on  the  gilt-edged 
securities,  which  will  eventually  be  rather  favourable 
to  industry.  Of  course  it  means  that  on  the  prior 
charges  they  can  get  money  rather  easier. 

877.  I think  if  the  annual  sum  in  question  is  not 
large  the  effect  would  not  be  large,  but  is  it  not 
really  progressive  with  the  magnitude  of  your 
redemptions?  Supposing  you  had  a very  large 
redemption  of  3,000  or  4,000  million  pounds,  would  it 
not  be  important?  If  you  had,  we  will  say,  6,000  or 
7,000,  or  8,000  millions  of  trustee  stocks,  the  soi't  of 
stocks  that  that  class  of  people  like,  and  you  suddenly 
reduce  them  by  a half,  that  lining  up  process  that 
we  were  referring  to  just  now  does  not  seem  to  apply. 
While  you  will  undoubtedly  have  a large  number  of 
these  people  looking  round  eagerly  and  urgently  for 
stocks  of  that  character,  it  seems  to  me  that  you 
precipitate  the  development  of  the  large  and  well 
known  public  stocks  to  the  detriment  of  the  small  and 
private  need  for  capital.  What  I am  on  now  is  a 
question  of  the  importance  of  this  thing,  if  you  have 
very  large  redemptions,  such  as  for  instance  the 
advocates  of  a Capital  Levy  would  consider?— -I 
should  think  >1  would  be  inclined  to  meet  that  rather 
by  the  suggestion  that  before  the  War  you  had  a 
very  much  smaller  area  of  available  investments 
of  that  kind,  and  it  apparently  went  round,  so  to 
speak,  and  now  you  have  got  an  area  immensely 
larger  and  unnecessary. 

878.  You  think  the  hurricane  would  blow  in  the 
opposite  direction  with  equal  facility?  People  would 
go  out  of  these  things  into  the  general  money  market 
and  general  investment  without  difficulty? — Yes,  1 
think  they  are  doing  it. 

879.  Coming  now  to  your  paragraph  7,  in  your 
interesting  discussion  about  the  annuity  method, 
have  you  given  any  consideration  to  the  proposal  that 
there  should  not  be  any  attempt  to  fix  the  annuity 
absolutely  or  to  fix  the  kind  of  programme  of 
redemption  absolutely,  but  that  you  should  make  it 
fluctuate  with  the  variation  of  the  national  income. 
For  instance,  the  national  income  might  be  doubled 
in  a few  years’  time  by  one  of  three  methods  : you 
might  have  a complete  alteration  in  money  values  so 
that  the  real  production  that  you  had  would  be 
expressed  in  depreciated  money  at  twice  the  figure; 
that  would  be  one  method.  You  might  have  a 
remarkable  change  in  population,  each  person  well 
off  on  the  average  and  no  better  off,  but  multiplying 
it  by  a larger  population,  giving  you  a larger  national 
income.  On  the  other  hand,  you  might  have  not 
much  alteration  of  population  but  a real  increase  of 
actual  wealth  production  expressed  in  present  money 
values  giving  you  a larger  national  income.  Those 
three  different  methods  have  verjy  different  tax-paying 
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abilities  in  the  aggregate.  The  suggestion  has  been 
put  up  to  me  that  you  should  have  a programme  of 
debt  redemption  which  should  pay  regard  to  the  actual 
national  income  in  the  year  in  which  you  are  applying 
it.  If  you  had.  x per  cent,  per  £ iper  head  of  the 
income  in  any  given  year,  you  would  have  a burden 
that  would  actually  fit  the  back.  That  would  not 
lead  to  the  perils  that  a fixed  annuity  system  has? — 
Well,  is  not  the  objection  to  that,  that  if  you  are 
going  to  make  a good  resolution  you  had  better  make 
it  of  a very  definite  character — to  get  up  at  8 o’clock 
in  the  morning,  for  instance,  rather  than  get  up 
according  to  a sliding  scale  according  to  the  weather 
and  various  other  more  or  less  attractive  circum- 
stances. If  you  are  going  to  argue  about  these  other 
things  ad  libitum,  then  you  will  always  find  plenty  of 
arguments  for  altering  your  scale,  supposing  you  have 
fixed  on  one  beforehand.  Supposing  you  fix  on  some 
kind  of  index  number  which  is  going  to  show  you  the 
taxable  capacity  and  all  that,  you  will  want  to  alter 
it  and  argue  about-  it,  and  I do  hot  think  you  will 
get  the  same 'results  out  of  a movable  scheme  as  you 
would  out  of  trying  to  pay  a definite  amount. 

880.  You  do  not  think  the  risk  that  holding  to  a 
fixed  scheme  of  things  may  mean  radical  alteration 
in  the  value  of  money,  is  sufficiently  great  to  justify 
introducing  movable  elements? — If  you  are  going  to 
have  radical  alteration  of  money  you  had  better  give 
up  altogether,  I think.  .1  have  devoted  myself  to 
trying  to  prevent  radical  alteration  of  that  kind. 
Sir  Josiah  Stamp:  I suppose  it  is  outside  the  scope 
of  tins  Committee  to  discuss  the -management  of  the 
price  level. 

881.  Sir  Arthur  Balfour:  If  we  are  to  go  on  as  we 
are  at  present  do  you  think  the  present  Sinking 
.Fund  is  high  enough? — I suggest  it  ought  to  be  in- 
creased. 

882.  By  how  much? — -Well,  I suggest  £400,000,000 
per  annum  as  the  total  for  interest  and  redemption. 
The  total  at  present  is  £350,000,000. 

883.  Another  £50,000,000? — That  is  what  it  conies 
to. 

884.  Do  you  make  any  definite  suggestion  as  to  how 
that  should  be  raised? — Yes.  In  the  last  paragraph 
I suggest  that  it  should  be  raised  by  taking 
£50,000,000  off  the  expenditure,  and  of  course  that 
naturally  increases  net  revenue. 

885.  You  do  not  tell  us  out  of  what  expenditure. 
Could  you  give  us. some  kind  of  suggestion  out  of 
which  expenditure  . you  could  save  £50,000,000  a> 
year? — I can  only  suggest  a little  here  and  there. 
For  instance,  as  I go  down  Kingsw-ay  every  day  I see 
the  Air  Ministry  spending  a great  deal  of  money 
putting  up  a chart  showing  the  weather  up  and  down 
the  country.  That  does  not  amuse  people  half  as 
much  as  a barrel  organ. 

886.  Do  you  think  that  you  can  find  £50,000,000 
worth  of  those  oddments? — I think  I could  if  I was 
allowed  free  run  over  all  the  Government  Depart- 
ments. 

887.  You  -still  think  there  is  a real  solid  amount  to- 
be  saved  -by  reduction  of  expenditure  outside  interest 
ou  the  debt? — Yes,  and  also  you  have  to  take  into 
account  that  the  revenue,  if  the  taxes  are  left  as 
they  are  -at  present,  may  be  expected  to  rise  some- 
what as  time  goes  on. 

888.  You  speak  about  35  years,  which  is  practically 
within  the  lifetime  of.  an  ordinary  person.  Do  you 
think  it  is  quite  reasonable  that  the  present  com- 
munity should  bear  all  the  strain  and  stress  of  the 
War  and  should  then  have  the  whole  burden  cast  on 
them  in  their  lifetime?  Do  you  not  think  there  is 
something  to  be  said  for  their  having  safeguarded 
future  generations  who  should  therefore  bear  some 
of  that  burden? — -Well,  if  they  had  been  successful 
in  safeguarding  future  generations  I think  there 
would  be  something  to  be  said  for  them,  but  I am 
not  sure  that  they  have  done  so. 

889.  Perhaps  they  have  not  been  as  successful  as 
they  would  have  liked,  but  they  were  to  some  extent 
successful  ?— I do  not  know.  They  have  made  rather 
a mess  of  it. 


890.  Do  you  not  think  a worse  mess  might  have 
been  made  of  it? — That  is  always  possible,  I suppose. 
For  one  thing,  they  should  not  have  let  the  War  cost 
so  much.  If  they  had  kept  their  currency  in  order, 
it  would  not  have  cost  so  much. 

891.  That  -is  too  late  to  remedy,  I am  afraid.  With 
regard  to  the  Death  Duties  do  you  think  they  ought 
to  be  applied  directly  to  the  redemption  of  debt? — 
If  you  had  as  large  a Sinking  Fund  as  I suggest,  they 
would  be.  When  I suggested  allocations  as  an  alterna- 
tive, the  allocations  that  I made  come  to  rather  more 
than  the  figure  I suggested  under  the  -annuity  system. 

I suggested  the  Death  Duties,  the  Super-tax,  and  the 
duties  on  the  transfer  of  property,  but  I notice  they 
come  to  rather  more  than  £ 100, CKX), 000  and  you  would 
have  to  make  some  reduction  off  those,  but  the 
scheme  of  allocation  is  a little  attractive  in  principle, 

I think. 

892.  We  -have  had  one  or  two  witnesses  who  spoke 

very  strongly  on  the  question  of  reducing  the  2d. 
cheque  stamp  to  Id.;  I see  you  are  not  in  favour  of 
that? — No.  I think  that  would  have  exactly  the 

opposite  effect  to  what  is  usually  supposed.  People 
have  the  most  absurd  way  of  trying  to  recommend 
it  by  saying:  “ If  you  took  that  off  it  would  reduce 
the  demand  for  currency  notes.”  Of  course  it  would 
reduce  the  demand  for  currency  notes;  you  would  not 
want  so  many;  and  the  value  of  them  would  be  less 
than  it  is  now. 

893.  Surely  you  think  it  would  be  better,  and  trade 
would  be  more  facilitated  by  the  use  of  cheques  than 
by  the  constant  paying  of  small  accounts  all  over  the 
country  in  currency  notes? — I do  not  know.  There 
is  a good  deal  of  book-keeping  involved  in  cheques,  is 
there  not? 

894.  Yes,  but  still  it  works  very  usefully  from  a 
credit  point  of  view,  surely? — I do  not  mind  about  it 
much,  provided  that  people  realise  that  they  have  to 
reduce  the  currency  notes  correspondingly  if  they 
take  the  dirty  off.  If  the  duty  was  taken  off,  I should 
certainly  not  have  so  many  currency  notes  from  the 
bank  as  I do  now,  and  the  issue  ought  to  be  reduced 
in  consequence,  otherwise  there  would  be  more  in- 
flation. 

895.  I notice  you  do  not  touch  the  question 
directly,  but  may  I take  it  that  you  are  not  in  favour 
of  a Capital  Levy?  Is  it  because  you  -consider  that 
it  would  cause  too  great  a disturbance  of  “the 
country’s  trade? — I did  not  deal  with  that  subject, 
because  1 understood  it  was  being  kept  by  the  Com- 
mittee for  -a  future  occasion. 

896.  But  -perhaps  you  could  answer  me,  while  you 
. are  here? — On  the  whole,  though  the  thing  is  attrac- 
tive from  an  academic  point  of  view,  and  a great 
many  of  the  arguments  against  it  annoy  one  with 
their  extreme  -futility,  I do  not  think  it  is  prac- 
ticable. 

897.  Mr.  Sicliens : We  have  been  told  once  or 
twice,  and  I am  quite  sure  we  shall  be  told  several 
times  more,  that  one  ought  to  pay  off  the  debt  out 
of  national  savings  and  income  and  not  out  of 
capital;  that  it  is  a wrong  thing  to  do,  -and  not 
economically  sound,  to  pay  off  debt  out  of  the  national 
capital;  would  you  share  that  view?  Everybody 
would  admit  that  saving  is-  a good  thing,  but  that  is 
not  the  point.  The  point  is,  supposing  you  have  not 
saved  enough  to  make  any  reduction  in  the  debt, 
ought  you  to  leave  it  alone,  or  ought  you  to  be  pre- 
pared to  reduce  it  by  means  of  taxing  capital? — I do 
not  think  I quite  understand. 

898.  The  theory  is  that  there  is  a national  income 
of  so  much  per  annum  and  that  out  of  that  you  should 
pay  all  your  taxes  without  trenching  on  capital? — - 
Yes — well  ? 

899.  Therefore  you  cannot  pay  off  more  of  the 
debt  than  you  can  pay  off  out  of  income? — But  you 
can. 

900.  I know.  I was  asking  your  view  about  it;  is 
that  sound? — I do  not  see  any  ground  for  the 
doctrine  at  all  that  you  cannot. 

901.  Well,  1 would  rather  put  the  point  as  that  you 
ought  not  to — that  it  is  not  economically  sound  to 
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do  so? — I think  the  view  is  quite  wrong.  It  seems  to 
me  quite  desirable  to  do  it  whether  you  get  it  out  of 
income  or  out  of  capital. 

902.  In  a business,  for  example,  if  you  found  that 
your  capital  was  inflated  you  would,  if  you  could, 
no  doubt,  write  it  down  out  of  profits,  but  if  you 
could  not,  you  might  think  that  it  was  sound 
economics  to  write  it  down  out  of  capital,  might  you 
not?  It  is  not  infrequently  done;  is  not  that  so? — 
Well,  in  a business  if  you  had  a debt  you  would  not 
refuse  to  pay  it  off  because  you  had  to  pay  it  off  out 
of  capital,  would  you  ? 

903.  No.  The  point  I wanted  to  make  was,  that 
supposing  you  found  in  your  business  that  suddenly 
an  asset  became  valueless,  you  would  like,  if  you 
could,  no  doubt,  to  wipe  it  out  from  the  profits  which 
you  made ; but  supposing  you  could  not,  it  is  very  often 
in  practice  found  desirable,  is  it  not,  to  write  it  off 
by  writing  down  your  capital? — I suppose  so. 

904.  Is  there  a very  important  distinction  between 
taxation  of  capital  and  the  taxation  of  income  from 
the  point  of  view  of  the  economist? — Well,  the  im- 
portant distinction,  I suppose,  lies  in  the  effect  upon 
the  taxpayer’s  action.  If  the  taxation  causes  him  to 
reduce  his  savings,  then  you  may  properly  call  it 
taxation  of  capital;  if  it  does  not,  then  you  cannot'  so 
call  it.  As  a matter  of  fact,  almost  any  taxation  will 
cause  some  people  to  reduce  their  savings  somewhat. 

905.  That  is  to  say,  all  Income  Tax  is  potential 
capital  in  a sense,  is  it  not? — The  richer  you  are  the 
more  likely  it  is  to  fall  on  the  savings.  Of  course, 
if  you  are  a.  comfortable  person  with  several  thousands 
a year,  and  you  are  saving  £1,000,  or  £100  even,  and 
the  taxes  are  raised  a certain  amount,  you  are  much 
more  like!}7  to  take  that  off  savings  than  to  take  it  off 
expenditure,  no  matter  what  kind  the  taxation  is. 

906.  -So  that  you  would  not  regard  the  distinction 
between  the  taxation  of  capital  and  the  taxation  of 
income  as  of  great  importance? — No.  I should  not 
think  it  is,  understood  in  the  loose'  way  in  which  it 
usually  is. 

907.  Although  it  might  be  desirable  to  see  that 
such  taxation  as  was  drawn  from  national  capital 
was  applied  to  the  reduction  of  debt,  might  it' not? — 
Yes.  Of  course,  you  ought  to  take  into  account  that 
the  community  are  always  saving  a considerable 
amount,  at  least  in  tolerabte  times,  and  taxation  is 
sure  to  impinge  upon  that  amount  to  some  extent.  It 
is  not  as  if  you  had  people  just  living  on  their  income 
and  saving  nothing.  I do  quite  know  what 
would  happen  then.  I suppose  taxation  then  would 
be  met  entirely  by  reduction  of  their  expenditure, 
but  as  long  as  you  do  not  have  that  situation,  as  long 
as  you  have  a situation  where  people  are  saving,  any 
taxation  is  sure  to  impinge  on  the  saving  to  some 
extent. 

908.  Is  it  your  view  that  a high  Income  Tax  does 
injure  business  or  not;  have  you  a definite  view  on 
that  point? — I do  not  see  why  it  should.  I should 
require  a good  deal  more  knowledge  of  it  than  I have 
to  convince  me  of  that. 

909.  Would  you  agree  that  it  would  injure  business 
if  all  provision  for  expenditure  were  not  met  before 
the  tax  was  imposed,  that  is  to  say,  if  some  of  the 
tax  fell,  not  on  profits,  but  on  working  expenses? 
To  that  extent  I suppose  it  would  put  prices  up, 
would  it  not? — Yes,  so  far  as  you  tax  working 
expenses  it  is  practically  the  same  as  taxing  com- 
modities. 

910.  In  theory  an  Income  Tax  is  supposed  to  be 
on  your  profits? — Yes. 

911.  But  in  so  far  as  it  was  not  on  profits  it  would 
pretty  clearly  put  up  prices,  would  it  not? — Yes.  In 
what  I have  said,  I have,  of  course,  assumed  that  the 
Income  Tax  is  an  Income  Tax.  In  so  far  as  the 
Income  Tax  is  not  an  Income  Tax  my  arguments  do 
not  apply. 

912.  The  tax  in  the  question  1 am  putting  to  you 
is  an  Income  Tax  in  that  sense,  when  adequate  pro- 
vision is  made  for  the  depreciation  of  plant  and 
buildings,  for  example.  Will  you  go  as  far  as  this — 
that  if  adequate  provision  is  not  made,  then  pro  tanto 


high  taxation  is  an  injury  to  business? — To  the  parti- 
cular sort  of  business  which  it  hurts,  yes. 

913.  And  indeed  it  might  be  the  case,  might  it  not, 
that  a large  number  of  factories  in  this  country,  or, 
you  might  say,  the  industries  of  this  country  as  a 
whole,  had  not  been  depreciated  to  the  extent  that 
they  ought,  owing  to  the  fact  that  they  were  not 
allowed  to  depreciate  for  taxation  purposes? — Yes, 
that  may  be  so. 

914.  That  would  l>e  a bad  thing,  would  it  not,  in 
so  far  as  it  was  true? — Yes. 

915.  Y’ou  are  not  in  a position  to  say  that  that  is 
a fact? — No. 

916.  But  you  do  recognise  that,  if  it  were  a fact 
that  the  allowance  for  depreciation,  for  example, 
were  inadequate,  that  would  be  a bad  thing? — Yes. 

917.  Then  similarly  you  are  aware,  are  you  not, 
that  a large  number  of  businesses  in  this  country,  if 
not  most,  have  been  built  up  out  of  profits? — Yes . 

918.  That  any  prudent  man  extends  his  business 
not  by  borrowing  further  capital,  but  by  a generous 
use  of  the  profits  that  he  makes  That  is  how  the  in- 
dustries that  Sir  Josiali  Stamp  has  referred  to  in 
Yorkshire  and  Lancashire,  for  example,  have  been 
built  up? — Yes.  I would  include  that,  of  course,  in 
savings. 

919.  If  your  savings  are  taken  away  in  taxation 
you  cannot  do  it;  you  have  to  do  it  out  of  capital? — 
Well,  it  is  the  same  thing.  It  does  not  really  make 
any  difference  in  principle  whether  you  take  the 
savings  before  they  have  been  handed  over  to  the 
shareholder  or  take  them  afterwards.  The  same  argu- 
ment about  the  savings  applies  right  through,  ,1 
think.  You  may  say  perhaps  that  the  companies 
with  their  undistributed  profits  are  more  certainly 
saving  than  the  shareholder  when  he  gets  his  divi- 
dend, and  therefore  it  hits  savings  a little  harder 
for  that  reason.  I do  not  think  you  can  go  further 
than  that. 

920.  I do  not  wish  to  suggest,  of  course,  that  high 
taxation  is  not  inevitable,  and  indeed  desirable,  in 
order  to  pay  off  debt,  but  I -would  like  to  be  clear  in 
my  mind  as  to  whether  it  is  at  the  same  time  inflicting 
an  injury  upon  industry.  It  may  be  an  inevitable 
injury,  but  must  it  not  injure  industry  to  some  con- 
siderable extent  if,  instead  of  being  able  to  pay  your 
money  back  into  your  business,  as  j7ou  did  in  the  past, 
you  must  rely  on  the  whim  of  a banker  or  the  general 
public  to  give  you  the  money,  on  which  you  would 
have  to  pay  interest  in  the  future?  It  does  restrict 
your  expansive  capacity  and  your  capacity  for 
improvement,  does  it  not? — Yes;  but  it  oidy  does  it 
just  in  the  same  way  that  it  attacks  the  individual. 
It  does'  not  make  any  difference,  it  seems  to  me, 
whether  the  shareholder  has  to  pay  it  one  way  or  the 
other. 

921.  But  the  shareholder  will  not  pay  it  one  way; 

that  is  the  difficulty.  Supimsing  I went  to  my 
shareholder  and  said:  “I  should  very  much 

like  £100,000  ”,  he  might  say : “ Well,  you  can 

whistle  for  it;  you  are  not  going  to  get  it  from 
me  ”.  Supposing  on  the  other  hand  you  have  made  a 
profit ? — Which  you  do  not  pay  to  the  shareholder. 

922.  You  can  keep  it  from  the  shareholder  very 
much  more  easily  than  you  can  extract  it  from  his 
empty  pocket.  That  must  he  pretty  clear,  must  it 
not?— No,  I do  not  think  it  is.  It  seems  to  mo  ail 
the  same  whether  the  conrpany  keeps  back  the  divi- 
dend it  ought  to  have  paid  me  or  whether  I receive 
it.  In  the  end  I ought  to  be  the  person  who  settles 
the  matter,  and  it  depends  upon  how  much  I decide 
to  save,  how  much  goes  into  your  company.  Suppose 
1 vote  that  you  shall  distribute  more,  you  are  bound 
to  distribute  it.  It  is  really  my  property;  and  all 
you  can  really  contend  is  that  the  companies  make 
people  save  more  by  keeping  some  of  it  back;  that 
certainly  is  so,  markedly  in  the  United  States;  some 
authorities  seem  to  think  the  people  in  the  United 
States  would  not  save  anything  at  all  if  it  was  not 
for  the  companies  doing  it  for  them. 

923.  My  contention  is  not  so  elaborate  as  all  that. 
My  contention  is  that  it  is  the  normal  thing  for 
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prudent  business  men  in  this  country  to  expand  and 
improve  their  business  out  of  profits  or  savings.  In 
so  far  as  those  savings  are  taken  away  by  the  State 
that  becomes  impossible  for  them,  and  that  is  a bad 
thing.  That  is  the  point  I want  to  put  to  you? — Yes; 
but  I do  not  think  it  is  a different  thing  at  all  from 
taxing  the  shareholder  after  he  has  got  his  dividends 
and  thereby  preventing  him  having  so  much  money 
to  put  into  the  business.  Mr.  Hichens  : It  may  be 

as  broad  as  it  is  long,  but  the  difficulty  remains, 
does  it  not,  that  to  that  extent  injury  is  done  to  the 
industries  of  this  country.  I think  I see  what  your 
point  of  view  is. 

924.  Mr.  Lees-Smith : Would  you  agree  with  the 
doctrine  that  there  should  be  no  Income  Tax  on  un- 
distributed profits?— I think  the  State  would  lose  too 
much  money  by  exempting  them. 

925.  Professor  Hall : I should  like  to  take  up  this 

question  about  paying  off  the  debt  in  a definite 
period  of  35  years.  I should  like  to  ask  your  views 
regarding  the  effect  of  that  policy.  Obviously  you 
would  have  to  raise  £50,000,000  a year  more,  and  if 
we  assume  that  the  increased  income  has  to  be 
derived  from  the  present  sources,  it  may  affect  the 
inducement  to  those  who  are  already  engaged  in 
industry? — I think  an  increase  of  £50,000,000  would 
be  rather  unsatisfactory.  I would  prefer  to  see  the 
money  provided  by  reduction  of  expenditure. 

926.  That  of  course  assumes  that  that  can  be 
achieved;  but  supposing  that  could  not  be  achieved, 
would  you  be  in  favour  of  an  increased  revenue  being 
secured  for  the  purpose  of  obtaining  the  fund  that  you 
have  suggested? — Yes,  I think  I should,  on  the  whole. 

927.  What  do  you  think  would  be  the  effect  upon 
industry  of  raising  that  additional  revenue  ? — It 
depends  on  how  you  did  it,  of  course.  If  it  was  done 
by  having  kept  the  last  6d.  on  the  Income  Tax,  for 
instance,  or  the  last  9d.,  or  whatever  would  make  it 
up,  I do  not  think  the  effect  would  be  at  all  noticeable. 

928.  Then  on  the  other  side  the  repayment  of  the 
additional  amount  of  the  debt  would  presumably  in- 
crease the  amount  of  available  capital? — Not  very 
much,  I think,  because  I think  most  of  it  would  come 
out  of  savings;  it  would  increase  it  to  some  extent.  It 
might  be  perhaps  £5,000,000  out  of  the  £50,000,000.  I 
would  rather  not  give  any  estimate,  but  I think  a 
very  large  portion  would  be  merely  a payment  which 
would  come  off  people’s  savings  and  go  to  the  reduc- 
tion of  debt,  so  that  you  would  not  have  a larger 
amount  by  the  whole  of  the  £50,000,000,  but  only  by 
a portion  of  it.  It  would  depend  a good  deal  on  what 
you  put  the  taxes  on.  If  you  put  6d.  on  the  Income 
Tax,  that  would  certainly  be  eo.  If  you  put  it  on 
sugar  again  it  might  not  be  so. 

929.  Still  you  agree  that  there  would  be  a certain 
amount  of  compulsory  saving  and  that  this  saving 
would  be  capital  and  would  increase  the  available 
capital  of  the  country? — Yes,  a certain  amount. 

930.  What  would  you  think  would  be  the  effect  of 
this  policy  upon  the  general  rate  of  interest  in  the 
country?  Do  you  think  it  would  have  any  important 
effect? — It  would  tend  to  diminish  the  rate  of  interest 
on  gilt-edged  securities  as  compared  with  others;  that 
would  be  one  thing;  it  would  tend  to  a very  slight 
reduction  on  the  whole. 

931.  If  the  capital  were  increased,  do  you  think 
that  that  increase  and  the  general  fall  in  the  Tates 
of  interest  which  you  suggest  may  happen,  would  be 
very  helpful  in  assisting  conversions  of  loans  to  a 
lower  rate  of  interest? — Yes.  I do  not  think  the 
effect  on  the  whole  rate  of  interest  would  be  very 
important,  but  the  effect  on  the  gilt-edged  rate  would 
be  rather  larger,  so  that  you  would  get  greater  ease 
of  conversion. 

■ 932.  You  do  not  think  that  compulsory  saving  con- 
verted into  capital  would  really  be  very  important, 
then? — It  might  be  if  it  was  large,  but  I do  not  think 
it  would  be  very  large ; but  I think  the  restriction  of 
the  gilt-edged  field  would  certainly  raise  the  capital 
value  and  consequently  reduce  the  interest  which  you 
had  to  pay  on  what  was  left  of  the  gilt-edged  field. 


933.  Supposing  this  policy  were  adopted,  what  is 
going  to  be  the  effect  in  the  36tli  year?  You  have 
been  taking  £400,000,000  a year  for  35  years  and 
then,  according  to  the  suggestion  you  have  made,  all 
this  is  withdrawn? — I wondered  if  anyone  would  be 
sanguine  enough  to  ask  me  that. 

934.  I should  imagine  that  sudden  changes  of  that 

sort  are  not  usually  good? — No.  I expect,  as  a 

matter  of  fact,  when  it  got  towards  the  end,  they 
would  tail  off  a bit. 

935.  This  is  not  quite  like  a municipal  loan,  then? — 
No,  because,  unfortunately,  you  have  not  got  com- 
pulsion applicable  to  sovereign  States.  Municipali- 
ties in  a high  state  of  solvency,  of  course,  are  com- 
pelled to  pay  off  their  debts;  no  .sovereign  State  is. 
That  sudden  jump  comes  from  the  thing  having  got 
so  massed  together.  In  a municipality  you  have  a 
number  of  different  loans  and,  consequently,  you 
never  have  such  a very  big  jump  at  the  end  of  the 
period. 

936.  You  made  reference  in  your  statement  to  the 
increase  of  capital  value  as  the  result  of  some  of  the 
schemes  of  conversion.  Do  you  think  that  what  you 
have  said  on  this  subject  should  affect  the  portions 
of  the  debt  selected  for  repayment  at  the  present 
time  or  in  the  immediate  future,  say  Consols  as 
against  5 per  cent.  War  Loan,  or  any  other  specific 
Loan? — Of  course  some  of  them  are  tied  up  with 
Sinking  Funds  of  their  own.  With  regard  to  the 
rest,  I should  he  inclined  to  take  the  cheapest,  the 
one  that  seemed  most  profitable  to  pay  off,  but  to  give 
some  preference  to  the  Floating  Debt  because  of  the 
awkward  risks  connected  with  a large  Floating  Debt. 
I think  the  Floating  Debt  ought  really  to  be  cleared 
away  pretty  soon. 

937.  With  £100  of  income  you  can  reduce  your 
capital  debt  liability  more  in  the  case  of  Consols 
than  in  the  case  of  5 per  cent.  War  Loan.  I was 
wondering  whether  in  your  view  the  argument  that 
you  have  advanced  would  be  an  argument  for  the 
selection  of  a particular  kind  of  debt  for  repayment? 
— I think  it  is  rather  a question  of  accountancy.  If 
you  bought  Consols  you  would  knock  off  a larger 
amount  of  capital,  but  you  would  have  to  pay  more 
at  the  moment  to  get  off  a certain  amount  of  interest. 

I think  it  is  considerably  a matter  of  calculation,  and 
of  course  a certain  amount  of  prognostication  of  the 
future  also,  which  is  very  difficult. 

938.  That,  of  course,  would  have  to  be  taken  into 
account — the  interest  that  was  saved? — Supposing 
the  rate  of  interest  was  going  to  fall  very  rapidly  in 
the  next  ten  years,  it  would  pay  very  well  to  buy 
in  Consols  and  things  of  that  sort,  and  vice  versa.  It 
is  very  difficult. 

939.  I take  it  that  you  have  no  very  strong  views 
on  this  subject? — No. 

940.  Mr.  Bell : Will  you  please  look  at  these  words 

in  paragraph  11.  “ But  against  taxation  for  repay- 

ment of  National  Debt,  the  objection  that  high  taxa- 
tion reduces  savings  has  no  validity  at  all.”  High 
taxation  reduces  savings,  but  taxation  for  repayment 
of  National  Debt  does  not  reduce  savings?  Is  that 
what  you  mean? — Yes;  the  paragraph  goes  on  to  ex- 
plain that.  It  follows  on  from  the  beginning  of  para- 
graph 10,  “ Against  taxation  for  purposes  which  are 
not  of  the  nature  of  lasting  improvements,”  the  ob- 
jection is  valid ; and  then,  in  paragraph  11,  1 say  it 
is  not  valid  against  taxation  for  repayment  of  the 
National  Debt. 

941.  You  say  that  taxation  for  the  repayment  of 
National  Debt  is  unobjectionable  because,  when  the 
money  reaches  the  persons  who  are  holders  of  that 
National  Debt,  they  reinvest  it? — Yes. 

942.  And  you  say  that  those  who  are  taxed  are  sure 
to  reduce  their  consumption.  That  is  a very  largo 
assumption,  is  it  not?  It  may  be  that  they  will  have 
to  pay  that  out  of  their  savings? — They  will,  most  of 
it,  I think;  but  all  I say  is  that  they  are  sure  to 
reduce  their  consumption  to  some  extent. 

943.  A great  many  of  us  have  not  reduced  our  con- 
sumption to  any  extent,  but  we  have  reduced  our 
savings? — We  have  reduced  our  savings  chiefly,  but 
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I think  wo  have  reduced  our  consumption  to  some 
extent.  We  should  have  consumed  more,  I think,  if 
we  had  not  had  to  pay  the  taxes. 

944.  I want  to  get  at  the  real  principle  underlying 
this.  We  all  want  to  reduce  the  debt,  and  we  are 
all  going  to  do  it  to  some  extent,  but  does  not  there  • 
come  a point  where,  if  you  take  money,  money, 
money,  from  the  taxpayer,  that  is,  his  capital  or  his 
savings,  whichever  you  like  to  call  it,  you  are  taking 
from  him  the  means  by  which  he  earns  more  in  the 
way  of  interest  than  the  State  saves  when  it  receives 
the  money  and  pays  off  debt? — You  take  it  away  from 
the  taxpayer  and  give  it  to  the  person  who  has  got 
the  debt,  and  the  person  who  has  got  the  debt  has 
got  to  re-invest  it,  .and  the  taxpayer  has  probably  to 
reduce  his  consumption  to  some  extent.  On  the  whole 
I should  say  there  is  more  capital  available. 

945.  That  was  not  quite  my  point.  My  point  is 
that  the  paying  off  of  5 per  cent.  War  Loan  or  any 
other  sort  of  War  debt  may  not  be  economically 
sound  with  money  which,  if  it  werei  left  in  the  hands 
of  the  trader,  would  produce  more  interest? — It  gets 
back  into  the  hands  of  the  trader  when  it  is  paid  off. 

948.  We  will  come  to  that.  I put  a question  to 
a witness  last  time  of  a firm  consisting  of  a man  and 
his  son  who  had  £1,000,000,  and  among  the  assets 
of  the  £1,000,000  was  £300,000  War  Bonds  which 
were  available  for  the  Death  Duty  when  the  father 
died.  The  whole  £300,000  was  paid  over  for  Death 
Duty,  when  the  firm  was  left  with  £700,000  instead 
of  £1,000,000,  and  could  do  considerably  less  work 
and  produce  less  profits.  Many  people  assume  that 
the  £300,000  is  inevitably  going  to  be  replaced  by 
some,  beneficent  spirits  who  cannot  be  indicated 
precisely,  and  that  in  some  way  or  other  it  is  going 
to  come  back? — In  that  case  the  War  Bonds  were 
simply  cancelled,  I suppose? 

947.  What  is  the  effect  upon  the  earning  capacity 
of  the  people  who  have  lost  that  £300,000? — The 
people  have  not  lost  it. 

948.  I beg  your  pardon;  they  have  given  it  up  and 
it  has  been  torn  up,  and  they  have  lost  it? — But  it 
was  not  any  addition  to  their  earning  capacity  to 
own  it. 

949.  Oh,  yes  it  was.  It  was  a thing  with  which 
they  could  borrow,  and  not  only  borrow  £300,000, 
but  much  more? — Then  it  seems  to  me  we  ought  all 
to  be  millionaires  at  that  rate.  We  have  only  got 
to  buy  some  Bonds  and  then  borrow  more  on  them 
and  conduct  our  trade  on  that  money. 

950.  But  in  such  a case  as  I am  putting,  from  my 
practical  experience  we  know  that  with  £300,000  a 
firm  can  borrow  more,  or  at  all  events  can  borrow 
£300,000,  but  if  it  is  taken  from  them  and  torn  up, 
they  obviously  cannot  borrow  even  £300,000? — At 
that  rate,  does  that  lead  to  there  being  more  capital 
available  somewhere,  somehow?  In  jthat  case  it 
would  be  a good  plan  to  increase  the  National  Debt, 
would  it  not,  if  everyone  could  borrow  more  on  it, 
the  more  there  is  of  it? 

951.  I am  asking  whether  it  would  be  wiser  in  the 
long  run  economically  that  that  £300,000  should  be 
left  in  the  hands  of  the  people  to  trade  with  or 
taken  away  from  them.  Which  is  better  for  the 
State? — It  seems  to  me  more  convenient  for  every- 
one that,  when  they  are  taxed  £300,000,  that  amount 
should  be  cancelled.  I do  not  see  that  the  cancella- 
tion of  that  amount  of  stock  really  diminishes  the 
capital  of  the  country  in  any  way. 

952.  Please  listen : I am  talking  about  that 

particular  firm.  Have  they  not  had  taken  from  them 
an  amount  of  earning  capacity  which  was  greater 
than  what  the  State  had  gained? — I cannot  under- 
stand how  they  can  have  earning  capacity  out  of 
holding  this  amount  of  War  Loan. 

..  953.  Cannot  they  borrow  on  it  for  business  pur- 
poses?— Well,  are  they  any  better  off  for  that? 

954.  Presumably,  if  they  want  it  for  profitable 
business.  These  are  tilings  within  my  own  know- 
ledge?— Of  course  I can  see  that  the  State  got  the 

( The  Witness 
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£300,000,  and  somebody  else  lost  it,  but  I do  not 
think  anything  further  happened. 

955.  Really  the  advantages  are  balanced  by  the 
U6e  of  that  money  which  those  two  entities  make — 
the  State  and  the  trader? — I do  not  think  either 
of  them  were  losing  it.  There  was  not  any  money; 
there  was  only  an  obligation  on  the  State  to  pay 
certain  interest  on  the  capital  of  those  Bonds. 

956.  And  when  they  got  it  they  cancelled  their 
5 per  cent,  obligation? — That  obligation  is  now  can- 
celled. I am  not  prepared  bo  think  that  the  capital 
of  the  country  is  really  increased  by  there  being  more 
of  such  Bonds  about  than  if  they  were  all  cancelled. 

957.  I will  not  pursue  it,  because  I do  not  think 
you  have  quite  seen  what  I mean,  and  you  have  had 
a long  examination.  May  I ask  about  the  2d.  duty 
on  cheques?  You  say  that  if  the  duty  was  reduced 
to  Id.  and  there  were  more  cheques,  notes  would  he 
in  smaller  demand,  and  would  be  still  further 
depreciated  ? — Yes. 

958.  In  what  respect  are  they  depreciated  now? 
Do  you  mean  for  home  consumption  or  for  exchange 
purposes? — They  are  depreciated  now  because  they 
are  not  worth  whatever  the  number  of  grains  of  gold 
is  in  a sovereign. 

959.  Merely  as  an  exchange;  you  do  not  think  for 
internal  purposes  of  purchase? — But  they  are  depre- 
ciated for  that.  If  I have  the  amount  of  gold  in  a 
sovereign  I have  more  than  I have  if  I have  a £1 
note.  Therefore  the  £1  note  is  depreciated. 

960.  If  there  were  fewer  notes  would  they  become 
less  valuable? — They  would  become  more  valuable.  If 
they  were  cut  down  by  £30,000,000  or  £40,000,000 
they  would  go  up  to  the  value  of  a sovereign. 

961.  And  they  would  he  still  more  depreciated  if 
they  wei'e  more  valuable? — I did  not  say  that.  I say, 
if  there  were  fewer  of  them,  each  of  them  would  be 
worth  more,  which  is  usually  the  case  with  all 
articles  of  value. 

962.  Which  causes  us  to  want  to  keep  a large  stock 
of  currency  notes  in  our  pockets  and  tills,  and  there- 
fore prevents  the  currency  note  from  being  more 
valuable  than  it  is? — The  more  we  keep  in  our 
pockets,  the  more  valuable  they  are. 

963.  If  they  were  cut  down  would  they  he  less 
valuable? — They  would  be  more  valuable  if  there  were 
fewer  of  them.  Is  it  not  the  case  with  most  things' 
that  are  bought  and  sold,  that  if  there  are  fewer  of 
them  they  are  worth  more? 

964.  That  is  what  I wanted  to  get  from  you?— 
That  is  just  what  I say.  If  thoi’o  is  less  demand  for 
a thing  it  will  be  less  valuable;  if  there  is  more 
demand  it  will  be  more  valuable. 

965.  Would  there  be  more  demand  if  there  were 
less  of  them? — The  restriction  of  supply  then  would 
bring  up  the  value. 

966.  There  would  be  more  demand? — I did  not  say 
that.  I said  they  would  be  more  valuable.  With  the 
same  demand  they  would  be  more  valuable. 

967.  Professor  Hull : Is  not  the  point  that  if  cheques 
were  used  those  Treasury  notes  would  be  advanced 
by  the  banks  to  their  customers,  and  get  into  circu- 
lation in  that  way,  and  prices  would  rise  and  the 
value  of  currency  notes  would  'be  depreciated  in  that 
sense?  Sir  Josiah  Stump:  That  is  not  quite  so,  is 
it?  You  deal  with  currency  notes  and  with  cheques. 
If  you  use  fewer  cheques  you  want  more  currency 
notes.  The  only  way  to  get  prices  reduced  is  to 
withdraw  them  from  the  market.  If  you  do  not 
withdraw  them  prices  will  rise.  Professor  Hail : I 
thought  that  was  the  point  of  the  argument. 

Witness : If  cheques  were  only  Id.  I should 

not  take  out  so  many  currency  notes,  and  I should 
not  have  so  many  in  my  pocket  as  1 have  at  this 
moment,  and  therefore  they  would  Ire  thrown  on  the 
market  and  would  be  less  valuable. 

Chairman:  We  are  very  much  obliged  to  you 

for  coming.  We  have  had  a very  interesting 
discussion. 

withdrew.) 
short  time.) 
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Mr.  Arthur  Michael  Samuel,  M.P.,  called  and  examined. 
Evidence-in-cht®'  handed  in  by  Mr.  Samuel. 


Witness  will  state — 

(1)  He  is  Member  of  Parliament  for  the  Farnham 
Division  of  Surrey,  since  1918 : 

Member  of  Select  Committee  on  Estimates  of  the 
House  of  Commons : 

Member  of  Select  Committee  on  Public  Accounts 
of  the  House  of  Commons : 

A former  Lord  Mayor  of  Norwich : 

Vice-President  of  the  Norwich  Chamber  of 
Commerce : 

Member  of  the  Executive  Council  of  the 
Association  of  British  Chambers  of  Commerce, 
since  1915  : 

Retired  Manufacturer,  connected  with  the  Shoe 
Industry. 

(2)  Witness  has  no  business  connection  with 
finance,  but  he  has  made  a study  of  national  and 
international  finance  and  exchange.  Witness  has 
read  the  questionnaire  issued  by  the  Association  of 
British  Chambers  of  Commerce  to  its  constituent 
Chambers  and  members. 

In  order  to  place  his  views  before  the  Committee 
and  to  help  it  in  its  inquiry,  he  'offers  the  following 
observations  upon  the  several  questions. 

Witness  attends  before  the  Committee  to  amplify 
the  views  set  out  in  his  statement  of  evidence. 

Question  1 : How  does  the  National  Debt  affect 
the  supply  of  credit  and  the  supply  of  permanent 
capital  for  trade  and  industry,  with  particular 
reference  to  the  effect  of  the  Floating  Debt? 

'Reply:  The  National  Debt  and  the  Floating  Debt, 
if  held  within  the  United  Kingdom,  are  useful 
instruments  of  credit,  and  increase  the  previously 
existing  supply  of  capital  for  trade  and  industry. 

Assume  that  a trader  lias  £100  in  cash,  and  that 
the  State  has  in  existence  a debt  represented  by  £100 
in  paper,  of  5 per  cent.  Government  debt;  whether 
long  or  short  dated  is  immaterial.  Here  are  two 
instruments  of  credit  and  capital.  The  trader  uses 
the  £100  cash  for  purposes  of  his  trade,  and  the  holder 
of  the  £100  Government  debt  .can  use  the  paper  upon 
which  to  borrow  money  to  carry  on  the  holder’s 
business.  Now  assume  that  the  Government,  by 
taxation,  ‘takes  the  £100  from  the  owner  of  £100  cash, 
and  with  that  £100  cash  pays  off  the  £100  worth 
of  debt,  by  buying  up  and  cancelling  the  £100  of 
Government  paper  from  the  above-mentioned  holder 
of  Government  paper.  What  has  happened?  The 
National  Debt  has  been  reduced  by  £100  and  taxation 
by  £5  per  annum.  But  there  is  now  only  one  instru- 
ment of  capital  or  credit  in  existence  instead  of  two, 
and  the  consequence  is  that,  as  trade  is  based  upon 
capital  and  credit,  only  half  as  much  trade  can  be 
financed  as  before,  because  one  out  of  the  two 
instruments  of  capital  or  credit  has  been  destroyed. 
The  £100  cash  has  been  taken  from  its  owner,  and 
transferred  to  the  owner  of  the  Government  paper, 
in  payment  for  the  £100  Government  paper,  which  is 
then  destroyed.  The  former  owner  of  the  £100  cash 
has  been  deprived  of  his  £100  cash  as  an  instrument 
of  trade,  and  has  been  relieved  of  his  share  of 
taxation  for  £5  a year  interest  on  Government  debt; 
the  £100  cash  has  passed  to  the  owner  of  the  Govern- 
ment paper,  who  proceeds  to  use  the  £100  in  his 
business  in  the  form  of  cash  instead  of  in  the  form  of 
credit  based  upon  his  £100  worth  of  Government 
paper  which  the  Government  bought  of  him  for  cash 
and  then  destroyed.  The  operation,  if  carried  on  to 
any  large  extent,  must  reduce  trade  and  have  a 
disastrous  effect  on  employment,  unless  the  instru- 
ment of  credit  which  has  been  destroyed  has  been 
replaced  by  an  equal  amount  of  increased  capital 
derived  from  saved  profits.  The  destroyed  instru- 
ment of  credit  was  based  on  national  credit  and  was 
supplied  by  the  debt  of  the  nation.  Very  short- 
dated  Floating  Debt,  however  (apart  from  the 
question  of  inflation)  is,  if  inconveniently  large,  a 
source  of  danger,  in  that  the  State  might  be  called 


upon  to  repay  it  suddenly  at  an  inconvenient  crisis, 
either  in  peace,  or  war,  time.  In  such  an  event, 
mischief  would  result  and,  therefore,  credit  would 
suffer.  In  any  voluntary  repayment  of  National 
Debt  attention  should  first  be  directed  towards  Float- 
ing Debt,  after  meeting  obligatory  repayment  of 
other  forms  of  debt  that  have  become  due  for  repay- 
ment. 

Question  2 : How  does  the  National  Debt  affect 
the  terms  on  which  oaplital  can  be  raised.? 

Reply : The  lower  the  average  rate  of  interest  on 
long-dated  National  Debt,  the  better  are  the  terms 
on  which  industrial  capital  can  be  borrowed.  It  is 
said  that  roughly  only  one-fourth  of  the  total 
National  Debt  is  in  the  hands  of  private  investors. 
If  that  is  so,  it  shows  that  National  Debt  has  not 
competed,  to  the  extent  that  might  otherwise  be 
assumed,  with  demands  by  trade  for  trade-capital. 
The  character  of  the  distribution  of  the  holdings  of 
National  Debt  shows  that  three  units  out  of  four 
units  of  capital  invested  in  National  Debt  would  in 
no  circumstances  have  been  subscribed  as  capital  to  be 
employed  in  trade  and  industry,  or,  if  repaid,  would 
be  reinvested  directly  in  industry.  National  Debt, 
therefore,  has  not  increased  the  interest  cost  of 
industrial  capital  beyond  the  effect  of  one-fourth  of 
the  possible  competition  for  capital  by  national 
loans.  The  rate  of  interest  upon  industrial  capital 
is  also  determined  by  demand  in  relation  to  supply. 
But  high  interest  means  not  only  a demand  for  capital 
larger  than  the  supply  can  meet;  it  means  also  that 
lenders  have  fears  for  the  safety  of  their  capital. 
Among  the  causes  of  such  fears  is  increase  of  debt 
due  to  inability  of  a State  to  balance  its  Budget. 
Lenders  therefore  withhold  capital  from  industry, 
being  timid  of  lending  it,  and  lend  it  in  restricted 
quantities — even  though  they  have  it  in  plenty — and 
then  demand  higher  rates  of  compensation  from  lack 
of  confidence  in  the  safety  of  their  capital. 

Income  Tax,  and  other  taxes  for  service  of  National 
Debt,  diminish  the  supply  of  capital  in  the  hands 
of  industry,  and  of  investors  in  industry,  and  cause 
a rise  in  the  rate  of  interest,  which,  in  turn,  adds 
to  the  cost  of  production.  Lower  Income  Tax  and 
Death  Duties  would  have  the  opposite  effect  on  the 
cost  of  production,  upon  the  cost  of  living,  and  upon 
our  power  to  obtain  orders  in  foreign  markets.  It  is 
therefore  not  true  to  say,  as  is  sometimes  said,  that 
Income  Tax  has  no  material  effect  upon  industry  and 
cost  of  production.  Broadly  speaking,  the  effect  of 
Income  Tax  is  that  the  tax  gives  rise  to  costs  which 
cannot  be  traced  home  or  attributed  to  definite  units 
in  the  machinery  of  basic  and  subsidiary  production. 
Income  Tax  is  an  expenditure  which  can  be  described 
as  of  a-sooner-or-later-type.  All  expenditure  in 
industry  reflects  itself  in  the  cost-results  sooner  or 
later.  The  effect,  therefore,  of  Income  Tax  on  the 
costs  of  production  cannot  be  dismissed  as  un- 
important. 

The  degree  of  driving-force-of-eapital  upon  industry 
is  governed  by  the  weight  of  its  aggregate  volume. 
If  that  volume  is  tapped  by  various  taxes,  then,  even 
though  the  receipts  from  taxes  are  at  once  disbursed 
by  the  Treasury,  its  driving  force  is  weakened  and 
perhaps  dissipated.  The  sum  total  of  the  driving 
force  of  capital  split  up  into  numerous  streams  is  far 
less  than  the  driving  force  exercised  when  that  same 
capital  is  aggregated  into  one  stream,  flowing  into 
the  market  to  be  hired.  Taxation  should  be  checked 
when  it  draws  off  SO'  much  capital  that  the  remaining 
free  capital  is  not  sufficiently  abundant  to  be  com- 
pelled to  offer  itself  at  low  rates  of  interest  in  order 
to  tempt  enterprise  to  employ  it.  Capital  always 
presses  towards  an  outlet,  it  is  always  eager  to  be 
hired,  and  the  more  capital  there  is  needing  and 
seeking  employment,  the  more  tempting  terms  it  will 
offer  to  get  itself  hired.  Taxation  beyond  a certain 
rate,  therefore,  reduces  the  force  in  capital  that 
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stimulates  trade,  tlie  force  tliat  compels  industry  to 
hire  it,  viz.,  the  force  of  plentifulness  and  cheapness, 
the  force  of  need  and  eagerness  to  be  hired  which 
compels  capital  to  offer  itself  at  ever  lower  rates  of 
interest  rather  than  remain  idle  earning  no  interest. 
And  the  service  of  the  debt  is  responsible  for  about 
half  the  present  annual  taxation. 

Question  3 : To  what  extent  is  it  desirable  to  pursue 
a policy  of  debt  repayment  during  a period  of  trad© 
depression,  or  to  what  extent  should  it  rather  wait 
upon  the  prosperity  of  trade  ? In  other  words,  should 
repayment  be  adjusted  according  to  the  conditions  of 
trade,  and  if  so,  on  what  principle? 

Seply  ■ In  a period  of  trade  depression,  in  normal 
circumstances,  money  becomes  cheaper.  Repayment, 
i.e.,  conversion  of  National  Debt,  or  the  acceptance 
by  lenders  of  lower  rates  of  interest  are  in  times  of 
depressed  trade  rendered  more  possible  than  when 
trade  needs  money  and  when  money  is  dearer  owing 
to  strong  demands  for  it  by  trade.  Repayment,  i.e., 
conversion  of  the  debt  should  take  place  when 
money  is  cheaper.  It  is  desirable,  subject  to  certain 
considerations  and  reservations  which  have  been  dealt 
with  in  Reply  No.  1,  that  the  Floating  Debt  should 
be  gradually  but  persistently  reduced.  But  not  at 
such  a rate  as  to  reduce  the  total  of  such  credit  in- 
struments so  quickly,  or  to  such  an  amount,  that  a 
resultant  disturbance  causes  a contraction  of  credit 
in  such  a degree  as  to  inconvenience  manufacturers, 
render  them  timid  in  enterprise,  and  throw  working 
people  out  of  employment.  But  subject  to  taking  care 
of  other  forms  of  debt  due  for  repayment,  the  gentle 
and  gradual  reduction  of  the  Floating  Debt  out  of 
national  saved  profits  should  lie  the  first  object  of  the 
Treasury.  In  present  circumstances  there  is  always  a 
demand  by  banks,  financial  houses,  insurance  com- 
panies and  traders,  and  even  by  foreigners,  for  short- 
dated  Government  securities  in  which  to  put  money 
which  is  temporarily  unemployed,  or  which  has  to  be 
held  available  for  emergencies  at  short  notice.  If 
short-dated  Government  securities  are  gradually  re- 
duced in  face  of  normal  demands  for  them  which  must 
increase  with  normal  expansion  of  home  population, 
even  if  the  volume  of  trade  per  head  does  not  expand, 
then  the  capital  value  of  short-dated  Government 
securities  will  rise.  The  Government  will,  on 
maturity,  be  able  to  renew  its  still  unrepaid  Floating 
Debt  at  lower  rates  of  interest.  In  other  words,  the 
rate  of  interest  on  Treasury  Bills  will  fall.  The  result 
of  this  will  be  that  the  public  will  become  dissatisfied 
with  the  lower  rate  of  interest  on  short-dated  Govern- 
ment securities,  and  will  turn  to  longer-dated  Govern- 
ment securities  yielding  higher  interest.  The  result 
of  this  again  will  be  that  the  capital  value  of  long- 
dated securities  will  rise.  The  result  of  this  will  be 
that  the  value  of  3t  per  cent.  Conversion  Loan  will 
rise  from  its  present  value,  say  77.  Let  us  assume 
it  will  rise  to  about  88.  3^  per  cent.  Conversion  Loan 

at  88  means  that  the  Government  will  have  its  credit 
on  a 4 per  cent,  basis  in  the  market.  This  will  enable 
the  Government  to  convert  large  portions  of  the  5 per 
cent.  War  Loan,  because  it  will  be  able,  and  certainly 
in  1929  by  contract,  to  offer  repayment  to  holders,  if 
not  in  cash,  in  a fresh  loan,  let  us  say,  4|  per  cent, 
stock  at  about  99.  Holders  of  5 per  cent.  War  Loan 
would  then  prefer,  presumably,  to  take  the  4J  per 
cent.  Loan  at  99  rather  than  take  cash  at  par  for 
5 per  cent.  War  Loan.  The  reason  for  preferring  to 
convert  to  4J  per  cent,  at  99  instead  of  taking  cash, 
would  be  that  if  holders  desired  to  re-invest  the  cash 
in  Government  long-dated  loans,  the  3J  per  cent. 
Conversion  Loan  at  88,  for  example,  would  yield  them 
roughly  only  4 per  cent.  Moreover,  the  price  of  31- 
per  cent.  Conversion  Loan  at  88  would  govern  -the 
value  of  all  trustee  and  gilt-edged  fixed  interest 
securities.  If  such  a conversion  could  be  carried  out 
there  would  bo  a large  saving  which  would  be  reflected 
in  National  Debt  charges,  permitting,  in  turn,  re- 
duced taxation.  But  the  policy  of  the  Government 
towards  cheaper  money  is  not  only  helpful  for  pur- 
poses of  debt  conversion.  Cheap  money  benefits  in- 
dustry and  stimulates  it.  It  acts  also  as  an  attraction 


to  foreign  borrowers  who  have  first  class  security  to 
offer  in  return  for  loans  from  British  investors.  In 
most  cases  such  loans  do  leave  Britain  in  the  form  of 
goods,  but  not  in  all  cases,  as  was  shown  in  the  debate 
on  Trade  Facilities  Bill : see  Hansard  Vol.  172, 

No.  56,  Pages  1299  to  1303,  Wednesday,  16th  April, 
1924.  Consequently  it  is  advisable  to  pursue  a policy 
of  debt  repayment  within  limits,  on  all  possible 
occasions.  Those  limits  should  not  be  fixed  by  trade 
conditions  exclusively.  The  relation  of  saved  earn- 
ings to  debt  repayment  must  be  considered.  This 
particular  aspect  of  the  matter  is  dealt  with  elsewhere 
in  these  observations.  In'  any  case,  however,  when 
business  is  bad,  when  commercial  confidence  is  im- 
paired, rexiayment  of  debt  keeps  up  the  market  price 
of  Government  securities,  and,  with  them,  the  prices 
of  every  .other  investment.  This  steadying  of,  or  sup- 
port of  capital  values  in  the  securities  market  helps 
to  maintain  national  and  private  credit,  and  renders 
it  less  difficult,  than  would  otherwise  be  the  case,  for 
industry  to  obtain  capital  or  credit  for  trade  pur- 
poses. The  higher  the  capital  value  of  fixed  interest- 
bearing  securities,  the  lower  the  rate  of  interest  at 
which  money  can  be  borrowed  for  industry.  Cheap 
money  tempts  industry  to  extend  employment  and  at 
the  same  time  lowers  cost  of  production  which  in  turn 
increases  the  purchasing  power  of  wages  and  lowers 
the  cost  of  living. 

The  words  “ Debt  Repayment  ” used  in  this 
Question  No.  3 should  be  accurately  defined.  Reduc- 
tion of  debt  by  cancellation  of  debt  is  not  repayment 
of  debt.  For  all  that,  many  people  do  assume  that 
cancellation  is  repayment.  It  is  not,  and  for  the 
purpose  of  the  matters  now  under  consideration  the 
difference  between  cancellation  and  repayment  must 
never  he  forgotten.  Repayment  of  debt  by  conversion 
or  redemption  does  not  always  mean  deflation,  pro- 
vided the  operation  is  effected  out  of  saved  profits, 
via  a National  Debt  Sinking  Fund.  But  in  that  case 
it  must  be  assumed  that  taxes  which  provide  the 
Sinking  Fund  are  not  paid  out  of  existing  capital. 
These  taxes  should  only  be  taken  out  of  the  surplus 
between  national  consumption  and  production.  Debt 
should  not  be  repaid  _ at  a greater  rate  than  the 
national  capital  grows  through  saved  profits.  In 
other  words,  as  additional  volumes  of  capital  come 
into  existence  by  savings  of  profits,  they  themselves 
replace  by  live  assets  the  dead  “ assets  ” of  Govern- 
ment debt,  and  replace,  as  new  capital,  the  redeemed 
and  destroyed  credit  instruments  represented  by 
Government-paper-debt.  It  might  be  here  remarked 
that  cancellation  of  debt  by  Capital  Levy  would  be 
violent,  and,  perhaps,  rapid  deflation  on  a vast  scale, 
and  would  cause  all  the  disasters  known  to  result 
from  deflation.  The  taking  of  existing  capital  by 
taxation  for  debt  extinction  instead  of  debt  repay- 
ment by  taxation  of  profit  savings,  is  reduction  of 
debt  by  cancellation,  and,  consequently,  deflation,  and 
deflation  in  its  most  harmful  form.  It  is  not  debt 
repayment.  The  burden  caused  by  heavy  taxation 
to  meet  services  of  National  Debt  so  far  from  being 
lightened  by  cancellation  of  debt,  as  distinguished 
from  repayment,  would  thus  be  rendered  heavier  by 
the  disasters  and  misery  caused  by  deflation  as  a 
result  of  Capital  Levy.  Recent  experience  has  proved 
that  deflation  throws  people  out  of  work.  If  a Capital 
Levy,  as  opposed  to  gradual  repayment  of  debt  out  of 
saved  profits,  is  to  be  used  to  cancel  debt  so  as  to 
reduce  the  burden  of  National  Debt  services,  it  is 
assumed  that  the  amount  of  the  Capital  Levy  must  be 
larger  than  the  amount  now  being  raised  annually 
by  taxation  of  profits  for  debt  services.  Indeed  it 
is  proposed  that  £3000  millions  are  to  be  raised  by 
Capital  Levy  within  3 years.  To  cancel  National 
Debt  to  the  amount  of  £3000  millions  in  3 years 
would  mean  deflation  on  the  vast  scale  of  £1000 
millions  repeated  annually  thrice.  Yet  we  have  seen 
what  mischief  the  disturbance  of  one  period  of  defla- 
tion on  a very  small  scale  has  done.  Until,  therefore, 
the  advocates  of  a Capital  Levy  can  show  that  defla- 
tion in  any  degree,  let  alone  on  so  vast  a scale  as 
£1000  millions  annually  for  three  successive  years, 
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will  not  throw  people  out  of  work  and  knock  the 
bottom  out  of  the  prices  of  all  goods  and  commodities, 
no  arguments  in  favour  of  a Capital  Levy  are  worth 
consideration.  The  injury  to  employment  and  com- 
merce caused  by  deflation  brought  about  by  a Capital 
Levy  will  be  far  more  disastrous  than  anything  caused 
by  the  burden  of  taxation  of  profits  for  debt  interest 
and  sinking  fund.  The  almost  certain  effects  of  a 
rapid  and  vast  deflation  provide  an  insurmountable 
obstacle  to  the  arguments  of  those  who  would  advocate 
a Capital  Levy  as  a desirable  alternative  to  the  debt 
service  policy  now  in  operation. 

Question  4:  How  far  does  the  high  income  taxation 
necessitated  by  the  debt  involve  the  withdrawal  of 
trade  income  which  could  otherwise  be  counted  on 
for  the  expansion  of  business,  and  which,  so  capitalised, 
would  produce  a high  rate  of  profits  due  to  managing 
ability  and  to  the  calculated  risks  of  personal 
enterprise  P 

Reply:  Money  in  the  hands  of  citizens  fructifies. 
It  ta<kes  risks,  and  asks  for  profit  as  compensation 
for  those  risks.  Money  spread  over  many  such  risks 
makes  large  profits  on  average,  and  becomes  a 
revenue-yielding  supply-reservoir,  irrigating  State 
needs  and  social  reform.  Money  taken  by  the  State 
from  that  supply-reservoir  functions  once,  and  once 
only,  in  the  hands  of  the  State.  It  functions  in  split- 
up  streams  as  expenditure,  and  in  the  process  of 
expenditure  by  the  State  it  does  not  fructify  in  the 
hands  of  the  State.  The  benefits  conferred  by  the 
expenditure  of  the  money  by  the  State  are  finished 
with  those  operations,  and  usually  its  force  is  dis- 
sipated as  an  instrument  for  money  profit.  The  money 
in  the  hands  of  citizens  becomes  a supply-reservoir 
providing  recurring  benefits  by  its  recurrent 
fructifications,  often  in  terms  of  arithmetical  pro- 
gression, and  for  the  ultimate  benefit  of  the  revenue 
and  the  nation  as  a tax-yielding  fountain. 

Question  5 : How  far  does  the  burden  of  taxation 
fall  upon  the  business  itself  and  hamper  its  opera- 
tions ? In  particular,  does  it  contribute  to  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

Reply : Taxation  in  the  form  of  Income  Tax  is  felt 
at  the  end  of  a period  of  commerce;  it  then  takes 
its  toll  off  profits.  Rates,  on  the  other  hand,  form 
part  of  production  costs  at  an  earlier  stage.  Heavy 
taxation  impedes  extension  of  business,  and  hampers 
increase  of  production.  It  also  handicaps  embarka- 
tion in  fresh  enterprises  which  need  capital.  Larger 
production  means  less  average  cost  of  production. 
High  rates  are  sooner  felt  than  taxes  as  an  impedi- 
ment in  the  export  markets.  They  operate  at  an 
earlier  stage  in  relation  to  the  Question  No.  5,  than 
do  taxes.  If  taxes  add  to  cost  of  production  they 
cause  restriction  of  the  sale  of  competitive  goods  in 
foreign  markets.  The  profits  of  a business  are  there- 
iore  smaller.  Then,  besides  smaller  profits,  high 
taxation  further  reduces  ultimate  profit  left  in  the 
hands  of  the  trader.  He  then  has  little  surplus  profit 
with  which  to  extend  his  enterprises,  increase  his 
production,  reduce  his  average  cost  of  production, 
and  compote  successfully  in  foreign  markets  with 
world  prices.  Rates  add  to  production  costs  while 
t he  goods  are  being  produced  : taxes  on  the  profits 
of  goods  so  produced  affect  production  costs  of  goods 
produced  twelve  months  later,  because  taxes  keep  up 
costs  by  preventing  reduction  of  cost  being  attained 
by  output  of  increased  quantity.  If,  owing  to  taxa- 
tion taking  liquid  resources  from  a concern,  capital 
has  to  be  borrowed  to  finance  extensions,  if  not 
normal  production,  then  interest  adds  to  the  overhead 
charges  on  costs  of  production  and  hampers  sales  for 
export. 

Question  6:  How  far  can  the  receipts  of  industry, 
as  holder  in  the  debt,  be  set  against  the  tax  paid  by 
industry  for  its  service? 

Reply : If  the  receipts  of  industry  are  taken  to  pay 
interest  on,  or  to  pay  off,  National  Debt  costing  the 
taxpayer  5 per  cent.,  only  5 per  cent,  is  earned  for 


industry  by  the  reduction  of  debt.  If  the  receipts 
of  industry,  except  such  as  are  necessary  to  pay  it's 
share  of  interest  on  the  debt,  are  left  in  the  hands 
of  industry,  the  normal  average  profit  earned  in 
industry  by  those  remaining  receipts  will  be  more 
than  the  5 per  cent,  earned  for  industry  by  any  debt 
redeemed.  The  citizen  in  industry,  as  taxpayer,  will 
benefit  by  being  allowed1  to  retain  and  employ  his 
liquid  resources  because  he  can  earn  and  provide  the 
State  with  the  5 per  cent,  for  the  purpose  of  paying 
the  5 per  cent,  interest  on  State  debts,  and  then 
retain  the  balance  for  himself.  That  balance  will 
add  to  the  capital  available  for  industry,  adding  by 
arithmetical  progression  to  the  wealth  and  income 
of  the  population.  Increased  income  will  reduce  the 
strain  on  the  taxpayer  for  debt  service  and  will 
render  possible  a lower  rate  of  Income  Tax : there 
will  be  more  income  on  which  to  assess  tax.  Industry 
as  a whole,  as  a holder  of  debt,  benefits  also,  as 
shown  in  answer  to  Question  No.  1.  If  a National 
Debt  is  in  existence,  subject  to  reservations  contained 
in  other  replies  herein,  the  payment  by  industry  of 
tax  for  debt  interest  does  industry  less  injury  than 
a larger  tax  needed  for  debt  repayment  in  addition 
to  interest  on  debt;  but  if  the  addition  to  the  tax 
for  interest  is  small,  and  it  is  provided  out  of  saved 
profits,  the  injury  is  negligible. 

The  answer  to  Question  No.  4 also  applies  to 
Question  No.  6. 

Question  7:  What  is  the  effect  of  Income  Tax.  on 
companies’  undistributed  reserves? 

Reply:  Sec  answers  to  Questions  Nos.  4 and  6. 

But  Income  Tax,  under  the  existing  principles  of 
Income  Tax  law,  can  justly  be  taken  from  companies’ 
undistributed  reserves  if  they  ultimately  become  dis- 
tributed profits,  or  are  not  retained  for  capital  pur- 
poses. In  any  event,  if  reserves,  undistributed,  add 
to  the  capital  value  and  earning  power  of  a concern, 
the  resultant  prosperity  in  the  form  of  dividends  is 
reflected  in  the  ultimate  tax  revenue  and  Death 
Duties. 

Question  S:  What  is  the  effect  of  the  existing  taxes 
on  tire  supply  of  capital  fr6m  the  public,  and  on  total 
purchasing  power? 

Reply : See  answers  to  Questions  Nos.  4 and  6. 

That  public,  which  is  willing  to  invest  in  industry, 
as  distinguished  from  trustee  and  gilt-edged  securities, 
has  not  the  capital  to  invest,  and  industry  suffers 
from  higher  interest  caused  by  shortage  of  tlie  supply 
of  capital.  Taxation  reduces  purchasing  power.  If 
the  power  is  to  be  exercised  to  obtain,  or  cause  to  be 
made,  at  home  or  abroad,  articles  of  luxury  or  non- 
reproductive  use,  then  not  much  harm  is  done  to  the 
community  by  reduction  of  that  power.  But  if, 
among  other  things,  the  power  of  purchasing  foreign 
investments  and  securities  is  reduced,  harm  in  that 
respect,  without  qualification,  is  done.  Remission  of 
taxation  which  increases  spending  power  of  the 
citizen,  for  non-essential  or  non-reproductive  objects, 
can  be  proved  to  be  unbeneficial  by  the  test  of 
Bastiat’s  window-pane  argument. 

Question  9:  How  far  does  the  heavy  Income  Tax 
deter  the  foreigner  from  investing  in  this  country? 
How  far  does  it  induce  the  British  resident  to  invest 
outside  this  country? 

Reply : The  foreigner  does  not  understand  the  jus- 
tice of  Income  Tax,  has  psychological  objections  to 
it,  and  even  if  he  does  not  object  to  it  in  principle, 
fears  its  variation.  If  Income  Tax  does  not  deter 
foreigners  from  investing  in  this  country  why  did  the 
Treasury,  when  Britain  needed  money  badly,  find  it 
advisable  to  exempt  from  Income  Tax  foreigners  who 
subscribed  to  the  5 per  cent.  War  Loan.  Somerset 
House  is  convinced  that  heavy  Income  Tax  does 
induce  British  residents  to  invest  outside  this  country, 
notwithstanding  foreign  taxation,  because  the  revenue 
authorities  have  found  it  necessary  to  compel  British 
Income  Tax-payers  to  disclose  income  arising  from 
such  investments.  The  action  of  Somerset  House  in 
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this  connection  is  proof  that  British  investments 
abroad,  to  avoid  Income  Tax  here,  have  reached 
appreciable  dimensions.  It  is  very  probable  that 
British  traders,  with  separated  foreign  branches  of 
their  concerns,  do  leave  foreign  profits  abroad  and 
re-invest  them  there,  and  leave  the  income  to 
accumulate  till  the  owners  can  bring  the  money  home 
in  the  form  of  untaxable  capital,  or  in  such  a form 
as  will  involve  no  dishonourable  action  in  relation  to 
British  taxation  law. 

Question  10  : Does  Income  Tax  enter  into  prices, 

and  if  so,  how?  In  particular,  does  it  contribute  to 
handicap  the  exporter  in  competing  in  foreign 
markets  against  world  prices? 

Reply  : See  answer  to  Question  No.  5. 

Question  11 : How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  part  of 
the  individual  engaged  in  trade  and  the  investor 
generally?  Do  they  similarly  affect  joint  stock  com- 
panies ? 

Reply : High  taxes,  as  has  been  proved  by  the 

Excess  Profits  Duty,  tend  to  extravagance  in  com- 
merce, and  at  -the  expense  of  the  State.  The  tax- 
payer is  induced  to  say  to  himself:  “ With  Income 
Tax  (and  Super-tax,  if  a private  person)  at  a high 
rate,  the  State  pays  a good  part  of  the  expenditure 
chargeable  to  revenue  in  an  industrial  concern.” 
Extravagant  repairs  and  improvements  and  expenses 
are  paid  for  and  debited  against  profits,  and,  there- 
fore, against  Income  Tax  (and,  in  some  cases,  Super- 
tax), if  the  Income  Tax  law  permits  the  slightest 
excuse  for  such  debits.  The  State  then  pays  a good 
portion  of  expenditure  of  an  unnecessary  kind — the 
State  loses  its  taxes  and  fosters  wastefulness  in  com- 
mercial life  and  administration.  Moreover,  if  a man 
considers  too  much  of  his  savings  is  taken  from  him 
by  the  State,  he  says  to  himself,  “ Eat,  drink  and 
be  merry-^-before  the  Fisc  gets  the  cash.”  Saving 
is  discouraged.  The  Russian  peasant  refused  to 
plough  and  plant  when  faced  with  partial  expropria- 
tion. Enterprise  was  deterred. 

The  injury  done  to  the  whole  community  by  dis- 
couraging the  accumulation  of  saved  profits,  or  by 
removing  by  taxation  the  funds  by  which  trade  is 
financed  and  extended,  can  be  shown  by  the  following 
example.  This  concrete  instance  will  be  admitted, 
but  somehow  it  is  not  readily  admitted  in  some 
quarters  if  it  is  adduced  as  a general  principle. 

The  State  owns  land  on  both  sides  of  Regent  Street. 
It  is  now  leasing  the  shopping  sites  on  condition  that 
firms  spend  large  sums  to  build  fine  shops  on  the  sites. 
The  object  of  the  State  is  that  the  Regent  Street 
shopping  centre  shall  be  so  improved  as  to  increase 
its  trading  value,  and,  ultimately,  its  tax-yielding 
capacity  for  the  benefit  of  the  whole  community. 
Here  is  proof  that  the  embarkation  of  more  money 
in,  and  the  extension  of,  shopkeeping  enterprises  by 
the  use  of  more  capital  in  Regent  Street,  is  a policy 
which  the  State  regards  as  likely  to  benefit  the  com- 
munity. How,  then,  can  the  policy  of  discouraging 
saving  for  investment,  by  drawing  away,  from 
efficient  traders,  money  by  taxation  on  the  existing 
scale,  be  regarded  as  beneficial  to  the  community  ? 
Since  the  absence  of  saved  profits,  or  the  drawing 
away  of  money,  prevents  people  from  extending  their 
profit-earning  industries  and  enterprises,  how  is  this 
policy  consistent  with  the  theory  and  policy  of  the 
rebuilding  of  Regent  Street,  which  are  that  capital 
is  invited  by  the  State  to  be  employed  in  developing 
the  street  that  the  result  may  be  beneficial  to  the 
community  ? If  the  theory  and  policy  are  sound,  as 
shown  by  the  concrete  case  of  the  Department  of 
Woods  and  Forests  in  Regent  Street,  then  the  policy 
of  preventing  capable  individuals,  by  high  taxation, 
from  saving,  and  investing  larger  portions  of  their 
saved  earnings  in  their  own  industries,  is  unsound. 
It  follows,  therefore,  that  a policy  of  high  taxation 
does  in  the  long  run  defeat  the  objects  for  which 
Income  Tax,  Super-tax  and  Death  Duties  are  im- 
posed. What  are  the  objects?  They  are  to  obtain 
increased  volumes  of  wealth  from  the  whole  com- 


munity at  recurring  intervals,  and  in  such  a manner 
as  to  ensure  that  the  wealth  can  be  taken  repeatedly 
without  drying  up  its  source,  so  that  the  source  may 
provide  the  State  with  funds  from  which  to  provide 
the  increased  cost  of  giving  increased  social  benefits 
to  the  citizens. 

The  threats  to  private  enterprise  by  certain  phases 
of  recent  political  policy,  or  legislation,  and  fears  of 
taxation  of  a kind  considered  unfair,  frighten  people 
from  investing  in  industrial  securities,  and  drive 
them  into  investment  in  securities  at  fixed  rates  of 
interest.  What  is  the  result?  Speculative  enter- 
prise, opening  up  new  markets,  new  processes,  new 
discoveries,  new  ventures,  is  discouraged.  The  prizes 
derived  from  speculative  ventures  in  some  cases  in  the 
past  have  been  very  great.  Similarly,  the  losses  in 
other  cases  have  also  been  very  great,  and  it  is  capable 
of  proof  that  the  average  profits  derived  in  the  past 
from  speculative  ventures  at  home  and  abroad,  of  the 
description  indicated  above,  have  not  yielded,  on  the 
whole,  upon  the  total  sum  ventured,  more  than  a 
moderate  return  to  the  original  adventurers,  when 
the  great  losses  on  some  ventures  have  been  set  off 
against  the  great  profits  on  other  ventures.  But 
humanity  has  benefited  by  the  advances  in  civilisa- 
ation  resulting  from  research,  inventions,  and  dis- 
coveries, geographical,  scientific,  agricultural,  geo- 
logical and  mechanical.  Any  threat  against,  or  high 
taxation  upon,  risky  enterprise,  which  may  deprive 
speculators  of  the  bait  of  attractive  profits, _ is  per- 
forming a disservice  to  the  human  race  and  hindering 
its  advance  towards  better  conditions  of  life. 

Existing  taxation  affects  joint  stock  companies  in 
this  manner.  Among  the  disadvantages  of  joint 
stock  enterprise  is  the  loss  of  personal  and  sympa- 
thetic touch  between  the  employer  and  the  employed. 
Industrial  unrest  is  much  less  frequent  in  private 
firms  where  the  partners  live  and  work  with  their 
people,  than  in  concerns  where  shareholders  live  at  a 
distance,  and  probably  never  see  the  employees  of  the 
concern  owned  by  the  shareholders.  The  loss  ol 
personal  supervision  exercised  by  partners  in  private 
firms  over  the  fortunes  and  administration  of  a con- 
cern causes  reduction  of  prosperity.  There  is  no 
doubt  that  a partner-proprietor  whose  personal 
interests  are  bound  up  with  a firm  does  better  for 
himself  and  his  workpeople  than  a director,  oi 
managing  director  in  the  same  firm  under  limited 
liability.-  Death  Duties  have  compelled  many  private 
firms  to  turn  themselves  into  limited  liability  con- 
cerns with  outside  shareholders,  and  often  outside 
directors  and  managers.  Against  this  disadvantage 
of  limited  liability  in  this  connection  may  be  put 
the  alleged  advantage  that  concerns  working  under 
limited  liability  can  be  more  closely  controlled  for 
taxation  purposes  by  the  Revenue  authorities.  It 
may,  however,  be  doubted  whether  such  control  for 
taxation  purposes  is,  on  the  whole,  of  as  much 
importance  to  the  nation  as  are  the  results  of  the  loss 
of  personal  supervision  of  private  partners  in  private 
firms  and  the  increased  proneness  to  industrial  unrest 
in  joint  stock  concerns  as  compared  with  privately 
owned  concerns. 

Question  12:  How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  How  far  can  they  bo  said 
to  comb  ultimately  out  of  the  national  income  ? 

Reply  : If  the  policy  of  the  State  constantly  taking, 
and  sometimes  at  early  recurring  intervals,  part  of 
the  existing  capital  of  deceased  or  living  estates,  be 
tested  by  carrying  it  to  its  logical  conclusion  by  con- 
tinuing the  process  indefinitely,  property  in  the  hands 
of  citizens  must  -ultimately  succumb : it  will  be 

dissipated,  and  then  destroyed  in  the  continually 
increasing  non-productive  cost  of  Government,  and 
expenditure  on  social  reforms.  Consequently,  the 
amount  of  damage  caused  to  existing  capital  as  the 
result  of  Death  Duties  or  Income  and  Super-taxes,  is 
but  a question  of  degree,  and  if  dissipation  and 
destruction  of  wealth  is  a disaster,  the  policy  of 
taking  that  capital  from  industry  by  Death 
Duties  and  taxes  must  be  checked  before  the 
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point  of  vital  damage  is  reached.  That  point 
is  reached  if  the  nation’s  saved  earnings  do 
not  equal  the  capital  taken  by  Death,  and  other, 
Duties  and  taxes.  Destruction  of  capital  then  takes 
place.  We  know  that  industry  is  short  of  cheap 
capital,  with  which  to  extend  enterprise  and  employ- 
ment, and  to  earn  profit-yielding  revenue  necessary  to 
provide  for  the  industrial  equipment  on  capital 
account  and  for  the  needs  and  the  increasing 
comforts  of  an  increasing  population.  There- 
fore, as  Death  Duties  and  other  taxes,  are 
drawing  existing  capital  from  industry  faster 
than  industry  can  accumulate  an  equal  amount 
of  savings  out  of  earned  profits,  the  point  of  danger 
has  been  reached  at  which  they  should  be  reduced.  Tt 
can  hardly  be  said  with  conviction  that  the  whole  of 
the  direct  taxes  are  provided  by  income  after  making 
provision  for  the  capital  needs  of  the  annual  increase 
of  population.  If  profits  are  not  so  reserved  the 
average  standard  of  living  must  fall. 

The  dead  do  not  take  their  capital  with  them. 
Except  when  inherited  by  wasters  and  used  waste- 
fullv,  capita],  in  whatever  form,  on  passing  into  the 
hands  of,  heirs,  continues  as  a producer  of  profit, 
yielding  revenue  for  the  'benefit  of  the  nation  as  a 
whole.  In  some  cases  capital,  by  stimulating  scientific 
research  and  discovery,  adds  to  the  comforts  of  life, 
and  in  others  cheapens  the  cost  of  existence,  e.g.,  the 
sewing  machine,  and  the  Ford  car,  development  of 
wheat  supply  in  Argentina,  artificial  silk. 

Initiative  is  the  mainspring  of  progress  and  profit- 
able commerce.  If  taxation  becomes  oppressive,  or 
excessive,  it  has  this  effect — that  the  State  has 
stepped  in,  and,  by  discouraging  initiative,  hinders 
the  increase  of  national  wealth.  By  taking  dis- 
couragingly  large  portions  of  the  fruits  of  private 
initiative,  the  State  also  says  that  a man  may  not 
devote  to  innocent  purposes  that  which  is  honestly  his 
own.  The  oppressive  tax  action  of  the  State  therefore 
clogs  initiative,  prevents  benefits  arising  from 
initiative,  and  reduces  incentives  to  increase  wealth. 
The  citizens  then  no  longer  control  the  State — the 
Government  becomes  the  master  of  the  citizens  instead 
of  being  their  servant.  In  a word,  the  citizen  becomes 
the  serf  of  the  Government.  This  is  the  reversal  of 
the  principles  on  which  the  British  Constitution  is 
founded. 

In  so  far  as  Death  Duties  and  similar  taxes  involve 
the  dissipation  or  destruction  of  capital  owing  to  the 
fact  that  more  capital  than  has  been  replaced  by 
saved  profits  has  disappeared  over  a given  recent 
period  in  the  unreproductive  cost  of  Government  and 
expenditure  on  social  reform,  the  Death  Duties  are 
an  injury  to  the  nation.  Capital  taken  by  Death 
Duties  can  be  said  to  go  out  of  the  area  producing 
national  income,  because  that  portion  of  the  national 
income  which  ought  to  be  kept  for  the  extension  of 
enterprise  and  employment  is  diverted  from  it  by 
means  of  Death  Duties  and  is  dissipated  into  channels 
of  a non-repi'oductive  kind,  through  the  channel  of 
Government  and  social  reform.  This  capital  is 
destroyed,  in  effect,  as  capital  for  money-earning  pur- 
poses. 

Question  13 : Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment,  and,  if  so, 
Tn  what  manner? 

Reply : The  benefits  to  the  national  revenue  arising 
from  the  Stamp  Duty  on  cheques  are  more  than 
swamped  by  the  disadvantages.  What  are  the 
advantages?  The  £3  millions  derived  from  the  Duty, 
and  the  influence  the  2d.  stamp  on  cheques  has  in 
inducing  the  public  to  use  small  postal  orders.  If 
the  Stamp  Duty  on  cheques  were  abolished  it  is  more 
than  probable  that  an  increased  use  of  a cheque 
currency  would  take  the  place  of  a Treasury  note 
currency,  with  the  result  that  the  public  itself  would, 
by  its  own  deposits  in  the  banks,  provide  its  own 
fiduciary  currency  in  place  of  Treasury  notes.  The 
Stamp  Duty  on  cheques  is  detrimental  to  trade, 
irjdustry  and  employment  to  the  extent  that  we  hare 


a paper  currency  (Treasury  notes)  larger  than  would 
be  the  case  were  the  Stamp  Duty  on  cheques 
abolished.  This  currency  needs  a gold  cover,  and, 
perhaps  by  being  divorced  from  the  Bank  of  England 
note  issue,  hinders  the  return  of  a free  export  market 
in  London  for  gold. 

Perhaps  the  Stamp  Duties  on  issues  of  capital  on 
the  London  market  drive  away  foreign  borrowers. 
Whether  harm  arises  in  present  circumstances  from 
the  loss  of  such  business  is  doubtful.  Some  of  the 
foreign  loans  alleged  to  have  been  driven  away  from 
London  by  high  Stamp  Duties  were  floated  in  New 
York.  But  it  is  said  that  New  York  failed  to  digest 
the  loans,  and  that  London  bought  the  loans  in  New 
York,  and  brought  them  to  London,  at  a cheaper  rate 
than  that  at  which  they  would  have  been  issued  in 
London. 

Question  14:  What  distinction,  if  any,  can  be 
drawn  between  the  incidence  of  Income  Tax  and  that 
of  the  Corporation  Profits  Tax  ? What  are  the  general 
effects  of  the  latter  on  trade,  industry  and  employ- 
ment ? 

Reply : As  the  Corporation  Profits  Tax  is  to  be 
abolished,  this  question  is  not  answered. 

Question  lo  : To  what  extent  ( a ) in  the ' present 

depressed  state  of  trade,  and  (b)  in  a period  of 
normal  trade,  is  the  ordinary  assumption  correct  that 
the  tax  on  commodities  is  borne  by  the  consumer? 

Reply : The  tax  upon  imported  commodities,  except 
perhaps  necessaries,  if  similar  commodities  can  be 
produced  in  this  country  at  the  same  price  as  those 
imported  can  be  produced,  is  not  borne  by  the  con- 
sumer here.  But,  broadly  speaking,  taxes  on  com- 
modities are  reflected  in  the  index  figure  of  cost  of 
living.  Consequently,  higher  wages  based  on  index 
figures  throw  the  burden  off  one  class  of  consumer  on 
to  another  class,  and  on  to  production  generally,  with 
the  ultimate  result  of  a vicious  circle  in  wages  and 
cost  of  production,  and  all  its  attendant  evils  operat- 
ing on  the  home  and  export  trade. 

Question  16 : What  is  the  effect  of  the  Customs  and 
Excise  duties  on  the  prices  of  commodities?  How 
does  this  affect  internal  and  external  trade? 

Reply:  As  Customs  duties,  with  few  exceptions, 
are  only  charged  on  commodities  which  cannot  be  pro- 
duced at  home,  the  burden  of  the  duties  falls  on  the 
consumer  and  adds  to  the  cost  of  living.  Excise 
duties  also  are  probably  nearly  all  paid  by  the  con- 
sumer. The  earning  power  of  the  nation  is  limited 
by  the  price  at  which  our  goods  can  be  sold  in  the 
markets  of  the  world.  Higher  costs  of  production  at 
home,  arising  out  of  wages-scales  based  on  the  cost  of 
living  index-figure  which  reflects  the  Oustoins  and 
Excise  duties,  are  a clog  on  competitive  export  trade, 
the  backbone  of  our  means  of  living ; higher  cost  of 
living  adds  to  the  cost  of  production  and  acts  and 
reacts  on  internal  and  externa]  trade. 

Mr.  Gladstone’s  dictum  that  the  best  place  for  the 
taxpayer’s  money  is  in  the  taxpayer’s  pocket  answers 
broadly  this,  as  well  as  other  questions  in  the 
questionnaire. 

General  Observations  on  the  National  Debt  ani> 
Taxation. 

Nearly  half  the  present  taxation  arises  from  the 
necessity  to  pay  for  interest  and  sinking  fund  on  the 
National  Debt.  Taxation  can  be  made  lighter  by 
reduction  of  interest  called  for  by  the  National  Debt. 
Any  breach  with  the  debt-holder  caused  by  action 
such  as  forcible  reduction  of  interest,  or  a Capital 
Levy,  would  have  these  two  results,  in  addition  to 
many  others:  — 

(1)  Foreigners  would  never  again  invest  money  in 
Britain.  The  position  that  Britain  has 
hitherto  held  as  the  money  centre  of  the 
world  would  be  lost.  It  has  in  the  past 
been  of  untold  benefit  to  Britain  that 
foreigners  have  left  money  here  which  was 
and  is  used  for  purposes  of  British  com- 
merce at  home  and  abroad. 
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(2)  The  next  time  a national  crisis  arises  in  which 
the  State  would  need  large  sums  of  money 
the  British  public  would  refuse  to  lend  to 
the  State  the  money  needed  hy  the  State, 
and  money  would  have  to  be  raised  by  a 
forced  loan,  or  taxation  at  higher  rates 
than  industry  and  commerce  could  hear  and 
still  exist. 

Rapid  repayment  of  debt,  unless  replaced  by  saved 
profits,  is  deflation,  and  would  bring  unemployment 
and  disaster.  Debt  service  charges  can  he  reduced 
without  injury  to  the  nation  if  the  un-repaid  portion 
of  the  debt  he  converted  at  the  option,  and  with  the 
consent  of  the  holder,  to  lower  rates  of  interest. 
Moreover,  lower  rates  of  interest  depend  upon  the 
value  of  money  being  cheap  in  the  market.  Cheaper 
money  will  result  from  a more  abundant  supply  of 
money,  and  from  the  feeling  of  sufficient  confidence 
hy  the  owner  of  capital  to  induce  him  to  offer  his 
capital  on  loan  at  lower  rates  than  those  at  present 
ruling.  The  greater  the  confidence  investors  have  in 
the  safety  of  their  capital  the  lower  rates  of  interest 
will  they  be  content  to  take.  Our  policy,  therefore, 
should  be  to  stimulate  enterprise  in  trade,  and  thus 
create  additional  capital  out  of  saved  profits.  The 
policy  of  the  Government  should  be  to  give  confidence 
to  owners  of  capital,  and  to  give  proof  of  intention  to 
befriend  capital  and  foster  its  increase,  with  the 
ultimate  object  of  cheapening  money  so  that  we  can 
convert  the  5 per  cent.  War  Loan  to  a 4 per  cent, 
basis. 

In  following  out  such  a policy  it  should  be  remem- 
bered that  any  system  of  degree  of  taxation  which 
gives  rise  in  the  taxpayer’s  mind  to  a sense  of  griev- 
ance and  of  injustice,  cannot  assist  the  nation  to- 
wards financial  habilitation.  Industrial  unrest  aris- 
ing from  dissatisfaction  with  wages  and  conditions  of 
employment  reduces  industrial  efficiency.  In  a similar 
manner,  capital  unrest  arising  from  taxation  which 
capital  regards  as  unfair  reduces  still  further  in- 
dustrial and  commercial  efficiency.  Industrial  and 
capital  disturbances  lead  to  economic  dislocation 
Can  that  be  beneficial?  Cold  statistics  dealing  with 
the  National  Debt  and  taxation  do  not  provide  a 
complete  measure  of  the  position  now  to  he  con- 
sidered in  relation  to  taxation  and  service  of  the 
National  Debt.  Sentiment,  besides  economics,  must 
be  given  a place  in  the  account.  At  present  the 
sentiment  is  that  injustice  is  being  done  to  capital, 
and  to  those  on  whom  the  burden  of  direct  taxation 
mainly  falls. 

It  is  also  questionable  whether  the  policy  of 
the  present  radius  of,  or  ratio  of  direct 

taxation  to  indirect  taxation,  is  a wise  one. 
It  is  conceded  at  once  that  the  broader  shoulders 
must  hear  the  heavier  burdens  of  taxation,  but 
out  of  the  22J  million  votere  only  24  mlillions  arc 
direct  taxpayers  and  they  contribute  75  per  cent,  of 
the  national  revenue.  It  must  also  be  remembered 
that  2J  million  direct  taxpayers  are  also  indirect 
taxpayers,  while  the  20  million  of  indirect  are  not 
direct  taxpayers.  The  eternally  necessary  question 
“ What  is  it  going  to  cost  and  where  is  the  money  to 
come  from?”  will  seldom  be  put  to  themselves  by  the 
20  million  out  of  thel  22^  million  voters,  if  the  ques- 
tion of  cost  is  not  one  which  visibly  and  directly 
touches  their  own  pockets.  Does  not  the  absence  of 
the  necessity  that  20  million  voters  should  put  that, 
question  to  themselves  constitute  a danger?  Does  not 
the  present  system  of  taking  the  bulk  of  taxation  from 
one-tenth  of  the  electorate  constitute  the  removal  of 
a prudent  control  of  or  check  on  policy  leading  to 
expenditure?  May  not  embarkation  by  the  20  million 
voters,  who  are  only  indirect  taxpayers,  on  policies 
75  per  cent,  of  the  oost  of  which  falls  to  he  paid  by 
2J  million  voters,  lead  to  unfavourable  and  even 
disastrous  effects  upon  those  20  million  voters?  Is 
it  wise  in  the  interests  of  the  indirect  taxpayer  to 
deprive  political  power,  . to  so  great  a degree  as  is  at 
present  the  case,  of  the  necessity  to  take  account  of 


the  financial  cost?  Since  national  policy  depends  for 
the  most  part  on  the  question  of  finance,  it  would 
seem  that  the  voters  who  control  policy  should  bo 
brought  face  to  face  with  what  may  be  entailed  in 
policy  by  means  of  the  object  lesson  of  taxation  which 
they  may  perhaps  see  and  at  least  feel.  Such  taxation 
need  not  on  the  whole  be  greater  in  aggregate 
than  it  is  at  present,  but  the  form  in  which  it  falls 
upon  the  20  million  voters  should  be  more  obtrusive. 
It  might  be  said  in  extension  of  that  theory,  that 
Income  Tax  could  with  advantage  to  good  government 
be  imposed  upon  persons  whose  incomes  are  as  low  as 
£150  per  year,  but  that  an  amount  of  taxation 
equal  to  that  raised  in  this  manner  should  he  taken 
off  the  indirect  food  taxes  so  that  the  taxpayer  with 
an  income  of  £150  per  year  should  not  pay  a penny 
more  in  taxation  as  a result  of  the  changed  method 
than  he  does  at  present. 

When  one  asks  oneself  whether  the  policy  of  im- 
posing Death  Duties,  followed  b5r  heavy  Income  Tax 
and  Super-taxes : — 

(1)  has  injured  or  benefited  our  working  people, 

(2)  brought  about  a better  diffusion  of  wealth,  or 

(3)  a fall  in  prices,  or  in  the  cost  of  living, 

one  is  compelled  to  pause  and  examine  the  curve  show- 
ing the  real  value  of  wages  from  1834  to  1924.  The 
reward  of  the  worker  rose  between  1834  and  1900. 
The  rise  was  more  marked  in  the  ’70’s  and  ’80'fi. 
During  those  years  there  were  no  Death  Duties,  no 
Super-tax,  and  Income  Tax  was  very  light.  From 
1900  to  1913  the  reward  of  the  worker,  that  is  to  say 
the  real  value  of  his  wages,  showed  little  advance.  It 
was  from  1900  to  1913,  and  especially  from  1900  on- 
wards, that  the  pressure  of  direct  taxation  in  the 
form  of  Death  Duties  and  Super-tax  began  to  make 
itself  felt.  Social  Reform,  free  education,  Old  Age 
Pensions,  and  various  forms  of  insurance  were  paid 
for  by  the  taxpayer.  Capital  became  scarcer  and 
dearer  for  industry,  and  it  'became  more  difficult  to 
equip  industrially,  and  take  care  of  an  annual 
increase  of  pre-war  population,  an  increase  in  the 
United  Kingdom,  of,  say,  400,000  a year.  This  annual 
(pre-war)  increase  of  400,000  souls  needs  an  addition 
to  the  capital  of  the  nation  of,  perhaps,  £400  for 
each  person,  to  start  these  in  life,  provide  these  with 
industrial  tools,  and  material,  viz.,  roughly  £160 
millions  sterling  annually.  Is  this  sum  being  placed 
at  the  service  of  the  population  as  it  increases? 
Where  is  it  coming  from?  Has  the  increasing  drain 
by  direct  taxation  not  operated  disadvantageously  in 
relation  to  the  reward  of  the  worker  expressed  in 
terms  of  the  real  value  of  wages,  and  in  relation  to 
the  growing  capital  needs  of  the  annual  increase  of 
population?  The  evidence  with  which  we  are  con- 
fronted seems  to  show  that  the  increased  taxation,  so 
far  from  easing  the  conditions  of  life  for  our  working 
people,  has  rendered  them  harder.  Is  not  the  total 
amount  raised  in  recent  years  by  direct  taxation 
therefore  to  blame  in  some  degree?  It  must  also  be 
borne  in  mind  that  there  is  no  proof  that  direct  taxa- 
tion at  present  rates  is  entirely  drawn  from  income. 
It  is  probable  that  during  the  last  few  years  a portion 
of  the  direct  taxation  has  been  drawn  from  capital. 
If  such  should  prove  to  be  the  case  we  may  expect  to 
experience  further  economic  mischief  in  the  near 
future.  (ISee  Reply  to  Question  No.  5).  Moreover, 
the  additional  annual  capital  needed  to  finance  and 
equip  the  annual  increase  of  population  can  only  be 
obtained  by  leaving  a considerable  part  of  the  in- 
creased savings  from  earnings  in  the  hands  of  the 
citizens,  if  a lowering  of  the  standard  of  living  is  to 
be  avoided. 

All  these  points  need  to  be  cleared  up  if  an  inquiry 
dealing  with  National  Debt  and  Taxation  is  to  lead 
to  any  useful  conclusion,  and  also  what  is  the  amount 
of  direct  taxation  that  the  nation  can  stand  without 
injurious  re-action,  and  similarly  what  the  ratio  ought 
to  be,  of  direct  op  indirect  taxation, 
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There  must  also  be  considerable  food  for  thought  as 
to  whether  the  greatly  increased  expenditure  on  edu- 
cation, itself  a burden  on  the  ratepayer  and  taxpayer, 
lias  shown  the  results  hoped  for,  and,  indeed,  in- 
tended. Alongside  of  increased  expenditure  on  edu- 
cation there  has  been  an  increase  in  the  expenditure 
for  Poor  Law  Relief.  Poor  Law  Relief  has  increased 
fourfold  since  1901,  yet  population  has  only  increased 
one-fifth  in  the  same  time.  Poor  Law  Relief  has  in- 
creased 27  millions  per  annum  between  1911  and  1922, 
notwithstanding  Old  Age  Pensions  costing  194  millions 
a year.  Is  not  there  here  something  to  cause  the 
nation  to  ask  whether  its  theories  of  social  betterment 
have  been  justified  by  results?  It  would  appear 
that  larger  expenditure  on  social  reforms  provided  by 
heavier  taxation,  in  which  the  proportions  are  63  per 
cent,  direct'  taxation  as  against  37  per  cent,  indirect, 
have  not  benefited  the  nation  in  general,  or  worthing 
people  in  particular. 


968.  Chairman : You  have  submitted  a paper; 

would  you  like  to  expand  your  observations? — In  the 
first  place,  I would  like  to  say  that  I have  no  contact 
whatever,  and  have  never  had  any  contact,  with 
finance.  My  knowledge,  little  or  big,  such  as  it 
may  'be,  is  entirely  due  to  the  fact  that  I was  born 
to  the  sound  of  a shoemaker’s  hammer;  I have  been 
out  on  the  road  with  samples;  I have  helped  to 
manage  a great  business,  and,  for  more  than  20  years, 
in  another  business  which  I have  been  connected  with, 
almost  entirely  an  export  business,  I have  seen  600 
letters  a day;  I have  felt  the  pinch  of  business 
troubles,  and  out  of  that  sensation,  these  remarks 
arise.  Now  the  first  thing  I would  like  to  say  is ’this. 
I am  often  very  vexed  to  hear  bill  brokers  and  bankers 
and  theorists  give  certain  opinions  upon  trade 
economics  and  upon  commercial  matters.  I hear 
them  in  the  House  of  Commons.  I cannot  understand 
their  point  of  view;  the  only  excuse  sometimes  for 
their  point  of  view  is,  I suppose,  that  they  have  been 
taught  to  ride  by  looking  at  the  skeleton  of  a horse; 
they  have  never  been  in  manufacturing  trade  and 
their  knowledge  must  be,  to  some  extent,  second-hand. 
Even  bankers — and  I say  this,  although  there  are 
some  bankers  here — are  lenders;  they  are  not  in  the 
position  that  we  are,  of  representing  borrowers  who 
have  to  break  their  heads  at  night  to  know  how  they 
can  get  a couple  of  thousand  pounds  for  the  next 
morning’s  wages.  Then  we  may  have  a bill  broker 
who  sometimes  expresses  himself,  either  in  the  House 
of  Commons  or  elsewhere.  Now,  90  days  to  a bill 
broker  is  a lifetime,  91  days  is  an  eternity.  When 
you  talk  about  a year  to  bill  brokers,  they  fall  down 
with  a paralytic  stroke.  But  we  who  are  in  indus- 
trial trade  have  to  look  forward,  or  I had  to  while 
I was  in  trade,  for  a year  or  two  years  or  three  years. 
In  dealing  with  how  taxation  may  or  may  not  hurt 
me,  I have  not  to  think  of  what  90  days  means,  or 
what  91  days  means,  or  what  a year  means;  I have 
to  think  what  will  happen  to  me  at  the  end  of  two 
or  three  years.  Now,  there  is  no  doubt  that  Death 
Duties  have  injured  me  in  my  particular  case,  ex- 
tremely hardly;  Income  Tax  and  Super-tax  not  quite 
so  much,  but  Death  Duties  have  almost  paralysed 
the  business  which  I have  in  mind.  Income  Tax  and 
Super-tax,  I do  not  grumble  at  so  much.  I say  that 
as  a manufacturer;  but  Death  Duties  paralyse  us.  In- 
come Tax  and  Super-tax  hurt  me  and  prevent  my 
extension  of  business;  they  prevent  me  extending  my 
business  and  prevent  me  getting  down  my  costs  of 
production,  because  without  liquid  capital  I cannot 
extend  and  make  more  goods  and  consequently 
cheaper  goods  and  I cannot  compete  so  well  in  the 
foreign  markets.  But  the  Death  Duties,  at  the 
present  rate,  if  I am  an  enterprising  man  and  keep 
all  my  irons  in  my  own  business,  paralyse  my  business 
and  my  son’s  activities  after  me.  That  is  the  line 
I take.  On  the  first  question  of  how  the  National 
Debt  affects  the  supply  of  credit  and  the  supply  of 
permanent  capital  for  trade  and  industry,  I say  the 
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already  existing  National  Debt  and  the  Floating 
Debt,  if  held  within  the  United  Kingdom,  are  useful 
instruments  of  credit,  and  increase  the  previously 
existing  supply  of  capital  for  trade  and  industry. 
Paradoxically,  the  existing  internal  British  debt  is 
an  asset.  The  Government  has  created  a debt  in- 
strument which  I hold  and  which  I can  borrow  upon, 
and  if  you  reduce  those  instruments  except  out  of 
savings  you  reduce  the  number  of  instruments  of 
credit  or  capital  which  trade  can  use.  I assume  the 
Committee  have  read  the  written  evidence  which  I 
have  submitted. 

969.  Yes,  we  have  had  it.  before  us? — Then  there  is 
no  need  for  me  to  read  it  again.  I want  to  make 
this  point  in  relation  to  that.  If  the  Government 
takes  money  from  me  out  of  industry  to  pay  off 
debt,  it  takes  aud  destroys  a credit  instrument  of 
Government  security,  and  the  tax  money  does  not 
easily  go  back  in  full  or  any  great  degree  into  trade. 
In  the  first  place,  we  know  from  “ The  Economist,” 
and  I must  accept  it,  that  three-quarters  of  National 
Debt  securities  are  held  by  persons  other  than  private 
persons,  such  as  Government  Departments,  the  great 
insurance  companies  and  banks,  and  foreigners,  who 
do  not  invest  in  trade.  The  result  is  that  only  one- 
quarter  of  the  debt  is  held  by  private  persons,  and 
if  all  the  money  that  wa6  taken  from  trade  by  taxation 
for  debt  redemption  went  back  into  investments  only 
one-quarter  of  the  tax  would  go  back  into  trade. 
What  is  the  process?  If  the  Government  pays  off 
debt  and  forces  tho  owner  of  debt  which  has  been 
redeemed  to  re-invest  his  money,  that  owner  does 
not  re-invest  it  all  in  industry.  He  takes  fixed 
interest-bearing  securities,  sometimes  of  a trustee 
nature,  sometimes  of  a Colonial  nature,  sometimes 
Foreign  Government  Bonds.  He  puts  certainly  not 
more  than  one-quarter  of  the  cash  received  for  debt 
repayment,  into  trade  investments.  You  have  seen 
an  instance  of  that  in  the  Amsterdam  Loan.  1 am 
of  opinion,  as  I have  said  in  the  House  of  Commons 
several  times,  that  we  have  to  revise  our  views  about 
all  foreign  or  Colonial  loans  going  out  of  this  country 
in  the  form  of  goods.  I do  not  believe  it.  I believe 
in  many  cases  they  do,  but  that  view  that  exported 
goods  represent  whatever  Colonial  or  foreign  loans 
we  may  re-invest  this  debt-repaid  money  in,  has  to 
be  revised.  I therefore  make  this  point;  that  taking 
money  by  taxation  from  industry  and  paying  off 
debt  does  not  allow  that  money  to  go  back  into 
industry;  and  if  all  of  it  went  back  into  investments 
only  a quarter  of  the  total  debt  redeemed 
would  go  back  directly  into  industry.  If 
you  took  the  whole  of  the  £7,500,000,000  in 
taxation  from  the  country  and  paid  off  tho 
whole  of  that  debt,  only  one-quarter  of  it  would  be 
taken  from  private  hands,  and  only  one-quarter 
could  possibly  go  back  directly  into  trading  hands. 
I now  go  on  to  say  that  I do  not  know  whether  part 
of  the  amount  you  have  taken  from  industry  by 
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taxation  for  Sinking  Fund  purposes  and  debt  services, 
has  not  been  taken  from  income.  I give  you  this  as 
an  axiom: — You  must  not  take  from  the  taxpayer 
for  National  Debt  repayment  an  amount  which  is  not 
represented  by  saved  earnings.  By  saved  earnings  I 
mean  the  surplus  of  national  production  over  con- 
sumption, after  making  capital  provision  for  the 
increased  needs  of  the  annual  increase  of  population. 
If  you  trench  upon  capital,  then  you  are  playing 
havoc.  I will  give  you  an  instance  of  what  I mean. 
Suppose  I am  a shoe-shopkeeper  in  Norwich,  and  I 
have  £1,000  worth  of  stock  and  I have  borrowed 
£500  on  mortgage  of  my  property,  for  which  I am 
paying  interest  upon  £600  at  5 per  cent.  That 
money  enables  me  to  carry  on  my  business — the  £1,000 
which  is  my  own  and  the  £600  of  the  man  who  lent 
it  to  me.  I live  on  my  earnings  with  my  wife  and 
children,  and  at  the  end  of  the  year  I have  saved 
£100.  Then  the  lender  comes  along  and  says  : “ Ypu 
must  pay  me  back  my  £600.”  “ Well,”  I say,  “ I 

have  only  £100  which  is  my  saved  earnings.  If  I 
give  you  that  £100  I have  then  repaid  you  that  sum 
out  of  my  saved  earnings  and  my  capital  is  intact; 
but  if  you  ask  me  to  pay  back  the  whole  £500,  I have 
saved  £100  which  I can  give  you,  and  the  other  £400 
comes  out  of  my  working  capital;  and  the  conse- 
quence is  that  I have  now  only  got  £600  to  work 
with.”  Is  that  healthy?  Now  we  do  not  know  yet — 
the  House  of  Commons  and  the  Treasury  do  not  know 
yet — whether  in  taking  the  money  for  Sinking  Fund 
you  are  not  taking  something  out  of  the  capital  of  the 
nation,  and  if ' you  are,  you  are  doing  a great 
mischief,  even  though  the  tax  is  returned  for 
re-investment.  Now  the  next  point  is:  “How  does 
National  Debt  affect  the  terms  on  which  capital  can 
be  raised?”  I say  that  the  lower  average  rate  of 
interest  on  long-dated  National  Debt,  the  'better  are 
the  terms  on  which  industrial  capital  can  be  borrowed. 
I put  this  out  at  some  length  in  my  evidence.  Do 
you  wish  me  to  read  it? 

S70.  No.  You  might  expand  it  as  you  go  along; 
we  have  read  your  paper  but  you  might  mention  any 
point  that  strikes  you? — “ How  does  National  Debt 
affect  the  terms  on  which  capital  can  be  raised?  ” 
The  National  Debt  and  trustee  securities  of  course 
set  the  pace  at  which  other  securities  can  be  floated. 
If  Government  stocks  are  high  in  capital  value  the 
interest  yield  is  lowered  and  that  will  dominate  the 
cost  of  industrial  capital.  Among  the  causes  of  high 
rate  of  interest  is  not  only  a demand  for  capital  larger 
than  the  supply  can  meet,  but  also  the  fear  that 
lenders  have  for  the  safety  of  their  capital;  also  the 
fear  of  political  ill-treatment  in  trade  makes  interest 
high  for  trade.  I am  going  to  say  two  things  about 
that  which  are  not  quite  germane  to  your  inquiry, 
but  I would  like  to  say  them.  People  are  not  anxious 
to  put  money  into  trade,  and  have  not  been  anxious 
to  put  money  into  trade  for  the  last  25  years.  I 
myself  got  out  of  trade  in  1912.  I was  Lord  Mayor 
of  my  own  City,  and  I am  not  conscious  of  ever  having 
done  a man  an  injury  intentionally.  I dislike  the 
idea  of  working  men  regarding  their  employers  as 
slave  drivers  and  blood-suckers,  and  the  attacks  by 
labour  agitators.  I said:  “ Take  my  trade  and  do  it 
yourselves;  I would  rather  go  with  less.”  That  feeling 
has  caused  people  to  keep  their  money  out  of  trade, 
and  it  operates  in  answer  to  this  question.  I do  not 
put  any  money  back  into  trade;  I now  never  take 
an  industrial  security;  80  per  cent,  of  all  I have  is 
in  British  trustee  securities.  Why?  I am  dis- 
heartened by  these  constant  attacks  made  upon  us 
and  the  abuse  which  we  employers  receive.  And  so  it 
goes  on  through  the  country.  That  was  one  of  the 
reasons  of  a high  cost  of  capital,  we  keep  our  savings 
away  from  trade.  I cannot  think  that  that  is  good 
for  trade;  and  when  you  ask  me  whether  the  National 
Debt  affects  the  cost  of  capital  to  trade,  I go  further 
and  say  that  there  is  another  cause,  that  is  to  say, 
the  abuse  of  capitalists  and  the  fear  of  political  ill- 
treatment  of  capital,  which  make  people  keep  out  of 
the  industrial  market.  There  is  another  thing  which 
!;as  done  an  immense  deal  of  harm;  it  has  nothing  to 


do  with  this  inquiry,  but  before  a Committee  of  this 
kind  I should  like  to  givo  utterance  to  it.  I suppose 
I may  have  no  fear  of  saying  anything  that  may  bo 
libellous;  I can  say  what  I like,  may  I not? 

971.  I do  not  know  that  you  should  make  state- 
ments ihere  of  that  kind.  You  will  have  to  be  guarded 
in  what  you  say? — I will  be  careful.  I will  say  this. 
It  is  to  the  benefit  of  the  country  to  get  cheap  money 
as  abundantly  as  you  can  into  trade — to  induce 
people  to  lend  with  full  confidence  that  they  will  not 
be  robbed.  I think  it  is  a grave  blot  upon  mir 
commercial  system  that  there  should  be  such  a series 
of  losses  of  capital  as  those  disclosed  after 
the  promotion  of  certain  companies  in  recent  years. 
I am  asked  whether  the  National  Debt  affects  the 
terms  on  which  oapital  can  be  raised.  ■ I say  such 
things  also  have  an  effect  upon  the  investors’  mind, 
by  shaking  confidence.  I am  asked  whether  the 
National  Debt  affects  the  terms  on  which  capital 
can  :be  raised.  I say  there  are  other  causes  which 
must  not  be  lost  sight  of  : the  fear  which  anti-capital 
legislation  has  engendered  in  the  minds  of  investors, 
industrial  unrest,  threat  of  nationalisation,  and  these 
company  revelations.  Over  and  over  again  among  the 
people  with  whom  I live,  people  express  a wish  to 
get  out  of  trade  and  take  their  money  out  and  put 
it  into  fixed-interest  bearing,  not  trade,  securities. 
That  restricts  employment  and  does  not  provide 
enough  employment  for  the  growing  population. 
Those  are  points  which  have  to  be  taken  very  seriously 
into  consideration.  Income  Tax  and  other  taxes  for 
service  of  National  Debt  diminish  the  supply  of 
capital  in  the  hands  of  industry,  and  of  investors 
in  industry.  People  say  that  Income  Tax  has  no 
material  effect  upon  industry  and  costs  of  production. 
They  ao-e  not  cpiite  right  in  saying  so.  A flat  tax 
which  goes  on  to  production  in  the  form  of  rates 
does  hurt  production  at  the  beginning,  but  Income 
Tax  is  a “ sooner  or  later  ” type  of  tax  and  gives 
rise  to  costs  which  cannot  be  traced  home  or  attri- 
buted to  definite  units  in  the  basic  or  subsidiary 
production.  Depend  upon  it,  although  people  say 
Income  Tax  is  not  passed  on  to  the  consumer,  cer- 
tainly a high  Income  Tax  sooner  or  later  indirectly 
does  put  up  the  price,  or  rather  I will  say,  does  have 
an  effect  upon  cost  of  production.  I will  put  it  in 
this  way.  Suppose  I make  £100,000  worth  of  goods 
and  I make  £15,000  profit.  I live  upon  some  of  it 
and  I pay  Income  Tax.  Now  business  must  go  for- 
ward or  go  backward;  it  cannot  stand  still.  You 
must  extend,  you  must  repair,  you  must  experiment, 
you  must  research,  and  reduce  costs  by  larger  output, 
and  you  want  as  much  capital  as  you  can  get  into 
your  business  to  help  you  to  do  that — the  amount  of 
surplus  over  your  expenditure  for  your  housekeeping 
If  taxation  takes  most  of  it  away  you  cannot  make 
these  improvements.  All  these  extensions,  improve- 
ments and  experiments  tend  to  increase  production, 
and,  if  you  have  increased  production  and  extended 
production,  you  will  have  lower  costs.  If  you  do  not 
get  those  lower  costs  you  will  not  get  so  much  profit 
as  last  year.  Your  sales  will  not  be  so  great.  Other 
people  come  in;  other  countries  are  competing  with 
you  always,  and  as  your  sales  and  profits  do  not 
increase,  so  the  revenue  will  not  be  benefited.  So 
sooner  or  later,  depend  upon  it,  Income  Tax  and 
Super-tax,  although  not  felt  at  the  beginning,  do 
come  'into  the  figures  and  do  hamper  trade.  It  is 
only  a question  of  degree.  If  it  is  a small  tax  it 
does  not  very  much  matter,  but  when  you  have  an 
Income  Tax  and  Super-tax  in  a private  business  like 
our  own,  where  we  were  paying  8s.  in  the  £ for  the 
two  taxes,  it  is  of  great  importance  in  hampering 
our  future.  Then  I say  this  : I lay  down  this  obiter 
dictum.  The  degree  of  driving-force-of-oapital  upon 
industry  is  governed  by  the  weight  of  its  aggregate 
volume.  If  that  volume  is  tapped  by  various  taxes, 
then,  even  though  the  receipts  from  taxes  are  at  once 
disbursed  by  the  Treasury,  its  driving  force  is 
weakened  and  perhaps  dissipated.  I have  made  that 
point  before.  I think  if  wo  have  a large  stream  of 
capital  forcing  its  way  to  the  light  to  get 
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employed,  the  bigger  the  capital  that  is  forcing  its 
way  forward,  the  more  likely  it  is  to  let 
itself  go  into  loans  for  a small  rate  of  interest. 
The  bigger  the  volume,  of  capital  that  is  forcing  its 
way  to  market  in  a big  stream,  the  more  likely 
industry  is  to  be  able  to  get  it  cheaply.  If  it  is 
taken  out  in  trickles,  industry  cannot  get  it;  there 
is  no  big  supply;  and  the  great  force  of  a large 
amount  of  cheap  capital  induces  men  to  venture.  If 
there  is  a lot  of  cheap  capital  asking  to  be  hired, 
people  will  venture  with  it.  Human  advancement 
has  arisen  out  of  discovery,  research  and  speculative 
venture.  Taxation  beyond  a certain  rate,  therefore, 
reduces  the  force  in  capital  that  stimulates  trade; 
the  force  that  compels  people  to  hire  it,  namely,  the 
force  of  plentifulness  and  cheapness.  Then  the  next 
question  is  : “To  what  extent  is  it  desirable  to  pursue 
a policy  of  debt  repayment  during  a period  of  trade 
depression?”  I say,  repay  within  limits  always  and 
all  the  time.  It  inspires  confidence.  But  the  reserva- 
tion I make  now  is  that  you  must  say  .what  the  limits 
are  within  which  you  mean  to  repay.  You  repaid 
last  year  £88,000,000.  Now  I will  go  back  a bit. 
Take  pre-war  figures.  I say  that  there  is  an  increase 
of  population  every  year  of  400,000  souls.  I think 
that  for  every  additional  soul  that  comes  into 
existence,  whether  it  be  a child  who  is  going  to  live 
one  day  or  two  days,  or  a child  who  lives  to  be  a man 
of  19  or  20  or  80  (the  400,000  souls  that  come  into 
existence  all  take  their  place),  you  want  £400  for 
each  one  of  those  souls ; for  the  baby  you  must  have 
increased  capital  to  house  and  nourish  it,  to  educate 
it,  to  clothe  it,  to  teach  it,  and  then  eventually  to 
equip  it  with  machinery,  buildings  and  material  to 
help  it  to  earn  its  living.  Therefore  I am  able  to 
say : 400,000  times  £400,  that  is  £160,000,000,  is 
required.  Otherwise,  if  the  amount  of  wealth  which 
exists  already  in  the  country,  is  not  increased  by  that 
£160,000,000  annually,  it  means  that  you  are  drawing 
upon  the  existing  population’s  existing  capital — a 
certain  proportion  from  each  one  of,  say,  40,000,000 
souls  already  in  these  islands — to  find  the  capital  to 
help  forward  in  life  the  400,000  added  souls.  If  I 
have  a wife  and  three  children,  we  are  five  of  us,  and 
if  I have  £10,000  suppose,  each  one  of  us  five  enjoys 
the  benefit  of  one  of  those  five  portions  of  £2,000. 
Suppose  my  wife  gives  me  another  child,  there  are 
then  six  of  us,  and  I have  to  divide  my  £10,000  by 
six,  I have  lowered  the  standard  of  life  of  each  one 
of  us  five  who  were  here  before  the  other  child  came. 

I must  provide  an  additional  £2,000  of  capital  or  our 
previous  standard  of  £2,000  is  lowered.  So  it  is  with 
the  country.  You  put  400,000  people  every  year  into 
life  in  this  country,  and  unless  you  have  annually 
saved  earnings  to  provide  them,  with  capital  to  the 
tune  of  not  less  than  £160,000,000,  you  have  reduced 
the  standard  of  life  of  every  one  of  the  persons  in  this 
country  before  those  other  400,000  were  born.  There- 
fore I say  you  must  have  an  additional  £160,000,000. 
Sans  phrase,  that  must  be  there.  Then  you  have 
taken  £88,000,000  for  Sinking  Fund — £40,000,000  by 
statute  and  £48,000,000  surplus.  With  the 
£160,000,000,  that  is  £248,000,000.  I do  not  believe 
we  had  saved  earnings  last  year  totalling 
£248,000,000.  We  may  have  had  £200,000,000;  we 
may  have  had  £247,000.000;  I dc.  not  know;  but  I do 
not  know  that  we  had  £248,000,000.  Therefore,  by 
the  amount  we  had  less  than  the  £248,000,000  that 
you  had  to  find — those  two  sums  of  £160,000,000  and 
£88,000,000— you  have  drawn  or.  capital,  and  if  you 
have  drawn  on  capital  you  have  reduced  the  possible 
earning  power  of  the  country.  That  is  what  I mean 
- when  I say  that  a policy  of  debt  repayment  should 
be  within  limitations,  and  we  must  ascertain  what 
we  save  annually  out  of  earnings  at  once.  The 
reason  why  debt  should  be  repaid  is  this.  In  the 
first  place,  no  country  and  no  nation  and  no  man  was 
ever  ruined  by  paying  its  or  his  debts.  The  next 
thing  is  this.  We  want  to  reduce  the  deiid  weight  of 
interest  charge  and  the  best  way  to  do  that  honestly  is 
to  reduce  the  interest  by  consent  and  the  best  way  to 
reduce  the  interest  is  to  drive  people  out  of  Treasury 
Bills  by  reducing  the  amount  of  Treasury  Bills,  after 


you  have  taken  care  of  other  maturities  which  are 
due,  and  to  drive  them  into  taking  long-dated  paper ; 
and  if  you  drive  them  into  taking  long-dated  paper, 
it  .will  put  up  the  capital  price  of  the  long-dated 
paper,  and  if  you  drive  up  the  price  of  the  long-dated 
paper  it  will  make  it  more  easy  to  reduce  the  rate 
of  interest  by  conversion,  and  if  you  reduce  the  rate 
of  interest  by  conversion  with  the  assent  of  the  bor- 
rower, you  will  very  materially  lessen  the  dead  weight 
of  debt  on  the  shoulders  of  the  population.  But  I 
think  it  is  necessary  for  this  Committee,  if  I may 
say  so,  to  consider  what  is  the  healthy  amount  that 
you  can  take  for  debt  repayment  without  injuring 
capital.  There  is  another  reason  why  you  should 
keep  your  debt  repayment  going.  It  keeps  up  all 
other  securities.  It  keeps  up  credit.  It  keeps  up 
the  price  of  everything.  It  . keeps  up  confidence,  it 
keeps  up  the  confidence  of  other  countries  in-  you. 
There  is  nothing  so  beneficial  to  a company  as  a small 
per  cent,  creeping  sinking  fund  over  its  debenture 
stock.  If  you  keep  reducing  your  debenture  stock, 
there  is  always  a market  for  a certain  amount  of 
your  debenture  stock  and  it  strengthens  the  company 
in  the  eyes  of  the  people  who  see  that  there  is  a 
sinking  fund.  But  I do  not  think  we  have  yet  given 
sufficient  thought  to  another  theory.  I would  rather 
pay  the  present  amount  of  tax  and  have  twice  my 
present  income  to_  pay  it  with,  than  have  the  same 
old  income  and  have  half  the  tax  to  pay.  Mr.  Lees- 
Smith  took  me  up  one  day  in  the  House  of  Commons 
in  debate,  and  he  said  we  did  not  pay  off  the 
Napoleonic  debt.  SI  think  it  is  quite  true;  but  we 
replaced  that  water  by  live  assets.  You  have  got  in 
the  national  balance  sheet  £7,000,000,000  or 
£8,000,000,000  as  water;  the  only  asset  we  got  for 
that  was  national  safety,  our  lives  and  honour.  Now 
we  propose  to  pay  that  off  out  of  profits,  or  perhaps 
out  of  capital.  I say  this: — 'After  the  Napoleonic 
War  we  never  paid  the  debt  off,  but  we  increased  our 
earning  power  here  by  not  taxing  the  country  too 
heavily,  and  the  earning  power  gave  us  a consider- 
able income,  so  that  eventually  the  weight  of  interest 
payable  on  the  National  Debt  was,  say,  halved  to  us, 
because  we  had  at  least  twice  the  income  to  pay  it 
with.  Although- 1 am  an  unrepentant  debt  repayer, 
I am  not  quite  certain  whether  we  are  right  in  not 
trying,  to  use  the  jargon  expression — in  not  trying 
“ to  squeeze  out  the  water”  by  introducing  assets  into 
our  earning  power.  If  so,  we  shall  have  to  reverse 
our  debt-repayment  policy  a little.  Instead  of  finding 
so  much  money  to1  pay  off  debt,  take  less  money  for 
paying  off  debt  and  leave  more  in  the  hands  of  myself 
and  other  people,  and  let  us  go  on  with  our  business, 
and  we  shall  increase  our  income.  If  our  income 
increases,  the  poundage  of  Income  Tax  and  other 
taxes  will  go  down.  Why?  Because  there  will  be  a 
larger  area  of  profit  over  which  to  take  tax.  That  is 
what  happened  after  the  Napoleonic  Wars.  The  in- 
creased income-producing  power  of  the  nation  from 
1826  onwards  was  so  great  that  the  £30,000,000  for 
debt  service  that  we  had  to  pay  on  £800,000,000 
eventually  became  negligible  in  its  burden.  We  got 
over  our  National  Debt  of  the  Napoleonic  Wars  very 
much  more  easily  by  earning  wealth  and  using  our 
increased  earnings  to  pay  the  interest,  than  we  should 
have  done  had  large  sums  of  capital  or  savings  been 
taken  away  from  us  to  repay  the  debt.  The 

money  being  left  in  our  hands  squeezed  out  the 
water.  The  item  goodwill  and  national  safety  which 
we  bought  with  £7,600,000,000  of  capital  in  our 
balance  sheet,  we  can  squeeze  out;  or  rather,  I sub- 
mit that  it  ought  to  be  considered  whether  we  can 
squeeze  out  that  water  by  replacing  it  by  live  assets, 
if  we  adopt  the  policy  of  leaving  more  money  with 
industry,  which  would  earn  wealth  to  produce  income 
and  revenue  which  would  pay  the  tax  for  debt  more 
easily.  I have  tried  in  my  evidence  to  explain 
and  define  the  words  “ debt  repayment.”  I regard 
a Capital  Levy  as  debt  cancellation,  and  not  debt 
repayment.  There  is  a great  deal  of  difference 
between  debt  repayment  and  debt  cancellation.  The 
taking  of  existing  capital  by  taxation  for  debt  ex- 
tinction, instead  of  debt  repayment  by  taxation  of 
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profit,  is  reduction  of  debt  by  cancellation  with  conse- 
quent' deflation.  There  are  two  other  words  which 
people  make  a very  jargon-like  use  of.  They  talk 
about  stabilisation  when  they  mean  fixity  and  also 
when  they  mean  movement  between  small  limits. 
When  1 am  talking  about  stabilisation,  it  only  means  a 
thing  that  is  fixed.  If  I want  this  desk  to  be  stable, 

I do°not  want  something  that  will  jump  about  within 
limits;  I want  something  fixed.  But  when  people 
talk  about  currency,  they  make  use  of  the  word 
“ stabilisation  ” in  a very  indefinite  way  and  they 
mean  “ movement  within  limits.”  Similarly  the  word 
“ deflation  ” is  used  in  a very  indefinite  way.  What 
do  people  mean  by  it?  Do  they  mean  deflation  of 
prices  or  deflation  of  credit;  do  they  differentiate 
between  deflation  of  prices  and  deflation  of  credit? 
When  people  say  that  deflation  in  1920  and  1921 
brought  great  disaster : it  did,  but  what  do  they 

mean,  deflation  of  prices  or  deflation  of  credit;  and 
which  came  first?  We  think  deflation  of  prices  came 
first.  Others  may  say  deflation  of  credit  came  first, 
but  I submit  as  part  of  my  evidence,  that  we  have  to 
make  up  our  minds  what  economists  and  business 
men  mean  when  they  talk  about  deflation.  They  will 
have  to  define  it  more  accurately;  I am  in  a fog 
about  their  meaning.  When  I talk  about  deflation, 

I differentiate  in  my  own  mind  between  deflation  of 
prices  and  deflation  of  credit.  What  I am  certain  of 
is,  however,  that  if  you  take  £1,000,000,000  by  Capital 
Levy,  annually  for  three  years,  that  is  £3,000,000,000, 
to  cancel  debt  that  means  deflation  at  its  worst  and  in 
both  forms.  It  will  bring  about  deflation  of  price 
and  deflation  of  credit;  it  will  smash  the  bottom  out 
of  the  value  of  every  shoe  or  machine  in  every  factory ; 
it  will  smash  the  bottom  out  of  every  stock  you  have 
on  the  Stock  Exchange;  it  will  play  old  gooseberry 
with  the  credit  that  every  man  has  with  his  fellow, 
and  has  at  his  bank;  it  will  make  him  throw  goods 
on  the  market  at  any  price,  and  it  will  knock  the 
bottom  out  of  employment.  Deflation  of  that  kind 
will  end  as  I told  the  Cunliffe  Committee.  I said : If 
you  deflate  at  anything  like  a rapid  rate,  you  will  have 
bloodshed  and  riot  and  misery  in  England  because  you 
will  throw  men  out  of  employment.  Therefore,  unless 
those  persons  who  advocate  a Capital  Levy  as  a means 
of  cancellation  of  debt — not  repayment,  but  cancel- 
lation— mark  the  distinction  please — can  get  over 
this  fence,  and  show  that  such  a reduction  of  debt  as 
£1,000,000,000  a year  for  three  years  is  not  deflation, 
then  I think  it  is  no  good  abusing  our  patience 
by  asking  us  to  discuss  the  Capital  Levy.  That  fence 
lias  to  be  got  over  first,  the  fence  of  the  effect  of  de- 
flation. They  may  argue  that  it  is  not  deflation 
either  of  price  or  of  credit,  or  of  both;  I say  it  is 
both,  and  rapid.  It  does  not  matter  which  comes  first. 
They  have  to  show  that  a Capital  Levy  of 
£1,000,000,000  a year  for  three  years  is  non 
deflation  of  price  and  credit,  and  previous 
experience  has  shown  that  that  deflation  hurts 
the  very  people  we  want  to  help,  that  is, 
the  poor  people.  Unless  the  Capital  Levy  ad- 
vocates can  prove  that  that  assertion  which 
I make  is  untrue,  then  I say  I am  not  going  to  waste 
my  breath  or  my  time  in  discussing  the  matter.  If 
they  cannot  get  over  that  deflation  fence,  and  I say 
they  cannot,  then  I say  that  Capital  Levy  is  not  a 
proposal  that  we  need  listen  to  unless  we  are  willing 
to  rush  headlong  to  ruin.  The  next  question  that 
is  put  is:  “ How  far  does  the  high  income  taxation 
necessitated  by  the  debt  involve  the  withdrawal  of 
trade  income  which  could  otherwise  be  counted  on  for 
the  expansion  of  business,  and  which,  so  capitalised, 
would  produce  a high  rate  of  profits  due  to  managing 
ability  and  to  the  calculated  risks  of  personal  entei-- 
prise?  ” May  I go  back  to  my  earlier  statement. 
If  you  take  money  from  trade  and  pay  off  debt,  three- 
quarters  of  the  recipients  of  that  money  which  is 
received  for  the  repayment  of  debt  are  not  people 
who  are  likely  to  put  the  money  back  into  trade.  You 
know  that  “The  Economist”  has  shown  how  the 
holding  of  the  debt  is  distributed.  The  money  will  not 
go  back  directly  into  trado  in  any  appreciable  volume. 
Therefore  a high  income  taxation  necessitated  by  the 


debt  does  involve  the  withdrawal  of  income  needed 
for  trade  capital.  The  next  question  is:  “ How  far 
does  the  burden  of  taxation  fall  upon  the  busine.sk 
itself  and  hamper  its  operation?  ” I have  explained 
that  taxation  in  the  form  of  Income  Tax  is  a pay- 
ment at  the  end  of  a period,  and  it  then  takes  toll 
off  profits.  I tried  then  to  differentiate  on  that  ques- 
tion between  rates  and  taxes.  People  say  that  Income 
Taxes  are  not  felt  but  that  rates  are  always  lelt 
because  they'  are  a flat  tax  which  comes  on  in  any 
case,  while  Income  Tax  is  only  put  on  if  there  is  a 
profit.  But  you  cannot  work  a business  unless  there 
is  a profit;  you  cannot  go  on  long  at  that  game. 
Therefore  you  must  presuppose  that  every  live 
business  will  have,  over  a series  of  years,  a profit, 
and  therefore  there  must  be  Income  Tax.  Then  you 
ask:  “How  far  can  the  receipts  of  ' industry  as 
holder  in  the  debt  be  set  against  the  tax  paid  by 
industry  for  its  service?  ” I sum  that  up  very 
quickly.  If  you  take  £100  away  from  me  in  taxation 
it  will  save  me  as  a taxpayer  my  share  of  £5,  the 
5 per  cent,  on  j3l00  of  National  Debt.  If  you  leave 
me  that  £100  I will  earn  more  like  £10.  Then  I can 
pay  my  5 per  cent,  for  the  interest  and  put  £5  in  my 
pocket  and  employ  an  additional  man  to  work  my 
increased  capital.  That  is  my  answer  to  that  ques- 
tion. You  get  back  to  Mr.  Gladstone’s  old  dictum  : 
The  most  profitable  place  for  the  taxpayer’s  money 
is  in  the  taxpayer’s  pocket;  it  will  earn  more  money 
there  for  the  State  than  the  State  can  earn  with  it 
for  itself.  Then  you  ask : “ What  is  the  effect  of 
Income  Tax  on  companies’  undistributed  reserves?  ” 

I do  not  know  whether  my  friend  Sir  Arthur  Balfour 
will  agree  with  me,  but  I say  this.  I do  not  see  why 
companies’  undistributed  reserves  should  be  taxed. 

1 cannot  see,  in  justice,  why  they  should  be  taxed; 

1 say  that  undistributed  reserves  should  not  be  subject 
to  tax.  Income  Tax,  under  the  existing  principles  of 
Income  Tax  law,  can  quite  well  be  taken  from 
companies’  undistributed  untaxed  reserves  it 
they  ultimately  become  distributed  profits,  or 
are  not  retained  for  capital  purposes.  If  there 
is  any  nonsense  'by  companies  holding  back 
money  saying  they  are  going  to  put  it  to 
reserve  and  then  afterwards  distributing  it  in 
the  form  of  bonus,  I say  that  is  not  straightforward 
and  it  should  be  taxed;  but  if  profits  are  really  kept 
back  for  expanding  the  business,  I say  I do  not  think 
they  should  be  taxed.  If  the  money  is  kept  in  the 
business  and  it  adds  to  capital  value,  the  Fisc  sooner 
or  later  gets  something  of  it  arising  out  of  the 
increased  capital  value  of  the  business,  and  out  of  the 
increased  dividend  yielding  powers,  and  then  the 
Death  Duties.  So  .the  revenue  is  not  harmed  if 
the  undistributed  untaxed  reserve  money  is  left  to 
work  in  the  business  and  is  really  used  for  capital 
purposes.  Then  it  should  not  be  taxed.  I would 
even  go  so  far  as  to  apply  retrospective  legislation 
if  unfair  advantage  is  taken,  and  say,  “ If  you  do 
take  that  untaxed  money  out  eventually  and  use  it 
for  distribution  you  must  pay  tax  upon  it  at  the 
same  rate  as  the  rate  of  the  year  in  which  it  was 
made.” 

972.  Sir  Arthur  Balfour : You  are  referring 

entirely,  I take  it,  to  Income  Tax  for  the  moment? — 
Yes. 

973.  As  a matter  of  fact  any  profits  of  the  year  are 
taxed  whether  put  into  reserve  or  not? — Yes.  The 
effect  of  Income  Tax  on  undistributed  reserves  you 
asked  me. 

974.  That  is  the  same  money.  The  reserves  can  only 
come  from  existing  profits? — Yes. 

975.  Sir  Josiah  Stamp  : The  existing  state  of  affairs 
is  all  right;  you  say  they  should  not  alter  it? — I say 
they  should  alter  it,  if  reserves  are  taxed  as  profits. 

976.  You  spoke  of  distribution  of  bonus  shares. 
You  say  in  that  case  they  ought  to  be  chargeable?—! 
say  if  you  have  any  jiggery-pokery,  the  trying  to  give 
capitalised  untaxed  benefits  to  shareholders  or  to  an 
owner,  in  order  to  dodge  the  revenue,  I am  not  in 
favour  of  dodging  the  revenue.  You  should  pay 
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your  tax  upon  what  you  do  make  and  distribute  but 
you  ought  not  to  he  allowed  to  wrap  up  your  dis- 
tributed profits  in  such  a wording  as  to  allow  you 
to  escape  the  tax. 

977.  Would  you  tell  us  in  what  way  distributing 
bonus  shares  takes  money  out  of  a business? — 
Capitalising  and  distributing  reserve. 

978.  But  you  put  money  into  machinery,  and  that  is 
represented  amongst  your  assets? — You  put  money 
into  a machine. 

979.  That  is  on  your  assets  side.  Then  on  the  other 
side  of  your  accounts  you  have  share  capital  and 
reserve,  and  you  suddenly  decide  to  turn  the  reserve 
into  share  capital  and  give  people  more  shares.  How 
do  you  rob  the  business  of  any  capital? — You  might 
give  them  a preferred  stock  or  a debenture,  which 
would  make  a further  charge  upon  the  business,  which 
must  be  paid,  which  otherwise  would  not  be  paid 
unless  you  had  given  the  bonus  surplus. 

980.  You  mean  you  increase  your  dividend  charges? 
— You  increase  the  right  of  the  proprietor  to  . get 
income. 

981.  That  does  not  take  the  actual  money  out  of  the 
business;  it  only  takes  its  future  yield  out? — It  is 
capitalising  the  future  yield. 

982.  Not  necessarily,  because  you  might  have  paid 
out  exactly  the  same  amount  on  the  old  amount  of 
ordinary  shares  on  a dividend  of  15  per  cent.  You 
now  capitalise  your  reserve  and  you  pay  out  the 
same  absolute  sum  in  a dividend  of  10  per  cent.  ? — 
Is  not  that  broad  principle  covered  by  Section  21  of 
the  Finance  Act,  1922?  In  a small  company  where 
you  keep  a certain  amount  back  in  order  not  to  pay 
Super-tax. 

983.  Sir  J osiah  Sta/m-p  : That  is  another  problem. 
Sir  Arthur  Balfour  : That  is  why  I raised  the  question 
whether  you  were  referring  only  to  Income  Tax.  As 
I understand,  at  the  present  time  all  the  profits  you 
make  in  one  year,  whether  you  put  them  to  reserve 
or  whether  you  do  anything  else  you  like  with  them, 
pa.y  Income  Tax? — That  is  so. 

984.  That  being  the  case,  when  they  are  once  in 
your  reserve  marked  “ Income  Tax  paid,”  you  can 
do  what  you  like  with  them? — We  want  to  alter  that 
law,  and  I say  we  should  not  tax  profits  reserved 
for  capital  (purposes. 

The  next  question  is:  “ What  is  the  effect  of  the 
existing  taxes  on  the  supply  of  capital  from  the 
public,  and  on  total  purchasing  power?  ” You  must 
define  what  you  mean  by  total  purchasing  power. 
That  public,  which  is  willing  to  invest  in  industry 
as  distinguished  from  trustee  and  gilt-edged  securi- 
ties, has  not  the  capital  to  invest,  and  industry 
normally  suffers  from  higher  interest  caused  by 
shortage  of  the  supply  of  capital.  Taxation  reduces 
purchasing  power.  If  the  power  is  to  be  exercised 
to  obtain,  or  cause  to  be  made,  at  home  or  abroad, 
articles  of  luxury  or  of  non-reproductive  use,  then 
not  much  harm  is  done  to  the  community  by  reduction 
of  that  power.  But  if,  among  other  things',  the  power 
of  purchasing  foreign  investments  and  securities  is 
reduced,  harm  in  that  respect,  without  qualification, 
is  done.  Remission  of  taxation,  which  increases  the 
spending  power  of  the  citizen,  for  non-essential  or 
non-reproductive  objects,  can  be  proved  to  be  un- 
beneficial  by  the  test  of  Bastiat’s  window-pane  argu- 
ment. If  you  allow  a man  to  have  money  which  is 
not  taken  from  him  by  taxation,  and  he  is  able  to 
drink  six  more  cups  of  tea  a d'ay  than  he  has  been 
accustomed  to  drink,  that  is  unneoessary  and  un- 
productive expenditure,  and  although  you  have  given 
him  the  benefit  of  reduction  in  taxation  which  per- 
mitted that,  you  have  done  no  good  to  him  or  to  the 
State,  of  which  he  is  a part.  Therefore  it  is  necessary 
for  us,  when  we  talk  about  remission  of  taxation, 
ns  Mr.  Snowden  did  the  other  day,  stimulating  trade 
and  industry,  to  make  up  our  mind  what  trade  and 
industry  we  Want  to  stimulate.  If  you  remit 
taxation  so  that  a man  can  buy  six  more  cricket  balls 
and  smash  six  windows,  you  will  certainly  stimulate 
the  production  of  cricket  balls  and  the  trade  of  the 


glazier,  but  that  will  not  add  to  the  welfare  of  the 
State,  although  you  have  added  to  spending  and  pur- 
chasing power.  Then  Question  9:  11  How  far  does 
the  heavy  Income  Tax  deter  the  foreigner  from 
investing  in  this  country?  How  far  does  it  induce 
the  British  resident  to  invest  outside  this  country?  ” 
The  foreigner,  I think,  does  not  understand  the 
justice  of  Income  Tax.  In  any  case  he  fears  the 
variation  of  it,  and  there  is  no  need  for  me  to  give 
& reply  to  that.  Wo  do  know  that  English  people  do 
invest  outside  this  country,  because  Somerset  House 
calls  for  a return ; if  the  thing  was  inappreciable 
Somerset  House  would  not  call  for  a return.  When 
the  tax  here  becomes  so  heavy  as  to  be  oppressive 
and  is  looked  upon  as  unjust,  firms  with  separated 
departments  of  their  business  in  other  countries  will 
allow  their  money  abroad  to  accumulate  and  will  buy 
capital  assets  with  it  and  wait  till  it  is  within  their 
power  honourably  to  bring  home  their  profits  some 
years  hence  in  the  form  of  capital  so  that  they  do 
nothing  dishonourable  against  the  Fisc,  and  bring 
back  their  money  in  such  a way  as  to  avoid  Income 
Tax.  I cannot  think  there  can  be  any  question  about 
whether  Income  Tax  does  induce  British  residents  to 
invest  outside  the  country.  I think  it  goes  without 
saying  that  they  do  so. 

98o.  S h J osiah  Stamp  : Do  you  mind  repeating  your 
answer  to  the  question  about  leaving  money  abroad. 
I am  not  quite  sure  we  caught  it  ?— Supposing  I have 
a concern  called  the  A.  B.  O.  concern  which  is  in 
Chili.  I have  no  shares  at  all,  it  is  not  under  limited 
liability.  The  business  makes  money  out  there,  and 
I do  not  bring  anything  home.  There  is1  no  share- 
holding, but  I have  an  interest  in  it.  I do  not  know 
whether  you  are  compelled1  to  disclose  the  ownership, 
but  I dare  say  people  who  dodge  Income  Tax  do  fail 
to  disclose  it,  and  I do  not  know  even  if  they  are 
asked  to  disclose  anything  they  do  not  bring  home 
. 986-  Yefb  by  the  Act  of  1914,  all  unremitted 
income?— They  may  have  some  method  of  concealim? 
their  profits  and  not  remitting.  In  a Chilian  shop 
owned  by  a British  subject  here— I will  take  that  as 
a broad  instance— they  may  say  that  there  are  no 
profits ; they  may  say  they  will  wipe  off  the  cost  of 
the  building  in  so  many  years,  and  therefore  there 
are  no  profits  in  that  business ; they  write  down  the 
buildings  because  they  are  frightened  of  an  earth- 
quake. 

987.  Are  they  in  fact  doing  that  to  your  knowledge? 
I cannot  tell  you ; I think  very  likely.  I know  of 

no  case. 

988.  Sir  William  McTAntock : The  shareholders 

in  this  company  are  getting  no  dividend?- — It  is  nob 
a company  at  all  that  we  are  supposing.  Suppose 
I am  a shoe  manufacturer  here  and  say  I will  start 
a retail  shop  in  Chili,  a private  firm  to  sell  my  goods 
in  Chili.  You  may  depend  on  it  that  lawyers  and 
accountants  will  always  drive  a coach  and  horses 
through  any  law. 

989.  Who  is  instigating  the  lawyers  and  accoun- 
tants to  drive  the  coach  and  horses  ? — Those  tax- 
payers who  feel  they  are  being  unduly  squeezed. 

990.  Sir  Josiah  Stamp:  You  are  talking  about  a 
private  firm  in  England  running  a branch  in  Chili 
and  you  say  they  will  be  doing  things  in  Chili  to 
prevent  bringing  the  money  home,  in  order  not  to 
pay  tax  on  it?  They  may  say  : “ We  will  eventually 
sell  the  property  for  so  many  thousand  pounds  out 
there.”  They  may  then  buy  with  the  money  Chilian 
bonds  or  American  bonds,  and  then  ship  home  the 
bonds.  It  is  true  the  Fisc  will  not  ultimately  lose, 
because  it  will  get  the  tax  on  the  interest  of  the 
bonds  into  which  the  Chili  profits  went  as  capital. 

991.  Does  it  lose  in  that  way?— It  does  on  the  pro- 
fit which  became  capital  in  bonds. 

992.  Have  you  evidence  of  it? — No,  I have  not, 
but  if  I were  an  accountant  I should  at  once  feel  that 
there  would  be  a way  of  doing  it.  But  I know  of  no 
case. 

993.  Sir  Arthur  Balfour : What  you  really  say  is 
that  the  higher  the  taxation,  the  more  inducement 
there  is  for  trying  to  escape  by  some  means  or  other  ? 
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— Yes.  When  people  feel  they  are  unfairly  squeezed, 
they  say  the  Fisc  does  not  come  into  Court  with 
clean  hands. 

994.  Sir  Josiah  Stamp  : Do  you  think  that  is  the 
most  easy  way  to  do  it,  with  a foreign  property? — 

I have  not  considered  the  answer  to  that,  but  I 
should  think  it  is  very  probable. 

995.  If  a man  is  making  up  the  accounts  of  his 
business,  how  can  he  deal  differently  with  it  because 
the  matter  happens  to  be  in  Chili  instead  of  at  home  ? 
— He  need  not  be  in  business.  Suppose  a friend  of 
mine  is  in  business  there,  and  I lend  him  £10,000  and  I 
trust  him.  I leave  the  money  there.  I could  make  a 
full  disclosure  to  the  Revenue,  and  I do  not  think  the 
Revenue  could  rope  me  in.  I say  : “There  is  the 
money  there.  I have  left  it  with  him  for  20  or  25 
years.” 

996.  Sir  William  McLintoch : You  do  not  suggest 
that  it  is  anything  but  a very  isolated  thing,  do  you  ? 
— If  you  want  to  take  a thing  to  its  logical  conclusion 
you  must  take  it  to  the  last  step.  It  may  be  an  iso- 
lated case  or  it  may  not,  but  you  may  depend  on  it 
that  this  income  taxation,  heavy  as  it  is  at  home,  is 
driving  people  to  look,  like  rats,  at  every  hole  into 
which  they  can  bolt.  That  is  the  penalty  the  Fisc 
has  to  pay  for  the  legislature  putting  too  heavy  tax 
upon  profits. 

997.  Will  that  extend  to  going  to  all  the  trouble 
of  setting  up  a trade  abroad  and  carrying  it  on  for 
a number  of  years  without  bringing  the  profits  home? 
— No,  I do  not  say  that.  But  lots  of  firms  have  busi- 
ness branches  abroad.  I do  not  think  they  open 
intentionally  to  dodge  the  Revenue,  but  if  they  do 
business  abroad  they  can  use  those  ways  to  dodge  the 
Revenue,  and  besides,  men  take  drastic  steps  if  they 
are  convinced  they  are  being  unjustly  heavily  taxed. 

998.  Sir  Josiah  Stamp  : What  difference  does  it 
make  whether  it  is  a case  out  in  Chili,  or  a London 
house  with  a branch  in  Scotland? — Suppose  I have 
a son,  and  I say:  “Here  is  £10,000.  Go  out  to 
Chili  and  start  a shoe  shop  there;  I shall  not  bring 
home  any  profit.”  He  makes  money,  and  he  takes 
enough'  for  his  wages  to  live  upon.  He  writes  down 
the  cost  of  the  building  so  that  no  profit  is  6hoAvn. 
He  goes  on  doing  that.  My  profits,  if  they  be 
profits  to  myself,  are  secretly  in  my  mind  accumulat- 
ing in  the  form  of  the  building  being  written  down. 
Suddenly  he  gives  up,  and  he  sells  something  of  a 
capital  nature,  my  share  of  the  building.  He  turns 
that  into  cash,  and  as  the  result  of  the  sale  of  the 
building  he  sends  a draft  home  on  the  Anglo-South 
American  Bank  of  £10,000.  I show  it  to  the  Fisc; 
I say : “ Here  is  £10,000,  the  result  of  my  son 
having  sold  my  building  for  £10,000.  Now  do  your 
worst.” 

999.  Sir  Josiah  Stamp:  Supposing  the  Fisc  asked 
you,  and  you  told  them  that  the  business  is  there 
with  your  money  in  it,  and  they  asked  you  for 
accounts? — I can  truthfully  say  I have  none.  I can 
truthfully  say  I leave  the  conduct  of  the  business  to 
my  son,  and  let  him  do  as  he  likes. 

1000.  You  think  the  Fisc  will  leave  it  at  that,  do 
you? — If  my  son  is  domiciled  out  there  . I cannot  see 
how  they  can  go  any  further. 

1001.  What  I would  ask  is,  do  you  know  as  a fact 
that  this  sort  of  thing  is  happening? — No;  I know 
of  no  case.  But  you  asked  me  if  our  taxes  induced  a 
British  resident  to  invest  abroad. 

1002.  Because  I should  be  quite  happy  to  handle 

the  matter  from  the  point  of  view  of  the  Revenue? — 
Then  Question  10:  “Does  Income  Tax  enter  into 

prices,  and,  if  so,  how?”  I have  answered  that  on 
Question  No.  5.  Then  Question  11 : “ How  far  do 
the  existing  taxes  act  as  a deterrent  to  saving  and 
to  enterprise  on  the  part  of  the  individual  engaged 
in  trade  and  the  investor  generally?  Do  they 
similarly  affect  joint  stock  companies?”  I think 
they  do.  When  we  had  the  Excess  Profits  Duty,  I 
suppose  the  Revenue  people  will  tell  us  that  many 
businesses  indulged  in  extravagant  expenses,  because 
part  of  that  money  was  paid  by  the  State.  Similarly, 
if  you  have  high  Income  Tax,  and,  if  it  is  .a  private 
concern,  Super-tax.  Suppose  my  own  income  and 


Super-tax  in  my  business  was  8s.  in  the  £.  I then 
should  not  care  whether  I spent  a little  more  in 
expenses  and  went  into  a better  hotel  when  out  on 
business.  I should  saj'  8s.  in  the  £ of  this  hotel  bill 
will  be  paid  by  the  Revenue.  If  I economised  a 
sovereign,  8s.  would  go  in  taxes.  Therefore  high 
taxation  does  conduce  to  slack  and  expensive  adminis- 
tration, and  to  that  extent  is  not  really  good  for 
business.  If  a man  considers  too  much  of  his  profits 
are  taken  from  him  by  the  State,  he  simply  says,  as 
they  did  in  Russia  : “ I shall  not  plough  or  plant  for 
the  State  to  take  mast  of  my  labour’s  product.” 

1003.  Mr.  Hichens:  Have  you  any  instance  in  your 
mind  of  a business  which  is  extravagant  merely 
because  it  is  taxed— because  I have  never  heard  of 
one? — You  only  needed  to  go  into  the  Royal  Auto- 
mobile Club  during  the  War  and  you  could  see  what 
the  Excess  Profits  Duty  was  doing. 

1004.  During  the  War  profits  were  abnormal,  but 
your  suggestion,  as  1 understand,  is  that  people  are 
more  extravagant  because  they  are  disgorging  some 
of  their  money,  than  they  ivould  be  if  they  disgorged 
nothing.  I cannot  see  any  justification  for  that? — 
I think  it  is  human  for  a man  to  say  : “ If  I am 
making  £10,000  a year  and  I am  going  to  pay  5s. 
and  3s.  Income  and  Super-tax,  that  is  8s.,  I 
will  be  a little  more  extravagant  in  my  business 
expenses  than  I would  be,  because,  after  all,  of  every 
sovereign  I get,  8s.  of  it  will  be  taken  away  from 
me.  It  is  disheartening  to  save  £1  and  have  half 
taxed  away  now. 

1005.  Sir  Josiah  Stamp:  We  have  had  evidence 
before  us  that  the  effect  is  the  reverse : that  the  man 
is  so  keen  on  maintaining  a certain  standard  of 
income  that  he  will  be  more  careful.  He  will  say: 
“ I must  do  all  1 can  to  economise  and  work  hard 
to  keep  up  my  old  standard,  otherwise  I shall  have 
to  move  out  of  my  house  and  do  all  sorts  of  un- 
pleasant things”? — It  is  a question  of  individual 
psychology,  but  I should  think  in  many  cases  it  would 
operate  to  make  a man  careless  in  his  business 
expenditure. 

1006.  Chairman:  That  is  just  your  opinion? — Yea, 
that  is  my  opinion. 

1007.  Sir  Arthur  Balfour : What  you  are  basing 
it  on  surely  is  the  Munitions  Levy.  I think  it  had 
some  justification  in  the  Munitions  Levy.  That  is 
perhaps  what  you  are  referring  to.  There  is  no 
doubt  that  in  the  Munitions  Levy,  where  they  took 
the  whole  of  the  profits  over  a certain  standard,  that 
did  tend  to  create  extravagance? — Yes.  You  asked 
me  what  I think  these  taxes  have  done  with  regard 
to  joint  stock  companies.  As  I have  said  before,  I 
attach  much  more  weight  to  the  injurious  effect  of 
Death  Duties  than  I do  to  Income  Tax  and  Super-tax. 
There  is  no  doubt  that  Death  Duties  force  men  to 
take  refuge  in  joint  stock  organisation,  because  they 
have  to  find  Death  Duties  and  want  to  make  a 
family  arrangement  of  capital  after  a death.  Now 
that  is  the  very  point.  I do  dislike  joint  stock  organi- 
sation in  view  of  the  lack  of  personal  touch,  human 
touch,  with  the  men;  if  you  have  a director  and 
shareholders  and  a manager  who  are  not  of  the 
family  who  have  built  up  the  business — many  of  the 
shareholders  have  never  seen  the  men;  whereas,  if 
a man  has  been  brought  up  with  the  business  he  is 
in  touch  with  them ; there  is  a certain  amount  of 
human  touch,  and  it  does  go  to  reduce  industrial 
friction  if  you  keep  businesses  in  private  firms.  It 
is  true  the  Fisc  may  tell  us  they  ivould  rather  have 
big  firms  with  limited  liability  because  they  can 
control  the  taxes  more  effectively  by  looking  after 
them  in  one  big  agglomeration  and  because  of  the 
fact  that  they  must  conform  to  certain  rules.  I 
heard  Lord  Moulton  say  that  on  the  whole,  joint 
stock  organisation  had  not  been  for  the  human  benefit 
of  England,  although  it  may  have  made  us  money. 
1 know  that  agglomerations  of  capital  are  required, 
but  :f  Death  Duties  drive  small  firms,  which  ivould 
otherwise  remain  private  firms,  into  limited  liability, 
I think  they  have  done  harm.  With  regard  to  Stamp 
Duties,  1 think  two  things.  I have  put  down  a new 


MINUTES  OF  EVIDENCE. 


85 


4 June,  1924.]  Mr.  Akthtjb  Michael  Samuel,  M.P.  [Continued. 


clause  in  the  Finance  Bill  about  the  2d.  Stamp  Duty  35,  and  so  on.  I think  the  time  has  come  when  we 


on  cheques.  I think  if  you  were  to  take  off  the  duty 
on  cheques  it  would  very  likely  reduce  the  necessity 
for  having  so  many  currency  notes,  and  would  by  so 
much  reduce  currency  notes  and  would  free  gold  for 
the  purpose  of  the  Bank  of  England  Reserve;  and 
what  is  more,  I think  you  would  get  small  shop- 
keepers to  use  cheques  and  put  their  money  into  banks, 
which  they  do  not  do  at  present  because — it  is  a 
curious  petty  meanness — they  do  not  like  the  2d. 
stamp.  I do  not  think  Stamp  Duties  have  done  any 
harm  in  driving  loan  issues  away  from  the  money 
market,  if  sought  by  foreign  borrowers.  It  is  true 
bonds  have  not  been  issued  here  because  there  is  a 
big  Stamp  Duty  on  them.  They  have  gone  to  New 
York,  but  New  York  has  not  digested  them,  and  we 
have  been  able  to  buy  them  back  from  New'  York 
at  a cheaper  price  than  had  they  been  issued  here. 
1 think  on  that  point  as  regards  Stamp  Duty  and 
foreign  capital,  although  it  has  prevented  bonds  being 
issued  here,  it  has  not  done  harm  here  in  the  long 
run,  because  we  have  bought  the  bonds  hack  cheaper. 

1008.  I do  not  know  whether  you  agree  that  the 
maintenance  of  Stamp  Duty  at  2d.  would  tend  to 
prevent  a depreciation  of  the  currency  note.  It  was 
represented  to  us  this  morning  that  the  Stamp  Duty 
of  2d.  was  a benefit,  not  a detriment — that  it  pre- 
vented the  depreciation  of  the  currency  note  ? — I am 
not  a banker;  but  I think  if  you  took  the  Stamp 
Duty  off  cheques,  people  would  use  more  cheques  as 
their  own  currency,  and  they  would  provide  their 
own  fiduciary  currency  in  the  form  of  their  own 
credits  in  the  bank  on  which  they  drew,  and  check 
inflation. 

1009.  Chairman  : Have  you  anything  else  you  wish 
to  say  ? — In  Question  15  you  ask  to  what  extent,  in 
the  present  depressed  state  of  trade,  the  assumption 
is  correct  that  the  tax  on  commodities  is  borne  by 
the  consumer.  I ask  myself  what  does  that  mean — 
“ the  present  depressed  state  of  trade.”  I know 
engineering  is  very  bad,  I know  the  cotton  trade  is 
bad,  I know  shipbuilding  is  bad,  but  is  it  justifiable 
to  speak  of  a present  general  depressed  state  of 
trade?  Some  trades  are  very  depressed,  but  ought 
we  to  make  a sweeping  use  of  the  term  ? Besides,  is 
not  one  of  the  causes  of  our  trouble  now',  the  high 
standard  of  living  brought  about  by  inflation  ? I say 
one  of  the  causes  of  the  depression  now  is  previous 
inflation.  The  public  mind  was  stretched  by  a new 
idea  of  the  standard  of  living  during  the  War, 
and  it  has  not  gone  back  to  its  former  dimen- 
sion. That  was  really  caused  by  inflation,  and 
the  resulting  higher  cost  of  production  is  one  of  the 
causes  of  the  depression  at  the  present  moment. 
Those  are  my  general  observations.  I do  not  think 
there  is  anything  further.  I think  it  is  also  ques- 
tionable whether  the  present  ratio  or  distributing 
scheme  as  between  direct  and  indirect  taxation  is  a 
wise  one.  I should  like  to  say  a word  about  that. 
So  far  as  I have  seen,  from  1834  to  1900  the  real  value 
of  a man’s  wages  went  up.  From  1900  to  1914  it 
remained  stationary.  Some  people  say  it  was  caused 
by  the  extra  production  of  gold.  I will  take  that 
into  consideration  also;  I will  give  it  what  value  I 
attribute  to  it  in  the  account,  in  my  mind.  But 
still,  the  real  value  of  wages  has  gradually  gone  up 
from  1834  to  1900,  and  from  1900  to  1914  it  remained 
stationary.  I think  the  reason  for  that  has  been  that 
from  about  1900  we  began  to  feel  the  drain  upon 
capital  caused  by  Death  Duties,  Income  Tax  and 
Super-tax,  and  I think,  coincident  with  that  sensa- 
tion, money  became  dearer  and  scarcer.  Nothwith- 
standing  that  w'e  had  cheaper  food  from  Argentina 
and  cheaper  food  from  India  and  Australia,  the  wmges 
of  men  did  not  purchase  as  much  as  they  did  before; 
and  I ask  myself,  cannot  you  harness  up  that  phe- 
nomenon with  another  phenomenon,  namely,  the 
radius  and  increased  ratio  of  direct  to  indirect  taxa- 
tion ? I do  not  know  why  the  Treasury  indulges  in 
a rule  of  thumb  method  of  saying  how  much  we  should 
have  for  direct  taxation  and  how  much  for  indirect. 
They  used  to  say  it  should  be  50  and  50,  now  66  and 


must  sweep  away  that  rule  of  thumb  and  find  out 
what  ought  to  be  the  radius  of,  and  ratio  between, 
direct  and  indirect  taxation.  Otherwise  we  may  do 
some  mischief.  It  may  be  that  there  is  nothing  in 
the  point,  but  we  ought  not  to  allow  it  to  remain 
as  it  is.  That  is  all  I have  to  say.  If  you  wish  to 
ask  me  any  questions,  I will  do  my  best  to  answer 
them. 

1010.  Mr.  Bell : We  have  had  evidence  from  one 

or  two  gentlemen,  not  engaged,  as  you  are,  in  prac- 
tical affairs ? — I am  not  now.  I have  been  out 

of  active  business  for  some  time. 

1011.  I mean  with  your  practical  knowledge.  They 
have  told  us  that  they  think  Income  Tax  is  not  a 
burden  on  business.  1 have  ventured  to  indicate  in 
my  questions  that  I thought  they  were  wrong.  Are 
you,  as  a practical  business  man,  quite  clear  that 
Income  Tax  is  a real  burden  on  business  and  re- 
stricts export  trade  in  any  degree? — Broadly  speak- 
ing, the  effect  of  Income  Tax  is  that  the  tax  gives 
rise  to  costs  which  cannot  be  traced  home  or  attri- 
buted to  definite  units  in  the  machinery  of  basic 
and  subsidiary  production.  Income  Tax  is  an  ex- 
penditure which  can  be  described  as  of  a soouer-or- 
later  type,  and  to  that  extent  does  hurt  us  in 
the  competitive  markets  of  the  world. 

1012.  In  your  answers  you  have  said  rather  clearly 
that  you  think  any  reduction  of  the  National  Debt 
by  way  of  taxation  should  only  come  out  of  savings  ? — 
Saved  profits. 

1013.  And  in  no  case  would  you  say  out  of  any  of 
the  capital  of  the  country? — No,  certainly  not. 

1014.  You  are  quite  clear  upon  that? — It  would  be 
disaster,  I think. 

1015.  In  your  judgment  is  £50,000,000  a fair 
amount  to  try  to  keep  up,  year  in,  year  out? — I 
should  not  object  to  £50,000,000. 

1016.  Do  you  think  it  trenches  upon  your  prin- 
ciple that  it  was  possibly  not  all  out  of  savings? — 
I should  think  we  saved  last  year  £97,000,000  out 
of  our  foreign  trade,  and  I should  say  we  saved 
another  £150,000,000  on  our  home  trade.  That  is 
£247,000,000.  That  is  what  I put  it  at.  But  no 
one  knows  for  certain. 

1017.  Broadly,  you  would  take  it  that  £50,000,000 
was  a practical  figure  that  we  could  go  on  with  now  ? 
—Yes. 

1018.  You  would  not  feel  inclined  to  raise  that  to 
£100,000,000  to  get  through  this  reduction  of 
National  Debt  more  quickly? — Unless  you  could 
prove  to  me  that  we  had  enough  savings. 

1019.  If  there  were  enough  savings,  you  would  not 
object? — If  there  were  enough  savings  to  provide  for 
the  £160,000,000  needed  for  the  i ncrease  of  popula- 
tion as  well,  that  it  is  necessary  to  have. 

1020.  You  have  no  alterations  to  suggest  to  the 
Committee,  have  you,  in  the  way  of  taxation  for  the 
reduction  of  the  debt?— The  other  alternative  is  a 
very  platitudinous  one,  and  an  obvious  one ; earn 
more  money  and  create  a greater  revenue. 

1021.  1 can  follow  that,  but  no  alternative  apart 
from  that? — No,  I do  not  know  of  any  other. 

1022.  There  is  just  one  point,  which  is  not  quite 
relevant — as  your  remark  was  not  quite  relevant — 
about  private  firms  and  limited  companies.  The 
bank  with  which  I am  associated  lias  absorbed,  I 
suppose,  30  or  40  private  banking  firms.  There  is 
not  a single  employee  of  those  private  banking  firms 
who  does  not  feel  himself  better  treated,  safer,  better 
remunerated  and  better  pensioned,  and  his  widow 
and  orphans  are  looked  after, — be  never  had  any  of 
those  benefits  under  the  old  private  system.  Do 
_you  really  think  that  in  all  cases  the  alteration  from 
a very  often  rather  precarious  employment  under 
private  enterprise  to  employment  by  a limited  com- 
pany has  not  been  for  the  better? — When  you  take  a 
hank’s  employees,  they  are  not  rough  men,  rough- 
and-ready,  good-hearted  fellows,  like  those  we  have 
in  industry,  with  the  grime  of  their  labour  on  their 
hands.  You  have  educated  men  as  hank  officials. 
To  deal  with  them  is  quite  another  pair  of  shoes  to 
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dealing  with  an  artisan.  I do  not  think  it  is  a 
parallel  case. 

1023.  Is  it  not  the  case  m great  firms,  like  Lever’s 
and  Cadbury’s,  that  the  benefits  that  they  receive 
under  the  limited  regime  are  much  better  than  when 
they  were  private  concerns? — I have  not  considered 
the  case.  I should  think  both  of  them  are  quasi 
monopolies  and  I am  not  prepared  to.give  an  opinion. 

1 was  brought  up  under  Gurney’s  Bank;  I knew  all 
the  Gurneys.  When  they  were  absorbed  by 
Barclays,  I know  the  City  of  Norwich  was  very  upset. 

1024.  1 will  get  away  from  the  banks;  do  you  think 
that  limited  companies  with  very  large  new  ideas  are 
doing  less  or  more  for  their  employees  to-day  than  the 
old  private  firms  did? — My  own  family’s  firm  was  and 
is  a private  firm  and  my  uncle’s  and  my  grandfather’s, 
and  their  own  capital  was  in  it,  and  1 knew  nearly 
every  man  on  the  place  by  name;  they  attended  at  our 
funerals,  our  weddings  and  our  births.  We  laughed 
with  them,  and  we  wept  with  them  and  they  with  us. 
For  21  years  I have  been  a director,  of  a com- 
pany with  £3,000,000  capital.  I have  been  21  years  a 
director  and  helped  to  manage  it,  and  I do  not  think 
we  work  in  that  company  on  the  same  scale  of 
efficiency  and  economy  and  personal  touch  that  we  did 
in  my  grandfather’s  firm.  We  have  many  clerks  and 
I do  not  know  the  names  of  many  of  them.  I knew 
every  one  in  my  grandfather’s  firm.  That  human 
touc-li  I am  perfectly  certain  was  of  much  more  use ; 
and  after  all,  we  are  not  all  mere  machines  and  money 
makers;  we  have  to  live  and  die.  I think  my  grand- 
father’s firm  was  on  human  lines  and  that  was  very 
much  better  than  the  condition  of  affairs  set  up  by 
limited  liability. 

102b.  That  depends  upon  the  type  of  the  people.  1 
suffered  greatly  at  times  when  1 was  a boy.  They 
never  had  any  respect  for  me  or  for  anybody  in  my 
place  at  all,  but  I found  myself  very  much  better 
under  .a  broadminded  man?  It  depends  very  largely 
on  the  personal  qualities  of  the  people  who  run  the 
private  firms,  does  it  not? — 1 can  only  speak  from  my 
own  experience. 

1026.  Sir  Charles  Addis : You  told  us  some  very 
good  reasons  for  objecting  to  higher  taxation  in 
general,  but  does  that  extend  to  the  particular  taxes 
or  do  you  draw  a distinction  between  the  kinds  of 
taxes  that  are  now  existing? — I am  shocked  when  1 
see,  as  I think,  the  Governmental  folly  in  keeping 
Death  Duties  so  high.  1 do  not  mind  so  much  the 
Income  Tax  and  the  Super-tax,  because,  after  alt,  you 
pay  as  you  go;  but  I think  the  Death  Duties  are  a 
folly  at  their  present  height,  so  far  as  business  is 
concerned. 

1027.  Your  objection  rests  upon  the  tax  being 
levied  upon  capital  which  is  going  to  be  used  for 
revenue  purposes? — That  is  an  extension  of  my 
answer.  1 did  not  consider  that.  Of  course  that  is 
so.  I considered  the  prime  step;  that  is  to  say,  the 
injury  that  it  does  to  a business  by  taking  resources 
in  so  large  a bulk  and  often  at  an  inconvenient  time. 

1028.  Would  it  mitigate  your  objection  if  the 
amount  so  taken  was  earmarked  for  reduction  of 
debt? — Of  course,  that  would  be  a step  in  the  night 
direction. 

1029.  But  not  sufficient  to  justify  it? — My  primary 
objection  is  that  it  paralyses  a business. 

1030.  Generally  you  would  hold,  as  I have  followed 
your  replies,  that  any  -form  of  taxation,  whether  it 
is  in  the  form  of  Death  Duties  or  of  Income  Tax, 
which  trenched  upon  capital,  is  in  itself  a bad  tax? 
--You  knock  the  tools  out  of  my  hand.  A husband- 
man’s capital  is  his  scythe.  If  you  take  the  scythe 
away  from  him,  how  is  he  going  to  reap  ? My  capital 
is  my  scythe.  It  is  better  to  tax  my  harvest. 

1031.  You  see  the  difficulty  in  discriminating 
between  different  taxpayers.  In  many  cases, 
perhaps,  Death  Duties  will  come  out  of  capital,  but 
in  some  cases  they  will  come  out  of  income.  Must 
you  not  take  the  broad  generalisation? — I do  not 
grasp  your  question,  because  I assume  -business 
capital  is  not  in  a liquid  form  and  available  to  pay 
large  Death  Duties. 


1032.  Your  objection  to  Income  Tax  is  that  it  may 
come  to  a point  where  it  would  be  paid  out  of 
capital,  but  so  far  as  it  concerns  the  general  tax- 
payers as  a whole,  you  would  not  make  that  objec- 
tion?— So  long  as  it  leaves  that  £160,000,000  which 
1 ask  for. 

1033.  You  would  apply  the  excess  over  that  to  the 
reduction  of  debt? — Yes,  in  part. 

1034.  That  is  to  say,  that  upon  the  whole,  so  far  as 
assets  -arc  represented  by  goodwill,  as  you  have 
described  it,  it  would  be  better  to  leave  the  money  in 
the  pockets  of  the  people  to  earn  a higher  rate  of 
interest? — You  do  not  repay  if  it  is  taken  out  of 
capital.  Tlhe  State  and  I are  man  and  wife,  -and 
one.  If  you  cancel  debt  in  order  to  reduce  the 
amount  at  which  the  debt  stands,  my  wife  and  I 
myself,  between  us,  lose.  The  only  way  that  my  wife 
and  I can  repay  debt  owed  by  one  to  the  other  is 
by  our  adding  to  our  savings  in  such  a way  that  we 
can  pay  off  our  I.O.U.  The  State  and  the  person 
are  one.  Cancellation  of  debt  is  not  repayment,  and 
if  you  take  capital  from  one  of  us  and  hand  it  to  the 
other  that  is  cancellation  of  debt  and  not  repay- 
ment. 

1035.  The  return  on  the  money  so  left  in  the 
pockets  of  people  would  in  nearly  all  cases  be  higher 
than  if  you*  give  it  to  the  State? — It  is  not  worth 
while  working  for  5 per  cent  per  annum  over  a 
number  of  years,  and  5 per  cent,  or  less  is  what  the 
money  would  earn  if  used  for  debt  repayment.  In 
trade  it  would  earn  more  and  give  employment  too. 

1036.  Would  not  the  effect  of  that  be  to  postpone 
indefinitely  the  repayment  of  debt? — Not  in- 
definitely. It  would  be  slower — and  what  would  it 
matter  if,  in  the  meantime,  the  income  of  the  country 
were  higher?  The  debt  burden  would  be  lightened. 

1037.  I just  want  to  get  the  fact.  It  would  post- 
pone it  considerably? — It  would  slow  down  the  rate 
at  which  debt  would  be  repaid,  not  indefinitely,  but 
it  would  slow  down  the  rate. 

1038.  In  your  view,  then,  the  effect  of  existing 
debt  u-pon  trade  and  industry  is  not  vevy  serious? — 
No;  it  is  a question  of  degree.  If  trade  were  better, 
and  if  I were  earning  twice  as  much  income  as  I am 
now,  the  effect  of  the  National  Debt  would  be  halved 
on  my  shoulders.  If  you  leave  the  money  with  me 
to  work  with,  I can  earn  more  income  in  my  shoe 
factory,  and  if  I double  my  income  in  my  shoe 
factory  the  burden  effect  on  me  of  the  National  Debt 
is  at  once  halved.  Besides,  I could  employ  more 
more  men,  and  they  consume  taxable  items  and  add 
to  revenue. 

1039.  You  draw  a distinction  in  the  case  between 
internal  and  external  debt,  I suppose? — Yes. 

1040.  Do  you  think,  upon  the  whole,  that  the 
argument  in  favour  of  the  repayment  of  the  internal 
debt  is  exaggerated,  and  that,  upon  the  whole,  one 
might  very  well  postpone  it? — I think  we  can  be  in  too 
much  of  a hurry.  I would  keep  up  the  repayment  of 
debt,  because  it  steadies  prices  and  creates  con- 
fidence. Everyone  likes  to  see  debt  repaid.  How  good 
it  is  for  the  credit  of  a company  if  there  is  always  a 
small  creeping  1 per  cent,  or  -J-  per  cent.  Sinking 
Fund  to  reduce  -the  debentures.  The  credit  of  the 
company  is  always  improved,  and  the  price  of  its 
securities  is  improved.  You  will  do  good  in  another 
way  if  you  keep  a Sinking  Fund  going.  You  are 
bound  to  support  your  3J  per  cent.  Conversion  Loan. 
You  are  bound  to  support  the  market  now  and 
again,  when  you  want  to  make  some  conversion  or 
some  worthy  manipulation  of  Government  issues; 
then  that  Sinking  Fund  co-mes  in  very  useful 
sometimes . 

1041.  I really  wish  to  get  the  opinion  of  business 
men  like  yourself  on  the  effect  of  the  magnitude  of 
the  debt  upon  the  industry  of  the  country.  With 
regard  to  the  liquidation  of  the  debt,  you  would  be 
in  favour  of  that  at  a reduced  rate?— :No;  I have 
advocated  in  the  House  of  Commons  on  several 
occasions  to  repay  as  quickly  as  you  can,  compatible 
with  the  views  I have  just  now  given;  so  that  you 
reduce  the  amount  of  Floating  Debt  in  issue  and  drive 
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people  who  require  first-class  securities  to  go  into 
longer -dated  British  loans.  The  consequence  is  you 
miiy  force  up  the  3^  pe.r  cent.  Conversion  Loan  to 
90,  in  which  case  .you  could  refund  your  5 per  cent. 
Loan  at  .a  very  much  less  rate  of  interest. 

1042.  Will  not  the  effect  of  that  be  to  increase  the 
amount  of  the  debt? — If  it  is  irredeemable  debt, 
what  does  it  matter?  It  is  merely  an  annuity.  The 
capital  need  not  be  repaid,  although  nominally 
increased  by  conversion. 

1043.  You  do  not  consider  that,  from  the  point 
of  view  of  industry,  it  would  be  of  importance  to 
the  country? — I do  not  think  so.  If  it  is  a perpetual 
annuity  like  Consols,  only  redeemable  at  the  option 
of  the  Government,  I do  not  think  it  would  hurt  very 
much.  I do  not  like  it,  but  it  is  a sentimental  dislike. 

L do  not  think  it  would  do  any  harm. 

1044.  So  far  as  the  repayment  of  debt  is  concerned, 
that  does  not  of  itself,  in  your  view,  reduce  the 
national  capital? — ‘How  can  it?  It  goes  out  of  one 
pocket  into  the  other.  I speak  of  repayment,  not 
cancellation. 

1045.  So  from  that  point  of  view  there  would  be 
no  objection  to  tho  reduction  of  debt? — Unless  you 
destroy  the  instruments  of  credit,  which  are  not 
replaced  by  increased  savings  or  unless  you  take 
capital. 

1046.  So  far  as  it  is  a transfer  from  one  member 
of  the  community  to  another,  in  your  opinion  the 
effect  upon  industry  is  not  serious? — Oh,  yes,  it  is, 
because  if  you  take  by  taxation  money  from  industry 
for  repayment  of  debt,  it  does  not  all  go  back 
directly  into  industry. 

1047.  Where  does  it  go? — It  goes  to  the  holders 
of  debt,  three-quarters  of  whom  are  not  men  who  are 
engaged  in  industry  at  all,  as  “ The  Economist  ” 
has  shown. 

1048.  What  do  they  buy? — They  do  not  buy 
industrial  things  again. 

1049.  What  do  they  buy?— They  buy  trustee  securi- 
ties, or  some  Colonial  3*  per  cent.,  or  for  instance, 
Amsterdam  Bonds,  if  they  are  not  trustees,  and  if 
they  are  not  Government  Departments;  and  I have 
sought  to  prove  in  the  House  of  Commons  and  I think 
I have  proved,  that  the  idea  is  not  right  that  if  you 
subscribe  to  foreign  loans  the  -whole  of  the  proceeds 
of  those  loans  goes  out  of  the  country  in  the  form  of 
goods. 

1050.  You  give  some  illustrations  in  the  paper  that 
you  have  circulated? — Yes. 

1051.  You  say  that  it  is  well  known  that  industry 
at  present  is  short  of  capital.  Would  you  be  good 
enough  just  to  amplify  that  a little?  What  are  the 
signs  by  which  we  may  know  that  industry  is  short 
of  capital? — 1 give  you  our  own  case.  I was  short 
of  capital  after  paying  Death  Duties  and  therefore 
I had  to  shut  up  a building. 

1052.  Is  that  the  only  illustration  you  can  give? — 
I think  if  capital  were  very  abundant  and  I was 
not  afraid  of  confiscatory  legislation,  or  as  my  work- 
men now  say:  “We  are  going  to  take  over  your 
factory  sooner  or  later,”  I should  feel  inclined,  as  I 
have  children  coming  on,  to  put  more  money  into 
the  business  and  try  to  make  different  types  of 
articles  and  open  up  new  markets.  Capital  is  not 
being  pressed  upon  me ; if  it  were  pressed  upon  me, 
if  I myself  had  lots  of  capital  which  was  not  taken 
away  by  taxation  out  of  my  private  investments,  I 
might  say  to  m3'  relatives:  “ Here,  take  £10,000  and 
put  up  another  shed,”  but  you  do  not  leave  me  any 
savings  to  invest  in  business  and  I fear  risking 
money,  if  I bear  the  loss  and  the  State  takes  so 
much  of  any  profit. 

1053.  If  capital  were  short,  would  one  of  the  signs 
be  that  a high  p rice  would  be  paid  for  it? — No,  I 
do  not  think  so  always. 

1054.  The  demand  for  capital  does  not  necessarily 
raise  the  price  of  capital? — Where  there  is  no  con- 
fidence there  is  no  demand  for  capital,  scarce  though 
it  be;  therefore  price  is  not  affected. 


1055.  But  do  you  mean  that  the  demand  for 
capital  does  not  necessarily  raise  the  price  of  if? — 
Oh,  3'es,  it  does,  undoubtedly. 

1056.  Has  it  done  so  noiv,  and  if  not,  why  not? 
You  do  not  mind  me  pressing  you;  1 want  just  to 
clear  up  the  point.  We  are  talking  about  the  short- 
age of  capital  for  industry,  and  1 am  suggesting 
that  one  of  the  signs  of  that  would  be  that  capital 
would  command  a higher  price? — Have  not  the 
industrial  ventures  which  have  been  advertised 
rdehntly  in  the  papers  given  very  high  rates  of 
interest?  Look  at  the  new  Lever  issues,  and  look 
at  the  recent  8 per  cent,  debentures,  and  look  at 
the  7 pier  cent,  things.  Look  at  the  issue  quite 
recently  of  a security  like  debentures  of  the  Indus- 
trial and  General  Trust,  a first  class  tiling,  4 per 
cent,  now  at  £80,  a debenture  secured  upon  some  of 
the  finest  securities  in  the  world,  yielding  5 pel 
cent.  For  us  to  sit  down  to  receive  5 per  cent,  on 
debentures  of  that  kind  I think  the  money  is  very 
dear,  but  there  you  have  confidence  plus  demand. 

1057.  1 thought  you  were  referring  to  private 
firms  and  manufacturers? — I have  no  public 
evidence  as  to  private  manufacturers;  they  do  not 
publish  their  affairs  in  the  papers;  I can  only 
see  "what  public  firms  do. 

1058.  You  mean  you  do  not  know  what  private 
bankers  charge  for  capital? — I have  no  means  ul 
knowing. 

1059.  Mr.  Hichens  : You  deprecated  paying  up  the 
debt  in  too  much  of  a hurry? — Yes. 

1060.  Everybody  would  agree,  of  course,  that  if  you 
paid  it  off  in  too  much  of  a hurry j that  would  be 
bad.  But  do  you  think  that  we  have  paid  up  too 
much  up  to  now? — I do  not  think  so,  for  another 
reason.  I think  we  ought  to  have  paid  every  six- 
pence we  have  paid  off,  because  I think  it  wms  very 
wrong  to  use  the  money  which  we  received  from  the 
Disposals  Board  otherwise  than  by  paying  off  debt. 

1061.  So  that  ive  have  not  paid  off  too  much  up 
to  date,  anyway? — No.  You  have  my  point  about 
the  Disposals  Board. 

1062.  Yes,  I know  that;  I am  a member  of  the 
Disposals  Board,  and  I was  going  to  take  that  point, 
if  3’ou  had  not  made  it  yourself.  Is  it  your  view  that 
£50,000,000  a 3'ear  would  be  a fair  figure? — Yes,  I 
think  at  present  £40,000,000  to  £45,000,000  would  be 
safer,  but  I should  not  object  to  £50,000,000.  How 
can  one  judge  to  £5,000,000  more  or  less? 

1063.  I am  not  asking  you  about  £5,000,000;  I 
wanted  to  know  as  between  £50,000,000  and 
£100,000,000? — I should  think  £50,000,000  would  not 
be  much,  if  at  all  beyond  the  limit  of  what  was  right. 

1064.  No  doubt  yon  would  agree  that  you  cannot 
regard  one  aspect  of  taxation  in  isolation.  What 
matters  is  what  the  taxpayer  has  to  pay  in  the 
aggregate.  If  a great  deal  of  taxation  is  required 
for  housing,  education,  and  the  rest  of  it,  then  pro 
tanto  one  must  reduce  the  reduction  of  the  debt? — 
You  mean,  invest  your  Sinking  Fund  in  housing? 

1065.  What  I mean  is  this.  Is  it  possible  to  con- 
sider what  repayment  you  will  make  of  the  National 
Debt  in  isolation  from  the  rest  of  the  taxes?  Does 
not  the  ordinary  man  think  to  himself : “ I am  pay- 
ing 4s.  6d.  in  the  £ now,  and  that  is  as  much  as  1 
can  hear  ”P — If  3rou  could  take  that  £50,000,000  and 
put  it  into  a very  first-class  ’business  belonging  to  the 
Government,  yielding  a profit  to  the  country,  I say 
it  would  be  better  to  do  that  than  to  pay  off  the 
debt. 

1066.  I did  not  quite  mean  that.  What  I meant 
was  this.  Does  not  the  ordinary  individual  look 
upon  his  taxation  as  a whole?  Does  he  not  say: 
“ I am  paying  4s.  6d.  in  the  £ Income  Tax  to-day, 
and  that  is  as  much  as  I can  afford,  whatever  purpose 
you  use  it  for  ”? — Yes. 

1067.  Therefore  it  is  no  use  advocating  that  you 
should  have  a higher  Sinking  Fund  unless  you  are 
prepared  somehow  to  equalise  his  burden,  or  at  any 
rate  not  to  make  it  any  more  severe? — I think  lie 
would  have  cause  for  complaint  if  3'ou  put  up  his 
total  taxation  for  the  purpose  of  Sinking  Fund  now. 
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1068.  Unless  you  could  reduce  it  in  some  otlicr 
way? — Unless  you  could  give  him  some  relief  he  could 
feel. 

1069.  And  similarly,  supposing  you  wished  to 
increase  taxation  in  some  other  direction,  then  he 
would  feel  it  pro  tanto  harder  to  contribute  to  the 
Sinking  Fund? — if  you  leave  the  money  with  him  he 
can  much  more  easily  pay  his  4s.  6d.  in  the  £,  because 
he  will  earn  more  than  4s.  6d.  in  the  £ with  the 
money  you  leave  with  him,  and  he  will  put  something 
in  his  pocket  which  again  would  yield  profit  and 
revenue- 

1070.  It  will  depend  on  the  kind  of  business  he  is 
engaged  in,  will  it  not?  He  might  lose  more? — Wo 
do  not  lose  money  in  efficiently  managed  trade,  over 
a long  period. 

1071.  You  are  in  a sheltered  industry  perhaps? — 
No,  I am  not.  My  life  has  been  spent  in  highly  com- 
petitive trade. 

1072.  Have  you  ever  heard  of  an  industry  that  has 
lost  money? — I know  some  do.  1 know  the  engineer- 
ing and  shipbuilding  and  cotton  trades  are  doing 
very  badly,  but  I say  that  the  country  as  a whole  is 
not  losing  money. 

1073.  Therefore,  if  they  are  losing  money  to-day. 
it  might  be  more  profitable  for  them  to  invest  their 
money  in  a Sinking  Fund? — But  you  are  taking  the 
taxpayers  as  a whole,  and  they  are  not  losing. 

1074.  You  referred  to  4.00,000  as  the  increase  of 
population? — I believe  during  pre-war  years  the 
population  at  home  has  increased  by  400,000  souls 
annually. 

1075.  That,  you  would  agree,  is  due  to  the  fact  that 
the  death  rate  has  gone  down  rather  than  that  the 
birth  rate  has  increased? — I do  not  know  about  that 
at  all. 

1076.  That  is  an  important  point,  is  it  not?  Do 
you  know  this,  or  would  you  agree  with  this : That 
since  1903  there  is  only  one  year — namely,  1922 — when 
the  birth  rate  has  been  higher  than  it  was  in  1903; 
that  every  year  the  birth  rate  has  been  lower.  Do 
you  know  that? — I am  quite  prepared  to  accept  it 
from  you.  I did  not  know  it. 

1077.  It  surely  is  an  important  factor  in  this  par- 
ticular argument  about  £400  per  head?— I do  not  quite 
see  how  the  two  thing's  are  cognate.  If  the  popula- 
tion has  gone  up  in  one  year  400,000,  whether  from 
a lower  death  rate  or  a higher  birth  rate,  so  long  as 
the  population  is  greater  my  point  is  made.  First  I 
must  ask  you,  do  you  deny  that  the  population  is 
greater  ? 

1078.  What  I wanted  to  ask  you  was  this.  I 
gathered  that  your  point  was  that  a capital  of  some- 
thing like  £400  was  necessary  for  those  individuals 
concerned  ? — Yes. 

1079.  But  it  would  not  be  necessary  for  you  or  me, 
because  we  are  grown  men  who  presumably  do  not 
require  that  capital? — No,  I say  every  soul  that  comes 
into  the  world  in  this  country. 

1080.  But  fewer  souls  are  coming  into  the  world. 
That  is  my  point.  Did  you  know  that?— When  I say 
the  souls  who  come  in  to  swell  the  number  of  souls  that 
are  in  Britain,  are  400,000  or  say  300,000  or  say 

200,000,  I say  that  every  soul  that  is  born  into  this 
world  alive  requires  £400. 

1081.  I am  not  denying  that,  but  what  I want  you 
to  consider  is  this.  The  position  is  that  your  soul  and 
my  soul  remain  longer  in  the  world  than  they  did 
before.  I here  is  not  this  additional  number  of  new 
souls  in  the  world  every  year.  Your  soul  and  mine, 
for’  better  or  lor  worse,  remain  here  longer  than  they 
did.  Therefore  they  do  not  require  the  capital.  Sir 
Josicih  Stamp:  May  I take  up  this  point?  Let  us 
take  400,000.  AVhat  does  that  mean?  Do  you  mean 

that  there  are  400,000  excess  of  births  over  deaths? 

I say  the  increase  of  population  was  400,000  in  this 
country. 

1082.  Sir  Josiah  Stamp:  Is  that  a fact? It  was, 

before  the  war 

1083.  Is  that  the  net  increase  or  the  gross  increase? 
— The  net  increase. 


1084.  After  allowing  for  emigration? — Yes,  I believe 
that  is  so.  Let  me  put  this  point.  I am  quite  willing 
to  concede  it  may  be  300,000,  but  my  point  is  this, 
that  whatever  number  you  take,  let  it  be  x , it  must 
be  multiplied  by  y,  pounds,  which,  is  the  amount  of 
capital  that  is  required  for  each  person. 

1085.  I will  come  to  that  point  when  we  have  seen 
the  figures.  Let  us  get  the  figures  which  are  on 
record.  The  figures  before  the  war  from  1911  to  1921 
were  344,000  natural  increase,  less  150,000  outward 
balance  of  emigration;  that  comes  to  rather  under 

200.000.  In  1911-12  and  1912-13  respectively  you  had 

393.000,  less  210,000,  which  gives  you  183,000,  and 

430.000,  less  219,000,  which  gives  a little  over 

200.000.  For  1921  to  1923  the  figures  were  372,000, 

less  the  outward  balance  of  emigration  98,000.  It  is 
two  years’  average.  Those  are  the  figures  given  by 
the  Registrar-General’s  note  on  increase  of  popula- 
tion in  the  Report  of  the  Overseas  Settlement  Com- 
mittee. Now  if  that  is  so,  you  have  an  average 
increase  of  something  like  174,000? — You  must 

multiply  that  by  £400. 

1086.  Has  that  anything  to  do  with  capital?  These 

population  statistics  are  very  deceptive.  You  have  to 
pick  out  the  mean  age  of  the  population.  These 
figures  do  not  tell  you  anything  about  increase  of 
adults  and  working  population  which  requires  the 
assistance  of  capital? — No,  but  when  -a  child  is  born 
into  the  world  it  requires  so  many  cubic  feet  of  house 
room.  It  may  be  that  a man  may  have  to  take 
another  house.  I think  I put  it  in  the  best  way  in 

my  argument  about  my  own  family.  I have  a wife 

and  three  children;  that  is  five  of  us.  If  I have 
£10,000  we  have  £2,000  each  of  us,  therefore,  from 
what  can  we  draw  the  benefit  when  another  child 
comes  to  me?  Either  I have  to  reduce  the  benefits 
which  my  three  children  and  my  wife  and  myself  get, 
in  order  to  provide  for  the  new  child,  and  we  must 
go  without  something  or  I must  find  an  additional 
£2,000. 

1087.  Mr.  Hichens : What  I wanted  to  put  to  you 
was  that  since  1903  the  children  that  have  been  born 
into  this  world  are  fewer  in  this  country? — I am 
willing  to  accept  that. 

1088.  That  being  so,  if  your  argument,  as  I under- 
stand it,  was  that  for  every  child  that  is  born  you 
want  a capital  of  £400,  you  want  less  capital  now  than 
you  did  in  1903?  Sir  Josiah  Stamp:  No,  he  saj's  the 
population  is  still  increasing  but  it  is  increasing  at  a 
lower  rate.  Mr.  Richen-s : The  population  is  only 
increasing  at  the  higher  end,  that  is  to  say,  there  are 
more  people  of  70  alive  to-day  than  there  were  then, 
and  so  on.  The  shifting  age  comes  in.  The  statistics 
seem  to  show  that  in  1930  the  increase  in  the  working 
population  of  this  country  from  year  to  year  will  at 
the  maximum  be  not  more  than  40,000  per  annum. 
If  that  is  so,  this  statement  of  yours  requires  some 
modification,  does  it  not? — No,  in  principle  I do  not 
think  it  does,  for  this  reason.  There  are  ten  loaves 
of  bread  and  there  are  ten  people,  age  immaterial. 
Each  one  of  those  gets  a loaf  of  bread.  If  you  have 
eleven  people  each  one  of  those  gets  only  ten-elevenths 
of  a loaf  of  bread. 

1089.  Sir  J osidh  Stamp  : It  is  a question  of  the 
provision  of  income  and  the  provision  of  auxiliary 
capital.  The  question  of  auxiliary  capital  necessary 
to  produce  the  income  is  one  thing,  but  the  division 
of  commodities  is  quite  another  matter? — I was  talk- 
ing about  capital.  You  must  provide  him  with  capital 
to  build  a house,  to  build  a school,  to  provide  him 
with  old  age  pensions  -and  the  other  things,  to  find 
him  a seat  in  the  clicking  shop  of  my  shoe  factory, 
to  provide  him  with  material  to  work  up,  to  provide 
him  with  credit  for  selling  his  goods,  and  to  provide 
him  with  office  staff.  You  must  provide  each  human 
boing  that  is  added  to  the  population  with  £400.  He 
will  require  £400  for  him  to  work  and  live.  If  he  has 
not  got  it  himself  it  must  be  found  by  his  employer 
or  by  his  father  at  whatever  -age  he  may  be. 

1090.  Mr.  Lees-Smith  : What  was  the  original  num- 
ber of  increase  you  gave  us? — I thought  400,000.  I 
took  it  as  before  the  War. 
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1091.  Mr.  Lees-Smith : But  surely  it  is  nearer 

40,000.  Sir  Josiah  Stamp-.  Mr.  Hicliens  was  asking 
about  working  population,  whicli  the  witness  will  not 
admit.  He  says  it  is  the  actual  increase  whatever 
it  is. 

Witness  : I say  every  human  being  and  of  any  age. 

I do  not  care  what  figure  you  take.  I concede  the 
figure;  say  it  is  100,000,  say  it  is  50,000  people;  I 
do  not  mind  at  all;  but  if  you  have  ten  loaves  of 
bread  and  ten  people  each  one  of  those  ten  persons 
has  one  loaf  of  bread;  if  there  are  eleven  people  and 
ten  loaves  of  bread,  each  of  those  people  only  gets 
ten-elevenths  of  a loaf  of  bread,  unless  you  add 
another  loaf,  or  capital  to  produce  it. 

1092.  Mr.  Hicliens : I will  leave  that  particular 
point  and  come  to  this  population  question,  because 
it  is  rather  important  to  our  investigation? — I think 
it  is  a key-note  of  this  investigation. 

1093.  If  it  is  true  (and  the  statistics  can  be  veri- 
fied) that  the  number  of  births  is  on  the  whole  going 
down  and  certainly  has  not  increased  since  1903 — the 
actual  births  of  people  into  this  world — -and  that  the 
increase  in  population  is  merely  due  to  improvement 
in  the  death  rate,  there  must  clearly  be  a time  when 
the  improvement  in  the  death  rate  ceases  and  the 
population,  so  far  from  increasing,  becomes  either 
stationary  or  decreases.  You  would  agree  with  that, 
would  you  not? — That  is  hypothetical,  and  I want  to 
take  the  actual  case.  The  population  does  increase 
by  x.  I do  not  mind  what  the  increase  is  at  all;  x 
must  be  multiplied  by  so  many  pounds.  It  may  be 
£400  or  it  may  be  £600.  The  increased  population 
needs  increase  of  national  capital  and  that  need 
does  not  seem  ever  to  have  been  allowed  for  in  the 
consideration  around  debt  repayment. 

1004.  I want  you  first  of  all  to  understand,  if  you 
will  take  it  from  me,  that  the  statistics  of  actual 
births  have  been  stationary.  I think  you  will  agree 
with  me  that  the  improvement  in  the  death  rate, 
whilst  it  has  been  very  marked  so  far,  cannot  go  on 
indefinitely.  Therefore  unless  there  is  an  increase  in 
the  birth  rate,  unless  we  alter  the  existing  conditions 
as  they  are  to-day,  our  population  will  before  so  very 
long  become  more  or  less  stationary? — I accept  that 
from  you ; I did  not  know  it. 

1095.  It  is  a very  important  point,  and  the  thing 
I want  to  ask  you  is  this.  When  we  think  of  the 
tremendous  increase  in  the  National  Debt  as  the  re- 
sult of  the  Napoleonic  Wars,  we  picture  the  great 
expansion  in  trade  and  population  which  took  place 
after  that.  Now,  if  the  figures  that  I have  given 
you  are  at  all  correct,  we  cannot  expect  such  an  ex- 
pansion, can  we? — Yes;  if  based  on  increased 
population. 

1096.  Therefore,  it  is  more  incumbent  upon  us  to 
take  steps  to  pay  off  the  debt  now  than  it  was  then, 
if  that  is  right.  Is  not  that  so  ? — Because  you  would 
have  less  persons  upon  whom  to  put  the  burden  of  it, 
you  mean. 

1097.  Yes.  We  have  the  possibility,  whatever  it 
may  be,  of  improved  methods  of  production,  and  so 
forth? — That  is  the  answer  to  your  question.  If 
these  people  in  this  country  do  not  increase  in 
number,  but  increase  in  earning  power,  then  your 
question  has  been  sterilised. 

1098.  But  at  any  rate,  one  of  the  advantageous 
factors  which  existed  then  would  have  disappeared — 
namely,  the  great  increase  in  population? — If  the 
increase  m population  becomes  a parasitic,  subsi- 
dised, population  it  is  better  that  it  should  not  in- 
crease. 

1099.  The  point  I merely  wanted  to  put  to  you  was 
that  there  are  strong  arguments  for  supposing  that 
we  cannot  treat  our  debt  to-day  as  lightly  as  events 
showed  we  could  treat  it  after  the  Napoleonic  Wars? 
— I do  not  think  so.  I do  not  believe  human  progress 
has  stopped;  and  just  as  much  as  we  found  steam 
and  electricity,  there  are  other  things  that  are  going 
to  be  found,  which  may  increase  our  productive 
power  just  as  much  from  1927  as  the  productive 
power  was  increased  from  1827.  I am  not  going  to 
admit  that  we  are  going  to  stand  still. 


1100.  I do  not  know  that  anyone  suggested  that 
we  were;  I did  not.  But  I suggested  merely  that  we 
had  not  got  the  same  probability  of  expansion  of 
population  now  as  we  had  then,  and  that  for  that 
reason  we  have  to  consider  the  problem  in  a rather 
different  light? — But  I think  the  expansion  of  popu- 
lation, then,  was  not  of  so  much  importance  as  the 
expansion  of  productivity  per  head  of  population,  and 
if  we  can  increase  the  productivity  per  head  of  popu- 
lation, as  I think  we  shall,  that  will  have  the  same 
result. 

1101.  What  is  your  reason  for  thinking  we  shall 
increase  that? — Because  of  the  whole  history  of 
4,000  years  of  civilisation. 

1102.  I suppose  you  would  agree,  would  you  not, 
in  that  connection  that  the  rest  of  the  world  is  a more 
serious  competitor  now  than  it  was  then  ? — But  there 
is  a bigger  world  open  and  people  have  more  wealth 
to  buy  with,  and  they  are  more  willing  to  buy  manu- 
factured things.  There  are  more  people  in  the 
world.  You  have  opened  the  whole  of  South 
America ; you  have  opened  the  whole  of  the  northern 
part  of  North  America,  and  you  will  probably  open 
the  whole  of  China,  and  you  have  300,000  people  in 
India  who  are  learning  to  take  European  goods  in  a 
way  they  did  not  120  years  ago. 

1103.  Your  point,  as  I understand  it,  is  that  there 
is  great  scope  for  the  expansion  of  our  trade,  which 
will  enable  us  to  pay  off  the  debt  more  easily  in  the 
future  than  to-day.  Is  that  right? — I have  no  fear 
for  the  progress  of  Britain,  none  whatever;  I think 
we  shall  weather  the  storm.  I look  through  the 
records  of  my  own  great-grandfather’s  firm  from 
1799  till  now,  and  I see  continually  progress  going 
on.  I have  no  fear.  Nearly  all  I can  save  I am 
going  to  invest  in  this  country  just  as  my  great- 
grandfather did.  Britain  is  a great  deal  better 
than  some  of  the  people  in  it.  We  shall  go  ahead, 
we  shall  pay  our  debt,  we  shall  increase  our  produc- 
tive activity,  and  I believe  we  shall  shoulder  the 
burden  all  right. 

1104.  I do  not  quite  understand  your  horror  of 
paying  off  a certain  proportion  of  the  debt  out  of 
capital.  You  suggest  that  unless  it  is  paid  out  of 
income  or  profits,  no  good  service  has  -been  done? — 
You  knock  the  tools  out  of  my  hand.  I am  just  a 
symbol  of  the  backbone  of  Britain  which  makes  the 
wealth  of  Britain,  the  manufacturer,  whose  tools  are 
his  capital. 

1105.  But  have  we  necessarily  knocked  your  tools 
out  of  your  hand? — Yes,  you  have.  You  compelled 
me  by  the  Death  Duties  to  shut  a branch  of  my 
family’s  business.  You  knocked  an  instrument  of 
production  out  of  my  hand. 

1106.  If  your  business  was  one  with  a good  credit, 
you  could  easily  have  borrowed  money? — Yes,  but 
we  would  not  borrow  to  pay  taxes.  I myself  do  not 
borrow;  I prefer  to  go  without.  We  built  up  our 
firm  without  borrowing. 

1107.  If  you  would  not  borrow,  that  is  a different 

story;  but  you  might  have  done  so,  if  it  had  been 
any  good.  Your  business  may  have  been  a bad  one 
and  no  banker  may  have  wanted  to  lend  you  money, 
in  which  case,  of  course,  you  may  have  had  to  shut 
up,  but  if  It  was  a good  business  in  which  people  bad 
confidence,  you  could  have  borrowed  the  money  and 
you  could  have  gone  on.  If  you  did  not  want  to 
borrow  the  money,  that  is  your  own  affair.  Sir 
Josiah  Stamp  : He  has  a constitutional  objection  to 
borrowing.  Mr.  Hicliens : But  that  is  a purely 

sentimental  thing;  it  does  not  concern  us.  1 want 
to  know  this.  In  business,  supposing  you  find  that 
you  have  a heavy  liability  for  goodwill  or  for  some 
buildings  which  have  become  obsolete,  I suppose  you 
would  write  that  off  out  of  profits? — Witness:  Yes. 

1108.  But  if  j'ou  cannot,  is  it  not  sometimes  wise 
to  write  it  off  by  writing  down  your  capital  ? — 
Whether  you  write  down  or  write  up  does  not  increase 
the  earning  power  or  lessen  the  earning  power  of 
a business. 

1109.  It  does  not,  but  my  point  is  that  just  as  in 
business  it  may  be  sometimes  wise  to  write  down 
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your  assets,  so,  when  you  have  an  enormous  debt 
which  is  represented  by  what  at  best  we  can  call 
goodwill — namely,  having  won  the  War — it  may  be 
worth  while  sometimes  writing  it  down  out  of 
capital  ? — The  economic  disturbance  caused  by  that 
would  be  immense. 

1110.  Would  it;  that  is  the  whole  question.  Is  it 
necessarily  immense  if  you  take  a steady  sum  out 
of  Death  Duties,  for  example? — That  is  a different 
thing,  but  it  causes  disturbances. 

1111.  Just  put  it  in  that  way? — Yes;  if  it  was  a 
small  amount,  it  would  not  matter,  it  would  be 
negligible. 

1112.  Would  you  agree  with  me  that  things  having 
gone  as  far  as  they  have  to-day,  you  want  some  steady 
and  consistent  policy? — Yes,  above  all  things;  let  us 
know  where  we  are. 

1113.  But  that  must  envisage  paying  off  the  debt 
within  some  visible  time;  at  any  rate  making  a 
marked  impression  upon  it  year  by  year? — I agree. 
I have  said  so  to-day,  if  out  of  saved  earnings.  I 
would  go  so  far  as  to  say  this’.  I am  not  quite 
certain  that  this  would  be  a good  policy.  Give  5 
per  cent,  debt  holders  £102  of  stock  for  their  £100 
stock  on  condition  that  at  the  end  of  100  years  the 
whole  thing  disappears.  Supposing  you  say  to  a 
man:  “You  have  £100  5 per  cent.  War  Loan;  I 
will  give  you  £102  stock  so  that  you  get  interest  on 
£102  instead  of  £100,  but  the  condition  will  be  that 
after  the  year  2024  you  do  not  get  a penny,”  that 
would  do  it;  you  would  have  a continual  Sinking 
Fund  going  on.  But  the  objection  to  this  would  be 
that  no  trustee  would  hold  the  stock ; they  could  not 
hold  it  for  the  Norwich  Hospital  or  the  Norwich 
Infirmary,  and  I would  not  like  to  hold  it  for  my 
sons  or  daughters,  because  it  would  be  a wasting 
asset  which  many  people  would  not  have  strength 
of  mind  to  replace ; but  it  would  continuously  pay 
off  the  debt  all  right. 

1114.  Sir  Arthur  Balfour:  Just  one  more  word  on 

your  theory  about  £400  per  head.  Do  you  not  think 
that  perhaps  a much  greater  factor  than  the  necessity 
of  keeping  surplus  production  in  this  country  is  the 
increase  of  population  by  nearly  700,000  owing  to 
non-emigration  during  the  war;  because  these  are 
really  adults  who  did  require  working  capital? — Un- 
doubtedly. 

1115.  We  have  had  a witness  here  this  morning  who 
told  us  that  he  thought  £50,000,000  could  be  saved. 
Have  you  any  idea  how  £50,000,000  could  be  saved,  or 
part  of  it? — I am  on  the  House  of  Commons  Estimates 
Committee  and  the  Public  Accounts  Committee,  and 
we  work  there  day  and  night,  as  it  were,  to  try  to 
save  money,  but  I do  not  really  see  where  we  can  save 
much  money.  It  is  a question  of  policy.  In  adminis- 
tration I do  not  think  you  can  save  much.  I can 
give  that  as  my  considered  opinion.  I do  not  think 
you  can  save  much  in  administration.  The  only  place 
where  you  can  save  is  in  alteration  of  policy. 

1116.  Over  what  time  expressed  in  years  might  we 
reasonably  spread  the  repayment  of  debt?  It  has 
been  suggested  to  us  this  morning  that  we  in  our  life- 
time, say  35  years,  could  repay  it? — I do  not  see 
why  you  should.  Why  should  I strain  myself  further 
and  go  without  more  things  for  the  sake  of  my  son 
and  grandson  ? Let  them  shoulder  the  burden  as  well 
as  ourselves.  I do  not  see  why  you  should  limit  it 
to  35  years.  They  have  gained  by  our  sacrifices 
already. 

1117.  Have  you  any  fixed  idea  in  your  mind  as  to 
100  years  or  wdiat  time  would  be  reasonable  to  aim 
at  eventually?  Mr.  Hichens  : He  said  £50,000,000  a 
year. — Witness  : £50,000,000  a year  at  cumulative  in- 
terest. £1  a year  at  5 per  cent,  cumulative  com- 
pound interest  will  bring  £2,600  in  100  years. 
£30,000,000  annually  would  bring  a tremendous  sum 
if  you  could  reinvest  it  at  5 per  cent,  cumulative 
compound  interest  for  100  years. 

1118.  Mr.  Hichens  : But  you  did  not  suggest  that  it 
should  be  cumulative,  did  you?  You  suggested  you 
should  pay  off  £50,000,000  a year? — It  is  cumulative, 


as  a matter  of  fact,  because  in  the  financial  state- 
ment of  the  Chancellor  of  the  Exchequer  it  is 
£40,000,000,  then  £45,000,000,  then  £50,000,000.  We 
are  putting  on  5 millions  every  year  to  represent  the 
extra  saving  of  interest. 

1119.  Mr.  Lees-Smith:  But  it  stops  at  £50,000,000? 
— It  stops  temporarily  at  £50,000,000;  it  does  not 
follow  that  it  will  not  increase. 

1120.  Mr.  Hichens:  Do  you  agree  that  it  should 
increase? — I should.  I certainly  should  put  it  up 
£5,000,000  after  two  or  three  years. 

1121.  Sir  Arthur  Balfour:  Regarding  the  Capital 
Levy,  is  it  your  view  that  the  most  serious  objec- 
tion to  it  would  be  the  causing  of  unemployment? 
— I say  it  would  cause  economic  confusion  beyond  all 
words,  and  the  first  breath  of  confusion  is  at  once 
wafted  over  the  poor.  They  are  the  first  people  who 
would  feel  it.  I think  I said  that  when  I was  before 
the  Cunliffe  Committee. 

1122.  Would  it  not  also  result  in  that  capital  which 
was  left  in  this  country  trying,  by  every  means  pos- 
sible, to  get  away  from  the  country? — Of  course  it 
would. 

1123.  Would  not  that  be  perhaps  the  most  serious 
result? — The  whole  thing  would  cause  such  a confusion 
that  anybody  who  was  able  would  struggle  to  get  out. 
Suppose  I knew  you  were  going  to  take  my  capital, 
or  some  of  it,  what  should  I do?  I should  sell  what 
I have,  and  put  the  cash  in  the  bank,  and  I should 
buy  a cargo  of  tea  and  ship  it  to  the  United  States 
and  sell  it  there  and  keep  the  proceeds  there. 

1124.  You  said  something  about  the  effect  of  high 
taxation  by  restricting  industry,  and  so  on.  Is  the 
most  serious  effect  of  high  taxation  that  it  leaves  less 
liquid  reserve  or  capital  in  business? — Quite  so. 

1125.  And  therefore  if  anyone  wants  to  extend 
their  business,  they  have  to  issue  debentures  or  pre- 
ference shares  on  which  they  pay  direct  interest? — 
That  is  so.  I should  think  in  the  last  two  or  three 
years  a good  deal  of  Income  Tax  has  been  paid  out 
of  capital  or  borrowed  money;  it  has  not  been  paid 
out  of  profits. 

1126.  But  that  is  generally  due  to  false  valuation 
of  stocks,  is  it  not?  I mean  valuation  of  stocks  at 
prices  which  they  never  realised,  without  reserve 
against  the  fall,  which  cast  a liability  on  the  busi- 
ness which  was  never  realised? — I thought  that  was 
all  washed  out  by  about  1923. 

1127.  It  was  eased,  but  not  wiped  out? — I think 
in  the  last  two  or  three  years  there  have  been  falling 
profits  and  the  taxable  average  has  been  higher  than 
the  profits  would  really  provide,  and  therefore  money 
has  had  to  be  borrowed. 

1128.  Sir  -Josiah  Stamp  : In  the  latter  part  of 
your  paper  you  deal  with  the  question  of  direct  and 
indirect  taxation,  which  are  matters  that  wc  have  an 
immediate  interest  in,  and  you  mention  the  fact  that 
there  are  22J  million- voters.  Where  does  that  figure 
come  from? — It  has  been  stated  in  the  House  of 
Commons. 

1129.  Does  it  include  the  most  recent  extension  of 

the  franchise  ? — Mr.  Lees-Smith  can  help  me  there. 
1 think  he  would  say  that  the  electorate  is  now  about 
22J  millions.  Mr.  Lees-Smith.  : Yes,  that  is  right. 

1130.  Sir  Josiah  Stamp : Where  do  you  get  the 

figure  of  2}  million  direct  taxpayers? — The  number 
of  Income  Tax  payers  was  given  by  the  Chancellor  of 
the  Exchequer,  or  an  earlier  Chancellor  of  the  Ex- 
chequer, in  the  House  of  Commons. 

1131.  Does  that  figure  include  the  wives? — I cannot 
tell  you.  I have  taken  the  figures  as  they  were  given 
in  the  House  of  Commons. 

1132.  I suggest  to  you  that  there  are  only  a portion 
of  the  taxpayers,  whether  married  or  not,  in  that, 
and  if  you  are  going  to  get  a proper  comparison 
between  22i  and  2i,  you  have  to  put  in  all  the  wives. 
— That  is  a thing  I cannot  say. 

1133.  Chairman : You  can  perhaps  tell  us  the 

figures,  Sir  Josiah? — t Sir  Josiah  Stamp:  I suggest 
the  true  figure  should  be  about  4J  millions. 
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1134.  You  were  dealing  with  the  point  of  policy 
about  watered  assets  and  having  light  taxation. 
You  said  that  that  was  the  policy  after  the 
Napoleonic  Wars  and  it  had  the  effect  of  reducing 
the.  burden  per  head  and  increasing  wealth.  Could 
you  put  a date  on  that? — Did  not  Sir  Robert  Peel 
say  that  he  was  going  to  take  taxation  off  large 
numbers  of  things?  I think  it  was  in  1848  or  1849. 

1135.  I was  going  to  ask  you  whether  your  genera- 
lisation would  be  correct  that  it  was  that  policy  which 
led  to  the  increase  in  wealth.  I suggest  to  you  that 
it  was  another  cause  which  led  to  the  increase  in 
wealth,  not  light  taxation,  and  that  the  real  diminu- 
tion in  the  burden  per  head  came  after  rather  than 
before  the  increase  of  taxation? — I have  in  mind 
what  was  said,  I think,  by  Sir  Robert  Peel — it  may 
have  been  by  Mr.  Gladstone  j but  I rather  think  by 
Sir  Robert  Peel — when  he  was  going  to  reduce 
taxation. 

1136.  It  has  been  commonly  said  that  you  can 
deliberately  take  the  risk  of  not  taxing  heavily,  in 
the  hope  that  money  would  be  left  to  fructify  in  the 
pockets  of  people,  and  that  that  would  give  you  such 
a taxable  area  as  would  give  you  the  whole  sum  you 
wanted  ? — Yes,  and  I take  a further  obiter  dictum  of 
the  same  kind,  of  Lord  Cromer,  with  regard  to 
Egypt. 

1137.  I would  like  you  to  be  more  precise  about 
what  happened  after  the  Napoleonic  Wars  in  that 
matter,  if  you  are  relying  on  that  as  an  historical 
illustration? — Quite  close  to  the  Napoleonic  Wars? 
1 should  think  after  Goderich’s  time,  1830,  1840  and 
1848. 

1138.  But  for  the  first  20  years  you  had  no  relief? — 
No,  in  1826. 

1139.  And  you  had  no  relief  per  head  in  the  burden 
of  tax? — There  was  a transition  period.  People  had 
to  accommodate  themselves  and  had  to  settle  down 
till  1826. 

1140.  I suggest  to  you  that  when  the  prosperity 
did  come  and  reduced  the  burden  per  head,  it  was  not 
due  to  light  taxation,  but  it  was  due  to  the  improve- 
ment in  the  industrial  arts  and  to  the  improvement 
of  transport  by  railways? — They  could  not  have 
been  vivified  had  it  not  been  that  the  capital  was 
left  in  the  hands  of  trade  and  the  citizen. 

1141.  Have  you  compared  the  rate  of  taxation  per 
head  during  that  period  of  prosperity  with  the  rate 
of  taxation  before? — I should  think  it  was  lower,  was 
it  not,  in  1826? 

1142.  During  the  period  of  prosperity? — I should 
think  so,  in  Goderich’s  (Robinson’s)  time. 

1143.  I suggest  an  examination  of  facts  will  not 
bear  out  this  theory  at  all.  Mr.  Sickens : Similarly 
in  regard  to  Egypt,  I happen  to  have  been  in  the 
Finance  Ministry  under  Lord  Cromer.  Sir  Josiah 
Stamp  : I only  want  to  know  what  the  facts  are. — 
TF itness : I can  only  say  that  I cannot  put  myself 
up  to  contradict  men  like  Peel  and  Cromer,  and  I 
have  their  statements. 

1144.  Mr.  Sickens  : I think  you  want  to  take  their 
acts,  too? — Did  not  Cromer  succeed? 

1145.  Cromer  succeeded,  but  the  reason  why  he 
succeeded  in  establishing  good  financial  order  was 
because  he  kept  taxation  high  and  because  he  estab- 
lished law  and  order.  Sir  Josiah  Stamp:  On  the 
point  you  make  about  Income  Tax  giving  rise  to 
costs  which  canhot  be  traced  home  or  attributed  to 
definite  units  in  the  machinery  of  basic  and  sub- 
sidiary production,  I take  it  that  in  the  costing 
systems  with  which  you  are  acquainted,  the  whole 
of  the  expenditure  which  appears  in  the  manufac- 
turing and  trading  account  is  accounted  for  in  the 
costs,  and  is  such  that  you  cannot  allocate  into 


direct  and  overhead  costs,  and  you  allocate  upon 
some  general  principle  ? — Witness : No  accounts  that 
I know  include  charges  for  Income  Tax. 

1146.  This  increase  in  costs  is  entirely  then  some- 
thing that  is,  so  to  speak,  reflected  in  an  alteration 
in  the  balance  of  trade  or  in  the  quantity  of  pro- 
duction?— In  quantity  of  production. 

1147.  Does  it  mean  that  if  a man  has  a high  tax 
to  pay,  he  will  be  a smaller  producer  of  goods? — Yes. 

1148.  If  it  means  anything  at  all,  does  it  not  rather 
mean  that  his  customers  will  have  less  money  to 
spend,  his  demand  will  be  less  and  his  production 
will  be  less,  and  his  overhead  charges  will  be  less? — 
No.  Besides,  suppose  his  customer  is  the  export 
market.  Take  the  linings  of  shoes : suppose  that  the 
tax  is  very  hard  on  the  ootto-n  spinner,  he  will  not  be 
•able  to  extend  his  works,  he  will  not  be  able  to 
produce  more  and  he  will  not  be  able  to  get  the  costs 
down,  and  therefore  I have  to  pay  more  for  my 
linings,  for  export  in  my  shoes. 

1149.  It  would  take  too  long  to  pursue  that,  I am 
afraid? — Surely  you  will  not  contest  this  view;  that 
greater  production  will  bring  down  the  costs,  and 
you  cannot  produce  more  unless  you  have  more  sheds 
to  produce  in,  and  you  cannot  put  up  more  sheds 
unless  you  have  the  money. 

1150.  I only  think  it  is  beginning  at  the  wrong 
end.  Nobody  wants  to  produce  more  things  unless 
there  is  a demand  for  them? — Yes;  but  the  less  the 
demand  is,  the  more  anxious  will  we  be  to  produce 
more  to  get  the  price  down. 

1151.  Why  is  the  demand  less? — It  may  be  from 
some  extraneous  reason,  but  if  we  find  difficulty  in 
selling  for  export  on  account  of  cost,  the  first  tiling 
we  will  do  is  to  seek  to  produce  more  so  as  to  get  the 
price  down. 

1152.  Which  manufacturer  suffers  most  from  that 
particular  disability,  the  manufacturer  who  has  to 
pay  9s.  6d.  or  10s.  in  the  £,  or  the  one  who  has  to  pay 
2s.  3d.  ? — Is  not  the  answer  to  that  this : that  the 
less  capital  a man  has  to  put  back  into  his  business, 
the  more  he  suffers? 

1153.  Then  your  answer  is  that  it  is  the  big  manu- 
facturer who  is  penalised  and  whose  costs  are  higher, 
and  the  small  manufacturer  whose  costs  are  lower? — 
No. 

1154.  Does  not  that  follow  logically? — No.  Income 
Tax  is  paid  at  the  same  number  of  shillings  and  ponce 
per  £. 

1155.  Pardon  me;  it  falls  at  the  rate  of  only  2s.  3d. 
on  small  people,  and  at  the  rate  of  9s.  or  10s.  on 
higher  people  ? — Is  not  that  low-scale  class  of  taxpayer 
rather  negligible?  That  2s.  3d.  advantage  is  sterilized 
by  the  fact  that  they  are  small  producers  and  cannot 
produce  in  the  same  way  as  men  who  have  a large 
plant. 

1156.  I suggest  to  you  the  difficulty  is  of  putting 
Income  Tax  into  the  costs? — I dp  not  think  any 
attempt,  so  far  as  regards  people  I have  met,  has 
ever  been  made  to  put  Income  Tax  into  costs. 

1157.  But  you  say  that  it  gets  there  somehow.  1 
want  to  know  whether  it  gets  there,  and  if  in  different 
degree  as  between  a big  manufacturer  and  a small 
manufacturer,  and  if  so,  is  that  borne  out  by  the 
actual  facts  of  extension  of  trade?  Are  we  finding 
that  big  manufacturers  are  cramped  by  reason  of  a 
high  rate  of  tax? — The  very  small  manufacturers  have 
not  the  opportunity  of  producing  goods  largely  and 
cheaply,  because  they  have  not  the  large  plant  that 
a reasonably  solid  manufacturer  has.  That  factor  has 
to  be  taken  into  consideration  in  the  argument. 

Chairman:  Thank  you,  Mr.  Samuel. 


(The  Witness  withdrew.) 


( Adjourned  to  to'-morrow  morning,  ut  10.30.1 
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FOURTH  DAY. 

Thursday,  5th  June,  1924. 


Present : 


The  Rt.  Hon.  Lord  COLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  HENRY  BELL. 

Mr.  J.  AY.  BOAYEN. 

Professor  FRED  HALL. 


Mr.  AY.  L.  II  [CHENS. 

Mr.  H.  B.  LEES-SMITH. 

Sir  WILLIAM  MoLINTOCK,  K.B.E.,  C.V.O. 
Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  AVOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Mr.  R.  S.  AA7right,  M.I.E.E.,  representing  the  National  Union  of  Manufacturers,  called  and  examined. 

Evidence-in-ciiief  handed  in  bv  Mr.  AVright. 


National  Debt. 

1.  In  dealing  with  this  matter  it  will  perhaps  be 
convenient  to  take  the  list  of  suggested  questions, 
more  or  less,  as  a guide,  though  I do  not  propose 
to  deal  with  all  of  them  at  any  great  length. 

2.  I notice  that  in  one  or  two  cases  a question  is 
asked  regarding  the  effect  of  the  National  Debt  on 
specific  matters,  and  later  on  the  same  question  is 
asked  with  regard  to  Income  Tax.  For  the  practical 
purposes  of  this  inquiry,  I think  these  questions 
may  be  considered  as  one,  as  the  National  Debt  and 
the  heavy  income  or  other  tax  necessary  to  defray 
the  interest  on  same  are,  obviously,  bound  up 
together. 

3.  As  regards  Question  No.  1,  the  portion  referring 
to  the  supply  of  credit  and  the  special  effect  of  the 
Floating  Debt  are  matters  on  which  I think  the 
opinions  of  bankers  will  be  of  more  value  than  those 
of  manufacturers,  and,  therefore,  I propose  to  leave 
these  alone,  but  the  remainder  of  Question  No.  1, 
No.  2,  No.  8 (1st  part),  and  No.  9 can,  I think, 
advantageously  be  considered  together. 

4.  These  questions  all  refer  to  the  same  thing, 
viz.,  to  what  extent  does  the  national  indebtedness 
prejudice  the  attraction  of  additional  capital?  i. 
would  point  out,  in  reply,  that  the  investor,  be  he 
at  home  or  abroad,  naturally  considers  two  things — 
first,  the  safety  of  his  investment,  and  second,  the 
net  revenue  that  he  can  obtain.  The  first  con- 
sideration may,  and  probably  does,  incline  the 
investor  to  prefer  a country  like  Great  Britain  in 
preference  to  investments  in  Poland  or  China  (to  take 
two  countries  at  random),  but  the  fact  that  he  has 
to  pay  an  income  tax  of  4s.  6d.  in  the  pound  on 
investments  in  this,  country  must,  necessarily,  be 
looked  upon  as  a drawback. 

5.  Question  No.  3,  regarding  repayment  of  debt. 

I take  the  view  that  for  any  present-day  business 
man  there  is  little  or  no  advantage  and  considerable 
disadvantage  in  paying  off  debt  at  all.  The  amount 
that  can  be  paid  off  within  the  lifetime  of  the  genera- 
tion is  comparatively  small,  and  the  sacrifice 
entailed  is  relatively  so  great  that  it  would  be  to 
our  interests  to  make  no  effort  to  repay  debt,  even 
though  our  doing  so  undoubtedly  enhances  the  credit 
of  the  country.  The  same  argument  can,  however, 
bo.  applied  to  an  individual;  any  man  can  live  in 
greater  luxury  if  he  makes  no  effort  at  all  to  provide 
for  his  children,  yet  all  right-minded  men  do  make, 
or  attempt  to  make,  some  such  provision.  I take 
the  view  that  as  a nation  we  owe  it  to  posterity 
to  make  all  the  provision  we  reasonably  can  to 


lighten  the  burden  of  debt  that  they  will  have  to 
bear,  and,  therefore,  I urge  that  regular  and  steady 
efforts  be  made  to  extinguish  the  debt.  The  amount 
of  such  effort  may  be  a matter  of  opinion,  but,  per- 
sonally, I have  no  quarrel  with  the  scales  of  Sinking 
Fund  rising  to  50  millions  a year,  provided  for  in 
the  Finance  Act  of  1923,  which  seems  to  me  reason- 
able and  proper.  If  we  adopt  the  system  of  not 
reducing  the  debt  during  periods  of  depression,  1 
fear  that  we  should  soon  cease  to  make  any  effort 
whatever. 

High  Taxation. 

6.  Question  No.  4. — There  is  no  doubt  that  the 
high  Income  Tax  does  very  much  affect  the  supply 
of  capital  for  business  enterprise,  and  especially 
enterprise  that  breaks  unknown  ground.  It  is  not, 
I think,  sufficiently  realised  that  progress  has  chiefly 
been  made  in  the  past  by  a certain  number  of  citizens 
who  have  money  they  can  spare  and,  therefore,  are 
willing  to  risk.  Take,  for  example,  the  Tube  Rail- 
ways of  London.  To-day  they  are  an  established 
fact  and  in  applying  for  additional  capital  the  return 
in  dividends  can  more  or  less  be  reckoned  upon.  But 
beyond  all  question  the  money  for  the  first  tubes  was 
found  by  wealthy  men  who  could  afford  to  risk  a sub- 
stantial loss,  and  the  same  may  be  said  of  the  first 
railways,  aeroplanes,  wireless,  and,  in  fact,  all  im- 
portant scientific  and  industrial  developments.  I 
believe  that  a proportion  of  individuals  with  surplus 
money  is  an  absolute  necessity  if  similar  progress  is  to 
be  looked  for  in  the  future. 

7.  Question  5.  I believe  that  it  is  most  detrimental 
to  industry  to  tax  the  profits  of  a business  until  these 
profits  exist  in  actual  cash  and  if  a firm  are  willing  to 
re-invest  their  profits  in  expanding  the  business  they 
should  be  encouraged  to  do  so  by  leaving  that  portion 
of  the  profits  untaxed.  Take,  for  example,  the  case 
of  a firm  whose  total  net  profit  for  one  year  is,  shall 
we  say,  £10,000.  Now  suppose  that  instead  of  paying 
away  that  money  in  dividends  the  firm  decide  that 
the  time  is  ripe  for  development,  and  that  they  are 
willing  to  spend  half  those  profits,  i.e.,  £5,000  in 
factory  enlargements  and  additional  machinery.  It 
is  obvious  that  in  so  doing  they  are  increasing  the 
trade  of  the  country  and  employing  additional  men, 
and  it  is  also  obvious  that,  although  they  may  look 
forward  to  additional  dividends  in  the  future  (which 
will  of  course  be  taxed),  yet  at  the  present  they  are 
making  a considerable  sacrifice.  Now  under  present 
conditions  this  firm  will  have  to  pay  Income  Tax,  not 
only  on  that  portion  of  the  profits  that  they  distribute 
in  dividends,  but  they  will  also  have  to  pay  4s.  6d.  in 
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the  pound-,  or  in  rough  figures,  another  £1,000  in 
Income  Tax  on  the  profits  they  are  leaving  in  the 
business.  It  is  quite  certain  that  this  must  be  a 
grave  deterrent  and  that  even  from  the  point  of  view 
of  the  tax  collector  it  would  be  better  to  encourage 
such  a firm  by  not  taxing  profits  so  invested  until  the 
results  of  suclj.  investment  materialise. 

8.  It  is,  I think,  more  unfortunate  still  that,  if  for 
any  reason  a firm’s  outcome  for  any  year  results  in 
a heavy  loss,  it  is  not  allowed  to  liquidate  such  loss 
without  paying  Income  Tax  on  the  profits  which  go 
to  balance  it.  The  present  regulation  as  to  a three 
years’  average  is  a partial,  but  only  very  partial, 
alleviation  of  this  hardship  : what  is  wanted  is  to 
allow  a firm  that  has  had  an  unfortunate  year,  or 
succession  of  unfortunate  years,  to  liquidate  its  past 
losses  before  it  is  considered  to  be  making  profits  at 
all.  In  suggesting  such  a reform  I quite  realise  that 
the  necessary  legislation  would  have  to  be  so  framed 
as  to  exclude  “ watered  ’’  capital.  In  general  I 
believe  that  Income  Tax  should  be  levied  on  dividends 
and  not  on  profits.  The  latter  part  of  Question  5 I 
propose  to  deal  with  under  Question  10. 

9.  Question  6.  Undoubtedly  the  fact  that  the  bulk 
of  the  National  Debt  is  “ all  in  the  family  ” is  an 
alleviation  of  the  burden,  but  to  ascertain  the  extent 
to  which  this  is  so  would  entail  the  tabulation  of  most 
exhaustive  statistics  and  without  this  an  individual 
opinion  would  be  worth  little. 

10.  Question  7. — This,  again,  is  difficult  to  answer 
in  the  abstract,  but  I would  repeat  once  more  that 
Income  Tax  levied  on  cash  profits,  whether  distri- 
buted as  dividends  or  kept  as  reserve,  is  not  nearly  so 
destructive  of  business  enterprise  as  Income  Tax 
levied  on  profits  that  only  exist  in  stock  or  machinery. 

11.  Question  8.— (2nd  part).  The  heavy  taxation 
affects  purchasing  power  in  two  ways,  (a)  by  directly 
draining  the  income  of  the  individual,  and  (6)  by 
increasing  all  prices  (see  Question  10). 

12.  Question  10.— Beyond  all  doubt,  a great  portion 
of  the  Income  Tax  is  passed  on  to  the  final  consumer 
in  the  shape  of  an  addition  to  prices.  In  fact,  1 
hold  the  opinion  that  the  difference  between  direct 
and  indirect  taxation  hardly  exists  in  actual  fact.  A 
loaf  of  bread  may  be  taxed,  or,  alternatively,  the 
baker  who  bakes  the  loaf,  the  miller  who  grinds  the 
corn,  the  farmer  who  grows  it,  and  the  landlord  who 
owns  the  land,  may  all  be  called  upon  to  pay  Income 
Tax : in  either  case,  I am  convinced  that  the  burden 
becomes  automatically  distributed  by  a law  of 
Political  Economy  that  defies  all  Acts  of  Parliament. 

13.  It  is  also  beyond  question  that  high  taxation 
handicaps  the  exporter,  because  even  if  the  final 
manufacturer  cuts  his  profits  for  export  markets,  the 
firms  who  supply  him  with  raw  material  do  not  cut 
theirs.  The  engineer,  for  example,  cannot  buy 
cheaper  steel,  and  the  steel  manufacturer  cannot  buy 
cheaper  coal,  because  the  goods  are  finally  going 
abroad . 


1158.  Chairman:  Mr.  Wright,  I think  you  repre- 
sent the  National  Union  of  Manufacturers? — Yes.  I 
may  take  it  that  the  precis  of  my  evidence  has  been 
circulated,  so  you  will  excuse  my  going  through  it 
verbatim.  The  view  of  my  Committee  and  the  main 
point  that  they  wanted  me  to  urge  on  this  Com- 
mittee is  that,  as  business  men,  we  all  realise  that 
the  position  broadly  is  that  of  making  the  best  of 
a bad  situation,  that  is  to  say,  we  know  we  have 
gone  through  a terrible  war,  we  know  we  have  paid 
a terrible  price  in  blood,  and  we  know  that  there 
is  a terrible  price  in  money  that,  to  a great  extent, 
still  has  to  be  paid.  I think  business  men  as  a rule 
realise  that.  I wish,  and  I think  my  Committee 
wish,  that  it  was  more  generally  realised  in  the 
country  than  it  is.  That  is  to  say,  we  have  to  bear 


14.  Question  11. — I dorrbt  if  there  is  any  direct 
effect  except  the  obvious  one,  that  if  an  individual 
is  heavily  taxed  he  has  not  so  much  money  to  spare, 
and  also  the  considerations  discussed  in  Question  5, 
which  perhaps  particularly  apply  to  joint  stock 
companies. 

Death  Duties. 

15.  Question  12.— There  is  no  doubt  that  these  are 
paid  out  of  capital,  and  therefore  unless  they  are 
used  purely  to  extinguish  debt,  or  for  revenue  pro- 
ducing purposes,  they  must  in  the  end  diminish 
revenue. 

Stamp  Duties. 

16.  Question  13. — In  my  opinion  the  existing 
Stamp  Duties  relating  specifically  to  industry  are 
not  unduly  burdensome. 

Tax  on  Commodities. 

17.  Question  14. — A tax  on  commodities  is,  I think, 
practically  always  borne  by  the  consumer  unless  there 
is  a competitive  article  that  is  untaxed,  in  which 
case  it  is  necessarily  borne  by  the  producer,  provided 
that  the  producer  of  the  untaxed  article  does  not 
raise  his  prices. 

In  the  Tariff  Reform  controversy  it  is  usually 
assumed  by  the  Free  Trader  that  the  home  manu- 
facturer would  raise  his  prices  by  the  amount  of  the 
tax,  in  which  case  the  whole  amount  wo-uld  un- 
doubtedly be  borne  by  the  consumer,  and  it  is  equally 
assumed  by  the  Tariff  Reformer  that  he  would  not 
raise  his  prices  at  all,  in  which  case  the  tax  would 
as  certainly  have  to  be  borne  by  the  foreign  ex- 
porter. The  actual  truth  probably  lies  between  these 
two  views. 

18.  Question  15. — The  first  part  of  this  question  is 
already  answered  in  Question  14,  hut  as  regards  the 
second  part,  it  may  be  pointed  out  that  Customs  and 
Excise  duties  are  essentially  taxes  on  Turnover,  and 
this  raises  too  big  a question  to  bo  discussed  in  this 
precis. 

General. 

19.  However  taxation  is  levied  it  must,  I fear,  bo 
taken  as  an  axiom  that  the  average  standard  of 
comfort  in  a country  with  so  heavy  a burden  cannot 
possibly  be  so  high  as  in  a country,  for  instance,  like 
the  United  States,  and  I believe  we  should  have  far 
less  industrial  trouble  if  an  authoritative  statement 
to  this  effect  were  made.  It  is  amazing  to  me  how 
few  people,  even  well  educated  people,  seem  to 
recognise  this  elementary  fact.  It  is  a question  of 
making  the  best  of  a bad  situation,  and  we  could 
do  far  better  if  this  were  properly  appreciated. 


a very  heavy  burden  which,  in  meal  or  in  malt,  has 
to  fall,  broadly  speaking,  on  every  man,  woman  and 
child  in  the  country,  in  some  degree  or  other.  The 
view  my  Committee  hold  very  strongly  is  that  so  far 
as  possible  that  burden  should  be  levied  more  on  what 
is  taken  out  of  a business  than  on  what  is  left  in  a 
business.  They  take  the  view  that  a business  man, 
or  a board  of  business  men,  or  the  business  men 
represented  by  shareholders,  can  take  two  different 
attitudes  towards  profits.  They  can  say:  “My 

business  last  year  was  a profitable  business,  therefore 
I will  take  out  a bigger  income,  I will  move  into  a 
bigger  house,  I will  buy  a new  motor  car,  I will  take 
on  new  servants,  I will  do  this,  that  and  the  other.” 
That  is  one  view,  and  it  is  a legitimate  view.  A man 
has  a.  right  to  do  that,  if  he  wants  to.  On  the  other 
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hand,  he  may  say-  “The  business  has  made  some 
profits,  there  is  a certain  amount  of  surplus  cash 
available  that  I did  not  have  last  year;  I will  not 
take  that;  I will  live  on  what  I did  live  on  and  I 
will  devote  that  surplus  money  to  enlarging  the 
factory  and  putting  down  more  machinery  and  taking 
on  more  men  and  developing  the  business  generally.” 
The  very  strong  view  of  my  Committee  is  that  those 
two  men  ought  to  be  treated  in  two  very  different 
ways.  The  one  is  quite  legitimately  taking  his 
surplus  profits  for,  if  you  like  to  put  it  so,  his  own 
selfish  pleasure;  the  other  is  using  those  surplus 
profits  to  employ  more  men,  to  develop  and  expand 
the  business  of  the  country,  and  is  performing  a public 
service  to  the  country.  To  go  to  both  those  men 
and  say:  “You  have  made  the  same  profits;  you 

shall  both  be  taxed  4s.  6 cl.  in  the  £ on  those  profits,” 
or  more  if  it  is  a question  of  Super-Tax,  is,  we  feel, 
a handicap  to  the  development  of  business.  In  other 
words,  everybody  wants  to  develop  the  resources  of 
the  country,  and  the  man  or  men  or  firms  who  leave 
capital  in  the  business  for  that  purpose  are  serving 
the  country  better  than  the  man  who  takes  it  out. 
So  my  Committee  have  asked  me  to  urge  very 
strongly  that  taxation  should,  as  far  as  possible,  be 
levied  on  money  that  is  taken  out  of  a business  and 
not  on  money  that  is  left  in  a business.  Further- 
more, there  is  also  this  very  important  matter.  A 
great  many  businesses,  especially  perhaps  manufac- 
turing businesses  nowadays,  have  been  passing 
through  a bad  time.  There  are  many  businesses 
whose  balance  sheets  for  year  after  year  have  shown 
a considerable  loss.  Under  the  present  law,  if  a firm 
has  lost,  sajq  £10,000  in  one  year  and  makes  up  that 
loss  in  future  years,  except  so  far  as  the  three  years’ 
average  covers  them — it  does  not  cover  them  very 
far — as  they  make  up  their  past  deficiencies  they 
have  to  pay  Income  Tax.  The  view  of  my  Com- 
mittee, again,  is  very  strongly  that  so  long  as  a 
business  firm’s  balance  sheet  shows  legitimately  a 
balance  on  the  wrong  side — I use  the  word  “ legiti- 
mately ” because  we  all  know  what  can  be  done  in 
the  way  of  colouring  balance  sheets — it  should  be 
allowed  to  make  up  those  losses  without  paying 
Income  Tax  on  the  profits  that  go  to  make  them  up. 
I think  that  is  the  main  gist  of  what  I was  asked 
to  put  before  you  There  is  a further  question  that 
this  Committee  ask  with  regard  to  Customs  and 
Excise  duties,  and  I have  contented  myself  in  my 
evidence  with  simply  pointing  out  that  they  are 
essentially  taxes  on  turnover.  Taxes  on  turnover  are 
a very  big  subject.  On  that  point,  perhaps  I may 
frankly  say  my  Committee  are  not  unanimous. 
Therefore,  they  asked  me,  in  my  written  evidence, 
not  to  put  anything  very  strongly  with  regard  to 
those  particular,  forms  of  taxes.  I have  fairly  strong 
personal  views  on  the  question  of  a tax  on  turnover, 
but  they  are  not  necessarily  the  views  of  the  National 
Union  of  Manufacturers.  My  Committee  are  some- 
what divided  on  that  particular  point ; but  they  are 
quite  unanimous  on  the  points  which  I have  been 
asked  to  put  before  you. 

1159.  Have  they  given  any  time  to  the  considera- 
tion of  the  question  of  the  National  Debt?  I quite 
understand  the  objection  to  taxation,  but  is  there 
anything  on  the  other  side?  Have  you  considered 
that  question? — We  have  certainly  considered  it,  but 
beyond  the  remark  I have  made  in  one  of  these 
paragraphs,  I am  afraid  we  have  nothing  very  much 
to  say.  My  Committee  feel  with  me  that  as  far  as 
this  present  generation  is  concerned,  we  should  all 
be  better  off  if  we  made  no  effort  to  pay  it  off  at 
all.  But  we  all  feel  that  for  the  sake  of  posterity 
it  should  be  paid  off  and  paid  off  as  fast  as  we 
legitimately  can;  but  I do  not  think  any  of  us  have 
any  golden  recipe  for  doing  it;  I wish  we  had.  We 
are  doing  it  by  slow  degrees,  and  I think  it  is  the 
opinion  of  all  of  us  that  the  present  rate — not  the 
rate  during  the  last  few  years,  largely  abnormal 
through  the  sale  of  assets,  but  the  rate  of  to-day — 
in  the  judgment  of  my  Committee,  is  a fair  rate; 


but  we  have  no  heaven-sent  recipe ; I only  wish 
we  had. 

1160.  I was  only  wondering  whether,  as  your  Com- 
mittee are  men  who  are  engaged  in  business,  they  could 
help  us  in  that  matter.  You  say  that  you  think  the 
present  taxation  is  wrong,  but  that  is  not  much  use  to 
us.  Have  they  given  deeper  considera  tion  to  the  whole 
question  of  the  finances  of  the  country?  Have  they 
any  idea  to  put  forward  as  to  how  further  money 
could  be  raised?  Have  those  points  been  brought  into 
consideration? — We  have  considered  those  things  very 
fully,  but  I rather  took  it  that  with  regard  to  this 
Committee  we  were  debarred  from  suggesting  further 
methods  of  taxation.  I hope  I could  give  you  an 
eloquent  speech  on  the  advantages  of  taxing  foreign 
imports,  but  I rather  took  it  that  that  question 
was  barred  from  this  Committee.  I know  my  Com- 
mittee feel  very  strongly  on  that  subject. 

1161.  You  may  give  an  expression  of  opinion  if  you 
like. — I think  you  may  take  it  that  the  whole  of  my 
Committee  are  quite  unanimous  on  the  main  question 
that  a tax  on  imports  would  be  beneficial  to  the  coun- 
try and  the  easiest  way  of  raising  some  part  of  the 
taxation  necessary.  Having  gone  so  far,  up  to  that 
point  we  are  all  unanimous. 

1162.  Professor  Hall:  All  imports? — No;  on  im- 
ported manufactured  goods  only.  When  we  come  to 
details  we  are  not  unanimous.  There  is  a section  of 
my  Committee;  and  a very  strong  section,  I think  the 
majority,  who  agree  with  the  view  that  I have  put 
forward  in  the  National  Union  of  Manufacturers  for 
some  years  past,  that  it  is  against  the  interests  of 
this  country  or  any  country  to  make  violent  changes. 
Now  England  has  been  a free  trade  country  for  a 
great  many  years,  and  although  the  majority  of  the 
Committee  agree  with  me  that  a change  of  that  policy 
would  be  beneficial  to  the  country,  the  majority,  1 
think  I may  say,  also  agree  that  that  change  ought 
to  be  brought  about  very  gradually. 

1163.  Chairman:  I think  that  will  be  sufficient 
on  that  point.  Have  you  anything  further  to  say 
on  your  paper? — I think  not. 

1164.  Sir  Alan  Anderson:  Of  course,  it  is  a very 
heavy  burden,  but  you  do  not  suggest  that  wo  ought 
not  to  bear  it? — No. 

1165.  You  have  no  suggestion  for  a particular  way 
of  lightening  it  or  throwing  the  burden  on  to  some- 
one else,  except  possibly  this  way  of  taxing  imports? — 
No.  I think  the  view  of  all  of  us  is  that  the  burden 
has  to  be  borne.  I should  be  very  sorry  to  see  this 
country  try  to  dodge  it,  as  some  countries  have. 

1166.  Not  merely  as  a moral  effort,  but,  from  a 
business  point  of  view,  you  think  the  credit  of  the 
country  is  a very  important  asset  for  every  manu- 
facturer in  it? — Yes,  I do. 

1167.  And  worth  paying  for? — Yes. 

1168.  In  paragraph  4 of  your  evidence  you  are  talk- 
ing about  the  effect  of  Income  Tax  in  making  people 
invest  here  or  abroad.  You  say  the  investor  is  in- 
clined to  prefer  Great  Britain  to  China  because  he  is 
safer,  but  the  fact  that  he  has  to  pay  an  Income 
Tax  of  4s.  6d.  in  the  £ on  investments  in  this  country 
must  necessarily  be  looked  upon  as  a drawback? — Yes. 

1169.  But  unless  he  makes  a false  declaration  the 
British  investor  has  to  pay  Income  Tax  on  his  Chinese 
investment,  has  he  not? — Yes,  to  a great  extent  he 
has ; not,  of  course,  immediately  if  he  leaves  a good 
deal  of  that  money  invested  abroad;  he  can  avoid  it 
for  a great  many  years  in  one  way  or  another,  as  we 
know,  by  leaving  the  money  abroad. 

1170.  Mr.  Hichens:  Not  honestly? — Well,  it  can  be 
done. 

1171.  We  are  talking  about  honest  men? — Excuse 
me.  I think  we  are  getting  on  to  side  issues.  I am 
referring  in  this  paragraph  more  to  the  question  of 
the  foreign  investor.  I understood  the  question  re- 
ferred to  that.  The  foreign  investor  has  not  to  pay 
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Income  Tax  in  this  country.  The  American  who  in- 
vests money  in  China  has  not  to  pay  the  English 
in  the  case  of  the  honest  British  investor? — No. 

1172.  Sir  Alan  Anderson : But  that  would  not  work 
in  the  case  of  the  honest  British  investor? — No. 

1173.  Because  he  would  have  to  make  a false  de- 
claration to  escape  the  tax? — That  is  so.  Of  course, 
his  temptation  is  to  invest  his  money  abroad  and  to 
go  abroad  with  it. 

1174.  In  paragraph  5 you  say  that  the  paying  off 
of  debt  is  of  little  or  no  advantage  to  the  present 
generation.  You  have  already  agreed  that  the  credit 
of  the  country  is  of  very  great  importance  to  the 
individual.  Would  you  not  agree  that  paying  off  the 
debt  was  the  best  way  of  improving  the  credit  of 
the  country? — Yes,  I think  that  is  really  the  one  and 
only  advantage  to  the  present  generation  of  doing  it. 

1175.  It  is  a pretty  substantial  one,  is  it  not? — - 
Yes,  I think  it  is  a fairly  substantial  one.  I think 
our  credit  stands  higher  probably  because  we  are 
doing  it.  I think  that  is  the  one  solid  advantage. 

1176.  I think  we  can  console  ourselves  that  we  are  • 
not  only  being  generous  to  our  descendants  but  we 
are  doing  something  for  ourselves  too? — Only,  from 
the  point  of  view  of  the  present  generation,  I think 
it  would  do  us  more  good  to  keep  the  money. 

1177.  It  is  rather  dearly  bought  credit,  you  think? 
— Yes. 

1178.  With  regard  to  your  paragraph  6,  of  course 
high  Income  Tax  must  affect  business;  but  would  you 
say  that  it  affects  business  more  than  any  other  tax? 
You  agree  that  we  have  to  carry  the  burden;,  we  have 
to  raise  the  money  somehow? — I think  it  does  if  it  .s 
put  on  profits  that  do  not  exist  in  cash.  What  ! 
mean  is  this.  If  a works  manager  comes  to  his 
directors  and  wants  to  put  down  some  additional 
machinery  to  the  extent,  say,  of  £500,  they  have  to 
consider  whether  they  can  justifiably  spend  that 
money.  Now  the  fact  that  it  is  not  £500,  but  ;n 
rough  figures  £600,  since  the  money  will  be  part  of 
their  profits  and  they  have  to  pay  Income  Tax  on  it, 
makes  a very  serious  difference  to  the  decision.  I 
can  answer  that  as  a matter  of  fact.  When  any 
request  is  made  by  the  foreman  or  works  manager 
or  other  official  of  my  own  business  it  is  always 
looked  at  in  that  light.  It  is  remembered  that  it  is 
not  only  the  money  spent,  but  4s.  6d.  in  the  £ on 
that  money  as  well  that  is  involved,  and  you  quite 
see  that  does  make  a difference. 

1179.  You  have  to  pay  away  that  4s.  6d.  whether 
you  put  the  money  into  the  business  or  not? — Yes, 
but  if  you  are  paying  your  shareholders  that  money 
in  dividends  then  they  must  not  grumble  at  paying 
4s.  6d.  in  the  £ on  it,  but  if  they  are  not  handling 
that  money  and  they  have  to  find  that  4s.  6d.  in  the 
£ out  of  the  dividends  they  have  got,  it  makes  a 
very  big  difference. 

1180.  Of  course,  they  are  not  quite  going  to  do  that. 
Your  investment  is  going  to  be  improved  by  a lesser 
amount.  That  is  all  that  happens  to  them? — The 
money  for  Income  Tax  has  to  be  found  in  cash. 

1181.  Instead  of  being  paid  to  them? — Yep,  and 
they  have  to  pay  it  out  of  what  are  already  diminished 
dividends,  because  you  have  taken  part  of  the  money 
that  really  would  be  given  in  dividends  to  pay  for 
this  additional  machinery.  You  have,  so  to  speak, 
provisionally  earmarked  that  item.  Now  you  have  to 
ask  them  for  a further  item  to  pay  4s.  6d.  in  the  £, 
which  certainly  is  a most  serious  consideration  to  the 
majority  of  manufacturers. 

1182.  Then  paragraph  7 is  your  main  point  really, 
is  it  not : that  profits  that  are  re-invested  should  not 
be  taxed? — Yes,  or  if  taxed  at  all,  should  be  taxed 
more  lightly;  if  possible,  should  not  be  taxed  at  all. 

1183.  Should  be  favoured,  anyway? — Yes. 

1184.  Of  course,  certain  classes  of  business  escape 
Super-tax,  and  that  money  you  will  have  in  your 
business.  That  is  a very  big  thing,  is  it  not? — Yes, 
that  certainly  is. 


1185.  Then  if  you  went  further  and  did  what  you 
are  suggesting,  would  you  not  be  favouring  one  class 
of  organisation  at  the  expense  of  others?  You  are 
favouring  the  thrifty  business.  Would  it  not  be 
rather  unjust  not  to  favour  also  the  thrifty 
individual? — We  are  favouring  the  man  who  is  using 
his  resources  for  the  good  of  the  country,  and  it  seems 
to  me  that  man  ought  to  be  favoured. 

1186.  Would  you  not  have  to  do  that  with  the 

individual?  Supposing  the  individual  saves  his 
money  and  uses  it  for  the  benefit  of  the  country  In- 
putting it  into  more  machinery  for  his  firm,  or  puts 
it  into  industrial  shares,  would  he  not  have  to  escape 
too?  (Mr.  Hicliens):  A private  individual  might 

invest  in  industrial  shares  and  the  money  might  bo 
used  for  buying  machinery? — (Witness)  : Yes.  The 

essential  thing  is  that  he  has  had  it  out  of  industry 
in  the  first  place.  He  may  like  to  put  it  back  again, 
but  he  has  had  it  out. 

1187.  Sir  Alan  Anderson : I suppose  from  the  point 
of  view  of  the  tax-gatherer  the  profit  has  come  out 
of  industry.  It  has  been  realised  as  profit,  and  then 
it  has  been  put  in  again.  The  only  real  difference,  I 
think,  it  that  in  one  case  you  are  advocating  that  it 
should  escape  when  this  re-investment  is  done  by  the 
business;  and  it  suggests  itself  to  my  mind  that  it 
would  not  be  quite  fair  unless  you  extended  the 
principle  and  said  that  the  individual  should  escape 
too  if  he  re-invested? — It  seems  to  me  that  would  be 
an  almost  impossible  thesis,  because  nobody  keeps  all 
his  money7  in  a silk  stocking.  If  a man  has  more 
money  than  he  wants  he  invests  it  in  something,  but 
the  point  is,  he  has  had  it  out  in  cash  first;  he  has 
drawn  it  out  of  industry.  The  man  who  draws  it  out 
of  industry,  whatever  lie  docs  with  it  afterwards,  1 
think  should  be  treated  differently  from  the  man  who 
leaves  it  in. 

1188.  Then  on  your  paragraph  8 will  you  tell  me 
what  exactly  that  means?  If  a man  has  made  a loss 
which  he  is  unable  to  pay  off  by  his  three  years’ 
average  out  of  profits  would  he  carry  forward  bis 
loss? — Yes.  There  are  many  firms  to-day  who  made  a 
loss  during  1926  and  1922  that  it  will  take,  in  some 
cases,  ten  years  to  liquidate.  It  seems  to  my  Com- 
mittee a very  great  hardship  that  while  they  are 
liquidating  those  losses  they  pay  no  dividends,  they 
have  made  no  real  profit,  their  balance  sheet  still 
shows  a balance  on  the  wrong  side — they  should  be 
asked  to  pay  Income  Tax  on  profits  that  do  not  really 
exist.  They  may  have  made  £1,000  profit  this  year, 
but  that  only  goes  to  make  up  part  of  the  £10.000 
loss  they  made  three  years  ago.  It  seems  to  us  a oreat 
hardship  that  they  should  be  asked  to  pay  Income 
Tax  on  what  is  only  making  up  back  leeway. 

1189.  You  would  carry  that  on  indefinitely? — Until 
the  balance  sheet  equalises. 

1190.  Without  any  time  limit  at  all? — Yes.  prac- 
tically without  any  time  limit. 

1191.  Then  on  your  paragraph  15,  regarding  Death 
Duties.  Of  course,  Death  Duties  are  inevitably  paid 
out  of  the  capital  of  the  individual,  out  of  profits 
that  he  has  saved;  but  if  you  look  at  it  from  the 
national  point  of  view,  do  you  think  there  is  any 
distinct  line  to  be  drawn  between  a heavy  collection 
on  Death  Duties  and  a heavy  collection  on  some  other 
head?  Do  you  think  it  really  matters  to  the  nation's 
position  which  way  the  nation  collects  it? — I am  not 
prepared  to  say  it  does,  at  any  rate  in  moderation. 
There  is  no  doubt  that  at  present  the  Death  Duties 
are  so  high  that  in  certain  cases  they7  act  as  a block 
to  industry.  I am  not  prepared  to  say  they  do  in 
every  case.  I think  we  all  know  cases  where  busi- 
ness lias  been  seriously  handicapped  by  the  death 
of  a partner  and  the  necessary  payment  of  Death 
Duties.  Of  course,  in  some  cases  where  a business  is 
in  a thriving  state,  additional  capital  can  be  got, 
but  that  cannot  be  done  in  every  case.  But,  broadly 
speaking,  I do  not  think  it  can  be  denied  that  Death 
Duties  are  essentially  a tax  on  capital.  Of  all  forms 
of  tax  on  capital  they  are  probably  as  little  felt  as 
any7,  but  that  they  do  to  a certain  extent  drain 
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capital  I think  must  be  taken  as  a fact.  Therefore 
my  Committee  feel  that  so  far  as  possible  money 
lovied  'in  that  way  should  be  used  either  to  extinguish 
debt  or  for  revenue-producing  purposes;  otherwise 
you  are  to  a certain  extent  living  on  the  capital 
of  the  country.  If  you  take  that  money  to  extinguish 
debt  or  to  invest  in  some  national  scheme  that  is 
going  to  produce  revenue,  then  you  are  doing 
nothing  of  the  sort  from  a national  point  of  view. 
You  are  using  your  national  capital  as  a man  uses 
his  private  capital,  to  produce  revenue. 

1192.  It  is  possibly  a little  academic  to  talk  about 
whether  it  is  national  capital  any  more  than  a big 
sum-  levied  for  Income  Tax,  but  what  you  say  is  that 
it  is  very  inconvenient  to  the  persons  and  that  the 
individual  business  has  to  get  it  out  of  its  capital? — 
Or  get  additional  capital  in. 

1193.  And  that  it  is  particularly  inconvenient 
because  it  comes  in  a lump  ? — It  comes  in  a lump 
and  comes,  in  some  cases,  when  the  active  head  of 
the  concern  is  taken  away. 

1194.  And  as  the  active  head  knows  that  he  will 
be  taken  away  before  it  comes,  he  may  not  have 
made  the  same  provision  as  he  would  otherwise  have 
made? — He  may  not,  or  he  may;  that  depends  on 
the  character  of  the  man. 

1195.  Sir  Arthur  Balfour:  How  many  members  are 
there  of  the  National  Union  of  Manufacturers  ? — 'A 
good  number,  a fairly  big  membership;  but  I am 
afraid  I could  not  give  it  to  you  offhand. 

1196.  Perhaps  you  would  let  us  know  that? — Yes*. 

1197.  You  refer  to  the  swelling  of  the  reduction 
of  the  debt  by  sales  of  assets.  Do  you  refer  to  the 
Disposals  Board  sales? — Yes,  primarily.  It  is  well 
known,  of  course,  that  for  several  years  after  the 
War  we  did  pay  off  debt  to  a very  considerable 
extent  largely  by  the  sale  of  surplus  stores,  and  I 
refer  to  that  as  an  abnormal  state  of  things  that 
obviously  cannot  continue.  • 

1198.  Would  it  not  have  been  better  if  we  had  paid 
it  out  of  the  sales  of  assets?  As  a matter  of  fact 
we  paid  off  very  little  by  the  sales  of  those  assets, 
because  the  money  was  taken  as  general  revenue. 
It  was  only  a slight  surplus  that  really  fell  in? — I 
agree;  I think  the  proceeds  of  the  sale  of  those  assets 
should  have  been  almost  entirely  devoted  to  paying 
off  debt. 

1199.  You  say  in  your  paragraph  7 that  it  is  detri- 
mental to  industry  to  tax  -the  profits  of  a business 
until  these  profits  exist  in  actual  cash.  What  do  you 
mean  by  that;  do  you  mean  until  they  exist  in  actual 
cash  in  the  bank? — I mean  cash.  If  I find  on  getting 
out  our  next  balance  sheet,  that  my  firm  have  made 
a-  profit  of  £2,000,  and  the  whole  of  that  £2,000 
exists  in  stock  which  we  hope  to  sell  some . day,  I 
draw  a sharp  distinction  between  that  and  profits 
that  exist  in  the  shape  of  £2,000  in  the  bank. 

1200.  In  other  words,  you  say  that  'if  a.  firm  had 
made  £50,000  profit  and  they  have  overdrawn  the 
bank  £50,000,  they  ought  not  to  be  taxed  at  all? — 
Either  not  at  all,  or,  as  I said  before,  lightly.  They 
have  left  their  profits  in  the  business. 

1201.  Surely  that  would  not  be  fair  to  taxpayers 
as  a whole? — I think  it  would. 

1202.  You  might  accumulate  assets  in  that  way  and 
avoid  taxation  for  a very  long  time,  and  throw  the 
burden  on  to  others? — Yes.  That  means  in  effect 
that  those  men,  or  those  shareholders  are  presumably 
working  very  hard  and  they  are  not  reaping  the 
results  of  their  industry;  they  are  unselfishly  leaving 
those  results  in  for  the  prosperity  of  the  country. 
I believe  it  'is  a sound  doctrine.  I read  a book  on 
political  economy  when  I was  quite  a small  boy,  and 
1 came  across  a phrase  that  struck  me,  and  has  been 
more  or  loss  working  in  my  brain  ever  since,  and  I 
believe  'it  is  correct;  that  the  best  service  a rich 
man  could  render  his  country,  or  any  country,  is  to 


* The  membeiship  was  subsequently  stated  to  be  about  1,700 
ndividual  firms  besides  20  affiliated  associations  with  a consider- 
able membership. 


collect  all  his  gold  into  a bag  and  take  it  out  to 
sea  and  drop  it  overboard.  He  has  put  in  a lifetime 
slaving  for  the  country  and  he  is  practically  making 
a present  to  the  country  of  the  whole  benefit  of  his 
work.  Now  I think  that  shareholders  who  do  as  you 
say,  until  they  take  it  out  in  dividend,  are  doing  the 
same  thing. 

1203.  You  must  see  that  the  differentiation,  from 
the  point  of  view  of  the  tax  collector  at  Somerset 
House,  is  an  impossible  one? — I do  not  think  so. 

1204.  You  get  an  individual  who  has  a sum  of 
money  paid  to  him.  He  goes  out  and  buys  in- 
dustrial shares.  Is  he  doing  a less  service  than  the 
other  one?  Your  suggestion  that  he  is  taking  money 
out  of  industry  does  not  hold  good  in  that  case? — 
You  can  always  find  cases  of  a man  who  takes  out 
£1,000  in  dividends  and  immediately  invests  it  in 
something  else  and  does  not  spend  a penny  of  it 
on  himself.  I agree,  in  a sense;  but  I think  yon 
would  be  up  against  an  impossible  problem  if  you 
tried  to  levy  your  tax  according  to  the  way  a man 
uses  his  wealth. 

1205.  Surely  that  is  what  you  are  suggesting? — 

No,  I think  not.  I think  there  is  a distinction 
between  leaving  money  in  an  industry  to  develop 
that  industry,  and  taking  that  money  out  and  then, 
having  taken  it  out  and  spent  whatever  you  want 
to  spend,  at  the  end  of  a year  saying:  “Now  1 

have  got  so  much  left  over  that  I have  not  been 
able  to  spend,  and  I will  put  it  back  into  some- 
thing.” I think  there  is  a very  sharp  distinction 
there. 

1206.  Sir  William  McLintock  : In  paragraph  4 you 
refer  to  the  investor  at  home  or  abroad  being  affected 
by  a high  tax.  Have  your  members  or  you 
personally  any  instance  that  you  can  give  us  where 
a foreign  investor,  by  the  lack  of  his  capital,  makes 
much  difference  to  the  expansion  of  trade  at  home  ? 
— No,  I do  not  think  I could,  and  I think  it  would 
be  very  difficult  to  get  definite  evidence  on  a point 
like  that. 

1207.  Is  there  any  indication  from  the  industrial 
investments  that  are  offered  week  by  week  in  this 
country  that  people  with  capital  here  are  in  any 
way  afraid  to  invest  their  money  in  industrial 
undertakings,  where  they  are  sound  and  there  is  a 
reasonable  rate  of  interest? — The  difficulty  in 
answering  a question  like  that,  I think,  is  that  since 
the  War  conditions  have  been  so  abnormal  that  it 
is  a little  difficult  absolutely  to  apply  cause  and 
effect.  It  is,  of  course,  common  knowledge  that  if 
you  want  to  get  money  to-day  for  -any  business,  you 
have  to  pay  a higher  rate  of  interest  than  before 
the  War;  but  I do  not  think  I can  from  that  fairly 
reason  that  that  is  purely  due  to  the  cause? 
suggested  here.  In  fact,  I think  I may  almost  say 
that  a great  part  of  it  is  not.  A great  deal  of 
it  has  to  do  with  the  decreased  value  of  the 
sovereign.  That,  to  a certain  extent,  has  remedied 
itself  since  the  value  of  the  English  pound  recovered 
to  a certain  extent.  I think  we  shall  all  remember 
that  only  two  or  three  years  ago  firms  of  the  very 
highest  standing  and  good  security,  literally  gilt- 
edged,  had  to  ask  for  debentures  at  7 per  cent, 
or  even  8 per  cent.,  whereas  those  same  firms  to-day 
could  probably  get  those  same  debentures  at  5 per 
cent.  That  5 per  cent,  is  somewhat  higher  than 
it  would  be  before  the  War.  But  that  is  rather 
what  I mean;  there  have  been  so  many  causes  at 
work.  It  certainly  is  a fact  that  a firm  trying  to 
get  capital  to-day  would  have  to  pay  a higher  rate 
of  interest  than  they  would  have  to  pay,  say,  in 
1912,  but  with  a dozen  causes  all  affecting  that 
position,  I should  not  like  to  try  to  advance  any 
definite  proof,  and  I do  not  think  any  of  my  members 
would,  as  to  how  far  one  cause  has  affected  it  more 
than  another. 

1208.  So  far  as  the  higher  rate  of  interest  is 
concerned,  it  is  discounted  to  some  extent  by  the 
higher  rate  of  tax  which  is  deducted? — Undoubtedly. 

1209.  As  a matter  of  fact,  in  this  country  it  is 
not  the  -high  Income  Tax  that  will  prevent  the 
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investor  putting  his  money  into  industry,  because 
the  interest  on  that  money  will  have  to  bear  Income 
Tax  wherever  it  may  be  invested? — If  it  is  owned 
by  anyone  resident  in  this  country,  yes;  but  I took 
it  that  this  question  rather  referred  to  the  point 
of  getting  capital  from  abroad.  I read  it  so. 

1210.  In  paragraph  6 you  say:  “There  is  no 

doubt  that  the  high  Income  Tax  does  very  much 
affect  the  supply  of  capital  for  business  enterprise 
and  especially  enterprise  that  breaks  unknown 
ground.”  I suggest  that  the  fear  of  not  getting  a 
return  on  money  for  new  enterprise  may  prevent 
capital  being  forthcoming,  but  not  the  tax  on  the 
revenue  from  it? — You  misunderstand  me  a little 
there,  I think.  When  I say  a high  Income  Tax 
does  very  much  affect  the  supply  of  capital  for 
business  enterprise,  I am  referring  more  to  the  fact 
that  the  high  Income  Tax  acts  as  a deterrent  because 
few  people  have  so  much  money  to  spare. 

1211.  You  mean  the  savings  available  are  not  so 
great? — Yes;  and  when  I speak  of  new  enterprise 
that  breaks  unknown  ground,  I mean,  in  other  words, 
that  you  do  not  in  the  least  know  whether  it  will 
return  a revenue  or  not.  I think  the  bulk  of  that 
money  in  years  gone  by  has  been  largely  found  by 
well-to-do  men  who  can  afford  to  risk  a few  hundred 
pounds.  If  they  lose  it,  it  does  not  particularly 
cripple  them.  I think  as  a general  axiom  it  may  be 
taken  that  the  majority  of  small  investors  who  have 
saved  up  a little,  prefer  to  put  that  little  into  some- 
thing gilt-edged,  whereas  the  man  who  has  a good 
surplus,  if  he  is  asked  to  contribute  to  some  new 
enterprise  that  may  bring  in  a fortune  or  may  mean 
the  loss  of  every  penny,  is  more  inclined  to  risk  money 
that  he  can  spare.  I think  it  is  almost  obvious  that 
that  should  be  so. 

1212.  With  regard  to  your  views  as  to  taxing  only 
dividends,  or,  in  the  case  of  unlimited  companies  and 
private  firms,  taxing  only  so  much  of  the  profits  as 
are  in  the  business  in  actual  cash  at  a particular  date, 
you  are  aware,  of  course,  that  you  pay  your  Income 
Tax  on  a three  years’  average? — Yes. 

1213.  And  that  the  actual  payment  of  the  tax  on 
the  profits  earned  in  the  past  is  at  a period  of  time 
long  after  the  profits  have  been  earned? — It  is  broadly 
at  the  close  of  the  three  years’  average.  The  Income 
Tax  you  pay  to-day  is  based  normally  on  the  average 
profits  of  the  three  past  years. 

1214.  Carry  this  principle  of  yours  a little  further. 
You  decide  to  spend  £2,000  out  of  your  current  earn- 
ings on  extensions  of  plant;  that  is  one  part  of  the 
profit  you  say  should  not  be  taxed.  By  extending 
that  plant  you  have  to  carry  more  stock,  you  are 
going  to  sell  more  goods  and  you  are  going  to  carry 
a greater  amount  of  debts  owing  to  you.  Where  are 
you  going  to  stop  this  principle  of  yours?  It  is 
cumulative.  Every  time  you  make  an  extension,  you 
want  more  stock  and  you  have  to  give  more  credit 
for  the  extra  goods  you  sell.  Do  you  suggest  this 
should  go  on  rolling  up  like  a snowball  year  after 
year  ? — If  you  have  philanthropic  and  patriotic  share- 
holders who  will  be  content  to  go  on  year  after  year 
without  getting  any  dividends,  and  who  will  say : 
“It  is  for  the  good  of  the  country,  leave  it  in,”  I 
should  suggest,  Yes.  In  actual  practice  it  -will  not 
be  so;  the  shareholders  will  soon  begin  to  howl  and 
want  some  return. 

1215.  I suggest  to  you  that  the  average  manufac- 
turer, when  he  decides  on  an  extension,  has  primarily 
number  one  in  mind,  and  not  the  good  of  the 
country? — Granted.  I think  we  shall  get  on  best  if 
we  assume  that,  practically  speaking,  everybody  is 
going  to  be  selfish. 

1216.  But  any  business  man  who  extends  his  plant 
or  his  buildings  says  : “ How  much  extra  profit  can 
I make  by  this  extension  ” p — I quite  agree  that  is  the 
main  object.  At  the  same  time,  he  performs  a public 
service  in  so  doing.  It  may  be  for  his  own  selfish 
interest;  I do  not  say  it  is  not;  but  the  fact  remains 
that  he  is  acting  as  a philanthropist  to  the  country, 
probably  because  he  thinks  it  will  pay  him  to  do  it. 

1217.  Assuming  that  what  you  are  contending  for 
were  to  be  put  into  force,  do  you  agree  there  would  be 


a tremendous  shrinkage  in  the  revenue  from  Income 
Tax? — I think  I should  agree  if  you  leave  out  the 
word  “ tremendous.” 

1318.  You  are  enlarging  on  the  burden  that  it 
imposes,  so  that  it  must  mean  a big  drop  in  Income 
Tax? — It  would  certainly  mean  that  for  the  first 
year,  or  possibly,  a year  or  two.  It  is  my  opinion, 
and  it  is  the  opinion  of  my  Committee,  that  after  a 
year  or  two  the  thing  would  balance  out;  that  is  to 
say,  I think  you  would  relieve  industry  of  a very 
considerable  burden  on  it,  and  it  is  our  opinion  that 
within  a year  or  two  you  would  get  as  much  increased 
revenue  as  to-day  you  are  losing;  but  for  the  first 
year  or  two  I think  it  would  mean  a shrinkage. 

1219.  They  get  that  increased  revenue  in  any  event 
by  reason  of  the  extensions? — I do  not  quite  agree 
there. 

1220.  Assume  there  is  a shrinkage  of  revenue,  would 
you  have  it  made  up  by  imposing  a higher  rate  of  tax 
on  the  balance  of  the  existing  cash,  or  on  what  mem- 
bers of  the  community  are  you  going  to  throw  this 
burden  on  which  you  wish  to  be  relieved  ? — That  ques- 
tion is  very  difficult  to  answer.  In  the  first  place,  we 
should  have  to  ascertain  what  the  amount  of  the 
shrinkage  would  he.  You  have  put  it  as  tremendous; 
personally  I think  that  is  an  exaggeration ; I do  not 
think  the  shrinkage  would  be  so  enormous.  So  far  as 
there  is  a shrinkage,  it  would  obviously  have  to  be 
made  up  by  increasing  the  tax  in  other  forms,  either 
by  increasing  the  Income  Tax  on  the  money  that  is 
paid  out  in  dividends,  or  by  increasing  the  Customs 
and  Excise,  or  by  doing  what  most  members  of  my 
Committee  would  like  to  see  done — putting  a certain 
amount  of  tax  on  imports.  It  would  have  to  be  made 
up  in  some  way;  that  is  agreed;  but  as  to  what  the 
sum  is  that  would  have  to  be  made  up,  I do  not  think 
perhaps  we  are  agreed. 

1221.  As  long  as  somebody  else  pays  it,  your  mem- 
bers do  not  very  much  mind  who  pays? — I think  you 
are  rather  overlooking  the  fact  that  most  business 
men  take  out  dividends  as  well  as  leave  their  money 
in  the  business.  I do  not  think  it  is  a question  of 
us  or  somebody  else.  I think  the  majority  of  busi- 
nesses pay  something  out  in  cash,  and  some  busi- 
nesses, not  all,  keep  something  in.  If  you  will  allow 
me  to  say  so,  I do  not  think  you  can  fairly  go  to 
the  manufacturers  or  any  other  large  body  of  business 
men  and  say : “ You  are  a man  who  kept  your  money 
in  the  business;  you  do  not  pay  it  out  in  dividends. ” 
I think  the  majority  of  manufacturers  do  both,  and 
I think  you  may  take  it  that  it  is  not  every  manu- 
facturer who  leaves  his  money  in,  but  it  is  every 
manufacturer  who  takes  some  of  his  money  out,  or 
else  he  could  not  live.  Therefore  we  are  certainly  not 
suggesting  that  you  should  not  tax  us  hut  that  you 
should  tax  somebody  else;  we  are  suggesting  that 
you  should  tax  one  form  of  our  profits  and  not  another 
form. 

1222.  In  paragraph  8 you  refer  to  the  liquidation 
of  a loss  and  no  relief  in  regard  to  Income  Tax. 
Are  you  aware  that  if  a business  makes  a loss  in  a 
particular  year,  it  is  entitled  to  claim  back  the  tax 
on  that  loss?  Assume  a business  has  had  three  years 
of  profits  and  then  a year  of  loss,  you  are  not  asked 
to  pay  tax  except  on  the  average  in  excess  of  the 
loss? — Not  for  that  year;  that  is  so. 

1223.  Then  your  contention  is  that  losses  should  be 
carried  forward  for  all  time? — Yes,  broadly.  I would 
not  say  that  there  should  not  be  any  time  limit,  but, 
broadly  speaking,  yes. 

1224.  At  present,  with  the  three  years’  limit,  there 
is  no  hardship  for  a period  of  three  years? — Well, 
there  is,  if  you  will  excuse  me.  If  you  take  the  case — 
I will  not  say  such  a case  actually  exists,  but  suppos- 
ing it  does — if  you  take  a case  where  a business 
alternately  makes  an  equal  pirofit  and  an  equal  loss 
every  successive  year,  we  will  say  it  makes  £1,000 
profit  one  year,  and  tbe  next  year  £1,000  loss,  and  the 
next  year  it  makes  £1,000  profit,  and  so  on  inde- 
finitely, that  firm,  after  a long  period  of  years,  we 
will  say  20  years,  is  neither  a penny  better  off  nor 
worse  off  than  when  it  started,  hut  it  will  have  had  to 
pay  a considerable  amount  of  Income  Tax. 
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1225.  I do  not  think  that  is  so,  hut  in  your  para- 
graph 8 you  have  a statement  which  ignores  the 
taxpayer’s  right,  in  a year  of  loss,  to  claim  relief  to 
the  extent  of  that  loss.  You  are  aware  of  that? — 
Yes. 

1226.  In  paragraph  12  you  say,  “ Beyond  all  doubt, 
a great  portion  of  the  Income  Tax  is  passed  on  to 
the  final  consumer  in  the  shape  of  an  addition  to 
prices.”  Will  you  just  say  very  briefly  how  the 
manufacturer  recovers  that  tax  in  the  price  of  his 
goods?  Is  it  put  in  as  an  element  of  cost  when  he 
is  arriving  at  his  price? — It  is  a very  difficult  ques- 
tion to  answer  in  the  abstract. 

1227.  Are  you  a manufacturer? — I am  a manu- 
facturer. 

1228.  When  you  examine  your  own  costs,  is  there 
an  item  in  them  for  Income  Tax? — There  is  not  an 
item  for  Income  Tax  as  such,  but  we  do  certainly  have 
to  allow  more  for  what  are  known  as  overhead  charges 
to-day  than  we  did  before  the  war.  There  is  no 
question  about  it,  overhead  charges  have  gone  up. 
They  have  gone  up  partly  because  not  only  the  work- 
men— the  workmen  do  not,  as  a rule,  come  under  . 
overhead  charges,  they  come  under  direct  charges — 
but  the  supervising  staff,  the  managers,  the  clerks, 
everybody  has  to  have  higher  salaries.  Of  those 
higher  salaries,  a part  is  undoubtedly  caused  by  taxa- 
tion; their  cost  of  living  is  higher.  Nobody  can  live 
on  the  same  income  as  they  lived  on  before  the  war. 

1229.  I suggest  to  you  that  the  overhead  charges  to 
which  you  are  referring  do  not  include  Income  Tax 
as  a specific  item  of  cost? — As  a specific  item,  I agree 
with  you. 

1230.  What  you  do  is  this,  if  I may  put  it.  You 
arrive  at  the  cost  of  the  article  allowing  for  all  the 
incx-eased  ovex-head  charges,  and  you  then  find  this 
pax'tioular  commodity  will  yield  you  a given  rate  of 
profit;  but  Income  Tax  does  not  enter  specifically 
into  the  question? — Not  specifically,  I agree.  Speci- 
fically I doubt  whether  aixy  firm  allows  an  item  in 
its  balance  sheet  for  Income  Tax,  but  in  the  way  of 
increased  overhead  chax’ges,  I have  no  hesitation 
whatever  in  saying  that  it  comes  into  pi’actically 
every  business  calcxxlation. 

1231.  Mrs.  Wootton : You  say  in  paragraph  5 that  - 
you  see  no  particular  advantage  in  paying  off  the 
debt  and  possibly  some  considerable  disadvantage. 
That  is  from  the  point  of  view  of  the  present-day 
business  man?  Would  you,  however,  agree  that  the 
debt  involves  a very  great  burden,  so  long  as  it  is 
there  ? — Undoubtedly. 

1232.  And  that  is,  as  far  as  it  goes,  an  argument 
for  making  an  effort  to  repay? — Yes.  My  point  there 
rather  is  that  at  any  reasonable  rate,  we  will  say 
£30,000,000  to  £40,000,000  a year,  which,  broadly 
speaking,  I sxxppose  is  the  x'ate  to-day,  the  amount  of 
difference  it  will  make  in  the  lifetime  of  any  present- 
day  business  man  is  comparatively  little,  and  is 
little,  I think,  in  comparison  with  the  effort  needed 
to  do  it.  That  is  a rather  important  point. 

1233.  Therefore  if  the  burden  of  repaymexxt  is 
small,  altogether  negligible,  as  long  as  yoxx  keep  it 
to  a comparatively  small  scale  you  can  afford 
repayment  on  that  scale? — Yes,  that  is  what  in  comes 
to,  and  I certainly  think  it  is  the  duty  of  the 
country,  for  the  sake  of  posterity,  to  make  the 
biggest  effort  it  reasonably  can. 

1234.  The  country  is  not  taking  its  duty  very 
seriously,  perhaps.  On  your  view,  it  is  the  duty  of 
the  country  to  make  the  smallest  effort  that  it 
reasonably  can,  from  one  point  of  view? — No;  I think 
it  is  the  duty  of  the  country  to  make  the  biggest 
effort  it  can.  It  is  to  the  immediate  benefit  of  the 
country  to  make  the  smallest  effort,  but  ’t  is  the 
duty  of  the  country  to  make  the  biggest  effort. 

1235.  You  are  suggesting  that  the  country  should 
make  a small  effort,  although  you  desix-e  that  it 
should,  from  the  point  of  view  of  the  future,  make 
a big  effort.  I put  it  to  you  that  £40,000,000  to 
£50,000,000,  which  is  the  figure  of  to-day,  is  not  going 
to  have  an  appreciable  effect  on  the  debt  in  the  life- 
time of  many  of  us? — No,  unfortunately,  not. 


1236.  So  that  it  is  x-eally  not  helping  any  posterity 
that  we  shall  see  ? — Posterity  is  axxother  thing.  The 
present  generation  and  the  next  generation,  and  the 
generation  after  that,  are  not  the  same  thing.  In 
the  lifetime  of  the  adult  business  men  of  to-day  the 
present  rate  of  paying  off  the  debt  will  not  make  a 
very  big  difference,  obviously. 

1237.  You  say  there  is  a duty  of  the  country,  but 
the  way  yoix  pi'opose  to  carry  out  that  duty  will 
help  the  future  of  the  coixntry  after  we  are  all 
dead? — Yes;  it  will  begin  to  help  us  before  we  are 
all  dead. 

1238.  But  not  to  any  very  large  extent? — That  is 
right. 

1239.  As  to  this  burden  of  the  debt,  you  represent 
manufacturers,  and  I want  to  ask  you  whether  you 
think  that  the  debt  is  a serious  factor  in  present-day 

-unemployment.  Supposing  that  the  debt  were  re- 
moved, not  by  any  special  means,  but  supposing  some 
beneficent  power  came  and  paid  off  the  debt  for  us, 
do  you  think  that  would  stimulate  employment? — 
Undoubtedly. 

1240.  So  that  you  would  include  the  burden  of 
debt  among  the  causes  as  far  as  our  present-day 
unemployment  is  concerned? — Yes,  most  decidedly. 
The  main  cause  of  the  present  unemployment,  I am 
convinced,  is  high  prices.  There  is  any  amount  of 
work  xxeeded  in  the  country.  You  can  go  down  any 
middle-class  street  you  like  to  find  axxd  knock  at  every 
door  and  ask  the  lady  of  the  house  whether  there  is 
not  something  she  wants,  a new  carpet  or  a new  arm- 
chair, or  new  crockery,  or  something,  and  three  times 
out  of  four  she  will  tell  you,  yes,  but  she  cannot 
afford  to  buy  it.  Unemployment  is  not  due  to  want 
of  demand;  it  is  due  to  high  prices  to  the  general 
public,  and  I mean  by  that  the  whole  world,  not  only 
this  country — high  prices  which  the  market  cannot 
afford  to  pay. 

1241.  Then  you  take  the  further  step  that  high 
prices  are  connected  with  the  debt? — Partly;  I will 
not  say  wholly,  but  partly. 

1242.  But  you  would  agree,  would  you  not,  that  the 
debt  is  a serious  factor,  shall  I say  an  appreciable 
factor,  in  causing  the  present  unemployment? — I 
think  so,  undoubtedly. 

1243.  All  those  considerations  rather  suggest  that 
if  we  can  do  something  towards  inpayment,  it  is  a 
very  beneficial  thing? — I think  that  may  be  granted. 

1244.  We  had  a witness  here  yesterday  from  whose 
evidence  it  appeared  that  there  might  be  a distinc- 
tion between  the  payment  of  intex-est  on  the  debt 
and  the  repayment  of  the  debt  itself,  in  so  far  .as 
money  required  for  both  those  purposes  is  raised  by 
taxation  but  is  used  differently  in  the  two  cases. 
Let  me  consider  them  separately.  If  money  is  raised 
by  taxation  to  meet  interest  on  a debt,  that  money 
comes  to  the  debt-holder  as  income;  probably  he  is  in 
the  habit  of  saving  part  of  it,  px-obablv  he  spends 
part  of  it.  The  money  is  taken  from  the  taxpayer 
who,  if  he  had  not  been  so  heavily  taxed,  might, 
and  px-etty  certainly  would,  have  saved  some  of  it. 
There  is  a transference  as  to  the  xxatux-e  of  which  we 
cannot  be  quite  clear.  That  may  be  disadvantageous 
to  national  savings,  or  it  may  not.  When  it  comes 
to  the  repayment  of  debt,  the  amounts  which  are 
taken  from  the  taxpayer  are  exactly  the  same,  but 
when  they  are  handed  over  to  the  debt-holder,  they 
come  to  him  as  a capital  payment,  and  if  he  is  an 
ordinary  person,  he  probably  seeks  another  invest- 
ment. I put  it  to  you  that  from  that  point  of  view 
the  taxation  involved  in  repaying  the  debt  is  less 
burdensome,  less  injurious  to  the  increase  of  national 
capital,  than  the  taxation  involved  in  paying  in- 
terest on  the  debt.  Would  you  agree  with  that? — 
I think  in  the  main  I do.  It  is  one  of  those  very 
broad  questions  which  it  is  difficult  to  answer  too 
minutely.  For  example,  the  man  who  gets  interest 
on  the  debt  may  have  surplus  money  and  reinvest 
it;  but  broadly,  I think  you  are  eori’ect.  To  take  an 
individual  case,  I think  a man  who  buys  a house  and 
pays  a small  deposit  down,  and,  to  put  it  colloqui- 
ally, pays  the  remainder  as  rent,  and  who  feels  that 
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every  year  he  is  paying  something  to  his  landlord  but 
the  property  is  becoming  his,  has  a more  satisfactory 
feeling  than  the  man  who  goes  on  paying  rent  year 
after  year  and  the  house  is  no  more  his  than  it  was 
when  he  started ; and  I think  what  applies  to  the 
individual  applies  to  the  nation.  To  strip  ourselves 
as  far  as  we  can  in  the  way  of  taxation  and  to  pay 
out  money  and  to  feel  that  we  are  paying  off  the 
capital,  is,  I think,  a more  satisfactory  state  of 
affairs  than  if  we  are  merely  paying  interest  on  it. 
Broadly,  I do  not  think  that  theory  can  be  chal- 
lenged. 

1245.  That  gives  us  some  little  encouragement  or 
consolation  perhaps  in  our  efforts  to  repay  the  debt? 
— We  want  a little. 

1246.  Chairman:  Have  you  really  followed  the 

question  that  Mrs.  Wootton  put  to  you? — I think  I 
have.  It  is  one  of  those  broad  questions  that  are 
very  difficult  to  answer  except  on  broad  lines,  and  I 
think  I quite  take  that  in. 

1247.  Mrs.  WooUon:  I suggest  to  you  it  may  be  a 
point  of  some  importance,  because  I think  you  would 
agree  that  the  normal  person  who  has  a debt  repaid 
does  not  spend  the  money? — Of  course  you  must 
remember  that  you  are  dealing  largely  with  a trans- 
ference of  capital,  after  all.  You  take  so  many 
thousand  pounds  from  A and  pay  it  to  B.  B may 
have  the  money  to  invest,  but  A has  no  longer  got  it. 
You  are  simply  transferring  the  money,  provided  that 
A and  B are  both  residents  of  this  country. 

1248.  Professor  Hall:  Is  not  the  point  rather  that 
you  are  transferring  from  income  to  capital : taking 
from  income  by  taxation  to  repay  a debt  holder  who 
is  going  to  use  that  as  capital? — Of  course  that  de- 
pends how  you  take  it.  As  I remark  in  this  precis, 
if  you  take  fit  in  the  way  of  Death  Duties,  you  are 
essentially  taking  it  from  capital  to  pay  capital;  -f 
you  are  talcing  it  out  of  Income  Tax,  you  are  taking 
it  from  income  to  pay  capital.  That  is  why  I rather 
suggested  here  that  if  you  are  going  to  levy  anything 
in  the  way  of  Death  Duties,  which  is  essentially  a 
capital  levy,  money  levied  in  that  way  should  be 
devoted  either  to  reduction  of  capital  debt  or  to 
some  revenue  producing  purpose. 

1249.  Mrs.  Wootton : Let  me  put  the  point  once 
more.  You  take  it  from  A and  give  it  to  B.  We 
do  not  know  what  A would  have  done  but  he  would 
probably  have  saved  some  of  it.  If  you  give  it  to  B 
as  interest  on  the  debt  he  probably  spends  some  of  it; 
if  you  give  it  to  B as  paying  off  the  debt  he  is  almost 
certain  not  to  spend  it.  Therefore  the  injury  in 
giving  it  to  B to  repay  the  debt  is  less  than  the 
injury  in  giving  it  to  B as  interest? — Unfortunately 
you  are  up  against  the  fact  that  you  have  to  give 
it  to  B anyhow.  If  you  give  him  something  in  the 
way  of  paying  off  capital,  it  is  ultimately  for  the 
good  of  the  country,  but  the  two  things  are  in 
different  categories.  You  can  pay  back  the  capital 
as  fast  as  you  can  or  as  fast  as  you  think  fit  to  do 
so,  but  you  have  to  pay  the  interest.  You  come  again 
to  the  allegory  of  the  man  with  the  house.  He  has 
to  pay  rent  for  it;  if  he  can  afford  more  than  that 
to  buy  the  house,  so  much  the  better  for  himself. 

1250.  The  quicker  you  pay  off  the  capital  the  less 
time  you  have  to  pay  interest? — Certainly. 

1251.  That  may  be  a reason  for  taking  a more 
rapid  rate  of  repayment  than  one  otherwise  might? 
— Agreed.  If  we  could  pay  off  the  debt  at  such  a 
rate  thaf  20  years  would  see  the  end  of  it,  I think 
everybody  would  say  it  would  be  joyful;  but  I am 
afraid  we  cannot. 

1252.  The  other  question  I want  to  ask  you  arises 
on  paragraph  12  of  your  evidence  on  Income  Tax 
and  prices.  You  take,  if  I may  say  so,  rather  an 
extreme  view  there.  You  say  that  the  difference 
between  direct  and  indirect  taxation  hardly  exists  in 
actual  fact,  and  you  go  on  to  point  out  that  the 
burden  becomes  automatically  distributed  by  a law 
of  political  economy  that  defies  all  Acts  of  Parliament. 
I do  not  yet  feel  quite  clear  as  to  how  you  think  the 


Income  Tax  gets  into  prices.  Can  you  tell  us  more 
about  that  ? — I have  already  in  a sense  tried  to  answer 
it,  but  it  is  very  difficult  to  do  so  except  by  writing 
a complete  thesis  on  the  subject;  but  I think  it  must 
be  taken  for  granted  that  everybody  concerned,  if 
their  revenue  is  depleted  by  Income  Tax  or  any  other 
reason,  tries  to  get  more  to  make  it  up.  Shareholders 
to-day  expect  to  get  more  for  their  money  than  they 
did  before  the  War,  as  I pointed  out  just  now.  If 
you  try  to  get  money  by  debentures  or  anything  else 
you  have  to  pay  a higher  rate  of  interest  for  it.  I 
have  no  doubt  that  is  largely  because  the  cause  and 
effect  have  acted  and  re-acted.  If  I may  refer  to  a 
political  matter  for  a moment,  we  all  remember  the 
famous  Budget  of  1909,  that  was  going  to  put  all 
the  burdens  on  the  broadest  shoulders.  I was  one  of 
those  who  said  that  will  simply  react  on  prices,  which 
will  go  up  everywhere.  Well,  it  did.  We  are  rather 
inclined  to  assume  that  the  high  rate  of  living  was 
absolutely  caused  by  the  War.  In  the  main  it  was, 
but  if  you  study  industrial  conditions  between  1909 
and  1914  there  had  been  a gradual  all-round  rise  of 
prices.  I am  giving  this,  I may  say,  more  or  less  as 
my  personal  opinion,  not  necessarily  as  the  unanimous 
opinion  of  my  Committee;  but  my  own  opinion  is 
very  strongly  that  however  you  levy  taxation,  in  the 
end  it  gets  levelled  round  by  a law  of  political  economy 
which,  as  I said,  I do  not  think  Acts  of  Parliament 
or  any  other  Act  can  permanently  alter.  They  may 
alter  it  for  a year  or  two,  and  they  may  alter  it  with 
regard  to  any  special  commodity.  At  present  our 
legislators  are  endeavouring  by  Acts  of  Parliament 
to  affect  the  price  of  houses.  Well,  in  one  particular 
thing  I grant  you  they  can  do  it,  at  any  rate  for  a 
space  of  time;  but  in  the  long  run  and  on  broad  lines 
applied  to  every  branch  of  industry  I am  quite 
satisfied  that  things  level  up.  However  you  levy 
taxation,  direct  or  indirect,  in  the  course  of  years  I 
am  convinced  it  re-adjusts  itself. 

1253.  It  may  be  said  that  is  a very  revolutionary 
doctrine.  I do  not  know  whether  you  are  aware  that 
it  is  also  a doctrine  commonly  put  forward  by  the 
rather  more  advanced  Socialists,  namely,  that  all 
taxation  eventually  gets  shifted  and  comes  out  of 
the  pocket  of  the  working  class  somewhere? — Yes,  I 
think  they  are  quite  right  in  that  particular  point. 

1254.  I want  to  put  to  you  that,  if  that  is  so,  it 
makes  the  burden  of  the  debt  a very  serious  tiling, 
because  it  means  that  the  ordinary  consumer  is  bear- 
ing that  burden  largely  in  proportion  to  his  con- 
sumption, and  that,  you  would  agree,  is  not  a parti- 
cularly equitable  method  of  spreading  the  burden? — 
I made  the  remark  early  at  this  meeting,  and  I had 
in  mind  that  very  point,  that  the  burden  of  the  debt 
had  to  be  borne  by  every  man,  woman  and  child  in 
this  country;  I do  not  say  in  equal  degrees,  but  it 
has  to  be  shared  by  every  unit  of  the  population, 
rich  or  poor,  in  some  degree  or  other. 

1255.  Mr.  Lees-Smith:  Upon  this  question  of  the 
taxation  of  the  profits  of  a business,  I want  you  for 
a moment  to  consider  the  position  of  a professional 
man.  Take  the  case  of  two  professional  men  earning 
£1,200  a year  each;  one  of  them  spends  his  £1,200 
and  the  other  spends  £800  and  uses  the  remaining 
£400  in  capital  investment  with  all  those  beneficent 
results  to  the  community  that  you  have  been  explain- 
ing to  us.  Will  not  that  man  who  spends  his  £400 
on  capital  investment  be  helping  industry  in  just  the 
same  way  and  to  just  the  same  extent  as  if  you  put 
£400  from  the  profits  of  your  business  back  into  your 
own  business?  Will  not  his  £400  increase  the  capital 
of  the  community  as  a whole  just  as  your  £400  does  ? 
— Yes,  in  a sense  it  will.  It  is  one  of  those  questions 
that  make  us  realise  that  you  cannot  legislate  for 
every  individual  in  the  country,  but  at  the  same  time 
there  is  the  difference  that  he  has  had  the  revenue  in 
cash.  That,  I think,  is  the  broad  distinction  that 
wants  bearing  in  mind.  I think  if  you  go  into  the 
question  of  what  a man  does  with  money  he  has  got, 
you  will  be  entering  into  all  kinds  of  questions.  You 
are  dealing  with  a man  who  has  handled  the  money 
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in  cash ; to  my  mind  that  is  a very  different  matter 
from  the  firm,  or  board  of  directors  if  yon  like,  who 
say  with  the  consent  of  the  shareholders:  “ We  will 
never  give  them  this  in  cash  at  all;  we  will  keep  it 
in  to  develop  the  business  and  find  more  employ- 
ment.” I think  there  is  a very  solid  distinction 
there. 

1256.  And  yet  in  the  case  of  the  professional  man 

who  invests  £400,  in  fact,  he  can  claim  to  have  per- 
formed as  great  a service  to  the  community  as  is 
performed  when  it  is  put  hack  into  a private 
business? — If  you  go  into  what  this  man  does  with 
his  money 

1257.  I would  like  an  answer.  Is  your  view  that  he 
can  at  any  rate  equally  claim  that  and  justly  ? — Yes. 

I think  there  are  thousands  of  men  in  the  country 
who  could  claim  a rebate  on  the  score  that  they  are 
doing  something  useful  with  their  money. 

1258.  Is  not  this  really  the  difficulty  of  your  pro- 
posal: you  are  proposing  to  give  to  a special  small 
class  of  the  community,  represented  by  your  own 
Committee,  a concession  which  can  equally  justly  he 
claimed  hv  everybody  who  saves  part  of  his  income 
and  invests  it  for  capital  purposes,  and  when  once 
that  follows  you  arrive  at  what  you  yourself  say  is  an 
impossible  position.  Is  it  not  the  fact  that  your  pro- 
posal cannot  he  carried  out  without  leading  the 
Revenue  authorities  into  an  impossible  position,  and 
therefore  you  are  continually  led  to  explain  how  you 
are  to  have  a certain  concession  which  other  people 
can  equally  justly  claim,  hut  which  you  are  not  will- 
ing to  extend  to  them? — No.  I do  not  agree,  and 
the  Committee  does  not  agree  to  that,  because  in 
the  one  case  you  are  dealing  with  a body  of  men  who 
never  touch  the  money.  The  point  I want  to  bring 
home  is  that  revenue  should  not  he  taxed  until  it  is 
revenue ; that  is  the  broad  line. 

1259.  Sir  Arthur  Balfour:  Until  it  is  profit?— 

Until  it  is  profit  in  cash — until  it  is  revenue. 

1260.  Mr.  Lees-Smith  : I should  like  to  follow  up 
this  point  made  by  Mrs.  Wootton  with  regal'd  to  the 
payment  of  the  Sinking  Eund  on  the  National 
Debt.  If  you  impose,  we  will  say,  Income  Tax  and 
use  the  proceeds  of  that  Income  Tax  .to  repay  a 
portion  of  the  National  Debt,  the  point  Mrs.  Wootton 
put  was  that  the  money  that  , you  obtain'  from  your 
Income  Tax  does  not  all  come  from,  capital  payment, 
hut  it  comes  from  what  would  otherwise  he  spent 
in  ordinary  comforts  and  ordinary  expenditure. 
Partly  it  may  come  from  capital,  hut  partly  it  comes 
from -ordinary  expenditure.  If  the  money  so  obtained 
is  used  to  repay  debt,  the  whole  of  it  is  used  for 
capital  purposes.  Those  whose  debt  is  repaid  will 
take  that  money  and  will  use  it  for  other  capital 
investments,  and  so  in  this  way  you  are  able  to 
obtain  a certain  sum  of  money  which  comes  from 
the  diminution  of  expenditure  and  use  it  to  add  to 
the  sum  total  of  capital? — Yes,  I think  that  is 
agreed;  I think  that  certainly  is  so.  The  point  I. 
tried  to  make  clear  to  Mrs.  Wootton  is,  that  you 
have  to  pay  the  interest  on  the  debt  anyhow.  Any- 
thing you  pay  off  for  capital  has  to  he  additional. 
If  we  can  afford  anything  from  our  revenue  to  pay 
off  capital,  so  far  as  that  actuates,  it  is  undoubtedly 
freeing  the  country  from  a very  serious  incubus. 
Unfortunately  the  capital  amount  of  the  debt  is  so 
colossal  that  the  amount  we  can  possibly  spare  with- 
out hopelessly  crippling  enterprise  is  so  comparatively 
little;  that  is  the  trouble.  I think  we  all  wish  it  was 
bigger. 

1261.  You  see,  your  expressing  that  view  on  behalf 
of  the  National  Union  of  Manufacturers  gives  it 
special  importance,  as  the  discussion  will  show. — It 
seems  to  me  .an  axiom  that  cannot  be  disputed  that 
if  you  can  afford  to  pay  off  your  capital  debt  out  of 
revenue  so  much  the  better.  I do  not  think  anybody 
can  disagree  with  that  theory. 

1262.  You  yourself  in  your  earlier  evidence  have 
emphasised  as  the  chief  feature  of  your  evidence 
that  anything  we  can  do  to  divert  money  from 


expenditure  to  capital  investment  should  he 
encouraged  by  Revenue  and  by  this  Committee? — 
Yes,  I think  so;  I think  that  is  quite  correct. 

1263.  Mr.  Bell:  I want  to  ask  one  or  two  ques- 

tions about  the  taxation  of  profits  which  are  not  used 
in  dividends:  do  you  apply  that  principle  to  all 

joint  stock  companies? — I think  I would. 

1264.  To  insurance  companies? — I think  so.  1 
will  not  say  you  could  not  find  possible  cases,  but 
broadly  speaking  I think  so.  I do  not  think  I have 
any  exceptions  in  my  mind. 

1265.  Investment  companies;  investment  trusts? 
— I think  so.  I think  it  is  a sound  policy. 

1266.  Then  those  large  accumulations  which  those 
three  entities  very  rightly  and  properly  make  in  the 
way  of  reserves,  which  are  now  taxed,  would  escape 
taxation  altogether  ? — You  are  coming  on  to  another 
matter  now. 

1267.  Ob,  no. — Excuse  me,  in  a great  many  of 
those  concerns  you  are  speaking  about  these  profits 
exist  purely  In  cash. 

1268.  No;  that  is  just  what  they  do  not  exist  in; 
they  exist  in  writing  down  buildings  very  largely, 
and  they  exist  in  certain  allocations  for  possible 
losses  in  the  future,  and  in  various  ways  which  are 
not  cash.  The  fact  that  a thing  is  cash  is  really,  if 
one  may  say  so,  a confusion  in  your  mind.  A thing 
that  is  cash  in  your  mind  in  my  mind  may  he  a 
building.  The  word  “cash”  means  nothing  to  me. 
The  mere  fact  that  it  is  a Treasury  note  which  I can 
pick  up  and  put  in  my  pocket  makes  no  difference 
to  me.  In  liquidity  for  payment  out,  of  course  it 
would. — Exactly;  it  is  the  liquidity  of  the  thing  ,ve 
have  got  in  our  minds. 

1269.  If  I have  a cargo  of  tea  worth  £10,000,  do 
you  mean  to  say  that  really  there  is  a distinction 
between  cash  and  the  cargo  of  tea  which  I can  turn 
into  cash  next  week  for  £10,000? — Yes,  I think  so. 
I think  there  is  all  the  difference  between  a cargo 
of  tea  that  you  can  convert  into  cash  or  may  get 
shipwrecked  before  you  can  do  so,  and  that  same  item 
when  you  have  converted  it  into  cash. 

1270.  In  practical  business  we  do  not  regard  the 
difference  between  a cargo  of  tea  which  we  have  con- 
tracted to  sell  next  week  and  £10,000  as  a difference 
in  kind? — Well,  I do  not  like  to  contradict  you,  hut 
I should  have  said  that  the  average  business  man 
regards  liquid  capital  that  he  can  put  into  anything 
he  likes — he  can  put  it  into  tea,  he  can  put  it  into 
cocoa  or  anything  else  he  likes — in  a totally  different 
category  from  a cargo  of  tea  which  he  cannot  do 
anything  with  until  he  lias  sold  it. 

1271.  Then  the  Revenue  is  to  look  upon  these  two 

things  as  two  different  things.  Although  the  tea 
to-day  is  sold  next  week  for  £10,000  and  the  cash  in 
the  hank  is  £10,000,  the  Revenue  is  to  look  upon 
them  as  two  different  things  ? — No,  I do  not  say 
that.  I say,  from  the  point  of  view  of  the  business 
man,  they  are  two  different  things.  The  essential 
difference  that,  I think,  wants  to  he  borne  in  mind 
is  this:  are  those  assets  left  in  the  nebulous  thing, 
the  joint  stock  company,  or  distributed  personally 
to  the  shareholders?  To  my  mind  the  essential 
difference  is  there  between  the  individual  share- 
holder getting  the  money 

1272.  I quite  follow  your  point,  hut  do  you  mean 
to  say  that  Somerset  House  would  regard  the  cargo 
of  tea  as  left  in  hut  the  £10,000  cash  not? — No,  not 
from  that  point  of  view. 

1273.  How  would  Somerset  House  make  the  distinc- 
tion?— I do  not  think  the  distinction  is  there.  My 
point  is,  that  if  you  have  a number  of  shareholders 
to  meet  next  week,  if  you  have  that  £10,000  in  cash, 
you  can  distribute  it  to  them  in  dividends;  if  the 
£10,000  is  in  a cargo  of  tea  you  cannot;  you  have  to 
sell  the  tea  first. 

1274.  I am  talking  of  Somerset  House  for  the 
moment;  how  are  they  to  distinguish? — I want  them 
to  distinguish  between  paying  that  money  out  in 
dividends  and  keeping  it  in,  no  matter  in  what  form 
it  is  kept  'in, 
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1276-  You  said  there  was  no  distinction  at  all;  it 
was  a question  of  the  cash? — No;  you  misunderstood 
me — not  from  the  point  of  view  of  Somerset  House. 

1276.  If  we  have  misunderstood  one  another  we  get 
back  to  the  original  question  : that  you  are  going  to 
allow  banks  and  insurance  companies  and  trust  com- 
panies to  make  large  profits,  but  because  they  do  not 
distribute  them  but  put  them  into  reserve  they  are 
not  to  pay  Income  Tax  on  them;  do  you  really  mean 
that? — Yes,  I think  so. 

1277.  Very  well.  I want  to  come  back  to  a ques- 
tion that  has  already  been  put  to  you,  and  that  is, 
how  is  the  revenue  to  be  made  up?  The  bank  with 
which  I am.  connected  has  to  pay  a very  large  sum 
in  Income  Tax  upon  that  amount  which  we  keep 
back;  how  is  that  to  be  made  up? — I am  not  a banker, 
but  you  do  not  keep  on  doing  that  year  after  year 
at  a very  rapid  rate. 

1278.  Yes,  at  a very  large  rate;  that  is  our  prac- 
tice and  always  has  been,  and  always  will  be,  I hope. 
How  is  that  to  be  made  up  by  other  people? — I have 
tried  to  answer  that  already.  My  view  certainly  is 
that  after  the  first  year  or  two  'it  will  liquidate  itself. 
Up  to  that  time  it  has  got  to  be  made  up,  of  course, 
by  increased  taxation  on  something  else,  but  I think 
that  you  are  a little  overstating  the  case.  Of  course, 
we  all  know  when  you  speak  about  a bank  that  the 
assets  of  banks  are  very  big,  but,  broadly  speaking, 
there  are  only  five  big  banks ; there  are  not  a million 
of  them.  I am  not  inclined  to  think  that  the  amount 
involved  would  be  so  tremendously  colossal  as  one  or 
two  members  of  this  Committee  seem  to  think,  but 
it  would  certainly  have  to  be  made  up  by  an  increased 
tax  on  something  else. 

1279.  Mr.  Bowen : In  paragraph  4 you  point  out 
that  an  investor  naturally  considers  two  things,  first 
the  safety  of  his  investment,  and  secondly  the  net 
revenue  that  he  can  obtain.  How  does  that  square 
with  your  idea  of  philanthropy  in  business? — My 
idea  of  philanthropy  in  business?  I do  not  quite  see 
the  point  of  your  question  at  the  present  moment. 

1280.  My  point  is  this : that  you  have  said  a good 
deal  about  philanthropy  in  business  and  the  philan- 
thropic desire  of  manufacturers  and  other  people  to 
do  the  best  they  can  in  the  interests  of  the  country, 
yet  in  paragraph  4 you  seem  to  suggest  to-  my  mind 
that  what  they  are  really  concerned  about  is  the 
safety  of  their  investment  and  the  net  revenue  they 
obtain? — I do  not  think  I ever  talked  about  philan- 
thropy in  business  for  its  own  sake.  I think  I made 
it  quite  clear  that  if  a man  leaves  money  in  his 
business  he  is  doing  so  because  he  thinks  it  will  pay 
him.  It  does  not  affect  tile  point  that  if  he  leaves 
it  in  the  business  he  is  performing  a service  to  the 
country,  but  I think  it  would  be  nonsense  to  suggest 
that  in  99  per  cent,  of  the  cases  it  is  being  done  for 
philanthropy. 

1281.  In  that  case  we  need  not  be  very  much  con- 
cerned about  the  man’s  service  to  the  country.  If 
he  becomes  a unit  of  citizenship  and  he  is  performing 
a service  to  himself  by  obtaining  what  he  can  from 
industry  and  production,  need  we  be  very  much  con- 
cerned whether  he  puts  his  money  back  in  industry  or 
expends  it  in  some  other  way  which  might  mean  the 
purchase  of  manufactures  and  the  creation  of  employ- 
ment in  other  directions  ? — I am  not  suggesting  for  a 
moment  that  he  should  be  considered,  because  he  is 
deliberately  being  unselfish.  I am  suggesting  that 
he  is  making  such  a use  of  his  money  that  he  is 
immediately  benefiting  the  country  and  not  himself 
and  while  he  is  doing  so  my  point  is,  leave  his  money 
alone.  He  may  be  benefiting  himself  in  10  years’ 
time,  and  when  he  is,  tax  him.  I am  not  making 
any  case  on  sentimental  grounds,  because  I think  one 
man  is  deliberately  a philanthropist,  but  at  the  same 
time  he  is,  pro  tem.,  not  using  his  money  for  himself, 
but  leaving  it  to  develop  the  business  of  the  country . 
I say,  while  he  is  doing  that  leave  it  alone,  because 
it  is  going  to  bring  in  far  more  revenue  to  the 
country  by  that  means  than  if  you  tax  it  now. 

1282*.  Do  you  include  in  that  category  people  who 
would  not  invest  their  money  unless  they  are  quite 
sure  that  they  have  a safe  security  of  nothing  less 


than  7 per  cent.,  8 per  cent,  or  10  per  cent.? — I think 
again  you  are  rather  getting  away  from  the  point, 
because  the  man  you  are  speaking  about  has  first  of 
all  had  that  money  out  personally.  I am  speaking 
about  the  firm  that  leaves  that  money  in,  that  delibe- 
rately decides  to  spend  half  its  profits  on  putting 
down  additional  machinery.  That  is  not  the  same 
thing  as  going  to  an  outside  man  and  saying:  “ Now 
lend  me  money  at  7 per  cent.” 

1283.  No,  I see  the  distinction  mad©  there? — There 
is  a big  distinction  there. 

1284.  There  is  very  little  distinction  in  my  own 

mind;  however,  I will  not  press  that  on  you.  The 
point  I want  to  get  at  is  this : the  man  who  puts 

his  money  back  into  industry  does  not  do  so  primarily 
for  the  benefit  of  the  country  or  primarily  in  the 
interests  of  anybody  else  but  himself? — I think  that 
is  right. 

1285.  He  would  not  do  so  unless  he  felt  he  was 
going  to  do  something  of  advantage  to  himself ; I 
think  you  admit  that? — I think  so. 

1286.  That  being  the  case,  I cannot  see.  that  you 
have  established  the  point  that  such . a man  should  be 
relieved  from  taxation,  and  I should  be  glad  if  you 
could  add  to  what  you  have  already  said? — I am  not 
putting  that  in  the  very  least  from  the  point  of 
view  of  any  consideration  of  the  man;  I am  putting 
it  purely  from  the  point  of  view  of  the  good  of  the 
country;  that  while  that  money  is  being  used  for  the 
development  of  the  country  and  the  man  is  not  touch- 
ing it,  for  the  sake  of  the  country  it.  should  be  left 
alone.  You  must  remember  that  apart  from  anything 
else  you  cannot  entirely  assume  it  is  being  done  volun- 
tarily. There  are  many  firms — my  own  was  unfortu- 
nately one  of  them — who  three  years  ago  were 
making  goods  in  the  ordinary  way  of  business,  not 
making  undue  stocks,  but  the  slump  came 
along  rather  suddenly  and  we  were  left  with 
stocks  on  our  hands  that  we  had  not  anti- 
cipated. It  was  bad  enough  to  find  at  tht 
end  of  the  year  that  we  had  a great  deal  of  stock  that 
we  should  not  have  had  because  the  slump  had 
occurred,  but  it  was  a very  great  drain  to  have  to 
pay  Income  Tax  on  it  as  well. 

1287.  You  told  us  about  the  losses  of  1920  to  1922; 
will  you  tell  us  something  of  the  profits  of  1918  to 
1920? — I mentioned  the  losses  because  I think  there 
is  a strong  case  for  a firm,  while  it  is  liquidating  its 
losses,  being  able  to  liquidate  those  losses  without 
paying  Income  Tax.  I do  not  think  anybody  suggests 
that  those  firms  that  made  big  profits  should  not  pay 
a heavy  Income  Tax  and  in  individual  cases  Super- 
tax. I am  not  querying  that.  What  do  you  want 
me  to  say  about  profits?  When  a firm  makes  big 
profits  and  pays  those  profits  out  in  cash,  I do  not 
think  you  will  find  anybody  who  will  suggest  that 
the  shareholders  should  not  be  taxed. 

1288.  I see,  you  agree? — I agree;  when  they  have 
the  income  out,  tax  them. 

1289.  On  paragraph  5 a question  has  been  put  to 
you  in  two  or  three  different  forms,  but  I would  like 
just  to  put  it  to  you  in  my  own  way.  You,  like  other 
witnesses  we  have  had,  have  talked  about  the  pro- 
vision for  children  and  how  difficult  it  is  for  a man 
to  meet  heavy  taxation  and  to  make  that  same  pro- 
vision for  children  which  every  beneficient  parent 
should  endeavour  to  make.  I want  to  put  it  to  you 
that  your  suggestion  here  is  that  we  make  little  or 
no  effort  to  pay  off  National  Debt,  but  that  we  trans- 
fer the  burden  of  the  debt  of  our  own  creation  to  a 
very  large  extent  to  posterity.  I would  like  you  to 
tell  us  whether  it  is  of  real  advantage  to  transfer 
certain  assets  to  posterity,  but  with  larger  liabilities 
which  will  outweigh  any  advantage  which  those  assets 
will  give? — In  the  first  place  I do  not  think  you  have 
quite  taken  me  correctly.  Here  are  my  very  words  : “ 1 
take  the  view  that  as  a nation  we  owe  it  to  posterity 
to  make  all  the  provision  we  reasonably  can  to  lighten 
the  burden  of  debt  that  they  will  have  to  bear,  and 
therefore  I urge  that  regular  and  steady  efforts  be 
made  to  extinguish  the  debt.”  I go  on  to  say  I am 
afraid  it  is  a fact  that,  burdened  as  the  country  is 
just  now,  there  is  a limit  to  what  can  be  done,  but 
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1 certainly  think  we  do  owe  it  to  our  children  and  to 
our  grandchildren  to  do  wliat  we  reasonably  can.  If 
the  time  comes  when  the  industrial  condition  of  the 
country  gets  appreciably  better,  I hope  that  reduc- 
tion will  go  on  faster,  but  I think  it  would  be  « 
dangerous  policy  to  arm  every  future  Chancellor  of 
the  Exchequer  with  a right  to  say:  “ We  have  had 
a bad  year;  therefore  we  will  pay  nothing  off  the 
debt.”  I think  that  would  be  a dangerous  policy, 
therefore  I think  the  payment  off  ought  to  be 
regular  whether  we  can  afford  it  or  whether  we 
cannot,  but  that  does  not  mean  to  say  if  m 10  or  20 
years  time  we  can  afford  to  increase  that  rate  we 
should  not  do  it. 

1290.  You  have  told  us  this  morning  that  the 
amount  you  suggest,  £50,000,000  a year,  would  hardly 
be  felt  during  our  present  lifetime.  If  that  is  the 
case  what  real  effort  are  we  going  to  make  to  clear 
off  the  debt  for  posterity? — You  do  not  take  the 
view  surely  that  because  it  is  not  particularly  felt 
in  our  lifetime  it  should  not  be  done.  I am  talking 
about  business  men  of  to-day,  the  man  we  will  say 
between  40  and  50;  how  many  years  of  business  has 
he  got  in  front  of  him  in  the  ordinary  way — say 
20  years?  That  is  a comparatively  short  period. 
What  we  are  doing  now  will  not  have  a tremendous 
effect  in  the  lifetime  of  the  present  day  business  man, 
but  then  his  son  will  he  in  business  for  another  20 
or  30  years.  1 think  we  usually  reckon  three 
generations  to  a century.  In  a century’s  time  we 
shall  have  our  present  great  grandchildren  of  die  ago 
we  are  at  present. 

1291.  If  the  present  day  business  man  and  other 
people  who  form  the  community  have  become 
responsible  for  the  creation  of  debt,  do  you  agree 
with  me  that  it  is  their  responsibility  to  see  to  the 
clearing  of  the  debt  of  their  own  creation? — In  part, 
yes. 

1292.  And  not  passed  on  to  our  children  and  great 
grandchildren  in  the  same  way  as  there  has  been 
passed  on  to  us  the  cost  of  the  Napoleonic  Wars,  for 
example? — In  part,  I think,  certainly.  I think  the 
only  possible  difference  of  opinion  is  what  the  parts 
should  be.  I think,  as  reasonable  business  men, 
whatever  our  ideas  are  on  various  subjects,  we  must 
agree  that  there  is  a limit  to  what  can  be  raised.  If 
we  are  going  to  spend  so  many  millions  on  housing, 
obviously  we  shall  have  less  millions  to  spend  on 
something  else.  I think  it  is  a matter  of  how  far 
we  can  reasonably  go.  If  we  like  to  take  the  view 
that  every  man,  woman  and  child  in  this  country 
lias  to  live  in  semi-starvation  for  the  next  50  years 
to  pay  off  the  whole  burden  of  debt,  I quite  see  the 
point  of  view,  but  I do  not  think  many  of  us  would 
agree  with  it.  I think  we  must  do  what  we  can  to 
secure  reasonable  comfort  for  the  present-day  popu- 
lation as  well  as  bear  posterity  in  mind.  I think  it 
is  entirely  a question  of  how  much  we  can  reasonably 
do  in  this  generation  without  unduly  burdening  the 
community  and  making  living  almost  impossible. 

1293.  Mr.  Lees-Smith  : Might  I ask  this  question  : 
have  you  formed  any  idea  in  what  period  the  debt 
ought  to  be  paid  off?  Here  you  say  it  should  not 
be  paid  off  in  20  years,  in  the  lifetime  of  the  present 
business  man,  but  do  you  think  it  should  be  paid 
off  within  50  years  or  60  years? — I would  like  to  say, 
yes,  it  ought  to  be  paid  off  in  50  years,  but  as  a 
business  man  with,  may  I say,  some  common-sense,  L 
fail  to  see  how  it  can  be  done. 

1294.  One  hundred  years? — Or  even  100  years.  At 
the  beginning  of  this  War  in  1914  we  had  not  paid 
off  the  debt  we  incurred  during  the  Napoleonic 
Wars.  Possibly  we  ought  to  have  done  it,  but  we 
had  not  done  it. 

1295.  Y'ou  think  that  was  a good  precedent? — 
No,  I do  not,  but  my  point  is  that  during  the  inter- 
vening century  we  had  not  succeeded  in  paying  off 
those  few  hundred  millions,  and  I fear  that  in  the 
next  century  we  cannot  liquidate  this  much  larger 
amount.  I wish  we  could. 

1296.  Mr.  Bowen : In  paragraph  12  you  say : 
“Beyond  all  doubt  a great  portion  of  the  Income 


Tax  is  passed  on  to  the  final  consumer  in  the  shape 
oi  an  addition  to  prices.”  If  this  is  true,  and  the 
tax  is  passed  on  to  the  consumer,  what  is  the  real 
complaint  of  the  manufacturer? — 1 do  not  know  that 
I have  come  here  charged  with  any  particular  com- 
plaint. The  suggestions  I have  made  are  not,  as  l 
have  said  before,  out  of  any  sentimental  feeling  that 
manufacturers  leaving  their  money  in  the  business 
should  be  favoured,  but  merely  the  point  of  view  that 
it  would  be  td  the  interests  of  the  country  not  to  tax 
money  that  is  not  being  paid  out  in  dividends,  but 
is  being  kept  in  to  increase  the  industry  of  the 
country.  But  I am  putting  up  no  particular  case 
for  the  manufacturer  as  a manufacturer. 

1297.  If  you  agree  that  our  burdens  should  be  borne 
equitably  by  all  units  of  the  community,  but  if  you 
say  that  your  taxes  are  passed  on  to  the  consumers, 
how  are  manufacturers  going  to  contribute  to  the 
national  income  ? — Every  manufacturer  is  an  indi- 
vidual. 

1298.  But  if  he  in  his  corporate  capacity  passes 
off  and  relieves  himself  of  all  taxation,  as  you  admit 
he  will,  through  Income  Tax,  and  places  it  upon 
prices,  what  contribution  does  he  make  to  the  national 
Exchequer  ? — Excuse  me ; I did  not  use  the  word 
“ all.”  I said,  I think,  that  taxation  gets  passed 
round  equitably,  and  I think  the  manufacturer  as 
an  individual  pays  his  share,  and  I think  he  would 
pay  his  share  however  you  levy  it. 

1299.  But  you  say  here  : “ Beyond  all  doubt  a great 
portion  of  the  Income  Tax  is  passed  on  to  the  final 
consumer  ”? — I think  it  is  a great  portion  but  not 
all. 

1300.  Mr.  Bell:  The  manufacturer  is  equally  a final 
consumer? — Of  course  he  is. 

1301.  Mr.  Bowen:  As  an  individual? — Yes. 

1302.  You  would  not  think  that  in  such  case  his 
capacity  should  be  to  bear  as  an  average  consumer? — 
I think  it  should  be,  and  I think  it  is.  When  I say 
I think  the  burden  of  taxation  gets  more  or  less 
shared  round  I think  it  more  or  less  gets  shared  round 
by  the  law  of  political  economy  in  proportion,  I will 
not  say  absolutely,  but  more  or  less  in  proportion  to 
the  ability  of  the  man  to  bear  it;  that  is  to  say,  I 
think  the  man  with  a big  income  who  lives  in  a big 
house  and  keeps  servants  does  pay  a bigger  share  than 
the  man  who  lives  on  £3  a week.  I think  he  will  and 
does,  however  yon  levy  that  taxation,  pay  a bigger 
share;  that  is  my  view.  I think  if  you  decided 
to-morrow  to  levy  all  the  taxation  of  the  country  on 
a certain  class  of  the  community,  within  ten  years 
it  will  more  or  less  get  equitably  shared  round,  what- 
ever you  do  to  prevent  it. 

1303.  If  he  bears  that  extra  expense  in  the  form  of 
servants  and  big  houses  he  does  get  an  extended 
service  from  the  community  which  the  average  indi- 
vidual cannot  have? — Yes. 

1304.  Therefore  he  is  not  inequitably  taxed? — No. 

1305.  You  would  agree  that  in  such  circumstances 
those  people  would  have  an  ability  to  pay  beyond 
that  of  an  average  consumer? — Yes,  but  my  point  is 
that  if  you  tried  to  make  that  class  of  people  pay  it 
all,  within  a very  few  years  you  would  find  that  every- 
body was  paying  part  in  the  shape  of  increased  prices, 
or  some  other  way,  and  whatever  you  did  1 do  not 
think  you  could  prevent  it. 

1306.  Whatever  we  do,  you  do  not  think  w©  can 
prevent  the  consumer  paying  it  all.  Just  let  me 
supplement  that : do  you  not  think  we  ought  to  make 
some  effort  to  prevent  everything  being  passed  on  to 
the  consumer  as  you  say  it  is? — I must  remind  you 
once  again  that  we  are  all  consumers,  and  therefore 
the  consumer  means  everybody.  I think  we  should 
aim  at  distributing  that  burden  as  equitably  as  we 
can  according  to  a man’s  means,  but  personally  I hold 
the  theory  very  strongly  that  that  automatically  gets 
done  for  us  whatever  we  do.  I instanced  the  case  of 
the  1909  Budget  which  was  supposed  to  put  all  the 
burden  on  the  broader  shoulders.  The  cost  of  living 
went  up  in  a few  years,  and  the  lowest  paid  labourer 
in  the  country  had  to  pay  a share  of  it. 
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1307.  Professor  Hall:  You  say  in  your  evidence 
that  there  is  little  or  no  advantage  to  the  present- 
day  business  man  in  paying  off  debt  at  all,  but  you 
rather  qualified  that  later  by  allowing  that  something 
should  be  done  to  repay  the  debt? — That  is  so. 

1308.  I take  the  view  from  what  you  have  said  that 
you  have  no  objection  to  a Sinking  Fund  provided 
the  amount  is  reasonable? — Yes,  provided  it  is  not 
such  as  unduly  to  impoverish  the  country,  which 
means  every  individual,  or,  at  any  rate,  the  poorest 
individuals  'in  the  country. 

1309.  And  that  you  think  the  present  amount  is 
not  unreasonable? — In  my  judgment,  having  regard 
to  the  burden  on  the  country,  I think  the  present 
amount  is  a reasonable  amount  with  regard  to  what 
we  can  bear  at  the  present  day. 

1310.  But,  of  course,  that  is  not  the  total  burden 
of  the  debt,  is  it?  We  have  in  addition  a large 
amount  to  pay  in  interest. — Unfortunately  that  is  far 
the  biggest;  that  is  the  trouble. 

1311.  That  leads  me  to  this  question  : do  you 
favour  the  increase  of  the  Sinking  Fund  in  propor- 
tion to  the  reduction  of  interest  charge,  that  is  to 
say,  supposing  we  have  this  year  a total  charge  for 
interest  and  Sinking  Fund  of  £350,000,000,  would 
you  favour  the  retention  of  that  total  annual  charge 
for  interest  and  Sinking  Fund  so  that  as  the  interest 
falls  yearly  the  amount  of  Sinking  Fund  will  in- 
crease automatically? — Well,  I rather  answered  that 
just  now  when  I said  that  if  within  a.  number  of 
years  the  condition  of  the  country  gets  better  I think 
that  rate  of  repayment  should  be  expedited.  The 
question  rather  puts  the  same  thing  in  another  way, 
and  I should  answer  yes,  because,  not  having  to  pay 
so  much  in  interest,  other  things  being  equal,  the 
country  ought  to  be  better  off,  but  if  for  any  other 
reason  the  country  'is  not  better  off  I should  say  no, 
I do  not  think  so. 

1312.  I would  rather  have  a more  definite  answer 
to  the  particular  question  that  I have  put.  You  sa-id 
that  we  can  maintain  a Sinking  Fund  of  £50,000,000 
at  a time  when  we  are  paying  this  present-day 
amount  of  interest.  Assuming  conditions  remain  the 
same,  you  would  be  in  favour  of  the  retention  of  the 
same  total  annual  charge  for  interest  and  Sinking 
Fund? — Yes,  provided  other  conditions  remained  the 
same  I think  I should. 

1313.  So  that  the  amount  of  Sinking  Fund  would 
'increase  annually? — Yes,  I think  I should. 

1314.  You  will  agree,  of  course,  that  it  is  desirable 
that  the  debt  should  be  written  down  as  early  as 
possible  having  regard  to  the  future  needs?  For 
example,  supposing  that  quite  unexpectedly  we  were 
involved  in  a further  war,  unless  we  had  been  doing 
something  to  reduce  the  debt  drastically  it  would 
affect  our  credit,  the  rate  of  interest  we  had  to  pay, 
and  the  taxation,  and  therefore  would  hamper  manu- 
facturers in  their  operations? — I agree;  I think  that 
is  a very  serious  consideration. 

1315.  With  regard  to  your  answers  on  Question  5, 
I do  not  want  to  pursue  those  much  more,  but  I want 
to  ask  you  how  you  would  deal  with  private  firms. 
You  mentioned  companies  who  would  distribute  part 
of  their  profits  as  dividends  and  retain  part  as  re- 
serve, but  how  would  you  treat  private  firms ; would 
you  allow  the  members  to  make  very  large  drawings 
and  tax  them  on  what  they  drew  out  of  the  business, 
and  not  tax  them  upon  what  they  left  in?- -I 
think  so. 

1816.  Suppose  you  imagine  a business  which  uses 
its  own  profits  for  development  purposes;  would  you 
exempt  that  company  from  taxation  upon  the  part 
of  its  profits  it  employed  for  development? — Yes. 

1317.  You  think  that  would  encourage  enterprise? 
— I think  it  would  very  largely. 

1318.  Suppose  you  had  another  company  that  was 
even  more  enterprising  and  wanted  to  borrow  capital 
for  development  purposes;  that  capital  which  was 
borrowed  for  the  purpose  of  development  would  not 
be  exempt  in  the  same  way.  The  people  who  invest 
it  will  already  have  paid  Income  Tax  upon  it? — Yes. 

1319.  To  that  extent  the  two  businesses  are  not 
being  treated  on  the  same  basis  exactly  ? — Yes,  1 
think  so. 


1320.  In  the  first  case  every  pound  counts  as  a 
pound,  but  in  the  other  case  every  pound  that  has 
been  earned  in  another  business  is  taxed,  let  us  say, 
at  4s.  6d.,  and  only  15s.  6d.  is  then  entered  as 
capital  for  the  second  company? — That  is  so. 

1321.  So  that  the  second  company  is  not  treated  on 

quite  the  same  basis  as  the  first,  or  the  shareholders 
are  not  on  the  same  equitable  basis? — They 

are  not  on  the  same  basis,  but  I think  they  are  on  an 
equally  equitable  basis. 

1322.  You  think  as  taxpayers  they  would  be  satis- 
fied to  be  treated  in  that  fashion? — Well,  if  you  are 
asking  me  who  will  be  satisfied  you  are  asking  a 
very  hard  question.  I think  they  are  fairly  treated; 
they  put  their  money  into  a business  as  capital;  they 
have  it  out  in  the  way  of  dividends  again  and  they 
pay  taxation  on  it,  whatever  they  do  with  it  after- 
wards, but  until  they  have  it  out,  until  they  get  some 
return  on  their  money,  they  should  not  have  to  pay 
on  it. 

1323.  That  might  not  satisfy  other  people  as  being 
equitable,  but  it  satisfies  you? — I think  so.  I think 
it  is  right  and  fair  that  a man  should  be  taxed  on  the 
profits  he  gets  paid  to  him  and  not  on  the  profits  he 
does  not  see. 

1324.  That  point  has  been  pretty  well  dealt  with 
by  other  members  of  the  Committee;  I will  not 
pursue  it  further.  The  present  method  does  simplify 
the  operation  of  the  practice  of  taxing  large  con- 
cerns, does  it  not? — It  does  simplify  that,  but  at  the 
same  time,  there  is  a point  I have  not  made  clear 
yet  but  I think  must  be  admitted,  that  there  are 
ways  of  drawing  balance  sheets  and  disguising  profits, 
and  it  is  very  much  easier  to  disguise  profits  than  it 
is  to  disguise  dividends — infinitely  easier.  The  same 
thing,  1 think,  should  be  borne  in  mind  in  discussing 
the  danger  of  a tax  on  turnover.  There  are  some 
forms  of  revenue  which  it  is  comparatively  easy  to 
disguise,  and  there  are  others  which  it  is  very  diffi- 
cult to  disguise.  It  is  comparatively  easy  for  a firm 
that  wants  to  be  dishonest  to  value  its  stock  unfairly 
and  disguise  its  profits ; I will  not  say  it  is  im- 
possible, but  it  is  almost  an  impossible  thing  for  a 
firm  to  disguise  what  it  is  paying  out  in  dividends.  I 
think  that  is  a point  of  view  that  is  very  much  worth 
bearing  in  mind,  because  I have  no  hesitation  in 
saying  that  there  are  hundreds  of  firms  in  this 
country  that  do  not  pay  the  Income  Tax  they  ought 
to  pay. 

1325.  You  realise,  of  course,  that  it  is  possible  for 
a company  to  build  up  a very  big  capital  in  the  form 
of  a reserve  fund  from  a very  small  amount  of  share 
capital  by  the  method  you  describe? — I quite  realise 
that,  but  I also  realise  that  they  arc  not  touching 
the  money  while  they  are  doing  it,  and  nobody  is 
individually  getting  any  revenue  from  it. 

3326.  In  answer  to  Question  10  you  say:  “The 
difference  between  direct  and  indirect  taxation  hardly 
exists  in  actual  fact.  A loaf  of  bi’ead  may  be  taxed, 
or  alternatively,  the  baker  who  bakes  the  loaf,  the 
miller  who  grinds  the  corn,”  and  so  on.  You  want  us 
to  assume  there  that  it  affects  the  price  of  the  loaf, 
do  you  not? — I am  sure  it  does. 

1327.  How  does  that  affect  the  price  of  the  loaf  in 
the  case  of,  say,  the  small  baker,  or  small  miller,  who 
may  not  be  liable  for  Income  Tax? — It  is  difficult  to 
answer  that  question  shortly,  because  Income  Tax  is 
charged  in  some  way  or  other,  I am  convinced,  on 
everything  that  a man  buys  and  lives  on. 

1328.  But  if  the  baker  at  the  corner  shop  buys  his 
bread  from  a small  miller  who  is  not  liable  for  tax 
and  he  gets  his  wheat  from  a farmer  who  is  not  liable 
for  tax,  I cannot  see  how  that  is  going  to  enter  into 
the  price  of  the  loaf  at  all? — But  that  baker  has  to 
buy  a perambulator  for  his  children  and  he  has  to  buy 
that  perambulator  from  a big  firm;  that  is  taxed, 
and  he  has  to  pay  more  for  that  perambulator.  He 
has  to  pay  more  for  everything  he  buys;  therefore, 
like  everybody  else  in  this  country,  he  says:  “ The 
cost  of  living  is  higher;  I must  have  a bigger  in- 
come.” Even  if  he  does  not  pay  Income  Tax  him- 
self, broadly  speaking  everything  he  buys  and  lives 
on  is  taxed. 
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1329.  So  that  the  import  duty  that  you  recom- 
mended would  send  up  the  cost  of  everything,  not 
only  the  goods  that  were  imported  but  other  things 
as  well? — That  is  asked  in  Question  14,  and  I think 
I have  tried  to  answer  it  clearly.  A tax  on  commodi- 
ties is,  I think,  practically  always  borne  by  the  con- 
sumer unless  there  is  a competitive  article  that  is  un- 
taxed. 

1330.  Yes.  The  point  I want  to  bring  out  is  that 
it  not  only  affects  the  price  of  the  things  imported 
but  that  you  acknowledge  that  it  affects  the  price  of 
other  things.  You  said  the  loaf  is  dearer  because  the 
perambulator  is  dearer? — Yes. 

1331.  Therefore,  these  import  duties  which  make 
some  articles  dearer  would  also  make  the  non- 
imported  articles  dearer? — Unless  there  is  an  untaxed 
article  to  compete  with  it,  it  will  undoubtedly  spread 
round  as,  I think,  every  other  form  of  taxation  does, 
but  if  there  is  an  untaxed  article  tcv  compete  with  it, 
and  the  maker  of  that  untaxed  article  does  not  charge 
more  for  it,  then  I think  it  is  obvious  that  the  tax 
must  be  borne  by  the  producer  and.  not  by  the  con- 
sumer. 

1332.  But  you  took  perambulators,  and  you  said 
that  inevitably  the  perambulator  was  dearer,  and 
everything  else  that  the  baker  bought;  you  did  not 
make  any  exception  there  when  you  were  discussing 
the  question  of  the  loaf? — No.  We  were  not  discuss- 
ing import  duties,  or  other  duties,  that  only  affect 
one  particular  line  of  supply  of  the  article  and  not 
all  lines  of  supply.  I was  assuming  all  lines  of 
supply.  If  there  are  so  many  thousand  peram- 
bulators coming  in  from  abroad  and  so  many  made 
in  this  country  and  you  only  tax  those  that  come  in 
from  abroad,  then  it  will  depend  entirely  on  the  price 
of  the  home  article,  1 think,  who  bears  the  tax  on 
the  foreign  one.  1 think  that  is  agreed  to  by  Tariff 
Reformers  and  Eree  Traders  alike. 

1333.  It  is  a difficult  question  to  pursue,  but  I do 
not  agree  with  your  conclusion.  With  regard  to  the 
effect  of  the  debt  on  unemployment,  do  you  consider 
that  the  burden  of  the  debt  is  a serious  cause  of 
unemployment? — I do. 

1334.  Mould  you  expect  that  if  the  debt  were 
removed  there  would  be  no  unemployment,  or  very 
litle  unemployment? — I will  not  say  no  unemploy- 
ment; there  always  has  been  unemployment,  1 am 
afraid;  there  was  unemployment  before  the  War;  but 
I am  satisfied  it  would  make  a very  great  difference 
to  it. 

1335.  So  that  would  be  an  argument  in  favour  of 
reducing  the  debt? — Undoubtedly. 

1336.  If  the  policy  which  you  mention  here  were 
carried  out,  namely,  maintaining  the  debt  in  order 
to  promote  the  advantage  of  the  present-day  business 
man  there  would  be  no  improvement  in  the  position 
regarding  employment?— I will  not  say  that.  I think 
we  should  be  wrong  if  we  said  the  debt  was  the  only 
cause  of  unemployment.  It  is  undoubtedly  a very 
great  cause,  and  the  faster  we  can  clear  off  the  debt 
the  faster  it  will  affect  the  prosperity  of  industry. 

1337.  So  long  as  the  debt  remains  we  are  going  to 
have  a very  serious  cause  of  unemployment? — It  is 
going  to  be  a burden  on  industry,  and  every  burden 
on  industry  is  going  to  militate  against  employment; 
that  is  the  answer,  I think,  on  broad  lines. 

1338.  The  only  other  question  I have  to  ask  is  one 
which  is  not  really  touched  upon  in  your  evidence, 
but  it  bears  upon  the  subject : would  you  agree  that 
variations  in  prices  affect  the  burden  of  the  debt? 
Suppose,  for  example,  the  total  annual  income  of  the 
community,  just  to  use  round  figures,  is  £100.  Of 
that  a quarter,  £25,  is  paid  as  interest  upon  the 
debt;  that  is  a fixed  charge  of  £25? — Yes. 

1339.  But  owing  to  the  fall  in  prices  the  annual 
income,  which  remains  constant,  is  now  valued  at 
only  £50;  still  the  people  receiving  interest  on  the 
War  debt  are  receiving  £25.  At  first  they  were 
receiving  one-fourth  of  the  national  income;  now  they 
are  receiving  one-half? — Of  course,  there  you  are 

(The  Witness 


raising  another  very  big  question.  If  the  cost  of 
living  falls  it  is  almost  another  way  of  saying  that 
the  £ rises.  Therefore,  obviously,  if  somebody  is 
getting  £25  a year  interest  on  debt  and  that 
£25  a year  is  worth  so  much  to-day  and  worth 
twice  as  much  in  ten  years’  time,  obviously 
they  are  getting  a bigger  slice.  We  all 
know  what  Germany  did.  She  depreciated  her 
currency  to  such  an  extent  that  a debt  of  so  many 
millions  of  marks  was  almost  non-existent. 

1340.  I want  to  point  out  that  if  the  persons 
receiving  interest  on  the  debt  are  receiving  an  in- 
creased proportion  of  the  national  income  it  is  leaving 
very  much  less  for  the  rest  of  the  community? — That 
is  quite  true. 

1341.  That  is  to  say,  the  people  who  are  not  receiv- 
ing interest  on  the  debt? — Yes. 

1342.  I was  wondering  if  you  had  considered  that 
question,  and  whether  you  have  any  views  upon  it? 
— I have  considered  it  a good  deal.  Undoubtedly  it 
is  one  of  the  very  difficult  factors  in  this  question 
of  debt  that  the  money  was  borrowed  when  the  £ 
was  worth,  shall  I say,  12s.,  at  a fixed  rate  of  interest, 
and  it  has  got  to  be  paid  back  when  the  £ is  worth  a 
lot  more.  It  is  one  of  the  most  serious  factors.  I fail 
to  see  how  it  can  be  done,  but  if  it  could  be  arranged 
that,  as  the  value  of  the  £ rises  the  interest  paid  on 
the  debt  should  diminish,  it  would  be  an  equitable 
thing. 

1343.  Mr.  Bell:  If  the  holders  were  the  same? — 
Yes.  The  whole  question  of  the  inflation  or  deflation 
of  currency  is  a very  controversial  subject,  and  it  is 
a very  big  one,  and  it  has  a tremendous  bearing  on 
this  question. 

1344.  Professor  Ball : I only  wondered  whether 

manufacturers  as  a class  had  any  view  on  this  aspect 
of  the  debt? — I think  we  all  realise  that  the  big 
question  of  the  value  of  the  £ is  one  of  the  most 
distressing  things  about  it.  Broadly  speaking,  we 
have  only  incurred  half  of  this  debt  in  actual  value. 

1345.  Chairman  : Where  are  the  central  offices  of 
your  Society? — At  Holborn  Viaduct. 

1346.  How  is  your  Society  formed?  Do  you  repre- 
sent a great  number  of  manufacturers,  and  in  what 
part  of  the  country  ? — We  represent  manufacturers, 
I think  I may  say,  all  over  the  country.  We  have 
two  definite  sub-branches,  one  a very  live  one  in 
Birmingham,  and  the  other  at  Sheffield.  We  have 
membership  literally  all  over  the  country. 

1347.  How  do  you  come  to  be  the  representative; 
were  you  appointed  by  a Committee  ?— The  Adminis- 
trative Committee  received  your  invitation  to  send  a 
representative  or  representatives,  and  had  two  or 
three  meetings  to  discuss  the  matter.  Rightly  or 
wrongly,  I am  credited  with  having  studied  political 
economy  to  a certain  extent,  and  the  Committee 
honoured  me  by  asking  me,  first,  to  draw  up  .a  precis 
of  my  evidence,  which  I did,  and  it  was  discussed  by 
the  whole  of  the  Administrative  Committee,  and 
then,  with  one  or  two  very  minor  alterations,  they 
sent  it  to  your  Committee  as  the  opinions  of  the 
National  Union  of  Manufacturers,  and  I was  asked 
to  come  here  'to  give  effect  to  them. 

1348.  How  many  members  comprise  the  Committee 
that  examined  your  paper? — I forget  how  many  were 
there  at  the  Committee  meeting,  but  there  were, 
roughly,  12  to  14. 

1349.  In  your  answers  to-day  you  really  are  repre- 
senting the  manufacturers? — I think  I may  say  so, 
my  Lord. 

1350.  In  all  the  questions  that  have  been  addressed 
to  you? — Broadly  speaking,  I think  I may  say  so. 
Of  course,  nobody  could  foretell  exactly  what  ques- 
tions were  going  to  be  asked,  but,  broadly  speaking, 
I think  the  views  that  I have  put  before  this  Com- 
mittee represent  the  opinions  of  the  National  Union 
of  Manufacturers. 

Chairman  : Thank  you. 

withdrew.) 


( Adjourned  for  a short  time.) 
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The  Committee  on  National  Debt  and  Taxation 
having  asked  me  to  give  evidence,  I comply  with  their 
request.  I think  it  right,  however,  to  state  that  I 
do  not  regard  myself  as  an  expert  on  taxation  or 
as  a professional  economist.  I can  only  express  such 
views  as  I have  acquired  during  about  12  years  spent 
in  Government  Departments  in  this  and  other 
countries  and  a similar  period  spent  in  international 
banking.  I have  assumed  that  in  a brief  written 
statement  the  Committee  require  only  the  most 
general  views.  Those  I hold  I have  summarised  in 
the  following  Memorandum. 

1.  In  my  opinion  by  far  the  most  important  object 
for  a country,  situated  as  ours  is,  and  with  its  existing 
burden  of  taxation,  is  to  increase  the  total  of  the 
national  production,  upon  which  our  standard  of  life 
depends.  I need  not  go  into  all  the  causes  which  are 
tending  to  restrict  that  production,  of  which  the 
burden  of  taxation  is  only  one;  I would  merely  lay 
stress  here  on  the  undoubted  need,  with  the  object 
of  increasing  production,  of  (1)  encouraging  enter- 
prise and  initiative  and  (2)  increasing  the  saving  of 
capital.  It  is  therefore  from  these  points  of  view 
that  I consider  below  the  question  of  taxation  and 
the  burden  of  the  National  Debt. 

2.  The  most  serious  result  of  very  heavy  direct 
taxation  is  that  it  tends  to  discourage  enterprise  and 
initiative.  The  productive  classes  of  the  community 
and  those  anxious  to  develop  new  enterprises  are 
undoubtedly  handicapped.  All  business  enterprise 
involves  risks  of  greater  or  less  degree.  In  all  new 
development  it  is  necessary  for  those  undertaking  it 
to  balance  the  chances  of  loss  against  the  chances 
of  profit.  But  while  the  profits  of  any  enterprise  are 
reduced  by  the  amount  of  direct  taxation,  100  per 
cent,  of  the  risk  always  remains  to  be  borne  by  those 
engaged  in  it.  While  it  is  difficult  to  say  to  what 
extent  existing  taxation  depresses  enterprise,  and  while 
its  effect  may  be  greater  on  individuals  or  private 
companies  than  on  big  joint  stock  companies,  it 
undoubtedly  exercises  a general  influence  in  that 
direction.  The  reward  of  enterprise  is  now  much  less 
than  it  was  ten  years  ago.  While,  as  stated  in  the 
next  paragraph,  the  effect  on  that  portion  of  the 
taxation  burden  representing  the  service  of  the 
National  Debt  may  not  be  so  great  on  saving  as  some 
imagine,  it  does  not  differ  so  far  as  its  effect  on; 
enterprise  is  concerned  from  the  taxation  burden 
necessitated  by  any  other  form  of  Government 
expenditure. 

3.  So  far  as  saving  is  concerned,  there  is  clearly 
an  important  difference  between  taxation  which  is 
required  to  raise  revenue  for  the  ordinary  purposes 
of  government,  including  the  Army,  the  Navy,  etc., 
and  taxation,  the  proceeds  of  which  are,  as  in  the 
case  of  the  service  of  the  National  Debt,  simply  trans- 
ferred by  the  Government  from  the  taxpayer  to  the 
debt  holders. 

In  the  latter  case  it  may  be  argued  that  the  receiver 
of  interest  will  save  and  invest  as  much  of  it  as  the 
taxpayer  would  have  done,  had  lie  been  left  with  his 
money.  From  this  point  of  view  the  effect  of  the 
existing  heavy  taxation  may  be  exaggerated.  The 
whole  question  of  the  motives  which  lead  different 
classes  of  the  community  to  save  is,  as  Sir  Josiah 
Stamp  has  shown,  a very  difficult  and  complicated 
one.  What  makes  one  class  save  may  have  exactly 
the  opposite  effect  on  another  class.  Nevertheless  I 
held  the  view  that  the  taxation  necessitated  by  the 
National  Debt  reduces  saving  as  a whole  by  rendering 
accumulation  by  the  active  part  of  the  community 
more  difficult.  Moreover,  if  the  view  expressed  above 
is  correct,  that  very  heavy  direct  taxation  affects 
enterprise,  then  indirectly  it  must  also  prevent  the 
growth  of  saving. 

4.  Undoubtedly  the  high  level  of  taxation,  as  well 
as  high  local  rates,  and  other  such  charges,  involve  the 
withdrawal  of  trade  income  which  could  otherwise  be 


used  in  any  particular  company  for  the  expansion  and 
greater  production  of  wealth.  The  taxation  to  which 
any  company  is  subject  reduces  the  amount  which  it 
has  available  either  for  dividends  or  for  reserves.  On 
the  other  hand  I doubt  if  an  exporting  manufacturer, 
who  is  competing  against  a foreign  exporter,  for  a 
particular  contract,  takes  into  account,  in  quoting 
prices,  Income  Tax,  since  Income  Tax,  being  only  paid 
on  profits,  is  not  a true  overhead  charge.  But  if  a 
company  in  this  country  pays  heavy  Income  Tax,  and 
a company  in  similar  circumstances  abroad  does  not, 
then,  other  things  being  equal,  the  latter  over  a 
period  of  time  must  be  in  a more  favourable  condition 
to  strengthen  its  position,  to  provide  itself  with  more 
capital,  to  spend  more  money  on  keeping  its  plant 
up  to  date,  and  generally  to  compete  on  more  favour- 
able terms.  I regard  it  as  very  important  that  the 
British  investor  should  look  with  at  least  equal  favour 
on  investing  his  savings  in  British  industry  and  enter- 
prise as  in  foreign  investments.  In  the  main  the 
investor  is  guided  by  the  return  he  gets  as  against 
the  relative  risk  involved.  There  are  other  causes 
more  important  still  than  the  Income  Tax  that  make 
him  more  shy  than  he  should  be  of  British  industry. 
But  anything  which  makes  it  more  difficult  for  British 
industry  to  flourish  tends  in  the  same  direction. 

5.  My  general  conclusion,  therefore,  is  that  our 
present  heavy  taxation  does  affect  adversely  the 
national  production  of  wealth,  both  by  deterring  enter- 
prise and  by  diminishing  savings.  Any  increase  of 
direct  taxation  over  the  present  level  would  have 
progressively  serious  effects.  I regard  it  therefore  as 
very  important  for  the  Government  to  pursue  a policy 
tending  to  the  reduction  of  taxation.  In  fact  I find 
myself  out  of  sympathy  with  a great  deal  of  modern 
thought  which  regards  very  large  expenditure  by  the 
Government  on  social  schemes  of  all  kinds  as 
synonymous  with  progress.  In  all  taxation,  after  the 
minimum  requirements  of  Government  have  been  met, 
one  has  to  consider  whether  the  probable  or  possible 
social  advantages  of  the  proposed  expenditure  by  the 
Government  more  than  outweigh  the  certain  dis- 
advantages of  less  saving  and  less  enterprise,  leading 
in  their  turn  to  a lower  standard  of  life  all  round 
and  less  employment.  In  general  I support  the  some- 
what antiquated  Gladstonian  idea  of  allowing  as  far 
as  possible  the  money  of  the  country  to  fructify  in  the 
pockets  of  the  people. 

Indeed,  I regard  with  alarm  the  enormous  growth 
of  expenditure,  central  and  local,  on  public  assist- 
ance, which  shows  no  sign  of  slackening.  There  is  a 
risk  that  it  will  ultimately  endanger  the  stability  of 
our  financial  system  and  end  in  inflation.  This  in 
turn  would  destroy  the  stability  of  our  exchanges 
and  prevent  a return  to  the  gold  standard. 

6.  Notwithstanding  the  disadvantages  arising 
from  high  taxation  I am  not  in  favour  of  any  reduc- 
tion which  is  to  be  secured  by  merely  abandoning  a 
Sinking  Fund  and  postponing  debt  redemption  to  a 
more  convenient  period.  There  are,  so  far  as  I am 
aware,  if  we  ignore  anything  savouring  of  repudia- 
tion, only  three  ways  of  reducing  the  burden  of  the 
National  Debt. 

(1)  A Capital  Levy. 

(2)  Inflation. 

(3)  The  provision  of  a Sinking  Fund,  together 

with  measures  of  conversion  when  possible. 

I am  against  a Capital  Levy  for  various  reasons, 
the  main  one  being  that  it  would  bring  an  enormous 
disturbance  to  the  whole  financial,  industrial  and 
commercial  structure  of  the  country,  just  at  the 
moment  when  stability  and  confidence  are  above  all 
things  needed.  The  relief  afforded  by  any  Capital 
Levy  at  all  within  the  bounds  of  practicability,  even 
if  it  were  likely  that  it  would  result  in  a permanent 
reduction  in  taxation,  would,  it  seems  to  me,  be  quite 
incommensurate  with  the  damage  that  would  be 
caused. 
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i am  equally  against  inflation.  I take  it  that  it  is 
unnecessary  to  argue  in  detail  against  any  such 
policy,  and  its  demoralising  effects,  both  social  and 
economic. 

But,  if  we  put  on  one  side  these  methods,  we  must 
either  abandon  all  attempts  for  the  time  being  to 
reduce  our  debt,  and  thereby  diminish  our  national 
credit,  make  our  future  task  more  difficult  and  the 
ultimate  avoidance  of  inflation  more  doubtful,  or  we 
must  deal  steadily  with  the  problem  by  gradual  and 
uninterrupted  repayment.  By  this  means  we  main- 
tain our  credit,  and  we  make  measures  of  future  con- 
version, to  which  we  must  look  for  relief,  more 
feasible.  The  money  taken  for  this  purpose  from  the 
pockets  of  those  who  pay  direct  taxation  is  directed 
to  supporting  the  securities  in  which  they  as  a class 
are  interested.  For  these  reasons  I am  of  opinion 
that  the  maintenance  of  a proper  Sinking  Fund  is  of 
the  utmost  importance.  1 would  add  that  of  course 
this  presupposes  the  Government  pursuing  such 
measures  of  economy  as  to  have  a real  surplus  out  of 
which  to  provide  the  Sinking  Fund. 

7.  I turn  now  in  a little  more  detail  to  some  of 
the  Committee’s  specific  questions.  It  is  asked 

(a)  How  does  the  National  Debt  affect  the 
supply  of  credit  and  the  supply  of  permanent 
capital  for  trade  and  industry,  with  particular 
reference  to  the  effect  of  the  Floating  Debt? 

(b)  How  does  it  affect  the  terms  on  which 
capital  can  be  raised? 

(c)  What  is  the  effect  of  the  existing  taxes  on 
the  supply  of  capital  from  the  public  and  on 
total  purchasing  power? 

In  general  I am  of  opinion  that  the  National  Debt 
only  affects  the  supply  of  capital  and  the  terms  on 
which  it  can  be  raised  by  its  effect  on  saving.  I 
regard  the.  rate  of  interest  paid  on  capital  as  merely 
expressing  its  price  (subject  of  course  to  the  differ- 
ences due  to  the  different  risks  involved),  or  in  other 
words  as  reflecting  its  supply  as  compared  with  the 
world  demand.  So  far  as  it  has  any  effect  in  reducing 
saving  it  increases  the  cost  of  capital,  and  raises  the 
rate  of  interest. 

I would  distinguish  between  the  Funded  Debt  and 
the  Floating  Debt.  The  Funded  Debt,  i.e.  War 
Loan,  Conversion  Loan,  etc.  affords  a useful  banking 
security.  I do  not  consider,  however,  that  a reduction 
in  the  Funded  Debt  out  of  the  real  savings  of  the 
country  is  harmful  to  the  supply  of  banking  credit. 
It  would  be  replaced  by  other  forms  of  wealth,  which 
would  serve  the  same  purpose.  It  cannot  be  argued 


that  the  existence  of  a huge  National  Debt  is  essential 
to  the  working  of  a modern  banking  system.  The 
Floating  Debt  stands  on  a different  footing.  A 
portion  of  it  serves  as  an  integral  part  of  the 
mechanism  of  the  money  market,  and  could  not  bo 
very  rapidly  reduced  without  a serious  disturbance 
to  that  market.  Before  the  War  the  banks  were 
accustomed  to  keep  part  of  their  liquid  assets  in  the 
form  either  of  short-dated  commercial  bills  or  of  loans 
to  the  discount  market  secured  on  commercial  bills. 
But  since  1914,  owing  mainly  to  inflation,  banking 
deposits  have  more  or  less  doubled,  while  it  is  doubtful 
if  the  supply  of  commercial  bills  has  yet  risen  in 
nominal  value  to  the  pre-war  level,  although,  of 
course,  owing  to  higher  prices  they  would  require  to 
be  much  greater  in  nominal  value  to  finance  the  same 
volume  of  trade.  There  is,  therefore,  a gap  which  has 
been  supplied  by  Treasury  Bills.  Il:  these  Bills  were 
to  be  very  rapidly  redeemed,  and  commercial  bills  did 
not  as  rapidly  increase  to  take  their  place,  the 
reserves  of  the  money  market  would  be  pro  tanto 
reduced.  While,  therefore,  it  is  desirable  that  the 
present  large  Floating  Debt  should  be  ultimately 
much  diminished,  its  reduction  should  be  gradual. 

8.  It  is  asked : 

“ How  far  does  the  heavy  Income  Tax  deter 
the  foreigner  from  investing  in  this  country? 
How  far  does  it  induce  the  British  resident  to 
invest  outside  this  country?  ” 

The  Income  Tax  in  my  view  practically  prohibits 
the  foreign  investor  altogether  from  investing  in 
securities  in  this  country,  though  it  may  not  prohibit 
the  establishment  of  -businesses  here  in  cases  where 
the  chances  of  profit-making  are  considered  sufficiently 
good.  It  only  induces  the  British  resident  to  invest 
abroad  in  so  far  as  he  thinks  he  can  evade  his  legal 
liabilities. 

9.  It  is  asked  : 

“ How  far  do  the  Death  Duties  involve  a 
destruction  of  capital?  How  far  can  they  be  said 
to  come  ultimately  out  of  the  national  income?  ” 
It  does  not  seem  to  me  that  any  very  definite  reply- 
can  be  given,  as  the  answer  depends  on  the  character 
of  the  Government’s  v'hole  expenditure.  In  general, 
it  seems  difficult  to  draw  a hard  and  fast  line  between 
the  effect  of  Death  Duties  and  the  effect  of  a very 
liigh  Income  Tax.  Both  will,  except  in  so  far  as 
the  Government’s  revenue  is  spent  upon  or  results  in 
the  creation  of  additional  capital  assets,  prevent  the 
national  capital  being  as  great  as  it  would  otherwise 
have  been,  and  pushed  beyond  a certain  point  may 
actually  cause  a diminution. 


1351.  Chairman-.  Mr.  Brand,  I should  like  my  col- 
leagues to  know  something  of  your  financial  activities. 
You  are  partner  in  Lazard  Brothers  and  Company,  mer- 
chant bankers;  a Director  of  Lloyds  Bank,  Limited; 
you  were  Financial  Adviser  to  Lord  Robert  Cecil, 
when  he  was  Chairman  of  the  Supreme  Economic 
Council  at  the  Peace  Conference  at  Paris  in  1919; 
Vice-President  of  the  International  Financial  Con- 
ference of  the  League  of  Nations  at  Brussels  in  1920; 
Financial  Representative  of  South  Africa  at  the 
Genoa  Conference  in  1922 ; Adviser  to  the  German 
Government  on  Stabilisation  of  the  Mark  in  1922 ; and 
author  of  “ War  and  National  Finance.”  We  shall 
be  very  glad  to  hear  you  now,  if  you  will  give  your 
evidence? — I might  just  add  that  I had  a good  many 
years  in  Government  Departments  in  South  Africa, 
this  country,  and  other  countries.  My  experience  is 
therefore  partly  of  Government  activities  and  partly 
of  private  business,  but,  as  I say  in  my  written  evi- 
dence, I do  not  hold  myself  out  to  be  a professional 
economist  or  an  expert  on  taxation.  I will  start  with 
paragraph  No.  1;  shall  I read  the  paragraph? 

1352.  As  you  please.  The  paper  has  been  circu- 
lated?— I start  with  stating  what  in  my  opinion  is  the 
basis  of  my  evidence,  namely,  that  I look  at  the 


problem  from  the  point  of  view  of  the  national  pro- 
duction of  wealth.  That,  I think,  is  the  vital  thing — 
that  this  country  should  increase  its  total  production 
of  wealth ; and  I consider  the  question  of  taxation 
mainly  as  it  affects  that.  As  I say,  I regard  the 
burden  of  taxation  as  one,  though  only  one,  of  the 
causes  that  are  tending  to  restrict  the  production  of 
wealth  at  the  present  moment.  For  the  purposes  or 
increasing  the  production  of  wealth,  I think  you  want 
particularly  two  things:  one,  to  encourage  enterprise 
and  initiative,  and  the  other,  to  increase  the  saving  of 
capital.  I personally  regard  the  first  at  the  present 
moment  as  even  more  important  than  the  second,  for 
reasons  that  I will  come  to.  Then  in  the  second  para- 
graph I state  my  view  that  the  most  serious  result  of 
the  present  very  heavy  taxation  is  that  I think  ic 
does  tend  to  discourage  enterprise  and  initiative  by 
companies  and  private  persons.  All  business  of  every 
kind  involves  risk,  and  when  people  go  in  for  enter- 
prises they  first  calculate  the  risk.  They  know  that 
they  will  have  to  stand  the  whole  loss  if  the  enter- 
prise goes  wrong;  and  therefore  it  becomes  a ques- 
tion, if  a large  proportion  of  the  profits  are  taken 
away  fx-om  them,  whether  it  is  worth  while  to  under- 
take the  enterprise  that  they  have  in  mind.  I 
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remember  that  coming  into  enormous  prominence,  as, 
of  course,  Sir  Josiali  Stamp  will  remember,  under  the 
Excess  Profit  Duty.  One  used  to  sit  in  an  office  aud 
calculate  whether  it  was  really  worth  while  to  do 
things,  and  very  often  made  up  one’s  mmd  that  the 
things  one  had  been  doing  for  many  years  were  now 
absolutely  ridiculous  to  do  because  the  chances  of  loss 
remained  the  same  and  the  chances  of  profit  were 
enormously  reduced.  I point  out  at  the  end  of  that 
paragraph  that  while  one  may  differentiate  as  regards 
its  effect  on  saving  between  the  taxation  which  arises 
owing  to  the  necessity  of  paying  interest  and  redemp- 
tion on  the  -debt  and  that  which  arises  owing  to 
ordinary  Government  expenditure,  one  cannot 
differentiate  as  regards  the  effect  on  enterprise. 
Whether  the  money  is  raised  to  meet  the  redemp- 
tion and  the  interest  on  the  debt,  or  whether 
it  is  raised  for  any  other  kind  of  expenditure 
by  the  Government,  the  effect  on  enterprise  is 
the  same,  because  as  much  of  the  reward  of 
any  particular  enterprise  is  taken  away  in  any 
case.  Then  in  paragraph  3,  I come  on  to  the 
question  of  saving ; there  I draw  a distinction, 
which  I think  is  correct,  between  the  taxation 
required  for  the  ordinary  purposes  of  government  and 
the  taxation  required  simply  to  meet  the  interest  and 
redemption  of  the  debt.  The  second  case  really  con- 
cerns more  or  less  only  the  Income  Tax  paying  class; 
wliat  is  taken  out  of  one  pocket  is  put  into  another. 
There  is  no  doubt  a good  deal  of  loss  and  friction  in 
the  process,  but  personally  I do  not  see  why  a great 
deal  of  the  money  paid  in  that  way  should  not  be 
saved  and  go  back  into  investment,  whether  industrial 
investment  or  other  investment.  But  of  course  that 
does  not  apply  to  the  money  which  the  Government 
actually  expends  on  its  own  purposes.  Therefore  I 
think  that  possibly  some  people  incline  to  exaggerate 
the  effect  of  what  you  might  call  the  debt  part  of 
taxation,  so  far  as  its  effect  on  saving  is  concerned. 
In  paragraph  4 I deal  with  the  question  which  the 
Committee  put  as  to  the  effect  of  taxation — whether 
it  involves  a withdrawal  of  trade  income  which  other- 
wise any  particular  company  would  use  for  expan- 
sion and  greater  production  of  wealth.  I am  not 
nearly  so  well  acquainted  with  industry  as  some  of 
the  members  of  the  Committee  are,  but  I take  it  that 
the  serious  effects  of  taxation  are  rather  indirect  than 
direct.  For  instance,  when  a manufacturer  quotes 
a price  for  Argentine  rails,  or  something  like  that, 
he  does  not  take  Income  Tax  into  account;  it  does 
not  affect  his  price,  because  he  pays  the  tax  on  profits. 
But  if  you  compare  an  industrial  company  in  this 
country  which  pays  heavy  taxation  and  also  heavy 
rates,  with  a company,  say,  in  Germany  or  France  or 
Belgium  or  elsewhere  which  does  not  pay  anything 
like  the  same  amount  of  taxation,  then  over  a series 
of  years  the  position  of  the  company  in  this  country 
is  likely  to  be  much  weakened  as  against  the  position 
of  the  company  abroad,  because  that  company  abroad 
can  more  easily  build  up  its  reserves.  That  enables 
it  to  pay  bigger  dividends,  it  enables  it  to  raise  the 
capital  that  it  requires  for  expansion  and  gradually 
puts  it  in  an  entirely  different  position  from  a com- 
pany in  this  country  which  has  to  pay  a great  deal 
of  its  profits  away  in  rates  and  taxes.  So  over  a 
series  of  years  I should  say  that  heavy  taxation  has  a 
very  serious  effect.  I mention  another  point  which  I 
consider  very  important.  There  is  a good  deal  of 
discussion  at  the  present  moment  as  to  whether  we 
lend  too  much  money  abroad  or  whether  we  put 
enough  into  British  industry.  Anything  that  tends 
to  make  the  ordinary  investor  here  shy  of  British 
industry  as  an  investment  is  very  bad,  and  as  the 
investor  is  guided  by  the  return  he  gets  compared 
with  the  risk  which  he  considers  is  involved  in  the 
investment,  if  British  industrial  companies  get  in  a 
weak  position  as  compared  with  other  countries,  he 
will  be  more  inclined  to  fight  shy  of  British  invest- 
ments than  would  otherwise  have  been  the  case.  My 
experience  is  that  very  often  it  is  very  difficult  for 
companies  in  this  country,  which  have  to  incur  yearly 
a great  deal  of  capital  expenditure,  to  pay  a suffi- 
cient dividend  to  attract  the  investor  at  the  present 


moment.  Therefore,  in  paragraph  5,  I come  to  the 
general  conclusion  that  our  present  heavy  taxation 
does  affect  adversely  the  national  production  of 
wealth  both  by  deterring  enterprise  and  by  diminish- 
ing savings,  and  that  any  increase  of  it  would  have 
progressively  serious  effects.  This  leads  to  the  further 
conclusion  that  it  is  very  important  that  a policy 
should  be  pursued  tending  to  the  reduction  of  taxa- 
tion. I go  on  to  express  the  opinion — I do  not  know 
whether  it  comes  within  the  Committee’s  purview, 
because  it  is  an  opinion  on  expenditure,  not  on  taxa- 
tion— that  the  central  point  of  the  whole  problem  is 
economy  in  all  Government  expenditure.  I do  not 
take  the  view  which  is  very  common  in  these  days  that 
expenditure  by  the  Government  on  social  reform  is 
synonymous  with  progress.  I think  when  you  reach 
the  point  that  we  have  reached  now  you  have 
to  remember  that  in  all  expenditure  there 
is  the  disadvantage  that  it  will  tend  to  diminish 
savings  and  to  decrease  enterprise.  That 
is  absolutely  certain,  in  my  opinion.  You  have  to 
start  with  that ; and  on  the  other  side  you  have  to 
consider  whether  the  advantages  which  you  are  going 
to  get  out  of  the  Government  expenditure  more  than 
outweigh  the  disadvantages.  I think  there  is  a great 
tendency  to  overlook  the  first  point  altogether,  and 
merely  to  consider  the  possible  advantages  of  further 
Government  expenditure.  I just  mention  at  the  end 
of  that  paragraph  the  purely  financial  aspect  of  the 
question  which  is  exceedingly  important.  The  general 
opinion  in  the  world,  of  course,  is  that  the  pound 
sterling  is  going  to  return  to  par;  that  it  is  pre- 
eminently one  of  what  are  called  the  hard  currencies, 
and  that  it  is  going  to  continue  one  of  the  hard 
currencies  of  the  world.  If  our  expenditure  goes  on 
increasing,  my  own  opinion  is  that  we  shall  either  be 
faced  with  taxation  which  is  too  heavy  to  be  borne 
or.  we  shall  have  to  pursue  the  policy,  which  many 
other  countries  have  pursued,  of  relieving  ourselves 
and  making  our  Budget  balance  by  some 
inflation.  That  will  lead,  of  course,  to  a depression 
in  our  exchange,  and  we  shall  be  much  further  away 
than  ever  from  a return  to  stability  and  a possible 
return  to  a gold  standard. 

Then  in  paragraph  6 I say  that,  notwithstanding 
the  disadvantages  arising  from  the  present  high 
taxation,  I personally  am  not  in  favour  of  abandoning 
a Sinking  Fund,  and  our  efforts  to  pay  off  debt.  I 
state,  however,  that  a Sinking  Fund,  of  course,  pre- 
supposes the  Government  pursuing  such  measures  of 
economy  as  to  have  a real  surplus  out  of  which  to 
provide  it.  It  is  useless,  of  course,  to  borrow  on  the 
one  hand  and  have  a Sinking  Fund  on  the  other.  I 
am  very  much  in  favour  of  a Sinking  Fund,  because  it 
is  the  only  method  I see  of  maintaining  our  credit  and 
of  enabling  us  in  the  future  to  do  what  is  very  im- 
portant, namely,  to  go  in  for  sound  and  profitable 
schemes  of  conversion  of  the  debt,  and  generally  to 
maintain  our  credit  in  the  world.  As  far  as  I can 
see  there  are  only  three  ways  of  dealing  with  the 
problem:  a Capital  Levy,  inflation,  or  the  provision 
of  a Sinking  Fund,  together  with  measures  of  con- 
version when  possible.  I personally,  from  a practical 
point  of  view,  am  entirely  against  both  a Capital 
Levy  and  inflation,  for  reasons  which  perhaps  it  is 
unnecessary  to  argue.  Therefore  I come  back  to  the 
only  other  solution,  which  is  to  go  on  with  the  gradual 
reduction  of  the  debt.  It  is  an  enormously  long  pro- 
cess, but  personally  I see  no  other  way. 

Then  I deal  with  a certain  number  of  the  Com- 
mittee’s specific  questions.  There  are  three  which 
seem  to  me  more  or  less  on  the  same  point : that 
is  : “ How  does  the  National  Debt  affect  the  supply 
of  credit  and  capital?  ” I say  that  I consider  it 
only  affects  the  supply  of  capital  in  so  far  as  it 
affects  saving.  If  it  decreases  saving,  it  increases 
the  cost  of  capital  because  the  interest  on  capital 
merely  expresses  the  price  of  capital  according  to 
the  world  demand  for  it  as  compared  with  the  supply. 
Then  I go  on  to  the  question  of  the  Funded  Debt  and 
the  Floating  Debt.  I do  not  consider  that  there  is 
any  case  for  not  redeeming  the  debt — as  some  people 
argue — because  you  would  thereby  reduce  the  amount 
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of  War  Loan  as  a banking  security.  I think  while 
it  is  a useful  security  it.  could  be  easily  replaced  by 
other  kinds  of  security.  The  Floating  Debt  is  on  a 
different  basis,  because  it  is  part  of  the  very  delicate 
mechanism  of  the  money  market.  I think  it  should 
gradually  be  reduced,  but  not  too  rapidly,  because: 
it  would  narrow  the  freedom  and  the  elasticity  of 
the  discount  market  if  it  were  done  so  rapidly  as 
not  to  give  that  market  time  to  adjust  itself.  The 
last  two  questions  I deal  with  are  these:  “ How  far 
does  the  heavy  Income  Tax  deter  the  foreigner  from 
investing  in  this  country?  How  far  does  it 
induce  the  British  resident  to  invest  outside  this 
country?  ” My  experience  is  that  the  present  Income 
Tax  practically  prohibits  the  foreigner  from  buying 
ordinary  securities  in  this  country.  It  may  not  stop 
Mr.  Henry  Ford  from  building  a factory  and  seeing 
whether  he  can  make  profits  out  of  an  industry;  but 
as  for  the  man  who  wishes  just  to  invest  his  money 
and  get  a fair  return  on  it,  I should  say  it  practically 
deters  him.  As  far  as  I can  see,  it  only  induces  the 
British  resident  to  invest  his  money  abroad  if  he 
thinks  he  can,  by  so  doing,  evade  his  legal  liabilities. 

On  Death  Duties  I do  not  profess  to  have  a very 
expert  opinion  as  to  whether  they  involve  a 
destruction  of  capital  or  not,  but  it  seems  to  me  that 
when  taxation  is  as  high  as  it  is  now,  it  is  rather 
difficult  to  draw  a line  between  the  effects  of  the 
Death  Duties  and  the  effects  of  Income  Tax  and 
Super-tax.  They  certainly  both  of  them  prevent  the 
national  capital  being  as  great  as  it  otherwise  would 
have  been,  except  in  so  far  as  the  Government  spends 
the  proceeds  by  increasing  the  capital  resources  of  the 
country.  If  you  push  them  beyond  a certain  point 
I think  they  actually  diminish  the  capital  of  the 
country.  Whether  we  have  reached  that  point  I 
should  hesitate  to  say.  That  is  my  general  evidence. 

1353.  Mr.  Bell:  I think  it  is  clear  that  your  opinion 
is  that  whether  Income  Tax  is  a true  overhead  charge 
or  not,  which  is  a pure  technical  question,  it  is  in  the 
long  run  a charge  on  industry  and  handicaps  it 
especially  as  against  foreigners  who  are  trading  with 
countries  similar  to  ours  but  who  have  not  got  that 
burden  upon  them? — Yes. 

1354.  The  Committee  have  had  various  views  about 
reducing  the  debt.  It  has  been  put  with  some  force 
that  the  reduction  of  debt  can  only  be  wisely  made 
out  of  savings  which  would  not  take  the  people’s 
capital  away.  On  the  other  hand  it  is  held  that  it 
might  be  necessary  to  make  an  effort  so  as  to  overtake 
this  awful  debt  in  a reasonable  time;  that  we  should 
double,  sav,  the  Sinking  Fund  that  exists  to-day.  You 
say  in  paragraph  5 : “ Any  increase  of  direct  taxation 
over  the  present  level  would  have  progressively  serious 
effects.”  Would  you  say  that  even  if  the  increase  was 
for  the  reduction  of  debt? — Yes.  If  I knew  that  a 
Sinking  Fund  of  say  £100,000,000  a year  would 
actually  increase  the  present  taxation,  I should  be 
inclined  to  say  that  the  present  taxation  is  high 
enough.  My  view  of  the  Sinking  Fund  is  that  the 
Government  should  regard  it  as  an  essential  part  of 
their  expenditure,  and  should  do  everything  they  can 
to  diminish  other  forms  of  expenditure  in  order  to 
maintain  it. 

1355.  Would  you  be  in  favour  of  keeping  up  a pay- 
ment of  £50,000,000  a year,  which  is  the  figure  that 
has  been  suggested  as  a reasonable  one,  equally  in  bad 
times  as  in  good  times? — Yes. 

1356.  Though  it  might  trench  upon  your  principle? 
. — Yes.  I think  if  you  were  going  to  lay  down  that 
you  would  in  bad  times  do  away  with  the  Sinking 
Fund  and  only  keep  it-  on  in  good  times,  in  practice 
you  would  never  keep  it  on  at  all.  I think  you  must 
go  on  with  it  from  year  to  year. 

1357.  Generally  are  you  in  favour  of  the  figure  of 
£50,000,000  as  reasonable  in  present  circumstances 
when  capital  is  so  much  required,  and  keeping  to  that 
figure,  although  it  would  take  a very  long  time  to 
overtake  the  debt? — Yes,  I should  say  that 
£50,000,000  is  a reasonable  amount  now. 

1358.  Mr.  Bowen : Just  a question  on  paragraph  5. 
You  speak  of  economy  in  Government  expenditure, 


and  you  suggest  that  the  Government  should  not 
expend  money  on  social  schemes.  1 should  like  to  ask 
you  how  far  you  would  commit  the  Government  in 
that  connection.  What  social  schemes  have  you  in 
your  mind? — I do  not  know  that  I can  answer  that 
in  detail.  It  leads  to  a very  broad  question.  I hold 
a view  which  is  perhaps  not  very  much  in  favour  at 
the  present  moment.  I consider  that  very  broadly 
the  best  way  for  a Government  to  encourage  the 
prosperity  of  a country  is  to  see,  not  how  much  it 
can  spend,  but  how  little  it  can  spend.  For  the 
purpose  of  increasing  national  wealth  it  is  desirable 
that  the  Government  should  as  far  as  possible  limit 
its  activities,  and  not  extend  them.  I consider  it 
probable  that  the  total  of  our  national  wealth  is 
reduced,  and  not  increased,  by  the  amount  spent  by 
our  local  and  central  authorities  on  public  assistance, 
that  enormous  sums  which  in  various  directions  are 
spent  on  public  assistance,  though  no  doubt  there  are 
great  difficulties  in  largely  reducing  them,  do  actually 
diminish  the  well-being  of  our  people  and  not 
increase  it. 

1359.  Would  you  leave  it  entirely  to  private 
initiative  to  readjust  those  conditions? — I would 
leave  practically  all  industry  to  private  initiative. 
All  competitive  industry,  in  my  opinion,  must  be  left 
to  private  initiative. 

1360.  Y'ou  would  not  think  that  the  present 
experience  of  the  Minister  of  Health  in  regard  to 
housing  would  have  any  influence  on  the  problem? — 
I would  say  that  we  have  got  into  this  extraordinarily 
difficult  position  in  housing  because,  owing  to  the 
War,  probably  necessarily,  w©  got  on  entirely  wrong 
economic  rails,  and  have  been  driven  further  and 
further  on  the  wrong  line;  that  it  was  because  we 
had  to  abandon,  or  at  any  rate  did  abandon,  the 
normal  economic  method  of  finding  houses  that  we 
find  ourselves  in  this  position  now. 

1361.  Will  not  that  apply  fairly  generally?  So 
long  as  you  have  conflicting  interests  in  the  country 
endeavouring  to  shape  the  course  of  national  things 
to  their  own  liking,  you  are  bound  to  have  that  crop 
up  again? — I do  not  quit©  follow  that. 

1362.  There  is  a suggestion  that  I see  in  your 
paragraph,  which  I think  is  practically  the  heart  of 
the  whole  subject,  that  you  would  limit  Government 
expenditure,  and  that  you  find  yourself  out  of 
sympathy  with  a good  deal  of  modern  thought,  and 
so'  on.  That  to  my  mind  is  the  main  part  of  your 
very  useful  and  very  able  paper,  if  I may  say  so. 
That  suggests  to  my  mind  the  need  for  examining  it 
as  fully  as  possible,  so  that  I can  quite  understand 
what  you  have  in  your  mind.  If  you  agree  that  the 
Government  of  the  day  should  endeavour  to  secure 
such  a balance  on  the  Budget  as  would  produce  a 
Sinking  Fund,  I do  want  to  know  how  far  you  would 
limit  that  Government  in  taking  any  part  in  the 
working  out  of  social  schemes  of  welfare,  or  what  you 
call  public  assistance.  You  cannot  give  a guarantee 
of  private  enterprise  in  all  these  things  which  is 
going  to  give  satisfaction? — No,  of  course  you  can- 
not. Certainly  I do  not  mean  that  private  enterprise 
should  take  up  such  a subject  as  old  age  pensions, 
and  so-  on.  There  are  certain  things  which,  if  they 
are  to  be  done  at  all,  must  be  done  by  the  Govern- 
ment. I merely  made  a general  observation  that  our 
Government  will  have  to  study  first  of  all  economy 
unless  we  are  to  be  driven  into  a position  which  we 
have  never  been  in  before,  namely,  either  to  put  on 
such  taxation  as  will  entirely  hamper  all  our  industry 
and  commerce  or  else  to  do  what  is  done  in  other 
countries,  to  meet  the  problem  by  inflation. 

1363.  I think  there  can  be  hardly  any  disagreement 
between  us  at  all  as  to  the  need  for  economy.  You 
might  regard,  for  example,  the  expenditure  of  huge 
sums  of  money  on  a housing  scheme  as  being  un- 
economical, but  it  might  not  appeal  to  my  mind  in 
the  same  way.  So  I am  led  to  ask  you  the  question, 
if  you  really  believe  that  a Sinking  Fund  is  absolutely 
necessary,  would  you  think  it  proper  that  the 
Government  should  charge  a Sinking  Fund  as  a first 
charge  upon  the  community,  not,  as  you  make  it,  a 
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secondary  consideration,  provided  they  are 
economical? — By  first  charge  do  you  mean  before  all 
other  expenditure? 

1364.  That  there  would  be  a definite  charge  upon 
the  nation  for  a Sinking  Fund.  The  question  of 
economy  being  maintained  would  be  a question  at  the 
time  for  the  Government  that  is  in  office.  Let  me 
put  it  in  another  way.  I am  asking  you  whether  you 
would  agree  that  if  a Sinking  Fund  is  essential,  what- 
ever  happens,  whatever  the  Government  does,  the 
country  should  stand  up  to  such  taxation  as  will  meet 
that  Sinking  Fund? — No,  I should  not  say  that.  Of 
course  there  are  certain  Government  charges,  very 
large  charges,  which  must  come  before  Sinking  Fund. 
The  Government  must  be  carried  on  and  the  defence 
of  the  country  provided  for,  and  no  doubt  things  like 
education,  and  so  on.  I think  it  is  very  difficult  to 
state  in  the  form  of  an  absolute  principle  what  you 
ask.  I should  say  that  it  is  very  important  to  main- 
tain a Sinking  Fund,  but  if  our  Government  were 
largely  to  increase  their  Budget  now  on  expenditure 
that  the  community  could  not  stop,  and  if  F were 
then  asked,  with  another  £100,000,000  or  £200,000,000 
of  expenditure,  should  I still  think  it  necessary  to  add 
£50,000,000  for  a Sinking  Fund,  I might  say  no.  I 
might  say  that  the  direct  taxation  would  be  so  high 
that  a Sinking  Fund  would  be  a farce;  you  would 
simply  be  damaging  industry  by  raising  a Sinking 
Fund  more  than  by  not  doing  so.  I should  say  it  all 
depends  on  the  scale  of  expenditure. 

1365.  Even  though  we  face  the  burden  of  a National 
Debt  and  heavy  taxation ; even  though  that  still 
exists? — Yes. 

1366.  Professor  Sail:  I would  like  to  ask  you  about 
paragraph  4,  in  regard  to  taxation  affecting  busi- 
nesses in  this- country.  Would  you  agree  that  roughly 
all  industries  and  all  businesses  are  similarly  affected 
by  the  rate  of  taxation? — You  mean  industrial  and 
financial. 

1367.  Let  us  say  industrial;  confine  it  to  industrial. 
Roughly  speaking  they  are  all  affected  in  a similar 
manner  by  the  rate  of  taxation? — They  are  affected 
very  differently,  I think,  in  various  ways.  For 
instance,  supposing  a company  is  faced  with  large 

•capital  expenditure  for  the  purpose  of  development, 
and  it  must  issue  shares  to  provide  that  money,  it  is 
more  affected  by  taxation  which  prevents  it  paying 
a sufficient  dividend  to  enable  it  to  issue  that  capital, 
than  an  extremely  rich  company  which  can  easily  pay 
the  taxation.  It  depends  on  where  you  stand  in  the 
level  of  prosperity,  I should  say. 

1368.  But  that  being  allowed  for,  would  you  say 
that  roughly  speaking  there  is  no  favouritism  between 
different  industries? — If  the  rate  were  the  same  for 
all  of  them,  yes. 

1369.  And  that  in  some  foreign  countries  the  con- 
ditions would  be  somewhat  similar? — Yes;  I should 
say  in  all  countries  one  industrial  company  would  be 
charged  the  same  rate  as  any  other,  but,  of  course, 
the  rate  would  be  extremely  different  in  different 
countries. 

1370.  That  being  so,  I would  like  to  ask  if  your 
argument  here  does  not  cut  across  the  accepted 
theory  of  international  trade,  that  international  trade 
depends  upon  differences  in  comparative  cost  rather 
than  in  absolute  cost? — I would  take  first  the  direct 
effect.  If  you  take  the  power  of  a company  in  this 
country  to  compete,  not  in  this  country  but  in  some 
foreign  country,  with,  say,  Germany,  then  taxation 
does  affect  it.  If  it  is  a question  of  a German  com- 
pany competing  in  the  Argentine  against  a British 
company,  the  financial  strength  of  the  German  com- 
pany, due  to  the  fact  that  it  has  not  suffered  from 
the  same  taxation  and  has  been  enabled  therefore  to 
improve  its  works  and  generally  to  get  into  a position 
of  strength,  may  enable  it  to  quote  a lower  price  than 
a British  company. 

1371.  That  is  in  that  particular  case? — Yes. 

1372.  Would  you  say  that  it  affects  our  total  foreign 
trade? — I should  say  in  diminishing  enterprise  hero, 
it  would. 


1373.  That  seems  rather  to  upset  the  usually 
accepted  theory  of  international  trade,  that  if  prices 
all  round  rise  equally,  you  will  have  no  difference  in 
the  volume  of  exchange? — But  would  prices  rise 
equally  ? 

1374.  I am  assuming  that  what  you  said  means  that 
the  effect  upon  prices  would  be  the  same  in  all 
industries  relatively  ? — The  effect  on  industries  in 
this  country  would  be  the  same.  I do  not  know  that 
it  would  be  the  same  in  Germany. 

1375.  The  point  I want  to  bring  out  is  this.  The 
taxation  in  operation  in  France  or  Germany  would 
affect  all  the  producers  in  those  countries  similarly 
and  would  therefore  affect  in  the  same  manner  the 
level  of  prices  in  those  countries.  Our  own  taxation 
affects  the  level  of  all  prices  in  our  country'  and  if 
international  trade  depends  upon  differences  in  com- 
parative cost,  then,  while  there  may  be  perhaps  some 
variation  in  the  nature  of  the  international  trade, 
the  total  volume  will  remain  approximately  the  same  ? 
— Might  there  not  be  a very  great  variation  in  the 
nature?  Might  not  you  be  forced  out  of  a particular 
industry  altogether  in  this  country  into  something 
where  you  had  some  greater  comparative  advantage? 

1376.  That  is  the  point  I want  to  bring  out.  You 
do  not  mean  to  assert  here  that  the  total  foreign 
trade  is  affected? — I think  in  the  process  of  readjust- 
ment you  might  lose  a great  deal  of  trade.  Supposing 
we  were  forced  entirely  out  of  the  iron  and  steel 
trade  and  had  to  employ  ourselves  on  some  other  trade 
where  we  had  some  comparative  advantage,  we  might 
find  some  considerable  time  elapse  before  we  adjusted 
ourselves  to  that  situation  and  got  into  this  other 
trade,  whatever  it  was. 

1377.  But  you  do  not  want  to  assert  that  in  the 
long  run  the  volume  of  international  trade  would  be 
less  ? — I certainly  would  not  like  to  assert  that  it 
would  not  be  less. 

1378.  It  seems  to  be  a general  assumption  that  high 
taxation  kills  foreign  trade.  That  is  the  point  1 
really  want  to  settle.  If  it  is  true,  then  it  upsets 
all  the  accepted  theories  of  international  trade? 
Sir  Charles  Addis : But  does  it,  may  I just  ask  ? 
Would  you,  for  my  own  curiosity,  amplify  that?  If 
it  depends  on  the  difference  of  comparative  cost  and 
if  the  comparative  cost  in  one  country  of  a series  of 
articles  is  raised  as  against  the  other,  that  would 
diminish  the  total  volume  of  trade,  would  it  not? — 
Professor  Hall:  Not  necessarily ; I do  not  think  so. 
It  may  change  the  nature  of  the  goods  exchanged, 
but  it  would  not  necessarily  change  the  total  volume. 
Sir  Charles  Addis : I would  like  to  have  that  point 
considered.  Have  you  considered  that  point,  Mr. 
Brand? — As  I say,  I certainly  would  not  like  to  say 
that  taxation  does  not  diminish  the  total  trade. 

1379.  Sir  Charles  Addis:  Might  I ask  Sir  Josiah 
.about  that  at  this  point  ? Sir  J osiah  Stamp  : Ais  I 
understand  the  operation  of  the  law  of  comparative 
cost,  it  is  quite  true  you  do  not  alter  the  relation 
with  regard  to  producing  particular  things  in  one 
country;  neither  do  you  alter  them  in  another  country 
for  that  country,  but  you  do  alter  the  relations  of 
the  respective  parts  to  the  different  countries  and  you 
so  throw  them  out  when  you  have  more  taxation  in 
one  country  than  in  the  other  that  you  destroy  the 
whole  relation  between  the  two  and  the  foreign  trade 
between  them  might  even  cease  altogether.  Sir 
Charles  Addis:  You  do  not  accept  Professor  Hall’s 
statement  about  international  trade  at  all? — 
Witness  : No,  I do  not  accept  it. 

1380.  Sir  Josiah  Stamp:  The  fact  that  you  do  not 
alter  the  relation  between  the  production  in  the  one 
country  in  that  country,  and  do  not  alter  it  in  the 
other  country,  does  not  say  that  you  do  not  alter  it 
as  between  the  two  countries.  That  is  the  distinc- 
tion. Sir  Charles  Addis : I thought  we  ought  to 
make  that  clear,  otherwise  it  might  be  taken  that  the 
Committee  had  accepted  that  theory.  Mr.  Bell : 
Surely  the  total  volume  of  international  trade  is 
affected  by  high  taxation  in  all  countries  ? — Witness  : 
Yes,  I should  have  thought  it  was. 
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1381.  Sir  Josiah  Stamp : If  the  taxation  was  equal 
in  all  countries  and  had  an  equal  effect  in  all 
countries,  it  would  not  alter  it.  Mr.  Bell : But  as 
it  is,  high  taxation  must  affect  consumption  and 
therefore  it  does  affect  the  volume  of  international 
trade.  Sir  Josiah  Stamp:  Supposing,  for  example, 
in  a given  country  the  weather  suddenly  became  so 
bad  that  all  your  crops  were  razed,  that  country 
could  not  be  in  the  same  relation  to  another  country 
where  the  weather  conditions  remained  the  same? — 
Witness  : May  I go  further?  Let  me  reduce  it  to  an 
absurdity.  Supposing  all  your  profits  were  taken 
away  by  taxation  in  every  country,  you  would  have 
the  same  level  but  you  would  have  no  trade  at  all, 
because)  nobody  would  go  into  enterprise  of  any  kind. 

1382.  Professor  Kail : The  fact  remains  that  if  you 

had  to  pay  twice  the  price  for  boots  in  one  country 
and  only  half  the  price  for  boots  in  the  other  country, 
surely  some  exchange  would  still  continue.  I am 
assuming  that  the  increase  is  equal  in  both  countries. 
Sir  Josiah  Stamp : Equal  taxation.  Professor  Hall: 
No;  equal  as  between  the  articles.  If  boots  are  the 
articles  we  select,  and  the  price  of  boots  is  double 
in  one  country  and  half  the  price,  let  us  say,  in 
the  other,  now7  by  reason  of  the  alteration  in  taxation 
the  whole  of  our  prices  are  altered,  but  still  the 
relationship  between  those  two  countries  remains  the 
same  and  we  would  still  be  .able  to  exchange  with 
the  other  country.  Mr.  Lees-Smith : I think  Pro- 
fessor Hall  is  right.  I have  always  understood  this 
doctrine  to  be  that  the  reason  that  a poor  country 
can,  in  spite  of  its  being  generally  poor,  carry  on 
a considerable  foreign  trade,  is  that  the  measurement 
is  not  between  the  absolute  cost  of  production  in 
that  country  and  the  absolute  cost  in  another,  hut 
is  between  the  comparative  cost  and  therefore,  if 
anything  happens  to  that  country  even  to 
make  it  poorer,  still  it  would  not  necessarily 
diminish  its  foreign  trade.  It  would  alter  the 
relation  of  comparative  costs,  but  that  alteration  of 
relation  might  lead  to  an  increase  of  foreign  trade. 
It  would  not  necessarily  lead  to  diminution.  We  have 
heard  about  wiping  trade  out  altogether  as  the  result 
of  the  operation  of  costs.  It  might  equally  have  the 
effect  of  increasing  the  volume  of  trade  as  the  effect 
of  the  alteration  of  costs.  Sir  Charles  Addis : It 
might  decrease  the  volume.  Mr.  Lees-Smitli : It 

might  diminish  it  or  it  might  increase  it.  Therefore 
an  argument  which  says  that  it  will  diminish  it,,  is  an 
argument  wdiich  only  gives  one  possibility  and  leaves 
out  of  account  the  other  possibility.  Mr.  Bell : But 
the  argument  which  says  that  it  does  not  alter  it  at 
all  is  also  wrong.  Sir  Charles  Addis : That  is  the 
point.  My  intention  was  to  correct  the  original 
statement,  which  said  it  did  not  alter.  Sir  Josiah 
Stamp : On  the  whole,  the  prima  facie  case  is  that  it 
■would  decrease  it.  Mr.  Bell : Suppose  one  country 
was  taxed  20s.  in  the  £,  and  the  other  was  taxed  at 
1s.  in  the  £,  is  the  country  which  is  taxed  20s.  in  the 
£ under  no  disqualification  in  relation  to  the  other 
country? — Sir  Josiah  Stamp:  I should  like  to  enter  a 
caveat  on  the  fundamental  assumption  that  you 
necessarily  increase  prices  by  the  amount  of  the 
tax  pro  rata. 

1383.  Professor  Kail : You  say  you  do  not  think  the 
present  Sinking  Fund  is  excessive? — Yes. 

1384.  That,  of  course,  is  quite  additional  to  the 
amount  that  we  provide  for  interest  upon  the  debt? — 
Yes. 

1385.  Would  you  favour  the  policy  of  making  an 
equal  annual  provision  as  the  years  go  by?  Suppose, 
for  example,  the  total  amount  of  provision  made 
to-day  is  £50,000,000,  would  you  be  in  favour  of 
having  that  provision  although  the  debt  itself  is 
becoming  smaller? — If  the  debt  became  smaller  and  if 
our  taxation  were  not  increased  or  were  even  reduced 
by  smaller  expenditure  of  the  Government  in  other 
directions,  I should  be  in  favour  of  increasing  the 
Sinking  Fund.  I think  it  is  all  a question  of 
comparison. 

1386.  So  you  would  be  favourable  to  an  increased 
rate  of  redeeming  the  debt,  provided  there  was  no 


increase  of  expenditure  calling  for  taxation? — No,  I 
would  not  say  that  I would  be  in  favour  now  of 
taking  any  possible  reduction  in  our  present  expendi- 
tureand  lumping  it  all  on  to  the  Sinking  Fund  because 
I think  there  is  a good  case  to  be  made  both  for  a 
big  Sinking  Fund  and  also  for  reduced  taxation,  and 
it  is  a question  of  the  comparative  advantage  as 
between  the  two  ; but  I should  be  generally  in  favour 
of  increasing  the  Sinking  Fund  if  our  Government 
became  much  more  prosperous  than  it  is  at  present, 
either  by  reducing  expenditure  or  by  the  country 
becoming  so  much  richer  that  our  taxes  were  more 
productive. 

1387.  Would  you  favour  a policy  which  included 
the  committing  of  the  country  to  the  redeeming  of 
the  debt  within  a definite  period,  say  35  or  50  years? 
— No,  I do  not  think  I would.  I do  not  think  we  can 
look  as  far  ahead  as  that. 

1388.  Do  you  think  that  collective  spending  may 
ever  be  more  economical  than  private  spending? — I 
would  like  you  to  define  collective  spending  a little. 

1389.  The  provision  of  a library  ? — You  mean 
whether  it  is  more  desirable  that  the  community 
should  provide  itself,  either  through  the  Government 
or  some  local  authority,  with  its  necessities,  rather 
than  that  each  individual  should? 

1390.  Yes.  I want  it  just  as  a general  question,  just 
as  to  principle  r'  instead  of  myself  buying  books  and 
yourself  buying  books,  and  other  people  buying  books 
individually,  if  we  were  to  pay  rates  and  taxes  to 
maintain  a library  from  which  we  could  all  borrow, 
might  not  that  be  more  economical  for  us  as  citizens, 
rather  than  to  buy  the  books  individually? — In  theory 
I think  it  might  be.  In  practice  I am  not  in  favour 
of  collective  spending  of  that  kind,  because  I think 
private  spending  is  more  economical  on  the  whole  than 
collective  spending.  That  has  certainly  been  my 
experience — that  collective  spending  is  not  as  well 
directed  to  economic  ends  as  private  spending.  A 
private  man  knows  exactly  where  the  shoe  pinches, 
whereas  the  collective  man  does  not. 

1391.  Would  you  admit  that  collective  spending  may 
on  occasion  be  more  economical  than  private  spend- 
ing?— 1 would  like  to  consider  an  instance  of  it.  You 
mean,  for  example,  a Government  or  local  authority 
making  roads  instead  of  a lot  of  private  citizens 
making  each  yard  of  road  opposite  his  own  doot. 
That  I agree  would  be  so.  Sir  Alan  Anderson  : Water- 
works. 

1392.  Professor  Kail : I gave  the  case  of  libraries, 
and  Sir  Alan  Anderson  has  mentioned  the  case  of 
waterworks? — There  are  certainly  cases.  Roads  I 
should  take  as  a case. 

1393.  Every  case  nowadays  should  be  examined  on 
its  merits? — Yes. 

1394.  You  cannot  condemn  wholesale  the  spending, 
of  money  by  a municipality  or  by  the  central  Govern- 
ment?— No,  certainly  not.  Certain  services  have  to 
be  communal. 

1395.  Therefore  an  increase  of  taxation  for  that 
reason  may  he  economical? — Yes,  it  may  be. 

1396.  It  is  merely  a transfer  of  spending  from  the 
individual  to  the  group? — Yes. 

1397.  Mr.  Kichens : I understand  your  view  is  that 
our  national  credit  was  seriously  impaired  as  the 
result  of  the  tremendous  increase  of  debt  due  to  the 
War? — Do  you  mean  in  foreign  countries  and  in  the 
financial  world  at  large? 

1398.  In  the  financial  world  at  large.  This 
country  would  not  find  it  as  easy  to  raise  another 
£7,000,000,000  as  we  did  before? — No,  that  is  clear. 
But  speaking  generally  as  compared  with  all  other 
countries,  I should  not  say  that  our  national  credit  is 
impaired  in  the  world.  I should  say  it  stands  very 
high. 

1399.  But  you  could  not  say  that  one  could  tall 

about  our  bottomless  purse  quite  as  freely? No. 

1400.  Would  you  go  so  far  as  to  say  that  it  is  of 
vital  importance  that  debt  should  be  paid  off  in 
order  that  our  credit  may  he  strengthened? — Yes,  I 
think  myself  it  is. 

1401.  Your  view,  I gather,  is  that  taxation  to-day 
is  about  as  high  as  it  should  bq? — Yes, 
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1402.  Supposing  it  were  possible  for  the  Govern- 
ment, by  means  of  various  economies  in  other 
directions,  to  save  the  equivalent  of  Is.  in  the  Income 
Tax,  would  you  be  in  favour  of  giving  the  whole  or 
part  of  that  to  fructify  in  the  pockets  of  the  people, 
or  would  you  apply  it  to  the  Sinking  Fund?- — As  an 
Income  Tax  payer  I should  like  to  get  it  all  myself. 

1403.  But  as  a witness  before  this  Committee? — The 
question  is  extraordinarily  difficult  to  answer  without 
being  in  the  Treasury  and  having  examined  the  whole 
situation. 

1404.  But  as  a practical  proposition  if  to-morrow 
or  next  year  it  was  suggested  that  there  was  a surplus 
of  Is.  in  Income  Tax,  would  you  think  that  it  was 
more  in  the  public  interest  that  that  should  be 
applied  to  the  reduction  of  debt  or  that  it  should  go 
into  tire  pockets  of  the  people? — I should  be  inclined 
probably  to  do  half  and  half ; increase  the  Sinking 
Fund  and  3ret  reduce  a certain  amount  of  taxation. 

1405.  I suppose  it  is  the  case,  is  it  not,  that  if  you 
collected  that  Is.  and  paid  off  debt  with  it,  it  would 
find  its  way  back  into  the  pockets  of  the  people  just 
as  much  as  if  you  left  it  there  in  the  first  instance? 
Yes,  I should  say  so. 

1406.  Therefore  there  is  no  serious  objection  to 
taking  it  and  giving  it  back,  is  there? — No,  except 
the  objection,  of  course,  that  the  taxpayers  have  to 
go  on  paying  the  same  rates'  of  taxation  as  they  do 
now. 

1407.  The  incidence  affects  individuals  in  different 
ways? — Yes. 

1403.  But  if  you  are  looking  at  the  country  as  a 
whole? — If  you  are  looking  at  the  question  of  saving, 
I myself  do  not  think  there  is  much  difference.  It  is 
possible  you  might  save  more  by  'increasing  the  Sink- 
ing Fund  than  by  letting  the  Income  Tax  payer  keep 
the  money  to  spend. 

1409.  That  is  what  I wanted  to  get  at.  It  is 
possible? — Yes. 

1410.  Therefore  it  would  lie  to  the  interest  of  the 
country  to  maintain  a high  rate  of  Income  Tax  in 
order  to  pay  off  debt? — Personalty  I do  not  think  it 
affects  the  question  of  saving  very  much.  I think  it 
does  affect  the  question  of  enterprise.  I think  from 
that  point  of  view  a fall  in  the  rate  of  taxation  is 
very  desirable. 

1411.  On  that  question  of  enterprise,  which  you 
deal  with  in  paragraph  2 of  your  memorandum,  I 
understand  your  view  is  that  a high  rate  of  taxation 
restricts  enterprise? — Yes. 

1412.  With  that  I think  most  people  would  agree, 
but  can  that  statement  be  qualified  in  certain  ways? 
I should  like  to  know  your  view,  for  instance,  as 
to  whether  there  are  not  certain  kinds  of  enterprise 
where  the  profit  accrues  more  from  an  increase  in 
capital  values,  in  which  case,  I take  it,  that  a high 
Income  Tax  would  not  affect  the  position  very  much. 
For  example,  take  the  case  of  sinking  a shaft  for  a 
coal  mine.  The  problem  may  be  as  to  whether  the 
coal  is  there  in  payable  quantities  or  not. 
Speculation  consists  in  the  sinking  o-f  that  shaft. 
It  you  once  get  to  the  coal  the  capital  value  of  that 
is  immensely  increased  and  you  can  realise  a great 
profit  on  your  capital  value.  Now  that  kind  of 
enterprise  is  not  restricted  in  the  same  way,  is  it? — 
Not  if  your  intention  was  to  realise  your  profits. 

1413.  And  that  is  to  quite  a considerable  extent 
the  intention  of  certain  speculators,  is  it  not? — Yes, 
to  sell  the  shares  of  the  concern. 

1414.  So  that  may  qualify  it  to  that  extent? — Yes. 

1415.  Similarly  what  you  say  would  apply,  would 
it  not,  more  to  the  big  owner  of  capital  than  to  the 
small  investor.  Would  you  think  that  was  true?  Are 
there  not  a large  number  of  small  speculators  to-day 
who,  owing  to  the  high  cost  of  living,  are  pushed  by 
economic  necessity  to  try  to  get  somehow  a higher 
rate  of  interest  on  their  money  than  they  did  before? 
— Undoubtedty. 

1416.  And  they  are  tempted  into  paths  of  specula- 
tion at  any  rate,  are  they  not? — Yes. 


1417.  And  the  same  class  of  small  speculators,  1 
suppose,  is  fairly  large,  is  it  not? — Yes,  it  is  growing, 
certainty. 

1418.  Is  it  not  probably  true  to  say  that  if  an 
enterprise  starts,  it  is  started'  by  the  big  capitalist, 
who  in  the  course  of  time  probably  disposes  of  his 
shares  to  the  smaller  individuals,  who  take  them  up 
in  small  parcels? — Yes. 

1419.  So  that  in  time  one  has  rather  to  look  to  the 
small  man  than  to  the  big  man  ? — I should  say  that  in 
nearly  all,  or  in  the  great  majority  of  cases,  the 
intention  is  finally,  when  the  thing  has  got  to  a 
certain  point,  to  interest  the  public  in  it ; and  by  the 
public  I mean  the  speculator,  or,  rather,  investor, 
small  and  large. 

1420.  But  very  largely  the  small  speculator  who  puts 
in  his  £100  of  his  £200? — l^es.  In  a company,  of 
which  I am  director,  we  have  about  10,000  to  12,000 
shareholders,  and  I think  the  average  holding  is  about 
£200  or  £300.  That  is  very  usual,  I should  say. 

1421.  Has  that  class,  do  you  think,  been  deterred 
or  encouraged  by  high  taxation,  bearing  in  mind  that 
the  small  man  very  often  does  not  pay  Income  Tax 
or  pays  it  on  a lower  scale? — I should  say  that  it 
affects  the  original  speculator  more  than  that  class  of 
investor. 

1422.  So  there  is  some  qualification? — Yes. 

1423.  There  is  only  one  other  question,  and  that  is 
in  regard  to  the  Floating  Debt.  Your  point  is  that 
that  ought  to  he  paid  off  gradually  so  as  not  to  cause 
any  serious  dislocation? — Yes. 

1424.  Are  you  satisfied  with  what  is  being  done 
to-day? — I think  the  money  market  is  not  being  upset 
to-day  by  the  reduction.  My  feeling  is  this — I do  not 
know  whether  Sir  Charles  Addis  agrees  with  it — that 
if  you  suddenly  reduce  the  amount  of  Treasury  Bills 
a great  deal  you  reduce  the  elasticity  of  the  discount 
market,  because  you  will  take  away  from  the  discount' 
market  certain  securities  that  at  this  moment  are 
essential  so  long  as  banking  deposits  are  on  the  level 
they  are  on  now. 

1425.  I should  agree  to  that  personalty.  I wanted 
to  know  whether  you  thought  that  what  was  being 
done  to-day  was  satisfactory? — I have  certainty  no 
objection  to  what  is  being  done  to-day. 

1426.  So  one  might  realty  proceed  on  the  same  scale 
as  we  are  to-day  without  interfering  in  any  way  with 
it? — At  present,  as  far  as  I know,  the  reduction  of 
Treasury  Bills  is  being  replaced  by  the  growth  of  com- 
mercial bills.  Provided  that  the  commercial  hills 
grow,  there  is  no  harm  done. 

14-27.  Finally,  your  broad  position  would  be  that 
you  cannot  consider  the  reduction  of  debt  in  isolation 
from  the  rest  of  taxation? — No. 

1428.  That  the  ordinary  man  thinks  in  terms  of  an 
Income  Tax  of  4s.  6d.  in  the  £ or  5s.,  or  whatever  it 
may  be? — That  is  so. 

1429.  That  it  is  not  practical  politics  to  increase 
the  payment  required  for  reducing  the  debt  unless  at 
the  same  time  you  can  do  something  to  alleviate  the 
calls  upon  him  in  other  directions? — Yes. 

1430.  The  two  have  got  to  go  hand  in  hand? — Yes. 

1431.  Sir  Alan  Anderson : In  talking  about  com- 
munal spending,  what  you  said  was  you  had  a pre- 
disposition to  let  individual  enterprise  have  its  head? 
—Yes. 

1432.  Do  you  agree  you  should  look  at  each  separate 
possible  way  of  spending  and  judge  it  on  its  merits  ? — 
Yes. 

1433.  I suppose  you  are  applying  realty  the  same 
sort  of  business  tests  to  these  two  other  ways  of 
reducing  the  burden  of  National  Debt;  you  simply 
do  not  like  them  because  you  do  not  think  they  would 
work? — You  mean  a Capital  Levy  and  inflation? 

1434.  Yes? — Yes.  My  general  feeling  is  that  you 
want  to  give  at  the  present  moment  as  few  shocks 
as  possible  to  the  business  and  industrial  world;  that 
a huge  shock  such  as  a Capital  Levy  would  certainty 
foe — and  you  cannot  help  it  being  so,  however  it  is 
done — is  absolutely  not  worth  while  owing  to  the 
enormous  disturbance  it  would  produce  in  all  business 
relations  and  the  whole  of  production 
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1435.  I did  not  want  to  go  into  detail  about  it, 
because  we  are  leaving  that  till  later,  but  just  to  get 
the  general  idea.  Your  objection  is  because  you  think 
they  would  not  pay? — They  would  not  pay. 

1436.  Not  because  you  think  inflation  would  pay 
but  it  is  dishonest? — No. 

1437.  But  because  you  think  it  may  be  honest  and 
would  not  pay? — It  has  a great  attraction  in  some 
respects. 

1438.  Sir  Arthur  Balfour : You  raised  a very  im- 
portant  point,  perhaps  the  most  important  point,  that 
the  great  thing  for  this  country  is  an  increase  in 
production  ? — Yes. 

1439.  Is  it  your  view  that  one  of  the  greatest  helps 
to  increase  production  in  this  country  would  be 
reduction  in  taxation  ? — Yes,  certainly ; it  is  very 
desirable  to  have  a reduction  in  taxation. 

1440.  As  regards  the  National  Debt  you  think  it  is 
better  not  to  have  any  settled  policy ; it  is  right  to 
have  a minimum  Sinking  Fund,  if  you  like?  Yes. 

1441.  But  no  settled  policy  further  than  that? — 

Well,  I do  not  think  myself  it  is  worth  while  either 
Parliament  or  the  Government  saying:  “ We  will 

undertake  or  as  the  Americans  say  we  will  obligate 
ourselves,  to  pay  it  off  in  35  years.”  You  can  say: 

“ We  will  place  so  much  to  the  Sinking  Fund  every 
year  as  a minimum.” 

1442.  And  then  trust  to  the  good  judgment  of  the 
people  at  the  time  to  see  that  we  increase  it  when 
we  can  ? — Yes. 

1443.  As  regards  a Capital  Levy,  there  is  one  point 
you  do  not  mention  in  connection  with  it : would  not 
a Capital  Levy  cause  vast  unemployment  in  its  appli- 
cation?— In  so  far  as  it  disturbed  everything  and  led 
to  still  less  confidence  in  the  business  world  than  exists 
now,  I think  it  would.  I look  at  it  much  more  from 
the  psychological  point  of  view  than  from  any  other, 
and  I think  it  would  have  very  serious  effects  in  that 
way. 

1444.  Of  course,  you  agree,  and  I think  we  all  do, 
that  the  Sinking  Fund  and  the  gradual  paying  off 
of  the  National  Debt  has  had  a great  effect  on  our 
national  credit? — Yes. 

1445.  Surely  in  addition  to  that  it  is  our  general 
policy  of  balancing  the  budget  and  so  on  which  has 
had  an  effect  on  our  national  credit? — Yes. 

1446.  It  is  not  only  paying  off  the  National  Debt? 
— No,  it  is  the  English  financial  policy.  We  may  not 
think  so  ourselves,  but  it  is  a source  of  envy  to  every 
other  nation  in  the  world,  and  every  banker  in  the 
world  considers  it  is  a most  marvellous  feat  to  have 
performed. 

1447.  And  not  least  in  that  policy  is  our  straight- 
forward way  of  paying  or  arranging  to  pay  our 
external  debt? — Yes. 

1448.  Sir  Josiah  Stamp : I understand  you  think 
that  with  our  present  amount  of  national  expenditure 
a £50,000,000  provision  for  Sinking  Fund  is  just  about 
bearable  ? — Yes. 

1449.  You  could  not  greatly  increase  it? — No. 

1450.  On  the  other  hand,  you  do  not  think  we 
ought  to  go  below1  it? — No. 

1451.  In  the  event  of  a considerable  change  in 
prosperity,  if  the  £50,000,000  now  represents  a unit 
burden  per  head  of  X it  would  represent  at  some 
time  something  less  than  that? — Yes. 

1452.  Would  you  give  the  community,  so  to  speak, 
the  benefit  of  that  and  maintain  your  total  sum  at 
£50,000,000,  or  would  you  say:  “ The  community  has 
borne  this  burden  of  X and  shall  continue  to  bear  it, 
and  the  .Sinking  Fund  shall  be  increased  as  the 
prosperity  of  the  country  increases”? — I think  I 
would  repeat  what  I said  to  Mr.  Hichens.  Perhaps  it 
is  a sort  of  compromise,  biit  I would  reduce  taxation 
to  some  extent  and  increase  the  Sinking  Fund  to  some 
extent. 

1453.  You  would  contemplate  in  some  circumstances 
in  increase  of  the  Sinking  Fund? — Certainly. 

1454.  Have  you  considered  the  advantages  of  that 
type  of  conversion  which  increases  the  nominal  amount 
of  the  debt  but  with  a more  distant  period  of  repay- 
ment in  order  to  secure  present  relief  in  the  annual 


charge? — You  mean  reducing  the  interest  and  giving 
a man  £100  instead  of  £50? 

1455.  Yes? — No,  I have  not  considered  that. 

1456.  We  had  a witness  here  who  was  condemning 
that  policy  rather  roundly ; I wondered  whether  you 
had  any  views  upon  it? — No,  I cannot  say  that  I have 
considered  it. 

1457.  Do  you  hold  that  there  is  the  same  amount 
of  profit  in  every  £100  worth  of  goods  sold  on  the 
average,  whether  diamonds  or  wheat  or  boots? — If 
you  take  individual  transactions,  certainly  not. 

1458.  No,  taking  whole  trades,  if  you  like. 
Supposing  £1,000,000  is  received  for  a particular 
product  in  six  different  industries,  is  the  profit  on  that 
£1,000,000  the  same  throughout? — I should  say  in  the 
long  run  it  would  be  because  the  people  would  trans- 
fer their  activities  from  the  business  that  did  not  pay 
to  the  business  that  did  pay. 

1459.  Does  it  mean  therefore  that  there  is  the  same 
unit  of  capital  employed  for  every  corresponding  unit 
of  sales ; that  would  be  necessary  surely  to  make  your 
theory  complete? — I think  it  would. 

1460.  Is  it  not  a fact  that  the  unit  of  capital 
employed  for  £1  of  output  varies  very  largely? — If 
you  tell  me  it  is  a fact  I will  accept  it. 

1461.  Assuming  that  it  is,  then  the  theory  that 
there  is  the  same  amount  of  profit  in  the  sale  of  every 
£100  worth  or  every  £1,000,000  worth  of  goods  would 
break  down? — Yes. 

1462.  Assuming  that  is  so,  if  taxation  on  profits 
enters  into  price  either  in  some  mysterious  way 
unknown  to  the  cost  accountant,  or  by  a straight 
addition  to  the  cost,  or  in  an  indirect  way  by  acting 
as  a depressant  of  industry  and  thereby  raising  the 
ratio  of  overhead  costs,  is  the  addition  that  is  made 
a percentage  addition  to  every  article,  or  is  it  a 
differential  addition?  This  is  not  a riddle 
although  it  sounds  rather  like  one? — I do  not 
think  my  answer  would  be  worth  much  on  that, 
because  I believe  you  already  know  much  more  about 
it  than  I do. 

1463.  The  point  is,  if  it  is  a straight  percentage 
addition  to  the  cost  price  of  all  articles,  then  the 
proposition  that  has  been  discussed  a little  while  ago 
about  the  effect  on  foreign  trade  is  one  thing;  but  if 
it  is  a differential  addition  to  the  different  articles 
according  to  whether  they  are  diamonds  or  boots,  and 
so  on,  that  does  completely  alter  the  whole  ratio  of 
comparative  costs? — Yes. 

1464.  Sir  William,  McLintoch:  On  the  question  of 
the  exporting  manufacturer,  do  you  agree  that  he 
often  does  not  expect  airy  profit  on  his  export;  he 
merely  does  the  additional  volume,  of  trade  in  order 
to  reduce  his  overhead  charges  as  a whole? — He  would 
not  go  on  doing  it  without  profit.  He  may  in  order 
to  keep  his  men  going  accept  contracts  without 
profit,  but  certainly  not  in  the  long  run. 

1465.  I am  assuming  that  he  has  both  a home  and 
an  export  trade,  and  that  the  benefit  of  the  export 
trade  at  no  profit  at  all  has  the  effect  of  increasing 
his  home  trade  profit? — Then  1 would  say  if  he  cannot 
get  profit  he  would  do  it  without  profit,  but  he  will 
certainly  get  profit  if  he  can. 

1466.  You  do  not  think  an  exporting  manufacturer 
in  his  price  expects,  after  allowing  for  the  high  rato 
of  tax,  a net  return  .corresponding  to  what  his  foreign 
competitor  will  expect? — I should  imagine  that  in 
deciding  what  price  he  can  come  down  to  if  necessary 
in  order  to  get  a contract  he  will  exclude  Income  Tax, 
because  if  he  makes  no  profits  he  will  pay  no  Income 
Tax.  On  the  other  hand,  if  he  makes  profits  he  will 
pay  Income  Tax,  but  he  will  keep  15s.  6d.,  or  what- 
ever it  is,  of  every  £1  of  profits,  so  that  it  is  un- 
necessary for  him  to  include  Income  Tax  in  order  to 
arrive  at  a price  which  it  will  pay  him  to  accept. 

1467.  You  do  not  think  that  he  specifically  includes 
it  in  his  price? — I do  not  see  why  he  need. 

1468.  The  suggestion  is  put  forward,  that  when  one 
is  competing  with  Germany  they  have  their  plant, 
their  fixed  assets,  written  down  to  such  a ridiculously 
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low  figure  that  they  can  afford  in  their  cost  to  leave 
out  of  account  depreciation,  which  is  a very  heavy 
factor  with  the  British  manufacturer? — Yes. 

1469.  What  is  you  view  about  that : if  the  foreign 
manufacturer  obtains  these  orders  at  the  same  price 
as  the  Britisher  he  has  the  Income  Tax  in  his  pocket 
as  an  additional  profit  and  it  enables  him  in  that  way 
to  write  down,  we  will  say,  the  value  of  his  plant  till 
ultimately  he  lias  it  written  down  to  a nominal  sum? 
— Yes. 

1470.  Then  in  the  long  run  the  fact  that  there  is 
depreciation  on  that  plant  is  bound  to  be  an  element 
in  his  cast? — Yes. 

1471.  Do  you  agree  with  that? — That  is  what  I in- 
tended to  say  generally.  I think  those  are  the  things 
that  would  ultimately  put  an  industry  that  did  not 
pay  taxation  in  a better  position  than  an  industry 
that  did.  They  will  find  that  they  can  make  bigger 
reserves  and  get  into  a generally  stronger  financial 
position  and  reduce  their  costs,  and  still  pay  a 
dividend  sufficient  to  attract  capital. 

1472.  Mrs.  Wootton:  On  this  question  of  increased 
production  you  do  not  suggest  that  an  actual  scarcity 
of  capital  or  difficulty  in  raising  new  capital  is  one  of 
the  main  factors  in  restricting  production  at  present, 
do  you? — No,  I do  not. 

1473.  I gather  from  the  trend  of  your  argument 
that  you  think  that  our  present  problem  is  more  that 
of  encouraging  initiative  in  the  use  of  capital  than 
it  is  perhaps  of  encouraging  saving? — Yes.  I think 
the  problem  in  this  country  at  the  present  moment  is 
to  make  capital  remunerative.  I have  not  gone  into 
that  point  about  the  remuneration  of  capital,  but  the 
trouble  to  my  mind  is  how  to  make  capital  remunera- 
tive in  this  country. 

1474.  Do  you  think  perhaps  the  fear  that  one  hears 
a good  deal  that  we  are  not  saving  enough  is  exag- 
gerated?— Yes.  I think  the  rate  of  interest  on  capital 
is  high,  but  it  is  high  because  the  rate  of  interest  is 
a world  rate  largely.  I do  not  think  that  the  lack  of 
savings  in  this  country  is  a vital  point  at  the  moment, 
although  1 would  like  to  see  more.  I think  there  are 
savings  that  might  go  into  British  industry  if  it  were 
remunerative,  but  which  do  not  for  other  reasons. 

1475.  Which  perhaps  go  elsewhere? — Yes. 

14/6.  It  is  not  so  much  that  the  savings  are  not 
made,  as  that  they  are  invested  elsewhere? — Yes. 

1477.  You  suggest  that  the  effects  of  taxation  are 
different  according  as  the  funds  so  raised  are  used 
lor  the-  ordinary  purposes  of  government  or  accord- 
ing as  they  are  used  for  the  service  of  the  debt?— 
So  far  as  saving  is  concerned. 

1478.  Still,  so  far  as  saving  is  concerned,  do  you 
think  that  there  is  any  difference,  so  far  as  the -funds 
are  used  for  the  payment  of  interest  on  the  debt  and 
for  repayment  of  the  debt?  Do  you  think  you  could 
say  that  either  of  those  is  more  or  less  conducive  to 
saving  than  the  other? — I suppose,  so  far  as  the 
interest  is  concerned,  the  recipient  considers  it  part 
of  ids  income  which  he  can  spend  or  not  as  he  likes. 
Whether  he  spends  the  interest  or  not  may  be  said 
to  depend  on  what  proportion  of  his  whole  income  he 
saves.  If,  on  the  other  hand,  he  gets  some  of  his 
Government  securities  redeemed,  he  will  probably 
save  the  entire  amount  and  buy  something  else. 

1479.  And  the  taxpayer  probably  would  have  spent 
a certain  proportion  at  any  rate  of  the  funds  that 
are  taken  away  from  him? — It  is  very  difficult  to 
say.  It  will  be  part  of  his  income  and  he  will  spend 
a certain  portion  of  his  income. 

1480.  Some  of  it  will  be  taken  from  consumption 
and  some  of  it  from  the  taxpayer’s  potential  saving  ; 
but  when  it  comes  to  the  debt-holder  it  will  probably 
all  go  into  saving? — You  mean  redemption  of  the 
debt? 

1481.  Yes? — I should  say  so,  yes. 

1482.  Would  you  agree  that  on  the  whole  taxation 
for  debt  redemption  is  decidedly  less  injurious  to  sav- 
ing than  taxation  for  payment  of  debt  interest? — Yes. 

I do  not  know  that  I should  say  decidedly  less,  but 
it  is  less. 

1483.  It  tends  to  be  less? — Yes. 


1484.  There  is  one  other  point  that  arises  on  para- 
graph 7,  and  that  is  on  the  question  of  the  use  of  the 
debt  as  a banking  security  on  which  credit  is  built. 
We  have  had  rather  conflicting  evidence  on  that 
point  from  witnesses.  We  have  had  witnesses  who 
have  suggested  to  us  that  the  debt  is  almost  a 
very  useful  asset  because  the  individual  holder  of 
debt  is  able  to  borrow  upon  it,  and  that,  con- 
sequently, all  debt  repayment  has  a dangerously 
deflationary  effect.  We  should  regard  your  opinion 
naturally  as  very  important  in  this  matter,  because 
of  your  exceptional  experience,  and  I see  that  you 
say  that  you  do  not  think  a reduction  in  the  funded 
debt  out  of  the  real  savings  of  the  country  is  harmful 
to  the  supply  of  banking  credit;  could  you  develop 
that  point  at  all? — I suppose  if  it  were  made  out  of 
real  savings  there  would  be  other  assets  to  take  the 
place  of  the  debt. 

1485.  Is  the  point,  perhaps,  that  the  taxpayer  who 
is  relieved  by  debt  repayment  of  the  obligation  to 
pay  taxes  for  interest  puts  his  released  funds,  as  it 
were,  into  some  new  security? — Yes,  if  his  debt  is 
redeemed  lie  has  so  much  capital  which  he  can  invest 
in  something  else. 

1486.  I am  not  speaking  of  the  debt-holder  so  much 
as  the  taxpayer.  The  debt-holder  whose  debt  is 
redeemed  as  an  individual  finds  himself  with  free 
cash  for  which  he  seeks  an  investment? — Yes. 

1487.  But  of  course,  if  the  debt  is  reduced,  until 
some  new  security  is  created  the  total  volume  of 
money  securities  is  reduced? — Yes. 

1488.  If  £1,000  debt  is  cancelled  there  is  £1,000 
less  securities  on  which  you  can  borrow?: — Yes. 

1489.  Is  the  point  that,  while  that  happens,  as  a 
result  you  get  reductions  in  taxation,  the  taxpayer 
being  relieved  of  an  obligation  to  pay  interest,  and 
then  you  get  your  point  that  enterprise  and  initiative 
are  encouraged  as  well  as  saving,  and  therefore  you 
get  fresh  investment  in  new  securities? — Yes. 

1490.  With  expansion  of  existing  businesses  and 
new  businesses  formed? — Yes.  From  a general  point 
of  view  the  banking  system  worked  perfectly  well 
without  a National  Debt  of  £8,000,000,000  before  the 
War,  and  it  never  seems  to  me  to  be  the  case  that 
the  banks  would  find  it  difficult  or  impossible  to  lend 
their  money  and  make  advances  if  the  War  debt 
were  redeemed  at  anything  like  the  rate  we  are  likely 
to  redeem  it  at. 

1491.  You  do  not  think  then  that  the  deflationary 
effect  is  likely  to  be  pronounced? — Not  by  a gradual 
reduction  by  a Sinking  Fund  as  we  have  now. 

1492.  Sir  Arthur  Balfour : A sudden  large  reduction 
might  affect  it  ? — An  enormous  reduction  by  a Capital 
Levy  would  have  that  effect  for  the  time  being  at  any 
rate. 

1493.  Mr.  Lees-Smith : This  point  that  Mrs. 

Wootton  has  asked  you  is  a very  important  one, 
because  it  rather  contradicts  the  evidence  we  have 
had  up  to  the  present  moment  and  I should  like  to 
have  your  development  of  it  cleai'ly.  The  argument 
put  before  us  yesterday  was  that  the  holders  of  War 
debt  pledged  it  for  credit  purposes? — Yes. 

1494.  Your  reply  to  that,  I gather,  is  that  if  their 
War-  Loan  were  paid  off  they  would  have  some  other 
security;  they  would  in  fact  have  cash  instead  of  the 
actual  War  Loan? — Yes. 

1495.  And  the  banks  would  adjust  themselves  to 
that  position? — Yes. 

1496.  That  is  broadly  your  point? — I have  no  figures 
to  show  how  much  of  the  War  debt  is  used  actually 
as  banking  security.  I should  say  there  is  a very 
large  amount  of  it  which  is  not  used  at  all — I do  not 
know  whether  Mr.  Bell  would  agree. 

1497.  Mr.  Bell : Obviously  there  is  a great  amount 
not  used? — If  you  take  Lloyds  Bank  or  another  bank, 
you  would  find  that  the  War  Loan  pledged,  I would 
say,  did  not  play  a large  part  in  the  security  taken, 
except  from  the  money  market.  When  you  come  tc 
industrial  borrowers  and  so  on,  I would  not  think 
that  it  played  a very  large  part. 

1498.  Mr.  Lees-Smitli : We  have  had  some  evidence 
which  you  do  not,  I think,  deal  with  in  your  tneiro- 
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randum  that  money  taken  in  taxation  tor  the  pur- 
pose of  repaying  debt-  is  taken  from  active  firms 
which  are  really  making  the  industry  of  this  country, 
and  it  goes  to  passive  recipients  who  will  re-invest 
it  in  some  fixed  interest  security ; therefore  the  taxa- 
tion for  this  purpose  is  taxation  of  the  active  factors 
in  the  production  of  wealth  for  the  sake  of  the 
passive  recipients  of  its  products,  and  therefore  is- 
unhealthy.  Do  you  consider  that  an  important  argu- 
ment, and  do  you  consider  that  there  is  any  method 
of  dealing  with  it?  Do  you  think  there  is  any 
development  of  the  banking  system  which  could  be 
made  useful  to  the  purposes  of  the  taxpayers  of  that 
sort? — I do  not  quite  follow  the  last  part  of  your 
question. 

1499.  I am  only  thinking  of  a proposal  of  yours 
that  I read  a little  time  ago,  and  I wanted  you  to 
develop  your  proposal  for  industrial  banking? — That 
is,  of  course,  rather  a different  question.  I do  not 
think  it  bears  on  the  question  we  have  just  been  con- 
sidering, but  if  you  would  like  to  hear  my  views  I 
will  tell  you  them. 

1500.  I should  ? — 1 have  always  thought  for  some 
years  that  British  industry  suffers  to  some  extent  as 
compared  with,  say,  German  industry  or  Swedish 
industry,  from  the  fact  that  our  banking  system, 
while  the  best  in  the  world,  does  not  provide  certain 
services  for  industry  which  I think  are  provided  in 
those  countries,  and  that  while  our  banking  system 
is  much  the  best  banking  system  for  pure  banking, 
it  i*,-as  a Swedish  banker  said  to  me  the  other  day, 
a luxury  which  could  not  be  afforded  in  Sweden  and 
was  not  able  to  be  afforded  in  Germany.  Although 
it  is  no  doubt  a matter  of  great  difficulty,  we  might 
develop  another  kind  of  institution,  which  would  of 
course  have  to  be  supported  by  our  big  banks,  but 
which  would  perform  services  for  British  industry 
not  performed  by  our  banks,  but  performed  by  the 
ordinary  banking  system  in  Germany  and  other 
countries. 

1501.  Your  . answer  has  some  bearing  on  our  inquiry, 
because  it  means  that  one  of  the  difficulties  in  the 
way  of  dealing  drastically  with  the  National  Debt 
which  has  been  put  before  us  is  one  not  really 
inherent,  but  due  to  certain  defects  in  the  banking 
system  which  might  be  corrected? — I do  not  see  how 
the  two  things  follow  on  to  one  another ; 1 do  not  see 
the  connection  between  the  banking  system  and  the 
National  Debt. 

1502.  The  argument  has  been  that  the  repayment  of 
the  National  Debt  does,  so  to  speak,  unlock  certain 
capital  owned  by  those  who  now  have  fixed  interest 
bearing  securities,  and  that  there  is  no  machinery  for 
transferring  that  capital  from  their  hands  into  the 
hands  of  the  enterprising  private  business  in,  say,  a 
place  like  Leicester? — I should  think  the  machinery 
exists  now.  I do  not  think  that  the  machinery  of 
investment  does  not  exist  at  all ; 1 think  it  does.  I 
do  not  think  the  British  investor  fights  shy  of  British 
industry,  because  there  is  a lack  of  machinery;  I 
think  it  is  because  of  strikes  and  all  sorts  of  troubles 
in  this  country. 

1503.  What  would  your  proposal  be?— My  proposal 
is  simply  that  there  are  certain  functions  of  fostering 
and  developing  new  enterprises  and  assisting  existing 
ones,  and  acting  as  a sort  of  adviser  to  industry  which 
are  performed  abroad  and  are  not  performed  here. 

I do  not  disguise  the  difficulties.  I was  discussing  the 
matter  with  a Swedish  banker  just  a day  or  two  ago  ; 
he  had  read  the  article  I wrote  which  you  referred 'to’ 
and  he  said:  “ I think  you  will  find  it  very  difficult 
in  this  country  to  create  such  an  institution,  because 
it  is  very  difficult  to  have  two  kinds  of  banking 
83'stems  in  the  same  country.”  At  the  same  time  he 
said:  “Our  banking  system  performs  services  for 

industry  in  Sweden  which  are  not  performed  here  ” • 
and  I think  personally  he  is  right. 

1504.  Mr.  Bell : How  many  Swedish  banks  have 

been  embarrassed  by  their  action  in  that  direction? 

One  or  two  small  ones  may  have  been. 

1505.  Sir  Arthur  Balfour:  Do  you  not  think  also, 
looking  at  it  from  to-day’s  standpoint,  that  the 


methods  of  helping  industry  by  banks  in  Germany 
and  Sweden  were  finally  very  detrimental?  Do  you 
not  think  it  caused  a great  many  people  to  go  into 
business  who  would  have  been  better  out  of  it? — No, 
1 do  not  go  so  far  as  that.  I can  put  my  argument 
in  a nutshell.  It  is  this:  if  you  look  at  the  concerns 
in  London  that  really  stand  sponsor  to  the  public  for 
British  industry,  though  I do  not  say  anything  what- 
ever against  them,  you  will  find  that  they  are  not  the 
strongest  and  most  prominent  concerns  in  the  country. 
You  will  find  the  big  joint  stock  banks  naturally 
do  not  take  that  responsibility.  You  will  find  that 
all  the  first-class  private  banks  and  accepting  houses 
stand  sponsor  for  foreign  Government  and  municipal 
loans,  but  not  very  largely  for  British  industrial 
loans.  It  is  not  the  business  of  either  of  these  classes 
of  institutions  to  do  so,  and  rightly,  as  they  must 
keep  very  liquid.  But  there  should  be  some  other 
class  of  institution.  I have  always  thought  there  is 
not  the  same  really  close  connection  between  the  first- 
class  financial  world  in  London  and  British  industry 
as  there  should  be. 

1506.  My  experience  is  that  the  German  method  of 
banking,  and  also  the  Swedish  method,  has  led  to  a 
most  unhealthy  form  of  trade  all  over  the  world;  that 
is  to  say,  it  has  led  to  the  Germans  ruining  credit  by 
extending  credit  abroad  to  an  unreasonable  extent 
merely  because  they  were  assisted  by  banks  of  that 
description.  If  they  had  been  assisted  by  banks  of  a 
more  sound  description  they  would  not  have  damaged 
the  credit  of  the  world  as  they  have  done? — I think 
to  some  extent  it  is  true  that  they  gave  too  long 
credit. 

1507.  Mr.  Lees-Smith:  I would  like  to  have  your 
view  of  the  proposal  put  forward  a couple  of  days 
ago  in  the  debate  on  the  Finance  Bill  by  Mr-  Asquith 
as  a simple  means  of  dealing  with  this  problem,  the 
proposal  that  the  taxpayer  should  be  entitled  to  pay 
down  a lump  sum  to  the  Government  and  in  return 
for  that  should  be  guaranteed  exemption  from  Income 
Tax  up  to  a certain  amount.  Of  course,  if  you  have 
not  considered  the  proposal  at  all  I will  not  press  you 
on  it? — No,  I have  not  considered  it. 

1508.  But  it  happens  to  be  a new  proposal  before 
the  country? — I should  think  there  would  be  some 
difficulty  about  changes  of  taxation  in  future. 

1509.  But  you  have  not  considered  it? — No. 

1510.  We  are  not  discussing  the  Capital  Levy  :n 
detail,  but  I understand  what  you  consider  is  the 
primary  objection  to  it  woidd  be  the  shock  that  it 
would  give  under  existing  industrial  conditions? — 
That  is  the  one  I have  mentioned.  I think  there 
are  a great  many  other  arguments  on  both  sides,  but 
the  one  that  would,  apart  from  anything  else,  weigh 
with  me  is  that  one.  We  have  so  many  causes  of 
instability  in  the  world  at  present,  so-  much  un- 
certainty and  risk  in  business,  that  to  add  an 
enormously  large  additional  one  would  certainly  be 
very  undesirable. 

1511.  That  is  an  answer  which  refers  to  the  con- 
ditions which  prevail  at  the  present  moment.  It  is  an 
answer  which  you  might  qualify  if  the  time  arrives 
when  we  get  into  easier  and  more  established  con- 
ditions?— It  is  true  that  we  might  get  other  causes 
of  uncertainty  reduced  in  time,  but  I think  I should 
still  feel  the  same  in  any  period  that  I can  foresee 
about  a Capital  Levy. 

1512.  You  seem  to  give  rather  more  importance  to 
that  than  to  the  ordinary  general  economic  objections 
to  it  which  are  more  usually  urged? — Generally 
speaking,  I should  say  in  theory  there  is  much  to  be 
said  for  a Capital  Levy;  in  practice  I regard  it  as 
unworkable.  That  is  my  genera]  reply. 

1513.  Sir  Charles  Addis : I want  to  make  clear  this 

one  point:  you  have  no  objection  to  Government 

expenditure  on  social  objects  as  such? No. 

1514.  It  would  be  a question  of  the  relative  advan- 
tage ? — Yes. 

1515.  Would  it  modify  your  opinion  as  to-  whether 
the  expenditure  was  made  out  of  savings,  or  by  way 
of  loan  ? — Yes. 

1516.  Mr.  Bell:  We  had  a semi-serious  suggestion 
at  the  end  of  the  evidence  of  one  of  the  witnesses  that 


MINUTES  OF  EVIDENCE. 


115 


5 June,  1934.] 


The  Hon.  Robert  Henry  Brand,  C.M.G. 


[Continued. 


the  Government'  might  conceivably,  by  offering  a 
slightly  higher  interest  on  the  existing  War  Loans, 
also  stipulate  that  in  respect  of  that  added  interest 
the  War  Loan  would  be  automatically  paid  off  at  the 
end  of  100  years;  that  is  to  say,  that  there  would 
be  no  obligation  at  the  end  of  100  years  to  pay  any- 
thing. Is  that  a suggestion  to  be  taken  even  semi- 
seriously?  Suppose  you  are  offered  to-day  for  your 
War  Loan  of  £1,000  or  £10,000  another  4 per  cent, 
interest  on  condition  that  you  and  your  heirs  in  100 
years  should  cease  to  have  any  debt  against  the 
Government  P — Well,  if  I were  certain  that  I should 
hold  it  for  100  years,  or  whatever  the  time  was,  I 
suppose  it  would  be  a matter  of  calculation  whether  it 
would  pay  me  or  not. 

1517.  Of  course,  it  would  be  a falling  value  all  those 
100  years  until  it  approaches  maturity? — I should  say 
it  is  absolutely  impracticable  for  any  purpose  that 
we  might  consider;  I do  not  see  how  it  would  possibly 
help  the  situation. 

1518.  Sir  Arthur  Balfour:  On  that  banking  ques- 
tion I would  like  to  know  whether  you  consider  that 
the  present  banking  facilities  have  failed  to  supply 
reasonable  accommodation  for  trade? — No,  I do  not. 

1519.  So  the  kind  of  bank  you  had  in  mind  was  one 


that  would  take  on  something  a little'  more  risky? — 
Well,  it  would  have  to  perform  different  functions; 
its  operations  would  not  always  be  very  liquid, 
and  it  would  undoubtedly  have  to  take  risks 
which  the  big  banks  would  not  now  take.  Its 
relations  with  industry  would  be  somewhat  different. 
It  would  participate  more  in  risks  and  profits. 
It  would  act  as  financial  adviser.  For  instance, 
it  seems  to  me  at  the  moment  that  certain  indus- 
tries in  this  country  want  bringing  together  by 
the  amalgamation  of  interests.  There  are  too 
many  different  concerns  in  some  of  them-  It  seems 
to  me  much  easier  for  some  outside  authority 
which  has  no  special  interests  to  protect  to  formulate 
a scheme  to  bring  all  those  interests  together,  and 
so  on.  That  is  done  abroad  in  other  countries  by 
the  banking  authorities  who  are  closely  in  touch  with 
that  sort  of  work;  here  it  is  not  done  in  the  same 
way. 

1520.  Is  it  not  done  more  by  accountants  and  people 
of  that  kind  here? — Yes,  to  some  extent,  but  while 
accountants  may  be  just  as  good  on  the  one  side, 
they  cannot  have  so  much  financial  responsibility  and 
power  of  bringing  assistance. 

Chairman : Thank  you  very  much  for  your  evidence. 


(The  Witness  withdrew.) 

Mr.  Alfred  Hoare,  called  and  examined. 


Evtdence-in-ohief  handed  in  by  Mr.  Hoare. 


1.  National  Debt. 


However,  I submit  the  suggestion  below:  — 


The  American  debt  having  been  more  or  less  satis- 
factorily provided  for,  the  points  to  which  I wish  to 
direct  the  Committee’s  attention  are  as  follows:  — 

1.  The  desirability  of  a scheme  dealing  with  the 
whole  amount  of  the  various  loans  falling  due  up  to 
the  year  1932. 

_ I do  not  develop  this,  it  comes  out  from  the  rest  of 
my  paper. 

2.  The  impossibility  of  returning  to  an  effective 
gold  standard  for  a long  time  to  come. 

3.  The  vital  necessity  for  a substantial  annual 
surplus. 

4.  A tax  free  24  per  cent,  stock.  (Mr.  Hoare 
added  in  a.  covering  letter  that,  if  a tax  free  stock  is 
objected  to,  his  argument  would  be  the  same  with 
3f  per  cent,  stock  substituted  for  2]  per  cent,  tax  free 
stock.) 

5.  The  infiational  effects  (if  any)  of  the  2-4  per  cent, 
stock. 

2.  Return  to  the  Gold  Standard. 

I assume  (though  some  good  authorities  dispute  it) 
that  this  return,  with  a free  market  in  London  for 
gold,  is  desirable. 

At  what  date?  I am  very  sceptical  whether  it  can 
be  before  the  5 per  cent.  War  Loan  1929-47  has  been 
dealt  with.  Down  to  the  year  1932  we  have  the 
following  debts  maturing  in  shape  of  National  War 
Bonds,  Treasury  Bonds  and  Exchequer  Bonds. 


Millions. 


In  1925  £191 

1927  396 

1928  483 

1929  113 

1930  152 

1930/32  109 


Total  £1444 


Average  per  annum  £180  million  for  the  8 years,  to 
which  should  be  added  provision  for  the  outstanding 
Treasury  Bills  and  Savings  Certificates  which,  spread 
over  8 years  would  be  about  £120  million  annually. 
This  makes  an  average  annual  sum  to  be  repaid  or 
re-borrowed  of  £300  million. 

I cannot  conceive  that  it  is  possible  to  return  to  the. 
gold  standard  effectively,  till  all  this  £2,400  million 
has  been  arranged  for,  and  I am  extremely  doubtful 
whether  it-  can  be  arranged  for  except  biT  successive 
series  of  new  short-dated  Bonds,  which  won1'1  again 
postpone  the  date  of  the  restoration  of  gold 


3.  Need  for  Annual  Surplus. 

The  first  big  block  falling  due  is  some  £135  million 
on  February  1st,  1925,  followed  by  £8  million  m 
April  and  £14  million  in  September,  to  which  may  be 
added  £23  million  of  Treasury  Bonds  1925-35. 

If  recent  precedents  are  followed  an  issue  of  Con- 
version Loan  will  be  made.  If  it  be  by  ivay  of  addi- 
tion to  the  41  per  cent.  Loan  lately  offered  in  exchange 
at  103  we  should  not  make  much  addition  to  the 
gross  debt  and  should  effect  a slight  saving  in  interest. 

But  I believe  we  could  do  much  better  than  this ; 
the  position  is  to  a certain  extent  analogous,  as 
regards  the  State  and  the  fund-holder,  to  that  of  the 
year  1888,  when  Mr.  Gosehen  converted  Consols  from 
34  per  cent,  to  24  per  cent,  (with  an  interim  period 
of  2J  per  cent.).  He  forced  the  conversion  upon 
holders  by  offering  to  pay  them  off  if  they  did 
not  agree,  though  he  had  not  the  money  for  doing  it 
any  more  than  we  have  now. 

We  can  take  a similar  course  to-day,  but  seeing  that 
we  have  to  provide  £300  million  every  year  to  1932, 
we  must  look  carefully  ahead. 

Take  the  whole  8 years  together;  we  have  to  meet 
£2,400  million,  the  present  rate  of  interest  upon  which 
is  rather  under  5 per  cent.,  lass  tax  and  Super-tax. 
But  the  bulk  of  our  debt  is  held  by  banks  and  corpora- 
tions not  liable  for  Super-tax.  I will,'  therefore,  call 
the  tax  five  shillings,  i.e.,  allow  sixpence  for  Super- 
tax. This  reduces  the  interest  to  a little  under  34 
per  cent.,  but  it  should  be  possible  to  reduce  it  at  any 
rate  to  24  per  cent,  if  not  lower. 

It  will  be  of  immense  advantage  to  have  a sub- 
stantial surplus  for  paying  off.  Without  it  we  have 
nothing  but  the  alternative  of  not  paying  off,  which 
means  renewing  at  about  4J  per  cent.,  or  paying  off 
by  inflation.  We  should  no  doubt  adopt  the  former. 

But  with  a surplus  say  of  £80  million  we  could  face 
a very  considerable  inflation  with  impunity  and  gain 
considerably  by  reduction  in  interest.  £80  million  for 
8 years  pays  off  £640  million ; this  leaves  3J  pet  cent, 
on  640  = £24  million.  If  the  rate  of  interest  on  the 
£1,760  million  remaining  be  reduced  to  2]-  per  cent, 
as  suggested  above  we  also  save  1]  per  cent,  on 
T,760=£22  million,  making  a total  saving  of  £46 
million,  whilst,  if  unfortunately  inflation  had 
occurred,  the  saving  would  have  been  increased.  As 
to  the  suggested  rate  of  2J  per  cent,  see  Section  (4) 
below. 

Of  course  there  is  risk  that  if  we  allow  ourselves  to 
taste  inflation  we  may  like  it  too  well  and  go  too  far 
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with  it,  but  it  should  be  possible  to  take  measures 
which  would  make  it  difficult  for  future  Parliaments 
so  to  behave.  The  situation  is  not  easy  and  there  are 
objections  to  every  course. 

4.  A Tax  free  2J  per  cent.  Stock. 

Writers  who  have  defended  the  deflation  we  have 
been  undergoing  have  regarded  the  processes  of 
inflation  as  something  essentially  poisonous  to  the 
body  politic.  It  is  poison  no  doubt,  but  poison  some- 
times has  its  uses,  and  inflation,  used  after  the  fashion 
of  a reserve  for  equalising  dividends,  and  made  good 
in  a reasonable  time  out  of  revenue,  may  be  quite 
defensible.  Even  the  Cunliffe  Committee  would  in 
practice,  if  not  in  theory,  be  perfectly  willing  to 
inflate  credit  upon  suitable  occasions,  and  the 
judgment  of  the  members  of  that  Committee  upon  the 
expediency  of  reducing  the  Bank  Rate  would'  in 
normal  times  be  the  best  judgment  obtainable.  But 
the  year  1918  was  not  a normal  time  and  we  are  still 
a long  way  from  normal  times. 

My  suggestion,  therefore,  is  to  offer  the  holders  of 
maturing  debt  a new  stock  with  an  intimation  that 
they  would  have  the  option  of  being  paid  off,  the 
conditions  of  the  new  stock  being  that  it  should  bo 
redeemable  upon  demand  at  any  time  by  any  holder, 
with  interest  to  date,  and  until  discharged  should 
bear  interest  at  the  rate  of  2}  per  cent,  free  of  Income 
Tax  and  perhaps  of  Super-tax,  and  should  similarly 
be  redeemable  by  the  Government,  either  with  or 
without  the  consent  of  the  holder.  It  would,  ns  a 
rule,  be  always  on  tap. 

I should  expect  that  few  holders  would  accept  the 
new  stock  in  1925,  the  £191  million  falling  due  would 
bo  provided  for  partly  by  the  budget  surplus,  which 
my  suggestion  postulates,  and  partly  by  Ways  and 
Means  advances.  In  1926  there  is  nothing  to  pay 
and  most  of  the  Ways  and  Means  advances  would  be 
repaid  out  of  the  budget  surplus.  The  real  difficulty 
would  arise  in  1927  and  again  in  1928.  But  the 
difficulty  would  be  like  that  foreseen  and  faced  by 
Mr.  Goschen  in  1888.  The  holders  of  the  maturing 
bonds  would  feel  that  they  had  no  option  but  to  take 
the  stock  at  any  rate  in  the  first  instance.  If  paid 
off  in  cash  how  could  they  reinvest?  See  Section  (5) 
below. 

It  might  be  argued  as  it  might  have  been  argued  in 
1888,  that  payment  in  cash  not  convertible  into 
gold  .would  be  a breach  of  faith,  but  it  is 
admitted  that  so  far  as  National  Debt  is 
concerned  there  is  no  breach  of  faith  in  deducting 
Income  Tax  or  enforcing  Super-tax  upon  the  interest 
or  levying  Death  Duties  upon  the  principal,  and 
payment  in  Treasury  notes  is  in  much  the  same 
category.  Goschen  could  certainly  have  defended  his 
transaction  against  the  charge  that  :it  was  a sort  of 
veiled  partial  repudiation.  He  could  not  have 
prevented  an  opponent  from  attacking  it  upon  this 
ground  nor  from  making  out  some  sort  of  case  for 
the  attack.  So  it  is  with  the  conversions  here  sug- 
gested. They  can  be  successfully  defended  provided 
that  the  annual  budgetary  surplus  is  properly  main- 
tained and  properly  used  to  the  extent  necessary  for 
sooner  or  later  raising  and  keeping  the  Treasury  note 
to  a par  with  gold  and,  therefore,  at  the  corres- 
ponding parity  with  the  dollar.  I do  not  pretend 
that  this  oan  be  the  case  before  1930  at  the  earliest, 
but  the  London  money  market  would  foresee  parity 
coming  and  there  would  be  no  flight  from  the  pound. 

After  1932  we  ought  to  be  in  smooth  water,  we 
shall  have  the  experience  of  eight  difficult  years  to 
guide  us  and  show  what  will  be  the  best  course  to 
take  with  regard  to  the  big  War  Loan  5 per  cent. 
Stock,  and  the  other  matters  incidental  to  our  debt. 

5.  The  Inflational  Effects  (if  any)  of  the 
2i  per  cent.  Stock. 

Suppose  the  holders  of  the  maturing  bonds  all 
decided  to  accept  repayment  rather  than  take  the 
new  stock;  they  could  not  invest  such  enormous  sums 
in  securities  except  by  slow  degrees,  and  in  the  mean- 
time would  place  the  money  on  deposit  with  the 
banks.  In  either  case  it  would  pass  into  the  custody 


of  a bank,  there  would  be  nothing  to  take  it  into 
industry,  and  the  banks,  unable  to  employ  the  money 
in  the  money  market  which  could  not  absorb  such  a 
flood,  would  themselves  take  up  the  new  stock. 

The  effect  would  be  that  of  substituting  the  new 
Stock  for  the  present  Bonds  in  the  resources  of  the 
■banks  and  bill  brokers.  These  resources  would  be 
depleted  of  the  bonds  they  formerly  held  so  that  at 
the  end  of  the  eight  years  instead  of  £2,400  million 
in  the  shape  of  War  Bonds,  Treasury  Bills  and 
Savings  Certificates,  belonging  partly  to  private 
owners  but  chiefly  to  banks  and  other  large  institu- 
tions, there  would  be  £1,760  million,  all  in  the  shape 
of  stock  repayable  on  demand,  belonging  in  less  pare 
than  before  to  private  owners,  who  would  have  re- 
invested most  of  what  they  received,  and  in  greater 
part  (proportionately)  than  before  to  the  banks  and 
big  institutions. 

I do  not  think  there  would  be  any  inflation  of  the 
currency  except  quite  of  a temporary  character,  and 
there  should  equally  lie  no  damage  dono  to  the  dollar 
exchange,  the  transactions  would  be  entirely 
domestic. 

Future  pursuit- of  gold  parity  could  be  continued, 
I believe,  with  less  difficulty  than  at  present,  but  I 
have  no  qualification  for  forming  a considered  opinion 
upon  this  matter.  I must  admit,  however,  that  gold 
could  not  bo  attracted  by  raising  the  bank  rate  while 
there  was  a low  rated  Government  stock  repayable 
on  demand  by  the  holder. 


1521.  Chairman  : Will  you  kindly  take  the  points  in 
your  evidence-in-chief  and  address  the  Committee 
upon  them? — The  chief  thing  I have  to  urge  upon  the 
Committee  is  that  the  Government  have  been  borrow- 
ing at  a very  much  higher  rate  than  they  need  have 
done.  The  last  offer  of  4J-  per  cent,  practically  at  103 
seems  to  me  an  enormous  rate  to  offer.  I was  very 
much  influenced  in  writing  my  evidence  by  the 
example  set  by  Goschen  in  1888  when  he  converted 
Consols.  I cannot  see  why  we  should  not  do  prac- 
tically as  well  to-day.  It  appears  to  me  that  if  you 
offered  terms  which  are  not  very  attractive  and  the 
result  is  that  you  have  to  pay  off  the  stockholder, 
there  is  no  great  harm  done.  Suppose  that  you  do 
have  to  inflate,  sav,  to  a very  considerable  extent 
even  to  £50,000,000  or  £100,000,000,  provided  that 
you  have  an  adequate  budgetary  surplus  every  year 
that  will  soon  be  wiped  off.  Recent  discussions  in  the 
papers  and  the  journals  seem  to  me  not  to  have 
allowed  adequately  for  the  effect  of  a budgetary  sur- 
plus operating  year  after  year.  Writers  have  rather 
divided  Lhemselves  into  pro-inflation  and  pro- 
deflation. I should  have  thought  that  a moderate 
amount  of  inflation  was  a possible  Instrument  or  tool 
to  be  made  use  of.  To  put  it  by  way  of  analogy, 
inflation  is  a kind  of  forced  draught  to  the  engine; 
it  is  not  a good  thing  in  itself,  and  you  cannot  go  on 
with  it,  but,  if  it  is  constantly  watched  and  kept 
under  control,  it  seems  to  me  that  it  is  quite  possible 
to  use  it  and  make  good  use  of  it.  I am  not  at  all 
sweet  upon  having  a tax-free  stock.  It  is  substan- 
tially the  same  thing  whether  you  have  a tax-free 
stock  at  2-^  per  cent.,  or  an  ordinary  stock  at  the 
equivalent  higher  rate  subject  to  tax,  but  I rather 
fancied  that  if  you  had  a tax-free  stock  it  would  he 
not  at  all  unlikely  that  you  would  be  able  to  get  a 
slight  benefit  to  the  nation  in  that  way.  Writers 
seem  to  me  also  to  have  neglected  another  feature, 
and  that  is  the  possibilities  contained  in  having  a 
taxation  higher  than  strictly  necessary  and  using  the 
surplus  so  obtained  in  deflating  the  currency  when 
deflation  seemed  desirable,  and  the  consequent  bearing 
of  such  taxation  upon  the  question  of  returning  to 
the  gold  standard.  There  was  an  interesting  discussion 
the  other  day,  which  is  reported  in  this  month’s 
Economic  Journal,  between  Caiman  and  Keynes,  and 
one  or  two  others,  about  the  gold  standard,  and 
Keynes’  idea  of  monetary  reform,  but  none  of  them 
said  a word  about  taxation,  and  I should  have 
thought  that  taxation  was  a pretty  considerable  factor 
in  the  matter.  T do  not  know  that  I have  anything 
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more  to  add.  These  tilings  seem  to  me  very  difficult 
and  more  easily  dealt  with  on  paper,  hut  if  you  will 
put  to  me  any  questions  I will  try  to  elucidate  the 
matter  as  far  as  I can. 

1522.  Mr.  Lees-Smith  : Do  you  anticipate  seriously 
that  this  proposal  will  be  taken  up  by  the  public? — 
Not  at  first — not  willingly.  My  idea  is  that  the  first 
offer-  would  not  be  taken  up  by  the  public,  and  the 
effect  would  be  that  you  would  get  very  considerable 
ease  in  the  money  market.  People  would  be  at  their 
wits’  end  to  know  what  to  do  with  the  money  which 
they  had  been  repaid.  It  would  find  its  way  back 
to  the  banks,  and  the  banks  would  invest  in  the 
new  stock.  My  idea  is  that  it  is  very  essential  that 
the  new  stock  should  be  repayable  on  demand  on 
either  side.  That  evidently  is  open  to  infi ationary 
risks,  but  my  belief  is  that  if  you  have  an  adequate 
budgetary  surplus  it  will  not  occur  in  practice. 

1523.  I see  you  quote  as  your  precedent  the  Gosclien 
conversion  ? — Yes. 

1524.  We  have  been  supplied  with  a series  of  par- 
ticulars with  regard  to  the  Gosclien  conversion  which 
make  it  evident  that  the  position  which  faced  Mr. 
Gosclien  was  very  different  from-  the  position  which 
faces  us  at  this  moment? — Certainly,  but  the 
principle  appears  to  me  to  be  the  same.  Goschen’s 
main  argument  was  that  people  must  convert,  because 
if  they  do  not  convert,  what  will  they  do? — and  he 
was  right. 

1525.  Well,  these  particulars  indicate  that  they  had 
more  inducement  in  Mr.  Goschen’s  time  than  they 
would  have  now.  I gather  your  proposal  is  that  we 
should  face  the  dangers  of  inflation,  and  we  should 
depend  for  meeting  those  dangers  upon  the  provision 
of  a budgetary  surplus  of  £100,000,000? — Well,  I sug- 
gested £80,000,000. 

1526.  And  if  the  Chancellor  of  the  Exchequer  did 
not  provide  that  budgetary  surplus  then  there  would 
be  no  method  of  dealing  with  the  effects  of  the 
inflation? — Then  you  would  be  unable  to  deflate  the 
inflation  you  had  made. 

1527.  So  your  proposal  means'  another  variation  in 
prices,  an  inflation  followed  by  deflation,  together 
with  the  prospect  that  unless  this  budgetary  surplus 
is  provided  the  inflated  position  would  continue? — 
That  is  so.  But  if  you  do  not  provide  a budgetary 
surplus  how  are  you  going  to  pay  your  debt? 

1528.  Sir  Josiah  Stamp:  Does  it  not  seem  that 
really  the  proposal  amounts  to  reducing  the  funded 
debt  and  increasing  the  Floating  Debt? — For  the 
moment  I should  depend  on  the  budgetary  surplus 
for  reducing  the  Floating  Debt. 

1529.  Later?— Yes. 

1530.  Meantime  it  is  increasing  the  Floating  Debt? 
— Yes,  just  as  if  they  had  not  my  scheme. 

1531.  You  say  you  do  not  care  for  technical  reasons 
for  a tax-free  stock? — I do  not  think  there  is  a very 
much  in  it  whether  you  take  a tax-free  stock  or  the 
equivalent  at  a higher  rate  subject  to  tax. 

1532.  By  a tax-free  stock  you  mean  not  merely 
paid  without  deduction  of  tax,  but  actually  not  liable 
in  the  hands  of  the  recipient  at  all? — Yes.  I should 
have  thought  that  there  would  be  a slight  advantage 
in  a tax-free  stock,  that  is  to  say,  if  on  one  stock 
your  net  interest  paid  was,  say,  2J  per  cent.,  then 
you  might  pay  2J  per  cent.,  or  something  like  that, 
i.e.  a trifle  less,  on  a stock  not  subject  to  tax. 

1533.  Have  you  studied  the  experience  of  tax-free 
stocks  in  this  country  from  a fiscal  point  of  view  as 
to  whether  the  disadvantages  might  not  outweigh, 
any  advantages  that  they  have  in  your  eyes  in  this 
memorandum? — The  only  thing  I have  studied  at  all 
is  Mr.  Otto  Kahn  on  the  extravagance  of  the  United 
States. 

1534.  You  know  the  agitation  that  is  going  on  on 
the  whole  subject  in  the  United  States  now? — Yes, 
because  they  did  not  issuo  their  stock  at  low  enough 
rates. 


1535..  But  apart  from  that,  having  regard  to  the 
way  in  which  in  any  accredited  system  of  income 
taxation  it  introduces  anomalies — of  an  extra- 
ordinary description  in  America  and  to  a less  extent, 
but  an  important  extent,  in  this  country — is  it  not 
a serious  disadvantage? — It  is  a great  disadvantage. 

1536.  So  much  so  that  the  opposition  on  the  part 
of  the  llevenue  to  any  policy  of  issuing  tax-free  loans 
has  foundation  in  experience? — Yes.  I quite  under- 
stand that,  and  I should  be  perfectly  content  if  the 
Government  would  borrow,  say,  at  3j  per  cent, 
subject  to  tax. 

1537.  You  would  convert  your  scheme  into  an 
ordinary  scheme? — Yes. 

1538.  But  the-  principle  would  remain? — Yes,  the 
principle  that  I am  sweet  upon  is  having  a stock  re- 
payable upon  demand  so  that  it  would  in  effect  be  a 
sort  of  continuous  Treasury  Bill,  every  pound  of  the 
stock  being  convertible  into  a Treasury  note. 

1539.  How  much  of  it  would  you  be  prepared  to  see 
repayable  on  demand  at  any  time? — That  is  a very- 
difficult  question.  I should  try  it  on  with  the  first 
lot,  that  is  next  yea'r,  1925,  £191,000,000.  If  it 
succeeded  at  all  I should  try  it  on  with  the  next. 

1540.  The  experience  of  early  1920,  when  it  was  a 
peril  to  national  finance  to  have  such  an  enormous 
sum  continually  coming  into  competition  with 
industry  for  re-subscription  on  the  market,  does  not 
frighten  you  at  all? — No,  I do  not  think  it  does. 

1541.  Sir  Arthur  Balfour:  In  your  scheme, 

inflation  would  come  first  and  the  adjustment  of  it 
through  taxation  would  come  afterwards? — Probably, 
yes.  If  inflation  came  at  all  it  would  come  first. 

1542.  Do  you  not  think  the  very  idea  of  inflation 
in  this  country  would  upset  our  credit  all  over  the 
world  and  possibly  cause  us  to  pay  much  higher  prices 
for  our  food  in  exchange? — No. 

1543.  Do  you  remember  when  a speech  was  made  by 
a Cabinet  Minister  a short  time  ago? — Perfectly. 

. 1544.  Did  you  notice  the  effect  of  that  all  over  the 
world  instantly? — Yes. 

1545.  Do  you  not  think  this  would  have  a very 
much  more  serious  effect  than  even  that  subject  has? 
— I should  not  have  thought  so. 

1546.  Mr.  Bell:  Why  do  you  make  such  a point  of 
this  new  stock  being  repayable  on  demand ; if  you 
could  get  out  the  same  stock  with  a maturity  of 
50  years  or  so,  would  it  not  be  an  improvement  on 
your  scheme? — I do  not  think  that  could  be  done. 
The  advantage  is  that  you  get  your  money  at  a 
cheaper  rate.  If  you  do  not  make  it  repayable  to 
the  holder  on  demand  you  will  not  be  able  to  borrow 
at  the  present  time  at  less  than  4J  per  cent. 

1547.  I agree  that  you  might  have  to  pay  more, 
but  would  not  that  be  off-set  when  you  consider  the 
tremendous  danger  of’this  scheme  in  time  of  unrest? 
There  is,  on  these  figures,  £1,444,000,000  which  at 
any  moment  of  unrest  could  be  presented  at  a 
Government  office,  or  at  the  Bank  of  England  to  be 
repaid? — It  would  not  occur  in  practice. 

1548.  You  still  maintain  this  suggestion  against  a 
slightly  higher  interest  stock  with  a longer  date  so 
that  the  Government  would  not  be  embarrassed? — 
Yes. 

1549.  I think  you  have  answered  by  anticipation 
the  other  question  I wanted  to  ask  yon,  but  there  is 
£2,000,000,000  of  5 per  cent,  stock  which  the  Govern- 
ment might  treat  similarly  in  1929? — Yes. 

1550.  Would  you  have  the  courage  of  your  con- 
viction here  and  say : “ For  the  great  saving  of  the 
nation  we  will  make  £2,000,000,000  Treasury  notes  if 
necessary,  and  if  you  do  not  want  to  convert  into  this 
new  stock  we  will  give  you  these  £2,000,000,000 
Treasury  notes  ”? — No,  I would  not  be  prepared  to 
say  that  now;  I would  wait  and  see. 

1551.  You  would,  in  fact,  go  very  tentatively  and 
try  the  £191,000,000  and  see  if  it  would  be  a success? 
—Yes. 

Chairman:  Thank  you,  Mr.  Hoare. 


(The  Witness  withdrew.) 
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FIFTH  DAY, 

Wednesday,  2nd  July,  1924. 


Present  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON.  K.B.E. 

Mr.  J.  W.  BOWEN. 

Professor  FRED  HALL. 

Mr.  W.  L.  HICHENS. 


Mr.  H.  B.  LEES-SMITH. 

Sir  WILLIAM  McLINTOCK,  K.B.E. , C.V.O. 
Sir  JO-SI  AH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary.. 


Mr.  J.  A.  Hobson,  called  and  examined. 


Evidencb-in-chiee  handed  in  by  Mr.  Hobson, 


1.  Income-taxation  for  service  of  the  debt  does  not 
(except  so  far  as  American  interest  and  sinking  fund 
is  concerned)  reduce  the  amount  of  new  capital  avail- 
able for  expansion  of  business,  for  there  is  no  reason 
to  suppose  that  a smaller  proportion  of  this  income 
will  be  saved  and  invested  after  its  journey  from  the 
taxpayer  to  the  interest-receiver  has  'been  performed. 

2.  The  rate  of  debt-repayment  should  vary  with 
trade  prosperity,  as  indicated  by  price  of  War  Loan 
on  the  one  hand,  public  revenue  on  the  other.  (With 
prosperous  trade  surplus  revenue  should  accrue  for 
purchase  of  War  Loan,  and  the  price  of  War  Loan 
should  be  low.) 

3.  The  existing  taxes  must,  especially  in  the  case 
of  large  trade  incomes,  be  paid  to  a large  extent  out 
of  funds  which  otherwise  would  have  been  saved  and 
invested.  This,  however,  does  not  involve  a reduction 
of  total  purchasing  power,  but  only  a transfer  from 
one  set  of  persons  to  another,  or  to  the  .State. 

4.  At  the  present  time  of  depression  there  is  no 
evidence  of  a shortage  of  capital.  The  instruments 
of  production  exist  in  excess  of  any  effective  demand. 
Working  capital  is  available  for  all  sound  business 
propositions.  More  abundant  and  therefore  slightly 
cheaper  supply  of  new  capital  would  not  appreciably 
improve  the  situation. 

5.  Income  Tax  enters  into  prices  so  far  as  it  raises 
costs  of  production,  i.e.,  by  raising  the  price  of 
capital,  labour,  management,  land,  etc.,  employed  in 
industry  or  trade.  For  the  income  that  is  taxed 
consists  of  prices  paid  for  these  factors  of  production. 

6.  The  incidence,  shifting,  and  final  settlement  of  a 
tax  will  vary  with  the  different  kinds  and  sizes  and 
economic  situation  of  these  constituents  of  income. 

7.  If  the  owner  of  any  factor  of  production  is,  by 
reason  of  'its  monopoly  or  scarcity  of  supply,  getting  a 
price  larger  than  is  necessary  to  induce  him  to  apply 
it  to  production,  a tax  imposed  upon  his  income  will 
lie  upon,  and  be  defrayed  out  of,  this  surplus  pay- 
ment. 

8.  If  there  is  no  such  surplus  element  -in  the  taxed 
income,  the  tax  will  be  paid,  either  by  raising  the 
price  of  the  factor  of  production  (c.y.,  rate  of  interest 
or  wages)  or  in  part  by  stimulating  a greater  produc- 
tive activity  in  the  owner  of  the  factor. 

9.  If  the  tax  is  paid  out  of  the  value  of  an  increased 
product,  no  question  of  incidence,  of  price  raising, 
need  occur. 


10.  But  when  a.  tax  is  imposed  upon  a subsistence 
wage,  or  a minimum  rate  of  interest  in  a growing 
business,  or  upon  any  other  necessary  cost,  it  must, 
unless  there  is  some  surplus-receiving  factor  upon 
which  it  can  lie,  result  in  a rise  of  price  of  the  goods 
or  services  produced  by  the  business'  in  question. 

11.  When  a business,  having  some  monopoly  or  ad- 
vantage in  methods  of  production,  or  in  markets,  has 
been  able  to  fix  its  selling-prices  at  a profitable  level, 
the  tax,  shifted  from  the  factors  of  production  with- 
out ability  to  bear,  will  usually  be  paid  out  of  profits. 

12.  In  closely  competitive  businesses,  all  subjected 
to  the  same  tax  conditions  in  the  incomes  they  afford 
to  their  agents  of  production,  high  income  tax  must 
enter  prices,  except  so  far  as  -it  can  rest  upon  rent  of 
land  or  some  other  scarcity  payment,  or  can  stimulate 
better  organisation  or  other  improved  efficiency. 

13.  When  some  competitors  are  not  subject  to  the 
same  amount  of  taxation,  as  in  large  parts  of  our 
export  trade,  the  inability  to  raise  prices,  especially 
in  trade  depression  with  a restricted  market,  may 
seriously  cripple  an  industry,  as  in  our  engineering 
trades. 

14.  The  taxation  of  wage-income,  unless  it  contains 
a surplus  beyond  the  requirements  of  family  efficiency, 
is  economically  unsound.  In  normally  good  times  it 
will  be  shifted  by  a rise  in  wage-rates,  in  bad  times  it 
will  reduce  efficiency.  This  applies  also,  though’ with 
more  elasticity,  to  taxes  on  commodities  upon  which 
workers’  incomes  are  expended. 

15.  Neither  a tax  on  commodities,  nor  any  other 
tax,  can  be  rightly  regarded  as  borne  by  the  consumer. 
It  is  the  purchasing-power,  i.e.  the  income,  of  the  con- 
sumer that  is  taxed.  Whether  a particular  class  of 
consumers  submits  to  a reduction  of  its  real  income 
by  a tax  on  commodities  depends  on  the  ability  of  that 
income  to  bear  or  shift  the  tax. 

16.  During  a depression  ’it  will  bo  more  difficult  for 
workers  to  shift  a tax  on  commodities  which  raises 
their  prices  because  their  trades  will  not  easily  bear  a 
rise  of  wage-rates.  The  same  holds  of  most  of  the 
other  classes  (e.y.,  professions,  interest-receivers). 
The  tax  will  litf  upon  them,  not,  however,  as  con- 
sumers, but  as  income-receivers. 

17.  Custom  duties  will  raise  the  price  of  com- 
modities by  reducing  the  volume  of  imports,  except 
when  the  foreign  exporters  are  close  monopolists,  in 
which  case  it  may  pay  them  to  bear  the  tax,  or  most 
of  it. 
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18.  If  tlie  imported  goods  are  produced  under  freely 
competitive  conditions,  their  price  will  rise,  usually 
to  the  full  extent  of  the  Customs  duty  in  tlie  case  of 
manufactured  goods,  to  a somewhat  less  extent  in  the 
case  of  most  foods  and  raw  materials.  In  every  case 
the  extent  of  the  rise  of  price  will  be  affected  by  tlie 
elasticity  of  demand  for  the  respective  classes  of 
goods. 

19.  When  Customs  duties  are  imposed  without 
corresponding  excise,  in  articles  produced  both  lieic 
and  abroad,  prices  of  tlie  articles  in  question  will  rise 
to  an  'indeterminate  amount,  and  the  preferential 


1552.  Chairman:  We  were  denied  the  pleasure  of 
your  company  on  the  Committee,  so  we  have  availed 
ourselves  of  tlie  opportunity  of  having  you  as  a 
witness.  We  have  your  evidence  in  chief  before  us, 
and  perhaps  you  will  deal  with  each  point  in  it  m 
turn?— (1)  May  I be  allowed  to  say  at  the  outset  that 
I should  not  have  volunteered  to  give  evidence  here, 
because  I feel  that  in  most  respects  I am  singularly 
ill  equipped  for  doing  so,  but  I felt  I could  not  decline 
your  courteous  invitation.  My  ill  equipment;  is  simply 
from  the  fact  that  f have  had  through  my  life  no 
close  personal  contact  with  either  the  world  of  business 
or  the  world  of  finance.  That  may  seem  to  cut  me 
out  altogether;  probably  it  does.  I have  always  le- 
garded  myself  ' as  a sort  of  middleman  in  these 
matters,  and  such  opinions  as  I express  are  geneiali- 
sations  which  I form  upon  contact  with  those  who 
have  more  immediate  business  relations.  Many  of 
tlie  points  in  the  questionnaire  sent  to  me  I have 
not  attempted  to  touch,  knowing  that  I could  not 
form  any  reasonably  sound  opinion  about  them,  and  I 
have  therefore  confined  myself  mainly  to  certain 
questions  regarding  the  incidence  of  taxation. 

(2)  May  I say  at  the  outset,  referring  to  the  two 
or  three  opening  paragraphs  in  my  evidence  in  chief, 
that  it  seems  to  me  that  if  the  present  taxation  is 
crippling  to  industry  and  commerce,  that  crippling 
will  take  one  of  two  forms.  Either  it  will  mean  that 
it  interferes  with  the  necessary  and  useful  supply  of 
capital  or  that  it  interferes  with  markets.  Those  two 
questions,  although  related,  may  be  treated  to  some 
extent  separately;  and  I have  attempted  to  do  that 
in  the  propositions  which  I have  set  out.  I do  not 
know  how  far  it  is  necessary  for  me  to  develop  the 
first  proposition  to  show  that  income  taxation  for 
service  of  the  debt  does  not  reduce  the  amount  of  new 
capital  available.  I have  given  the  reason  which 
seems  to  me  to  be  adequate,  namely,  that  the  persons 
who,  as  taxpayers,  pay  the  portion  of  the  tax  allocated 
to  this  purpose,  would  not  have  saved  a larger  propor- 
tion of  that  income  had  it  remained  in  their  hands 
than  the  persons  who  receive  lit  as  interest  upon  war- 
debt.  I should  suppose  that  in  either  case  the  bulk 
of  the  money  in  question  would  have  been  saved  and 
applied  to  capital.  The  £305,000,1X10,  which  I think 
is  the  debt  interest,  and  the  £40,000,000.  which  I 
believe  is  the  sinking  fund,  would,  with  the  exception 
of  the  £30,000,000  paid  to  America,  have  been  in 
either  case  available  for  increased  capital,  if  there 
was  an  opportunity  to  invest  it  advantageously.  I 
find  on  inquiry  among  business  friends  and  financiers 
a general  opinion  that  there  should  be  some  relation 
between  the  rate  at  which  debt  repayment  should 
take  place  and  the  condition  of  trade;  in  other  words, 
that  there  is  not  merely  an  ability  to  bear  in  relation 
to  different  forms  of  income,  but  there  is  an  ability  to 
bear  in  relation  to  time.  In  times  of  prosperous 
trade,  when  revenue  will  be  higher,  it  is  not  only 
more  possible  to  set  aside  a considerable  surplus  for 
debt  repayment,  but  at  that  time  War  Loan  will  be  apt 
to  be  cheaper  in  the  market,  so  that  there  is  on  both 
sides  support  for  the  proposition  that  a time  of  trade 
prosperity  is  a good  time  to  attempt  to  pay  off  a 
considerable  portion  of  the  War  Loan.  Of  course  in 
stating  that,  I bear  in  mind  that  the  Income  Tax 
does  not  necessarily  reflect  immediately  the  reviving 


flow  of  capital  and  labour  into  these  protected  in- 
dustries will  (except  during  a general  depression) 
cause  a rise  in  the  prices  of  other  goods  produced  in 
this  country.  This  latter  effect  of  Protection  must 
injure  our  exporting  trade. 

20.  The  general  long-range  effects  of  taxation  upon 
trade  largely  hinge  upon  the  uses  made  by  the  State 
of  tlie  tax  revenue.  When  used  productively  and 
economically  for  health,  education,  etc.,  the  revenue 
may  be  regarded  as  income  earned  by  the  State  and 
needed  for  her  performance  of  economic  services. 

The  State  is  a Factor  of  Production. 


or  higher  prosperity  of  trade,  because  a large  part  of 
it  is  assessed  upon  a three  years’  average  basis  and  if 
it  were  technically  otherwise  possible  to  assess  it  upon 
last  year’s  basis  it  would  make  this  mode  of  repay- 
ment more  advantageous.  I think  1 make  that  point 
intelligible,  if  not  quite  clear,  in  the  second  of  my 
propositions. 

(3)  The  third  statement  brings  m the  question  of 
purchasing  power.  A very  large  proportion  of  what 
is  raised  by  taxation  for  revenue  involves  a redistri- 
bution of  purchasing  power — income  if  you  like. 
That  is  to  say,  not  only  the  interest  and  sinking 
fund  on  the  debt  but  service  pensions,  old  ago  pen- 
sions and  even  out-of-work  donation  are  a 
transference  of  income  and  purchasing  power  from 
the  taxpayers  who  pay  them  to  the  classes  who  receive 
them.  There  of  course  1 cannot  pretend  that  the  same 
proportion  will  be  saved  out  of  the  income  when  it 
has  been  thus  transferred.  My  point  there  is  that  it 
is  not  so  injurious  as  it  seems  at  first  sight  in  its 
total  interference  with  industry  and  commerce, 
because,  in  my  judgment,  at  any  rate,  a better  distri- 
bution of  wealth  is  one  which  helps  to  support  trade 
by  securing  a larger  current  demand  for  commodities 
than  would  otherwise  exist.  In  stating  that,  1 am 
aware  that  I am  contradicting  some  of  the  accepted 
doctrines  of  most  political  economists,  but  I appeal 
rather  to  business  men  in  support  of  that  view  on 
the  ground  that  experienced  men  far  more  than 
theoretical  economists  are  inclined  to  see  that  the 
difficulty  of  maintaining  full  trade  for  any  long  period 
of  time  is  derived  from  the  evident  inability  of 
markets  to  expand  as  fast  as  the  means  of  production, 
capital  and  labour,  expand  in  productive  capacity. 
There  is,  apparently,  not  only  an  abnormal  'but  a 
normal  tendency  of  productivity  in  the  best  modern 
industrial  equipment  to  outpace  the  development  of 
markets  for  the  filial  commodities  which  it  is  the 
object  of  the  capital  structure  to  promote.  On  that 
ground  I personally  hold  that  a better  distribution 
of  wealth,  in  the  sense  of  taxation,  which  takes  money 
away  from  the  relatively  well-to-do  classes — for  I do 
not  pretend  but  that  taxation  falls  chiefly  upon  the 
well-to-do — and  thus  transfers  a certain  amount  of 
purchasing  power  from  them  to  the  working  classes 
— on  the  whole  the  weaker  classes  of  the  com- 
munity— and  so  helps  on  the  whole  to  maintain  their 
standard  of  comfort,  is  really  assisting  to  maintain 
a fuller  use  of  the  existing  capital  structure  than 
would  'be  the  case  if  that  measure  of  transference 
did  not  take  place.  In  other  words,  I think  that  we 
should  be  worse  off  at  the  present  time  If,  other 
tilings  being  the  same,  there  had  been  no  re-distribu- 
tion of  income  as  between  the  wealthier  and  the 
poorer  classes  by  moans  of  service  pensions,  old  age 
pensions  and  out-of-work  donation.  I believe  that 
those  measures  are  justifiable  not  merely  on  what  we 
may  call  eleemosynary  grounds,  but  that  they  have 
an  economic  justification.  I am  afraid  to  deal  at 
length  with  that  subject,  it  might  take  all  the  time 
available,  so  I simply  want  to  record  my  view  that, 
if  the  present  system  of  taxation  does  interfere  to 
some  extent  with  the  saving  fund  but  consolidates 
the  purchasing  power  of  the  working  classes,  it  is  not 
disadvantageous  to  the  industrial  system  as  a whole. 
Obviously  there  is  a limit  to  that,  but  that  limit,  I 
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suggest,  has  not  been  reached  in  the  comparatively 
small  transferences  of  purchasing  power  employed 
upon  the  services  that  I have  named. 

(4)  In  the  fourth  paragraph  I suggest  that  there  is 
ho  evidence— perhaps  I ought  to  have  said  there  is 
not  much  evidence — of  a shortage  of  oapital. 
What  I mean  is  this.  If  you  take  the  existing  plant 
and  fixed  productive  power  of  our  industrial  system, 
it  is  quite  evident  that  there  is  no  shortage  there, 
because  a great  deal  of  it  in  most  industries  stands 
either  unemployed  or  only  partially  employed  at  the 
present  time;  that  is  to  say,  there  is  unemployment 
of  existing  capital  corresponding  to  the  unemploy- 
ment of  existing  labour.  Nor  can  it  be  said,  I think, 
that  the  working  capital  required  for  running  that 
unemployed  plant  is  wanting.  I am  informed  that 
there  is  plenty  of  working  capital  available  upon 
reasonably  cheap  terms  far  any  business  which  can 
show  that  it  has  got  contracts  ahead  which  will 
cover  cost  of  production  and  yield  a reasonable 
margin;  that  is  to  say,  any  business  which  can  show 
that  it  has  got  sound  markets  for  the  goods  that 
it  would  produce,  could  get  working  capital  to  con- 
tinue to  finance  its  operations  and  to  make  pro- 
ductive the  plant  and  the  labour  which  is  unemployed. 
That  is,  of  course,  only  one  part  of  the  question. 
There  is  the  question  whether  there  are  or  are  not 
new  business  propositions  which  cannot  be  financed 
because  of  shortage  of  capital  due  to  oppressive  taxa- 
tion. I am  informed  that  in  recent  times  every 
business  proposition  in  this  country  which  is  put  up 
on  what  would  be  considered  in  ordinary  times  a 
reasonably  sound  basis  can  get  investment  capital, 
that  most  issues  of  this  nature  have  been  fully  sub- 
scribed or  over  subscribed,  and  that  there  would  be 
no  - difficulty  in  floating  new  businesses  for  con- 
structive work,  assuming  that  the  state  of  confidence 
as  regards  future  markets  was  such  that  it  was  be- 
lieved that  this  constructive  capital  would  be  able  to 
justify  itself  by  furthering  production  of  a kind 
which  would  find  an  expanding  market.  In  other 
words,  it  seems  to  me  at  the  outset  that  a fuller 
use  of  existing  capital  equipment  is  the  chief  need 
of  the  time  in  which  we  live.  I may  say  that  what 
I am  now  arguing  would  apply  perhaps  not  at  all, 
certainly  not  with  the  same  degree  of  power,  if  we 
were  in  the  midst  of  a considerable  and  secure 
revival  of  trade.  When  that  happens  it  may  be  that 
some  shortage  of  capital  in  the  real  sense  would  be 
manifested;  but  at  the  present  time  to  argue  that 
there  is  any  shortage  of  capital  either  for  the 
operation  of  existing  productive  plant  or  for  the 
establishment  of  new  productive  plant,  does  not 
seem  to  me  to  be  supported  by  any  considerable, body 
of  evidence.  Nor  am  I sure  that  if  that  new  capital 
could  be  got  at  a somewhat  cheaper  rate  than  is 
available  at  the  present  time,  that  degree  of  cheap- 
ness would  make  any  large  difference  as  regards  the 
attainment  of  business  in  the  markets  of  the  world. 
I admit  that  there  must  be  some  advantage  in  being 
able  to  obtain  capital  at  a cheaper  rate,  and  that 
pro  tanto  there  will  be  some  improved  opportunity 
for  ais  to  outbid  some  other  people  for  the  restricted 
market  of  the  world  which  exists  at  present.  My 
point  is  that  a .more  abundant  and  slightly  cheaper 
supply  of  new  capital  by  itself  would  not  do  what 
was  needed  to  stimulate  industry.  In  so  far  as 
that  is  true,  it  cannot,  I think,  legitimately  be  urged 
that  a shortage  of  capital  due  to  the  pressure  of 
taxation  is  a considerable  interference  with  the 
revival  of  trade. 

1553.  You  could  have  an  abundance  of  capital 
caused  by  bad  trade,  could  you  not? — Yes;  that  is 
my  case. 

1554.  If  you  arc  working  half  time  in  one  of  the 
great  industries  the  capital  that  you  generally 
employ  there  would  he  either  in  the  bank  or  in  re- 
serve because  it  is  not  in  use? — Yes. 

1555.  You  could  have  a large  amount  of  capital 
and  yet  you  could  have  bad  trade,  could  you  not? — 
(1)  That  is  so,  and  that  is  what  I think  is  happen- 
ing at  the.  present  time.  Purchasing  power  received 
in  income  may  be  either  spent  immediately  in 


demanding  commodities  for  consumption,  or  it  may 
be  applied  immediately  to  pay  people  to  make  new 
forms  of  real  capital  and  operate  them;  hut  it  may 
do  neither  of  those  things;  it  may  be  kept  waiting, 
that  is  to  say,  the  purchasing  power  may  be  moving 
more  slowly  'than  normally,  and,  in  so  far  as  it  does 
that,  it  is  crippling  industry.  That,  I think,  is  the 
state  of  tilings  to  a considerable  extent  at  the 
present  time.  That  is  where  I come  into  contact 
with  the  money  side  of  the  thing.  I object  very 
strongly  to  treating  unemployment  as  if  it 
was  merely  what  is  called  a credit  cydle.  But 
credit  has  a considerable  part  to  play  in  it,  and  I 
do  think  there  is  a movement  towards  slower  use  of 
purchasing  power  and  a corresponding  lack  of 
stimulation  of  industry  at  the  present  time. 

(2)  Then  I come  to  the  beginning  of  my  statement 
of  views  upon  the  incidence  of  taxation.  Income 
Tax,  I suggest,  enters  into  prices  so  far  a®  it  raises 
costs  of  production,  that  is  to  say,  by  raising  the 
price  which  may  be  paid  to  the  owners  of  some 
factor  of  production.  I add  that  the  income  which 
is  taxed  consists  of  prices  paid  for  these  factors  of 
production.  I object,  among  other  things,  to  the 
view  that  the  consumer  is  taxed  The  consumer  is 
taxed  only  as  an  owner  of  certain  income  derived  from 
selling  his  labour,  or  his  ability,  or  his  use  of  land,  or 
capital;  that  is  to  say,  he  is  taxed  in  respect  of  his 
ownership  of  some  income  received  as  a price  for  the 
factor  of  production  which  he  brings  to  bear.  That 
brings  me  to  the  view  expressed  in  proposition  No.  6, 
that  the  incidence,  shifting  and  final  settlement  of  a 
tax  will  vary  with  the  different  kinds  and  sizes  and 
economic  situation — perhaps  I should  have  said 
economic  bargaining  strength — of  these  constituents 
of  income.  There  I come  to  a matter  which.  I admit 
to  bo  highly  contestable,  namely,  the  distinction 
which  in  some  of  my  writings  and  elsewhere 
I have  drawn  between  what  I call  -costs  of  pro- 
duction and  surplus.  Political  economists  have 
always  admitted  that  economic  rent  of  land  will  bear 
a tax,  and  that  if  a tax  is  put  upon  economic  rent  or 
if  a tax  shifts  from  some  other  body  on  which  it  is  .put 
so  as  to  fall  upon  economic  rent  of  land,  it  will  lie 
there,  (because  by  being  put  there  it  will  not  induce 
any  owner  of  land  to  withdraw  from  production  the 
supply  of  land  which  he  commands.  I need  not  argue 
that;  I think  that  is  commonly  accepted.  My  view 
is  that  there  are  other  factors  of  production  besides 
land  which  temporarily — and,  after  all,  we  are  living 
in  a world  of  temporary  conditions — may  be  in  the 
same  position ; that  is  to  say,  a particular  factor 
may  be  able,  by  scarcity  and  the  bargaining  power 
which  scarcity  involves,  to  extract  a price  for  its  use 
which  is  larger  than  would  suffice  to  induce  the  owner 
to  apply  this  factor.  A man  may  have  business 
ability  of  a high  order;  in  one  country,  and  under 
certain  conditions,  he  may  be  able  to  receive  £5,000 
a year  for  the  full  use  of  his  business  capacity;  in 
another  country  he  may  be  able  to  receive  £10,000 
a year.  I suggest  that  if  the  conditions  were  such 
that  this  man  receiving  £10,000  for  his  business 
capacity  were  only  in  a.  position  to  receive  £5,000 — 
if,  in  other  words,  the  market  were  not  so  good  as 
it  is  in  his  case — he  would  still  give  out  the  same 
amount  of  business  capacity;  he  would  apply  his 
gifts  in  the  same  way.  He  would  not,  of  course,  if 
he  had  some  other  opportunity  of  applying  it  which 
was  more  favourable.  Perhaps  that  is  not  the  best 
case  to  take,  hut,  in  general,  where  there  is  the 
power  to  market  certain  kinds  of  things  by  reason 
of  superior  marketing  power  in  the  shape  of  combina- 
tion or  access  to  raw  materials  upon  a preferential 
basis,  or  in  some  other  way,  wherever  you  get  capital 
or  business  capacity  favourably  placed  in  the  world, 
that  favourable  placing  will  mean  the  power  to  earn 
a rent  of  ability  or  rent  of  something  else,  but  at  any 
rate  some  income  which  essentially  corresponds  to 
the  rent  of  land  in  that  a tax,  if  it  is  laid  upon  it, 
or  if  it  shifts  on  it,  will  he  borne  by  that  income.  I 
think  there  is  some  support  of  that  in  recent  expe- 
rience. There  are  difficulties  in  the  application  of 
the  principle,  but  if  you  could  put  a tax  upon  high 
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profits,  so  far  as  they  do  not  mean  high  risks,  yon 
can  get  out  of  a surplus  a tax  which  will  not  by  its 
incidence  disturb  the  application  of  any  productive 
power.  In  regard  to  incomes,  it  is  sometimes  held 
that  the  only  way  you  can  proceed  is  by  reference  to 
the  diminishing  utility  of  the  higher  incomes.  On  that 
view  I would  put  this  case.  Supposing  you  had  two 
incomes,  oneof  which  was  £10,000  derived  from  ground 
rents,  and  another  was  £10,000  obtained  as  profes- 
sional fees  by  a high-class  lawyer  or  doctor.  If  you 
were  to  consider  those  in  regard  to  ability  to  bear,  you 
would  see  that  there  was  a wide  discrepancy  between 
the  two  cases,  that  the  mere  size  and  the  real 
diminished  utility  of  the  last  £1,000  of  income  did 
not  enable  a taxing  system  to  be  applied  equally  to 
both  cases.  In  the  case  of  the  man  who  received 
£10,000  from  ground  rents,  he  could  not  resist  that 
tax;  it  would  lie  upon  his  income;  it  would  not 
prevent  him  from  applying  his  land  as  he  applies 
it  now.  On  the  other  hand,  if  you  put  it  upon  a 
lawyer  or  a doctor  who  was  earning  very  high  fees 
it  might  very  Well  induce  him  to  say : “ Well,  of 
the  last  £1,000  that  I earn,  not  only  will  there  be 
comparatively  little  left  to  me  when  the  taxes  have 
been  borne,  not  only  will  the  utility  of  spending  that 
be  much  less  than  the  utility  of  spending  the  other 
thousands  of  pounds,  but  I shall  have  to  earn  that  last 
£1,000  by  the  hardest  portion  of  my  day’s  work,  and 
therefore  I will  not  do  this  last  and  heaviest  portion 
of  my  day’s  work ; I do  not  get  enough  out  of  it  in 
the  spending  on  the  one  hand,  and  the  earning  takes 
too  much  out  of  me  on  the  other.”  I fully  admit 
tho  difficulty  involved  in  finding  and  assessing  these 
surpluses.  If  you  could  do  that  accurately  I should 
bo  in  favour  not  of  a single  tax,  but  of  a variety  of 
taxes  aimed  specifically  at  measuring  and  taking  as 
much  as  was  required  for  the  public  service  out  of 
what  I call  surplus,  leaving  the  elements  -which  I 
call  costs  untouched,  on  the  ground  that  any  attempt 
to  touch  a real  cost  of  production  is  obviously  inter- 
fering with  some  productive  agent.  But  of  course 
I am  not  so  ignorant  as  to  suppose  that  you  can  do 
it  precisely  in  that  way.  It  may  be  possible  to  put 
certain  taxes  on  land  values,  and  it  may  be  possible  to 
make  measurements  of  certain  other  elements  of  sur- 
plus inconie,  that  is  to  say,  unnecessary  income,  in  the 
sense  that  they  are  not  required  to  stimulate  produc- 
tion. But  generally  speaking,  I have  assented  to  the 
proposition  that  you  must  tax  incomes  for  general 
purposes  by  progressive  taxation  of  high  incomes, 
and  I have  assumed  that  my  rule  was  validated  by 
the  view  that  the  larger  the  income,  on  the  average 
the  larger  the  element  of  what  I call  surplus  it 
contains.  That  may  be  disputed,  of  course.  It  may 
be  said  that  a very  rich  man  investing  all  his  earnings 
in  gilt-edged  securities  can  get  nothing  but  a 
minimum  rate  of  interest.  But  I would  plead  against 
that,  that  the  man  with  a large  income,  at  any 
rate  if  the  large  income  is  got  in  the  business  world, 
is,  generally  speaking,  in  a better  position  to  discover 
and  take  advantage  of  the  most  profitable  oppor- 
tunities for  investment  than  the  small  man.  Of 
course  if  you  take  the  very  small  saver,  we  all  know 
that  he  makes  very  little  out  of  his  savings.  But  I 
would  rather  insist  that  the  progressive  taxation  of 
income  is  justified  not  merely  by  diminishing  utility, 
but  by  diminishing  cost  involved  in  it,  that  is  to  say, 
by  the  amount  of  surplus  or  high  income  which  is 
obtained  from  investing  in  forms  of  enterprise  which 
are  favourably  placed,  and  which  will  give  a larger 
return.  But  I would  like  to  see,  if  it  were  possible, 
the  progressive  taxation  of  income  accompanied  by 
certain  specific  taxes  upon  specific  surpluses  as  in 
the  case  of  land  values,  where  they  can  be  ascertained 
with  reasonable  accuracy.  If  there  is  no  such  surplus 
element  in  the  taxed  income,  the  tax  will  be  paid, 
I say  in  proposition  No.  8,  either  by  raising  the 
price  of  the  factor  of  production,  that  is  to  say,  by 
raising  the  rate  of  interest  or  wages,  or  in  part  by 
stimulating  a greater  productive  activity  in  the  owner 
of  the  factor.  You  can  no  doubt  under  certain 
circumstances  put  a tax  upon  a man  which  will 
have  the  effect  of  stimulating  him  to  the  better  use  of 


the  factor  that  he  possesses,  whether  it.  is  land  or 
ability  or  labour  power,  in  order  to  pay  the  tax. 

I think  myself  "there  is  an  over  stress  upon  this 
productive  power  of  the  taxing  system,  and  one  ought 
to  consider  very  seriously  whether,  if  you  are  levying 
a tax  designed  to  fall  upon  a person  or  class  earning 
what  one  may  provisionally  call  a bare  subsistence, 
you  are  not  doing  a dangerous  process;  whether, 
instead  of  stimulating  higher  activity,  you  are  not 
going  .to  depress  the  productive  capacity  of  that  man 
or  that  class,  partly  by  diminishing  his  actual  physical 
efficiency  and  partly  by  the  moral  effect  of  depressing 
the  confidence  and  security  of  a man  who  is  m a small 
way  of  life  and  is  only  just  able  to  make  both 
ends  meet. 

(3)  I need  not  dwell  upon  proposition  No.  9,  that 
if  a tax  does  create  or  cause  to  come  into  existence 
an  increased  product,  it  may  be  borne  by  that  in- 
creased product,  and  that  no  problem  of  incidence 
need  arise  then.  But  No.  10  I want  to  lay  stress 
upon.  Where  a tax  is  imposed,  or  falls,  or  is  shifted 
upon  a subsistence  wage,  or  a minimum  rate  of 
interest  in  a growing  business,  or  upon  any  other 
necessary  cost,  unless  there  'is  some  surplus-receiving 
factor  upon  which  it  can  lie — such  as  rent  of  land 
which  will,  when  new  contracts  take  place,  be  able 
to-  be  reduced  in  rent — the  tax  will  result  in  a rise  of 
price  of  the  goods  or  services.  Whether  a particular 
tax  will  have  that  effect  depends  upon  whether  a 
business  is  in  a condition  to  raise  prices  or  not. 

(4)  I deal  in  proposition  No.  11  with  the  case  of  a 
business  which  has  a strong  element  of  monopoly, 
that  is  to  say,  -which  is  able  within  limits  to  fix  its 
prices ; either  a monopoly  or  a business  in  a combina- 
tion or  in  a price-fixing  arrangement,  accompanied, 
as  most  of  these  arrangements  are,  by  restriction  of 
output.  Will  businesses  which  are  in  a monopoly  or 
advantageous  position,  earning  a higher  rate  of  profit 
than  is  necessary,  raise  the  price  if  a tax  is  put  upon 
them?  Generally  speaking,  I think  economists  would'? 
say  that  they  would  not.  In  proportion  as  their 
agreement  is  skilfully  worked  out,  they  have  already 
fixed  the  output  and  the  price  which  will  yield  them, 
according  to  their  calculations,  the  largest  net  income, 
and  a tax  put  upon  that  income  would  not  cause  them 
generally  to  raise  their  prices.  But  no  absolute  rule 
can  bo  laid  down  there,  because  it  -will  depend  to  a 
very  large  extent  upon  what  is  called  the  elasticity  of 
demand  and  the  power  of  substitution  in  markets. 
It  comes  down  to  the  simple  proposition  that  if  there 
is  an  element  of  surplus,  -whatever  that  surplus  con- 
sists in,  a tax  which  is  either  put  upon  it  or  shifts  on 
to  it  is  likely  to  stay  there  and  be  borne  by  the  owner 
of  that  factor.  In  other  words,  if  you  suppose  a 
monopoly  in  some  necessary  of  life,  a tax  put  upon  the 
large  income  derived  from  the  skilful  use  of  that 
monopoly  would  not  be  able  to  be  shifted,  because  it 
would  not  pay  the  monopolist  to  raise  his  prices 
generally.  That,  of  course,  is  not  the  condition  of  a. 
very  large  proportion  of  the  businesses  of  the  world. 
There  is  more  or  less  competition,  and  rwhen  you  get 
to  closer  competitive  ’businesses  which,  as  I say  in 
proposition  No.  12,  are  all  subjected  to  the  same  tax 
conditions  in  the  incomes  which  they  afford,  that  is  to 
say,  which  are  not  engaged  in  external  trade,  then  the 
tax  will  raise  prices  except  as  far  as  there  is  some  limit 
of  rent  or  other  scarcity  entering  into  the  case  of  one 
of  the  factors  of  production.  But  the  general  posi- 
tion would  be  that  in  fully  competitive  industries  the 
competition  has  kept  prices  and  profits  down  towards 
what  -we  call  the  necessary  minimum,  and  that  such 
businesses  will  not  be  in  a position  themselves  to  bear 
a tax,  and  they  will  tend  to  raise  prices.  How  far 
they  will  do  so  will  depend  a great  deal  upon  the 
character  of  the  goods  and  services  which  they  sell, 
in  other  words,  upon  the  elasticity  of  demand.  In  all 
these  cases  in  so  far  as  a tax  can  be  shown  to  act  as 
a stimulus  to  efficiency,  to  cause  better  organisation 
in  a business  or  to  promote  new  economies,  there  is 
a counteracting  influence;  and  some  capacity  to  bear 
a tax  even  in  hitherto  competing  businesses  may  be 
obtained  under  those  circumstances.  But  where  you 
aire  dealing  with  the  condition  of  export  trade,  where 
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some  competitors,  foreign  competitorsi  let  us  say,  are 
not  subject  to  the  same  amount  of  taxation,  the 
inability  to  raise  prices,  especially  in  a time  of  trade 
depression,  may  seriously  cripple  an  industry.  On 
that  point  there  can  be  no  difference  of  opinion,  I 
think. 

(5)  Coming  to  No.  14,  1 have  already  spoken  of 
tko  taxation  of  wage  income  beyond  the  reasonable 
requirements  of  wliat  I call  family  efficiency,  which 
means  not  merely  the  physical  efficiency  of  the  male 
wage-earner,  but  the  income  required  to  bring  up 
under  reasonably  sound  economic  efficiency  such 
family  as  is  calculated  in  the  terms  of  the  wage 
bargain — exactly  what  that  means  neither  I nor  anjT- 
bod.y  else  can  say  at  the  present  time — but  there  is 
something  beyond  the  efficiency  of  the  actual  wage- 
earner  which  has  to  be  taken  into  account  in  dealing 
with  what  we  call  the  minimum  wage.  Any  attempt 
to  put  a tax — either  a direct  tax  by  stoppage  out 
of  wages,  or  an  indirect  tax  by  taxing,  any  commodi- 
ties which  are  firmly  rooted  in  the  standard  of  com- 
fort— will,  I think,  tend  to  bo  resisted  in  ono  of  two 
ways.  Either  it  will  break  down  the  actual  produc- 
tivity of  the  worker  and  the  working-class  family,  or 
it  will  induce  a certain  amount  of  withdrawal  from 
regular  labour.  If  you  took  the  lowest  grade  of 
workers  in  regular  employment  and  you  attempted 
to  put  a tax,  direct  or  indirect,  upon  their  real 
income,  you  would,  I think,  get  both  those  conse- 
quences. You  would  get  a reduced  efficiency  of 
labour  and  you  would  get  a tendency  for  a certain 
portion  of  that  labour  to  withdraw  from  regular  em- 
ployment and  to  become  irregular,  beggars,  or  people 
living  from  hand  to  mouth  in  such  way  as  they  can 
manage  to  scrape  along — such  conditions  as  you  find 
in  a considerable  section  of  workers  in  great  indus- 
trial cities  to-dav.  I do  not  think  it  can  seriously 
be  argued  that  it  is  a good  economic  policy,  setting 
aside  all  we  may  separate  as  human  conditions,  to 
attempt  to  put  taxation  upon  the  workers  who  are 
not  earning  more  than  is  enough  to  keep  them  in 
efficiency.  Nor  do  you  meet  that  argument  'by  saying, 
as  you  well  may,  that  some  of  the  income  which 
those  working  classes  receive  is  not  used  in  the  most 
beneficial  way  for  their  efficiency.  They  may  spend 
an  unnecessary  amount  of  their  income  upon  drink 
or  amusements;  but  if  that  is  a rooted  part  of  their 
standard  of  comfort,  a certain  amount  of  damage 
is  likely  to  be  done  by  interfering  with  it.  You 
might,  of  course,  break  down  a standard  of  comfort 
by  stopping  certain  waste  expenditure,  but  it  is  a 
difficult  process,  aad  it  would  be  one  likely  to  be 
attended  by  a great  deal  of  what  is  called  social 
unrest.  It  is  only  by  better  education,  I suggest, 
that  you  oan  improve  very  greatly  and  rapidly  the 
mode  of  expenditure  of  the  minimum  income.  There- 
fore there  is  an  economic  danger  in  attempting  to 
put  any  amount  of  direct  or  indirect  taxation  upon 
the  workers  in  the  position  which  [ have  described. 
It  does  not  seem  to  me  that  that  is  met  by  saying 
that,  as  those  people  have  votes,  they  ought  to  bo 
made  conscious  that  they  are  directly  contributing 
to  the  revenue  of  the  country.  That  does  not  seem 
to  me  to  carry  very  much  weight.  In  the  first  place, 

I suggest  they  would  not  actually  pay  most  of  it, 
because  it  would  bo  moved.  By  inability  to  get  a 
tnx  borne  by  a necessary  cost  of  production,  they 
uill  only  appear  to  pay  it.  The  tendency  would 
be,  under  normal  trade  conditions,  for  them  to  raise 
their  money  wages  in  order  to  maintain  the  current 
standard  of  comfort  which  they  insist  oil  having  or 
which  they  stubbornly  attempt  to  insist  on  having. 
Aon  will  find  it  very  difficult,  in  other  words,  to 
prevent  them  shifting  a tax  first  of  all  upon  the 
employer  in  the  terms  of  wages,  and  if  the  employer 
was  in  close  competition  with  other  employers,  and 
there  was  no  margin  there  by  which  he  could  'bear 
the  tax.  then  of  course,  under  the  conditions  I have 
described,  lie  would  try  to  shift  it  on  the  consumer, 
ihe  consumer,  so  called,  for  the  purposes  of  the  in- 
idence  of  taxation,  does  not  exist,  because  the  con- 
sumer is  the  recipient  of  some  element  of  income, 


and  it  would  go  circulating  round  until  it  found  some 
place  where  it  could  lie.  You  may  think  that  that 
is  purely  theoretical,  and  perhaps  it  is  if  you  take 
an  immediate  view;  and  immediately  it  may  be  pos- 
sible to  get  something  by  taxation  out  of  even  the 
low  grades  of  workers;  but  I suggest  that  it  is  a very 
precarious,  expensive  and  unprofitable  way  of  raising 
public  revenue.  Public  revenue  should  be  raised  as 
far  as  possible  from  sources  with  the  greatest  ability 
to  bear,  whether  that  ability  is  tested  in  the 
may  I described,  by  possession  of  a simp  his, 
or  whether  it  is  tested  in  the  rough-and-ready  way 
of  the  size  of  the  income.  Other  workers  above  tlio 
grade  with  which  I have  been  dealing  may  often  bo 
in  a position  to  make  some  contribution  to  the 
revenue,  not  as  large  a contribution  proportionately 
as  they  were  making  before  the  war,  perhaps  not  'as 
large  a proportion  as  they  are  making  now.  I do 
not  pretend  to  know  what  that  proportion  is,  but 
tlie  bulk  of  the  taxation  must  obviously  fall,  if  it 
is  to  be  safe  in  its  character,  upon  the  larger  incomes. 
During  a depression,  as  I say  in  proposition  No.  16, 
you  may  get  a great  damage  to  whole  classes  of  in- 
dustry, and  unless  we 'had  had  an  improved  insurance 
policy  to  deal  with  the  long  and  deep  depression 
through  which  we  have  been  passing,  there  would 
have  been  very  grave  injury  done  to  the  productive 
power  of  the  working  class,  not  to  speak  of  the 
social  unrest  that  lias  been  averted  by  means  partly 
of  what  is  popularly  called  the  dole  and  partly  by 
the  fact  that  pensions  and  other  portions  of  the 
redistributed  wealth  of  the  country  do  fall  into  the 
hands  of  a large  number  of  working-class  famines, 
which,  if  these  sources  had  not  been  available  and 
the  post-war  conditions  had  otherwise  prevailed 
would  have  been  in  very  dire  distress,  worse  than 
any  that  has  been  experienced  since  the  Hunerv 
Forties.  ° J 

(6)  Then  I come  to  Customs  duties.  1 do  not  know 
that  I have  anything  to  say  there  which  is  highly 
disputable,  or  which  is  very  informing,  but  I felt 
that  as  the  questionnaiie  did  include  some  reference 
to  the  effect  of  Customs  duties  it  would  be  right  that 
I should  say  something  about  it  There  again  I 
raise  the  question : if  the  foreign  exporter  is  a 
monopolist,  or  in  proportion  as  he  is  a monopolist, 
and  is  therefore  able  to  charge  a higher  price  for 
his  goods  when  they  come  into  this  country  than  he 
would  consent  to  take  if  lie  could  not  get  any  more, 
a tax  put  upon  the  entrance  of  those  goods  will  pvo 
tanto  tend  to  lie  upon  Mm.  I think  to  that  extent 
it  is  true  that  you  can  shift  a tax  upon  the  foreigner, 
but  only  to  this  extent,  and  even  there,  of  course, 
it  depends  upon  wliat  alternative  market  lie  lias. 
Ho  may  say:  “ If  you  put  this  tax  upon  the  oil  or 
other  strongly  placed  commodities  coming  into  this 
country  we  will  send  our  oil  to  other  countries  and 
wo  will  neglect  the  British  market.”  In  that  way 
lie  may  avoid  bearing  a portion  of  the  tax  which,  if 
this  was  the  only  market  for  the  goods,  1m  might  be 
called  upon  to  pay. 

(/)  No.  18  is  the  statement  of  file  orthodox  free 
import  view.  If  the  imported  goods  are  produced 
under  freely  competitive  conditions,  their  price  will 
rise,  usually  to  the  full  extent  of  the  Customs  duty 
in  the  case  of  manufactured  goods,  and  to  a some- 
what less  extent  in  the  case  of  most  foods  and  raw 
materials.  Hie  difference  there  is  that  if  you  stop, 
or  in  proportion  as  you  reduce,  the  imports  of  manu- 
factured goods  from  some  country,  say  America, 
supposing  that  interfered  considerably  with  the  pro- 
duction in  America,  it  would  raise  the  cost  of 
production  in  America  of  those  goods.  That  would 
not  be  tli o case  in  regard  to  foodstuffs,  where  a re- 
duction in  the  amount  of  food  imported  would  mean 
that  the  worst  growing  land  was  released  from  grow- 
ing and  that  the  produce  was  on  the  whole  produced 
under  conditions  of  more  fertile  or  more  accessible 
land.  That  view  is  worked  out,  I think,  by  Professor 
Marshall,  so  far  as  the  theory  is  concerned:  that 
there  will  be  a certain  difference  in  the  proportion 
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of  the  tax  which  will  be  borne  according  as  it  is 
in  the  case  of  manufactured  goods  or  in  the  case 
of  other  goods.  I do  not  pretend  that  that  is  very 
clear.  If,  by  means  of  a heavy  import  duty,  you 
stop  the  entrance  into  this  country  of  large  quanti- 
ties of  manufactured  goods  from  America  or  ' 
Germany,  instead  of  those  goods  being  produced  to 
a less  extent  by  all  the  competing  businesses,  you 
might  simply  knock  ouo  the  weaker  businesses  in  the 
exporting  country,  and  there  might  still  be  com- 
petition among  the  exporting  businesses,  but  there 
might  .be  no  reduction  in  the  cost  of  proauction  on 
that  basis.  1 do  not  know  whether  that  point  is 
intelligible.  It  depends  upon  whether  the  result  of 
taxing"  is  really  to  disable  the  foreign  businesses 
from,  '’producing  under  the  most  productive  condi- 
tions, or  whether  it  is  not. 

(8)  Then  in  No.  19  I say:  When  Customs  duties 
are  imposed  without  corresponding  Excise,  in  articles 
produced  both  here  and  abroad,  prices  of  the  articles 
in  question  will  rise  to  an  indeterminate  amount.  It 
is  indeterminate  on  both  sides,  because  one  does  not 
know  what  the  cost  of  production  in  this  country 
would  be  and  what  the  elasticity  of  demand  would  he. 
It  will  depend  upon  the  -markets  for  the  different 
classes  of  commodities.  It  will  cause  a rise  in  the 
price  of  other  goods.  If  you  protect  certain  indus- 
tries, you  cause  capital  and  labour  to  flow  into  the 
protected  industries,  if  they  are  rendered  inoic 
profitable,  and  so  you  reduce  the  available  capital 
and  labour  ill  the  non-protccted  industries  and  the 
price  of  the  goods  and  services  produced  by  those 
non-protccted  industries  will  tend  to  rise.  So  you 
will  got  damage  dono  indirectly  by  protecting  certain 
industries. 

(9)  The  last  point  I regard  as  one  of  the  first 
importance.  I contend  that  the  general  long-range 
effects  of  taxation  upon  trade  hinge  largely  on  the 
uses  made  by  the  State  of  the  tax  revenue.  I have 
laid  stress  on  that  because  it  is  sometimes  ignored. 
People  often  speak  as  it,  when  the  State  has  got  hold 
of  the  income  of  somebody  and  expended  it,  its 
economic  advantage  to  the  individual  trader  was 
gone.  1 do  not  think  that  at  all.  It  depends  upon 
whether  the  State  makes  a good  use  of  the  money 
which  it  receives  for  the  purpose  of  public  services. 
For  example,  an  intelligently  administered  State  (if 
such  a thing  was  possible)  might  raise  more  money 
and  spend  it  wisely  upon  education,  upon  hygiene, 
or  upon  transport  (for  instance,  if  we  could  improve 
the  cheap  access  to  large  towns,  it  would  do  a great 
deal  not  merely  for  hygiene,  lint  for  the  reduction 
in  the  total  rent  of  land  by  putting  larger  portions 
of  land  upon  a more  equal  basis  of  access).  Those 
are  illustrations  of  what  I mean  by  the  last  point — 
that  we  ought  to  consider  that  the  State  may  possibly 
be  a productive  factor  and  may  have  a legitimate 
claim  to  this  income  on  the  ground  that  it  is  per- 
forming productive  and  protective  services  fraught 
with  economic  utility.  All  those  services,  if  they  are 
economically  administered,  do  come  back  in,  the 
shape  of  improved  safety,  improved  efficiency, 
improved  productivity  of  the  general  business  of  the 
community. 

1556.  Mr.  Lees-Smith  : On  your  second  point,  have 
you  thought  of  the  political  possibility  of  the  proposal 
to  vary  the  rate  of  debt  redemption  from  year  to 
year  in  accordance  with  the  state  of  trade? — No. 

1557.  I can  understand  your  giving  it  as  your 
opinion  that  that  would  be  advisable  from  the  point 
of  view  of  economic  theory,  hut,  if  you  take  the  actual 
position  of  the  Chancellor  of  the  Exchequer,  are 
you  sure  that  when  he  had  lowered  his  debt  redemp- 
tion during  a time  of  depression,  it  would  be  raised 
during  a time  of  prosperity? — 1 should  have  thought 
that  unless  he  was  an  excessive  optimist,  lie  would 
find  that  more  revenue  was  coming  in  than  he  had 
anticipated,  and  that  he  would  therefore  be  in  a 
position,  at  the  end  of  a good  year,  to  apply  a 
surplus,  and  I should  have  thought  that,  as  a politi- 
cian, he  might  desire  to  plan  that  that  should  take 
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place,  gaining  a legitimate  popularity  from  having 
a large  surplus  and  applying  it  to  reduce  debt  and 
to  relieve  pro  tanto  future  taxation. 

1558.  If  you  are  merely  referring  to  the  existing 
practice  with  regard  to  the  use  of  a surplus  on  the 
Budget,  that  is  not  my  real  question.  You  propose 
that  the  New  Sinking  Fund,  instead  of  being  at 
tlie  rate  of  £40,000,000  to  £50,000,000  a year,  should 
be  a variable  instead  of  a steady  sinking  fund  from 
year  to  year? — Yes,  I am  inclined  to  say  I would. 

1559.  You  do  not  agree  with  the  view  that  a sinking 
fund  that  remains  steady  from  year  to  year  is  more 
likely  to  be  maintained  than  a sinking  fund  which 
is  lowered  in  bad  years  and  is  left  to  be  raised  in 
good  years? — I think  I would  risk  that  myself,  on 
the  ground  that  the  ability  to  bear  is  greater  in 
some  years  than  in  others,  and  I want  to  raise  the 
money  with  the  least  aggregate  difficulty  over  a 
period  of  years. 

1560.  The  evidence  which  you  have  just  given  in 

regard  to  the  amount  of  capital  in  the  country  and 
its  use  bears  a good  deal  oil  evidence  that  has  already 
been  given.  A great  deal  of  this  evidence  has  been 
in  the  direction  that  the  Income  Tax,  for  example, 
is  chiefly  disadvantageous  because  it  limits  the 
amount  of  savings  and  therefore  diminishes  the 
amount  of  capital  available  for  industry  ? — New 
capital  ? , 

1561.  Yes,  new  capital.  I gather  that  your  whole 
view  would  rather  contest  that  position.  Do  you  con- 
sider that  at  the  present  moment  we  do  not  need 
any  new  capital  for  industry?  Is  that  youi  view? — 
Yes,  that  is  my  general  view,  so  far  as  I can  gather 
from  consulting  various  sources. 

1562.  I think  you  also  consider  that  even  in 
normal  times,  taking  the  existing  distribution  of 
wealth,  there  is  as  much  danger  as  advantage  in  the 
piling  up  of  new  capital? — I think  so,  on  the  general 
ground  that  the  capital  which  is  piled  up  is  not 
nearly  fully  used,  that  it  is  only  fully  used  during 
certain  brief  periods  which  are  called  boom  periods, 
and  at  other  times  a great  deal  of  it  lies  half  idle, 
and  the  fact  that  i't  cannot  be  fully  used  drives  a 
great  deal  of  excessive  productive  power  into  tlie 
distributive  trades;  a great  deal  of  unemployment 
is  concealed  'by  tlie  abnormal  development  of  employ- 
ment in  the  distributive  trades. 

1563.  I want  to  put  to  you  a point  which  is 
important.  In  regard  to  the  disadvantages  of  the 
present  high  rate  of  taxation,  we  have  had  two  argu- 
ments brought  before  us.  One  is  that  it  is  a curb 
upon  enterprise  and  the  willingness  to  take  risks', 
but  the  second,  and  tlie  one  which  seems  to  me  has 
been  more  stressed,  is  that  it  diminishes  the  amount 
of  new  capital  that  is  saved.  You  apparently 
attach  very  little  importance  to  the  latter  argument? 
— -At  the  present  time.  yes. 

1664.  And  very  little  under  the  present  organisa- 
tion of  society? — Well,  yes,  I would  say  that. 

1565.  Now  may  I come  on  to  your  evidence  with 
regard  to  the  question  of  Income  Tax  entering  into 
prices.  Your  argument,  1 think,  is  that  there  are 
a great  many  surpluses  obtained  in  competitive 
industry,  and  that  if  Income  Tax  could  be  laid  simply 
on  those  surpluses,  it  would  not  enter  into  price.  1 
thi-nk  that  is  a summary  of  your  view? — Yes. 

1566.  But  in  the  case  of  ordinary  Income  Tax,  not 
Income  Tax  on  high  incomes,  but  Income  Tax  on 
moderate  incomes  which  did  not  contain  any  element 
of  surplus,  do  you  hold  that  under  those  conditions 
Income  Tax  enters  into  price? — Are  you  thinking 
of  small  business  or  professional  incomes  ? 

1567.  I will  put  this.  As  you  know,  the  general 
economic  view  has  been  that  Income  Tax  does  not 
enter  into  the  cost  of  production  and  therefore  does 
not  affect  prices.  That  has  been  the  orthodox 
economic  view.  Now  you  accept  that  view  so  far 
as  it  applies  in  regard  to  your  special  surpluses? — 
Yes.  I certainly  believe  that  if  an  Income  Tax  is 
taken  from  a person  whose  income  only  just  suffices 
to  support  and  stimulate  his  present  use  of  his 
factor  of  production,  whether  it  is  labour  or  ability 
or  the  capital  that  he  has,  there  would  be  a tendency 


COMMITTEE  ON  NATIONAL  DEBT  AND  tAXATlON. 


124 

2 July,  1924.]  Mr.  J.  A.  Hobson.  [Continued. 


to  raise  prices,  for  him  to  shift  the  tax  on  to  the 
price  of  what  he  is  selling. 

1568.  That  was  the  point  in  your  written  evidence 
that  impressed  me,  because  that  really  is  antagonistic 
to  the  ordinary  orthodox  economic  view? — Yes, 
possibly.  I was  not  quite  aware  that  it  was  entirely 
unorthodox,  but  I have  several  views  which  are  not 
orthodox,  and  that  may  be  one  of  them. 

1569.  Will  you  just  develop  how  that  happens? — 
Let  me  take  the  case  of  interest.  Supposing  people 
are  living  upon  interest  derived  from  businesses 
which  are  engaged  in  free  competition,  and  where 
the  conditions  are  such  that  the  profits  are  kept  down 
to  a competitive  rate.  Any  attempt  to  tax  that 
income  will  be  an  attempt  to  reduce  the  actual  rate 
of  interest  upon  capital  and  an  attempt  to  reduce  the 
income  that  I shall  receive  from  my  saving,  and  will 
upon  the  whole  prevent  me  from  saving  as  much.  I 
admit  of  course  that  the  whole  question  of  the  in- 
centive to  saving  is  an  elaborate  one,  and  there  are 
people  who  hold  that  the  fall  in  the  rate  of  interest 
will  not  cause  any  interference  with  the  quantity  of 
saving.  But  I do  not  hold  that  view.  I think,  if 
you  attempt  to  tax  an  income  which  is  derived  from 
minimum  rates  of  profit  or  interest  in  business,  it 
will  tend  to  deter  a certain  amount  of  saving.  That 
is  what  I mean.  There  will  be  an  insufficient  supply 
of  capital  for  that  kind  of  market. 

1570.  You  are  'basing  your  argument  on  what  I 
should  call  the  indirect  effects  of  an  Income  Tax  upon 
the  factors  of  production? — Yes. 

1571.  But  the  evidence  that  has  been  put  before  us 
has  been  very  much  more  direct  than  that.  Some  of 
the  witnesses  have  claimed  that  a business  man,  in 
making  up  his  costs,  says : So  much  Income  Tax  ? — 
But  can  he  do  so?  That  is  just  the  point.  I say  he 
cannot  do  it  if  he  and  his  fellows  have  already  been 
in  the  position  to  organise  to  fix  prices  at  a price 
which  is  somewhat  more  than  the  free  competitive 
market  would  have  fixed  them  at.  If  he  is  not  in 
that  position,  if  his  prices  are  fixed  by  free  com- 
petition, I think  there  is  some  ground  for  sup- 
posing that  he  can  put  it  on  to  what  he  calls  the 
consumer,  by  raising  his  prices — that  it  would  be 
necessary  for  him  to  do  so. 

1572.  Mrs.  Wootton:  I take  it  from  your  evidence 
and  your  replies  to  Mr.  LeesbSmith  that  you  do  not 
think  a shortage  of  capital  plays  any  part  in  the 
present  trade  depression.  It  is  not  a cause  of  the 
present  trade  depression? — I do  not  think  so. 

1573.  I gather  from  your  other  writings  that  you 
go  so  far  as  to  say  that  we  have  too  much,  rather 
than  too  little? — There  is  too  much,  in  a sense;  there 
is  a large  quantity  of  unemployed  capital. 

1574.  Would  you  say  that  taxation,  in  any  way 
other  than  through  the  limitation  of  the  quantity  of 
new  capital,  is  responsible  for  the  present  trade  de- 
pression?— Do  you  mean  through  the  expenditure  of 
the  funds  raised  in  taxes? 

1575.  What  I meant  was  the  burden  of  taxation, 
the  effect  on  purchasing  power? — I am  in  a little 
difficulty  about  answering  that  question.  I think  the 
matter  of  maintaining  a high  internal  standard  of 
consumption  is  of  quite  primary  importance  in  keep- 
ing active  all  the  sinews  of  commerce  and  industry, 
provided  of  course  that  that  does  not  go  so  far  as  to 
cause  what  I should  admit  to  be  a shortage  of  saving 
and  of  capital. 

1576.  You  do  not  think  we  have  gone  as  far  as  that 
up  to  the  present,  but  you  think  there  may  be  a case 
for  arguing  that  existing  taxation  is  injurious  to 
trade,  not  because  it  restricts  the  supply  of  now 
capital,  but  because  it  restricts  the  power  of  the 
community  to  purchase  goods  at  the  present  time? — 
Yes,  I think  I would  admit  that. 

1577.  Then  there  is  a question  arising  out  of  your 
argument  about  incidence  of  taxation.  Do  you  think 
that  your  doctrine,  the  necessity  of  taxing  surplus, 
gives  us  any  guidance  as  to  the  total  burden  of 
taxation  that  the  country  can  bear? — No,  I am 
bound  to  say  that  I cannot  make  an  even  approxi- 
mate estimate  of  the  amount  of  surplus.  I am  not 
in  the  line  of  succession  with  those  single  tax  people, 


who  find  exactly  the  amount  of  rental  value  of 
the  country  and  would  fix  on  that  the  total  expendi- 
ture of  the  country,  regarding  any  other  form  of 
tax  as  an  obvious  interference  with  trade  and 
prosperity. 

1578.  You  could  give  the  theoretical  limit,  I 
suppose? — “ Surplus,”  I have  used  in  what  is 
admittedly  an  elastic  way,  in  the  sense  that  1 
believe  that  in  the  bargaining  processes  by  which 
industry  and  commerce  are  conducted  there  arise 
certain  positions  of  superior  bargaining  power, 
sometimes  in  the  hands  of  capital  placed  at  a 
particular  point,  sometimes  in  finance,  sometimes  in 
certain  conditions,  we  will  say,  of  the  building  trade 
or  the  printing  trade  in  the  hands  of  certain  groups 
of  strongly  placed  workers.  You  may  have,  in  the 
owners  of  any  factors  of  production,  under  certain 
conditions,  a power  to  take  what  I should  regard 
as  surplus,  in  the  sense  that  it  is  really  a payment 
in  excess  of  what  they  would  consent  to  take  if  they 
could  not  get  this  higher  price.  That  is  going  on 
all  the  time  and  it  is  moving,  in  most  cases.  In 
the  question  of  rent  of  land,  you  get  it  in  a rela- 
tively fixed  form,  although  even  there  there  are 
great  fluctuations.  The  fluctuations  are  very  much 
greater  in  most  industries  and  only  in  the  case 
of  land  values  and  certain  strongly  placed  and  more 
or  less  abiding  monopolies  or  combinations  do  you 
get  any  large  body  of  surplus  which  even 
theoretically  could  be  measured  as  a lasting  basis 
of  special  taxation. 

1579.  Theoretically  at  any  one  moment  the  State 
ought  not  to  take  more  than  the  total  surplus  in  taxa- 
tion?— If  it  could  know  it,  certainly. 

1580.  That  is  the  theoretical  position? — Certainly. 

1581.  Do  you  think  if  it  does  not  give  us  any 
practical  guidance  as  to  the  amount  of  taxation, 
it  gives  us  practical  guidance  as  to  the  kind.  I 
follow  your  argument  that  it  is  desirable  to  impose 
a tax  on  surplus  when  you  can  identify  it.  Have 
you  any  opinion  as  to  how  that  affects  the  case 
for  and  against  taxation  of  commodities? — I ought 
to  have  added,  in  trying  to  explain  my  views  on 
taxation,  that  while  a tax  does  tend  to  be  shifted 
from  where  it  is  put,  if  it  falls  upon  what  I called 
a 'cost,  it  tends  to  be  shifted  upon  some  factor  with 
more  ability  to  bear  it;  there  is  also  a tendency 
to  stay  where  it  is  put  until  it  is  shifted,  at  any 
rate,  and  the  shifting  process  may  be  slow.  That 
is  why  I do  not  myself  like  taxes  on  commodities. 
There  is  something  to  be  said  for  taxes  on  certain 
luxuries,  on  other  grounds,  but  I do  not  like  to  see 
taxes  upon  anything  in  the  nature  of  a necessary 
of  life  or  a prime  element  of  standaixl  of  comfort. 
Because  if  you  put  a tax  or  raise  a tax  on  those 
things,  it  will  stay  on  certain  goods,  perhaps  in- 
conveniently damaging  the  purchasing  power  of  the 
community. 

1582.  The  argument  then  is  that  we  ought  to 
put  the  tax  on  surplus  income  when  we  can  identify 
it? — Yes. 

1583.  If  we  cannot  identify  the  surplus  income, 
then  we  have  to  adopt  such  other  principles  as  may 
be  equitable.  If  you  have  taxes  on  commodities,  you 
are  not  only  not  putting  them  on  the  right  element 
of  income,  but  you  are  abandoning  the  attempt  to 
adjust  them  to  income  at  all  ? — Directly  to  adjust 
them  to  income,  yes. 

1584.  So  that  you  are  really  two  removes  from  your 
ideal  system?, — Yes,  I think  so. 

1585.  Sir  William  Mc'Lintock : How  would  you 
measure  this  surplus  income?  By  the  volume  of  the 
profits  on  the  sales  of  commodities? — I suppose  1 
could  measure  it  by  the  rate  of  interest  on  the  sub- 
scribed capital. 

1586.  Without  having  regard  to  the  reserves  that 
may  have  been  accumulated  in  the  business?  Let 
us  assume  that  you  take  the  total  available  capital , 
consisting  of  subscribed  capital  and  reserves  accu- 
mulated, would  you  measure  it  by  a return  on  that 
capital? — I do  not  feel  competent  to  answer  that 
question  offhand.  It  is  an  important  one. 
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1587.  The  point  I was  going  to  make  is  this : Sup- 

pose that  increased  returns  arose  from  a reduction 
of  prices  accompanied  by  an  increased  volume  of 
output,  does  the  surplus  income  still  exist,  and  should 
it  be  specially  taxed? — You  mean  a business  in  a 
position  to  dictate  prices,  more  or  less  ? 

1588.  No,  not  so.  A business  that  reduced  its 
prices  and  had  a bigger  volume  of  trade,  and  so  made 
a 'bigger  amount  of  profit? — It  would  not  do  so  if  it 
had  been  in  competition  with  other  businesses.  That 
competition  would  have  fixed  prices  at  a minimum. 

I cannot  quite  sec  how  the  particular  case  could 
arise. 

1589.  Mr.  Botoen : Would  it  not  arise  where  one 

firm  cut  another?  Sir  William  McLintoch : It  is 

surely  quite  common  experience  that  big  companies 
make  big  profits  by  reason  of  the  volume  of  produc- 
tion rather  than  by  the  price  they  charge? — In  a 
normal  industry  to-day,  which  is  not  a new  industry, 
and  where  you  have  more  or  less  what  is  called  a 
representative  business,  you  will  find  nearly  the  whole 
of  the  business  in  that  industry  in  the  hands  of  a 
certain  number  of  firms  which  are  equipped  more  or 
less  on  the  same  level.  The  cost  of  production  will 
be  a normal  cost  of  production,  and  the  price  will 
be  fixed  by  competition  on  that  basis. 

1690.  And  Income  Tax  will  not  enter  into  that 
price? — Yes;  Income  Tax,  as  I tried  to  point  out, 
under  these  conditions  would  lead  to  a rise  of  prices 
in  order  to  maintain  the  necessary  minimum  profit 
or  rate  of  interest. 

1591.  Then  will  you  take  the  case  of  a limited  com- 
pany which  passes  on  the  burden,  or  a large  portion 
of  the  'burden,  of  Income  Tax  to  the  individual  share- 
holder who  receives  the  dividends? — If  they  want  to 
raise  more  capital  they  may  get  into  difficulties.  If 
they  have  reduced  the  actual  rate  of  interest  received 
by  the  dividend-receivers  to  what  is  insufficient  in- 
ducement to  bring  in  new  capital  they  will  not  get 
new  capital. 

1992.  But  will  not  the  incidence  of  that  tax  vary 
according  to  the  income  of  every  shareholder  who 
receives  the  dividend? — Yes,  the  incidence  of  that 
tax  as  far  as  it  passes  through  the  particular  busi- 
ness. 

1593.  And  it  will  therefore  enter  very  little  into 
the  cost  of  production? — It  will  only  enter  indirectly 
into  the  cost  of  production  in  the  way  I suggest,  by 
making  it  difficult  to  enlarge  that  business. 

1594.  Sir  Josiah  Stixmp:  It  acts  as  a differential 
against  large  businesses,  does  it? — Yes. 

1595.  Sir  William  McLintoch : Let  me  put  another 
case  that  presents  a difficulty  Lo  me.  Supposing  you 
have,  in  a given  industry,  a small  producer  of  a 
commodity  as  compared  with  the  large  producers, 
and  though  the  small  , producer  pays  little  or  no 

•Income  Tax  at  all,  yet  the  large  producer  is  probably 
able  to  undersell  him.  Do  you  suggest  that  he  bears 
the  full  effect  of  the  tax  ? — T do  not  understand  how 
that  small  producer  has  managed  to  exist  at  all  for 
any  length  of  time. 

159G.  Yon  get  them  on  the  fringe  of  every  trade; 
take  the  tobacco  trade,  for  example? — And  they  deal 
with  the  same  sort  of  thing  exactly  as  the  big 
producer? 

1597.  Selling  the  same  type  of  commodities? — At 
a higher  cost  of  production  ? 

1598.  Without  paying  any  Income  Tax  or  a very 
much  lower  rate  of  Income  Tax? — You  mean  a case 
in  which  the  differential  Income  Tax  enables  a some- 
what smaller  man  jusc  to  survive  and  charge  the 
same  prices  as  his  larger  competitor;  that  i?  the  only 
kind  of  case  that  I can  conceive.  If  you  take  the 
case  of  the  big  businesses  and  small  businesses,  the 
big  businesses  being  able  easily  to  out-compete  the 
smaller  one,  tlie  smaller  ones,  unless  they  have  some 
special  market  or  some  special  advantage,  cannot 
survive  any  length  of  time,  and  no  tax  differentia- 
tion, so  far  as  I can  see,  would  he  likely  to  keep 
them  alive. 


1599.  My  difficulty  is  to  see  there  at  what  point 
the  Income  Tax  enters  into  the  costs  of  production 
of  the  various  classes  of  producer.  You  may  quite 
easily  have,  as  I put  it  to  you,  a email  produce  i 
carrying  on  business  on  his  own  account  who  is 
paying  practically  no  tax? — You  are  taking  the 
case  of  the  individual  who  gets  his  income  from 
carrying  on  a small  business  in  the  same  industiy  in 
which  there  exists  a large  company  and.  the  large 
company  is  able,  by  reason  of  its  size  and  other 
advantages,  to  produce  more  cheaply.  The  only  dif- 
ference you  suggest  is  that  one  is  taxed  at  a different 
rate  than  another: 

1600.  I suggest  that  the  price  at  which  the  two 
businesses  sell  does  not  contain  the  same  element  of 
Income  Tax,  and  probably  in,  one  case  none  at  all? 

I am  afraid  that  my  brain  is  a little  bewildered  by 
this  case.  I cannot  give  you  a satisfactory  reply.  1 
do  not  understand  the  conditions. 

1601.  Sir  Josiah  Stamp  : Shall  I just  take  up  that 
point  and  suggest  to  yon  that  what  might  he  true, 
given  the  rest  of  your  theory  of  surpluses,  about  a 
flat  rate  of  Income  Tax  upon  everybody,  is  rather 
complicated  or  spoilt  by  a highly  progressive  system 
proceeding  from  nothing,  if  you  like,  upon  a very 
large  business  which  is  not  making  much  profit,  or 
nothing,  upon  a very  profitable  small  business,  up  to 
a very  high  figure,  not  upon  the  largest  business  but 
upon  the  largest  income  from  this  business.  Now, 
how  can  you  get  a kind  of  centre  of  gravity  of  that 
particular  tax  in  order  to  introduce  it  in  the  price? 
— You  mean,  here  'is  a company,  and  some  of  the 
shareholders  are  very  rich  men  with  large  incomes, 
and  here  in  the  same  industry  is  a small  business  in 
which  the  owner  or  little  group  of  owners  are  small 
people,  and  they  are  paying  Income  Tax  at  different 
rates.  Is  that  the  point? 

1602.  They  are  paying  no  Income  Tax,  or  very  little 
Income  Tax? — It  will  give  a certain  advantage  to  the 
survivor  of  the  small  business,  if  the  small  business 
otherwise  could  survive.  My  difficulty  was  to  under- 
stand how  that  small  business  could  have  survived 
any  length  of  time  at  all,  but  if  it  could  survive, 
there  is  a differential  advantage  'in  favour  of  the 
survivor  of  that  small  business. 

1603.  Is  not  that  practically  all  that  you  can  really 
allege  with  firmness — that  you  had  two  natural 
differentials,  a differential  against  businesses  capi- 
talised by  rich  people,  and  large  businesses  versus 
small  businesses ; the  latter  is  not  my  point,  hut  busi- 
nesses capitalised  by  rich  people  and  businesses  capi- 
talised by  poor  people? — I am  inclined  to  say  Yes  to 
that.  I 'had  not  thought  about  it. 

1604.  I am  merely  trying  to  follow  up  Sir  William 
McLintock’s  point.  I would  like  to  approach  the 
thing  'in  another  way.  I do  not  want  to  take  you 
over  your  exposition  of  the  general  theory  of  sur- 
pluses, because  we  know  that  so  well  from  your  books 
and  also  from  your  theory  of  taxation  in  relation  to 
those  surpluses.  Should  I he  putting  it  fairly 
accurately  if  I tried  to  put  'it  in  a sentence  in  this 
way:  that  in  so  far  as  Income  Tax  comprises  and 
covers  a minimum  economic  interest  and  minimum 
subsistence  rewards  to  effort  and  other  factors  of 
production,  all  Income  Tax  bounces  off  those  hard 
surfaces  and  continues  to  bounce  until  it  finally  rests 
on  what  you  would  describe  as  the  “ soft  stuff,”  and 
it  must  rest  there? — That  is  a picturesque  way  of 
putting  it.  That  is  in  general  what  I hold. 

1605.  Supposing  that  you  have  a very  large  amount 
to  be  raised  in  taxation,  that  amount  of  soft  surplus 
must  be  limited  in  any  given  national  income? — Yes. 

1606.  I think  you  said,  in  answer  to  Mrs.  Wootton, 
that  you  do  not  measure  it  ? — It  is  limited,  obviously. 

1607.  Have  you  considered  it,  by  taking  the  present 
assessable  income  and  analysing  it  and  subtracting 
from  the  total  the  minimum  rewards  to  get  the 
“ soft  stuff,”  and  seeting  the  nature  of  the  magni- 
tude of  the  surplus? — No,  I have  not. 

1608.  Should  you  think  it  was  adequate  to  cover 
the  present  national  Budget? — I have  not  made  an 
attempt  to  calculate  even  approximately.  I should 
have  thought  that  it  would. 
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1609.  If  you  take  the  hard  capital  that  exists  in 
fixed  assets,  buildings  and  dwelling  houses  and  so  on, 
and  take  as  low  a rate  of  interest  as  you  like  upon 
that  hard  capital — not  the  capital  value  of  it  calcu- 
lated in  the  market,  because  that  is  arguing  in  a 
circle,  but  the  capital  that  we  are  dealing  with  just 
now — and  take  the  economic  return  upon  that  free 
from  Income  Tax,  and  then  take,  if  you  like,  a 
minimum  wage  for  every  kind  of  effort,  professional 
and  manual,  and  then  you  deduct  those  two  from  the 
present  assessments  to  Income  Tax,  have  you  got  a 
margin  big  enough  to  allow  of  your  rewards  being 
free  in  practice? — You  mean,  may  not  the  present 
tax  revenue  be  larger  than  what  I should  show  on 
those  lines  to  be  a surplus? 

1610.  I will  put  it  in  a totally  different  way. 
Supposing  that  the  development  of  society  is  such 
that  differentials  become  of  decreasing  importance, 
that  men  become  very  much  more  alike  in  their 
ability,  and  that  differences  of  situation  do  not  matter 
very  much,  and  all  the  things  that  we  have  hitherto 
regarded  as  important  differentials  giving  rise  to 
quasi  rents,  are  very  much  reduced  and  we  are  all 
very  much  handicapped  alike,  and  then  supposing 
there  is  practically  no  differential  income  at  all,  where 
will  the  tax  rest  if  you  impose  a heavy  tax?  It  is  the 
same  question  as  the  previous  one,  put  in  another 
wiay? — Taxation  under  those  circumstances,  as  it 
seems  to  me.  might  cripple  individual  productivity. 

1611.  It  will  in  fact  rest  upon  the  people  who  pay 
it,  will  it  nob,  if  there  is  any  surplus  from  which  it 
can  be  found? — Yes,  it  must  do  so,  under  those 
circumstances. 

1612.  Therefore,  the  extent  to  which  your  doctrine 
is  true  to-day  depends  upon  how  far  surplus  exists  ? 
— Yes, that  is  so. 

1613.  And  you  have  not  attempted  to  measure  it 
statistically? — No.  If  there  were  no  surplus,  it  is 
quite  clear  that  my  explanation  of  a good  taxing 
system  would  no  longer  hold. 

1614.  Do  you  suggest  seriously  that,  apart  from 
the  long-run  tendency,  this  is  a correct  proposition — 
that  a high  Income  Tax  is  passed  off  into  prices?  Let 
me  put  it  in  this  way : There  are  a very  large  number 
of  people  receiving  rents  from  dwelling-houses,  many 
of  them  on  long  leases  or  ground  rents  and  so  on. 
Suppose  that  the  rate  of  Income  Tax  is  doubled  to- 
morrow, your  doctrine  is  going  to  be  very  slow  in 
getting  to  work  to  relieve  those  people? — Yes,  those 
people. 

1615.  Is  it  not  equally  true,  though  a little  more 
obscure,  of  business  profit  too,  and  salaries? — You 
were  taking  the  case  of  buildings.  Of  course,  it 
would  have  an  immediate  effect  upon  the  supply  of 
new  buildings  unless  they  were  supported  out  of 
Government  revenue. 

1616.  I agree  there  is  the  long-run  effect  in  that 
way? — You  would  have  a short-run  effect,  too.  It 
would  immediately  check  all  new  building,  and  the 
price  of  existing  buildings  would  begin  to  rise. 

1617.  That  brings  me  to  my  next  question.  Have 
you  taken  sufficient  account  of  the  effect  of  the  uni- 
versality of  Income  Tax  on  all  classes  of  rents?  Pro- 
fessor Seligman,  for  instance,  in  dealing  with  the 
doctrine  of  incidence,  draws  a very  sharp  distinction 
between  the  case  of  a specific  tax  as  a tax  on  the 
rents  of  dwelling-houses  and  a tax  where  all  the 
rents,  wherever  you  like  to  put  your  money,  are 
affected.  In  these  things  that  we  were  speaking  of — 
I am  speaking  of  the  tax  on  rentals  of  houses — it 
would  be  very  strictly  and  strikingly  true  if  there 
were  a tax  on  those  things  alone,  hut  since  every 
opening  for  capital  in  which  a man  might  wish  to 
put  his  money  would  be  equally  affected,  does  not  the 
tendency  become  rather  washed  out?  It  becomes  a 
general  deterrent  to  a much  less  marked  extent? — 
A deterrent  to  the  supply  of  capital. 

1618.  To  the  supply  of  capital  at  all? — By  reducing 
the  available  rate  of  interest,  the  reward  for  saving. 

1619.  Nothing  more  than  that? — Supposing  that 
tlie  taxation  system  is  part  of  a system  which  is 
leading  to  what  I should  call  improved  distribution 
of  income  altogether,  you  are  enabling  large  new 


classes  of  savers  to  come  up.  Assuming  this  was  part 
of  a system  leading  to  better  distribution,  more 
equalisation  and  larger  security  of  income,  you  might 
offset  that  by  a consideration  of  the  larger  number 
of  people  who  would  be  brought  into  the  possible 
saving  class.  I can  conceive  that  a lower  rate  of 
interest  accompanied  by  those  conditions  might  stimu- 
late as  large  a rate  of  saving.  If  not,  then  you  have 
to  raise  your  rate  of  interest  until  the  point  when 
it  does.  You  would  get  the  necessary  capital;  it  is 
simply  a question  of  price. 

1620.  You  do  not  suggest  that  if  the  rate  of  Income 
Tax  were  doubled  to-morrow,  any  considerable  degree 
of  passing  that  Income  Tax  off  in  the  price  would  be 
feasible  for  a long  time  to  come? — I suggest  that  it 
would  begin  to  operate  at  once,  if  you  like,  by  re- 
striction of  the  supply  of  new  capital  to  all  'businesses 
that  require  new  capital. 

1621.  Which,  of  course,  is  equivalent  to  saying  that 
the  lower  net  rate  of  return  upon  capital  is  in  fact 
reacting  on  the  saving  of  capital? — That  would  be 
so. 

1622.  1 understood  you  to  say  you  do  not  fully 
balance  the  counteracting  influences? — My  own 
view  is  that  a lower  rate  of  interest  will  deter 
the  supply  of  new  capital  and  that  a higher  rate 
will  stimulate  it,  which  is  the  ordinary  view. 

1623.  It  has  not  a uniform  effect  over  the  whole 
thing? — No. 

1624.  There  are  some  cases  in  which  it  lias  the 
opposite  effect? — Yes. 

1625.  It  is  only  a balance? — Yes. 

1626.  May  I put  another  difficulty  which  I always 
feel  in  following  your  exposition  of  this.  You  speak 
of  rising  prices.  I take  it  you  mean  prices  not  in 
other  commodities  hut  in  gold? — Yes. 

1627.  I suppose  you  accept  the  quantity  theory  as 
expounded  to-day,  within  limits? — Yes. 

1628.  Supposing  that  under  existing  circum- 
stances the  total  amount  produced  and  purchased 
is  a certain  sterling  figure,  then  the  Government 
imposes  a tax  of  25  per  cent,  on  everybody’s  income, 
they  take  a/way  from  the  spender  25  per  cent,  of 
his  purchasing  power,  and  then  they  expend  that 
themselves.  Is  that  right? — Yes. 

1629.  What  puzzles  me  is,  where  is  the  room  for 
the  increased  price.  Yon  get  tlie  same  quantity, 
the  same  purchasing  power  and  the  same  quantity 
of  gold? — But  there  is  no  less  purchasing.  The 
State  purchases  instead  of  the  individual. 

1630.  On  the  assumption  that  the  purchasing 
power  remained  tlie  same,  you  have  tlie  same 
quantity  of  commodities  as  measured  against  the 
same  quantity  of  gold? — Yes. 

1631.  How  do  you  get  an  increased  price  without 
increasing  your  currency? — That  is  bringing  me  on 
to  tlie  relation  of  currency  to  credit,  I am  afraid. 
I do  not  say  that  it  is  not  a perfectly  legitimate 
line. 

1632.  It  has  puzzled  me  for  a long  time,  if  taxation 
is  merely  the  abstraction  of  a certain  quantity  of 
purchasing  power  from  tlie  individual,  neither  less 
nor  more? — Is  it  a question  of  the  rate  at  which 
the  purchasing  power  moves? 

1633.  It  need  not  be.  Instead  of  everybody 
spending  £1,000  of  their  income,  the  State  collec- 
tively spends  25  per  cent,  for  them.  In  order  to  do 
that,  they  would  have  to  tax  them  25  per  cent. 
You  have  the  same  quantity  of  credits  and  the  same 
quantity  of  currency.  Where  is  the  room  for  the 
increased  price? — I do  not  think  on  that  phase  of 
it  that  you  are  justified  in  assuming  that  there  can 
he  the  same  pace  of  movement  of  purchasing  power, 
seeing  that  you  have  inserted  an  extra  process, 
namely,  that  of  removing  by  taxation.  Here  is  A, 
who  is  about  to  spend  his  money  at  the  ordinary 
rate,  and  tlie  Government  comes  and  takes  it  away 
and  hands  it  over  to  somebody  else.  That  taking 
away  and  handing  over  to  somebody  else  to  spend 
is  ipso  facto  a retardation  of  the  movement  of  pur- 
chasing power,  it  seems  to  me. 

1634.  It  need  not  he.  You  oan  postulate  the  pay- 
ment of  a weekly  tax,  officials  paying  it  out  and 


MINUTES  OF  EVIDENCE. 


127 


2 July,  1924.]  Mr.  J.  A.  Hobson.  [ Continued . 


handing  yon  the  goods.  It  is  possible,  as  I under- 
stand it.  I do  not  think  that  really  answers  my 
difficulty.  Mrs.  Wootton : The  retardation  would  act 
the  wrong  way,  would  it  not?  Sir  Josmh  Stamp: 

I am  afraid  it  would. 

Witness : You  mean  that  in  that  condition  it 
would  be  impossible  to  raise  prices. 

1635.  Sir  Josiah  Stamp  : I cannot  see  how  prices 
could  be  raised? — -There  is  no  raising  of  prices. 

1636.  General  raising? — If  that  be  so,  then  of 
course  the  attempt  to  do  so  is  spoiled,  as  it  were, 
and  it  is  sent  back  until,  according  to  my  view,  it 
finds,  if  it  can  find,  some  surplus  upon  which  it 
will  lie,  such  as  rent  of  land  or  some  superior  earning 
power. 

1G37.  It  seems  to  me  that  there  must  be  unequal 
vulnerability  of  prices  if  your  theory  is  true.  Some 
prices  must  go  up  and  some  prices  must  go  down,  but 
the  general  index  number  would  not  be  affected. — It 
seems  so. 

1638.  I know  it  is  a very  difficult  and  rather 
abstruse  economic  consideration.  I do  not  want  to 
face  you  with  it  now,  but  if  on  reflection  you  see  any 
answer  to  my  difficulty,  I would  be  very  glad  if  you 
would  send  it  in  ? — It  is  a new  point  in  the  form  you 
put  it,  but  I should  be  glad  to  consider  it.* 

1639.  Let  me  put  another  difficulty  that  I feel. 
Does  it  not  come  to  this,  that  if  your  doctrine  is  true 
and  the  taxes  will  find  their  way  to  the  surplus 
somehow  or  other,  does  it  matter  what  kind  of  system 
you  have  at  all?  If  you  put  taxes  on  people  twice 
as  heavy  as  you  intended,  they  will  simply  get  that 
much  more  in  their  rents  and  interests  and  so  on, 
and  they  will  find  it  falls  on  the  surplus  somehow? — 
If  you  had  an  infinite'  elasticity  and  mobility  you 
would  get  it  in  that  way,  but  of  course  you  have  got 
a sticky  system,  and  things  do  tend,  as  I suggest,  to 
lie  for  a time,  and  there  is  the  difficulty  of  shifting 
them. 

1640.  I suggest  to  you  that  the  time  element  is  so 
sticky  and  so  important  that  it  practically  makes  the 
theory  almost  in  the  miilleuium,  or  at  any  rate  in  a 
vacuum  that  we  never  reach  in  this  world.  I under- 
stand that  in  vacuum  the  forces  that  you  speak  of 
would  be  at  work? — Yes. 

1641.  Your  feeling  is  that  the  stickiness  is  so  great 
that  that  force  might  just  as  well  not  exist? — At  a 
time  when  there  is  so  much  new  growth  of  application 
of  capital  and  labour  in  the  industrial  system?  I 
should  have  thought  there  would  he  some  tendency 
immediately  to  begin  to  shift  in  accordance  with  the 
changes  in  the  relative  desirability  of  different  appli- 
cations of  capital  and  labour.  It  may  be  that  I have 
under-rated  the  stickiness,  but  I cannot  easily  accept 
the  view  that  this  is  so  immobile  as  you  suggest. 

1642.  In  order  that  we  can  consider  it  quite  dis- 
passionately let  us  look  at  Germany  for  the  moment. 
There  ,is  great  complaint  at  the  present  time  that 
the  taxation  of  the  poorer  classes  is  much  too  heavy, 
and  that  there  has  been  altogether  inadequate  taxa- 
tion of  the  richer  classes.  If  your  theory  is  correct, 
that . is  a mere  delusion  ? — I would  not  say  that.  I 
say  it  would  take  some  time  anyhow  to  shift  a tax 
The  tendency  would  be  to  break  down  the  produc- 

*  Note— Mr.  Hobson  subsequently  submitted  the  followin'* 
reply : — ° 

“ The  case  put  was  that,  since  the  State  might  spend  the 
money  taken  in  taxation  as  quickly  as  it  would  have  been 

a sP.eiiVt  letfc  111  the  hancls  of  those  who  paid  the  taxes,  there 
might  be  the  same  amount  of  purchasing  power  set  to  buy 
the  same  quantity  of  goods.  In  that  case  no  rise  of  price, 
and  therefore  no  passing  of  the  tax,  was  possible.  My 
answer  is  that  the  rise  of  prices  would  occur  through  a 
u shrinkage  of  supply  of  goods.  For  ex  hjpothcsi , the  com- 
‘ petitive  price  that  prevailed  was  such  ‘as  enabled  onlv  a 
minimum  rate  of  profit  and  of  interest  to  be  earned,  the 
1 tax  imposed  on  such  increases  would  not  only  check  the 
4 .fl°w  any  fresh  capital,  by  reducing  the  rate  of  .saving  and 
investment,  but,  if  persisted  in,  would  cause  a letting  down 
1 °f  productive  plant.  In  either  event  there  would  be 
“ reduced  rate  of  production,  as  compared  with  what  would 
“ have  taken  place  had  no  tax  been  imposed.  This  reduced 
‘‘supply  with  no  reduction  in  the  quantity  of  purchasin'* 
“ power  signifies  a higher  price  level.” 


tivity  of  certain  low  paid  grades  of  workers  in 
Germany  in  order  to  provide  against  the  obvious  in- 
efficiency of  labour,  and  there  should  be  a tendency 
among  independent-  employers  to  raise  their  wages  to 
maintain  something  like  a decent  standard  of  living, 
and  so  to  take  over  immediately  some  of  the  tax  and 
try  to  shift  it  as  might  be.  At  any  rate  it  would  not 
be  advantageous  to  the  German  employer  to  depress 
wages  in  certain  hard  or  fairly  skilled  work  below  a 
certain  point  or  to  allow  taxation  to  do  that. 

1643.  All  I am  suggesting  to  you  is  that  as  regards 
the  measure  in  which  you  are  rather  shy,  shall  I say, 
of  agreeing  with  the  proposition  that  the  form  of 
taxation  does  not  matter  a bit,  it  all  comes  to  tho 
same  in  the  end;  that  is  a measure  of  the  theoretical 
importance  of  the  doctrine  of  surplus  and  taxation? 
— If  I may  correct  myself,  I do  not  wish  to  convoy 
the  idea,  and  I thought  I had  guarded  against  it, 
that  it  did  not  matter  at  all  how  you  put  on  the  tax 
because  it  would  shift  on  to  surplus.  I certainly  did 
not  intend  to  have  that  meaning. 

1644.  It  does  mean,  does  it  not,  that  tho  stickiness 
is  so  great  that  the  theoretical  gravitation,  so  to 
speak,  is  unimportant  for  our  practical  purpose  at 
the  moment? — In  proportion  as  the  stickiness  is 
great. 

1645.  The  stickiness  is  great.  The  greatness  of  the 
stickiness  surely  can  be  judged  by  the  extent  to  which 
you  will  accede  to  my  proposition? — I feel  that  you 
have  had  very  much  more  practical  experience  in 
watching  Governments  and  taxes  than  I,  and  I am 
in  a weak  position,  I admit,  to  put  in  any  disclaimer 
on  that  basis. 

1648.  You  remember  the  form  which  the  Excess 
Profits  Duty  took  in  America? — Yes. 

1647.  It  was  as  near  the  taxation  of  what  I may 
call  without  offence  the  Hobsonian  surplus  as  any 
tax  that  has  over  been  proposed  ? — And  you  approved 
of  that  in  principle. 

1648.  When  some  discussion  was  proceeding  with 
regard  to  superseding  the  Excess  Profits  Duty  by 
some  other  tax  I did  come  out  and  openly  defend  it, 
you  remember? — Yes. 

1649.  Can  you  suggest  any  other  scheme  than  that 
which  I put  forward  of  making  your  surplus  a prac- 
tical way  of  taxation? — No,  I do  not  think  I can.  I 
think  that  was  a good  way  to  approach  it. 

1650.  There  are  one  or  two  points  relating  also 
to  the  matter  of  taxation  of  the  subsistence  wage 
and  what  I might  call  your  reversion  to  the  eighteenth 
century  doctrine  that  it  was  impossible  to  tax  the 
wage-earner.  You  would  not  go  so  far  as  to  say  that 
you  do  not  succeed  in  taxing  him  ? — You  could  get  a 
tyrannical  or  foolish  Government  which  would  try 
deliberately  to  break  down  the  standard  of  comfort 
in  a class,  or  would  persist  in  a taxing  system  which 
had  that  result. 

1651.  What  I am  struck  by  in  your  proof,  and  also 
in  your  remarks,  is  that  you  treat  efficiency  as  though 
it  were  a hard,  absolute  thing,  and  not  a relative 
thing.  May  I explain  myself  toy  an  illustration?  Sup- 
posing that  a manufacturer  could  see  that  adding 
5 per  cent,  to  a worker’s  wage  would  add  6 per 
cent.,  we  will  say,  to  that  worker’s  efficiency,  it  would 
be  a business  proposition  to  make  the  difference.  If 
he  could  see  that  by  adding  5 per  cent,  lie  would 
only  get  4 per  cent,  extra  efficiency  it  would  not  be 
a business  proposition.  That  is  only  another  way  of 
expressing  the  fact  that  wages  tend  to  he  the  mar- 
ginal production.  Supposing  the  tax  has  the  effect  of 
reducing  the  wage  by  10  per  cent.,  and  the  abstrac- 
tion of  that  10  per  cent,  from  the  wage  reduces  the 
efficiency  by  1 per  cent.,  how  much  has  got  to  be 
made  good?  So  long  as  your  doctrine  means  that 
the  abstraction  of  a certain  percentage  of  tax  re- 
duces the  efficiency  !by  a.  corresponding  extent,  I 
understand  it;  but  supposing  it  reduces  the  efficiency 
to  a far  less  extent,  bow  much  then  is  shifted? — I 
do  not  know  that  any  certain  answer  could  be  given 
to  that. 
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1662.  It  is  a very  important  element  in  the  doc- 
trine?— I do  not  know  that  I have  really  quite 
grasped  your  point.  Do  you  mind  repeating  it? 

1653.  The  addition  of  5 per  cent,  to  the  wage 
ivould  not  be  a profitable  investment  to  a manufac- 
turer looking  merely  at  efficiency  if  4 per  cent,  extra 
were  returned,  but  it  would  be  if  6 per  cent,  were 
returned? — Yes. 

1664.  Now  take  the  converse  case  of  subtraction 
from  that  wage.  Your  point  is  that  if  10  per  cent, 
is  deducted  from  the  wage,  and  that  reduces  a man’s 
efficiency,  more  will  be  paid  to  him  in  wage  to  make 
up  the  subtraction  in  order  to  get  his  efficiency 
where  it  was  ? — Or  to  enable,  in  any  moving  industry, 
a fresh  supply  of  labour  to  enter  at  the  required 
rate. 

1655.  All  other  labour  being  equally  taxed;  one 
has  to  remember  the  universality  of  the  tax.  I 
put  to  you  the  question  that  if  the  abstraction  of 
10  per  cent,  of  the  man’s  wages  reduces  his  efficiency 
by  1 per  cent,  what  then  would  be  the  alteration  in 
the  wage? — I presume  that  it  would  only  be  1 per 
rent.,  or  something  about  1 per  cent,  under  those 
circumstances. 

1656.  Then  the  9 per  cent,  would  stick? — The  9 
per  cent,  would  stick  under  those  circumstances. 

1657.  Have  you,  other  than  in  theory,  formed  any 
idea  as  to  the  practical  effect  of  taxation  of  a wage- 
earner  from  the  point  of  view  of  efficiency? — Is 
it  possible  to  form  any? 

1658.  After  all,  both  standard  of  life  and 
efficiency  are  relative  terms.  You  have  only  to 
compare  what  men  would  live  on  and  work  on  100 
years  ago? — Quite  so,  but  it  is  not  merely  a question 
of  physical  efficiency,  of  course. 

1659.  It  is  a question  of  temperament  and 
psychology? — Of  temperament  and  the  acceptance  of 
the  traditional  standard  and  refusal  to  work  well 
unless  you  obtain  the  traditional  standard. 

1660.  A gradual  change  of  taxation,  as  distinct 
from  a sudden  change,  is  comparable  with  that  kind 
of  historical  .evolution  in  the  standard  of  living 
which  men  do  not  notice? — You  might  break  down 
the  standard  by  a gradual  process. 

1661.  Need  it  necessarily  be  a breaking  down? 
Could  it  not  be  a mere  retardation  of  that  improve- 
ment in  standard  which  otherwise  would  take  place? 
— Yes,  if  it  was  not  resisted,  of  course.  You  had 
such  a movement  at  the  beginning  of  this  century, 
when  real  wages,  which  had  been  moving  up  so  long, 
were  suddenly  retarded,  for  reasons  which  it  is  not 
needful  to  examino.  It  was  a great  cause  of  unrest. 

1662.  You  have  stated  this  doctrine  in  paragraph 
14:  “The  taxation  of  wage-income,  unless  it  con- 
tains a surplus  beyond  the  requirements  of  family 
efficiency,  is  economically  unsound.”  I find  very 
great  difficulty  in  using  that  as  a practical  guide 
in  taxation  unless  you  mean  that  all  taxes  should 
bo  taken  off  the  working  classes.  Until  you  get  to 
a very  considerable  income  in  the  case  of  a family, 
it  is  very  difficult  to  point  to  any  stage  at  which  you 
could  say  that  an  additional  pound  well  spent  would 
not  improve  efficiency  in  some  degree? — Yes,  I know 
that. 

1663.  It  is  because  you  have  not  attached  any 
quantitative  test  to  efficiency  in  relation  to  tlhe 
wage,  that  I get  into  difficulties  with  the  evidence? 
— I have  yet  to  find  measures  of  quantity. 

1664.  Supposing  that  the  men  were  all  producing 
loaves  and  a man  in  a given  time  was  producing  100 
loaves,  and  that  was  his  reward.  You  take  away 
from  him  by  taxation,  10  loaves,  and  in  so  doing 
vou  lower  bis  efficiency  so  that  he  now  produces 
three  loaves  less  than  he  did.  Now,  how  does  your 
theory  work? — He  must  have  those  three  loaves  made 
up.  Ho  produces  three  loaves  less. 

1665.  I have  deliberately  put  the  case  where  the 
change  in  the  efficiency  is  less  than  the  change  in 
the  wage,  because  that  after  all  must  be  the 
common  case.  You  cannot  have  it  that  in  every 
case  what  you  abstract  by  taxation  is  the  exact 


difference  in  the  man’s  margin  of  net  product. 
That  must  be  a very  rare  case? — I am  afraid  I 
dare  not  attempt  to  answer.  I see  the  difficulty,  I 
may  say,  and  I do  not  want  to  commit  myself  now.* 

1666.  Sir  Alan  Anderson:  In  regard  to  paragraph  2, 
if  you  were  Chancellor  would  you  reduce  the  delbt 
repayment  now,  or  would  you  keep  a minimum  of 
the  present  figure  and  put  it  up  in  a good  time? — 1 
should  be  inclined  to  do  the  latter. 

1667.  In  paragraph  4 you  say  there  is  no  evidence 
of  shortage  of  capital.  Do  you  mean  that  at  present 
things  that  want  financing  can  be  financed  in  tho 
City  at  reasonable  rates? — Yes,  so  I understand. 

1668.  Then  you  say  there  is  a good  deal  of  capital 
which  is  lying  half  idle.  I do  not  quite  understand 
what  you  mean  by  that? — I mean  the  real  existing 
plant  and  productive  capital. 

1669.  That  is  because  of  the  state  of  trade,  is  it 
not? — Yes.  I was  not  there  alluding  to  what  is  called 
monetary  capital,  but  to  actual  plant. 

1670.  That  is  quite  a different  thing? — Yes. 

1671.  It  is  simply  another  way  of  saying  that  we 
are  having  a bad  time  in  trade? — Yes,  and  empha- 
sising the  fact  that  facing  unemployed  labour  was 
unemployed  plant  and  capital. 

1672.  Then  you  say  that  the  purchasing  power 
moving  more  slowly,  crippled  industry.  Is  it  not 
really  the  other  way  round — that  when  industry  is 
in  a crippled  stage,  purchasing  power  is  not  tempted 
to  move? — Yes,  that  is  so. 

1673.  It  is  not  that  the  owner  of  capital  is  shy 
of  lending  it  when  he  is  tempted  to  lend  it,  but  at 
the  present  time  he  cannot  see  any  temptation  to 
lend  it.  Is  not  that  the  trouble? — Yes,  I suppose 
so.  He  keeps  it  waiting  until  he  sees  some  better 
opportunity,  and  that  better  opportunity  is  really 
a better  market. 

1674.  So  that  it  is  trade  that  is  the  initial  thing? 
—Yes. 

1675.  In  paragraph  6 you  speak  of  the  incidence, 
shifting  and  final  settlement  of  a tax.  Do  you  mean 
Income  Tax  or  any  tax? — I mean  Income  Tax. 

1676.  “ will  vary  with  the  different  kinds  and 

sizes  of  economic  situation  of  these  constituents  of 
income.”  That  was  just  another  way  of  saying  that 
if  you  put  on  a tax  in  an  ideal  state  of  the  com- 
munity it  would  be  borne  by  those  who  could  afford 
to  pay? — Yes,  that  is  only  another  way  of  saying  that. 

1677.  I confess  I do  not  understand  all  the  dis- 
cussion that  has  been  going  on,  but  I understand 
you  think  that  would  be  the  ideal  thing,  but  it  can- 
not exist  in  the  imperfect  state  of  our  society? — 
It  can  only  exist  as  guidance  to  a limited  degree. 

1678.  But  it  would  be  ideal? — Yes. 

1679.  You  would  not  definitely  seek  to  avoid  it? — 
No. 

1680.  Then  you  spoke  of  certain  investments  which 
would  be  remote  from  that  fluidity,  such  as  land 
values? — Yes. 

1681.  If  you  threw  a tax  on  land  values,  it  would 
not  shift  in  the  way  other  taxes  would?  As  I under- 
stand, you  spoke  with  approval  of  doing  that? — Yes, 
I should  limit  that  when  I came  to  practice,  because 
land  has  been  so  mixed  up  with  tho  general  concep- 
tion of  capital  that  it  might  ho  unfair  to  put  any 
large  sudden  tax  upon  land  values,  which  are  mixed 
up  with  other  values  and  have  been  allowed  by  ex- 
pectation to  become  the  basis  of  ordinary  income. 

* Note — Mr.  Hobson  subsequently  submitted  the  following 
reply:  — 

“ Suppose  a tax  of  10%  on  wages  reduced  the  efficiency  of 
“labour  by  a less  percentage  than  10,  how  would  my  theory 
“ that  a tax  cannot  be  borne  by  a wage-income  containing 
“ no  1 surplus  beyond  the  requirements  of  family  efficiency 
“ work  ? My  answer  is  that,  in  the  case  taken,  there  does 
“ exist  a surplus  upon  which  the  tax  can  lie.  If  a tax  of  10% 
“ only  reduced  productivity  by  1%  that  statement  assumes 
“ the  existence  of  a tax-bearing  surplus  of  9%.  But  it  should 
“ be  added  that  the  reference  to  ‘family  efficiency’  takes  a 
“longer  view  than  that  of  the  immediate  effect  on  the  pro- 
“ ductivity  of  the  wage-earner.  If  lie  were  to  keep  up  his 
“ personal  standard  of  efficiency  at  the  expense  of  his  family  s 
“ efficiency,  the  effect  of  such  taxation  would  be  seen  later  on 
“ in  reduced  efficiency  of  labour.” 


MINUTES  OF  EVIDENCE. 


129 


2 July,  1924.] 


1682.  It  would,  in  fact,  be  just  confiscating  capital? 

— It  would  be  a selective  confiscation  of  capital  if  it 
was  applied  suddenly  in  any  considerable  amount. 

1683.  It  would  all  fall  on  the  then  holder  of  the 
investments? — Yes. 

1684.  Is  not  this  your  argument : That  the  ideal 
system  is  the  most  fluid ; the  more  that  the  whole 
community  will  bear  the  burden,  the  better  that 
system  is? — Undoubtedly. 

1685.  So  that  you  would  seek  to  get  that? — Yes. 

1686.  I think  I understood  what  you  were  saying 

about  Income  Tax  being  an  addition  to  selling 
prices,  but  I do  not  follow  the  difference  between 
the  class  of  businesses  in  paragraph  11  and  the  class 
of  businesses  in  paragraph  12.  As  I understood 

you,  you  said  in  paragraph  12,  “ competitive 
businesses  ” because  it  was  more  difficult  for  them 
to  raise  capital  for  one  reason  and  another,  and  the 
prices  would  probably  rise  because  of  the  Income 
Tax? — Prices  would  not  rise  where  competitors  axe 
subject  ,to  foreign  competition,  where  it  is  a question 
of  the  export  trade,  and  where  the  competitors 
are  not  all  subject  to  the  same  tax  conditions  as 
would  be  the  case  in  international  trade. 

1687.  Are  those  the  businesses  in  your  paragraph 
12,  “closely  competitive  businesses”? — I was  then 
thinking  within  the  national  market. 

1688.  All  subjected  to  the  same  tax  conditions, 
it  would  rise? — It  seems  to  me  that  it  would  tend 
to  rise. 

1689.  Those  are  less  favourably  placed  than  a 
business  having  a monopoly? — Yes. 

1690.  It  struck  me  as  very  curious  that  the  un- 
favourably placed  business  which  was  in  full 
competition  all  the  time,  would  be  able  to  raise 
its  prices,  whereas  the  monopoly,  which  was  a 
stronger  thing,  would  not  be  able  to  do  so  ? — The 
monopoly  has  already  raised  its  prices  up  to  what 
it  has  calculated  will  give  the  largest  net  income, 
and  therefore  cannot  raise  them  further  if  a tax 
is  put  on  them. 

1691.  On  the  then  conditions? — Yes,  normal. 

1692.  So  has  the  competitive  business? — 'If  y|ou 
have  got  freely  competitive  businesses,  their  prices 
are  fixed  generally  at  the  lowest  prices  that  will 
maintain  business. 

1693.  And  they  have  to  put  their  prices  as  high 
as  they  can.  Their  consideration  of  what  is  the 
highest  they  can  get  is  determined  by  something? 
— By  what  is  called  the  law  of  supply  and  demand. 

1694.  Exactly,  but  they  are  governed  by  some- 
thing, and  so  is  the  monopolist? — Yes. 

1695.  I think  you  told  us  that  the  competitive 
businesses  would  be  by  far  the  larger  in  volume, 
and,  therefore,  surely,  if  they  all  put  up  their  prices, 
the  monopolist  would  be  able  to  put  up  his,  too. 
He  will  level  up  to  the  rest? — The  monopolist  would 
not  be  able  to  put  up  his  prices,  I think. 

1696.  I should  have  thought  it  was  a most  curious 
thing,  if  the  general  conditions  were  such  that  the 
competitive  people  had  all  put  up  their  prices,  that 
it  should  still  be  impossible  for  the  person  who 
had  had  special  advantages? — In  another  business. 

1697.  In  another  business — not  to  be  able  to  do  so, 
too? — He  has  done  so  before.  My  view  is  that  he 
has  put  up  his  prices  to  a point  which  yields  him 
the  maximum  net  mcome,  and  if  a tax  is  put  upon 
him,  it'  will  not  be  to  his  interest  to  raise  his 
prices  more. 

1698.  Even  if  all  his  neighbours  are  doing  it? 
— He  could  technically  do  so,  but  he  would  have  to 
keep  account  of  the  elasticity  of  the  demand. 

1699.  In  regard  to  paragraph  14,  in  good  times 
if  a wage  earner  is  taxed,  his  union  would  try  to 
get  more  money? — That  would  be  the  tendency,  for 
the  union  to  exert  itself. 

1700.  Why  would  not  that  obtain  in  bad  times, 
too? — In  bad  times  you  would  have  unemployment 
and  it  would  be  much  more  difficult  for  him  to  get 
any  back. 

1701.  But  surely  there  would  be  exactly  the  same 
stimulus  working  in  good  times  and  in  bad  times. 
The  power  to  insist  upon  something  might  not  be  as 
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great? — But  that  is  the  difference.  In  bad  times 
the  power-  to  insist  upon  maintaining  the.  existing 
wages  will  be  inadequate.  They  will  be  crippled  bj 
the  fact  that  there  are  unemployed. 

1702.  That  would  vary  with  the  variations  of  the 
badness  of  the  times,  would  it  not?  Yes. 

1703.  There  is  no  sharp  line? — No  sharp  line. 

1704.  And  in  fact  this  would  be  an  argument  for 
having  more  wages  or  for  resisting  a reduction  of 
wages,  and  further,  they  could  carry  the  argument 
to  supply  and  demand?' — Yes,  perhaps. 

1705.  Mr.  Kir, hens  : You  say  that  there  is  a suffi- 
ciency of  capital  at  the  present  time,  and  you  have 
given  reasons  for  that.  Would  one  reason  be,  do  you 
think,  the  fall  in  wages  and  prices  ? From  the  point 
of  view  of  business,  it  is  obvious  that  if  wages  and 
prices  went  down,  the  working  capital  required  would 
be  much  less-? — Yes,  much  less. 

1706.  That  would  be  an  important  factor,  would  it 
not? — It  would  be  a factor. 

1707.  Of  some  importance? — Yes. 

1708.  You  are  aware  that  in  a big  business  the 
amount  of  working  capital  required  is  very  large.  If 
then,  owing  to  a sudden  fall  in  wages  and  the  cost  of 
materials,  your  working  capital  were  halved,  that 
would  make  a very  material  difference  to  the  supply 
of  capital  required,  would  it  not? — Yes. 

1709.  So  that  if  wages  went  up  and  prices  went  up, 
and  at  the  same  time,  as  would  probably  happen,  you 
had  an  improvement  in  trade,  you  might  find  that 
there  was  a serious  shortage  in  capital,  quite  suddenly, 
might  you  not? — You  might. 

1710.  That  would  be  the  position.  It  is  the  kind 
of  thing  that  happened,  from  rather  different  causes, 
in  Germany,  is  it  not?  They  suddenly  found  them- 
selves very  short  of  capital? — Yes. 

1711.  Because  prices  went  up,  owing  to  inflation, 
but  they  went  up  all  the  same? — Yes. 

1712.  The  result  of  that  has  been  that  the  rate  of 
interest  in  other  countries  has  gone  up  to  figures  that 
are  quite  unknown  in  this  country? — Yes. 

1713.  18  per  cent,  for  a first  class  investment  in 
Germany  is  a very  low  figure,  is  it  not? — Yes. 

1714.  And  100  per  cent,  has  been  known  in  some  of 
those  countries? — Of  course  that  is  interest  plus 
risk.  There  is  enormous  risk. 

1715.  But  largely  shortage  of  capital  at  the  same 
time? — Yes. 

1716.  So  that  it  is  a great  advantage  to  have  a 
large  margin  of  capital  to  fall  back  upon,  is  it  not? — 
It  is  an  advantage,  assuming  that  you  are  going  to 
have  the  markets  to  take  the  goods  that  you  are  going 
to  produce. 

1717.  Your  point  applied  to  the  capital  which  is 
locked  up  in  machinery  and  plant,  rather  than  to 
savings  of  liquid  capital  ? — I attempted  to  distinguish 
the  two.  I thought  it  was  admitted  that  there  was 
plenty  of  capital  in  the  form  of  plant. 

1718.  There  is  too  much,  rather,  from  your  point  of 
view.  Is  not  that  so? — Yes. 

1719.  But  there  is  not  too  much  liquid  capital  ? — I 
understand  that  liquid  capital  is  available  upon 
quite  moderate  terms. 

1720.  I was  not  disputing  it;  I was  making  the 
point  which  I think  you  rather  agreed  with,  that  we 
want  a large  reserve  for  contingencies  in  case  wages 
go  up,  and  prices  go  up,  and  trade  improves.  We 
want  a large  reserve  of  liquid  capital? — We  have  it, 
I think. 

1721.  We  have  a reserve  which  may  or  may  not  be 
large  enough.  But  would  you  argue  that  saving  at 
the  present  moment  was  unimportant  because  we  had 
an  adequate  supply? — No,  I would  not  go  so  far  as 
that. 

1722.  You  would  hold  that  saving  was  one  of  the 
important  duties  of  those  who  are  able  to  do  it,  would 
you? — Yes;  I hold  that  if  there  was  a better  distribu- 
tion of  income,  and  a more  steady  reliable  large  pull 
upon  the  demand  for  commodities,  you  would  then 
have  conditions  which  would  give  validity  to  the 
largest  mass  of  saving?,  and  that  you  would  then  have 
capital  fully  employed,  and  a large  quantity  of  capital 
fully  employed.  It  is  simply  a question  of  propor- 
tions. 
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1723.  I do  not  wish  to  raise  that  point,  because  I 
understand  you.  I only  wanted  to  get  it  from  you 
clearly,  as  I thought  it  was  your  view  that  saving  'in 
itself  was  a virtue  which  should  be  encouraged? — 
Yes;  it  is  a necessity. 

1724.  It  has  been  put  to  us  that  one  of  the  results 
of  high  taxation  has  been  an  alteration  in  the  amount 
of  investment  that  has  taken  place,  that  owing  to 
high  taxation  which  took  away  a large  amount  of 
profits,  people  were  not  prepared  to  take  the  risks 
to-day  that  they  used  to  take.  Would  you  agree  with 
that?— Yes,  I am  told  that  is  so;  that  is  my  informa- 
tion. 

1725.  Coming  on  to  the  question  of  the  repayment 
of  the  debt,  am  I right  in  understanding  that  you 
would  agree  that  there  should  be  a minimum  pro- 
vision each  year  of  £40,000,000  to  £50,000,000  le- 
gardless  of  whether  trade  was  good  or  bad? — I have 
not  pledged  myself  on  that  view.  I have  no  objection 
to  providing  a minimum  and  letting  the  good  trade 
or  bad  trade  deal  with  the  surplus  above  that. 

1726.  You  think  it  right  that  there  should  be  a 
minimum? — Yes.  I think  probably  I should  com- 
promise on  that  position. 

1727.  Would  you  think  that  taxation  to-day,  speak- 
ing generally,  is  about  as  high  as  it  advantageously 
could  be  ? — Yes,  I think  I might  say  that. 

1728.  And  therefore  that  if  any  further  provision 
were  thought  necessary  for  the  repayment  of  debt, 
it  could  only  be  secured  at  all  by  improved  trade 
conditions  and  improved  prosperity  or  by  reduced 
expenditure  in  some  other  direction? — Or  by  a 
measure  such  as  the  Capital  Levy. 

1729.  Chairman : We  propose  to  deal  with  that 
question  a little  later  on;  but  as  you  will  be  abroad 
then,  you  are  quite  at  liberty  to  say  now  what  you 
like  in  answer  to  Mr.  Hichers’  question. — I may  say 
that  I did  not  come  here  with  the  intention  of  saying 
anything  about  a Capital  Levy,  and  it  is  a little 
difficult  for  me. 

1730.  I think  then  perhaps  we  will  defer  that,  'if 
you  like,  or  perhaps  you  would  like  to  put  in  a paper 
before  you  ec o away? — I would  like  to  put  in  a short 
statement  in  writing. 

1781.  Mr.  Sickens  : At  any  rate  I think  I may  take 
it,  in  answer  to  my  question,  that  another  exception 
would  be  the  Capital  Levy? — Yes. 

1732.  That  is  to  say,  that  unless  there  were  an 

improvement  in  revenue  due  to  prosperity,  or  unless 
there  was  some  saving  in  expenditure,  or  unless  there 
was  a Capital  Levy ?— Or  a conversion,  of  course. 

1733.  Or  a conversion.  You  do  not  think  it  would 
be  practical  politics  for  the  moment,  at  any.  rate, 
to  increase  taxation? — No,  I think  not.  I think  it 
would  be  unsafe. 

1734.  I understood  you  to  say  that  the  redistribu- 
tion of  wealth  involved  in  Old  Age  Pensions  and 
Unemployment  Benefit  and  so  forth  is  not  disadvan- 
tageous to  the  State? — I do  not  think  it  is. 

1735.  Would  you  qualify  that  to  this  extent — that 
it  is  not  a disadvantage  to  the  State  unless  it  can 
be  shown  that  such  payments  restrict  the  activity 
or  the  enterprise  of  the  recipients? — Certainly  1 
would  accept  that. 

1736.  If  it  could  be  demonstrated — I do  not  mean 
to  suggest  that  it  can — but  if  it  could  be  demon- 
strated that  a man  did  not  try  to  get  work  because 
he  was  getting  Unemployment  Benefit? — Obviously  I 
should  consider  that. 

1737.  And  you  would  consider  that  that  was  a point 
which  required  very  careful  watching  in  any  scheme 
that  was  put  forward? — Yes,  I think  so. 

1738.  Have  you  examined  the  matter,  and  are  you 
satisfied  that  there  is  no  such  restriction  to-day? — 
No;  I do  not  know  at  all.  I am  not  satisfied  in  the 
sense  of  having  made  any  personal  inquiry. 

1739.  So  that  that  statement  of  yours  will  have 

to  be  qualified  to  that  extent? — Undoubtedly.  I 

should  have  thought  there  was  some  risk  unless  very 
close  safeguards  were  maintained. 


1740.  Mr.  Bowen:  You  talk  of  workers’  subsist- 
ence limit.  Will  you  tell  the  Committee  whether 
you  have  formed  any  definite  opinion  as  to  what  that 
subsistence  limit  is? — No.  You  mean  in  relation  to 
such  computations  as  were  made  by  Mr.  Rowntree 
before  the  war. 

1741.  I have  seen  those,  and  I did  not  know  what 
your  views  were  about  it? — No;  I thought  that  the 
sort  of  meaning  that  he  gave  to  subsistence  wage  was 
a reasonable  one  when  I read  his  analysis  at  the  time. 
I would  still  accept  that  provisionally  as  a sort  of 
sound  basis. 

1742.  Have  you  any  views  as  to  the  capacity  of 
the  worker  to  bear  Income  Tax  or  any  tax,  having 
regard  to  his  family  obligations  and  his  rate  of 
income?  By  the  worker  I mean  the  manipulative 
worker,  the  industrial  worker? — It  would  come  to 
this  : Do  I think  that  a worker  with  a normal  family 
getting  less  than  £3  or  £3  10s.  a week  had  any  real 
capacity  to  pay  a tax?  Is  that  the  sort  of  question? 

1743.  If  you  would  like  to  take  Mr.  Rowntree’s 
figure  for  a man,  wife  and  three  children,  what 
standard  of  income  do  you  think  that  man  should 
have  before  he  is  charged  to  tax? — On  Mr.  Rown- 
tree’s basis  I do  not  know;  it  would  be  something 
like  45s.  a week,  I think,  under  those  conditions. 
I am  speaking  from  my  recollection. 

1744.  I think  his  figure  was  35s.  as  an  absolute 
poverty  level? — With  three  children?  Then  it  would 
be  more  than  that;  it  would  be  50s.  a week  now. 
Assuming  that  that  was  as  correct  a computation  as 
one  could  get,  it  would  be  unwise  to  attempt  to 
impose  any  tax,  either  direct  or  through  general  com- 
modities, upon  that  income. 

1745.  Professor  Sail : In  reference  to  the  transfer 
from  the  well-to-do  classes  to  the  working  classes,  do 
I understand  your  criticism  to  be  a criticism  against 
undue  saving?  Suppose  there  was  a transfer  of 
income  to  the  working  classes,  and  they  saved  the 
amount  instead  of  the  richer  classes,  would  that 
effect  the  purpose  you  have  in  view,  or  are  you  think- 
ing that  if  the  increased  share  of  the  national  revenue 
went  to  the  working  classes  they  would  spend  more, 
and  thus  maintain  a better  market  ? — I was  taking 
the  case  that  there  were  two  Charges  in  regard  to 
the  crippling  results  of  taxation.  One  was  that  it 
stopped  saving,  and  the  other  was  that  it  checked 
markets;  and  I was  arguing  then  that  this  trans- 
fer, although  it  might  to  some  extent  reduce  the 
total  rate  of  saving,  was  compensated  in  a sense  by 
stimulating  the  internal  markets.  I think,  if  the 
workers  all  saved  all  they  could,  and  if  everybody 
else  saved  all  they  could,  the  thing  would  be  im- 
possible, and  very  little  reflection  would  show  that. 
There  is  a limit,  in  other  words,  to  the  proportion 
between  saving  and  spending  in  any  intelligent  com- 
munity, having  regard  to  the  existing  arts  of  pro- 
duction. 

1746.  It  is  really  a criticism  against  undue  saving? 
— Yes. 

1747.  In  reference  to  the  abundance  of  capital, 
you  were  thinking,  I suppose,  principally  of  home 
needs,  ami  ignoring  political  conditions  abroad  and 
the  possibility  of  large  demands  being  made  upon 
British  capital  for  investment  abroad  ? — Of  course 
a good  deal,  as  you  know,  does  go  abroad ; in  fact 
some  people  say  too  much,  and  that  it  ought  to  be 
stopped. 

1748.  Supposing  that  political  conditions  im- 
proved and  there  was  an  increased  demand  for 
British  capital  abroad,  do  you  think  that  there  would 
still  be  sufficient  capital  to  meet  the  demands  that 
might  fee  made?—That  I do  not  know.  It  depends 
upon  whether  this  country  was  producing  full  blast. 
What  I want  to  see  is  a development  of  industry 
to  the  full  here  and  the  maintenance  of  that  full 
industry,  and  in  that  case  we  should  have  so  large 
an  income  that  it  would  be  possible  to  keep  the  stan- 
dard of  living  of  all  classes  fairly  high  and  at  the 
same  time  to  supply  a larger  quantity  of  capital  which 
would  be  more  fully  utilised  owing  to  the  full  mainte- 
nance of  demand. 
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1749.  I quite  agree ; but  I understood  you  to 
suggest  that  we  have  an  adequate  supply  of  capital 
at  present,  no  emphasis  being  laid  upon  the  necessity 
l'or  increasing  the  supply  of  capital? — Yes.  At  the 
present  time  more  capital  would  be  wanted  if  you  had 
better  general  trade  conditions. 

1750.  You  did  not  make  much  reference  to  the  con- 
ditions of  trade  abroad,  in  the  remarks  you  were 
making  when  you  spoke  about  capital  being  only 
partly  employed? — No. 

1751.  Take,  for  example,  the  cotton  industry.  I 
think  I should  probably  be  right  in  saying  that  there 
has  been  very  little  addition  ito  the  number  tof 
mills  or  the  amount  of  machinery  in  the  cotton  indus- 
try during  the  last  10  years,  certainly  there  has  not 
been  the  increase  there  was  during  the  previous  10 
years? — No,  nor  are  you  likely  to  get  it. 

1752.  What  do  you  think  is  the  stumbling  block 
there? — It  is  partly  foreign  markets  and  partly  the 
American  cotton  situation. 

1753.  Then  in  reference  to  the  same  question,  what 
do  you  think  is  likely  to  be  the  effect  upon  the  policy 


of  conversion  of  the  retardation  of  the  increase  of 
capital?— I did  not  make  any  allusion  to  that  in  my 
evidence,  because  I did  not  care  to  go  into  it.  I 
do  not  feel  myself  competent  to  discuss  that  particular 
question. 

1754.  You  favour  the  varying  of  the  amount  applied 
to  debt  redemption  according  to  the  state  of  trade? 
—Yes. 

1755.  Have  you  any  suggestion  as  to  the  method 
by  which  we  could  tell  what  were  the  right  times  to 
increase  or  reduce  the  amount?— I suggest  in  my 
evidence-in-chief  that  there  would  be  two  primary 
tests;  there  might  be  others.  One  would  be  the 
price  of  War  Loan  and  another  would  be  the  yield 
of  the  revenue  from  Customs  and  Excise  and  moie  or 
less  from  Income  Tax,  having  regard  to  the  three 
years’  basis  of  computation  for  Income  Tax. 

1756.  Nothing  beyond  that? — No. 

Chairman  : Thank  you,  Mr.  Hobson.  We  are  very 
much  obliged  to  you  for  the  trouble  you  'have  taken. 


(The  Witness  withdrew.) 

(Adjourned  to  to-morrow  morning,  at  10.30.) 
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Present  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 

Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  J.  W.  BOWEN. 

Professor  FRED  HALL. 

Mu.  W.  L.  HICHENS. 

The  Right  Hon. 

Evidence-in-chiee 

Question  1 (a). — How  does  the  National  Debt  affect 
the  supply  of  credit,  with  particular  reference  to  the 
effect  of  the  Floating  Debt? 

The  question  assumes  that  some  relation  exists 
between  the  supply  of  credit  and  the  National  Debt. 
To  determine  whether  there  is  such  a relation  it  is 
necessary  to  examine  the  conditions  which  govern  the 
supply  of  credit. 

In  this  discussion  I understand  credit  to  mean 
loans  made  by  banks.  Private  credit  given  between 
traders  and  individuals — by  shopkeepers  to  customers, 
merchants  to  shopkeepers,  manufacturers  to  mer- 
chants—is  to  some  extent  dependent  upon  bank 
credit,  but  does  not  appear  to  have  'any  direct  con- 
nection with  the  National  Debt. 

The  first  condition  governing  the  total  volume  of 
credit  is  the  limit  which  each  bank  prescribes  to  its 
loans  and  investments.  In  every  case  banks  keep 
some  definite  ratio  of  cash  to  deposits,  and  they  will 
not  allow  their  reserves  to  drop  to  a point  which 
would  give  them  a ratio  below  the  required  minimum. 


Mr.  H.  B.  LEES-SMITH. 

Sir  WILLIAM  McLINTOOK,  K.B.E. , O.V.O. 

Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 

McKenna,  called  and  examined. 

handed  in  by  Mr.  McKenna. 

As  every  bank  loan  or  investment  creates  a deposit 
but  does  not,  except  in  the  case  of  a loan  by  the  Bank 
of  England,  create  any  more  cash,  it  follows  that 
every  increase  in  the  supply  of  credit  lowers  the  ratio 
of  cash  to  deposits  throughout  the  banking  system. 
When  this  ratio  is  at  its  minimum  no  additional 
credit  will  be  given;  when  the  ratio  is  above  the 
minimum  banks  are  sure  to  increase  their  loans. 

It  is  possible  that  if  there  were  no  National  Debt 
banks  might  be  unwilling  to  invest  as  freely  'in  other 
securities  as  they  do  now  in  Government  loans,  and  in 
consequence  would  be  able  to  give  additional  credit 
without  reducing  their  proportion  of  cash.  But  a 
condition  of  this  kind  cannot  arise  now,  as  in  any 
circumstances  a considerable  National  Debt  is  certain 
to  exist. 

The  first  control  then  on  the  volume  of  credit  lies 
in  what  may  be  called  the  policy  of  sound  banking, 
which  conforms  to  a definite  ratio  of  cash  to  liabilities. 
There  does  not  appear  to  be  any  connection  between 
the  considerations  which  dictate  this  policy  and  the 
existence  of  the  National  Debt. 

I 2 
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The  second  control  on  the  volume  of  credit  is  the 
aggregate  of  the  cash  held  by  the  banks.  Two  factors 
operate  to  increase  or  diminish  this  aggregate  : first, 
the  amount  of  currency  retained  in  circulation  by 
the  public;  and,  secondly,  the  variation  in  the 
amount  of  loans  outstanding  at  the  iBank  of  Eng- 
land, including  variations  in  the  balance  of  pur- 
chases and  sales  effected  by  that  institution. 

While  it  is  obvious  that  the  great  increase  in  the 
amount  of  currency  in  circulation  to-day  as  compared 
with  the  pre-war  period  is  a result  of  conditions 
which  gave  rise  to  the  increase  in  the  National  Debt, 
it  is  no  less  obvious  that  the  existence  of  the  National 
Debt  can  have  no  bearing  upon  the  currency  in  circu- 
lation amongst  the  public.  Variations  in  the  amount 
in  circulation  depend  upon  the  price  level,  velocity  of 
expenditure,  customary  pay-days,  holiday  seasons  and 
national  festivals,  but  have  no  connection  with  the 
National  Debt. 

There  remains  for  consideration  the  question  of 
loans  by  the  Bank  of  England  and  their  repayment 
as  causes  of  an  increase  or  decrease  in  the  cash  held 
by  the  banks.  When  the  Government  incurs  debt  we 
generally  find  that  Bank  of  England  loans  are  in- 
creased. It  is  not  necessary  that  this  should  be  the 
case,  but  it  would  be  quite  easy  to  show  that  in 
practice  it  is  so.  The  Bank  of  England  loans  may  be 
made  direct  to  the  Government  or  to  other  persons 
who  wish  to  lend  to  the  Government,  or  may  be  the 
result  of  market  pressure  which  forces  borrowers  into 
the  Bank  of  England.  Equally  when  the  Government 
repays  debt  it  is  generally  true  that  loans  by  the 
Bank  of  England  are  diminished.  Movements  in  the 
National  Debt  consequently  affect  the  volume  of 
credit  inasmuch  a.s  they  are  usually  a cause  of  fresh 
borrowing  from  the  Bank  of  England  or  of  the  repay- 
ment of  old  loans.  The  existence  of  the  National 
Debt  has  no  tendency  to  cause  a variation  in  Bank  of 
England  loans,  and  consequently  has  no  influence 
upon  the  aggregate  of  cash  held  by  the  banks. 
Variations  in  the  National  Debt  only  affect  the  supply 
of  credit  according  as  they  increase  or  diminish  Bank 
of  England  loans. 

We  must  therefore  in  considering  the  question  of 
the  supply  of  credit  look  primarily  to  the  operations 
of  the  Bank  of  England,  and  only  in  a secondary 
sense  to  the  movements  in  the  total  of  the  National 
Debt. 

With  regard  to  the  effect  of  the  Floating  Debt  on 
the  supply  of  credit,  the  same  considerations  apply 
as  in  the  case  of  the  rest  of  the  National  Debt.  If 
the  repayment  of  the  Floating  Debt  leads  directly  or 
indirectly  to  a reduction  in  the  loans  outstanding  at 
the  Bank  of  England,  the  aggregate  of  cash  held  by 
the  banks  will  be  reduced,  and  the  supply  of  credit 
proportionately  diminished. 

Question  1 (b). — How  does  the  National  Debt  affect 
the  supply  of  permanent  capital  for  trade  and 
industry,  with  particular  reference  to  the  effect  of 
the  Floating  Debt? 

This  question  must  be  considered  under  two  heads  : 
first,  the  effect  of  the  'interest  paid  on  the  National 
Debt;  and,  secondly,  the  effect  of  redemption. 

Taxation  to  meet  the  interest  on  the  National  Debt 
may,  like  taxation  for  any  other  purpose,  diminish 
the  'incentive  to  save  and  thus  reduce  the  supply  of 
capital. 

Money  raised  by  taxation  may  be  assumed  to  be 
drawn  partly  from  funds  which  would  have  been 
saved,  that  is,  which  would  have  been  expended  on 
production  and  therefore  have  increased  the  supply 
of  capital,  and  partly  from  funds  which  would  have 
been  expended  on  consumption  and  which  therefore 
would  have  diminished  the  supply  of  capital.  The 
money  received  in  interest  on  the  National  Debt  may 
also  be  assumed  to  be  partly  saved  and  partly  spent 
on  consumption.  I do  not  know  of  any  means  of 
forming  an  estimate  of  the  proportionate  use  of  the 
money  in  each  case. 

Taxation  for  the  purpose  of  redeeming  National 
Debt  takes  money  from  the  taxpayer  which  is  with- 
drawn partly  from  savings  and  partly  from  expendi- 
ture on  consumption.  It  would  appear  from  this  that 


as  the  whole  amount  of  discharged  debt  is  held  by 
investors  who  may  be  assumed  to  re-invest  the  money 
they  receive,  the  effect  of  debt  redemption  will  be  to 
increase  the  amount  of  capital  available  for  use  in 
business  by  the  amount  withdrawn  from  consumption. 
It  must  be  borne  in  mind,  however,  that  taxation 
diminishes  the  incentive  to  save,  and  that  debt  re- 
demption on  a large  scale  could  only  be  effected  by 
very  high  taxation  which  might  result  in  a final  net 
reduction  in  the  supply  of  capital.  It  is  obvious  that 
if  taxation  is  carried  to  extremes  there  will  be  no 
saving  at  all.  But  we  should  be  taking  a very  im- 
perfect view  of  the  matter  if  we  had  l'egard  only  to 
the  quantity  of  capital.  The  use  to  which  capital  is 
put  is  more  important  than  its  quantity,  and  infinite 
harm  may  be  done  if  capital  is  transferred  from  those 
who  are  able  to  employ  'it  to  the  best  advantage  to 
less  competent  control.  We  have  therefore  to  take 
account  of  the  effect  of  the  displacement  of  capital 
caused  by  the  redemption  of  debt. 

Anyone  who  makes  a wide  survey  of  our  industry 
and  commerce  cannot  fail  to  be  struck  by  the  differ- 
ence in  the  productivity  of  capital  according  to  the 
ability  with  which  it  is  handled.  Much  of  our  capital 
will  be  shown  to  have  been  wasted  from  its  first  em- 
ployment; another  part  will  appear  to  have  been  used 
in  a way  which  can  never  bring  more  than  a trifling 
return;  only  a portion  of  the  whole  will  have  been  put 
to  the  best  advantage.  Successful  production  depends 
upon  the  energy,  enterprise  and  capacity  of  the 
persons  by  whom  capital  is  employed,  and  if  a firm  is 
making  considerable  profit  and  paying  large  sums  in 
taxation  'it  is  evidence  that  the  capital  engaged  in 
the  business  is  in  competent  hands.  It  is  here  that 
the  danger  of  excessive  taxation  lies,  and  particularly 
of  graduated  taxation.  Most  is  taken  from  those 
whose  capital  is  being  used  most  efficiently.  The  rule 
with  successful  enterprises  is  to  build  up  reserves  in 
order  to  enable  them  to  extend  their  business  and 
meet  growing  requirements.  Heavy  taxation  retards 
the  growth  of  these  reserves,  and  it  is  no  compensa- 
tion to  the  highly  efficient  firm  or  to  the  country  that 
the  total  of  the  capital  'in  other  hands  less  capable  of 
using  it  well  is  not  diminished.  The  ultimate  effect 
of  any  great  transfer  of  capital  due  to  a big  scheme 
of  debt  redemption  must  be  seriously  to  impair  the 
national  prosperity. 

The  question  in  every  case  'is  one  of  degree.  Re- 
payment of  National  Debt  in  proper  circumstances 
may  be  advantageous  in  increasing  the  supply  of 
capital  available  for  business.  It  is  further  desirable 
in  maintaining  the  credit  of  the  country  and  thereby 
assuring  that  any  future  borrowing  which  may 
become  necessary  can  be  done  at  a low  rate  of  interest. 
But  if  the  repayment  is  on  a great  scale,  rendered 
possible  only  by  very  burdensome  taxation,  it  causes 
a grave  displacement  of  capital,  the  evil  effects  of 
which  may  far  outweigh  the  advantages  of  debt  re- 
demption, and  tends  to  reduce  the  supply  of  capital 
by  destroying  the  incentive  to  save. 

With  regard  to  the  Floating  Debt,  I do  not  think 
that  the  particular  form  of  the  national  obligation 
introduces  any  material  distinction.  Floating  Debt 
I understand  to  be  debt  in  a form  which  is  always  of 
short  maturity.  It  does  not  appear  that  the  date  of 
the  maturity  is  a relevant  factor  in  considering  the 
effect  of  the  National  Debt  upon  the  supply  of  per- 
manent capital. 

Question  2. — How  does  the  National  Debt  affect  the 
terms  on  which  capital  can  be  raised? 

The  National  Debt  affects  the  terms  on  which 
capital  can  be  raised  onlj'  through  the  influence  of 
the  taxation  which  must  be  levied  for  its  service. 
The  existence  of  the  National  Debt  has  no  effect  on 
the  supply  of  capital  or  the  terms  on  which  it  can  be 
raised. 

Question  3 (a). — To  what  extent  is  it  desirable  to 
pursue  a policy  of  debt  repayment  during  a period  of 
trade  depression? 

There  does  not  appear  to  be  any  necessary  relation 
between  trade  prosperity  or  depression  and  the  repay- 
ment of  debt. 
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In  times  of  .trade  depression  when  production  is  less 
than  normal,  if  other  factors  remain  unchanged,  pro- 
duction will  be  stimulated  and  trade  improved  by  an 
increase  in  the  aggregate  purchasing  power  of  the 
public.  Variations  in  the  amount  of  public  pur- 
chasing power,  however,  depend  ultimately  upon  an 
increase  or  decrease  in  loans  or  purchases  by  the  Bank 
of  England.  Consequently,  repayment  of  debt,  if  the 
debt  be  due  to  the  Bank  of  England,  would  tend 
further  to  depress  trade. 

The  argument  in  the  reply  to  Question  1 (6) 
is  applicable  to  this  question. 

Question  3 (b). — To  what  extent  should  a policy  of 
debt  repayment  wait  upon  the  prosperity  of  trade? 

I am  unable  to  give  a precise  answer ; it  is  a ques- 
tion of  degree.  It  is  preferable  to  effect  repayment 
during  a period  of  trade  prosperity  when  profits  are 
larger  and  revenue  is  increased  and  Government 
securities  stand  at  a lower  price. 

Question  4. — How  far  does  the  high  income  taxa- 
tion necessitated  by  the  debt  involve  the  withdrawal 
of  trade  income  which  could  otherwise  be  counted  on 
for  the  expansion  of  business? 

Here  again  I can  add  nothing  to  the  statement  in 
reply  to  Question  1 (b). 

Question  5. — How  far  does  the  burden  of  taxation 
fall  upon  the  business  itself  and  hamper  its  opera- 
tions? In  particular,  does  it  contribute  to  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

In  the  first  place,  the  trader  who  pays  high  taxation 
has  a diminished  power  to  save  and  build  up  the 
capital  of  his  business. 

In  the  second  place,  high  taxation  reduces  the 
incentive  to  risk  capital  in  the  extension  of  business 
or  to  undergo  the  labour  and  anxiety  accompanying 
new  enterprise. 

Eor  these  reasons  high  taxation  is  injurious  to 
export  as  well  as  to  all  other  business. 

Taxation  which  is  not  based  upon  profits  earned, 
but  which  may  be  properly  regarded  as  an  expense  in 
production  is,  of  course,  detrimental  to  the  exporter 
in  competing  in  foreign  markets  against  world  prices. 

Question  6. — How  far  can  the  receipts  of  industry, 
as  holder  in  the  debt,  be  set  against  the  tax  paid  by 
industry  for  its  services? 

The  meaning  of  this  question  is  not  clear  to  me. 

Question  7.— What  is  the  effect  of  Income  Tax  on 
companies’  undistributed  reserves? 

The  effect  of  Income  Tax  is  to  reduce  the  power  to 
build  up  reserves. 

Question  8.— What  is  the  effect  of  the  existing  taxes 
on  the  supply  of  capital  from  the  public  and  on  total 

purchasing  power?  . . . 

The  supply  of  capital  from  the  public  is  determined 
by  the  amount  of  present  saving.  Existing  taxation 
transfers  what  might,  in  part  at  any  rate,  be  saved 
by  the  public  to  the  Government,,  which  spends  it 
upon  consumption,  except  so  far  as  it  is  used  for  pay- 
ment of  interest,  redemption  of  debt,  or  for  reproduc- 
tive expenditure. 

Existing  taxation  does  not  affect  the  total  of  pur- 
chasing power  unless  it  leads  to  an  increase  or 
decrease  of  borrowing  from  the  Bank  of  England. 

Question  9 (a).— How  far  does  the  heavy  Income 
Tax  deter  the  foreigner  from  investing  m this 
country  ? 

The  answer  to  this  question  can  only  be  a matter  of 
inference.  An  investor  seeks  security  and  interest  for 
his  money.  Inasmuch  as  the  Income  Tax  reduces  the 
interest,  it  will  presumably  have  an  effect  upon  the 
foreign  investor,  unless  the  excellence  of  the  security 
compensates  for  the  reduced  yield. 

Question  9 (b). — How  far  does  the  heavy  Income 
Tax  induce  the  British  resident  to  invest  outside  this 
country  P 

If  by  this  question  it  is  intended  to  ask  how  far 
there  is  illegal  evasion  of  Income  Tax,  it  is  difficult  to 


form  an  opinion,  but  there  is  no  evidence  to  show  that 
such  evasion  is  very  great.  Apart  from  illegal 
evasion,  it  is  difficult  to  see  how  a British  resident 
could  be  induced  to  invest  abroad  merely  on  account 
of  heavy  Income  Tax. 

I have  no  information  as  to  the  extent  to  which 
British  subjects  are  induced  to  reside  abroad  m 
consequence  of  heavy  Income  Tax. 

Question  10— Does  Income  Tax  enter  into  prices, 
and  if  so,  how  ? In  particular  does  it  contribute,  to 
handicap  the  exporter  in  competing  in  foreign 
markets  against  world  prices? 

Prices  are  determined  by  the  amount  of  purchasing 
power  in  circulation,  its  velocity,  and  the  volume  of 
goods  and  services  available  for  purchase,  and  taxa- 
tion can  only  affect  prices  so  far  as  it  disturbs  the 
existing  relationship  between  these  factors.  If  for 
example  a high  Income  Tax  is  levied  with  a view  to 
the  redemption  of  external  debt,  the  repayment  will 
involve  a reduction  in  the  volume  of  goods  available 
for  internal  consumption  and  prices  will  consequently 
tend  to  rise  unless  there  is  a counterbalancing  reduc- 
tion in  purchasing  power. 

Income  Tax  is  assessed  on  net  profits,  and  does  not 
handicap  the  exporter.  He  may  be  deterred  however 
from  competing  in  foreign  markets,  since  the  net 
profit  earned  may  be  insufficient  to  compensate  for 
the  trouble  and  risk  of  foreign  business. 

Question  11— How  far  do  the  existing  taxes  act 
as  a deterrent  to  saving  and  to  enterprise  on  the 
part  of  the  individual  engaged  in  trade  and  . the 
investor  generally?  Do  they  similarly  affect  joint 
stock  companies? 

Existing  taxes  act  as  a deterrent  to  saving. 

The  effect  of  Income  Tax  on  companies’  accumulated 
reserves  is  to  entrench  upon  the  additions  made 
thereto  from  time  to  time  out  of  a restricted  net 
profit.  As  in  the  case  of  individuals,  high  taxation 
stifles  enterprise. 

Question  12.— How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  How  far  can  they  be  said 
to  come  ultimately  out  of  the  national  income  P 

Death  Duties  do  not  involve  a destruction  of 
capital,  though  they  may  affect  future  conditions 
and  renewals  so  far  as  they  involve  a redistribution 
of  the  national  income  between  saving  and  con- 
sumption. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment,  and  if  so, 
in  what  manner? 

The  Stamp  Duty  payable  by  companies  issuing  new 
capital  may  to  some  extent  deter  the  raising  of  funds 
in  this  country  for  use  abroad  by  good  borrowers. 
I have  not  sufficient  evidence  to  enable  me  to  judge 
whether  the  postage  rates  and  the  Stamp  Duty  on 
bills  of  exchange  are  detrimental  to  trade,  industry 
or  employment. 

Question  15. — To  what  extent  (a)  in  the  present 
depression  and  ( b ) in  a period  of  normal  trade  is 
the  ordinary  assumption  correct  that  the  tax  on 
commodities  is  borne  by  the  consumer  ? 

The  truth  of  the  proposition  that  the  tax  on  com- 
modities is  borne  by  the  consumer  is  unaffected  by 
general  trade  conditions.  The  tax  may  be  regarded 
as  an  additional  element  in  the  cost  of  production, 
and  the  ability  of  the  producer  to  recoup  himself  for 
this  element  as  for  the  rest  of  the  cost  of  production 
depends  upon — 

(a)  the  relative  elasticity  of  demand  for  the  par- 

ticular product; 

(b)  the  conditions  of  production,  that  is,  whether 

under  diminishing,  constant,  or  increasing 

return ; 

(c)  whether  the  commodity  is  produced  under 

monopoly  or  competitive  conditions. 
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Question  16. — What  is  the  effect  of  the  Customs 
and  Excise  duties  on  the  prices  of  commodities  P How- 
does  this  affect  internal  and  external  trade? 

This  question  has  been  partly  answered  in  the 
reply  to  Question  15.  The  effect  of  Customs  and 


1757.  Chairman-.  We  have  your  memorandum 
before  us.  Would  you  like  to  expand  itP — 1 understand 
that  I am  to  look  through  my  replies  and  to  make 
any  observations  on  them  which  I may  think  neces- 
sary in  order  to  make  them  clearer.  I would  like 
to  say  that  I have  taken  great  pains  to  make  my 
statement  as  intelligible  as  I can  and  I do  not  know 
at  what  point  I am  to  give  further  explanation.  It 
just  occurs  to  me,  however,  that  in  the  fourth  para- 
graph of  my  first  reply,  in  which  I refer  to  the 
possibility  of  the  banks  using  more  of  their  money 
in  giving  credit  and  less  in  investment,  a further 
explanation  might  be  necessary.  In  determining 
how  much  a bank  will  lend  to  trade  or  how  much 
it  will  invest,  different  reasoning  guides  different 
banks.  If  you  look  at  the  balance  sheets  of  the  five 
big  banks  you  will  see  that  no  two  banks  invest 
quite  the  same  proportion  of  their  resources  and  no 
two  banks  lend  quite  the  same  proportion.  Each 
bank  is  guided  by  its  own  policy;  but  it  will  be 
found  that  in  the  aggregate  of  investments  and 
advances  to  trade  the  banks  conform  to  nearly  the 
same  proportion.  In  the  paragraph  to  which  I 
am  referring  I explain  the  conditions  under  which 
banks  might  invest  less  and  advance  more  to  trade. 
No  doubt  at  the  present  time,  owing  to  the  ready 
market  for  War  Loan  and  other  Government  Loans, 
and  to  the  fact  that  there  is  a very  large  amount 
of  Government  debt  with  an  early  date  of  maturity, 
hanks  are  possibly  investing  more  than  they  would 
in  ordinary  circumstances,  though  the  proportion 
of  what  they  would  invest  and  of  what  they  would 
lend  to  trade  would  not  vary  very  much  under  any 
conditions.  Consequently  I think  it  will  be  found 
that  the  banks’  proportions  of  investments  are  rather 
higher  to-day  than  they  usually  are.  That  is  the 
only  explanation  upon  that  point  that  I thought  it 
might  be  necessary  to  give. 

1758.  Sir  Josiah  Stamp : Could  you  put  a limit  to 
the  figures  of  that?  Would  there  be  a margin  of  as 
much  as  5 per  cent.  ? — Oh,  no,  nothing  like  a margin 
of  that  sort.  You  may  say  roughly  that  the  propor- 
tion of  their  resources  which  banks  lend  and  invest 
is  about  two-thir<Js  of  the  whole.  They  may  divide 
that  two-thirds  in  different  ways.  There  is  more 
than  5 per  cent,  difference  between  the  policy  of 
different  banks. 

1759.  But  not  in  the  action  of  one  bank  ? — I do 
not  think  there  would  be  5 per  cent,  difference  in 
the  action  of  any  one  bank.  The  difference  in  the 
policy  of  the  banks  is,  of  course,  necessitated  by  the 
circumstances  of  the  different  areas  in  which  the 
banks  are  operating.  Some  of  the  big  banks  are 
operating  more  in  industrial  areas  and  therefore  have 
more  opportunity  to  advance  money  in  trade.  Other 
banks,  while  they  receive  large  deposits,  are  in  areas 
where  they  do  not  get  the  same  facility,  and  con- 
sequently  are  inclined  to  use  their  money  more  in 
the  purchase  of  bills  or  in  investments.  That  will 
continue  whether  there  be  or  be  not  a National  Debt 
or  whether  the  National  Debt  be  £3,000,000,000, 
£5,000,000,000  or  £7,000,000,000.  My  only  point  in 
this  paragraph  is  that  so  long  as  there  is  a National 
Debt  of  considerable  magnitude,  there  is  not  likely 
to  be  much  change  in  the  form  of  the  use  of  their 
resources  by  the  different  banks. 

1760.  Mr.  Lees-Smith : Broadly,  is  this  intended 
to  show  that  under  these  conditions  banks  slightly 
diminish  the  credit  to  ordinary  business?  Is  that 
the  application  of  the  point  you  put  before  us? — I 
should  say  that  the  banks  are  not  seeking  to  lend 
so  fully;  there  is  not  the  pressure  on  the  banks  to 
lend  when  there  is  a good  opportunity  for  investment. 


Excise  duties  is  usually  to  raise  the  prices  of  the 
commodities  on  which  they  are  levied.  As  a result 
of  the  higher  price  consumption  is  reduced  to  an 
extent  determined  by  the  elasticity  of  demand,  and 
trade  is  correspondingly  restricted. 


as  there  would  be  if  there  were  not.  Banks  have 
to  use  their  money  or  they  cannot  pay  their  way. 
I do  not  say  that  a bank  does  not  meet  any  pressure 
upon  it  to  give  credit.  It  does.  But  this  is  more 
a question  of  tendencies  than  of  anything  that  you 
can  describe  in  definite  figures. 

1761.  Sir  Arthur  Balfour  : It  does  not  seek  to  lend 
to  the  same  extent? — It  does  not  seek  to  lend  money 
to  the  same  extent  as  it  would  if  there  were  not 
equal  facilities  of  investment. 

1762.  Sir  Alan  Anderson : This  would  not  have 
such  a great  effect  on  the  banks  as  a bigger  demand 
from  trade? — Nothing  like  it.  If  there  were  a 
bigger  demand  from  trade,  that  would  have  quite  a 
different  effect  upon  banks. 

1763.  Mr.  Lees-Smith : What  you  were  saying 

seems  to  some  extent  to  modify  or  to  be  antagonistic 
to  what  we  have  already  been  told.  Is  your  general 
conclusion  that  the  existence  of  a large  National 
Debt  diminishes  the  amount  of  credit  that  banks 
will  give? — No. 

1764.  Or  are  you  merely  modifying  that  general 
conclusion  by  certain  exceptional  circumstances? — In 
reply  to  the  questions  put  to  me  I have  endeavoured 
to  state  the  whole  case  as  I see  it.  I have  described 
here  a tendency  which  does  exist  when  there  is  an 
easy  opportunity  for  investment;  and  I point  out 
that  that  easy  opportunity  is  bound  to  exist  under 
present  conditions  in  any  circumstances;  and  there- 
fore I come  to  the  conclusion  that  no  practicable 
alteration  in  the  amount  of  the  National  Debt  is 
likely  to  have  any  effect  on  this  point. 

1765.  But  the  fact  of  the  existence  of  this  National 
Debt  as  a collateral  leads  to  other  results  with  which 
we  are  not  dealing  at  the  moment? — That  affects 
the  direction  in  which  credit  goes.  That  does  not 
affect  the  volume  of  credit. 

1766.  You  are  not  dealing  with  that  point? — Not  at 
all.  The  direction  in  which  credit  goes,  has  nothing 
to  do  with  the  volume  of  credit.  I did  not  deal 
with  the  direction  of  credit,  because  I assumed  the 
Committee  would  not  be  likely  to  think  for  a moment 
that  it  makes  any  difference  in  the  volume  of  credit 
whether  you  lend  to  A or  to  B.  If  A has  got  as 
collateral  Government  debt,  he  may  more  readily  get 
a loan  from  a bank  than  B,  who  has  not,  but  the 
money  will  be  lent  in  either  case;  you  do  not  affect 
the  volume  of  credit,  but  merely  the  direction  which 
the  credit  takes. 

1767.  Mr.  Bowen:  For  the  best  looking  article? — 
Yes.  There  is  no  point  in  the  question  of  Govern- 
ment debt  being  used  freely  as  collateral.  That  does 
not  increase  the  volume  of  credit;  obviously  not. 

1768.  Mr.  Lees-Smith  : If  the  National  Debt  were 
halved,  would  that  have  any  effect  upon  the  volume 
of  credit  that  banks  would  give? — Not  the  slightest. 
The  volume  of  credit  does  not  depend  upon  the  actual 
amount  of  the  National  Debt.  The  basis  on  which 
the  volume  of  credit  essentially  stands  is  the  amount 
of  loans  and  purchases  and  sales  by  the  Bank  of 
England.  It  has  nothing  to  do  with  the  volume  of 
the  National  Debt. 

1769.  Sir  Alan  Anderson : Do  you  think  the 

volume  of  credit  depends  on  the  bank’s  assets? — The 
volume  of  credit  depends  upon  the  cash  resources  of 
the  bank,  and  the  cash  resources  of  the  bank  are  a 
function  of  the  loans  of  the  Bank  of  England. 

1770.  If  the  banks  hold  a lot  of  War  Loan  and  if 
half  of  it  was  taken  away,  they  could  not  give  the 
same  amount  of  credit? — It  would  not  affect  their 
cash.  Their  cash  would  be  the  same. 

1771.  If  they  had  invested  large  sums  of  cash  in 
War  Loan  and  half  of  that  was  taken  away,  without 
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getting  anything  in  return  ? ( Sir  Arthur  Balfour)  : 

Confiscated. — ( Witness ) : If  hhlf  their  War  Loan  were 
confiscated  the  effect  upon  the  balance  sheet  of  the 
bank  would  be  that  their  assets  would  be  reduced  by 
x and  their  liabilities  to  depositors  would  remain  the 
same. 

1772.  Sir  Alan  Anderson  : They  would  be  in  a bad 
wayP — They  would  be  in  a bad  way. 

1773.  So  that  they  would  have  to  reduce  their 
credit? — I think  the  depositors  would  begin  to  draw 
from  them.  They  would  reduce  their  liabilities,  too. 

Of  course  it  is  an  inconceivable  proposition. 

1774.  Sir  Josiah  Stamp  : Take  it  from  the  other 
end,  the  end  that  is  most  familiar  to  us.  Your  trader 
has  a very  large  amount  to  pay  as  a special  levy  or 
tax,  and  it  is  most  convenient  for  him  to  hand  it 
ever  in  the  form  of  War  Loan.  He  has  to  get  that 
from  the  bank,  and  once  his  collateral  is  reduced, 
the  bank  will  not  find  him  such  a good  borrower, 
and  the  credit  in  that  sense  is  said  to  be  reduced  in 
area.  Your  answer  so  far  would  be  that  pro  tanto 
with  the  reduction  of  area  to  him,  there  is  something 
more  for  somebody  else.  Is  that  the  end  of  the 
result  of  the  cancelling,  the  Government  receiving 
that  stock  in  payment  of  taxation  and  cancelling  it? 
— No;  it  is  not  the  end.  The  end  is  that  there  is  a 
transfer  of  credit  from  the  person  who  had  it  before, 
to  somebody  else,  and  presumably,  as  we  assume  that 
the  credit  is  given  first  in  the  direction  where  it  is 
most  wanted,  the  transfer  of  credit  will  be  detri- 
mental, because  A,  who  had  got  it,  can  no  longer 
get  it,  and  A presumably  was  the  best  man  to  get 
it  at  that  moment. 

1775.  Is  there  not,  in  your  judgment,  an  actual 
annihilation  of  the  basis  of  credit? — ‘It  would  depend. 
A customer  has  got  a loan  from  the  bank.  How  does 
he  pay  off  his  loan?  I do  not  see  how  he  does  it. 

1776.  Suppose  that  the  trader  himself  draws  on 
his  own  circulating  capital  for  the  purpose;  he 
lestricts  his  business? — He  has  not  got  money;  he 
has  got  a loan ; he  has  got  a debit. 

1777.  He  may  have  a large  business  employing  a 
certain  amount  of  circulating  capital  in  goods? — He 
sells  goods  to  other  people. 

1778.  He  sells  goods  and  he  restricts  his  business  in 
future.  He  has  been  carrying  on  a larger  business 
on  bank  credit.  Now  he  reduces  the  size  of  his 
business.  That  is  the  primary  effect  on  him? — If  he 
reduces  the  size  of  his  business,  he  will  reduce  the 
size  of  his  business  by  selling  his  goods.  He  sells 
his  goods  to  other  people  and  that  will  reduce  their 
deposits,  and  he  uses  the  money  he  receives  to  pay 
off  his  loan.  Then  there  will  be  a reduction  of  the 
bank’s  liabilities  and  therefore  a reduction  of  the 
bank’s  loans. 

1779.  Sir  Arthur  Balfour  : If  that  was  done  on  a 
large  scale,  it  would  cause  unemployment.  (Mr. 
Bowen)  : No;  because,  I take  it,  the  bank  would 
have  the  money  to  lend  to  somebody  else.  (Witness)  : 
They  would  still  have  the  same  cash.  I do  not  think 
it  would  of  itself  affect  their  resources. 

1780.  Mrs.  Wootton : And  that  cash  ratio  would  be 
more  favourable  for  use  in  other  directions  ? — The 
ratio  would  be  more  favourable  unless  at  the  same 
time  the  Bank  of  England  reduced  its  loans,  which 
it  would  do. 

1781.  Sir  Josiah  Stamp : It  always  comes  back  to 
ihe  Bank  of  England? — It  always  comes  back  to  the 
Bank  of  England.  You  have  to  carry  your  process 
further  and  see  whether  loans  to  the  Bank  of  Eng- 
land would  be  paid  off.  Well,  they  would  be,  and 
that  would  reduce  the  ratio.  But  the  operations 
between  the  customers  and  the  banks  of  themselves 
have  no  effect  upon  the  volume  of  credit;  they  merely 
change  the  direction  of  credit.  What  affects  the 
volume  of  credit  is  what  is  done  at  the  Bank  of 
England.  Now  would  the  effect  of  this  operation 
lead  to  the  reduction  of  loans  at  the  Bank  of  Eng- 
land? Yes,  it  would,  and  in  that  way  it  would 
reduce  credit. 


1782.  Mr.  Bowen  : Would  the  Bank  of  England  be 
affected  by  Government  policy  or  by  some  national 
disaster?  I had  in  mind  the  possibility  of  the  Govern- 
ment deciding  to  embark  upon  some  huge  venture, 
if  you  like,  for  argument,  to  make  a very  big  exten- 
sion of  its  housing  scheme.  Would  the  Bank  of 
England  be  affected  in  that  way;  would  its  credit 
be  affected  or  would  it  affect  its  customers  in  any 
direction? — Probably  if  the  Government  borrows 
heavily,  even  though  it  does  not  borrow  directly  from 
the  Bank  of  England,  the  consequence  would  be  that 
other  people  borrow  from  the  Bank  of  England  and 
therefore  you  would  increase  credit. 

1783.  Sir  Josiah  Stamp : If  the  Government  borrow 
for  the  purpose  of  spending  money  something  which 
has  not  been  taken  from  the  people’s  purchasing 
power  either  by  saving  or  taxing,  then  somewhere  or 
other  at  the  Bank  of  England  there  must  be  expan- 
sion of  credit? — It  must  come  back  to  the  Bank  of 
England;  it  always  does. 

1784.  Even  after  the  coffers  of  the  Treasury  would 
have  suffered  contraction  ? — Yes . It  always  comes  back 
to  the  Bank  of  England.  Therefore,  when  you  are 
considering  whether  there  is  or  is  not  an  increase  of 
credit,  you  must  look  at  the  operations  of  the  Bank  of 
England  and  see  how  the  Bank  of  England  is  affected. 
You  may  take  it  as  invariable  that  when  the  Govern- 
ment borrows  you  get  an  increase  of  loans  at  the  Bank 
of  England.  Market  pressure  forces  people  into  the 
Bank  of  England.  And  equally  when  Government 
repays,  you  get  a reduction  of  loans  of  the  Bank  of 
England  and  a reduction  of  credit.  That  is  unavoid- 
able. I say  in  my  memorandum  that  it  is  not  neces- 
sarily so.  You  can  perfectly  well  argue  a case 
in  theory  in  which  it  would  not  be  so.  If  every  per- 
son in  this  country  spent  on  his  own  consumption  less 
by  an  amount  which  together  would  make  up  what  the 
Government  spends  on  consumption,  there  would  be 
no  change  in  the  volume  of  credit. 

1785.  That  is  a provision  of  the  necessary  borrowing 
out  of  savings  ? — Yes,  but  .that  never  happens,  in  fact. 
It  never  could  happen,  in  fact,  and  though  there  is 
no  direct  borrowing  from  the  Bank  of  England,  or 
even  no  direct  borrowing  from  the  banks,  the  effect  of 
market  pressure  is  always  to  force  borrowers  into  the 
banks  if  there  is  considerable  borrowing  from  the 
public,  because  the  public  borrow  from  the  banks  in 
order  to  lend  to  the  Government,  and  the  banks  take 
money  back  from  the  market,  and  the  market  is  forced 
into  the  Bank  of  England.  That  is  on  the  question 
of  credit.  I do  not  know  if  I should  now  refer  to  the 
next  point,  the  supply  of  permanent  capital. 

1786.  Chairman : You  will  be  asked  questions  on  all 
the  points.  Will  you  proceed  now  with  your 
memorandum? — On  the  question  of  permanent 
capital,  I have  had,  of  course,  to  condense;  it  would 
take  a book  to  deal  with  the  subject  properly.  I 
would  like  to  begin  by  stating  my  conception  of  money 
in  relation  to  capital.  Although  one  ordinarily 
speaks  of  money  as  capital,  and  even  in  what  I have 
written  here  it  is  unavoidable  that  I should  for 
brevity  refer  to  money  as  capital,  I do  not  regard 
money  in  any  sense  as  capital.  Money  is  the  agent 
for  the  creation  or  the  destruction  of  capital,  but  it 
is  not  capital  itself.  If  I have  money  and  I spend  it 
on  production,  it  is  an  agent  for  the  creation 
of  capital;  if  I have  money  and  I spend  it  on  con- 
sumption, it  is  an  agent  for  the  destruction  of  capital. 
It  is  not  capital  in  itself ; and  it  is  quite  obvious  that 
it  could  not  be  so.  Money  is  only  the  resultant,  if  I 
may  so  call  it,  of  a credit  and  debit  account.  Who- 
ever has  money  may  be  said  to  have  a credit  against 
which  somebody  else  has  a debit.  If  I have  £100  in  a 
bank,  I think  of  myself  as  having  £100  of  money;  but 
all  that  I have  is  a debt  from  the  bank  to  me  of  so 
much  money.  The  bank  is  a mere  intermediary,  how- 
ever; somebody  else  owes  the  bank  that  £100;  so  if  I 
were  to  call  my  £100  capital,  the  person  who  owes  the 
bank  £100  would  possess  a minus  capital,  which  can- 
not be.  Even  with  currency  notes  it  is  not  capital, 
because  there  again  you  have  a debt  of  the  Govern- 
ment for  the  currency  notes.  Even  if  you  have 
currency  notes  convertible  into  gold,  again  it  is  not 
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capital.  The  gold  is  capital,  tout  not  the  notes.  Then 
we  get  to  the  next  question  : How  does  the  National 
Debt  affect  the  supply  of  permanent  capital?  I lay 
stress  upon  the  fact  that  the  quantity  of  capital  is 
not  so  important  as  the  use  of  capital.  When  the 
proceeds  of  taxes  are  used  for  the  repayment  of  debt, 
prima  facie  there  is  an  increase  in  the  volume  of 
capital  available  for  trade.  It  is  assumed,  and  I 
think  the  assumption  is  justified,  that  all  the  money 
paid  to  a holder  of  debt  will  be  reinvested  by  him. 
It  is  assumed  that  he  is  an  investor  who  has  saved 
the  money,  and  therefore  will  save  it  again. 
Although  it  might  not  be  absolutely  true,  it  may  be 
assumed  to  foe  so  nearly  true  as  to  be  accepted.  On 
the  other  hand,  money  raised  in  taxes  will  be  partly 
raised  from  money  which  would  have  been  spent  on 
consumption,  and  therefore  to  that  extent  the  capital 
available  for  trade  and  commerce  will  foe  increased. 
The  amount  of  that  increase  diminishes  as  taxation 
rises,  because  as  taxation  rises,  less  is  taken  from 
consumption  and  more  is  taken  from  production,  until 
you  finally  get  to  a point  at  which  all  taxation  is 
taken  from  production  and  none  from  consumption. 

1787.  Mr.  Lees-Smith : On  the  statement  you  are 
making,  that  as  taxation  rises  more  would  foe  taken 
from  savings,  are  you  speaking  from  banking 
experience  or  just  your  general  impression? — Both 
from  banking  experience  and  from  personal 
observation. 

1788.  I should  have  thought  that  you  were  pro- 
nouncing on  a psychological  phenomenon? — No,  it  is 
much  more  than  that.  We  find  that  firms  have  to 
borrow  from  us  to  pay  their  taxes.  That  is  not  money 
taken  from  consumption,  and  the  higher  the  taxation 
the  more  they  borrow  from  us.  We  find  our  debits, 
that  is  our  advances,  go  up  automatically  every  year 
when  the  Income  Tax  is  being  raised.  That  is  a ques- 
tion, not  of  psychology,  but  of  experience,  is  it  not? 

1789.  It  is  a question  in  which  you  are  pronouncing 
judgment  for  a long  run  result  from  only  a short  run 
experience.  I can  understand  during  the  process  of 
the  rising  taxation,  before  firms  and  people  had 
accustomed  themselves  to  a new  system,  these  things 
might  occur;  but  when  you  are  accustomed  to  a new 
system  I do  not  know  that  experience,  up  to  the  pre- 
sent, would  entitle  you  to  judge  what  the  result  would 
be?1 — I quite  accept  the  criticism.  I cannot  say  what 
would  happen  50  years  hence,  but  I can  say  that  in 
the  period  intervening  between  now  and  50  years 
hence  a very  large  number  of  traders  would  be  ruined 
by  high  taxes.  It  is  quite  true  that  I cannot  say 
whether  the  State  which  might  emerge  50  years  hence, 
when  I am  afraid  a great  many  of  us  will  have  passed 
away,  might  be  a happier  and  better  State;  but  I am 
perfectly  certain  that  in  the  interval  those  of  us  who 
were  left  would  foe  in  a worse  condition. 

1790.  You  say  some  would  be  ruined? — A great 
many  would  be. 

1791.  When  you  say  that,  you  are  rather  assuming 
the  rate  at  which  such  a process  would  take  place. 
Suppose  the  process  were  gradual  but  continuous? — 
I am  judging  from  what  I have  seen  in  the  last  six 
years,  and  I see  it  happening  now.  I see  industries 
which  are  on  the  border  line  of  paying  or  not  paying 
driven  over  the  border  line  by  having  to  pay  heavy 
taxation. 

1792.  Sir  Arthur  Balfour : Liquid  assets  being 

absorbed  in  paying  taxes  ? — If  you  reply,  as  it  may  be 
immediately  replied,  that  they  only  pay  Income  Tax 
out  of  their  profits,  and  therefore  they  must  have 
earned  something  before  they  paid,  that  is  not  really 
correct.  Such  an  answer  does  not  really  relate  to 
what  happens  in  trade.  A firm  is  always  using  its 
liquid  resources  in  its  business;  unless  it  is  allowed 
to  have  ample  liquid  resources,  it  cannot  take  advan- 
tage of  the  opportunities  of  the  market,  and  it  can- 
not make  its  way.  Now  if  the  tax  collector  comes  and 
seizes  such  liquid  resources  as  the  firm  has  got,  it  loses 
its  trade;  and  where  the  trader  is  on  the  border  line 
of  success  or  failure  he  is  pushed  over.  As  regards 
Income  Tax  having  to  pay  upon  past  years’  profits — 
whether  it  is  three  years  or  one  year — makes  no 
difference.  The  firm  has  got  to  pay  tax  out  of 


resources  which  it  has  at  the  moment,  and  the  ex- 
haustion of  those  monetary  resources  is  very 
oppressive  to  industry  when  it  is  on  the  brink,  and 
I have  seen  many  firms  go  under.  When  you  go 
through  their  accounts  over  a period  of  years  you  find 
that  what  they  have  had  to  pay  in  taxes  has  been  a 
material  fact  in  their  undoing. 

1793.  Sir  William  McLintock  : Their  profits  must 
have  been  used  for  productive  purposes  at  the  time 
they  were  earned? — That  is  so;  their  liquid  resources 
are  always  being  used  in  their  trade.  Ultimately, 
whether  they  have  made  a profit  or  not  made  a profit 
is  ascertained  by  a valuation  of  their  assets.  At  the 
moment  it  is  a paper  profit  only.  You  take  their 
stock  and  book  debts  as  being  worth  so  much  and  their 
outgoings  and  liabilities  so  much,  and  the  difference 
you  call  their  profit.  But  in  the  course  of  their  busi- 
ness they  may  never  have  been  able  to  realise  that 
in  the  form  of  liquid  money.  Yet  when  they  have  to 
pay  taxes  they  have  to  find  the  money. 

1794.  Sir  Arthur  Balfour  : In  fact,  they  may  have 
owed  the  bank  money  practically  during  the  whole  of 
the  period? — They  do  often  owe  the  bank  money 
during  the  whole  period. 

1795.  Professor  Hall : That  would  mean  that  part 
of  their  profits  has  been  invested  in  the  form  of  fixed 
capital? — No — usually  liquid  capital,  stock  and  book 
debts.  Their  profits  have  gone  back  into  stock  and 
book  debts,  which  is  a condition  of  their  carrying 
on  their  trade  at  all. 

1796.  May  we  assume  then  that  there  was  an 
addition  to  their  liquid  capital  as  the  result  of  the 
profit? — Very  likely  there  would  be  an  addition  for 
the  time  being.  Under  one  condition  of  trade,  prices 
might  be  rising,  and  then  their  stock  and  book  debts 
would  be  worth  more.  When  they  have  to  pay  their 
Income  Tax,  prices  may  have  been  dropping  and  they 
have  to  write  down  all  their  stock. 

1797.  Sir  Arthur  Balfour:  That  is  exactly  what 
happened  under  the  Munitions  Levy  and  the  Excess 
Profits  Duty? — Certainly. 

1798.  We  had  to  come  to  the  31st  August  settle- 
ment to  save  many  of  the  firms  in  the  country? — 
Yes. 

1799.  Sir  J osiali  Stamp : It  is  quite  a separate 
phenomenon,  I think,  from  the  rise  and  fall  in 
prices  ? — I am  only  giving  an  illustration  of  how  their 
book  assets  might  increase. 

1800.  I want  to  clear  up  what  I think  is  a little 
misapprehension.  Borrowing  from  the  bank  to  pay 
taxes  does  not  necessarily  mean  that  the  total  capital 
is  being  reduced.  It  means  that  what  would  have 
been  potential  capital  does  not  come  into  existence 
in  the  hands  of  that  man? — That  is  right. 

1801.  You  are  speaking  now  of  the  case  of  a busi- 
ness where  normally  a man  would  make,  we  will  say, 
£40,000  profit  a year,  and  would  leave  £10,000  for 
ihe  expansion  of  the  business.  He  may  still  continue 
to  leave  £10,000,  because  the  business  demands  it, 
but  he  comes  to  the  bank  and  borrows  £5,000  or 
£6,000,  and  therefore  on  the  balance  he  is  only  £4,000 
or  £5,000  better  off,  and  in  that  sense  his  potential 
capital  is  less? — Yes,  that  is  right. 

1802.  I was  rather  afraid  that  some  of  us  might 
get  the  notion  that  borrowing  from  the  bank  meant 
that  there  was  a capital  reduction? — No,  it  is 
potential  capital.  I do  not  know  if  the  public 
appreciate  what  an  enormous  proportion  of  their 
profit  a young  and  growing  firm  often  put  back 
into  the  business.  I knew  a case  some  years  ago 
of  a man — he  is  not  doing  it  any  longer — who,  when 
the  business  was  making  £40,000  a year,  only  spent 
on  himself  £400,  and  put  back  everything  else,  less 
taxes,  into  his  business.  It  made  an  immense  differ- 
ence to  the  business,  and  consequently  to  the  wealth 
of  the  country  whether  you  took  from  that  man  10s. 
in  the  £ Income  Tax  and  Super-tax  or  whether  you 
took  from  him  Is  in  the  £. 

1803.  Mr.  Lees-Smith  : In  the  cases  you  have  quoted 
of  the  buniaesses  on  which  you  are  building  your 
experience,  apparently  you  have  taken  businesses 
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which  three  years  ago  put  money  into  stock,  and  so 
on,  and  which  have  then  found,  as  the  result  of  the 
fall  in  prices  that  their  stock  has  diminished  in 
Value? — No,  I did  not  mean  to  put  a case  of  that 
sort.  I am  not  dealing  with  great  fluctuations  in 
price.  I am  only  dealing  with  quite  slight  fluctua- 
tions which  may  put  a man’s  profit  up,  though  a year 
hence,  when  he  has  to  pay  his  tax,  the  price  may  have 
gone  down.  In  such  a case  he  has  not  got  the  liquid 
resources  and  he  has  got  to  borrow  to  pay.  I did  not 
mean  cases  of  big  fluctuations. 

1804.  Surely  the  cause  of  his  misfortune  is  the  fail 
in  the  value  of  stock  and  not  taxation.  ( Sir  Arthur 
Balfour)  : Surely  the  real  fact  is  that  he  is  taxed  at  a 
certain  time  on  certain  assets  of  a certain  value  and 
his  assets  then  disappear  and  ne  is  still  left  with  an 
obligation  to  pay  the  taxes  to  Somerset  House? — - 
(Witness)  : That  is  right. 

1805.  Mr.  Bowen : Does  it  follow  that  taxation  is 
responsible  for  the  very  large  majority  of  our 
failures?— I did  not  say  that. 

1806.  You  did  not  say  that,  I agree,  but  we  have 
been  pressed  with  statements  that  very  many  of  these 
failures  are  due  to  high  taxation  ? — Quite  a number 
of  them  are.  Of  course  that  applies  not  only  to 
Income  Tax,  but  to  taxation  which  comes  under  the 
head  of  overhead  charges  and  which  enters  into  the 
cost  of  production. 

1807.  Then,  again,  lnay  I not  put  it  to  you  that 
while  we  quite  accept  your  statement  that  there  will 
be  some  individuals  who  will  put  a large  amount  of 
money  back  into  business,  is  it  not  also  true  to  say 
that  there  are  a large  number  of  individuals 
who  draw  as  much  out  of  business  as 
they  possibly  can  and  who  get  into  difficulty  in  that 
way  ? — There  are  some  who  do,  but  I should  say  that 
a characteristic  of  English  business  is  to  put  back 
into  reserve  as  much  as  possible. 

1808.  Sir  William  McIAntock  : I was  going  to  put  it 
this  way  : that  the  net  effect  is  this  : that  if  there  was 
an  expansion  in  business,  instead  of  the  trader  finding 
the  necessary  capital  out  of  his  accumulated  profits,  he 
borrows  from  the  bank? — Yes,  that  is  right. 

1809.  Sir  Arthur  Balfour : But  if,  on  the  other 
hand,  the  fact  is  that  he  is  not  able  to  keep  the  same 
amount  in  his  business  through  high  taxation,  and 
therefore  is  unable  to  extend  his  business  and  his 
organisation  generally,  that  must  lead  to  reduction 
of  employment? — It  leads  to  a cessation  of  increase  of 
employment,  and  that  is  what  we  are  suffering  from 
now.  There  is  no  reduction  of  total  employment 
compared  with  pre-war,  but  there  is  a cessation  of 
increase.  We  do  not  afford  the  opportunity  for 
increase  of  employment. 

1810.  Mr.  Lees-Smith : The  argument  that  you 
have  been  putting  now  seems  to  me  rather  to  have 
concentrated,  not  on  the  point  specially  of  the  rate 
of  taxation,  but  on  the  fact  that  the  taxation  may 
be  levied  upon  the  value  of  certain  stocks,  which 
value  was  taken  two  or  three  years  before.  That 
is  the  case  you  put? — No.  I would  not  like  to  make 
a mistake  about  that.  The  question  was  put 
to  me  as  to  how  the  figures  could  be  higher  in  one 
year  than  the  other,  and  I simply  said  that  the  rise 
and  fall  in  prices  would  make  a variation  in  the 
return  on  the  balance  sheet.  I make  no  point  about 
it  otherwise.  It  was  merely  explaining  that  point. 

1811.  Professor  Hall : I take  it  that  you  mean  that 
in  some  businesses  continued  expansion  is  a condition 
of  continuation  of  the  business? — Yes,  undoubtedly. 

1812.  And  high  taxation  prevents  that  business 
retaining  such  an  amount  of  capital  as  is  necessary 
for  its  expansion? — That  is  so. 

1813.  Mr.  Hicliens  : And  it  is  not  even  expansion 
only,  is  it?  A business  must  have  new  machinery  to 
keep  up  to  date? — Yes. 

1814.  It  may  not  imply  an  expansion  of  its  busi- 
ness, but  it  does  imply  that  if  it  continues  with 
its  obsolete  machinery  it  will  die  the  death? — Yes. 
Of  course,  this  is  a matter  of  opinion  purely,  and  I 
do  not  speak  of  it  as  anything  but  opinion,  but  1 


think  in  competitive  business  it  is  only  the  expanding 
businesses  which  can  survive.  The  natural  growth  of 
overhead  charges  is  always  going  on.  As  people 
employed  in  the  business  get  older  and  their  salaries 
rise,  the  expenses  are  always  increasing,  and  that  can 
be  met  only  by  drawing  in  new  people  in  an  expanding 
business.  It  need  not  be  so,  but  I think  in  the  actual 
experience  of  life  it  is  only  the  expanding  business 
which  is  able  to  survive. 

1815.  Mr.  Bowen:  Have  you  any  views  as  to  the 
limit  of  taxation  which  we  can  stand?  You  speak 
of  high  taxation,  but  the  word  “ high  ” is  quite  rela- 
tive, of  course? — Quite  relative.  Upon  that  I would 
say  two  things : that  up  to  a point  taxation,  in  my 
judgment,  is  very  largely  a matter  of  custom.  What 
would  have  been  considered  impossible  taxation  30 
years  ago  we  could  to-day  submit  to,  because  we  are 
more  accustomed  to  it,  without  the  same  resentment. 
It  is  only  a relative  term  when  you  speak  of  high  tax- 
ation, and  it  must  be  related  to  what  the  people  gener- 
ally are  accustomed  to  bear.  Taxation,  in  my  judg- 
ment is  too  high  when  any  large  body  of  people  in  the 
country  are  forced  to  borrow  in  order  to  pay  the  taxes. 
That  is  my  test.  I think  taxation  is  too  high.  I 
could  not  say  how  much  it  is  too  high,  but  in  my  judg- 
ment it  is  too  high,  and  I think  the  Income  Tax  and 
Super-tax  make  it  beyond  the  capacity  of  the  tax- 
payer to  meet  his  liabilities,  and  to  save  what  is 
necessary  for  the  expansion  of  our  business  in  world 
competition.  For  that  purpose  taxation  to-day  is  too 
high.  I judge  of  that  because  of  the  great  number 
of  people  I find  who  only  pay  their  taxes  by  borrow- 
ing at  the  bank  and  the  difficulty  they  have  in  repay- 
ing. That  ia  the  best  answer  I can  give. 

1816.  Surely  they  do  pay  off  their  borrowings  from 
the  bank.  They  cannot  accumulate  their  borrowings  ? 
— That  is  quite  true,  but  they  pay  by  absorbing  their 
liquid  resources  during  the  year,  which  prevents  the 
expansion  that  is  necessary.  They  never  can  make 
provision  during  the  year  for  the  tax  which  they  have 
to  meet;  it  is  too  high  for  that;  and  they  are  forced, 
therefore,  to  push  it  forward.  I am  afraid  that  the 
tendency  to  borrow  for  taxation  is  increasing  rather 
than  decreasing,  which  shows  that  the  effort  to  push 
the  tax  forward  is  continuing;  they  are  not  catching 
up  with  the  taxes. 

1817.  Mr.  Bowen : May  I not  put  it  to  you,  that 
there  is  a very  practical  reason  why  they  borrow  for 
the  payment  of  their  taxes.  Most  people  hold  off  pay- 
ing their  taxes  until  the  very  last  minute.  They  use 
their  money  in  various  ways  because  they  have  a 
natural  indisposition  to  pay  money  for  Income  Tax. 
I think  that  is  a very  general  and  understandable 
feeling.  The  result  is  that,  when  the  money  becomes 
due,  borrowings  are  made  from  the  bank  in  order  to 
liquidate  this  particular  liability,  and  these  borrow- 
ings are  met  afteawards  in  the  ordinary  course  of 
business? — It  is  a question  of  degree  always.  I am 
dealing  now,  not  with  private  borrowing,  I am  deal- 
ing only  with  traders,  with  businesses,  firms  who 
■borrow  from  us,  and  who  cannot  meet  their  taxes, 
and  who  have  to  borrow  in  the  first  quarter  of  the 
year  in  order  to  pay  them.  It  is  a question  with  us 
from  our  observation  how  easily  they  can  pay  back 
what  they  have  borrowed  for  the  puipose  of  paying 
taxes. 

1818.  Mr.  Lees-Smith  : Is  not  all  this  that  you  are 
putting  to  us  simply  the  experience  of  a time  of 
slump?  Supposing  taxes  remained  at  their  existing 
level,  do  you  anticipate  that  firms  and  companies  would 
still  borrow  if  we  arrived  at  a time  of  boom  ?— If  any- 
thing, they  would  borrow  more;  because  in  a boom 
their  resources  are  all  being  used  more  in  their  trade. 
We  expect  traders’  accounts  to  run  more  into  credit 
in  slump  times. 

, 1819-  H would  not  then  be  a result  of  high  taxa- 
tion ; it  would  be  one  of  their  forms  of  borrowing.  It 
would  mean  that  instead  of  borrowing  from  you  for 
other  purposes,  they  are  borrowing  for  the  purpose 
of  paying  Inoome  Tax  in  order  to  invest  more  money 
in  their  business? — I am  dealing  only  with  the  ques- 
tion of  when  taxation  is  properly  called  high.  Be- 
cause we  all  agree  it  is  a relative  question. 
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1820.  But  what  is  high? — I say,  first  of  all,  custom 
is  a main  factor  in  determining  whether  taxation  is 
high,  in  the  sense  of  too  high,  or  not.  [Secondly,  I say 
that  taxation  must  be  regarded  as  too  high  when  busi- 
ness firms  are  driven  very  heavily  into  the  bank  in 
order  to  meet  the  taxes,  and  when  year  after  year 
taxes  are  not  paid  out  of  the  accumulated  funds 
which  have  been  put  by  in  the  past,  but  are  pushed 
forward.  That,  1 find,  is  happening  to-day. 

1821.  But  what  I submit  to  you  is  that  when  you 
apply  your  test  to  a time  of  boom  you  come  to  a posi- 
tion in  which  the  reason  for  their  borrowing  is  not 
that  taxation  is  high,  but  is  because  they  wish  to 
borrow  in  order  to  take  advantage  of  the  boom  ? — They 
borrow  more. 

1822.  Then  it  is  not  due  to  high  taxation;  it  is  due 
to  some  other  cause.  I submit  that  the  argument 
shows  that  the  borrowing  is  not  necessarily  always  due 
to  high  taxation,  but  it  is  due  to  the  fact  of  there 
being  a boom? — I take  the  conditions  for  the  last  six 
years.  We  have  had  a boom  and  a slump  and  what 
might  be  termed,  except  in  individual  trades,  normal 
trade.  To-day,  except  in  individual  trades,  over  the 
bulk  of  the  country  we  have  normal  trade. 

1823.  Chairman:  I think  there  are  two  classes  of 
borrowings.  There  is  one  when  firms  borrow  to 
develop  their  trade,  and  there  is  another  when  they 
borrow  to  pay  their  tax? — Yes. 

1824.  Sir  Arthur  Balfour : And  there  is  another  sort 
of  borrowing.  There  is  a borrowing  when  their  trade 
expands  automatically,  and  the  value  of  their  raw 
material  goes  up? — -Yes. 

1825.  Mr.  Lees-Smith : If  you  are  going  to  take  it 
as  a test  that  taxes  are  too  high  when  traders  habitu- 
ally borrow,  then  I venture  to  say  that,  whatever  the 
rate  of  taxation  is,  that  test  will  always  prove  that 
taxes  are  too  high;  because  in  a time  of  boom,  when 
everything  is  going  well  and  when  they  can  well  afford 
to  pay  high  taxes,  traders  will  borrow  more  than  ever  ? 

But  they  are  not  in  a position  to  pay  taxes  then, 

because  their  money  is  in  their  stock,  so  they  have  to 
borrow.  I find  that  in  the  months  of  January, 
February  and  March,  when  Income  Tax  is  going  in, 
our  debits  are  highest,  and  I know  that  those  debits 
are  due  to  taxes,  and  I find  that  every  year,  whether 
there  is  a boom,  or  whether  there  is  a slump.  Now, 
the  question  is,  what  degree  of  increase  in  our  debits 
is  due  to  the  tax ; and  are  firms  able  to  pay  off  these 
debits  readily  out  of  their  profits  ? 

1826.  Sir  Arthur  Balfour:  Is  there  not  another 
very  important  point?  Is  it  not  the  competition  we 
meet  from  other  nations  that  enables  us  to  say  that 
at  a certain  time  the  tax  is  high  or  low?  If  we  had 
no  competition  from  foreign  countries  and  we  got 
high  prices,  we  might  have  then  a tax  whioh  was 
relatively  high,  which  we  could  afford  to  pay,  but 
owing  to  the  world’s  competition,  when  our  profits  are 
out  fine  the  same  percentage  on  the  final  profit  re- 
stricts the  business  tremendously? — It  depends  on  the 
form  of  taxation,  I think,  in  competition  with  the 
world.  The  general  argument  of  a high  Income  Tax, 
whioh  affects  our  trade  generally,  of  course  affects 
us  equally  in  competition  with  the  world,  but  a tax 
like  rates,  which  is  to  be  regarded  as  an  overhead 
charge  and  comes  into  the  expenses  of  production,  is 
a direct  burden  upon  us  in  competition  with  the 
world. 

1827.  We  have  had  a good  deal  of  discussion  as  to 
how  Income  Tax  affects  production,  and  the  cost  of 
an  article  before  it  is  sold,  and  I would  like  to  ask 
you  whether  it  is  not  a fact  that  in  manufactuiing 
concerns  where  all  the  employees,  owing  to  high  taxa- 
tion, have  to  be  paid  a higher  salary,  taxation  affects 
our  competition  with  the  rest  of  the  world? — I think 
it  does — that  is  the  taxation  paid  by  the  employees. 

1828.  That  is  their  taxation,  but  it  has  to  oome  out 
of  our  sales? — -Yes,  certainly. 

1829.  Therefore,  it  affects  our  competition  with  the 

world?—' Yes.  That  is  dealt  with  later  on  amongst 

other  questions. 


1S30.  Mr.  Wootton : May  I come  back  for  a 
moment  to  the  point  about  the  level  of  taxation?  If 
you  take  as  a test  of  whether  taxation  is  excessive  or 
not,  the  extent  to  which  people  borrow  to  pay  it,  and 
if  you  find  that  people  borrow  more  to  pay  it  in  times 

of  boom ? — I do  not  find  that  the  people  borrow 

more  to  pay  taxes  in  a time  of  boom ; they  borrow  the 
same  amount  to  pay  taxes.  Traders  in  businesses 
which  are  booming  borrow  more  for  the  purposes  of 
their  trade  when  trade  is  active,  than  when  it  is  not. 

1831.  I thought  we  understood  you  to  say  they 
borrowed  more  in  a time  of  boom  to  pay  their  taxes, 
because  they  had  not  got  the  resources  liquid? — No. 
In  the  aggregate  they  borrow  more.  When  business 
is  slack  in  any  trade  the  firms  in  that  trade  are  apt 
to  run  into  credit  with  their  banks  instead  of  being  in 
debit.  The  more  trade  is  active  in  a particular  sec- 
tion, the  more  traders  run  into  debit  with  the  banks, 
because  trade  is  always  active  with  rising  prices,  and 
when  prices  rise  it  costs  more  to  buy  stock.  When 
they  find  prices  are  falling  they  do  not  buy  more 
stock,  and  as  they  sell  their  stock  they  come  more 
into  credit  with  the  bank.  They  borrow  in  a boom 
and  in  a slump  equally  for  paying  taxes.  The 
borrowing  goes  on  in  January,  February  and  March, 
and  we  know  it  as  taxation  borrowing. 

1832.  You  are  speaking  of  the  extent  of  borrowing 
for  this  particular  purpose? — Yes. 

1833.  Mr.  Hichens : But  they  would  borrow  any- 
how, whether  the  tax  was  high  or  low? — Yes,  they 
would  borrow  anyhow. 

1834.  Sir  Josiah  Stamp:  The  slight  confusion  that 
seems  to  have  arisen  between  borrowing  for  expansion 
of  business  and  borrowing  for  paying  taxes  is  largely 
a question  of  point  of  view.  For  instance,  Sir  Arthur 
Balfour  would  make  his  profits  and  pay  his  Income 
Tax  and  find  that  he  had  not  got  his  customary 
amount  for  the  expansion  of  business,  and  he  would 
say : “I  must  get  some  more  money  and  I will  go  to 
the  bank  and  borrow  it,”  and  he  would  appear  to  be 
borrowing  for  the  expansion  of  his  business.  I,  on 
the  other  hand,  would  have  put  the  money  that  was 
due  to  the  Government  into  my  business  and  expended 
it  in  the  ordinary  way,  and  later  on,  when  the  demand 
note  came  in,  I would  say  : “I  want  some  money  for 
taxes,”  and  I would  go  to  the  bank  for  it.  They 
are  really  the  same  thing,  but  they  have  a different 
appearance  by  the  time  they  happen.  This  is  a 
phenomenon  that  came  strikingly  before  me  in 
Germany.  If  you  have  a process  of  drawing  the 
taxes  from  business  as  and  when  the  profits  are 
made,  instead  of  waiting  too  long  after  the  period 
when,  they  are  made,  you  drive  all  borrowing  then 
not  into:  borrowing  for  taxes,  but  into  borrowing  for 
the  expansion  of  business.  Supposing  the  mode  of 
Income  Tax  collection  is  one  which  proceeds  monthly 
as  the  profits  are  made,  there  would  be  no  money  to 
be  used  for  normal  expansion.  Then  if  you  find  them 
borrowing,  the  reason  given  for  borrowing  is  be- 
cause the  Government  have  taken  the  money  that  is 
due  to  the  Government  and  paid  it  into  their  bankers, 
and  then  the  business  borrows  it  afterwards  for 
expansion? — Yes,  that  is  so. 

1835.  Sir  Josiah  Stamp:  In  regard  to  the  National 
Debt,  on  Question  No.  2,  are  you  including  Floating 
Debt? — Yes.  It  is  not  the  National  Debt  which 
affects  the  terms  of  capital,  but  the  terms  of  capital 
which  affect  the  price  at  which  the  National  Debt 
stock  can  be  bought.  I have  seen  War  Loan,  for 
■instance,  under  80  and  over  100,  and  the  amount 
of  the  National  Debt  has  been  more  or  less  constant 
the  whole  time.  That  meant  that  the  rate  at  which 
capital  could  be  borrowed  for  trade  purposes  was 
higher  or  lower,  and  as  that  rose  and  fell  the  price 
at°which  War  Loan  could  be  bought  fell  and  rose.  It 
is  not  the  National  Debt  which  governs  the  rate  at 
which  capital  can  be  borrowed,  but  the  rate  at  which 
capital  can  be  borrowed  that  governs  the  price  of  the 
National  Debt.  . 

1836.  This  answer  does  not  apply  to  the  raising  of 
the  National  Debt;  it  is  only  when  it  is  in  existence. 
— When  it  is  in  existence.  I assume  we  are  referring 


MINUTES  OF  EVIDENCE. 


139 


3 July,  1924.] 


The  Right  Hon.  Reginald  McKenna. 


[■ Continued . 


to  what  happens  now,  not  to  what  happened  when  the 
debt  was  being  incurred. 

1837.  Would  the  handling  by  the  Treasury  of  the 
Floating  Debt  portion  not  affect  the  market  rate  of 
interest? — I do  not  think  Floating  Debt  has  any 
immediate  relation  to  the  capital  that  is  raised  in 
business.  Treasury  Bills  are  a money  market 
security.  There  is  no  direct  relation  between  them 
and  the  price  at  which  the  permanent  debt  can  be 
bought. 

1838.  Chairman  : Do  you  want  to  amplify  the  point 
about  debt  repayment  in  Question  3? — I think  it  is 
preferable  to  repay  debt  during  a period  of  prosperity, 
because  the  conditions  are  better.  In  any  circum- 
stances debt  repayment  should  proceed  slowly  on 
account  of  the  displacement  of  capital. 

1839.  Sir  Arthur  Balfour-.  But  it  should  proceed? 
— It  should  proceed.  You  have  to  maintain  your 
credit,  which  you  can  do  only  by  reducing  debt.  You 
will  have  to  borrow  again.  In  the  history  of  the 
world  no  nation  has  ceased  to  borrow,  and  the  best 
method  you  have  to  maintain  your  credit  is  by  re- 
paying debt.  You  do  not  want  to  repay  fast,  because 
in  repaying  fast  you  cannot  avoid  a displacement  of 
capital,  and  that  always  means  putting  capital  into 
hands  which  use  it  less  well.  Therefore  I think  you 
should  pursue  a policy  of  steady  but  slow  repayment. 

1840.  With  a minimum  Sinking  Fund? — I would 
not  fix  a figure.  There  might  be  years  when  you  do 
not  want  to  repay,  owing  to  the  condition  of  trade. 
There  might  be  -one  year  or  two  years  when  it  would 
be  undesirable  to  repay,  because  trade  was  such  that 
you  could  not  afford  it,  and  'it  might  be  more  im- 
portant to  remit  taxation  at  the  time.  In  later 
years  the  revenue  by  reason  of  the  remission  would 
become  more  productive  and  enable  you  to  repay  more 
debt.  Certainly  when  taxation  'is  high  and  is  in  any 
sense  crippling  trade,  it  is  undesirable  to  repay  debt, 
because  the  first  object  is  to  get  trade  good.  After 
all,  I assume,  our  first  common  object  is  to  get  the 
industry  as  productive  as  we  can  in  order  to  afford 
the  maximum  opportunity  for  remunerative  employ- 
ment. 

1841'.  Mr.  Lees-Smith:  Is  not  high  taxation  now- 
crippling  industry? — Taxation  is  high  now. 

1842.  Do  you  consider  it  was  a mistake  for  Mr. 
Baldwin  to  set  up  a Sinking  Fund? — I should  not 
have  set  up  a fixed  Sinking  Fund,  but  I do  not  say  it 
was  a mistake  in  him  to  have  done  it.  There  are  so 
many  things  which  have  to  be  considered.  You  have 
to  satisfy  public  opinion ; you  have  psychology  to  con- 
sider; but  if  I were  dealing  purely  in  the  abstract 
my  object  would  have  been  in  the  first  place  to  have 
got  my  taxation  down  to  a level  which  the  country 
could  afford  without  injury  to  trade — I don’t  mean 
afford  conveniently,  I am  not  wishing  to  pamper  the 
taxpayer,  but  with  sole  regard  to  the  welfare  of 
industry.  I think  then  I should  ultimately  have  got 
a larger  revenue,  which  would  have  enabled  me  to 
repay  debt. 

1843.  Sir  Arthur  Balfour:  Is  not  a Sinking  Fund 
really  a political  necessity? — I think  it  may  be. 

1844.  Because  you  cannot  be  quite  sure  at  any 
given  moment,  owing  to  political  conditions,  that  the 
policy  which  you  would  pursue  as  an  individual  will 
be  continued  ? — Yes.  I think  some  extravagant  person 
might  come  afterwards  and  use  the  revenue  for  pur- 
poses other  than  reducing  debt. 

1845.  Mr.  Lees-Smith : You  sav  a Sinking  Fund  is 
a political  necessity,  but  Mr.  Baldwin,  as  a matter 
of  fact,  argued  it  from  the  point  of  view  of  financial 
necessity? — I do  not  think,  in  the  state  of  British 
credit,  it  was.  I should  not  agree  with  that.  I think 
British  Government  credit  is  so  good  that  if  we  had 
to  raise  another  loan  to-morrow,  people  would  trust 
the  British  Government. 

1846.  Sir  Alan  Anderson : It  is  just  a balance  be- 
tween your  credit  and  the  virtue  of  getting  trade 
going  again  ? — Yes.  You  cannot  make  a hard  and  fast 
rule  for  these  things.  It  is  a matter  of  judgment.  At 
the  present  moment  I should  look  upon  it  as  the  most 
urgent  necessity  for  our  trade  to  reduce  the  burden 
of  taxation.  I regard  that  as  the  first  object. 


1847.  Sir  Josiah  Stamp : And  therefore  you  -would 
increase  the  capital  accumulation? — Exactly. 

1848.  We  have  had  one  witness  who  maintained 
that  one  of  our  troubles  at  the  present  time  is  that 
too  much  is  being  saved? — I think  that  is  wrong.  I 
do  not  think  we  have  a capital  accumulation  in  this 
country  which  would  enable  us  at  this  moment  to 
absorb  the  whole  of  the  unemployed — not  accumula- 
tion existing  to-day,  but  increasing  accumulation. 

1849.  I feel,  from  the  reference  to  the  necessity  of 
capital  being  maintained  for  increasing  trade  and  busi- 
ness, that  you  have  at  the  back  of  your  mind  some 
kind  of  national  minimum  of  annual  accretion,  so  that 
when  you  cut  into  a certain  quantity  you  are  getting 
too  low.  Could  you  give  us  any  information  of  what 
you  think? — No,  there  is  no  figure.  It  depends  on 
the  persons  by  whom  the  money  is  being  used.  If  A. 
is  able  to  save  and  to  put  into  his  business  £10,  Oh. 
year,  that  use  of  capital  by  him  may  mean  great 
employment  and  great  productivity.  If  B.  is  able  to 
save  £10,000  a year,  the  resultant  advantage  might 
be  one-tenth  of  what  it  would  be  in  the  hands  of  A. 
The  evil  of  taxation  is  that  it  takes  money  from  those 
who  are  using  it  best.  You  cannot  fix  a figure  and 
say  you  must  accumulate  so  much.  You  might  be 
able  to  run  the  trade  of  our  country  on  a less  capital 
than  we  have  to-day,  for  all  I can  tell,  if  it  were 
placed  only  in  the  right  hands;  but  when  you  see 
what  a large  quantity  of  the  capital  of  this  country 
is  wasted,  from  its  very  first  use,  you  see  where  the 
difficulty  lies. 

1850.  Mr.  Lees-Smith  : By  the  inefficiency  of  busi- 
ness men? — By  the  inefficiency  of  some  business 
men,  or  of  some  men  who  assume  to  be  business  men, 
but  who  are  not.  By  taking  the  taxation  from  busi- 
ness men,  the  men  who  are  business  men  and  who 
have  proved  themselves  business  men,  because  they  are 
making  good  profits — by  taking  the  money  from  them 
you  are  taking  it  from  the  most  capable  and  trans- 
ferring it  to  assumed  business  men. 

1851.  Sir  Arthur  Balfour : And  restricting  the 
others’  enterprise  ? — Exactly. 

1852.  Mr.  Lees-Smith : I was  wondering  whether 

you  are  thinking  of  a point  that  has  been  brought 
before  us  a good  deal.  At  the  moment  you  are 
assuming  in  this  argument  that  anything  which  is 
taken  from  business  men  and,  we  will  say,  is  spent 
on  the  workers  or  on  Old  Age  Pensions ? — Or  re- 

payment of  debt. 

1853.  That  is  the  point  I want  to  make.  Your 
views  hold  equally  if  the  capital  is  spent  on  repay- 
ment of  debt? — Yes,  it  is  just  as  much  a displacement 
of  capital.  You  see  what  happens.  You  levy  a high 
tax  upon  capable  business  men  who  are  using  their 
accumulations  successfully.  You  reduce  their  power 
to  carry  on.  You  provide  a considerable  sum  of  money 
which  goes  to  the  holders  of  the  debt.  Those  holders 
of  the  debt  will  want  to  reinvest  their  money.  They 
will  not  be  able  to  reinvest  it  in  War  Doan,  because 
that  presumably  is  reduced  in  quantity.  They  will 
have  to  reinvest  their  money,  therefore,  in  other 
businesses.  Every  sort  of  oompany  prospectus  will  be 
brought  out  by  business  men,  or  assumed  business 
men,  and  they  will  subscribe  to  these  new  companies. 
50  per  cent,  of  them  may  be  rotten  and  the  capital 
wasted.  Now  you  have  taken  that  50  per  cent,  from 
the  men  who  are  using  their  money  well  and  you  have 
handed  it  over  to  gentlemen  who  may  be  going  to  use 
it  ill  and  waste  it.  That  is  the  evil. 

1854.  Professor  Rail : That  assumes  that  profits 
are  made  by  business  efficiency,  not  by  monopoly,  of 
course? — Certainly.  Business  efficiency,  which  is  a 
general  rule  in  business. 

1855.  Mr.  Lees-Smith : You  take  50  per  cent,  of 
that,  but  of  course  that  50  per  cent,  may  have  come 
from  saving  on  expenditure.  It  may  not  have  come 
from  capital;  it  may  have  come  from  reduction  of 
expenditure  ? — Consumption  expenditure  ? 

1856.  Yes? — It  could  not. 

1857.  Why  not? — Think  of  the  margin.  There  is 
not  such  a margin  already  at  this  day.  Taxation 
comes  from  something  more  than  consumption. 
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Therefore  additional  taxation  could,  not  come  from 
consumption;  it  must  come  mainly  from  production. 

1858.  Partly  from  consumption? — Yes,  partly  from 
consumption. 

1859.  But  what  has  heen  frequently  put  to  us  is 
that  there  is  no  real  waste  by  this  transference  of 
taxation,  because  A.  was  a business  man  who  would 
have  made  good  use  of  it.  If  that  is  so,  could  not  a 
good  business  man  get  that  money  just  as  well  by  the 
ordinary  process  of  banking? — No. 

1860.  You  do  not  agree  with  that? — No. 

1861.  Would  it  be  particularly  untrue  in  the  case 
of  a little  known  man  in  business  where  people  cannot 
know  his  credit? — Of  course  it  is  particularly  untrue 
there.  The  business  of  the  country  twenty  years 
hence  will  largely  depend  upon  some  few  thousand 
individuals  who  to-day  ‘are  just  making  their  way, 
who  are  going  to  be  the  big  business  men  of  the 
future. 

1862.  It  is  put  to  us  that  if  A.  cannot  get  hold  of 
it  quite  as  readily  as  he  would  if  it  had  been  in  his 
own  hands,  the  same  difficulty  would  not  apply  to 
large  firms  who  are  well  known  and  who  can  raise 
debenture  issues.  A person  sees  these  issues  put  on 
the  market  and  takes  them  up,  and  the  tendency 
therefore  is  to  starve  these  enterprising  individuals 
and  to  put  the  capital  into  the  hands  of  large  con- 
cerns with  well  known  credit? — Undoubtedly,  and 
also  to  play  into  the  hands  of  promoters  of  wild-cat 
schemes.  There  would  be  a perfect  orgy  of  new 
issues,  if  you  were  to  set  free,  for  instance, 
£200,000,000  by  paying  off  War  Loan  to  that  amount. 

1863.  Mr.  Lees-Smith:  Is  it  your  experience  that 
on  the  whole  these  large  concerns  with  well  estab- 
lished credit  are  less  efficient  than  individual  business 
men  ? — No ; you  could  not  generalise  about  that.  A 
good  many  big  firms  are  living  on  their  name,  but 
you  could  not  compare  one  class  with  another  and 
say  that  one  is  more  efficient  than  another.  But  it  is 
the  young  men  that  you  want  to  foster;  it  is  the 
voung  businesses  that  you  want  to  foster. 

1864.  Sir  Alan  Anderson : It  would  seem  that  a 
young  man  who  had  successfully  kept  his  head  up 
demonstrates  that  he  is  a good  business  man,  whereas 
the  man  at  present  in  charge  of  a big  thing  may  not 
be? — Yes. 

1865.  Sir  Arthur  Balfour  : The  young  man  will  take 
charge  eventually? — Yes. 

1866.  Sir  Josiah  Stamp  : But  the  young  man  lias 
to  go  twenty  years  before  he  is  recognised? — That  is 
right;  and  the  future  is  going  to  depend  upon  him. 

1867.  Mr.  Bowen  : You  said  that  industry  depended 
upon  comparatively  few  people.  I think  that  was 
the  phrase  you  used.  That  must  necessarily  cut  out 
a large  number  of  very  able  people.  If  there  are  two 
competitors,  one  may  cut  out  the  other,  but  the 
second  one  may  be  quite  a good  business  man? — I 
think  there  is  room  for  two  in  every  trade,  and  many 
more.  When  I said  that  the  successful  business  of 
the  country  depends  upon  a comparatively  few  people, 
I meant  large  businesses  which  make  a vast  number 
of  small  businesses  possible.  For  instance,  our  shipping 
industry,  our  merchanting  industry,  our  banking  in- 
dustry, depend  for  their  success  on  comparatively 
few  people,  and  upon  them  depends  again  an  immense 
amount  of  the  prosperity  of  the  whole  country  in 
other  businesses. 

1868.  Could  it  not  be  put  in  another  way?  A large 
majority  of  these  gentlemen  are  -dependent  to  a very 
large  extent  on  the  efficiency  of  the  people  who  work 
for  them? — You  cannot  carry  on  a business  without 
the  instruments.  We  could  not  survive  as  a nation 
unless  the  general  level  of  efficiency  were  high,  carry- 
ing that  efficiency  right  do-wn  to  the  lowest  form  of 
labour.  That  is  perfectly  true. 

1869.  Then  when  you  talk  about  the  accumulation 
of  capital,  you  do  not  mean  the  accumulation  of 
capital  in  the  hands  of  comparatively  few  people. 
Would  you  agree  with  me  that  it  is  necessary  to 
see  to  the  maintenance  of  the  efficiency  of  the  people 
who  accumulated  that  capital,  rather  than  to  think 
of  only  a few  people? — I am  not  sure  that  I have 
followed  the  question. 


1870.  The  point  is  that  while  it  is  true  that  the 
accumulation  of  capital  is  necessary  for  the  creation 
of  business,  you  rather  suggest  that  it  must  be  at 
the  disposal  of  a very  few  people  comparatively? 

No,  I did  not  suggest  that. 

1871.  Comparatively  few  people? — No.  I suggest 

that  is  surprisingly  few  people,  compared  with  the  45 
millions,  on  whom  the  successful  continuance  of  the 
business  of  the  country  depends. 

1872.  Sir  Arthur  Balfour : Capital  may.  not  be  in 
their  hands,  but  the  fact  that  they  are  using  capital 
makes  other  people  successful? — Yes. 

1873.  Mr.  Bowen:  With  great  respect,  I am  not 
inclined  to  agree  with  that? — It  is  a generalisation. 

It  is  not  material  really  to  this  discussion. 

1874.  I only  want  to  have  clearly  in  my  mind  your 
idea  of  the  accumulation  or  the  distribution  of  capital, 
as  the  case  may  be.  The  accumulation  of  capital 
may  be  in  the  hands  of  individuals;  it  may  be  in  the 
hands  of  the  State  ; but  would  you  agree  that  if  the 
accumulation  of  capital  was  in  the  hands  of  the 
State  it  could  be  successfully  used? — No,  I am  not 
sure  it  could. 

1875.  Simply,  because  these  individuals  are  neces- 
snrv  ? — Under  the  competition  between  individuals,  the 
man  who  can  use  capital  most  successfully,  survives. 
Now  I know  no  better  test  of  capacity,  generally 
speaking— it  is  not  always  true,  but  generally 
speaking — than  competition. 

1876.  But  you  have  already  told  us  that  there  is  a 
tremendous  amount  of  capital  wasted? — Yes. 

1877.  Who  wastes  it? — The  people  who  induce  the 
public  to  lend  them  money.  They  are  people  looking 
after  their  own  interests.  But  it  is  nothing  like  what 
the  State  would  waste. 

1878.  That  is  controversial? — Yes. 

1879.  Professor  Hall:  On  this  point  of  repayment 
of  National  Debt,  you  say  on  Question  1 (6)  that  re- 
payment o-f  National  Debt,  in  proper  circumstances, 
may  be  advantageous  in  increasing  the  supply  of 
capital  available  for  'business.  What  exactly  do  you 
mean  there  by  “ proper  circumstances  ” — just  a 
reasonable  amount  of  debt  repayment?— -A  reasonable 
amount  and  when  the  conditions  of  the  trade  of  the 
country  warrant  it. 

1880.  In  what  way  exactly  would  it  increase  the 
supply  of  capital? — Because  part  of  the  money  that 
was  used  for  repayment  of  debt  would  be  saved  from 
consumption,  and  the  whole  of  the  money  that  is 
used  for  the  repayment  of  debt  would  be  re-invested ; 
therefore  it  would  increase  the  supply  of  capital. 

1881.  Sir  Josiah  Stamp:  I understood  you  to  mean 
that  the  cutting  edge  of  industry  in  regard  to  the 
future  is  provided  by  a few  business  people? — Yes, 
that  is  a better  expression . 

1882.  There  may  be  many  efficient  business  men 
running  along  normal  lines,  but  the  real  germ  of 
progress  is  in  these  few  men? — Yes,  very  few  men; 
that  is  exactly  what  I did  mean — the  cutting  edge 
consists  of  very  few  people. 

1883.  Sir  William  McLintoch  : Before  you  leave  the 
question  -of  the  repayment  of  National  Debt,  perhaps 
you  would  tell  us  what  do  you  think  of  the  method 
followed  in  respect  of  the  interest  on  National  Savings 
Certificates?  There  is  no  Budget  provision  for 
interest  beyond  the  amount  expected  to  be  paid  in 
the  year.  There  is  provision  by  means  of  the  Sinking 
Fund  for  repayment  of  principal,  but  we  are  informed 
that  the  interest  accumulated  but  not  anticipated  to 
be  paid  in  the  year  is  not  provided? — I think  that 
affords  an  opportunity  for  an  economist  in  the  House 
of  Commons  to  make  himself  heard. 

1884.  Mr.  Lees-Smitli : There  is  one  point  in  your 
evidence  I want  to  be  clear  about,  because  it  is 
always  coming  up.  If  money  is  taken  from,  we  will 
say,  private  businesses,  active  business  men,  and  used 
for  the  repayment  of  debt — I miss  out  the  bogus  com- 
panies, and  so  on,  who  lose  the  money — a large  part 
of  that  money  will  then  go  into  old  established 
businesses  with  firm  credit  who  are  really  playing  an 
honourable  part  in  business.  I presume  the  fact  that 
those  are  playing  an  honourable  part,  the  fact  that 
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they  hold  their  own  in  the  struggle  of  competition, 
shows  that  they  are  efficient.  Do  you  then  consider 
that  it  is  a great  disadvantage  to  industry  to  take 
money  in  taxation  from  the  general  body  of  tax- 
payers, if  that  money  is  repaid  to  the  holders  of  War 
Debt  and  then  invested  in  those  established  firms  of 
well  established  credit?  Do  you  consider  that  it  is 
diminishing  the  industrial  efficiency  of  the  country? — 
Of  course  I may  be  entirely  wrong,  but  I regard 
serious  dislocation  of  whatever  is,  in  the  way  of 
business,  as  bad.  Whatever  a firm  is  accustomed  to 
doing  or  wiiatever  an  individual  is  accustomed  to 
doing,  that  he  can  do  best,  and  if  you  deprive  him 
of  the  power  of  going  on  as  he  is  going  on,  you  are 
injuring  him  and  you  are  injuring  trade  as  a whole. 
Changes,  even  for  the  better,  must  be  adapted  to 
existing  conditions. 

1885.  Sir  Alan  Anderson:  You  are  taking  a risk? 
— And  more  than  a risk.  I think  you  are  bound  to 
injure  business.  Every  business  is  running  to-day  on 
a certain  capital  and  margin  of  liquid  resources.  If 
you  alter  that  and  take  a large  part  away,  you  are 
going  to  injure  them.  You  reply  to  me  : “ In  certain 
cases  I will  return  it.”  You  will  return  it  in  certain 
cases  at  a price,  which  some  of  the  firms  to  whom  you 
are  looking  to  return  the  money,  will  not  be  able  to 
pay.  You  return  in  loan  what  you  have  taken  from 
them  in  taxation,  and  they  will  have  to  pay  on  the 
loan.  In  every  case,  whether  you  give  the  money 
back  as  loan  or  whether  you  do  not,  you  dislocate  the 
business. 

1886.  Sir  Josiah  Stamp:  Is  not  part  of  that  argu- 
ment also  that  where  a man  invests  in  his  own 
business  the  accumulated  profits,  he  has  confidence 
in  himself  and  the  future  of  his  business,  and  even 
though  he  may  see  no  return  on  it  for  a number  of 
years,  it  will  on  go;  whereas  if  he  has  to  borrow  it 
from  the  'bank  and  pay  interest  on  it,  there  is  a 
stopper  at  once? — At  once. 

1887.  Sir  Arthur  Balfour : These  people  have 

already  risked  some  of  their  accumulations,  having 
confidence  in  their  business? — Certainly. 

1888.  And  if  you  cut  them  off  suddenly,  then  you 
would  bring  terrible  disaster  upon  them  ? — ‘Certainly. 
It  is  a dislocation  of  a most  serious  kind,  and  I think 
dislocation  is  bad,  because  whatever  things  are,  they 
are  as  they  are  as  the  resultant  of  innumerable  forces 
Iwihich  have  operated  individually  and  collectively 
upon  the  community  as  a whole.  If  you  suddenly 
introduce  a new  factor  which  is  going  to  alter  the 
relationship  of  every  firm  and  individual  in  the 
country  you  .are  not,  in  my  judgment,  merely  going 
to  run  a risk,  but  you  are  going  to  dislocate  business 
to  a certainty. 

1889.  Sir  J osiafh  Stamp : Like  a temporarity  pro- 
tective duty? — And,  I might  add,  when  it  is  tem- 
porary, like  taking  it  off. 

1890.  Sir  Artliw  Balfour:  And  having  done  that, 
you  would  disgust  a large  number  of  people,  and 
they  would  not  put  forth  the  same  effort  afterwards? 
— -Even  if  they  did,  even  if  everybody  accepted  it 
and  said:  “ This  is  the  'best,  and  50  years  hence  this 
is  going  to  prove  the  best  thing  for  us,”  they  could 
not  help  themselves.  It  would  dislocate  business  to 
such  an  extent  as  to  be  really  ruinous.  I do  not 
want  to  use  extravagant  language,  but  I really  feel 
that. 

1891.  Chairman:  What  is  the  next  point  you  go 
to? — No.  6 was  not  clear  to  me:  “the  receipts  of 
industry,  as  holder  in  the  debt.” 

1892.  Sir  Josiah  Stamp:  The  point  is  that  the  pay- 
ment of  Income  Tax,  when  it  is  for  payment  of 
interest  on  the  debt,  is  no  burden  on  many  businesses, 
because  they  have  been  able  in  the  past  to  accumu- 
late funds  and  put  them  into  the  debt,  and  thus 
they  are  receiving  in  their  profit  and  loss  account 
interest  from  the  debt,  which  helps  in  the  payment 
of  Income  Tax.  That  is  a point  that  has  been  put 
to  us  in  a number  of  cases — that  the  burden  is  only 
apparent? — It  is  either  obvious  or  it  means  something 
that  I could  not  understand. 

1893.  Will  you  tell  us  whether,  as  the  result  of 
your  answer,  you  would  be  in  favour  of  differential 


treatment  of  undistributed  reserves  for  Income  Tax  ? 
— I look  upon  the  undistributed  reserves  of  com- 
panies and  firms  as  the  backbone  of  business,  and  I 
ivould  not  tax  them  in  the  way  they  are  taxed.  They 
have  to  pay  Super-tax  on  them  now,  do  they  notr  . 

1894.  Not  ordinary  public  companies? — Not  public 
companies,  but  private  companies,  pay  iSuper-tax  on 
them.  I think  that  is  a mistake. 

1895.  You  say  that  grounds  of  national  policy  over- 
bear any  uniformity  or  consistency  of  the  tax? — I do. 

1896.  Could  you  give  a scheme  whereby  the  one 
could  be  given  effect  to  without  abusing  the  other? 
— 1 am  afraid  I could  not,  but  I am  sure  you  could. 

1897.  Sir  William  McLintoch  : How  would  you  meet 
the  case  of  a private  trader,  not  being  a limited 
compiany? — A private  trader  pays  Super-tax  on  it. 

1898.  He  would  require  to  get  relief  ? — He  does  not 
get,  and  never  has  got,  relief.  He  ought  to  get 
relief.  It  is  a great  national  mistake  to  take,  for 
the  purpose  of  annual  revenue,  money  which  you  are 
sure  is  going  to  be  used  for  productive  purposes. 
Take  it  when  it  is  being  used  for  consumption. 

1899.  Professor  Ball:  I did  not  hear  your  reply. 
Did  I understand  you  to  say  that  you  would  have  a 
lower  rate  of  taxation  upon  that  part  of  profits  which 
is  put  to  reserve? — I would  distinguish,  if  I could  dis- 
tinguish, between  money  which  is  going  to  be  spent 
upon  production  and  money  which  is  going  to  be 
spent  on  consumption ; and  the  money  which  is  going 
to  be  spent  on  consumption  I would  tax  just  as  highly 
as  the  taxpayer  could  bear,  to  limit  his  consumption ; 
the  money  to  be  spent  on  production  I would  relieve 
ns  far  as  X could. 

1900.  Sir  Arthur  Balfour:  It  is  almost  impossible  to 
different! ate ? — It  is  very  difficult  to  differentiate. 

1901.  Professor  Ball:  You  would  get  hardships  in 
that  way,  would  you  not? — You  would  get  hardships 
if  you  make  the  tax  on  consumption  too  heavy. 

1902.  But  you  would  differentiate  between  a busi- 
ness that  was  enterprising  and  building  up  reserves, 
and  another  that  was  still  more  enterprising,  but 
could  not  get  sufficient  capital  from  its  accumulated 
reserves  and  had  to  borrow  in  the  market? — No,  be- 
cause the  second  one  would  not  be  paying  more. 

1903.  In  this  sense:  that  the  capital  that  is  coming 
in  as  an  investment  is  already  subject  to  taxation? — 
Yes,  in  the  past. 

1904.  And  only,  say,  15s.  6d.  goes  into  the  business, 
whereas  in  the  other  business  £1  goes  into  the  busi- 
ness?— That  is  true. 

1905.  'So  that  because  it  is  more  enterprising  and 
extending  more  rapidly,  that  business  is  at  a slight 
disadvantage,  although  your  object  is  to  encourage 
enterprise? — I think  T do  encourage  enterprise,  be- 
cause the  business  with  the  great  enterprise  will  be 
making  a high  profit^  and  that  profit,  when  it  is 
made,  so  far  as  it  goes  back  into  the  business,  will  be 
relieved  from  taxation. 

1906.  In  the  future? — Yes,  in  the  future. 

1907.  Chairman:  Now  the  next  question?  — 

No.  9 (b)  I was  not  quite  able  to  follow.  My  reading 
of  the  law  is  that  a British  resident  is  liable  to  taxa- 
tion whether  he  invests  abroad  or  at  home.  That  is 
so,  is  it  not? 

1908.  Sir  Josiah  Stamp : Unless  he  goes  abroad  with 
his  money? — He  has  got  to  go  himself ; then  he  would 
not  be  a resident.  Since  I replied  to  this,  I have  en- 
quired further  about  it  and  I was  told  that  I under- 
estimated the  number  of  people  who  go  abroad.  The 
number  of  people  who  live  abroad  now  is  very  large, 
I am  told. 

1909.  Mr.  Lees-Smith : They  would  be  people  with 
small  incomes? — I should  say  they  are  people  with 
small  incomes. 

1910.  The  Chairman : Then  No.  10.  ( Sir  Arthur 

Balfour)  : That  is,  in  another  form,  what  I was  dis- 
cussing with  you : “ Does  Income  Tax  enter  into 
prices,  and  if  so,  how  ” ?— I can  only  think  of  the 
individual  case  of  paying  a foreign  debt,  as  I have 
put  down  in  my  memorandum.  Our  payment  to 
America  undoubtedly  reduces  the  goods  in  this 
country,  and  therefore  undoubtedly  has  an  effect  upon 
prices. 


142 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


3 July,  1924.]  The  Right  Hon.  Reginald  McKenna.  [ Continued . 


1911.  Professor  Hall : The  trader  does  not  include 
Income  Tax  in  his  costings? — No. 

1912.  Sir  Arthur  Balfour : But  is  it  not  the  fact 
that  you  have  to  pay  people  higher  salaries  to  enable 
them  to  live? — That  is  not  due  to  Income  Tax. 

1913.  But  it  is  due  to  their  having  to  pay  high 
Income  Tax? — I would  not  agree  with  that.  It  is 
due,  perhaps,  to  their  paying  more  for  the  commodi- 
ties which  they  use.  It  may  he  due  to  indirect  taxes 
which  raise  the  cost  of  living.  For  instance,  the  re- 
duction of  the  Sugar  Duty  has  reduced  the  cost  of 
living,  as  we  see  in  the  index  figures. 

1914.  Take  any  business  to-day  in  this  country ; you 
have,  perhaps,  a staff  of  100  people.  Before,  with  a 
high  tax,  you  were  paying  them  £10,000  a year ; now 
they  cannot  live  on  £10,000  a year,  because  they  are 
paying  high  Income  Tax;  it  is  now  £15,000  a year. 
Do  you  mean  that  that  does  not  enter  into  the  sale 
price  of  your  goods  and  hinder  your  competition 
abroad? — I do  not  think  so. 

1915.  We  find  that  it  does? — Your  staff  gets  £225 
a year  free  and  they  only  pay  2s.  3d.  on  the  next 
£225.  A man  with  £450  would  not  pay  very  heavily. 
It  is  difficult  to  see  that  Income  Tax  prevents  him 
from  living. 

1916.  It  does  in  effect,  hut  I agree  that  there  is 
other  taxation  ? — I think  rates  are  a very  heavy 
burden. 

1917.  Chairman : On  No.  12  do  you  wish  to 

amplify  your  reply  regarding  Death  Duties,  on  which 
we  have  had  many  views? — I suppose  a great  many 
people  say  that  Death  Duties  do  involve  destruction 
of  capital. 

1918.  Sir  Josiah  Stamp:  We  had  one  eminent 
banking  witness  who  held  that  very  strongly? — 1 am 
sorry  to  disagree  with  a colleague,  hut  I cannot  see 
how  the  payment  of  Death  Duty  can  destroy  capital. 
Evidently  he  is  using  the  word  in  a different  sense  to 
that  in  which  I am  using  it. 

1919.  No.  We  pursued  it  to  see  whether  he  was, 
hut  he  had  the  conviction  that  capital  is  absolutely 
annihilated  by  payment  of  Death  Duties? — I cannot 
see  how,  hut  perhaps  I am  wrong. 

1920.  Chairman:  Do  you  think  that  they 

should  he  used  to  meet  the  expenditure  of  the  year 
or  to  reduce  the  National  Debt? — I should  use  it  as  it 
is  used  now,  as  revenue,  and  out  of  the  revenue  I 
should  make  adequate  provision  in  suitable  times  for 
the  reduction  of  debt.  Why  should  you  hamper  your- 
self? The  resources  are  coming  in;  why  lay  down  an 
arbitrary  rule  which  might  prevent  your  using  the 
money  to  the  best  advantages. 

1921.  Are  not  Death  Duties  often  described  as  capi- 
tal and  the  other  taxes  as  revenue? — I do  not  see  any 
difference.  The  only  reason  why  Death  Duties,  as  far 
as  I can  make  out,  are  ever  described  as  capital  is 
because  they  are  levied  qn  the  basis  of  a capital  value. 
You  have  to  make  an  assessment  of  capital  value 
instead  of  taking,  as  in  the  oase  of  Income  Tax,  a 
known  value  of  the  income  received.  It  is  merely  a 
question  of  the  estimate  and  the  basis  of  reckoning  it. 

1922.  Sir  Alan  Anderson : I suppose  also  an  indi- 
vidual might  not  have  made  an  income  in  the  year 
sufficient  to  pay  Death  Duties,  and  part  of  the  estate, 
which  comers  from  the  accumulated  profits  of  past 
years,  has  to  be  sold.  In  that  sense  it  is  paid  out  of 
capital? — It  is  only  a transfer  of  capital.  If  I have  a 
plant  and  the  Government  assess  me  to  pay  £100,000, 
and  I have  no  other  means  of  paying  it  except  by 
selling  that  plant,  somebody  else  will  own  the  plant; 
there  is  no  reduction  of  capital. 

1923.  Sir  Arthur  Balfour : Then  you  come  back  to 
the  upsetting  of  the  use  of  the  capital  in  the  place 
where  it  is,  which  you  have  been  arguing? — Yes,  hut 
I am  only  dealing  here  with  the  point  that  it  does 
not  involve  destruction  of  capital.  It  may  involve 
transfer  of  capital. 

1924.  And  damage  its  use? — It  may  do  that,  but  the 
plant  and  the  buildings  are  there  still,  and  that  is 
what  capital  consists  of. 

1925.  Sir  Josiah  Stamp:  The  man  who  has  done  so 
well  out  of  it  and  who  ought  to  he  encouraged  is  dead? 
— That  is  so. 


1926.  Sir  Alan  Anderson  : His  business,  which  you 
wish  to  maintain,  has  to  part  with  some  of  its  capital. 
From  the  national  point  of  view  it  is  paid  out  of 
income  because  someone  else  has  to  buy  it? — I think 
in  practice  this  is  not  really  so  serious  a matter; 
because  the  number  of  large  private  businesses  likely 
to  be  involved  heavily  by  Death  Duties  is  small. 
Most  big  businesses  are  public  companies,  in  which 
case  the  payment  of  Death  Duties  has  nothing  to  do 
with  them. 

1927.  Sir  Josiah  Stamp:  Do  you  as  a banker  have 
people  coming  to  you,  as  a matter  of  fact,  to  borrow 
money  rather  than  spoil  a good  business  by  the  pay- 
ment of  Death  Duties? — Of  course  there  are  very  large 
loans  from  us  to  pay  Death  Duties — temporary  loans. 
The  personal  difficulty  to  a family  where  a great  estate 
falls  in  is  enormous,  but  it  is  not  a national  difficulty 
or  a business  difficulty. 

1928.  Sir  Alan  Anderson : Except  that  it  does  make 
it  still  more  difficult  to  maintain  the  control  of  these 
private  firms,  does  it  not,  and  you  have  a great  many 
very  valuable  firms  ? — Yes,  we  have  a certain  number. 

1929.  And  you  do  not  want  to  disturb  them,  forcing 
them  to  go  to  an  outside  capitalist? — I think  most  of 
them  make  provision  for  it  in  advance. 

1930.  Mr.  Bowen : There  would  be  a normal  dis- 
turbance, if  I may  use  the  word  “normal  ” in  this 
sense,  on  the  demise  of  any  individual  interested  in 
a concern? — Yes. 

1931.  Therefore  the  disturbance  caused  by  Death 
Duties  is  simply  a relative  term,  after  all?; — Yes.  I 
think  the  Death  Duties  impose  great  hardship  and 
inconvenience  upon  the  individual. 

1932.  That  would  apply,  would  it  not,  to  any  indi- 
vidual affected  by  a will? — Undoubtedly.  The  man 
who  is  cut  out  of  a will  suffers  more  than  the  man 
who  is  left  property  by  a will,  with  all  its  inconveni- 
ences— particularly  if  he  has  borrowed  in  advance 
on  his  expectations. 

1933.  Sir  Charles  Addis : In  the  third  paragraph 
on  Question  1 (a)  you  state  that  when  the  ratio  of 
cash  deposited  is  above  the  minimum,  banks  increase 
their  loans.  Is  it  business  loans  that  you  have  in 
view  there? — It  may  be  loans  in  business,  it  may  be 
purchase  of  hills,  it  may  be  short  money  loans  on  the 
money  market.  Banks  will  use  their  money. 

1934.  Would  investments  be  included? — Presumably 
in  the  ordinary  practice  I do  not  think  any  bank 
would,  on  the  morning  that  it  discovers  that  it  has 
got  an  unnecessary  amount  of  money,  be  so  likely  to 
invest  as  either  to  lend  its  money  on  the  market  or 
to  buy  bills. 

1935.  They  would  push  out  in  every  direction  until 
they  came  down  to  their  money  minimum? — They 
would  use  their  surplus. 

1936.  So  that  the  volume  of  credit  might  be  affected 
by  the  state  of  trade  at  the  time.  There  might  he 
unwilling  borrowers  for  trade  purposes  ? — I have  never 
known  a condition  under  which  you  could  not  put 
your  money  out.  I suppose  every  bank  every  morn- 
ing sees  what  money  it  has  available  for  use,  so  that 
it  may  not  be  carrying  a larger  amount  of  money  not 
earning  than  it  need. 

1937.  There  may  be  a competition  between  the 
Government  on  the  one  hand  and  trade  on  the  other, 
and  there  may  be  Treasury  Bills  on  the  one  hand  and 
commercial  bills  on  the  other? — Yes.  I have  never 
known  a condition  in  which  you  could  not  use  the 
money. 

1938.  You  mean  that  there  are  always  commercial 
people  who  are  bidding  for  money? — In  varying 
degrees  there  are  always  people  who  will  borrow 
money  and  will  promise  to  repay.  Good  borrowers 
might  not  always  be  so  easy  to  find. 

1939.  Less  demand? — Less  demand,  but  you  will 
always  be  able  to  use  your  money. 

1940.  With  regard  to  the  effect  of  funding  Treasury 
Bills  by  the  issue  of  Treasury  Bonds,  may  we  take  it 
that  the  withdrawal  by  customers  of  bank  deposits 
for  investment  in  bonds  and  the  repayment  of  bills 
held  by  banks  would  result  'in  an  increase  of  cash  in 
the  banks? — It  would  depend  whether  it  was  accom- 
panied by  a repayment  of  debt  to  the  Bank  of 
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England.  What  happens  is  this.  When  the  hanks 
have  more  than  their  usual  ratio  of  cash  to  deposits, 
they  are  free  lenders,  and  banks  lending  freely  lend 
at  a lower  rate.  There  are  a number  of  firms  who 
are  customers  of  the  Bank  of  England  and  also 
customers  of  the  banks,  and  when  the  banks  are 
pushed  to  lend  more  freely  because  they  have  got 
surplus  money,  these  customers  pay  off  their  loans  at 
the  Bank  of  England  and  borrow  'instead  at  the 
banks,  and  the  result  is  that  you  get  automatically 
a reduction  in  loans  from  the  Bank  of  England — not 
Government  loans  but  private  traders’  loans.  This 
reduction  of  loans  absorbs  the  surplus  cash  which  the 
banks  have  got,  because  every  repayment  of  a Bank 
of  England  loan  reduces  the  banks’  cash. 

1941.  The  bank  would  have  the  money  on  deposit; 
it  would  depend  what  'it  did  with  the  cash,  whether 
it  paid  off  the  loan  to  the  Bank  of  England  or  whether 
it  bought  bills.  Is  that  so  or  not? — No,  it  is  not  a 
question  of  the  banks  paying  off  a loan.  The 
customers  borrow  from  us  and  draw  upon  their 
deposits  with  us,  and  buy  bonds,  and  the  Treasury 
use. the  money  they  get  from  the  sale  of  the  bonds  to 
pay  off  Treasury  Bills  held  by  the  banks.  The  effect 
of  that  operation  is  to  reduce  banks’  deposits,  but  to 
give  them  a ratio  above  their  normal  cash  ratio.  The 
banks,  having  a more  than  normal  cash  ratio,  are 
immediately  lenders,  and  their  first  field  for  lending 
is  in  the  money  market  in  the  largest  sense.  By  the 
money  market  I mean  not  merely  the  bill  brokers  but 
also  other  borrowers  who  are  in  the  habit  of  borrow- 
ing from  the  Bank  of  England.  As  the  banks  are 
lenders,  they  offer  their  money  at  a cheaper  rate. 
Perhaps  if  the  rate  the  day  before  had  been  3J  they 
may  now  be  willing  to  offer  their  money  at  3i  or  3. 
Money  being  obtainable  readily  from  the  banks,  firms 
which  had  been  borrowing  from  the  Bank  of  England 
pay  off  their  loans  at  the  Bank  of  England  and 
borrow  the  money  at  the  banks  instead.  When  they 
pay  off  their  loans  at  the  Bank  of  England  the  gffect 
of  the  repayment  of  the  loan  at  the  Bank  of  England 
is  to  reduce  the  total  of  cash,  and  to  restore  the 
banks’  normal  ratio  of  cash  to  deposits.  The  total  of 
the  cash  being  diminished,  the  banks  are  not  able  to 
lend  any  more,  and  their  deposits  remain  reduced. 

1942.  That  would  be  true  in  a case  where  a loan  at 
the  Bank  of  England  was  paid  off,  but  not  unless? — 
That  is  so.  In  practice  the  money  which  is  taken  in 
bonds  and  used  to  pay  off  Treasury  Bills  is  partly 
used  in  the  repayment  of  Bank  of  England  loans,  and 
has  always  a tendency  to  reduce  bank  deposits. 

1943.  On  Q.  1 ( b ) you  suggest  that  when  holders  of 
debt  are  paid  off,  the  effect  will  be  to  increase  the 
amount  of  capital  available  for  use  in  business  by  the 
amount  withdrawn  from  consumption,  and  later 
you  go  on  to  say  that  repayment  of  National  Debt  in 
proper  circumstances  may  be  advantageous  in 
increasing  the  supply  of  capita]  available  for  business? 
— Yes. 

1944.  Have  you  in  view  there  the  use  made  of  the 
money;  that  is  to  say,  the  use  of  the  funds  proceeding 
from  debt  redemption,  and  that  it  may  be 
advantageous  if  it  passes  from  less  productive  to  more 
productive  hands,  and  vice  versa  when  the  other 
change  takes  place? — I am  assuming  that  a part  of 
it  is  taken  from  consumption  and  that,  however  used 
in  production,  it  will  not  be  less  useful  than  it  was 
when  used  in  consumption.  Where  taxation  is  largely 
drawn  from  consumption,  debt  redemption  is  good, 
because  however  badly  the  money  may  be  used  in 
production  hereafter,  it  cannot  be  worse  used  in  the 
economic  sense  than  when  used  in  consumption. 
Therefore  I say  it  is  good,  in  proper  circumstances,  to 
repay  debt. 

1945.  You  may,  for  example,  invest  it  in  gilt-edged 
securities? — Then  somebody  else  would  sell  them. 

1946.  But  that  would  be  to  the  detriment  of 
business? — No,  if  a person  whose  Government 
security  is  paid  off  invests  the  money  in  another  gilt- 
edged  security,  then  the  previous  owner  of  the  gilt- 
edged  security  has  got  the  money  now.  That  money 
has  to  be  invested' in  some  new  form  of  investment. 


1947.  The  tendency  will  be  to  create  a greater 
demand,  will  it  not,  for  things  of  that  sort  rather  than 
an  industrial  investment? — You  must  get  a new 
investment.  It  will  send  up  the  price  of  investments, 
but  the  seller  gets  the  higher  price.  You  do  not  reduce 
the  amount  of  money  available  for  investment;  you 
merely  transfer  it,  until  ultimately  it  comes  to  some- 
body who  puts  it  in  a new  industrial  or  a new  foreign 
or  municipal  loan.  Whenever  the  debt  is  repaid, 
the  money  from  that  repayment  has  to  find  ultimately 
a home  in  some  new  investment,  unless  it  is  used  to 
repay  a bank  loan. 

1948.  So  that  your  view  is  that,  though  there  might 
be  a little  friction  in  the  process,  the  final  result 
would  be  that? — Yes.  As  a matter  of  fact  of  course 
the  man  who  had  got  War  Loan  and  received  his 
money  back,  probably  would  put  his  money  into  some 
other  existing  gilt-edged  security.  I agree  that,  but 
then  the  seller  of  that  gilLedged  security  has  to  put 
his  money  somewhere ; and  it  might  go  through  fifty 
hands  before  it  finds  its  ultimate  home  in  some  new 
security. 

1949.  And  that  is  the  economic  loss  of  the  trans- 
action?— I do  not  think  it  would  take  any  long  time 
to  find  its  ultimate  home.  The  investor  invests  his 
money  at  once,  and  then  the  seller  of  the  investment, 
which  our  man  under  discussion  buys,  will  reinvest  his 
money  at  once.  Nobody  leaves  his  money  idle.  I 
may  call  it  investment  if  he  leaves  it  on  deposit  at 
his  bank,  because  the  bank  uses  it ; it  is  always  being 
used. 

1950.  But  in  general  it  would  not  take  long,  in  your 
view,  before  the  money  would  flow  back  into  industry? 
— No;  it  would  come  back  immediately.  Money  is  not 
left  idle,  because  if  it  is  left  with  the  bank,  the  bank 
uses  it. 

1951.  The  loss  would  be  passing  from  more  produc- 
tive to  less  productive  hands  ? — There  might  be  a loss 
in  passing  from  hands  which  are  accustomed  to  use  it 
to  hands  about  which  there  is  a risk. 

1952.  It  might  fall  into  less  efficient  hands? — Yes. 

1953.  On  Question  1 (6),  with  regard  to  the  in- 
fluence of  taxation  upon  trade,  you  say : “ It  is 

obvious  that  if  taxation  is  carried  to  extremes  there 
will  be  no  saving  at  all.”  I understand  that  your 
opinion  is  that  we  have  reached  the  limit  of 
taxation,  if  we  have  not  passed  it,  at  the  present 
time? — I think  we  have  passed  it.  I think  taxation 
is  too  high  for  the  proper  conduct  of  industry  to- 
day. I go  further  and  I think  a lower  rate  of  taxa- 
tion would  be  more  remunerative. 

1954.  That  would  be  because  of  the  increasing 
business  that  will  result? — Yes,  I think  a 10  per 
cent,  reduction  of  taxation  might  result  in  more 
than  10  per  cent,  increase  in  the  volume  of  taxable 
business. 

1955.  Professor  Hall : All  taxes,  or  Income  Tax  p 
— I should  say  all  taxes,  Customs  duties  and  Excise 
duties  as  well. 

1956.  Sir  Charles  Addfs : It  has  been  put  to  us 
by  more  than  one  witness  that  at  the  present  time 
the  production  of  this  country  is  working  up  to  the 
limit  of  its  present  capacity  to  absorb  capital.  Do 
you  agree  with  that  view? — No,  I do  not  think 
I could  agree  to  that.  Do  you  say,  at  the  present 
moment  working  up  to  its  capacity? 

1957.  It  has  been  pointed  out,  for  example,  that 
there  is  no  evidence  whatever  of  any  shortage  of 
capital,  that  any  business  which  required  a credit 
could  obtain  it,  but  that  it  is  really  not  required  at 
the  present  level  of  production? — You  are  speaking 
of  credit  now,  not  of  capital.  I do  not  think  I 
should  agree  with  that.  I think  capital  shortage, 
for  instance,  in  our  iron  and  steel  business  to-day, 
is  very  great.  Taking  our  iron  and  steel  business 
generally,  their  plant  is  not  the  best,  and  you  want 
new  capital  possibly  to  the  value  of  £30,000,000  in 
this  country,  which  they  cannot  get. 

1958.  Would  that  be  fixed  capital  standing  idle? 
— I should  not  say  outside  the  iron  and  steel  business 
there  is  much  of  our  capital  standing  idle.  There 
is  shipping,  but  otherwise  I would  not  say  so. 
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1959.  Mr.  Lees-Smitli:  And  cotton? — That  is  due 
to  a shortage  of  material.  It  is  a matter  which  you 
know  more  about  than  I do,  but  I think  if  the 
cotton  crop  is  good,  there  will  be  no  short  time. 

1960.  And  engineering? — I do  not  know  that  the 
new  machinery  trade  is  doing  badly  ae  a whole.  Iron 
and  steel  are  doing  badly. 

1961.  There  are  8 per  cent,  unemployed  in  the 
engineering  trades? — Is  that  so?  Is  employment  in 
engineering  very  low?  ( Sir  Josiah  Stamp) : Certain 
branches  of  it. 

1962.  Sir  Alan  Anderson  : Shipbuilding? — Ship- 

building is  bad.  Iron  and  steel  and  shipbuilding — in 
that  head  of  engineering,  employment  is  bad.  But 
if  you  take  off  their  percentages  from  the  total  of 
unemployment,  other  trades  are  not  much  above  the 
normal. 

1963.  Sir  Charles  Addis:  To  put  the  question  in 
another  way,  what  is  the  relative  degree  of 
importance  to  be  attached  to  the  effect  of  taxation 
in  hampering  recovery  of  trade,  and  to  general 
causes  such  as  the  impoverished  state  of  Europe,  the 
uncertainty  of  the  exchanges,  the  state  of  our 
currency,  and  so  on.  Can  you  form  any  idea  with 
regard  to  the  relative  importance  of  those  causes? — 
I should  think  taxation  is  perhaps  a more  important 
factor  than  the  others.  The  condition  of  Europe 
would  not  necessarily  cause  continuous  unemploy- 
ment in  this  country.  A bad  external  condition  may 
reduce  the  standard  of  living  and  the  standard  of 
profit,  but  it  would  not  necessarily  cause  unemploy- 
ment. It  reduces  our  power  to  acquire  wealth  but 
it  does  not  necessarily  mean  that  our  trade  will  not 
go  on. 

1964.  It  might  diminish  the  volume  of  the  export 
trade? — Yes,  but  a large  amount  of  trade  which  we 
carry  on  with  foreign  nations  we  could  do  at  home, 
though  less  prosperously.  The  effect  of  the  disloca- 
tion of  the  foreign  market  is  to  drive  us  more  into 
internal  trade;  our  internal  trade  becomes  a larger 
proportion  of  our  whole  trade.  That  means  that  we 
have  to  suffer  a reduction  of  prosperity;  since  we 
carry  on  the  external  trade  because  it  is  more  profit- 
able to  us.  We  could  make  at  home,  and  we  do 
now  make  at  home,  a great  many  things  which  we 
used  to  buy  abroad  because  they  were  cheaper 
abroad.  If  we  buy  them  at  home  now  because  we 
have  not  got  the  foreign  trade,  we  are  less 
prosperous,  less  well  off,  but  we  are  still  trading. 
The  dislocation  of  foreign  markets  which  reduces  our 
foreign  trade  has  influence  in  extending  our 
domestic  trade.  The  state  of  Europe  will  certainly 
make  us  poorer,  but  need  not  cause  permanent 
unemployment  here. 

1965.  If  you  diminish  the  volume  of  our  foreign 
trade,  the  first  result  will  be  to  increase  unemploy- 
ment. The  number  of  people  who  are  engaged  in 
that  will,  primarily  at  least,  increase,  and  until 
the  internal  trade  is  able  to  absorb  them,  you  will 
have  a period  of  unemployment? — Certainly,  but  the 
internal  trade  can  always  do  more  than  it  is  doing. 

1966.  But  there  is  a change  from  the  export  to 
the  internal  trade  which  must  result  in  a certain 
amount  of  unemployment? — Yes,  I agree,  but  for 
causes  of  continuous  unemployment  we  must  look 
elsewhere.  We  get  into  a vicious  circle.  If  a manu- 
facturer or  merchant  thinks  that  prices  are  going 
to  fall,  he  will  not  manufacture  or  buy  for  stock. 
The  manufacturer  reduces  his  output  and  dismisses 
some  of  his  workpeople.  When  the  workpeople  no 
longer  are  receiving  wages,  they  are  no  longer  con- 
sumers of  goods  to  the  same  extent  and,  demand 
declining,  prices  fall.  The  manufacturer  who  antici- 
pated that  prices  were  going  to  fall  is  justified  in 
his  anticipation,  and  you  have  unemployment.  If  by 
any  possible  means  you  could  get  people  back  into 
employment,  they  would  immediately  be  receiving 
wages  and  would  be  consumers  of  goods  ; they  would 
be  taking  goods  off  the  counter  and  their  money  would 
be  coming  back  to  the  manufacturers  who  would  think 
prices  were  going  to  rise  again  and  would  make  for 
stock.  With  no  other  change  except  the  psychological 


change,  you  would  have  improving  instead  of  declining 
trade.  I believe  that  trade  psychology  is  most 
affected  by  policy  in  regard  to  credit  and  money. 
If  you  pursue  a policy  of  deflation  and  declare  that 
you  are  going  to  send  down  prices,  the  manufacturer 
and  the  merchant  immediately  stop  buying.  They 
stop  buying  because  they  would  lose  money.  If  they 
wait  they  can  buy  cheaper.  If  they  buy  now,  when 
they  come  to  sell  their  goods  prices  will  be  lower  and 
they  will  lose.  I hold  the  view  that  a declared  policy 
of  continuous  deflation  is  certain  to  cause  unemploy- 
ment. 

1967.  Sir  Arthur  Balfour : Our  export  trade  was 
falling  because  we  could  not  get  orders  at  the  then 
prices.  Were  we  not  compelled  to  send  down  prices 
in  order  to  enable  us  to  do  our  export  trade  ? — Prices 
rose  to  an  extravagant  height,  from  which  it  was 
quite  right  to  bring  them  down.  But  there  was  no 
ground  for  a settled  policy  of  deflation. 

1968.  They  might  have  dropped  very  quickly  with- 
out injury  to  trade.  It  is  the  continuous  forcing 
down  of  prices  over  a long  period  with  the  expectation 
in  the  manufacturer’s  and  merchant’s  minds  that  the 
prices  are  going  to  fall,  which  causes  unemployment. 
Is  it  the  rate  at  which  they  fell  or  that  they  would 
have  fallen  in  any  case? — They  would  have  fallen 
in  any  case. 

1969.  Is  it  not  the  fact  that  the  bitter  experience 
of  that  destroys  confidence  in  the  trade,  and  that 
brings  you  back  to  your  point  that  it  is  ivant  of 
confidence  in  buying? — It  is  the  want  of  confidence  in 
buying  which  has  existed  now  for  several  years,  and 
that  want  of  confidence  is  increased  by  the  feeling 
that  we  may  go  on  deflating.  I think  if  you  could 
get  that  out  of  the  mind  of  the  manufacturer  and 
merchant,  you  would  get  him  to  go  in  for  stock.  T 
do  not  say  that  you  should  get  into  his  mind  that 
we  are  going  in  for  a policy  of  inflation;  inflation 
and  deflation  are  each  as  bad  as  the  other.  You 
cannot  get  rid  of  unemployment  until  you  get  out 
of  the  manufacturer’s  mind  the  notion  ; “ If  I take 
the  risk  I am  certain  to  be  caught.” 

1970.  Sir  Charles  Addis  : If  I may  return  to  the 
question  of  the  effect  of  taxes  upon  trade : if  the 
general  conditions  were  favourable  to  an  increase  in 
trade,  would  the  existing  level  of  taxation,  in  your 
view,  seriously  hamper  or  restrict  the  restoration? — 
I think  the  present  level  of  .taxation  hampers  the 
active  progressive  man  very  much,  and  that  is  the 
man  on  whom  you  have  to  rely  for  prosperity. 

1971.  That  is  generalisation.  You  would  say  that 

taxation  is  a primary  cause,  or  one  of  the  primary 
causes,  of  the  depression  in  trade,  and  that  unless 
it  is  removed,  restoration  is  impracticable.  Is  that 
putting  it  too  strongly? — As  I regard  it,  one  of  the 
causes  of  the  present  depression  in  trade  is  the 
psychology  of  the  merchant  and  manufacturer.  I 
think  the  existence  of  heavy  taxation  is  an 
additional  element  in  his  depressed  psychology.  He 
is  always  feeling  the  weight  of  it:  he  has  no 

buoyancy. 

19*72.  So  that  in  your  view  the  two  factors  required 
for  the  restoration  of  trade  are,  first,  an  increase  of 
prices;  and  secondly  a decrease  of  taxation? — “What 
is  required  is  absence  of  fear  that  prices  are  going 
to  be  driven  down. 

1973.  Will  a rise  in  prices  be  the  outward  and 
visible  sign? — No;  stability  in  price. 

1974.  Is  not  a rise  in  price  more  favourable  to 
trade  than  stability? — Yes,  but  a rise  in  price  will 
always  come  with  an  improvement  in  trade.  I am 
not  speaking  of  a rise  in  price  of  10  per  cent,  or  20 
per  cent,  but  of  a mere  fractional  rise.  The  manu- 
facturer and  merchant  will  always  hope  for  a rise. 
Remove  from  his  mind  the  fear  that  somebody  is 
going  to  force  down  prices,  something  over  which  he 
has  no  control. 

1975.  Sir  Charles  Addis : Much  of  what  we  have 
heard  has  demonstrated  the  effect  of  taxation  in 
general,  but  would  you  agree  that  with  a National 
Debt  of  unprecedented  amount  it  does  involve  some 
very  serious  difficulties  with  regard  to  the  amount  of 
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taxation  to  he  raised  and  must  leave  a certain  amount 
of  uncertainty  as  to  the  future  course  of  taxation? 
If  you  agree  with  that  view,  how  far,  in  your  view, 
does  it  hamper  and  restrict  business  by  making  capital 
timorous?  I do  not  know  if  I have  made  my  point 
clear? — (Perfectly.  To  start  with,  capital  would  be 
very  timorous  if  we  were  to  have  this  debt  imposed 
upon  us  suddenly  without  such  a great  psychological 
training  as  the  World  War;  but  I think  capital  gets 
accustomed  to  anything  and  we  are  accustomed  now 
even  to  a debt  of  £7,000,000,000,  although  we  thought 
£700,000,000  was  a very  extravagant  debt  and  used  to 
make  a tremendous  effort  to  pay  it  off.  Well,  we  are 
accustomed  to  our  £7,000,000,000  to-day,  and  I think 
capital  would  adjust  itself  to  it. 

1976.  But  it  does  seem  to  make  inevitable  some 

amount  of  uncertainty  with  regard  to  the  future,  as, 
for  example,  as  to  the  rate  of  redemption  or  the 
course  that  successive  Governments  might  take  with 
regard  to  the  mode  of  redemption,  which  I suggest 
must  have  a restrictive  effect  upon  enterprise  and 
upon  trade? — I do  not  see  why  enterprise  should  be 
restricted  on  account  of  the  existence  of  the  debt. 
I do  not  think  the  debt  repayment  is  a problem  of 
such  difficulty.  We  would  like  to  have  no  debt,  but 
there  is  no  urgent  need  to  repay  it.  I think  we 
might  very  readily  look  for  a reduction  in  the  rate 
of  interest  on  the  debt.  I think  if  policy  were 

directed  over  a period  of  years  to  produce  conditions 
which  would  enable  us  to  bring  the  rate  of  interest 
down  from  where  it  is  now  to  3 per  cent.,  it  would 
be  a good  thing.  I think  Income  Tax  is  a very  large 
factor  in  our  being  obliged  to  pay  a high  rate  of 
interest  on  the  debt.  I think  under  proper  manage- 
ment we  might  get  our  interest  down,  our  taxation 
down,  and  a steady  repayment  of  the  debt. 

1977.  What  I had  in  mind  was,  if  it  is  an  uncer- 
tainty with  regard  to  taxation,  that  seems  to  me  such 
an  evil  thing.  Where  a tax  is  fixed,  even  if  it  is  a 
bad  tax,  it  is  better  than  another  tax  which  may  be 
loose? — iYes,  I think  you  are  right. 

1978.  I think  that  degree  of  uncertainty  is  really 
an  important  factor? — .Anything  is  which  affects  the 
trader’s  mind. 

1979.  The  effect  of  taxation  is  probably  double;  it 
restricts  enterprise  on  the  one  hand,  but  it  also  acts, 
does  it  not,  as  a stimulus  to  the  undertaker.  That  is 
to  say,  if  he  is  desirous  of  making  a competence,  the 
fact  that  the  Government  takes  a certain  amount  of 
his.  profits  with  a certain  class  of  mind  may  be  an 
active  spur  to  further  exertion  and  even  to  increased 
efficiency  and  economy.  Do  you  agree  with  that 
view? — I think  the  effect  of  high  taxation  is  some- 
times different  from  that.  I think  it  induces  some 
people  to  take  more  risk  with  their  money  to  get  a 
higher  return  than  they  would  otherwise.  Let  me 
make  my  meaning  clear.  A man  saves  £1,000.  He 
says:  “ If  I invest  that  at  5 per  cent,  and  I have  to 
pay  4s.  6d.  in  the  £ taxes,  the  net  return  to  me  is 
under  4 per  cent. ; and  building  up  savings  on  a re- 
turn of  4 per  cent,  is  a very  slow  process;  I will  risk 
my  £1,000  in  an  enterprise  which  is  going  to  give  me 
a capital  increase  on  which  I do  not  pay  tax.  If  1 
am  successful,  I shall  make  perhaps  £200  or  £300 
increase,  on  which  I do  not  pay  tax;  and  if  I lose, 
well,  I have  lost  all  that  the  State  would  have  left  me 
after  they  had  taken  the  high  taxation.”  I think 
it  sometimes  leads  to  a reckless  use  of  money  rather 
than  to  a larger  effort  in  his  business. 

19.80.  Take  the  man  who  is  making  provision  for  a 
family,  for  example,  or  keeping  up  his  estate!  Will 
he  not  be  disposed  to  work  longer,  to  work  later  in  life, 
and  will  he  not  be  disposed  to  work  harder,  because 
it  takes  longer  and  harder  work  to  earn  the  compe- 
tence for  which  he  is  setting  out? — Yes,  I think  so;  I 
think  both  influences  operate.  I think  a man  some- 
times both  works  harder  and  takes  greater  risks.  He 
takes  greater  risks  with  money  in  order  to  get  a 
capital  increase  rather  than  more  income. 

1981.  I only  wished  to  modify  the  suggestion. 
There  is  more  than  one  influence  at  work? — Yes.  Un- 
doubtedly. 


1982.  On  Question  8 you  say  that  existing  taxation 
does  not  affect  the  total  purchasing  power  unless  it 
leads  to  an  increase  or  decrease  of  borrowing  from 
the  Bank  of  England.  You  have  already  amplified 
this,  but  I just  wish  to  raise  one  more  point  with 
regard  to  it.  Would  you  agree  that,  while  the  pur- 
chasing power  remains  constant,  there  is  a slackening 
of  velocity  of  circulation  and  prices  may  be  affected 
in  that  way? — Certainly. 

1983.  We  have  had  the  question  raised  more  than 
once,  but  not,  I think,  with  you  to-day,  as  to  the 
relation  which  ought  to  exist  between  indirect  and 
direct  taxation.  In  your  view,  has  that  tendency  been 
pushed  too  far  in  the  latter  direction? — I have  never 
been  .able  to  see  any  relation  between,  them  or  why 
there  should  be  any  fixed  proportion.  The  question 
must  be,  what  is  the  most  expedient  thing  for  the 
State?  At  one  time  it  might  be  proper  to  have  all 
taxation  indirect,  and  at  another  time  to  have  all 
taxation  direct.  There  is  no  arbitrary  relation  to  be 
fixed  between  them. 

1984.  Professor  Hall : In  regard  to  foreign  trade, 
I thought  you  rather  minimised  the  effect  of  disloca- 
tion abroad  and  its  effect  upon  employment  at  home. 
I thought,  you  rather  suggested  there  was  a transfer 
from  foreign  trade  to  home  trade.  How  would  you 
reconcile  that  with  the  specialised  production  for 
foreign  markets?  I am  in  just  a little  difficulty 
there? — As  far  as  specialised  production  is  concerned, 
until  the  capital  and  labour  were  transferred  you 
would  have  unemployment. 

1985.  Is  there  not  a very  large  proportion  of  labour 
and  plant  so  specialised  that  it  cannot  easily  transfer 
from  those  unfortunate  industries  to  other  industries  ? 

To  what  extent  has  the  state  of  Europe  reduced  our 
export  trade?  The  total  reduction  of  our  export  trade 
is  about  20  per  cent.,  and  that  percentage,  20  per 
cent,  of  the  export,  is  a comparatively  small  per- 
centage of  our  whole  trade. 

1986.  Professor  Hall : But  it  is  an  important  pro- 
portion in  relation  to  particular  industries? — Cer- 
tainly. 

1987.  Sir  Arthur  Balfour : Ought  we  not  just  to 
observe  there  that  that  00  per  cent,  is  a reduction  of 
pre-war  plant.  Now  we  have  this  enormous  extension 
of  plant  in  the  country.  (Professor  Hall)  ■ Yes,  that 
does  not  allow  for  the  normal  increase  that  would 
have  taken  place  if  conditions  had  been  normal  since 
1914.  (Sir  Alcm  Anderson)  : And  it  might  be  much 
more  than  20  per  cent,  of  some  particular  trades? — 
(Witness)  : Yes,  it  might.  I am  dealing  now  with 
total  figures.  Of  course  it  is  detrimental  to  us ; but 
the  main,  effect,  I think,  of  the  closing  of  foreign 
markets  is  ultimately  to  reduce  our  average  pros- 
perity more  than  to  cause  unemployment.  It  will 
temporarily  cause  unemployment  here.  Any  dis- 
location must  cause  unemployment  for  the  time 
being. 

.1988.  Professor  Hall:  That  temporary  duration  of 
dislocation  may  be  a fairly  long  time? — I do  not 
think  it  ought  to  be.  We  have  had  unemployment 
now  for  four  years.  I think  in  four  years  we  ought 
to  have  got  over  the  European  difficulty. 

1989.  You  do  not  think  that  is  going  to  be  a big 
factor  in  the  next  few  years? — It  ought  not  to  be. 
In  the  four  years  we  ought  to  have  readjusted  con- 
ditions with  the  dislocation  of  the  European  market. 

1990.  The  next  point  I want  to  put  has  reference 
to  the  relation  between  National  Debt  and  credit. 
You  have  said  that  the  existence  of  National  Debt 
does  not  affect  the  volume  of  credit.  There  is  a phase 
of  that  subject  upon  which  I would  like  to  have  your 
opinion.  Has  it  affected  the  power  of  individuals  to 
get  credit  on  more  favourable  terms? — I do  not  want 
to  be  misunderstood  when  I say  no;  but  it  has  not. 
An  individual  who  gets  credit  because  he  produces 
£100,000  of  War  Loan  now,  which  he  leaves  as  col- 
lateral, if  he  had  not  got  that  £100,000  of  War  Loan 
would  have  something  else  equally  good  which  he  would 
lodge  with  the  bank.  Therefore  I am  bound  to  say 
no.  Because  that  individual  to  whom  credit  was  given 
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would  have  the  collateral  in  some  other  form.  Banks 
regard  War  Loan  as  very  good  collateral,  but  there 
is  other  collateral  which  is  quite  as  good. 

1991.  But  would  there  have  been  as  much  collateral 
in  existence  as  there  is  if  there  had  not  been  this  War 
Loan? — The  quantity  of  collateral  in  existence  does 
not  affect  the  volume  of  credit. 

1992.  But  it  affects  the  power  of  individuals  to 
deposit  collateral? — But  the  individuals  would  have 
had  the  same  quantity  of  collateral  even  if  there  had 
not  been  that  War  Loan. 

1993.  You  think  they  would? — Yes.  I do  not  think 
the  existence  of  War  Loan  increases  national  wealth. 

1994.  1 am  not  suggesting  that,  but  it  does  increase 
the  power  of  the  individual  to  borrow,  I should  think, 
in  this  sense,  that  the  bank  takes  less  risk  if  the 
borrower  can  deposit  this  collateral? — There  is  other 
collateral  equally  good.  An  owner  of  War  Loan  has 
only  got  the  War  Loan  because  lie  had  means  of 
acquiring  it,  and  we  assume  that  he  would  have  means 
to  acquire  some  other  collateral  which  would  be 
equally  good,  which  he  would  lodge  with  us. 

1995.  Sir  Alan  Anderson  : In  what  you  were  saying 
about  money,  you  would  not  drive  down  prices  nor 
drive  them  up? — No. 

1996.  You  mean  that  you  would  just  stabilise  as 
much  as  you  could? — Yes.  I would  use  my  financial 
policy  for  the  purpose  of  stabilising. 

1S97.  You  think  you  could  deal  with  the  currency 
without  making  it  convertible? — Yes,  all  currencies, 
even  the  United  States  currency,  are  managed. 

1998.  You  would  not  bother  about  their  being  con- 
vertible?— No.  Convertibility  into  gold  has  nothing 
to  do  with  it  really.  Even  the  United  States,  which 
has  got  a convertible  currency,  has  a managed 
currency.  The  United  States  are  using  their  efforts 
now  to  maintain  the  value  of  gold. 

1999.  Sir  Josia.li  Stamp:  They  have  to  manage 
theirs  with  gold  and  we  have  to  manage  ours  without? 
— They  have  to  manage  the  gold  first.  They  have  an 
additional  trouble.  We  have  to  manage  our  currency 
to  keep  the  value  of  our  currency  more  or  less 
constant;  the  United  States  have  an  additional 
trouble,  because  they  have  to  keep  the  value  of  gold 
constant,  and  that  is  costing  them  at  the  rate  of 
£60,000,000  a year  at  the  moment. 

2000.  Sir  Alan  Anderson : But  I suppose  it  would 
give  people  a certain  assurance  that  you  would  not 
alter  your  policy? — But  it  would1  not  give  you  any 
assurance  that  gold  would  not  alter  its  policy;  and 
gold  has  a very  awkward  policy  of  increasing  year  by 
year  in  excess  of  the  world’s  demand.  If  we  had  to 
manage  gold  it  would  mean  that  we  would  have  to 
buy  that  excess  and  pay  fcr  it,  a burden  which  costs 
the  United  States  at  this  moment  £60,000,000  a year. 

2001.  You  said  that  you  thought  taxes  liad  a 
greater  effect  in  depressing  trade  than  the  disturbed 
state  of  Europe,  and  so  on,  and  that  the  disturbed 
state  of  Europe  had  brought  down  the  standard  ot 
living  in  tins  country  rather  then  reducing  our 
output? — Yes;  that  is  the  ultimate  effect  of  foreign 
disturbance.  The  ultimate  effect  of  foreign  disairb- 
ance  is  to  reduce  your  level  of  prosperity.  The 
immediate  effect  is  to  cause  unemployment,  I quite 
agree,  because  it  takes  time  to  transfer  capital  and 
labour. 

2002.  May  I just  put  my  case  ? It  seems  to  me  that 
that  assumes  that  we  are  willing  to  reduce  our  level 
of  living,  and  surely  we  are  not.  Take,  for  example, 
the  shipping  trade,  which  is  depressed.  German 
shipping  is  now  not  laid  up  at  all;  it  is  all  on  the 
water,  because  the  German  seamen  are  working  at  a 
very  much  lower  level  of  wage;  and  that,  I imagine, 
is  taking  place  in  all  trades  in  full  competition  with 
depressed  nations.  I agree  that  if  we  came  right  down 
to  the  level  of  those  others  it  might  not  be  so? — The 
ultimate  effect  is  that  it  forces  you  down.  That  is 
why  I say  it  lowers  the  level. 

2003.  Until  we  meet  the  mark? — Yes.  It  forces  you 
down.  That  is  what  I think  is  one  of  the  evils  of  the 
distressed  state  of  Europe  and  particularly  of  the 
distressed  state  of  Germany,  that  it  ultimately  forces 
this  country  down  to  their  level. 
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2004.  Mr.  Bowen  : Provided  of  course  that  there  is 
nothing  going  to  be  done  in  the  meantime  to  improve 
conditions  in  Europe  ? — That  is  what  I wanted  to  add. 

2005.  The  theory  advanced  by  Sir  Alan  Anderson 
does  not  necessarily  mean  that  it  is  to  be  permanent? 
— If  we  can  get  conditions  under  which  you  may 
obtain  prosperity  here  and  prevent  this  depression. 

2006.  The  position  in  Europe  must  have  a consider- 
able effect  upon  our  conditions  here? — Yes,  upon  our 
prosperity  here. 

2007.  Sir  Arthur  Balfour : Is  it  your  view  that  the 
value  to  which  prices  have  fallen  at  the  present  time 
is  a value  at  which  we  can  reasonably  expect  to  do 
our  export  trade  in  competition  with  the  world? — We 
do  a larger  proportion  to-day  of  the  total  export  trade 
of  the  world  than  we  did  before  the  war. 

2008.  Do  we  do  it  on  the  same  proportion  of  profit? 
—That  I cannot  answer,  but  we  do  a larger  proportion 
of  the  total. 

2009.  As  it  exists  to-day? — As  it  exists  to-day.  That 
is  the  only  statement  that  I can  make  upon  the  sub- 
ject. Whether  we  do  it  at  a profit  or  not,  I cannot  say. 

Sir  Arthur  Balfour:  It  does  not  appear  to  leave 
sufficient  margin  or  anything  like  the  margin  that  it 
used  to. 

2010.  Sir  Charles  Addis:  Is  there  any  distinction 
between  'internal  and  external  prices,  that  the  in- 
ternal prices  may  be  higher  and  the  external  lower  by 
the  adjustment  of  exchange? — Certainly. 

2011.  It  does  not  follow  that  because  prices  arc 
high  here  you  are  not  able  to  sell  in  competition  ? — 
Not  at  all. 

Sir  Arthur  Balfour : And  sell  in  competition  at  a 
profit;  surely  that  is  the  trouble. 

2012.  Sir  -Josiah  Stamp:  Do  you  agree  that  Sir 
Arthur  Balfour’s  use  of  the  word  “profit”  is  per- 
haps a little  ambiguous?  Is  there  not  perhaps  a dif- 
ference between  the  profit  to  the  particular  firms  who 
are  doing  the  foreign  trade  and  the  profit  to  the 
country  as  a whole? — Yes. 

2013.  Sir  Arthur  Balfour:  I meant  really  the 
margin  of  profit  to  the  country  as  a whole.  I was  not 
asking  about  the  individual.  I was  saying,  are  we 
not  as  a whole  doing  a larger  export  trade,  but  doing 
it  at  a very  fine  rate  compared  with  the  rate  at 
which  we  did  it  as  a nation  before? — That  1 could 
not  say  at  all. 

2014.  If  that  is  the  case,  and  I think  'it  is,  is  it  not 
due  to  the  competition  of  these  other  nations  who  are 
forcing  down  our  standard  of  living? — I should  think 
probably  it  is.  I dare  say  you  are  right;  I dare  say 
we  are  working  at  a finer  rate  of  profit  than  we  used 
to;  I should  think  that  is  probably  true. 

2015.  Sir  Josiah  Stamp:  I have  only  one  question 
to  ask;  it  arises  out  of  an  answer  you  gave  to  Sir 
Charles  Addis.  I understood  you  to  say  that  in  your 
view  the  high  Income  Tax  reduces  the  net  rate  of 
interest  on  capital  and  induces  the  holder  of  invest- 
ments to  take  greater  risks,  to  look  for  something 
that  will  give  him  something  like  the  old  return,  even 
if  there  is  a chance  of  loss  attaching  to  it.  That 
would  seem  to  indicate  that  a high  rate  of  taxation 
enables  the  more  risky  businesses  to  be  financed; 
money  will  flow  towards  them? — Yes,  I think  that 
is  so. 

2016.  Could  you  make  that  consistent  with  your 

answer  to  Question  5?  You  say:  “In  the  second 

place,  high  taxation  reduces  the  incentive  to 
risk  capital  in  the  extension  of  business  or  to 
undergo  the  labour  and  anxiety  accompanying  new 
enterprise.”  The  two  things  seem  to  be  inconsistent? 
I want  to  know  what  is  your  reconciliation? — -When 
a man  'is  in  a business  bringing  him  an  income — I am 
not  dealing  now  with  the  man  who  is  trying  to  save 
money,  but  with  a man  in  an  established  business  and 
earning  a fair  profit — he  gets  the  opportunity,  we 
will  say,  to  put  further  into  the  business  £10,000. 
He  says  : “ Shall  I put  it  in  or  not?  If  I put  it  in, 
I pay  Income  Tax  and  Super-tax  on  my  return.  I 
am  going  to  make  in  the  business  perhaps  6 per  cent, 
on  my  £10,000;  that  is  £600  a year,  and  I shall  have 
to  pay  50  per  cent,  in  taxes;  it  is  going  to  bring  me 
in  a net  £300  a year;  I will  not  do  it,  1 will  keep  my 
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£10,000.”  This  is  dealing  with  a man  who  lias  got 
an  amount  of  money.  In  the  other  case  I was  -dealing 
with  a man  who  has  not  got  much  money  and  who  is 
going  to  save  it.  Now  in  order  to  save  quickly  I 
think  he  will  take  a risk,  which  is  quite  a different 
thing  from  the  case  of  a man  who  has  got  his  money 
in  an  established  business.  Is  it  not  consistent? 

2017.  Yes,  I think  on  the  margin  it  is.  I think 
you  might  carry  the  argument  a little  further.  You 
would  have  -to  say  he  was  not  prepared  to  invest  it 
in  his  own  business,  but  he  would  look  round  for  other 
people’s  risky  investments  and  put  it  into  theirs? — 
That  is  true.  Paradoxical  as  it  sounds,  it  happens. 
He  will  not  take  the  trouble  himself;  it  is  not  worth 
the  trouble. 

2018.  Mrs.  Wootton:  The  only  question  I want  to 
put  relates  to  this  effect  of  -debt  redemption  on  in- 
flation. I understand  you  to  say  that  if  we  repaid 
the  debt,  that  normally  reduces  Bank  of  England 
loans  and  would  therefore  have  a deflationary  effect? 
— Yes. 

2019.  Is  that  equally  true  of  all  kinds  of  debt? — Yes. 

2020.  It  does  not  in  greater  degree  apply  to  the 
Floating  Debt  which  is  a shorter-dated  debt? — It  is 
true  of  all  debt. 

2021.  If  it  is  deflationary  it  tends  to  lower  prices 
and  is  therefore  bad  for  employment? — Yes. 

2022.  Pro  ianto  debt  redemption  tends  to  create 
unemployment.  Is  that  your  view? — If  it  were  the 
only  cause  in  operation,  'it  would  be  the  argument, 
but  of  course  there  are  always  other  things  in  opera- 
tion at  the  same  time. 

20.23.  That  is  what  I wanted  to  come,  to — whether 
you  have  any  suggestion  to  make  by  which  this  -de- 
flationary effect  of  debt  redemption  can  be  miti- 
gated?— It  depends  on  what  you  mean  by  deflationary 
effect.  Debt  redemption  in  small  amounts  may  be  so 
small  in  its  effect  as  to  be  insignificant.  Debt 
redemption  on  a big  scale  would  have  an  unavoidable 
deflationary  effect  that  I see  no  way  of  obviating. 

2024.  At  the  same  time,  the  effect  becomes  serious 
if  you  attempt  repayment  on  any  scale  that  makes  an 
appreciable  effect  on  the  debt? — That  makes  an 
immediate  appreciable  effect.  With  an  appreciable 
effect  over  a number  of  years  that  'would  not  be  so. 
You  could  have  an  effect  over  a period  of  20  years 
which  would  be  accompanied  by  no  serious  dislocation 
of  capital,  but  an  immediate  big  reduction  would 
have  that  effect. 

2025.  Then,  looking  at  it  from  another  point  of  view, 
so  long  as  the  debt  remains  at  about  its  present  level 
I understood  you  to  say  that  debt  taxation  is  higher 
than  it  should  be.  That  is,  I take  it,  is  injurious  to 
employment? — Yes.  I hold  the  view,  perhaps  mis- 
taken, that  a lower  rate  of  taxation  would  in  a very 
little  while  bring  in  a larger  revenue  and  leave  larger 
resources  available  for  debt  reduction. 

2026.  So  that  what  one  lias  to  weigh  at  the  moment, 
if  -one  is  looking  at  it  from  the  point  of  view  of 
unemployment,  is  the  disadvantages  of  unemployment 
arising  out  of  deflation  -due  to  debt  reduction  as 
against  the  disadvantage  of  maintaining  taxation  at 
its  present  level  to  meet  the  debt  service? — If  trade 
is  dislocated  by  heavy  taxation  you  will  not  get  a re- 
duction of  taxation  thereafter  by  having  paid  off  debt. 
Because  trade  being  dislocated  and  less  productive, 
in  order  to  meet  the  remaining  services  of  the  State 
you  will  still  be  left  with  an  equally  heavy  burden  of 
taxes. 

2027.  But  in  so  far  as  you  reduce  the  burden  of 
-debt  you  are  reducing  taxation? — Only  if  your  taxa- 
tion is  equally  productive,  but  it  will  not  be  if  my 
argument  is  right.  The  effect  of  your  immediate 
heavy  taxation  for  the  purpose  -of  reducing  debt  would 
be  so  to  dislocate  your  trade  that  no  subsequent  re- 
duction of  taxation  would  be  possible  if  you  are  to 
have  sufficient  revenue  to  meet  even  your  reduced 
debt. 

2028.  Your  argument  really  hangs  on  the  assump- 
tion that  you  would  get  a larger  revenue  from  a lower 
rate  of  taxation? — Not  this  argument.  This  argu- 
ment hangs  upon  the  fact  that  with  exceptionally 
heavy  taxation  the  dislocation  of  capital  would  be  so 


great  that  businesses  subsequently  would  not  be  suffi- 
ciently remunerative  to  supply  the  revenue  to  the 
State  without  excessive  taxation  being  continued. 

2029.  That  really  is  a separate  point.  That  is  the 
point  I put  at  first,  that  you  are  balancing  the  two 
kinds  of  unemployment,  the  one  due  to  taxation 
required  for  the  debt  interest,  and  the  other  due 
to  deflation  which  may  result  from  paying  the 
debt? — Yes. 

2030.  That  is  what  we  are  balancing  at  the  moment? 
— I do  not  think  there  would  be  deflation  from  slow  re- 
payment of  the  debt.  It  is  so  insignificant  that  it 
does  not  count. 

2031.  But  if  we  want  to  get  rid  of  the  unemployment 
due  to  taxation  at  the  present  level  for  the  debt  ser- 
vice, we  might  perhaps  speed  up  repayment.  Then 
we  have  the  balance  of  unemployment  consequent  on 
deflation  ? — Yes,  tha  t is  right. 

2032.  Those  are  the  two  things  that  we  have  to 
balance  ? — Yes. 

2033.  Then  the  only  other  question  I want  to  put  to 
you  is  about  the  conversion  of  the  debt.  I do  not 
think  in  your  evidence  you  discussed  in  any  detail  the 
possibility  of  conversion  as  a way  of  reducing  the 
burden  of  the  debt,  but  you  did  mention  it  orally.  Do 
you  think  that  conversion  of  the  debt  as  and  when  it 
may  be  possible  into  longer-dated  securities  at  a 
lower  rate  of  interest,  is  also  going  to  have  a defla- 
tionary effect? — I do  not  see  why  it  should  have  any 
deflationary  effect  on  the  volume  of  credit.  I do 
not  think  the  Bank  of  England  as  a borrower  or  as  a 
lender  would  come  in.  Therefore,  I do  not  see  why 
it  should  have  a deflationary  effect  upon  the  volume 
of  credit. 

2034.  In  the  case  you  have  referred  to  orally,  the 
substitution  of  Treasury  Bonds  for  Treasury  Bills, 
that  does  have  an  effect-  ? — That  is  because  of  the  par- 
ticular people  who  hold  the  different  securities. 

2035.  In  the  case  of  the  conversion  of  a security 
which  is  normally  held  by  the  public,  not  much 
effect  would  arise  ? — I do  not  think  it  would  have  any 
effect  if  they  were  the  same  holders.  I am  glad  you 
reminded  me  o-f  this.  You  can  effect  deflation  by 
passing  the  debt  from  one  class  of  holder  to 
another  class  of  holder,  but  not  where  it  is  the 
same  class  of  holder,  and  in  the  case  o-f  conversion 
it  would  remain  the  same  class  of  holder. 

2036.  Mr.  Lees-Smith : Your  evidence  dwelt  en- 
tirely upon  the  evil  effects  of  direct  taxation  such  as 
taxation  like  Income  Tax  and  Death  Duties,  and  so 
on.  Would  you  hold  that  it  was  a mistake  to  re- 
duce the  Sugar  Duty  andi  Tea  Duty,  and  it  would 
have  been  better  to  reduce  the  Income  Tax? — I sup- 
pose the  ultimate  object  of  all  our  policy  is  human 
happiness.  We  only  require  prosperity  in  trade  in 
order  to  achieve  human  happiness.  Equally,  we 
remit  the  Sugar  Duty  in  order  to  achieve  human 
happiness.  I must  leave  you  to  judge  which  gives 
the  greater  happiness,  the  greater  prosperity  which 
you  would  have  got  through  relieving  Income  Tax, 
or  the  greater  enjoyment  which  you  give  to  the  mass 
oif  the  people  by  reducing  the  duty  on  sugar.  You 
have  to  weigh  one  against  the  other. 

2037.  As  you  know,  the  old  Liberal  argument  has 
not  been  built  up  simply  on  human  happiness.  It 
was  that  the  National  Debt  was  a burden  upon  the 
efficiency  of  the  people  and  that  the  reduction  of 
indirect  taxation  led  to  investment  in  the  capital 
of  the  human  being? — I am  not  prepared  to  say 
that  I think  the  mass  of  the  people  were  at  a level 
at  which  their  efficiency  was  affected  by  the  Sugar 
Duty.  I doubt  it.  I doubt  whether  the  mass  of  the 
people  were  so  near  the  margin  of  livelihood  that 
you  could  say  that  the  price  of  sugar  affected  their 
efficiency.  There  are  some  people,  of  course,  who 
are  on  the  margin  and  below  it,  but  it  is  not  true  of 
the  mass  of  the  people  who  were  affected-  by  the 
Sugar  Duty. 

2038.  It  is  simply  a question  of  happiness  ? — I think 
so.  I think  it  gives  them  more  to  spend  in  the  way 
they  like.  It  is  a Telief  of  a consumption  tax. 
Economically,  it  is  not  so  good  as  a relief  of  the 
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Income  Tax.  That  is  from  the  purely  economic  point 
of  view.  From  the  point  of  view  of  human  happiness 
it  may  be  more  important. 

2039.  Sir  J osiah  Stamp:  And  political  quiet  is 

part  of  the  sum  of  human  happiness? — Yes. 

2040.  Chairman : You  have  not  had  any  questions 
addressed  to  you  on  the  matter  of  the  Capital  Levy, 
which  we  propose  to  deal  with  at  a later  stage.  The 
Committee  would  be  very  glad  if  you  would  at  a later 
date  give  us  your  views  on  that  matter.  Would  you 


be  prepared  to  come  again? — I would  come  again 
with  the  greatest  pleasure  if  the  Committee  are  good 
enough  to  invite  me'.  Do  you  mean  you  would  -like 
me  to  speak  on  the  Capital  Levy  or  to  write  on  it? 

2041.  Would  you  prepare  a paper  just  as  you  have 
to-day  ? — Yes.  Perhaps  the  Secretary  will  be  good 
enough  to  send  me  a questionnaire.  I am  always  very 
glad  to  be  of  any  assistance  I can  to  the  Committee. 

Ghairma/n : Thank  you  very  much  for  coming  this 
morning. 


{The  Witness  withdrew.) 

( Adjourned  to  four  o’clock.) 


The  Eight  Hon.  Lord  Hunsdon,  called  and  examined. 
Evidence-in-chief  handed  in  by  Lord  Hunsdon. 


1.  My  object  in  asking  to  be  allowed  to  appear 
bhfore  this  Commission  is  to  call  their  attention  to 
what  I believe  to  be  the  injurious  effect  on  the  country 
of  the  “ steep  ” graduation  of  Death  Duties  and 
Super-tax.  I shall  quote  later  on  certain  figures 
which  are  indicative  of  the  truth  of  my  contention, 
but  I doubt  whether  any  figures  are  obtainable  by 
private  individuals  which  could  be  considered  con- 
clusive. I propose  therefore  to  submit  a few  points 
to  the  Commission  in  the  hope  that  they  may  consider 
that  I have  established  a primd  facie  case,  and  that 
they  will  make  the  question  the  subject  of  exhaustive 
inquiry. 

2.  In  this  paper  I have  not  in  mind  the  present 
position  of  the  country,  for  I believe  that  the  present 
chaotic  conditions  in  Europe,  though  inconvenient 
and  even  dangerous,  will  gradually  improve,  and 
that  when  Europe  recovers  there  will  be  a gradual 
improvement  in  trade.  But  it  is  the  future  of  the 
country  that  causes  me  real  anxiety,  and  the  chief 
reasons  for  that  anxiety  are  the  great  and  increasing 
population  combined  with  the  loss  of  capital  during 
the  war  and  the  fiscal  checks  to  its  accumulation. 

The  population  of  this  island  at  the  time  of  the 
last  Census  in  1921  was  43,000,000,  and  I suppose  that 
It  is  now  over  44,000,000;  and  I have  seen  it  estimated 
that  about  two-thirds  of  the  population  are  dependent 
for  their  livelihood  on  our  external  trade.  The  exact 
figures  are  of  no  great  importance,  and  if  we  take 
half  instead  of  two-thirds  as  the  correct  figure  it  still 
means  that  the  existence  of  about  22,000,000  of  our 
people  depends  on  the  will  and  power  of  others  to 
take  our  goods.  The  increasing  disinclination  of 
others  to  do  this  seems  to  be  indicated  by  their  in- 
creasing tariffs  and  increasing  factories;  and  when 
we  reflect  that,  if  the  rate  of  increase  in  population 
before  the  war  should  continue,  we  should  have 
another  11,000,000  mouths  to  feed  from  this  source  in 
the  next  25  years,  the  position  of  this  country  appears 
to  be  highly  precarious. 

It  would  be  true  to  say  of  us  now,  that  we  are  a 
nation  of  shopkeepers,  and  we  are  therefore  subject 
to  all  the  uncertainties  of  business;  and  as  we  are 
not  self-contained,  if  we  make  economic  mistakes  we 
cannot  maintain  ourselves  while  we  recover,  unless 
we  have  a large  supply  of  capital;  and  moreover  we 
are  not  only  at  the  mercy  of  our  own  mistakes  but 
of  those  of  our  customers  as  well. 

Therefore,  looking  at  this  country  as  one  would 
look  at  a business,  one  would  say  that  the  formation 
of  a great  reserve  fund  was  essential;  and  one  would 
have  thought  that  the  natural  policy  to  adopt  in 
our  present  circumstances  would  be  to  encourage  by 
every  possible  means  the  adventuring  of  money  in 
opening  up  new  markets  and  to  encourage  the  accu- 
mulation of  capital,  so  that  in  times  of  emergency, 
or  if  the  opening  up  of  new  sources  of  employment 
should  prove  to  be  inadequate,  we  might  at  least  be 
able  to  provide  the  increasing  population  with  the 
means  of  subsistence;  and  I know  of  no  way  of  form- 
ing a national  reserve  fund  except  by  accumulating 
wealth  in  the  hands  of  individuals. 

3.  Another  reason  for  accumulating  capital  is  to 
lighten  the  burden  of  taxation.  We  are  now,  I 


suppose,  in  much  the  same  position  in  regard 
to  the  proportion  which  our  debt  bears  to  our 
wealth  as  we  were  after  the  great  French  Avars. 
The  same  problems  were  discussed  then  as  are 
discussed  noiv,  and  the  conclusion  Avhich  ivas 
then  arrived  at  was  that  every  possible  incen- 
tive should  be  given  to  thrift  and  enterprise  by 
relieving  income  from  taxation,  and  of  course  leaving 
capital  free  also,  and  thus  to  render  the  burden  of 
the  debt  increasingly  lighter  by  increasing  the  assets 
of  the  country.  The  success  Avhich  attended  the  adop- 
tion of  that  principle*  Avas,  of  course,  increased  by  the 
industrial  revolution,  the  free  market  for  labour,  and 
later  on  by  the  impetus  to  trade  due  to  the  gold  dis- 
coveries; but  since  under  that  principle  Ave  increased 
our  wealth  to  an  extent  Avhich,  I suppose,  was  almost 
Avithout  precedent  in  any  country  at  any  time,  and 
since  Ave  trebled  our  population  and  at  the  same  time 
greatly  improved  their  standard  of  living,  we  have, 
if  not  an  argument  in  favour  of  the  complete  adoption 
of  that  principle  at  the  present  time,  at  all  events 
an  historical  argument  against  its  almost  complete 
abandonment. 

I may  remind  the  Commission  that  in  1798  an 
Income  Tax  of  10  per  cent.  Avas  imposed  and  that  it 
was  taken  off  in  1816.  A small  Income  Tax  was  again 
imposed  in  1842  and  continued  yearly.  During  the 
first  half  of  the  century  Ave  became  the  workshop  of 
the  world  under  a system  of  protection  and  during 
the  last  half  we  increased  our  prosperity  under  free 
trade  ; but  during  the  Avhole  period  the  underlying 
principle  avas  to  give  the  greatest  possible  encourage- 
ment to  thrift  and  private  enterprise. 

The  phenomenal  success  which  attended  this  prin- 
ciple really  constitutes  our  greatest  danger  at  the 
present  time;  because  most  people  who  knoAV  nothing 
about  principles  or  the  working  of  business,  take  it 
for  granted  that  when  the  world  gets  straight  again 
this  success  will  return,  whatever  principles  we  may 
adopt;  and  they  do  not  realise  that  the  Avorld  boav 
has  its  OAvn  workshops,  and  that  almost  all  the  con- 
ditions have  changed  under  Avhich  we  worked  during 
the  last  century ; and  my  fear  is  that  in  this  country 
Ave  shall  end  by  justifying  the  Dean  of  St.  Paul’s 
dictum  that  nothing  fails  like  success. 

4.  The  intention  and  effect  of  disproportionate 
taxation  of  the  rich  is  to  provide  the  poorer  classes 
Avith  means  for  greater  expenditure,  with  the  result 
that  the  expenditure  of  the  country  increases  and 
savings  diminish;  for  it  is  the  rich  who  m propor- 
tion to  their  incomes,  are  the  saving  class,  and  the 
poor  Avho  are  the  spending  class.  The  rich  man  when 
lightly  taxed  cannot  spend  his  income,  and  his  sur- 
plus income  when  invested  is  a reserve  for  the  employ- 
ment of^  the  population  in  the  future  and  of  course 
often  giv'es  employment  to  the  present  population 
as  well. 

Thus  when  we  throw  the  burden  of  taxation  on 
those  best  able  to  bear  it  avo  are  also  throAving  it  on 

* The  nation’s  wealth  in  1817  is  estimated  by  Mr.  Harvey  Fiat 
at  £2,600,000,000  ; therefore  the  proportion  of  debt  to  wealth  was 
about  33%.  Taking  Sir  Josiah  Stamp’s  estimate  of 
£14,319,000,000  as  the  nation’s  wealth  in  1914  the  proportion  of 
debt  to  wealth  was  about  5% — the  debt  in  the  meantime  having 
been  reduced  from  £850,000,000  to  £707,000,000. 
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those  whom  the  richer  classes  would  employ  in  the 
present  and  on  future  employment.  Mr.  Henry  Ford 
stated  the  other  day  that  he  lived  on  1 per  cent,  of 
his  income;  and  thus  ‘before  the  Surtax  was  intro- 
duced he  was  able  to  build  up  the  greatest  individual 
industry  in  the  world,  with  enormous  benefit  to  the 
working  classes  of  his  country. 

Mr.  Ford’s  case  is  no  doubt  exceptional  at  least  in 
its  magnitude ; but  even  if  we  take  the  war  profiteers 
and  the  idle  rich,  if  indeed  such  people  exist  outside 
the  comic  papers  and  platform  speeches,  they  also  are 
useful  from  the  point  of  view  of  a reserve  fund,  in  so 
far  as  they  are  unable  or  unwilling  to  spend  their 
incomes.  For  all  rich  men  are  the  holders  and,  as  I 
believe,  the  only  possible  holders,  of  the  Nation’s 
reserve. 

The  savings  of  the  poorer  classes  amount  to  very 
little  for  even  after  all  these  years  the  total  deposits 
in  the  Post  Office  and  Trustee  Savings  Banks  only 
amount  to  £370,000,000,  and,  though  some  of  the 
poorer  classes  invest  in  War  ‘Savings  Certificates 
and  other  securities,  all  their  savings  must  amount  to 
a very  small  percentage  of  the  money  which  has 
passed  through  their  hands. 

5.  But  it  is  to  the  variation  of  the  quality  of  sur- 
plus income  when  in  different  hands  to  which  I wish 
to  call  the  Commission’s  particular  attention.  The 
prosperity  of  this  country  has  been  made  by  adven- 
turing money  in  new  enterprise  and  the  present 
system  of  graduated  taxation  not  only  checks  the 
accumulation  of  capital  but  has  to  a great  extent 
stopped  new  enterprise  and  will  I think  stop  it  more 
completely  as  time  goes  on,  for  in  any  risk  that  is 
taken  the  Government  now  take  a very  large  share 
of  the  profits  and  leave  the  whole  loss  to  the 
adventurer. 

The  poor  are  not  justified  in  risking  their  money 
and  the  banks  are  not  justified  in  risking  that  of  their 
customers  ; and  joint  stock  companies,  unless  they  are 
formed  for  the  express  purpose  of  conducting  risky 
business,  such  as  mines,  are  managed  by  Boards  who 
naturally  play  for  safety,  as  they  would  get  no  advan- 
tage if  they  were  successful  and  they  would  receive 
much  criticism  and  might  lose  their  posts  if  they  made 
losses  in  new  enterprise. 

Therefore  for  new  enterprise  the  private  adventurer 
is  required  and  under  the  present  system  he  has  but 
little  inducement  to  operate  even  if  the  Government 
has  left  him  any  income  with  which  to  do  it;  and  it 
must  be  borne  in  mind  that  very  few  people  would 
be  willing  to  risk  their  capital  in  an  uncertain  busi- 
ness, so  that  it  is  on  surplus  income  that  new  enter- 
prise must  depend. 

Take  the  case  of  a projected  railway  abroad  for 
which  money  is  required  for  the  survey  and  con- 
cession. A private  firm  or  financier  might  have  been 
willing  to  find  the  money  if  they  had  surplus  income 
to  risk  and  if  their  prospect  of  profit  would  make  it 
worth  while  to  run  the  risk.  But  as  things  are  (and 
to  consider  the  business  at  all  the  adventurer  must 
be  irich  and  therefore  liable  to  the  higher  rates  of  tax) 
the  Government  would  take  up  to  50  per  cent,  of  the 
profits  if  there  were  any  and  up  to  40  per  cent,  of 
the  balance  when  the  adventurer  died;  so  naturally 
the  tendency  is  to  turn  the  business  down.  If  it  were 
not  for  these  heavy  taxes  he  might  have  undertaken 
the  business,  and  formed  an  English  company  to  build 
the  railway,  which  would  have  placed  the  order  for 
rolling  stock  and  rails  in  this  country.  The  wants  of 
the  employees  would  have  been  supplied  by  this 
country,  the  development  of  the  district  would  have 
opened  up  a new  market  for  the  goods  of  this 
country,  and  in  the  extensions  and  renewals  of  the 
railway  this  country  would  have  had  in  perpetuity  a 
sort  of  “ tied  house”  to  take  its  products. 

It  is  often  said  that  money  invested  abroad  is  of 
much  less  value  to  the  nation  than  money  invested 
at  home;  but  investments  abroad  are  essential  for 
opening  up  new  markets,  and,  by  causing  demands 
for  British  goods  and  by  increasing  the  prestige  of 
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the  country  they  increase  the  demand  for  British 
manufactures  and  therefore  increase  investment  at 
home. 

A striking  example  of  the  manner  in  which  the 
high  Super-tax  rates  have  operated  to  discourage  in- 
dustrial expansion  has  been  given  by  Mr.  Guggen- 
heim of  the  American  mining  firm  of  Guggenheim 
Brothers.  Mr.  Mellon — the  Finance  Minister  of  the 
U.S.A. — had  proposed  to  reduce  the  maximum  Super- 
tax to  25  per  cent,  in  order  to  encourage  the  rich 
to  put  their  money  into  industrial  enterprise  instead 
of  into  tax-free  securities;  and  in  support  of  this 
proposal,  Mr.  Guggenheim  informed  Mr.  Mellon  that 
his  firm  had  for  many  years  been  in  the  habit  of 
devoting  a large  sum  per  annum  (some  $400,000  if  I 
recollect  right)  to  the  development  of  mining  ven- 
tures and  general  investigation  in  connection  with 
their  business.  But  with  a high  rate  of  Super-tax 
ruling  Mr.  Guggenheim  pointed  out  that  after  spend- 
ing a considerable  sum  of  money  on  a mining  claim, 
the  larger  proportion  of  the  profits  would  be  taken 
by  the  Government  if  it  should  prove  successful  and 
if  the  venture  turned  out  a failure  the  loss  would  be 
his.  Therefore  there  was  now  no  inducement  to  hie 
firm  to  put  their  money  at  risk. 

Even  the  ordinary  investor  who  is  probably  not 
subject  to  the  highest  rate  of  taxation  is  now  dis- 
inclined to  take  risks.  The  following  figures,  which 
show  a great  diminution  of  industrial  investments 
between  1913  and  1923,  may  be  taken  as  an  indication 
of  the  truth  of  the  statement;  but,  of  course,  in  times 
of  depression  less  money  is  required  for  this  class  of 
business.  According  to  The  Statist  of  5th  January 
last,  British  industrial  investments  in  U.K.,  Colonies 
and  abroad  wore  £163,000,000  in  1913  and 
£103,000,000  in  1923,  and,  if  we  take  the  reduced 
value  of  the  £ sterling  into  account  as  shown  by  the 
Labour  Gazette,  the  comparison  would  be 
£163,000,000  for  1913  and  £58,900,000  for  1923. 

Even  in  industrial  investments,  people  now  look 
for  security  rather  than  profit.  Mr.  William  Lang, 
joint  editor  of  the  Financial  News,  has  been  good 
enough  to  analyse  the  industrial  issues  advertised  in 
his  paper  during  1923,  with  the  following  result : De- 
bentures, £49,800,000;  Preference  shares,  £13,700,000- 
Ordinary  shares,  £8,300,000. 

6.  With  the  present  high  graduation  no  large 
private  firms  who  have  money  to  risk  in  opening  up 
new  markets  can  hope  to  continue  indefinitely,  as  the 
Death  Duties  swallow  up  their  capital  and  the  Super- 
tax prevents  them  from  accumulating  capital  to  take 
its  place.  Thus  one  of  the  effects  of  high  graduation 
is  to  destroy  those  who  have  shown  themselves  to  be 
capable  of  increasing  the  wealth  of  the  country. 
Death  Duties  seem  to  me  to  have  almost  every  defect 
that  a tax  can  possess.  They  are  uncertain  in  their 
operation,  they  are  a tax  on  pure  savings,  and  they 
are  liable  to  evasion  by  means  of  gifts  inter  vivos, 
trusts  for  children,  and  the  like. 

In  Italy,  in  August,  1923,  they  abolished  all  Death 
Duties  within  the  family  and  greatly  reduced  and  in 
some  cases  halved  the  remainder;  and  I cannot  do 
better  than  quote  the  words  of  Signor  de  Stefani 
when  he  introduced  this  reform.  He  said : “ The 
“ Government  holds  that  this  radical  measure  will 
“ have  a wide  repercussion  direct  and  indirect  on 
“ public  economy  and  on  the  accumulation  of  capital 
“ and  private  savings.  It  is  of  opinion  that  the 
“ immediate  loss  to  the  Treasury  will  be  more  than 
“ compensated,  not  only  by  the  performance  of  an 
“ act  of  justice,  but  by  a real  general  increase  of 
“ prosperity.”  He  then  mentions  the  respect  of  the 
Fascisti  for  family  life  and  the  Roman  law  of  pro- 
perty and  adds : “For  both  these  reasons  it  is  anxious 
“ to  avoid  a financial  system  which  leads  the  citizen 
“ to  think  only  of  his  own  individual  life,  to  save  only 
“ in  his  own  interest,  to  prefer  a life  annuity  to  an 
“ insurance  in  favour  of  his  descendants,  and  to 
“ squander  rather  than  to  save — all  to  the  detriment 
“ of  capital  which  is  the  productive  energy  of  the 
“ nation.” 
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On  the  information  of  an  Italian  banker,  I am 
able  to  say  that  Mr.  de  Stefani’s  forecast  is  proving 
correct,  that  already  a certain  amount  of  capital  is 
coming  into  the  country,  -and  that  there  is  “ a real 
general  increase  of  prosperity.5' 

7.  I think  that  it  is  certain  that  the  high 
graduation  of  taxes  on  capital  and  income  discourage 
the  adventuring  of  money  in  new  enterprise  and  check 
the  accumulation  of  capital,  and  I suggest  that  the 
present  accumulation  of  capital  is  insufficient  to  pro- 


vide for  our  great  and  increasing  population  and  to 
form  a reserve  against  future  wars. 

As  an  indication  of  the  correctness  of  this  suggestion 
I will  quote  the  Board  of  Trade’s  estimate  of 
Britain’s  surplus  available  for  investment  abroad  in 
the  years  1913  and  1923.  This  estimate  gives  £181 
millions  as  available  in  1913  and  £97  millions  as  avail- 
able in  1923;  and  if  we  take  the  decreased  value  of 
the  £ sterling  into  account  the  comparison  would 
be  £181  millions  in  1913  and  £55  millions  in  1923. 


2042.  Chairman : Lord  Hunsdon,  will  you  kindly 
take  your  paper  and  explain  as  you  go  along  the 
points  that  you  wish  to  bring  before  the  Committee  ? 

— I have  really  said  all  I have  to  say  in  this  paper. 

In  paragraph  No.  1,  I merely  express  my  inability  to 
prove  my  case  by  figures.  I have  got  Board  of  trade 
figures,  “ Statist  ” figures,  and  “Economist” 
figures,  but  I do  not  know  how  they  are  made  up  or 
whether  they  are  made  up  in  the  same  way ; therefore 
I quote  them  with  great  diffidence.  I am  not  relying 
upon  them,  but  I do  think  that  they  are  indicative 
of  the  truth  of  what  I say  in  the  paper.  That  is  the 
only  reason  why  I put  them  in.  I am  calling  atten- 
tion to  the  steep  gradient  of  Death  Duties  and  Super- 
tax, because  my  belief  is  that,  economically  speaking, 
the'  graduation  is  wrong,  and  that  graduation  . of 
Income  Tax  (though  I have  not  dealt  with  that  point 
in  my  paper)  is  also  wrong ; out  of  the  whole  revenue 
of  the  country  only  about  25  per  cent.,  or  something 
like  that,  is  subject  to  Income  Tax,  and  the  rest  goes 
free.  In  the  next  paragraph  I call  attention  to  the 
great  increase  in  population  and  the  necessity,  as  I 
hold  it,  for  opening  up  new  markets.  In  the  next 
paragraph  I am  not  saying  that  it  would  be 
advisable,  if  you  could,  to  reduce  the  rate  of  interest 
on  the  debt,  for  I know  that  it  took  a very  long  time 
to  do  that  in  old  days.  I think  Sir  Josiah  Stamp 
points  that  out  in  one  of  his  books.  Also,  when  trade 
revives,  more  money  will  come  back  into  trade,  and 
it  is  probable,  in  my  judgment,  that  interest  will  rise 
rather  than  fall.  "What  I am  contending  in  this 
paper  is  that  the  position  now  is  practically  the  same 
as  regards  the  proportion  of  wealth  to  debt  as  it 
was  in  1816,  and  then  they  took  a certain  course 
which  was  successful,  not,  of  course,  entirely  owing 
to  the  principles  adopted,  because  there  were  other 
matters,  but  still  it  was  successful.  I say  it  would  be 
better  if  we  could  get  back,  to  some  extent,  to  the 
principles  which  were  adopted  in  those  days,  and 
endeavour  to  lighten  the  burden  of  the  debt  by 
increasing  the  assets  on  which  it  is  a charge. 

2043.  Sir  Alan  Anderson:  With  reference  to  what 
you  say  about  two-thirds  of  the  population  being 
dependent  on  external  trade,  do  you  think  it  would  be 
possible  if  the  external  trade  fell  off  to  support  the 
population  on  internal  trade,  even  after  you  had 
allowed  time  to  switch  over? — No,  I do  not.  We  were 
talking  about  preference  in.  the  House  of  Lords  the 
other  day,  and  Lord  Long  gave  figures  showing  that 
the  consumption  of  wheat  in  this  country  was 
140,000,000  cwts.,  and  its  production  was  36,000,000 
cwts.,  and  though,  of  course,  I suppose  with  intensive 
cultivation,  and  if  we  fed  on  potatoes,  you  could  go  on 
for  some  time,  with  the  present  standard  of  living 
it  would  be  quite  impossible  to  support  the  population. 

2044.  Sir  Arthur  Balfour  : We  should  have  no  means 
of  paying  for  our  food? — No  means  of  paying  for  our 
food.  And  the  soil  will  not  give  it  to  you.  I have 
taken  a shot  when  I say  22,000,000  people  are  depen- 
dent on  external  trade.  Some  people  say  one-third 
are  dependent  on  external  trade,  and  some  people  say 
two-thirds.  I have  taken  half. 

2045.  Anyhow,  the  works  in  the  country  are  laid  out 
to  do  an  export  trade? — Yes 

2046. -  And  they  would  stand  still? — Yes. 

2047.  Mr.  Bowen : Do  you  base  much  of  your  argu- 
ment upon  the  statement  that  at  the  pre-war  rate  of 
increase  of  population  we  should  have  another 


11,000,000  mouths  to  feed;  do  you  take  the  rate 
of  increase  as  being  very  definite,  and  do  you  bass 
much  upon  that? — So  far  as  I can  see,  the  rate  was 
1 per  cent,  a year  for  many  years  before  the  war. 
I would  like  the  Committee  to  take  any  figures  they 
like.  I am  only  indicating  an  argument. 

2048.  You  are  not  basing  much  on  that  point?— 
Nothing  whatever.  If  you  say  that  we  are  not 
increasing  at  1 per  cent,  a year,  but  at  i per  cent, 
a year,  it  will  take  double  as  long  to  get  into  the  6amc* 
position.  That  is  all  it  means.  The  next  paragraph 
merely  calls  attention  to  the  throwing  of  the  burden 
of  taxation  on  those  best  able  to  bear  it,  which  1 
think  is  a suppression  of  the  truth.  You  do  throw 
it  on  those  best  able  to  bear  it  in  the  first  instance, 
but  it  must  fall  on  everybody.  That  is  my  contention. 
I think  that  the  way  it  is  done  now  is  so  injurious  to 
the  poorer  classes,  who  are  dependent  on  the  surplus 
income  of  the  rich  for  new  enterprises  and  new 
markets,  that  it  is  much  more  injurious  than  if  they 
paid  the  tax  thenlselves. 

2049.  Sir  Josiah  Stamp:  On  that  point,  supposing 


you  take  a given  quantity,  £x,  from  a rich  man,  and 
that  if  you  had  not  taken  it  he  would  have  saved  it ; 
supposing  you  take  it  entirely  for  the  purpose  ol 
paying  off  debt,  is  the  total  capital  position  of  the 
country,  and  therefore  the  position  of  employment, 
any  worse? — I think  it  is.  If  you  left  it  with  the 
rich  man  I think  it  would,  to  use  the  old  phrase, 
“ fructify  in  the  pockets  of  the  people.” 

2050.  Does  it  not  fructify  in  somebody  else’s  pocket 

when  the  State  uses  it  to  repay  debt? Yrou  mean, 

pays  it  to  somebody  else? 

2051.  The  State  receives  the  money  by  way  of 
taxation ; the  State  redeems  so  much  debt.  What 
happens  to  the  capital?  It  is  not  annihilated? — No, 
but  you  are  dislocating  the  present  arrangements. 

2052.  To  what  extent  does  that  dislocation  at 
present  proceed?  To  what  extent  does  the  money 
get  to  the  points  that  it  would  have  got  to,  by  that 
process? — Take  the  case  of  a private  firm.  The.senim' 
partner  dies  and  heavy  Death  Duties  are  levied  on 
that  firm.  It  does  not  make  any  difference  to  the 
country,  you  say;  the  money  goes  practically  or 
roughly  speaking  in  repayment  of  the  debt,  so  the 
country  is  the  same  as  it  was  before,  with  the  same 
amount  of  capital,  and  so  on.  But  that  private  firm 
has  to  shut  down  or  has  to  reduce  its  business. 

2053.  The  position  put  to  us  by  so  many  is  that  the 
money  merely  changes  hands;  it  is  paid  over  in  the 
form  of  taxes  and  it  gets  into  somebody’s  hands.  He 
has  the  money  to  invest,  and  by  the  machinery  of  the 
money  market  it  gets  back  to  the  man  who  wants  it? 
— Take  a private  firm.  Supposing  they  have  a capital 
of  £1,000,000,  or  one  member  is  a partner  with  a 
capital  of  £1,000,000,  and  there  is  no  other  partner 
with  any  capital.  20  per  cent,  of  that,  that  is 
£200,000  goes  from  that  firm.  It  does  not  go  back 
to  the  firm  in  any  way.  They  are  £200,000  short,  and 
they  have  to  reduce  their  business  to  that  extent. 

2054.  That  is  not  quite  the  position  put  to  us.  The 
position  put  to  us  is  that  the  money  leaves  the  firm 
and  is  paid  to  the  Government.  The  Government 
redeem  War  Loan  with  it,  and  therefore  some  former 
War  Loan  holder  has  money  to  invest.  He  looks 
round  for  an  investment  and  he  finds  that  this 
business  wants  to  replace  its  own  capital  by  borrowed 
capital.  It  does  it  either  by  an  issue  or  by  the 
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machinery  of  the  money  market  and  the  bank? 

Perhaps  they  might  have  borrowed  up  to  the  hilt 
already.  It  does  not  follow  that  they  would  be  in  a 
position  to  borrow. 

2055.  Could  they  have  borrowed  up  to  the  hilt  if 
they  had  got  there  the  capital  liable  to  Death  Duties? 
— I suppose  they  ought  not  to  have  done  so,  but  they 
might  have  done. 

2056.  Would  you  call  it  up  to  the  hilt  if  they  had 
that  margin? — 1 do  not  think  you  can  get  over  the 
fact  that  if  they  have  lost  £200,000,  they  have  got  to 
reduce  their  business. 

2057.  We  want  to  see  if  the  answer  that  is  given 
that  capital  is  not  annihilated  and  merely  comes  back 
through  the  ordinary  sources  of  the  bank  is  correct? 
— It  will  come  back  into  the  market. 

2058.  Whether  there  is  any  real  friction  in  this 
particular  man  not  being  able  to  get  hold  of  it.  There 
are  two  schools  of  thought,  those  who  say  that  the 
fact  that  you  did  not  annihilate  capital  is  a complete 
answer,  because  it  will  go  back  where  it  is  wanted; 
and  the  others  who  say  it  may  not  be  destroyed,  but 
you  alter  its  direction? — That  is  what  you  do. 

2059.  We  want  to  know  in  your  experience  to  what 
extent  it  alters  its  direction? — I do  not  think  it  comes 
back  to  the  person  who  has  paid  the  Death  Duties  at 
all. 

2CG0.  Where  does  it  go? — I do  not  know.  It  goes 
into  space  somewhere;  it  does  not  go  to  him. 

2061.  It  goes  in  the  form  of  some  new  investment, 
then  ? — It  goes  into  investments. 

2062.  What  kind  of  new  investments  are 
encouraged?  You  tell  us  the  ones  that  are  dis- 
couraged, namely,  private  business? — I suppose  if  a 
man  has  a War  Loan  paid  off,  he  puts  it  into  some- 
thing more  or  less  equivalent.  Or  else  it  puts  up  the 
price  of  War  Loan  to  some  extent. 

2063.  You  could  not  suggest  anything  more  precise 
as  to  the  kind  of  investment  that  is  encouraged  if  it 
does  not  come  back  to  the  original  payer? — If  a man 
has  got  his  War  Loan  paid  off  he  clearly  wants  some- 
thing of  that  nature;  he  will  put  it  back  into  some- 
thing of  that  nature. 

2064.  Then  the  net  effect  of  repaying  debt  by 
taxation  is  to  encourage  a particular  class  of  invest- 
ment? Yes,  I suppose  it  is.  It  reduces  the  amount  of 
the  class  of  investment  so  far  as  it  is  paid  off,  and 
tnerefore  I suppose  there  is  a greater  demand  for  that 
investment. 

2065.  Is  it  in  fact  encouraging  that  investment? — 
In  fact  I do  not  suppose  it  would  make  very  much 
difference,  in  view  of  the  total  amount  of  first-class 
securities. 

i 2066.  If  you  were  to  repay  £50,000,000  to 
£100,000,000  a year  of  debt  and  that  money  was  not 
to  come  back  iij  any  way  through  ordinary  banking 
channels  to  the  people  who  had  paid  it,  but  was  to  go 
into  new  kinds  of  semi-gilt-edged  investments,  it 
would  form  a very  large  proportion  of  the  total 
savings,  would  it  not;  it  would  be  very  easy  for 
municipalities  and  foreign  states  to  float  loans  if  all 
this  money  was  waiting  for  non-industrial  invest- 
ment?— Yes,  I suppose  it  would 

2067.  Well,  is  it? — These  are  rather  puzzles.  I 
would  like  to  have  notice  of  the  question. 

2068.  You  see,  it  is  no  good  simply  saying  that 
the  man  pays  the  money,  as  though  that  is  the  end 
of  it.  We  want  to  know  what  happens  to  it  at  the 
finish,  where  it  gets  to? — What  I am  looking  at  is 
not  where  the  money  goes  to,  but  where  it  goes 
away  from.  I am  looking  at  the  private  firm  or 
private  individual  whose  business  is  injured. 

2069.  You  do  not  believe  in  the  theory  that  he 
will  get  it  back  as  loan  capital? — No,  I do  not  think 
so. 

2070.  Sir  Alcm  Anderson:  I think  there  is  a little 
confusion.  The  private  firm,  if  its  credit  is  good, 
can  borrow  this  money,  -but  it  will  be  £200,000  the 
poorer? — Of  course  it  would. 

2071.  That  is  the  whole  thing? — That  is  the  point. 

2072.  In  order  to  maintain  its  business,  if  it  has 
to  invest  up  to  the  hilt  in  fairly  speculative  things, 
people  will  be  shy  of  lending  to  them? — Yes. 


2073.  Sir  J osiah  Stamp : You  have  lessened  the 
accumulation  of  capital.  That  is  the  point.  Sir  Alan 
Anderson  : Not  in  the  country.  Sir  J osiah  Stamp : 
No.  In  fact,  witnesses  have  told  us  that  taking  tax 
for  repayment  of  debt  actually  increases  the  accumu- 
lation of  capital  in  the  country  ? I take  it  that  you 
d°  not  believe  that?—  (Witness) : Certainly  not ! 

2074.  Mr.  Bowen : On  your  third  argument,  in  the 
last  paragraph  you  refer  to  world  markets.  You 
remind  us  that  all  countries  in  the  world  now  have 
their  own  workshops  ? — Yes. 

2075.  From  which  I infer  that  you  believe  that 
our  world  market  is  getting  very  narrow  ? — Is  getting 
low;  it  is  tending  that  way.  There  are  a great 
number  of  spindles  in  India,  for  instance,  and  in 
Argentina  they  are  putting  up  factories.  Everywhere 
they  are  putting  up  factories.  There  is  a general 
tendency  all  through  the  world,  I think— I do  not 
know  what  word  to  use  exactly — of  the  nationalisa- 
tion of  industry,  that  is,  to  produce  at  home  rather 
than  get  goods  from  abroad. 

2076.  If  there  is  no  opportunity  to  expand  very 
gieatly  in  the  world  market,  that  should  release  some 
capital  for  expansion  internally  ?— But  what  is  the 
use  of  expanding  internally  unless  you  are  going  to 
S'ell  the  stuff? 

2077.  May  I put  the  question  to  you:  What  is  the 
use  of  producing  internally,  if  you  cannot  sell  the 
stuff? — I do  not  know;  if  you  have  to  sell  stuff  to 
buy  food. 

2078.  The  point  I am  coming  to  is  this.  You  suggest 
that  capital  should  be  in  the  hands  of  a few  people, 
who  are  the  only  people  who  can  save  it.  You  call 
them  the  rich  people? — Yes. 

2079.  And  the  general  statement  you  make  here 
is  that  if  it  gets  into  the  hands  of  other  people, 
it  becomes  squandered  ?— I do  not  say  that  exactly’ 
but  it  is  obvious  that  the  rich  are  the  saving  class 
and  the  poor  are  the  spending  class,  speaking 
generally. 

2080.  But  is  it  obvious? — I beg  your  pardon;  I 
thought  it  was.  If  you  have  £100,000  a year,  you 
cannot  possibly  spend  it;  therefore  you  have  to 
save  it. 

2081.  But  is  it  not  obvious  that  the  one  class  has 
the  opportunity,  and  has  had  the  opportunity,  of 
getting  money,  the  other  class  never  has  had  the 
opportunity  of  getting  money? — But  whenever  it  has, 
it  spends  it  on  cinemas  and  char-a-bancs  rides.  It  is 
very  nice  seeing  them  at  cinemas  and  on  char-a-bancs 
rides,  but  that  is  what  happens. 

2082.  You  do  not  disagree  with  me  when  I suggest 
that  the  poor  have  as  much  right  to  go  to  a cinema 
as  the  rich  have  to  go  to  Ascot  ? — Certainly  not,  but 
I am  not  talking  of  whether  it  is  right  or  wrong.  I 
am  speaking  of  the  necessity  of  saving  money  for  the 
country. 

2083.  I want  to  get  your  exact  point,  but  one  of 
my  difficulties  is  in  your  condemnation  of  the  one 
class  as  against  the  other  ? — I do  not  condemn  them 
in  the  least.  I should  go  to  cinemas  myself,  if  I 
wanted  to. 

2084.  You  do  not  appear  to  take  account  of  the 
savings  of  the  working  class  in  proportion  to  the 
opportunities  they  get  for  saving? — No;  but  I am 
not  entering  into  that  at  all.  I am  merely  stating 
what  I think  is  a fact,  that  is  to  say,  that  if  a man 
has  got,  say,  £200  a year,  he  does  not  save  as  much 
in  proportion  as  a man  who  has  £200,000  a year. 
That  is  all  I am  saying:  as  a fact.  If  you  agree 
that  further  accumulation  of  capital  is  necessary, 
then  I say  that  you  have  to  reverse  the  present 
system;  that  is  all. 

2085.  We  are  getting  at  two  points.  The  main 
point  I want  to  get  is  your  first,  as  to  the  graduation 
of  Income  Tax  and  the  ability  of  people  to  bear  it. 

I am  trying  to  get  from  you  clearly  your  views  on 
the  ability  of  all  classes  to  pay  tax.  For  example,  if 
all  accumulated  savings  are  to  be  at  the  disposal 
of  one  class,  and  if  the  other  class  have  no  savings  to 
accumulate,  which  of  those  classes  should  bear  the 
tax? — I say  that  at  the  present  moment  the  tax  is 
too  heavy  on  what  I call  the  rich,  and  it  is  causing 
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lack  of  accumulation  of  capital  and  lack  of  enter- 
prise, and  therefore  is  most  injurious  to  the  poor,  if 
you  divide  them  into  those  classes ; and  it  would 
be  much  better  for  the  poor  if  they  were  to  pay  higher 
taxes  themselves  and  encourage  the  accumulation  of 
wealth  and  new  enterprise. 

2086.  But  can  the  poorer  classes  pay  higher  taxes  ? 
— There  was  no  tax  on  income  or  on  capital  at  all 
after  1816,  and  we  were  in  much  the  same  position 
as  we  are  in  now. 

2087.  Were  the  working  classes  in  the  same  position 
in  1816? — No;  they  are  in  a much  better  position 

now. 

2088-  Why  are  they  better? — Because  we  have 
prospered.  The  prosperity  of  the  country  increased 
enormously  owing  to  the  principle  of  encouraging 
enterprise  and  encouraging  thrift,  and  the  position 
of  the  working  classes,  as  was  certain,  improved 
with  it. 

2089.  But  I want  to  get  your  point  as  to  why,  in 
view  of  the  proportion  of  tax  now  borne  by  the  poorer 
classes,  you  want  to  increase  that  to  the  relief  of  the 
richer  classes,  who,  you  say,  are  now  more  heavily 
taxed  than  they  should  be? — Yes;  I suppose  you  can 
put  it  like  that,  if  you  like.  I certainly  want  to 
relieve  the  richer  classes  of  this  heavy  Super-tax. 

2090.  Would  you  draw  any  line  of  demarcation  be- 
low which  you  would  not  go  to  impose  a tax  upon 
an  individual? — Do  you  mean,  have  alow  exemption 
limit? 

2091.  I am  referring  to  the  poorer  classes? — I think 
they  ought  all  to  pay  taxes. 

2092.  Suppose  they  have  not  sufficient  to  maintain 
themselves  and  family,  would  you  tax  them  then? — 
You  mean  by  indirect  taxation? 

2093.  Anything  you  like? — They  are  taxed  now  by 
indirect  taxation. 

2094.  You  would  tax  them  whether  they  have  got 
sufficient  to  eat  or  not? — I should  impose  taxes  with- 
out reference  to  this  question,  because  the  question 
of  sufficient  means  is  a question  of  wages.  I 
am  trying  to  talk  economics;  I am  not  talking  politics 
at  all.  You  do  tax  them  now  whether  they  are  able 
to  live  or  no,  and  of  course  they  do  live.  You  tax 
them  on  tea  and  sugar  and  things  of  that  sort. 

2095.  I would  not  wish  to  talk  politics.  What  I 
am  trying  to  get  from  you,  as  you  have  been 
good  enough  to  come  here,  is  your  views  as  to 
taxation  and  the  ability  of  people  to  pay.  What  I 
want  to  get'  at  is  who,  in  your  judgment,  are  the 
people  best  able  to  bear  taxation?  We  all  admit  that 
taxes  have  to  be  paid,  and  you  want  to  shift  them 
from  one  class  to  another? — My  point  is  that  the 
question  of  th©  burden  of  taxation,  that  is,  who  is 
best  able  to  bear  taxation,  is  not  a question  that 
ought  to  be  considered  at  all  in  a country  which  is  in 
difficulties,  as  this  country  is  at  the  present  moment. 
It  ought  to  be  governed  entirely  by  the  question  of 
what  taxes  do  least  harm  to  the  bulk  of  the  com- 
munity, which  is  the  working  class.  It  is  on  that 
basis  that  I should  say  that  you  ought  to  impose  your 
taxation  and  on  no  other.  The  question  of  where  the 
burden  first  falls,  it  seems  to  me,  is  sentiment;  and 
seems  quite  out  of  place  when  you  are  forced  by  the 
present  position  of  the  country,  as  I think,  to  study 
economic  laws  and  see  which  tax  does  the  most  evil. 

2096.  Sir  Arthwr  Balfour : Is  it  any  use  taking  an 
economic  view  of  a situation  like  that,  if  in  practice 
it  is  impossible?  It  is  politically  impossible,  surely, 
to  do  what  you  suggest? — But  it  is  not  impossible  to 
go  back  nearer  to  the  state  of  things  as  they  existed 
before.  As  I say,  I am  not  talking  politics;  I am 
trying  to  talk  economics. 

2097.  Sir  Josiah  Stamp  : Is  not  this  the  real  conflict 
in  your  mind?  You  would  not  object  to  progressive 
taxation  as  a principle  of  justice  merely  for  paying 
taxes,  but  you  say  that  it  is  more  than  overruled  by 
the  national  advantage  of  having  a large  accumulation 
of  capital,  and  that  you  will  not  get  under  the 
present  system.  You  say  that  your  method,  from  the 
point  of  view  of  economics,  is  much  superior  and  that 


the  question  of  abstract  justice  ought  to  go? — I am 
not  talking  about  abstract  justice.  I say  the  country 
is  in  a very  precarious  position,  and  must  always  be 
in  a precarious  position,  because  it  is  dependent  on 
the  will  and  power  of  others  to  take  our  goods. 
Therefore  economic  laws  ought  to  govern  everything, 
though  I do  not  propose  that  we  should  go  to  the 
extreme  limit.  I do  not  mind  making  small  economic 
mistakes,  but  this  one  has  got  to  such  a point  that 
it  is  doing  damage;  that  is  to  say,  if  you  do  not 
undertake  any  new  enterprise,  you  will  not  be  able 
to  feed  the  people. 

2098.  Assume  for  the  moment  that  you  have  to 
put  on  one  side  abstract  justice  and  the  payment 
of  taxes  by  the  progressive  system,  because  of 
this  overruling  importance  of  .accumulation  of  capital, 
and  that  it  can  be  accumulated  only  in  the  hands 
of  the  rich,  and  let  us  ask  how  far  our  present 
taxation  system  is  really  seriously  affecting  that 
accumulation.  That  is  a concrete  proposition,  is  it 
not? — Yes. 

2099.  The  State  requires  taxes  for  two  purposes, 
one,  to  spend,  and  the  other,  to  pay  off  debt.  Now 
will  you  look  at  the  two  cases  separately  ? Do  you 
agree  that  if  it  is  used  for  payment  of  debt,  there 
is  not  necessarily  any  smaller  accumulation  available 
to  industry  ? — I take  the  person  who  pays  these  Death 
Duties  or  Super-tax.  I say  that  he  is  unable  to 
carry  on  new  enterprise  or  carry  on  his"  business  as 
well  as  he  did. 

2100.  Sir  Alan  Anderson  : That  is,  the  individual 
is  poorer;  but  the  country,  taking  it  altogether,  is 
the  same  as  it  was? — If  the  individual  suffers,  the 
country  suffers. 

2101.  Some  other  individual  might  have  more? — He 
would,  but  on  your  hypothesis,  all  he  has  done  is  to 
get  rid  of  some  War  Loan  and  get  something  else 
more  or  less  equivalent. 

2102.  Sir  Josiah  Stamp-.  Supposing  we  are  satis- 
fied, by  the  weight  of  evidence,  that  the  money  docs 
not  vanish,  but  that  there  is  as  much  money  available 
as  accumulation  of  capital  when  taxation  proceeds 
for  repayment  of  debt  as  if  there  had  not  been  any 
such  taxation;  if  that  is  so,  then  your  difficulty  is 
confined  to  that  amount  of  taxation  that  is  raised  by 
the  Government  for  spending.  Do  you  say  that  by 
raising  taxation  from  the  rich  for  spending,  you  are 
depriving  the  country  of  money  that  the  rich  would 
have  saved,  and  that  the  poor,  who  are  spared  by 
that  method  of  taxation,  will  not  save  an  equivalent 
sum  ? — Yes. 

2103.  Now  could  you  give  us  the  measure  of  that 
“hole  ” in  saving,  in  the  accumulation  of  capital? — 
No,  I cannot.  I should  have  thought  it  was  obviously 
true  that  the  rich  saved  more  in  proportion  to  their 
income  than  the  poor. 

2104.  I want  to  get  from  you  whether,  in  regard  to 
the  difficulty  that  you  are  labouring  under,  you  can 
put  this  important  reason  for  setting  aside  abstract 
justice  into  figures.  You  say  the  accumulation  of 
capital  is  going  to  suffer ; we  want  to  find  out  to  what 
extent  it  is  going  to  suffer.  Now,  if  it  does  not  suffer 
so  far  as  repayment  of  debt  is  concerned,  the  area  of 
suffering  must  be  confined  to  what  the  State  spends 
in  ordinary  Budget  expenditure  ? — Yes. 

2105.  Could  you  put  a figure  on  the  extent  to  which 
that  depletes  the  accumulation  of  capital? — No,  I 
could  not. 

2106.  You  do  not  know  whether  this  important 
reason  for  setting  aside  the  abstract  justice  of  pro- 
gressive taxation  is  really  a very  big  one  or  not? — 1 
cannot  give  you  :an.y  figures  to  prove  it.* 


* In  reading  over  my  verbal  evidence  I observe  that  Sir  Josiah 
Stamp  desired  to  know  whether  the  amount  of  saving  which 
would  follow  a reduction  of  Super-tax  would  justify  a departure 
from  what  he  considered  “the  abstract  justioe  ” of  high  graduation. 

I should  have  reminded  the  Committee  that  the  chief  point  in 
my  evidence-in-chief  was  to  call  their  particular  attention  not  to 
the  quantity  but  to  the  quality  of  the  income  so  Baved,  as,  small 
though  it  may  be,  surplus  income  is  an  essential  part  of  the 
mechanism  of  trade ; for  it  is  only  surplus  income  that  can  be 
risked  with  impunity  in  new  enterprise.  Hunsdon . 
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2107.  You  only  feel  instinctively  that  it  is  there? 
— Yes. 

_ 210b.  You  cannot  point  to  a -depletion  of  accumula- 
tion ? No;  I do  not  see  how  anyone  can  get  anv 
figures  to  prove  that.  I certainly  cannot. 

2109.  Sir  Alan  Anderson:  Here  is  another  difficulty 
that  strikes  me.  What  you  say  in  effect  is  that  the 
scale  of  living  of  the  wage-earning  class  is  rather 
higher  than  we  can  afford? — I should  say  it  was. 

2110.  Now  supposing  you  did  throw  a greater  share 
of  the  taxes  on  to  the  wage-earning  class  in  order  to 
make  them  spend  less,  surely  they  would  demand  more 
wages.  I hey  enforce  that  demand  for  wages  to-day 
on  the  facts  of  to-day,  and  if  you  threw  your  extra 
burden  on  them,  would  they  not  have  an  additional 
argument  for  higher  wages? — Certainly. 

2111.  I should  have  thought  you  would  not  have 
altered  the  position  the  least  bit  in  the  world,  and  if 
it  is  true  that  we  are  living  at  too  high  a rate  to-day, 
shall  we  not  be  forced,  in  spite  of  everything,  to  re- 
duce the  scale  of  living  in  this  country  by  the  inability 
to  sell  our  goods,  and  is  not  that  the  only  thing  that 
will  bring  the  scale  down? — But  we  are  unable  to  sell 
our  goods  now.  The  falling  off  in  our  manufactured 
goods  (I  am  quoting  the  Board  of  Trade  figures)  in 
1923  was  25-6  per  cent,  as  compared  with  1913,  taking 
the  same  range  of  prices. 

2112.  And  of  course  in  some  trades  wages  have 
come  down  enormously  because  of  that? — Yes. 

2113.  Professor  Hall:  On  this  point  I should  like 
to . ask  you  this  question . You  have  suggested  that 
this  should  be  considered  from  the  economic  point  of 
view  only? — Yes. 

2114.  And  that  a transference  of  taxation  from  the 
richer  classes  to  the  working  classes  would  be  advan- 
tageous in  increasing  the  quantity  of  available 
capital  ? — Yes. 

2115.  But  supposing  that  this  increased  taxation 
reduced  the  efficiency  of  labour,  would  it  be  really 
beneficial  to  the  country  ? — That  would  go  against  it. 

2116.  So  that  you  would  really  limit  the  amount  of 
taxation? — Of  course  one  would  in  practice,  because 
you  have  to  keep  them  in  health.  That  would  be 
arranged  by  their  wages.  As  Sir  Alan  Anderson  says, 
if  you  put  more  taxation  on,  very  likely  their  wages 
would  have  to  go  up  in  order  to  get  proper  health 
and  living  and  so  on. 

2117.  So  there  would  be  no  reduction  in  real  wages 
as  the  result  of  this  change  in  taxation? — Not  neces- 
sarily, but  I am  not  talking  of  the  question  of  wages. 

2118.  I thought  you  were  rather  talking  about  the 
accumulation  of  capital  as  a factor  in  the  increase  of 
production ; and  surely  an  equally  important  factor 
in  the  increase  of  production  is  the  efficiency  of 
labour? — Yes. 

2119.  And  you  might  'impair  the  position  and  lose 
the  efficiency  of  labour  and  lose  more  than  you  would 
gain  ? — Yes. 

2120.  I thought,  in  answer  to  Mr.  Bowen,  you 
suggested  you  would  put  the  taxation  upon  the  work- 
ing classes  irrespective  of  the  standard  of  living? — 
Yes,  because  I say  that  is  the  place  on  which  to  put 
the  taxation — the  44  millions,  or  whatever  it  is.  It 
would  not  be  that,  of  course ; it  is  only  the  adults — 
but  to  put  the  taxation  on  the  whole  body  of  the 
people.  Then  you  would  have  to  arrange  your  wages 
in  view  no  doubt  of  the  standard  of  living. 

2121.  Sir  Arthur  Balfour:  When  you  had  raised 
your  wages  you  would  raise  your  cost  of  production  ? — 
Yes. 

2122.  You  would  cease  to  be  able  to  do  your  export 
trade  and  you  would  find  yourself  back  in  another 
position  in  the  same  vicious  circle? — But  you  will 
starve  unless  you  get  more  markets  for  the  working 
man.  It  is  the  working  man  I am  thinking  of.  97£ 
per  cent,  of  the  population  are  employed  persons,  and 
it  is  those  people  who  constitute  the  nation,  and  it  is 
from  that  point  of  view  that  I am  looking  at  it  now. 
If  they  have  to  go  short  for  a time,  well,  they  have  to 
go  short  for  a time;  but  the  great  thing  is  to  open 
new  markets  and  encourage  enterprise,  at  least  that 
is  my  view.  Of  course,  there  are  many  things  to  be 
taken  into  account,  as  you  have  mentioned. 
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2123.  You  really  say  that  in  view  of  the  grave  posi- 
tion everybody  has  to  make  a sacrifice  to  try  to  open 
up  new  markets  so  as  to  save  us  for  the  future  ? — Yes, 
that  is  exactly  what  I do  think.  The  position  is 
appalling,  to  my  mind.  Why  people  are  not  alarmed 
at  it,  I cannot  see ; and  it  is  that  indifference  which 
alarms  me  more  than  anything.  May  I now  go  on  to 
the  figures  that  I give  at  the  end  of  my  Paper  from 
the  “Board  of  Trade  Journal”?  £181,000,000  in 
gold  sovereigns  in  1913  was  the  surplus  available  for 
overseas  investment,  and  £97,000,000  was  available 
in  1923,  and  to  arrive  at  the  equivalent  of  the  latter 
figure  in  sovereigns  of  the  1913  period,  one  would  have 
to  reduce  it  to  £55,000,000.  I do  not  know  that  you 
can  say  that  they  are  savings  exactly,  but  they  are 
something  very  like  it — and  the  reduction  is  from 
£181,000,000  to  £55,000,000. 

2124.  Sir  J osiah  Stamp : That  is  available  for  in- 
vestment abroad,  is  it  not? — Yes. 

2125.  Does  this  reflect  in  any  way  on  the  total 
accumulation  in  the  country  ? — That  is  why  I only  say 
it  is  an  indication.  I do  not  know  what  goes  on  in 
this  country. 

2126.  You  might  have  a diminution  in  the  amount 
of  foreign  investment  accompanied  by  an  increase  in 

the  amount  available  for  home  investment? But 

would  not  the  home  investment  in  some  way  produce 
something,  and  would  not  that  appear  in  the  excess 
of  imports  over  exports? 

2127.  It  might  be  consumed  at  home  and  not  affect 
foreign  trade  at  all? — If  it  was  consumed  at  home  we 
should  not  want  to  get  it  from  abroad,  so  it  would 
reduce  imports. 

2128.  The  question  is,  is  the  total  accumulation  too 
small  for  our  needs,  and  the  further  question  is,  can 
you  test  that  accumulation  merely  from  investments 
abroad?— They  are  only  an  index,  and  there  are  other 
things  to  consider  which  I cannot  get  at  at  all ; I do 
not  know  whether  anybody  can;  certainly  I cannot. 
That  is  why  I say  it  is  for  the  Committee  to  inquire 
into  and  not  for  a private  individual.  I do  not 
see  how  I could  get  at  it.  These  figures  are  most 
startling,  it  seems  to  me. 

2129.  Mrs.  Wootton:  There  are  some  other  figures 
you  give  in  paragraph  5 of  your  evidence,  where 
you  quote  the  total  of  subscriptions  to  British 
industrial  investments,  United  Kingdom  and  abroad, 
and  you  call  attention  to  the  great  reduction  between 
1923  and  1913?— Yes. 

2130.  Your  suggestion  seems  to  be  that  that  is  due 
to  high  taxation.  Do  you  press  that  point? — My  con- 
tention is  that  owing  to  high  taxation-  there  is  a dis- 
inclination to  take  risks ; and  this  again  is  an  indica- 
tion, I think,  of  that  'disinclination.  That  is  all.  I 
am  bound  to  put  some  figures  in,  but  I only  put  them 
in  as  an  indication. 

2131.  If  one  takes  the  same  figures,  say  for  the 
years  1919  and  1920,  when  the  taxation  was  higher 
than  at  present,  you  find  that  the  subscriptions  were 
very  considerably  larger? — Yes.  I have  them  all  here, 
but  I have  really  not  bothered  about  the  years  1919 
and  1920,  because  they  were  entirely  abnormal. 

2132.  I think  you  will  find  the  figure  for  1919  is 
£183,000,000  and  the  figure  for  1920  is  £298,000,000? 
— Of  course,  there  was  a boom  going  on  in  1919  and 
up  to  the  middle  of  1920. 

2133.  I put  to  you  the  question  that  whether  there 
is  a boom  or  whether  there  is  a depression  is  very 
much  more  important  in  determining  the  volume  of 
subscription  to  new  issues  than  any  question  of  taxa- 
tion. Taxation  on  the  whole  is  lower  now  than  it 
was  in  those  years,  but  the  trade  conditions  are  quite 
different? — Yes;  I have  said  in  my  paper  that  the 
falling  off  may  be  due  to  that  very  thing.  People  do 
not  want  so  much  for  industrial  investment  in  times 
of  depression  as  they  do  in  times  of  prosperity,  but 
there  is  also  a disinclination  to  take  risks. 

2134.  What  I am  trying  to  get  is  the  cause  of  that 
disinclination — whether  you  can  press  the  point  that 
the  cause  is  taxation  or  whether  the  cause  may  not 
be  something  quite  different? — I think  it  is  both. 
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2136.  One  must  give  considerable  weight  to  the 
fact  that  there  is  something  other  than  taxation? — 
There  must  he  other  causes,  yes. 

2136.  Judging  from  the  figures  that  you  quote, 
these  other  causes  have  at  least  as  great  importance 
as  taxation? — That  I cannot  tell;  I do  not  think 
anybody  can  tell. 

2137.  Sir  Alan  Anderson:  Is  there,  in  fact,  to-day 
any  difficulty  in  getting  money  for  good  industrials 
in  the  market  in  London  ? Is  there  apparently  a 
shortage  of  capital? — Yes,  I should  think  certainly 
there  is. 

2138.  For  ordinary  shares'? — Yes,  for  ordinary 
share  capital. 

2139.  But  not  for  preference  or  debentures? — No. 

2140.  Chairman : Are  there  any  other  points  that 
you  wish  to  mention? — No,  I do  not  think  so.  I 
have  said  all  I have  to  say,  I think,  in  the  paper.  I 
have  tried  to  include  all  the  important  matters.  Sir 
Josiah  Stamp  has  probably  got  all  the  figures,  but  I 
have  tried  and  failed  to  find  out  whether  one  could 
make  any  estimate  of  what  the  present  position  is 
with  regard  to  the  assets  of  the  country  as  compared 
with  1913  or  1914. 

2141.  Sir  Josiah  Stamp:  No  valuation  of  the 

nation’s  wealth  at  two  different  periods  gives  a 
difference  which  represents  an  accumulation  or  other- 
wise of  capital? — Not  in  pounds  sterling,  but  cannot 
you  turn  it  back  into  the  same  denomination? 

2142.  No,  you  cannot  do  it  that  way.  If  your  price 
level  was  identical  it  might  mean  something,  but  not 
otherwise ; but  there  are  ways  of  getting  at  the 
accumulation? — I made  a note  here,  and  perhaps  I 
may  be  allowed  to  read  it.  I calculate  that  before 
the  war — I am  talking  here  about  the  last  paragraph 
where  I gave  the  Board  of  Trade  estimate  of 
£181,000,000  available  for  overseas  investment  in 
1913,  and  £97,000,000  in  1923 — I calculate  that 
before  the  war  the  wealth  of  the  country  was  equal  to 
about  £350  per  head  of  population,  which  is  equal  to 
about  £600  now,  and  if  the  population  increases  at 
1 per  cent,  per  annum,  as  it  did  before  the  war,  we 
should  require  £600  multiplied  by  1 per  cent,  of 
44,000,000  or  £264,000,000  sterling  surplus  per 
annum  to  keep  up  that  standard. 

2143.  'When  you  quote  the  amount  available  for 
overseas  investment,  you  do  not  know  what  is  the 
amount  at  home  to  be  added  to  this? — No. 

2144.  Sir  Charles  Addis : Have  you  any  alternative 
mode  of  taxation  in  view? — I was  told  particularly 
not  to  mention  it  if  I had.  There  are  several  schemes, 
as,  of  course,  you  know,  but  there  is  one  of  Mr.  P.  D. 
Leake,  which  I thought  very  interesting — a flat  rate 
on  what  he  calls  production.  We  managed  to  get 
on  in  1816  without  any  Income  Tax  or  Super-tax  or 
Death  Duties,  and  we  became  eventually  very 
prosperous.  I want  to  get  back  nearer  to  that  point 
than  we  are  at  present. 

2145.  Sir  J osiah  Stamp : Do  you  think  we  had  any 
measure  of  real  prosperity  before  1840? — Of  course 
we  had  a very  bad  time  in  1819. 


2146.  It  is  a matter  of  interpretation  of  history; 
1 am  not  going  to  press  it;  but  I should  have  thought 
that  our  real  prosperity  began  about  the  same  time 
as  we  put  on  the  Income  Tax.  It  may  be  an 
accident ; I am  not  suggesting  that  it  was  cause  and 
effect;  but  if  one  reads  the  literature  of  the  early 
part  of  the  last  century,  one  sees  that  position? — I 
agree. 

2147.  Sir  Alan  Anderson:  Have  you  ever  read 

Cobbett’s  “ Rural  Rides”?  That  gives  a terrible 
picture? — Yes,  we  did  go  through  a very  bad  time; 
but  the  result  was  extraordinarily  successful  in  the 
end ; and  now  that  the  working  classes  have  all 
political  power  in  their  hands  they  are  not  going  to 
repeat  that  “ terrible  picture  ” unless  they  ruin  the 
country. 

2148.  Sir  Charles  Addis  : Your  suggestion  is  that 
you  would  reduce  materially  Death  Duties,  Super-tax 
and  the  Income  Tax? — No,  I should  not  reduce  the 
Income  Tax  until  I had  reduced  Super-tax  and  Death 
Duties. 

2149.  And  you  would  keep  the  Income  Tax  as  it  is? 
— Yes.  I should  reduce  the  number  of  exemptions 
from  it.  Any  invested  funds,  from  whatever  source 
they  came,  I should  make  subject  to  Income  Tax. 

2150.  In  such  a way  and  to  such  an  extent  as  to 
supply  the  deficiency  of  Death  Duties  and  Super-tax? 
— That  I cannot  tell.  But  I would  prefer  a higher 
Income  Tax  to  Super-tax  and  Death  Duties,  from 
the  point  of  view  of  accumulating  capital.  The  total 
Death  Duties  and  Super-tax  now  amount  to  about 
£120,000,000,  I think,  and  I would  much  sooner  have 
a higher  Income  Tax. 

2151.  The  whole  £120,000,000? — No,  I do  not  say 
that,  but  as  I was  told  particularly  not  to  go  into 
this  question,  I have  no  plan  ready. 

2152.  You  do  not  wish  to  pursue  the  subject? — I do 
not  think  it  would  be  of  any  use. 

2153.  You  see  the  difficulties  of  the  Committee  if 
we  were  to  make  any  recommendation  for  the  aboli- 
tion or  reduction  of  a tax  without  suggesting  how  it 
was  to  be  done? — Yes,  I agree. 

2154.  Sir  Alan  Anderson : We  should  save  a bit 
of  taxation  by  not  paying  off  debt,  should  we  not? — 
Yes. 

2,155.  Would  that  be  wise? — I do  not  think  it  would. 
I do  not  think  that  paying  off  debt  by  using  Victory 
Bonds  in  payment  of  Death  Duties  is  very'  valuable. 
It  is  a mere  cancellation  of  the  debt,  and  I think 
the  proper  way  to  reduce  the  burden  of  the  debt  is  to 
increase  the  assets  of  the  country,  but  I do  think  that 
it  is  very  important  that  the  'Government  broker 
should  be  in  the  market  buying  the  debt,  so  as  to 
keep  up  the  price  with  a view  to  lowering  the  rate  of 
interest  and  being  able  to  convert  at  some  time  or 
other.  I am  afraid  that  would  take  a long  time;  but 
still,  it  is  all  in  the  right  direction.  And  I should 
certainly  continue  the  Sinking  Fund  in  bad  times  as 
well  as  good.  In  bad  times  it  would  probably  have 
more  effect  in  lowering  the  rate  of  interest  than  in 
good  times,  because  in  depression  of  trade  there  is 
more  demand  for  that  class  of  security. 

Chairman:  We  are  very  much  obliged  to  you. 


{The  Witness  withdrew.) 
( Adjourned .) 
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SEVENTH  DAY. 

Tuesday,  5th  August,  1925. 


Present  : 


The  Rt.  Hon.  LORD  OOLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  AT, AN  G.  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  HENRY  BELL. 

Professor  FRED  HALL. 

Mb.  W.  L.  HIOHENS. 


Mr.  H.  B.  LEES-SMITH. 

Sir  WILLIAM  McLINTOCK,  K.B.E.,  C.V.O. 
Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Sir  Fredric  Wise,  M.P.,  called  and  examined. 
Evidence-in-chiee  handed  in  by  Sir  Fredric  Wise. 


I am  indeed  proud  to  have  been  asked  to  place  my 
views  'before  the  Committee  on  National  Debt  and 
Taxation. 

100  Years  Ago. 

1.  Many  times  since  1918  I have  asked  myself  wha  t 
will  be  the  future,  of  our  country,  but,  if  I have 
brought  myself  to  uncertainty,  I have  for  my  comfort 
taken  up  a book,  “ Hansard  ” by  preference,  with 
the  history  of  100  years  ago,  and  studied  the  diffi- 
culties of  those  times. 

This  study  is  a fine  tonic  for  the  present  generation. 

What  We  are  experiencing  now  is  similar  to  what 
our  forefathers  experienced,  and  it  makes  me  feel 
that,  just  as  they  surmounted  their  difficulties,  so 
will  we  in  due  course  surmount  our  troubles. 

A hundred  years  ago  there  existed  almost  all  the 
questions  of  to-day,  namely ; — 

Unemployment. 

Emigration. 

Aliens. 

Depositories. 

A Committee  on  National  Expenditure,  and 
A great  clamour  compulsorily  to  reduce  the  in- 
terest on  the  National  Debt,  etc.,  etc. 

In  regard  to  the  latter,  the  Chancellor  of  the 
Exchequer  of  those  days  said,  in  reply  to  questions  in 
the  House  of  Commons  : — 

“ The  country  would  lose  more  in  credit  and 
resources  of  every  kind  than  it  would  in  any 
manner  gain  by  such  an  enormous  breach  of 
faith.” 

During  the  wars  of  100  years  ago  we  taxed  our  people 
to  the  extent  of  about  47  per  cent,  of  the  total  war 
expenditure,  whereas  in  the  late  war  we  taxed  our 
people  about  26  per  cent,  of  the  total  war  expendi- 
ture. 

Pitt’s  finance  was  more  courageous  than  the  finance 
between  1914  and  1918.  After  the  Napoleonic  Wars 
our  debt  was  approximately  £43  per  head  compared 
to  the  present  day,  which  is  about  £167  per  head  oi 
the  population. 

The  estimated  income  of  the  country  100  years 
ago  was  £400,000,000,  with  a National  Debt  of 
about  £800,000,000.  To-day  the  estimated  income  is 
£4,000,000,000,  with  a National  Debt  of  (say) 
£8,000,000,000. 

To  put  it  crudely,  to-day  a nought  is  added  to  the 
figures  of  a hundred  years  ago. 


We  must  increase  our  wealth,  and  then  we  will 
not  feel  the  strain  of  our  National  Debt. 

The  proportion  of  wealth  to  the  population  is 
practically  the  same  to-day  as  100  years  ago.  In 
1801  the  incomes  of  the  population  up  to  £1,000 
were  56  per  cent.,  and  in  1920  they  were  55'2  per 
cent,  of  the  total  amount  of  incomes.  In  1801  in- 
comes between  £1,000  to  £2,000  were  26 *3  per  cent., 
compared  to  27’3  per  cent,  in  1920.  In  1801  incomes 
of  £2,000  and  over  were  17-7  per  cent,  (of  the  popu- 
lation), and  in  1920  they  were  17-5  per  cent. 

National  Debt. 

2.  The  question  of  how  much  debt  a country  can 
support  is  a matter  of  productive  capacity. 

There  are  two  sorts  of  National  Debt,  namely,  an 
external  debt  and  an  internal  debt.  This  is  the 
first  time  Britain  has  had  an  external  debt;  it  is 
the  most  dangerous  debt  because  the  country  does 
not  hold  control  over  it,  and  it  is  naturally  not  in 
the  currency  of  the  country  that  borrows  the  money. 

The  internal  debt  is  more  or  less  held  by  Britishers, 
and  it  was  stated  in  1923  that  the  £2,000,000,000 
Five  per  cent.  War  Loan,  apart  from  holdings  of 
bearer  bonds,  was  held  by  3,200,000  investors,  of  whom 
2,300,000  held  £200  stock  or  under  this  amount. 

All  Britishers  should  be  encouraged  to  invest  their 
savings  or  part  of  their  savings  in  British  Govern- 
ment securities. 

Taxation. 

3.  The  burden  of  taxation  is  very  heavy.  A tax 
that  is  destructive  of  the  life  of  business  in  the  end 
defeats  itself.  There  must  be  the  fluid  life,  and  the 
activity  of  the  people,  earning  or  making  more  than 
they  consume,  in  order  to  provide  a taxable  amount 
to  sustain  the  nation. 

A very  important  social  and  economic  question  is 
also  involved  in  high  taxation — that  is,  the  result 
which  taxation  has  on  national  development. 

Our  progress  in  that  direction  depends  on  two 
factors — personal  ability  and  surplus  income;  an  ex- 
panding prosperity  requires  that  the  largest  possible 
amount  of  surplus  income  should  be  invested  in  pro- 
ductive enterprise  under  the  direction  of  the  best 
personal  ability.  This  will  not  be  done  if  the  reward 
of  such  action  is  very  largely  taken  away  by  taxa- 
tion. 
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Savings. 

4.  Thriftiness  and  the  incentive  to  save,  'which  ex- 
panded during  the  War,  have  continued. 

This  is  a very  important  factor  in  national  finance; 
it  assists  the  credit  of  the  nation  and  it  develops  the 
national  character. 

The  National  Savings  Certificates  have  had  a sound 
influence  on  the  national  habits  of  the  people. 

Deflation. 

5.  Deflation  is  the  most  difficult  of  all  the  financial 
problems.  It  aims  at  increasing  the  purchasing  value 
of  the  pound;  it  means  lower  wages  and  lower  prices 
for  commodities. 

I think  deflation  was  too  rapid  in  1920,  1921  and 
1922. 

Inflation. 

6.  Inflation  means  the  lessening  of  the  value  of  the 
pound.  Such  a measure  may  encourage  the  export 
trade  for  a time,  hut  when  inflation  had  reached  its 
peak,  neither  the  manufacturer  nor  the  worker  -would 
benefit.  It  would  mean  a new  tax  on  the  community, 
and  it  would  damage  our  credit. 

Credit. 

7.  The  demand  for  credit  is  conditional  upon  the 
business  outlook.  Credit  is  created  in  increasing 
volume  only  as  the  community  wishes  to  use  more 
credit,  as  the  opportunity  for  the  employment  of  credit 
appears  profitable.  When  the  trading  outlook  is  invit- 
mg,  business  men  are  apt  to  adventure1  and  new 
tiading  commitments  are  made  in  increasing  volume. 
It  is  the  buying  power  of  the  consumer  of  goods  which 
determines  the  price  of  credit.  Credit  is  delicate,  and 
depends  just  as  much  on  the  volume  of  trade  as  on  the 
volume  of  consumption;  it  is  the  most  important 
aspect  of  finance.  Credit  is  confidence,  and  to  destroy 
confidence  is  to  destroy  credit. 

_ II  was  credit  that  provided  the  financial  ammuni- 
tion of  1914.  Britain  has  cheap  credit,  which  is  essen- 
tial for  the  trade  and  commerce,  and  more  essential 
because  we  buy  such  a large  quantity  of  our  food  and 
raw  material  from  overseas. 

Ihe  world  has  confidence  in  our  country  because 

1.  We  balance  our  Budget; 

2.  We  reduce  our  National  Debt  by  excess  of 

revenue  over  expenditure. 

It  is  very  easy  to  lose  stability  of  credit.  For  in- 
stance, in  October,  1923,  the  barest  hint  at  the  possi- 
bility of  the  adoption  of  a policy  of  inflation  showed 
a fall  in  sterling  in  New  York ; the  people  of  Britain 
have  hardly  recovered  from  this  rumour,  as  it  in- 
creased the  price  paid  by  the  Britisher  for  every  com- 
modity imported,  especially  from  the  United  States, 
besides  increasing  the  annual  interest  and  capital 
payments  on  our  external  debt. 

Economy. 

8.  There  are  two  points  to  remember — the  necessity 
f oi  continued  economy  in  national  expenditure,  and 
also  the  necessity  at  every  opportunity  to  convert  the 
Government  loans  of  a high  interest  rate  into  loans 
of  a lower  interest  rate,  with  a longer  term  of  dura- 
tion, and  thus  reduce  National  Debt  charges. 

This  will  cheapen  the  cost  of  capital  for  industry, 
and  thus  help  commercial  and  industrial  enterprise. 

Question  1.— How  does  the  National  Debt  affect  the 
supply  of  credit  and  the  supply  of  permanent  capital 
foi  ti  ade  and  industry,  with  particular  reference  to 
the  effect  of  the  Floating  Debt? 

The  nation  is  poorer  owing  to  the  war.  A large 
part  of  this  reduction  of  national  wealth  is  with  the 
Bi  itisih  people,  as  they  hold  the  bulk  of  the  internal 
loan.  The  British  people  therefore  have  more  capital 
than  they  had  in  1914.  The  deposits  in  the  big 
British  banks  were  over  twice  as  large  in  1923  as  in 
1913.  In  1913-14  there  were  14,000  Super-tax  payers 
with  incomes  of  £5,000  and  over,  and  on  the  31st 
March,  1924,  the  number  was  about  25,000  with 
incomes  of  this  amount  or  over. 


The  more  we  pay  off  the  National  Debt  the  more 
capital  there  will  be  for  credit,  provided  the  index 
figure  is  more  or  less  the  same,  and  that  there  is  no 
rapid  deflation.  The  same  applies  to  trade  and  indus- 
try whose  interest  is  governed  by  the  National  Debt 
interest.  It  is  very  difficult,  whatever  is  the  rate  of 
interest  on  the  National  Debt,  to  raise  capital  for 
small  and  medium  size  companies  owing  to  there  beincr 
no  market  for  the  securities. 

Ihe  Floating  Debt  should  be  reduced  quietly  with- 
out excessive  deflation  and  it  should  be  converted,  as 
far  as  possible,  into  permanent  loan  at  the  earliesi 
moment.  Except  for  a small  amount  no  country  should 
have  a large  Floating  Debt.  The  amount  on  the  31st 
March,  1919,  was  £1,412,000,000;  on  the  9th  June 
1923,  £816,000,000;  and  on  the  7th  June  1924' 
£786,000,000. 

Question  2 — How  does  it  affect  the  terms  on  which 
capital  can  be  raised  P 

If  the  National  Debt  is  on  a 5 per  cent,  basis,  the 
terms  for  industrial  capital  will  be  on  a basis  of  6 
per  cent,  to  7 per  cent,,  the  rate  depending  on  the 
security  of  the  company.  The  lower  the  interest  on 
Government,  stocks  the  cheaper  will  be  the  terms  of 
capital  for  industry. 


Question  3.— To  what  extent  is  it  desirable  to  pur- 
sue a policy  of  debt  repayment  during  a period  of 
trade  depression,  or  to  what  extent  should  it-  rather 
wait  upon  the  prosperity  of  trade?  In  other  words 
should  repayment  be  adjusted  according  to  the  con- 
ditions of  trade,  and  if  so,  on  what  principle? 

1 believe  m the  continuity  of  debt  redemption 
out  of  revenue,,  even  in  a period  of  trade  depression. 
11  it  is  reduced  too  rapidly  by  deflation,  it  would  be 
a great  strain  and  disturbance  to  values. 

Ihe  taxes  are  collected  for  the  Sinking  Fund,  and 
the  tax  goes  in  purchasing  or  cancelling  the  National 
Debt.  lb©  seller  of  the  National  Debt  stock  to  the 
Government  receives  cash,  which  can  bo  placed  into 
industry  and  commerce  or  he  used  in  purchasing  a 
iurther.  amount  of  National  Debt  and  if  the  latter 
course  is  followed  out,  it  would  assist  to  keep  up  the 
credit  of  the  country. 

Question  4. — How  far  does  the  high  income  taxa- 
tion necessitated  by  the  debt  involve  the  withdrawal 
of  trade  income  which  could  otherwise  be  counted  on 
for  the  expansion  of  business,  and  which,  so  capital- 
ised, would  produce  a high  rate  of  profits  due  to 
managing  ability  and  to  the  calculated  risks  of 
personal  enterprise  ? 

Th©  high  Income  Tax  reduces  savings  and  there  is 
not  the  same  amount  of  surplus  for  the  expansion  of 
the  development  of  enterprise.  If  the  expansion  and 
the  development  were  profitable,  the  profits  of  the 
concern  would  expand;  in  this  case  the  managing 
ability  would  have  made  sound  judgment. 

Question  5.— How  far  does  the  burden  of  taxation 
iall  upon  the  business  itself  and  hamper  its  opera- 
tions? In  particular  does  it  contribute  to  handicap 
ibe  exporter  in  competing  in  foreign  markets  against 
world  prices? 

By  far  the  bigger  burden  of  taxation  is  whaf 
industries  have  to  pay  for  local  and  domestic  better- 
ment taxes,  that  is  rates,  insurance,  etc.,  and  it  is 
this  which  is  raising  the  costs  and  affecting  the  power 
of  competition  in  the  world  trade.  The  amount 
paid  in  this  way  is  infinitely  greater  than  the  Income 
Tax  on  profits,  when  earned,  and  it  seems  to  have 
been  lost  sight  of  recently. 

The  following  is  taken  from  a Chairman’s  remarks 
at  an  annual  meeting  of  an  engineering  company : — 

“ I*  is  an  interesting  fact  during  the  past 
year,  the  community  have  received  from  us  by 
way  of  Imperial  rates  and  local  taxes  twice  the 
amount  which  shareholders  receive.  That  is,  for 
eight  months  of  the  year  the  business  has  been 
run  entirely  for  the  community  leaving  four 
months  for  the  shareholders  and  the  risk  for  the 
twelve  months.” 

In  local  taxation,  the  rates  throughout  the  County 
of  Durham  including  both  county  and  district  rates 
are  at  least  20s.  in  the  £. 
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The  taxation  on  coal  comes  to  about  6d.  per  ton, 
but  varies  from  one  area  to  another.  In  reference 
to  collieries  they  .are  not  allowed  to  deduct  Income 
Tax  on  their  wasting  assets  such  as  the  cost  of  sink- 
ing and  underground  development. 

This  hardly  appears  fair. 

Question  6. — How  far  can  the  receipts  of  industry, 
as  holder  in  the  debt,  be  set  against  the  tax  paid  by 
industry  for  its  service? 

If  an  industry  is  a holder  of  the  National  Debt  the 
dividend  would  be  in  the  profits. 

Those  fortunate  firms  that  have  their  money  in- 
vested outside  their  own  business  in  Government 
securities  can  keep  this  in  reserve  against  any  loss 
that  may  be  incurred  until  they  can  use  it  in  their 
business. 

Question  7. — What  is  the  effect  of  Income  Tax  on 
companies’  undistributed  reserves? 

The  effect  of  Income  Tax  on  undistributed  reserves 
is  shown  by  the  company  having  less  in  its  reserve 
fund  and  consequently  not  being  in  such  a sound 
financial  position. 

The  more  reserve  funds  a company  has,  the  more 
credit  it  can  raise  for  the  necessary  development  and 
for  amortisation  purposes. 

Question  8.— What  is-  the  effect  of  the  existing 
taxes  on  the  supply  of  capital  from  the  public,  and 


on  total  purchasing  power  ? 

The  existing  taxes  reduce  the  supply  of  capital  and 
affect  the  purchasing  power  accordingly. 

Question  9. — How  far  does  the  heavy  Income  Tax 
deter  the  foreigner  from  investing  in  this  country? 
How  far  does  it  induce  the  British  resident  to  invest 
outside  this  country  ? 

The  only  national  advantage  in  the  5 per  cent.  War 
Loan  being  paid  free  of  tax  was  that  the  foreigner  ob- 
tained his  dividend  in  full  and  had  not  the  necessity 
of  claiming  a rebate  of  the  Income  Tax. 

I do  not  advocate  any  Government  issues  being 
free  of  Income  Tax.  If  there  is  stability  in  Britain, 
the  foreigner  will  not  be  prevented  by  the-  Income 
Tax  from  buying  British  securities. 

The  British  resident  investing  outside  this  country 
in  investments  in  the  currency  of  the  country  where 
the  investment  is  made  may'  unknowingly  find  a 
a double  Income  Tax  levelled  against  the  investment. 

Question  10. — Does  Income  Tax  enter  into  prices, 
and  if  so,  how?  In  particular  does  it  contribute  to 
handicap  the  exporter  in  competing  in  foreign 
markets  against  world  prices? 

In  my  opinion  as  a general  rule  Income  Tax  does 
not  enter  into  the  contract  prices.  When  times  are 
bad  the  most  important  point  is  to  get  the  volume  of 
work.  Income  Tax,  however,  handicaps  the  exporter 
to  foreign  markets  as  it  impedes  the  development 
and  strength  of  the  individual  or  the  company. 

If  there  are  not  sufficient  funds  available  for  working 
the  foreign  market,  the  costs  will  be  up,  and  competi- 
tion hampered  with  other  foreign  countries. 

Question  11. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  part 
of  the  individual  engaged  in  trade  and  the  investor 
generally'?  Do  they  similarly  affect  joint  stock 
companies  ? 

If  the  burden  of  taxation  is  heavy',  the  savings  of 
an  individual  cannot  be  so  great  and  enterprise  is 
reduced,  as  there  is  not  the  available  capital  for  it. 

The  joint  stock  companies  are  also  affected. 

Question  12. — How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  How  far  can  they  be  said 
to  come  ultimately  out  of  the  national  income? 

The  Death  Duties  are  paid  out  of  capital.  Any 
reduction  of  capital  affects  income.  The  Death 
in  the  last  four  years  have  been  as 


Duties  paid 
follows  : — 

1920- 1921 

1921- 1922 

1922- 1923 

1923- 1924 


£47,729,000 

52.191.000 

56.871.000 

57.800.000 


Total £214,591,000 


The  general  effect  of  Death  Duties  is  that  the 
readily  marketable  capital  left  is  chiefly  in  Govern- 
ment Stocks,  and  disappears  as  an  asset,  to 
supplement  money  in  industrials  which  are  unmarket- 
able in  small  concerns.  This  comes  with  greater 
hardship  on  those  who  at  death  are  using  the  larger 
part  of  their  capital  in  productive  industry.  The 
assessment  is  irrespective  of  the  vendibility  of  large 
blocks  of  industrial  stocks  or  shares  which  may  be  held 
by  an  individual  at  the  date  of  death. 

Question  13. — Are  any  of  the  Stamp  Duties 
detrimental  to  trade,  industry,  or  employment,  and, 
if  so,  in  what  manner? 

There  are  only  two  great  countries  to-day  that  can 
take  and  float  Foreign  loans,  namely  Britain  and 
the  United  States  of  America. 

In  the  course  of  the  Finance  Bill  of  1923-1924,  I 
mentioned  that  the  stamp  duty  on  Foreign  loans  of 
2 per  cent,  was  to  the  detriment  of  our  trade. 

I understand  the  duty  brings  in  about  £1,150,000 
to  the  Treasury. 

In  pre-war  days  the  duty  was  1 per  cent. 

The  Government  of  the  United  States  of  America 
dees  not  charge  any  stamp  duty  on  foreign  loans 
floated  in  America. 

The  United  States  has  a distinct  advantage  over 
Britain  in  regard  to  stamp  duties  and  therefore  the 
foreign  loan  competition,  although  keen,  enables  the 
United  States  in  some  instances  to  pick  and  choose 
her  foreign  flotations. 

Foreign  loans  should  be  encouraged  in  London, 
because  the  loan  becomes  a credit  and  leaves  these 
shores  in  the  shape  of  goods,  even  if  the  country 
‘ which  obtains  the  credit  does  not  purchase  British 
goods,  the  credit  being  transferred  to  the  country 
where  the  goods  have  been  bought  by  the  foreigner. 

Although  the  credit  has  been  exchanged  from  one 
foreigner  to  another  it  is  by  goods  that  the  credit  will 
be  absolved.  A nation  should  be  careful  not  to  over 
invest  the  savings  abroad,  as  an  over  investment 
abroad  would  mean  a fall  in  the  exchange  against 
the  country  who  lends  the  savings.  In  pre-war  days 
the  gold  standard  acted  on  the  exchange  if  over  invest- 
ment was  made  in  a foreign  country. 

Question  14. — To  what  extent  (a)  in  the  present 
depression,  and  (6)  in  a period  of  normal  trade,  is 
the  ordinary  assumption  correct  that  the  tax  on 
commodities  is  borne  by  the  consumer? 

If  there  is  a reduction  of  a tax  on  a commodity  it 
is  not  always  an  immediate  benefit  to  the  consumer 
and  it  is  not  always  passed  on  in  full  to  the 
consumer. 

Indirect  tax  reduction  in  this  way  does  not  always 
benefit  the  poorer  classes  compared  to  a reduction  of 
a direct  tax;  the  latter  will  increase  the  rewards  of 
business  and  enterprise. 

At  the  present  time  any  reduction  of  direct  taxa- 
tion would  assist  trade  and  industry,  and  place  men 
and  women  in  employment,  arid  in  that  way  benefit 
the  consumer. 

Question,  15.  What  is  the  effect  of  the  Customs 
and  Excise  duties  on  the  prices  of  commodities?  How 
does  this  effect  internal  and  external  trade? 

The  Customs  and  Excise  duties  are  indirect  duties, 
and  they  keep  prices  up  to  the  extent  of  the  duty, 
subject  to  the  usual  supply  and  demand. 

A reduction  of  Customs  duties  may  or  may  not  be 
passed  on  to  the  ultimate  consumer  and  does  not  really 
lighten  the  burden  of  trade;  if  a country  does  not 
produce  a particular  article,  and  if  competition  is 
small  and  the  demand  good,  the  Customs  duty  can  be 
placed  on  to  the  price  of  the  article.  If  there  is  a 
keen  competition,  both  internal  and  externa],  the 
external  buyer  will  not  probably  pay  the  full  Customs 
duty,  as,  owing  to  this  competition,  the  exporter  of 
the  goods,  wanting  the  volume  of  business,  reduces  his 
price  to  obtain  the  business. 
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2156.  Chairman  : Will  you  kindly  take  your  paper 
and  amplify  or  expand  any  of  the  points  that  you 
deal  with  it? — As  to  the  opening  paragraphs  I refer 
to  the  difference  between  100  years  ago  and  to-day ; n 
great  difference  is  that  we  have  an  external  debt  to- 
day. I want  to  impress  on  the  Committee  that  during 
the  wars  of  100  years  ago  we  taxed  our  people  to  the 
extent  of  47  per  cent,  of  the  total  war  expenditure, 
whereas  in  the  late  war  we  taxed  our  people  about 
25  per  cent,  of  the  total  war  expenditure.  I may 
also  say  that  in  the  Crimean  War  we  again  taxed 
our  people  to  the  extent  of  about  50  per  cent,  of 
the  total  war  expenditure. 

2157.  Mr.  Sickens : Where  does  your  figure  of 
£4,000,000,000  as  the  estimated  income  come  from? 
— From  various  sources. 

2158.  The  reason  I ask  is,  because,  as  a matter 
of  fact,  we  have  another  witness  coming  who  gives 
us  £3,800,000,000,  which  is  fairly  close  when  one  is 
dealing  with  these  big  sums. — I mentioned  it  in  the 
House  of  Commons  in  a Budget  speech  this  year, 
and  Mr.  Asquith  referred  to  £4,000,000,000  after  my 
speech,  in  another  stage  of  the  Budget,  so  he  must 
have  got  his  figures  from  somewhere. 

2159.  He  might  have  got  them  from  you? — Well, 
I conclude  that  he  did  not. 

2160.  Yours  >is  not  an  official  estimate  in  any 
sense? — No. 

2161.  It  is  youT  own,  is  it? — More  or  less. 

2.162.  Chairman:  £3,800,000,000  is  very  close. — 
Well,  I very  nearly  reduced  my  amount  to 
£3,800,000,000. 

2163.  Without  knowing  that  any  other  person 
had  estimated  £3,800,000,000? — Yes.  I do  not  know 
who  is  coming  before  you. 

2164.  Mr.  Sickens  : That  estimate  of  £3,800,000,000 
was  given  in  “The  Economist,”  I think;  I was 
w ordering  whether--  you  had  seen  th,at  and  just 
modified  it  a little? — I would  not  like  to  say  that 
I have  not  seen  that  estimate,  but  I do  not  remem- 
ber seeing  it. 

2165.  At  any  rate,  it  is  independently  arrived  at; 
that  is  really  what  I wanted  to  get  at? — Yes. 

2166.  Mr.  Lees-Smith : You  say  the  jprjoportion 
of  taxation  was  just  about  the  same  after  the 
Napoleonic  Wars;  is  that  your  point? — In  the 
Napoleonic  Wars  and  the  Crimean  War  about  the 
same  taxation  of  war  expenditure  was  imposed  on 
the  people  during  the  wars 

2167.  But  what  was  the  position  after  the  war? 
— You  had  your  debt  increased,  but  half  the  war 
was  paid  out  of  the  taxation,  whereas  in  the 
Great  War  only  25  per  cent,  was  paid  out  of  taxa- 
tion. 

2168.  You  have  not  worked  out  the  .proportion 
of  our  income  taken  in  taxation  after  the 
Napoleonic  Wars  and  after  this  war? — Well,  I give 
figures  here  of  .the  proportion  jof  Wealth  to  the 
population.  The  proportion  of  wealth  to  the  popu- 
lation is  practically  the  same  to-day  as  100  years 
ago.  In  1801  the  incomes  of  the  population  up  to 
£1,000  were  56  per  cent,  of  the  whole,  and  in  1920 
they  were  55'2  per  cent,  of  the  total  amount  of 
incomes. 

2169.  Mr.  Sickens : Yes,  but  would  the  taxation 

per  head  be  'higher  to-day  or  lower? — I give  that 
here  : “ Pitt’s  finance  was  more  courageous  than 

the  finance  between  1914  and  1918.  After  the 
Napoleonic  Wars  our  debt  was  approximately  £43 
per  head  compared  to  the  present  day,  which  is 
about  £167  per  head  of  the  population.” 

2170.  Mr.  Lees-Smith : I wondered  whether  you 
had  worked  out  the  figures  with  regard  to  what  is 
at  this  moment  the  proportion  of  our  taxation  to  our 
national  income  as  compared  to  the  proportion 
following  the  Napoleonic  Wars;  do  your  figures 
enable  you  to  tell  us  that? — Not  without  working  it 
out. 

2171.  I wondered  whether  you  could  work  that  out 
from  your  figures  and  send  us  a memorandum  upon 


it.  It  would  be  very  interesting  to  have  an  estimate 
of  the  proportion  of  our  income  that  goes  in  taxa- 
tion now  and  the  proportion  of  our  income  that 
went  in  taxation  after  the  Napoleonic  Wars.  It 
wants  working  out  carefully  to  explain  exactly  what 
items  you  are  taking  into  account? — Well,  I will  do 
What  I can.  I will  consider  it,  anyhow. 

With  regard  to  Clause  7,  the  world  has  confidence 
in  our  country  because  (1)  we  balance  our  budget, 
(2)  we  -(reduced  our  National  Debt  by  excess  of 
revenue  over  expenditure,  and  (3)  we  are  paying 
our  debts. 

2172.  Professor  Sail  \ Do  you  think-  bhaft  the 
advantages  you  have  here  enumerated  can  be  pur- 
chased at  too  high  a price,  by  taxation  being  so 
high  as  to  restrict  trade  and  restoration  of  normal 
conditions? — No.  It  is  the  essence  of  all  business 
and  trade  and  commerce  to  balance  your  Budget. 

2173.  But  to  repay  your  debt — you  mentioned  that? 
—Yes.  It  is  the  essence  of  sound  finance  to  reduce 
your  $ebt,  but  what  the  amount  should  be  is  an 
arguable  point. 

Professor  Sail : That  is  the  answer  I wanted  from 
you. 

2174.  Mr.  Sickens : With  regard  to  your  answer 
to  Question  1,  I suppose  that  as  a practical  matter 
one  has  to  recommend  some  sort  of  a policy  for  deal- 
ing with  the  debt.  One  suggestion  that  has  been 
made  to  us  is  that  the  debt  should  be  paid  off  by 
instalments  of  £100,000,000  a year;  another  sug- 
gestion is  that  it  should  be  paid  off  in  a certain 
term  of  years;  another  suggestion  is  that  it  should 
be  paid  off  in  good  times,  and  that  little  or  nothing 
should  be  done  in  bad  times.  I would  like  to  know 
what  your  view  would  be  exactly;  would  you  accept 
the  figure  of  £50,000,000,  for  instance,  or  what 
would  you  say? — Yes.  I think  £50,000,000  is  a 
reasonable  sum.  I think  anything  beyond 
£50,000,000  affects  trade — I am  speaking  approxi- 
mately. 

2175.  I think  your  view  is  that  there  should  be  a 
steady  payment  in  good  times  and  bad  alike;  is  that 
so? — Yes. 

2176.  On  the  ground  that  one  of  the  most  impor- 
tant things  is  to  secure  continuity  and  stability? — 
Yes. 

2177.  That  £50,000,000  which  you  advocate  is  con- 
tingent, I suppose,  on  the  amount  of  taxation  that 
is  raised  for  othe-r  purposes?  What  I mean  is,  that 
the  ordinary  taxpayer  looks  at  his  taxation  as  a 
whole,  does  he  not,  and  says  that  he  is  being  charged 
4s.  Gd.  in  the  £ Income  Tax  and  a substantial 
Super-tax?  He  does  not  refine  too  much  as  to  the 
purpose  for  which  it  is  required? — Many  taxpayers 
do  not  know  how  the  taxes  are  spent. 

2178.  Therefore  in  making  a recommendation  of 
£50,000,000  you  have  in  mind  something  in  regard 
to  the  expenditure  on  other  purposes  ? If  you  have 
an  Income  Tax  of  -6s.  in  the  £ and  to-day  can  pay 
your  £50,000,000,  that  is  all  right,  but  supposing 
the  Government  required  to  spend  a great  deal  more 
money  for  other  purposes,  and  then  they  find  it  is 
necessary  to  raise  additional  taxation  in  order  to 
have  a fund  of  £50,000,000,  it  becomes  a more  diffi- 
cult matter,  does  it  not? — If  you  raise  taxation 
beyond  the  present  level,  the  £50,000,000  is  more 
difficult  to  find.  It  would  be  to  the  detriment  of 
trade  if  Income  Tax  and  Super-tax  were  raised 
above  to-day’s  level. 

2179.  Would  you  put  your  recommendation  in  the 
form  that  £50,000,000  was  a sound  sum  to  pay  off, 
provided  it  did  not  involve  increasing  the  Income 
Tax  and  Super-tax,  but  that  the  whole  question 
should  be  reconsidered,  if  an  increase  were  necessary? 
— I think  £50,000,000  is  about  the  amount. 

2180.  Sir  Alcm  Anderson : I rather  gather  that  Sir 
Fredric  goes  further  than  that,  and  says  that  in  his 
view  £50,000,000  is  just  about  the  right  figure,  and 
that  we  ought  to  cut  our  cloth  in  other  directions  so 
that  we  have  £50,000,000  available? — Yes. 

Sir  Alan  Anclerson : It  is  rather  the  other  way 
round,  is  it  not? 
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2181.  Mr.  Hichens  : That  is  what  I wanted  to  get 
at.  Would  you  put  it  as  Sir  Alan  Anderson  has 
just  put  it  to  you,  that  the  Income  Tax  and  Super- 
tax should  not  exceed  the  present  level,  but  that  the 
first  charge  on  the  revenue  ought  to  be  the  interest 
and  £50,000,000  Sinking  Fund,  and  that  the  Govern- 
ment must  make  shift  with  the  balance  as  best  they 
can? — Well,  with  these  topsy-turvy  times  conditions 
might  be  altered  in  two  years’  time.  I only  con- 
sider to-day  the  finance  of  a few  months  ahead. 
To-day  I think  £50,000,000  is  the  right  amount  to 
put  to  Sinking  Fund;  I do  not  think  it  should  be 
anything  less.  Anything  more  I think  is  to  the 
detriment  of  trade. 

2182.  That  is  a minimum  then  and  a maximum  at 
the  same  time;  £50,000,000  ought  to  be  at  any  rate 
a definite  charge? — On  to-day’s  conditions. 

2183.  Mr.  Lees-Smitli : We  have  had  some  very 
authoritative  witnesses  who  have  argued  that  it  is 
a mistake  at  this  moment  to  put  any  money  aside 
to  Sinking  Fund,  and  that  even  that  £50,000,000 
means  an  addition  to  the  Income  Tax,  which  is  a 
detriment  to  trade;  you  definitely  disagree  with 
that? — Certainly. 

2184.  Sir  Alam,  Anderson  : Because  you  think  that 
our  credit  gains  by  this,  more  than  out  trade  is 
hampered  by  having  to  pay  out  the  money? — And  it 
goes  back  into  trade. 

2185.  The  point  made  to  us  by  many  people  was 
that  there  was  a dislocation,  and  although  it  did 
come  back  into  trade,  it  went  from  one  enterprising 
group  of  people  to  another  less  enterprising  group, 
and  trade  was  dislocated.  Probably  you  would  agree 
that  there  was  something  in  that,  but  you  would 
say  that  the  advantage  to  the  credit  of  the  country 
by  paying  this  off  outweighs  these  other  disadvan- 
tages, whatever  they  may  be? — Considerably. 

2186.  Sir  Arthur  Balfour : The  advantage  in  main- 
taining our  exchange,  so  that  we  can  buy  our  food 
cheaper,  is  one  of  the  greatest  advantages  of  all  ? — 
Certainly.  We  buy  abroad  more  than  any  other 
country.  It  is  difficult  to  compare  us  with  any  other 
country.  It  is  the  essence  of  the  finance  of  this 
country  in  the  next  few  years  that  our  credit  is 
cheap  in  my  estimation. 

2187.  Professor  Sail : I would  like  you  to  clarify, 
if  you  would,  the  first  paragraph  of  your  reply  to 
Question  1:  “The  nation  is  poorer  owing  to  the 
War”;  then  in  the  next  sentence  you  say:  “The 
British  people  have  more  capital  than  they  had  in 
1914. ’ ’ Do  you  mean  by  that  that  the  'State  as  a 
business  concern  is  poorer,  but  that  the  individuals 
as  shareholders  are  better  off  than  they  were? — Yes. 
The  nation  has  mortgaged  itself  to  the  British  people 
except  for  the  external  debt. 

2188.  But,  individually,  the  people  have  more 
capital  than  in  1914? — Yes. 

2189.  In  your  next  paragraph  you  are  speaking  of 
the  rate  of  interest,  and  you  say  that  the  rate  of 
interest  in  trade  and  industry  is  governed  by  the 
National  Debt  interest.  Would  you  not  say  that  they 
influenced  one  another;  would  not  that  be  a truer 
statement  ? — Well,  the  National  Debt  interest  is  the 
pivot  of  all  interest,  and  that  regulates  other  interest. 

2190.  But  assuming  some  of  your  statements  to  be 
correct  in  the  memorandum  that  you  have  submitted, 
additional  opportunities  for  investing  capital  in  trade 
and  industry  would  react  upon  the  rate  of  interest 
available  on  Government  securities,  would  it  not? — 
I think  the  interest  on  the  National  Debt  governs 
industrial  interest. 

2191.  You  do  not  think  then  that  the  opportunities 
of  earning  interest  in  trade  and  industry  will  affect 
the  rate  of  interest  on  the  National  Debt? — I think 
the  National  Debt  interest  is  the  main  pivot. 

2192.  But  would  it  not  affect  the  price  of  Govern- 
ment securities  and  the  return  which  the  investor 
obtains,  say,  from  the  War  Loan  ? — If  trade  is  good, 
money  is  dear;  if  trade  is  bad,  money  is  cheap. 
National  Debt  interest  varies  with  money,  but  is  the 
pivot  for  all  interest. 


2193.  Quite,  and  War  Loan  might  be  down  if  there 
were  very  favourable  opportunities  of  investing 
capital  in  trade? — I think  it  depends  on  the  price  of 
money. 

2194.  But  if  there  were  these  opportunities  in 
trade  it  would  affect  the  return  that  an  investor 
could  obtain  on  his  War  Loan  investments? — Well,  it 
depends  on  the  state  of  the  money  market,  and  various 
points  such  as  redemption. 

2195.  I want  to  get  definitely  from  you  whether 
you  think  the  rate  of  interest  obtainable  in  trade  and 
industry  affects  the  rate  of  interest  we  have  to  pay 
on  our  debt,  or  whether  the  whole  of  the  influence  is 
on  the  other  side  ? — I think  it  depends  on  the  supply 
and  demand  of  money. 

2196.  Sir  Charles  Addis:  You  say  that,  the  more 
we  pay  off  the  National  Debt,  the  more  capital  there 
will  be  for  credit;  will  you  please  expand  that  state- 
ment?— As  the  Sinking  Fund  pays  off  the  National 
Debt — for  argument’s  sake  say  it  is  £40,000,000 — 
that  money  would  go  for  the  credit  of  industry. 

2197.  But  it  would  be  really  only  a transfer? — The 
taxpayer  is  paid  off,  for  argument’s  sake,  say 
£40,000,000,  and  he  either  reinvests  it  in  a national 
loan  or  in  industry  and  commerce. 

2198.  But  where  does  the  State  get  the  money  to 
pay  off? — From  the  taxpayer. 

2199.  So,  then,  it  is  a transfer,  is  it  not,  from  one 
body  of  taxpayers  to  another? — Yes,  with  the  reduc- 
tion of  the  taxpayer’s  liability. 

2200.  Is  there  really  any  increase  of  capital  by 
means  of  transfer  ? It  is  the  Government  taking 
money  from  one  body  of  citizens  and  paying  it  to 
another;  is  it  not  merely  a transfer  of  the  same 
amount? — Well,  you  can  receive  more  on  credit  than 
on  actual  stock. 

2201.  I confess  I do  not  quite  see  how  that  happens. 
The  Government  pay  off  A.,  who  holds  a certain 
amount  of  Government  bonds;  it  takes  the  money 
from  B.,  the  taxpayer.  There  is  no  increase  of 
capital;  there  is  only  just  so  much  paper  the  less,  is 
there  not? — Yes,  so  far  as  capital  goes.  It  does  not 
hold  with  reference  to  credit. 

2202.  You  say  there  would  be  more  credit.  How  is 
there,  then,  an  increase  of  credit?  There  is  one 
bond  the  less  in  existence? — Yes,  there  is  one  bond 
less,  but  supposing  that  person  who  has  been  paid 
off  the  £1,000  bond  reinvests  that  in  National  War 
Bonds,  it  puts  up  the  credit  of  the  country,  and  he 
can  go  and  borrow  credit  .against  that  £1,000 
National  War  Bond. 

2203.  You  see  the  amount  of  the  War  Bonds  is  not 
even  the  same;  it  is  less  by  the  paying  off  of  a single 
bond  ? — Yes. 

2204.  Therefore,  any  bond  that  he  invests  in  must 
be  merely  a transfer  from  the  actual  holder,  must  it 
not? — It  is  .a  transfer  of  securities,  but  I contend 
that  there  is  more  credit  obtainable  by  the  person 
who  has  been  paid  off. 

2205.  Do  you  mean  that  because  the  number  of 
bonds  has  been  reduced  their  value  has  risen? — I 
contend  that  a person  with  £1,000  that  has  been  paid 
off,  supposing  he  reinvests  the  £1,000  in  National 
WTar  Bonds,  can  take  that  £1,000  to  his  bankers  and 
obtain  credit  on  it, 

2206.  But  so  he  could  before? — Yes. 

2207.  Supposing  A.  holds  a bond  for  £1,000 
against  which  he  has  an  advance  from  his  banker; 
that  bond  is  paid  off,  and  he  then  receives  the  money 
and  pays  off  his  debt  to  the  banker;  where  is  the 
increase  of  credit? — The  National  Debt  credit  is 
increased.  As  far  as  the  £1,000  man  is  concerned,  if 
he  had  credit  in  the  first  instance,  and  takes  credit  in 
the  second  instance,  the  credit  is  the  same,  but  the 
credit  of  the  country  is  better  by  £1,000  being  paid 
off. 

2208.  Sir  Alan  Anderson:  And  the  credit  of  the 
taxpayer  is  better  by  the  £1,000  he  paid  to  pay  it 
off?— Yes. 

2209.  Sir  Gharries  Addis  : I think  this  is  the  mis- 
understanding between  us  perhaps : when  you  say 
there  w an  increase  in  the  national  credit  owing  to  a 
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portion  of  tie  debt  having  been  paid  off,  you  mean 
there  would  be  an  improvement  in  the  national 
credit? — Yes. 

2210.  And  there  is  no  other  increase  or  improve- 
ment in  capital? — There  is  a reduction  of  national 
capital  and  an  increase  of  credit. 

2211.  And  there  is  an  improvement  in  the  Govern- 
ment credit,  but  not  an  increase,  because  they  owe 
less;  yolu  would  agree  to  that? — The  Government 
owe  less. 

2212.  And  therefore  their  credit  is  improved? — Yes. 

2213.  Mr.  Bell : You  have  some  knowledge  of  the 
markets,  Sir  Eredric.  You  say  that  the  Floating 
Debt  should  be  reduced  quietly  without  excessive 
deflation;  it  should  be  converted.  Have  you  taken 
into  account  what  extra  expense  would  be  involved  in 
that? — Ht  depends  on  the  money  market. 

2214.  To-day  if  you  were  to  turn  the  three  months’ 
Treasury  Bills  which  constitute  the  Floating  Debt 
into  permanent  investments,  do  you  think  that  would 
be  a less  dear  way  of  borrowing? — No.  It  would  be 
more  expensive  to  convert  now,  but  you  have  to  take 
against  that  the  danger  of  having  such  a large 
Floating  Debt. 

2215.  But  the  wise  way  in  which  the  Floating  Debt 
has  been  worked,  and  the  amazingly  cheap  rates  at 
which  it  has  been  carried  for  years,  would  seem 
rather  to  point,  in  the  interests  of  economy,  to  not 
converting  it  into  a 4 per  cent.,  4J  per  cent,  or  5 per 
cent,  permanent  debt;  would  not  you  agree  as  a 
business  man? — Of  course  it  is  more  expensive  to 
convert  a Floating  Debt  into  a permanent  loan  at 
the  present  time,  but  it  is  unsound  to  have  too  large 
a Floating  Debt. 

2216.  You  have  referred  to  the  Floating  Debt  by 
which  I take  you  to  mean  that  you  would  rather  con- 
vert the  Floating  Debt  to-day  ? — I think  it  wants  to  be 
gradually  reduced.  I think  possibly  in  the  past  it 
lia-s  been  rather  too  rapidly  reduced  in  spite  of  the 
cheap  rates  that  we  had  a year  ago ; but  I think  even 
£786,000,000  is  a very  large  amount  for  a country 
to  carry  as  a Floating  Debt. 

2217.  I am  only  asking  on  the  precise  point  of 
expense  to  the  country;  you  agree  it  would  be  a 
dearer  proposition? — Yes. 

2218.  Sir  Charles  Addis : What  is  the  particular 
danger  you  attach  to  the  existence,  of  the  Floating 
Debt? — Any  dangers  that  might  occur;  the  nation 
might  have  to  raise  more  capital. 

2219.  Do  you  think  that  the  existence  of  this 
Floating  Debt  would  make  it  more  difficult  to  raise  a 
permanent  debt? — Yes. 

2220.  Mr.  Bell : What  do  you  mean  in  your  answer, 
to  Question  2,  by  a o per  cent,  basis?  Do  you  mean 
the  nominal  interest  paid  on  War  Loan,  which  is 

5 per  cent.,  or  are  you  thinking  of  the  price  at  which 
it  is  to  be'  bought  on  the  market  producing  such  and 
such  a rate? — I took  that  as  a basis  to  obtain  my 

6 to  7 per  cent,  on  industrial  capital. 

2221.  What  I want  to  get  at  is  the  nature  of  the 
basis;  is  it  that  the  War  Loan  standing  at  par 
bearing|  5 per  cent,  is  your  basis,  or  the  War  Loan 
standing  at  90  bearing  5J  per  cent.  ? — If  you  take 
the  National  Debt,  which  I mentioned,  as  an  instance 
on  a 5 per  cent,  basis,  I mean  the  market  value  of 
the  National  Debt  and  the  actual  percentage  re- 
turn. I only  took  the  5 per  cent,  basis  for  simplicity. 

2222.  Professor  Hall : What  do  you  mean  exactly, 
in  your  answer  to  Question  3,  by  the  phrase  about 
the  debt  being  “ reduced  too  rapidly  by  deflation  ”? 
— Well,  I think  we  had  too  rapid  deflation  in  1921 
and  1922. 

2223.  Did  that  reduce  the  debt? — Yes. 

2224.  I should  like  you  to  explain  how  we  are 
going  to  reduce  the  debt  by  deflation.  The  general 
assumption  is  chat  deflation  increases  the  burden  of 
the  debt? — I deal  with  deflation  as  being  too  rapid. 

222,5.  Sir  Charles  Addis:  But  supposing  • we  are 
paying  £300,000,000  a year  as  interest  on  our  debt 
and  prices  fall,  that  payment  is  fixed  in  terms  of 
sterling,  and  therefore  the  receivers  of  that  interest 
have  a bigger  command  over  the  annual  income  of 


the  country ; does  not  that  increase  the  burden  of  the 
community  in  general? — Yes1,  it  does. 

2226.  Professor  Ilall : I will  come  back  to  your 

statement  then  where  you  say:  “If  the  debt  is 

reduced  too  rapidly  by  deflation.”  , I am  not  yet  able 
to  see  how  the  debt  is  reduced  by  deflation,  but 
rather  do  I think,  and  now  you  have  agreed,  that 
the  burden  of  the  debt  is  increased  by  deflation? — I 
do  not  agree  to  that  statement.  The  taxpayer’s 
burden  is  increased,  but  not  the  National  Debt. 

2227.  But  measured  in  commodities,  if  deflation 
brings  about  a reduction  of  prices,  the  £8,000,000,001), 
or  whatever  it  may  be,  represents  a bigger  quantity 
of  commodities? — Yes. 

2228.  And,  in  that  sense,  the  debt  is  increased  by 
deflation  and  not  reduced? — Your  internal  exchange 
is  altered,  but  your  figure  of  debt  is  the  same  except 
for  any  reduction  by  Sinking  Fund. 

2229.  The  figure  of  debt  is  the  same?  Then  de- 
flation does  not  reduce  the  debt.  You  say  now : 

If  your  debt  remains  the  same  ” ? — I abide  by  my 
previous  answer. 

2230.  It  is  just  that  phrase  : “ If  it  is  reduced  too 
rapidly  by  deflation  ” that  causes  my  difficulty?—! 
say  : “I  believe  in  the  continuity  of  debt  redemp- 
tion out  of  revenue,  even  in  a period  of  trade 
depression..  If  it  is  reduced  too  rapidly  by  deflation, 
it  would  be  a great  strain  and  disturbance  to 
values.” 

2231.  Mr.  Hichens : All  you  mean  is : “ If  it  is 
paid  off  too  quickly  ”? — Yes.  For  argument’s  sake, 
supposing  the  Sinking  Fund  was  increased  to 
£100,000,000  a year,  I contend  that  deflation  would 
be  too  rapid. 

2232.  Yes,  but  not  deflation  that  brings  about 
reduction  in  the  debt? — It  would  bring  about 
reduction  of  the  debt  by  the  £100,000,000  you  name. 

2233.  Not  the  deflation.  Would  it  not  be  the 
reduction  of  the  debt  that  brought  about  deflation, 
as  I think  Sir  Charles  Addis  suggested?  Is  deflation 
the  cause  or  the  result? 

2234.  Sir  Charles  Addis  : Is  it  not  the  effect  of  pay- 
ing off  the  debt  too  quickly  ? — It  would  bring  about 
a crisis  if  you  deflate  too  rapidly. 

2235.  Sir  Alan  Anderson : You  say  if  it  is  paid  off 
beyond  a certain  rate  it  would  be  a bad  thing? — Yes. 

Professor  Hall : I can  follow  that  point  well. 

2236.  Mr.  Lees-Smith : You  mean  to  say  if  it  is 
reduced  too.  rapidly  it  would  cause  deflation? — It  does 
cause  deflation. 

2237.  That  is  what  your  sentence  means? — Yes. 

Professor  Hall:  The  deflation  is  the  result  .and  not 

the  cause. 

2238.  Mr.  Le.es-t  •Smith  : In  your  answer  to  Question 
5 are  you  drawing  a distinction  between  national 
taxation  of  the  ordinary  type  and  rates  and 
insurance  contributions  ? — Yes. 

2239.  I am  not  quite  clear  : Is  your  point  that  the 
special  burdens  which  enter  into  costs  are  rates  and 
insurance  contributions  ,as  distinct  from  national 
taxes  ? — Yes. 

2240.  Sir  Arthur  Balfour : You  mean  that  they 
enter  directly  into  costs? — Yes.  By  far  the  bigger 
part  of  taxation  is  what  industries  have  to  pay  for 
local  and  domestic  betterment. 

2241.  That  is  to  say,  they  pay  those  whether  they 
make', a profit  or  not? — Yes. 

2242.  Mr.  Lees-Smith  : As  the  rates  differ  in  dif- 
ferent districts,  do  you  mean  that  a firm  in  making 
up  its  costs  would  enter  rates  at  one  level  for  its 
factory  in  one  district  and  rates  at  a different  level 
for  its  factory  in  .another  district? — I should  say  so — 
do  you  mean  in  the  contract? 

2243.  Sir  Arthur  Balfour : No ; in  your  costs.  In 
other  words,  they  are  included  in  your  previous  year’s 
overhead  costs  and  therefore  they  are  added  in  that 
way  according  to  the  district? — Yes.  I just  took  the 
coal  trade  of  the  County  of  Durham  as  an  example. 

2244.  Sir  Alan  Anderson:  When  you  say  they  are 
“ infinitely  greater,”  have  you  any  figures;  can  you 
relate  the  two  together — because  these  local  and 
domestic  taxes  vary  all  over  the  country  and  for  each 
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trade,  do  they  not? — I only  know  the  North-East 
Coast,  and  I took  various  industries  up  there,  and  I 
selected  the  coal  trade  as  a good  example  so  far  as 
that  big  industrial  area  was  concerned. 

2245.  There  you  have  the  County  and  District 
rates? — Yes. 

2246.  But  there  are  all  these  other  things  which  are 
a burden  on  industry — all  the  betterment  taxes? — 
Yes. 

2247.  Which  include  in  this  infinitely  greater  cost? 
—Yes. 

2248.  Did  you  get  any  figure  ? — On  coal  it  is  6d. 
•a  ton  approximately,  subject  to  the  area,  in  the 
County  of  Durham. 

2249.  The  betterment  cost? — Yes. 

2250.  What  does  that  cover — insurance  and  educa- 
tion?— Yes;  insurance  and  local  and  domestic'  better- 
ment taxes;  that  is,  rates,  insurance,  etc. 

2251.  When  you  say  : “ The  taxation  on  coal  ” that 
means  the  whole  thing? — Approximately  in  the 
County  of  Durham. 

2252.  Including  local  and  district  rates  and  every- 
thing?— Yes. 

2253.  Chairman : Only  *6d.  a ton? — Yes. 

2254.  Mrs.  Wnotton  : That,  of  course,  would  depend 
on  the  output  of  coal  as  much  as  anything  else? — 
To  a large  extent,  but  you  have  to  pay  your  better- 
ment taxes,  anyhow. 

2255.  But  there  will  be  a variable  factor  in  arriving 
at  that  figure  in  the  output  of  coal? — Oh,  of  course. 

2256.  So  it  might  be  true  at  one  moment,  and  with- 
out any  change  of  taxation  you  might  get  a very 
different  figure? — I took  it  in  1923. 

2257.  Comparable  figures  are  sometimes  given  for 
the  iron  and  steel  trade  giving  the  taxation  and 
tonnage,  but  those  figures  are  rather,  vitiated  by  the 
fact  that  the  changes  in  the  level  of  output  have 
been  very  great  over  the  period  in  which  the  com- 
parisons are  made;  one  has  to  take  the  output  into 
account  ? — ‘Certainly. 

2258.  The  iron  and  steel  trade,  .as  far  as  I re- 
member, are  approximately  about  four  times  higher 
than  they  were  in  1913? — That  is  largely  because  the 
output  is  less. 

2259.  Sir  Arthur  Balfour  : But  that  does  not  alter 
the  fact  that  you  have  to  sell  your  goods  for  a higher 
amount  of  money  per  ton  in  a year  of  low  produc- 
tion, or  you  cannot  pay  your  taxes? — That  is  so. 

2260.  Sir  Alan  Anderson  : Is  6d.  a ton  on  the  coal 
infinitely  greater  than  the  Imperial  taxes  on  the 
coal? — The  6d.  a ton  on  coal  is  in  the  overhead 
charges  and  is  rather  different  to,  say,  the  Income 
Tax.  It  is  difficult  under  the  circumstances  to 
compare  them. 

2261.  I was  following  up  your  phrase  on  Question 
5:  “The  amount  paid  in  this  way  is  infinitely 
greater  than  the  Income  Tax  on  profits  ” ? — I 
think  so. 

2262.  So  that  even  if  they  did  take  the  Income 
Tax  into  account  it  would,  according  to  your  state- 
ment, be  something  less  than  the  6d.  per  ton,  would 
it  not? — Yes.  In  1913.  6d.  per  ton  on  coal  was  a big 
profit. 

2263.  Mr.  Lees-Smith Do  you  regard  these  in- 
surance contributions  as  an  important  charge  on 
industry? — It  is  very  heavy  on  industry. 

2264.  How  is  it  that  we  do  not  hear  more  com- 
plaints about  them? — I think  you  do  have  plenty 
of  complaints;  I do. 

2265.  Chairman : Do  we  not  hear  complaints 

about  the  price  of  coal?— 

Mr.  Lees-Smith  : Yes,  but  you  do  not  hear  much 
complaint  about  the  insurance  contributions  them- 
selves. 

Sir  Arthur  Balfour : There  are  a good  many 

complaints  lately  appearing  in  Chairmen’s  speeches 
of  the  amount  they  now  pay  under  these  headings 
compared  with  the  amount  they  paid  on  the  former 
output;  I have  heard  many  complaints  in  the  last 
fortnight.  ( Witness ) : This  high  local  taxation  is 

almost  bringing  some  firms  down,  in  fact  I know  cer- 
tain firms  who  are  unable  to  keep  their  payments  up 
to  date. 


2266.  Mr.  Lees-Smith : I am  talking  not  of  the 
local  taxation  .but  definitely  of  insurance.  What 
struck  me  is  that  we  do  not  hear  many  complaints 
of  this  burden  as  compared  with  complaints  against 
other  taxes. 

Mr.  Bell : I suppose,  in  fact,  they  are'  much  less 
than  the  local  taxation? 

Sir  Arthur  Balfour  : It  is  really  the  combination 
of  the  whole  thing  together. 

Sir  Charles  Addis:  The  insurance  item  is  not 
big  one. 

Sir  Arthur  Balfour : It  is  a very  big  one  in  some 
firms  where  labour  is  a large  proportion  of  the  cost 
of  the  output. 

Sir  Charles  Addis : Even  relatively  to  the  other 
rates  ? 

Sir  Arthur  Balfour : Yes. 

Mr.  Lees-Smith  : It  comes  to  Is.  Id.  per  week  per 
head  for  the  employers’  contribution  alone. 

2267.  Mr.  Ilichens : Your  answer  to  Question  6 
almost  seems  to  imply  that  everybody  ought  to  go 
out  of  business  and  invest  their  money  in  Govern- 
ment funds,  does  it  not? — A lot  of  people  have  gone 
out  of  business. 

2268.  But  is  it  very  good  business  to  raise  8 per 
cent.  Preference  or  Debentures  and  invest  all  your 
money  in  5 per  cent.  War  Loan? — No,  that  is  not 
business. 

2269.  That  is  what  this  looks  like. — If  you  have  a 
reserve  and  can  invest  it  outside  your  firm  till  you 
require  it  for  development,  that  is  probably  making 
the  credit  of  your  firm  stronger  than  it  would  be 
otherwise. 

2270.  Sir  Charles  Addis:  When  you  say  the 

dividend  would  .be  in  the  profits,  you  mean  the 
dividend  on  the  National  Debt? — Yes. 

2271.  One  point  on  your  answer  to  Question  7. 
How  far,  in  your  view,  would  companies  be  able,  at 
present,  to  make  use  of  increased  reserves  in  the 
present  depressed  state  of  trade? — It  all  depends 
on  the  company. 

2272.  There  are  some  that  would  be  able  to  avail 
themselves  of  it  and  others  that  would  not? — Yes. 

2273.  Mr.  Eiohens:  Perhaps  they  might  pay  off 
their  overdraft;  would  you  call  that  availing  them- 
selves of  it? — If  they  had  a fixed  overdraft,  they 
would  not,  or  should  not,  have  an  outside  reserve. 

Chairman  : There  are  very  few  reserves  in  money. 
Sir  Arthur  Balfour : Except  where  they  are  fortu- 
nate enough  to  have  invested  in  Government  Loan 
at  5 per  cent. 

2274.  In  answer  to  Question  8 you  aTe,  in  effect, 
saying  that  a reduction  in  taxation  would  improve 
trade  ? — Yes. 

2275.  And  increase  production? — Yes,  if  the  buying 
market  could  .take  the  increased  production. 

2276.  Mr.  Ilichens : That  is,  of  course,  on  the 
assumption  that  the  objects  on  which  the  Govern- 
ment spent  their  money  are  not  for  the  benefit  of 
industry  or  of  the  whole  community;  you  must  be 
assuming  that,  surely?  You  assume  that  the 
Government  are  wasting  their  money,  and  that  it 
is  not  spent  in  the  interest  of  the  community  as  a 
whole  when  you  say  that,  do  you  not?— If  the 
Government  spent  the  money  instead  of  the  indi- 
vidual the  production  would  be  down. 

2277.  Sir  Arthur  Balfour  : Surely  you  are  assuming 
that  the  money  is  better  in  the  hands  of  the  indi- 
vidual, to  be  employed  in  his  business,  than  in  the 
hands  of  the  Government  to  be  spent  on  general 
purposes? — Yes. 

2278.  That  is  the  same  thing.  In  other  words, 
it  is  better  to  have  no  taxation  at  all  so  long  as 
the  money  is  fructifying  in  the  pockets  of  the  people; 
that  is  your  view,  is  it  not? — The  money  should  be 
in  the  pockets  of  the  people. 

Mr.  Lees-Smith : I think  the  witness  is  isolating 
-the.  question  of  the  effect  of  taxes  without  taking 
into  account  the  effect  of  expenditure;  I think  that 
is  what  the  question  asks  him  to  do. 

2279.  Sir  Charles  Addis  : In  your  view,  are  taxes 
a primary  cause  of  the  present  depression  in  trade, 
or  what  would  you  ascribe  as  the  primary  cause — : 
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the  impoverished  state  of  Europe,  the  uncertainty  of 
the  exchanges,  and  causes  which  are  more  general? 
— It  is  not  entirely  taxation;  it  is  the  War. 

2280.  But  do  you  regard  taxation  then  as  a 
primary  cause  of  the  depression,  or  the  War  as  a 
primary  cause? — The  War  is  first. 

2281.  And  taxation  is  secondary? — The  War  has 
played  havoc  with  purchasing  power  and  has 
naturally  affected  the  exchanges  and  taxation. 

2282.  Sir  Arthur  Balfour : On  Question  9 you 
mean  that  if  the  British  resident  invests  in  another 
country,  he  still  pays  Income  Tax  in  this  country 
if  he  declares  his  profit,  or  he  should? — Yes,  but 
there  is  the  case  of  double  income  taxation,  as  no 
doubt  you  know;  it  is  subject  to  that,  too. 

2283.  Sir  Charles  Addis  : With  regard  to  the  ques- 
tion how  far  the  heavy  tax  induces  a resident  to 
invest  outside  this  country,  is  there  anything  in  the 
suggestion  that  there  may  be  a psychological  reason 
— people  feeling  that  industries  here  may  be  crippled 
by  excessive  taxation,  and  for  that  reason  being  more 
disposed  to  invest  abroad?  Do  you  think  there  is 
anything  in  that? — Investors  might  do  so;  it  would 
depend  on  the  industry,  and  the  taxation  in  the 
country  when  the  investment  was  made. 

2284.  But  taking  industry  in  general,  a man  might 
consider  he  would  do  better  in  the  way  of  obtaining 
what  he  would  consider  satisfactory  dividends,  if  he 
invested  in  countries  whose  taxation  is  lighter;  does 
that  idea  operate  to  any  extent? — Not  to  a large 
extent.  I think  he  would  consider  more  the  markets 
of  his  produce. 

2285.  In  regard  to  companies’  reserves,  is  it  your 
view  that  if  industry  had  larger  reserves  it  would 
be  able  to  employ  them  profitably  at  the  present  time 
in  the  expansion  of  business? — Not  necessarily. 

2286.  Mrs.  Wootton : When  you  say  in  reply  to 
Question  12  that  Death  Duties  are  paid  out  of 
capital,  would  you  hold  that  to  be  equally  true  in  the 
case  where  the  taxpayer  insures  against  the  Death 
Duty  payment  by  setting  aside  annual  premiums  our 
of  his  income,  and  in  the  case  where  the  taxpayer  has 
not  insured  but  the  amount  has  to  be  realised  at  his 
death  ? — The  chances  are  that  the  taxpayer  who  has  a 
large  amount  of  capital  in,  we  will  say,  an  industrial 
company  with  a capital  of  £200,000,  will  not  insure 
his  life  sufficiently  to  cover  the  Death  Duties  applic- 
able to  the  full  amount. 

2287.  No,  perhaps  not,  but  what  I want  to  get  at 
is  whether  in  so  far  as  insurances  are  taken  out — 
and  we  know  they  are  to  some  extent — that  modifies 
your  statement  that  the  payment  is  made  out  of 
capital  ? — It  might  in  a small  way. 

2288.  Because  the  insurances  are  only  taken  out  on 
a small  scale? — Possibly;  but  a commercial  man  who 
insures  his  life  probably  does  so  at  an  early  age  'and 
may  not  make  any  capital  till  later  in  life  when 
inurance  premiums  are  heavy. 

2289.  But  in  so  far  as  he  insured  against  payment 
of  Death  Duties,  does  that  insurance  modify  your 
statement  that  the  payment  is  made  out  of  capital? 
—He  has  to  pay  his  insurance  premiums  out  of 
income. 

2290.  Sir  Arthur  Balfour:  Surely  if  he  had  not 
paid  those  insurance  premiums  to  the  insurance  com- 
pany, the  possibility  is  that  his  capital  would  have 
been  greater  ? — Certainly. 

2291.  Mrs.  Wootton  : That  effect  is  not  peculiar  to 
Death  Duties..  The  same  thing  holds  good  of  high 
income  taxation;  it  trenches  on  capital? — Death 
Duties  come  out  of  capital.  In  the  case  of  high 
taxation,  it  depends  on  the  individual. 

2292.  In  each  case? — Really  in  each  case. 

2293.  Mr.  Lees-Smith  : Taking  the  latter  part  of 
your  answer,  have  you  any  actual  proposal  to  make 
as  to  alteration  in  the  Death  Duties  to  correct  that 
effect?  Could  you  do  it  without  doing  away  with 
Death  Duties? — Yes,  but  I would  sooner  consider  it. 
I have  very  strong  ideas  with  regard  to  Death  Duties 

•S00ner  consider  ih,  « you  would  allow  me. 

2294.  Chairman : Do  you  think  that  Death  Duties 
should  be  utilised  for  the  reduction  of  National  Debt? 

• Yes;  as  far  as  possible, 


2295.  Sir  Arthur  Balfour  : In  effect  they  practically 
are  so  used? — Yes. 

2296.  Mr.  Lees-Smitli : Many  authorities  hold  that, 
as  the  Death  Duties  are  a variable  figure  on  which 
the  Chancellor  cannot  calculate  with  any  certainty, 
it  is  considered  a very  suitable  tax  to  use  for  the 
reduction  of  National  Debt? — I think  it  is  quite  a 
good  index  figure  to  take  for  Death  Duties. 

2297.  Sir  Arthur  Balfour:  For  repayment? — For 

repayment  of  National  Debt. 

2298.  Sir  Alan  Anderson : When  you  say  Death 

Duties  are  paid  out  of  capital,  you  mean  out  of  the 
capital  of  the  individual? — Yes. 

2299.  Not  necessarily  that  the  nation  is  overspend- 
ing its  income? — No. 

2300.  Mrs.  Wootton  : Do  you  confine  the  last  para- 
graph of  your  reply  to  Question  14  to  direct  taxation, 
or  do  you  think  that  some  reductions  in  indirect 
taxation,  suitably  chosen,  would  also  improve  employ- 
ment?— I confine  that  to  direct  taxation. 

2301.  Sir  Alan  Anderson:  How  about  local  rates? 
Would  not  the  reduction  of  local  rates  improve 
employment? — Certainly;  if  the  commodities  pro- 
duced could  be  sold. 

2302.  Sir  Airthur  Balfour  : Would  not  reduction  in 
taxation  on  food  be  reflected  eventually  in  the  cost  of 
production  ? — It  would  increase  the  purchasing  power 
and  this  might  increase  the  price  of  the  commodity. 

2303.  What  you  really  mean  is  that  direct  taxation 
acts  more  quickly? — It  acts  directly  in  regard  to  the 
production  of  goods. 

2304.  But  that  does  not  preclude  the  others  also 
having  the  same  effect,  but  perhaps  more  6lowly? — 
Yes,  more  slowly  and  not  so  surely. 

2305.  Mrs.  Wo-otton:  For  instance,  in  the  last 
Budget  do  you  think  it  would  have  been  better  to 
use  the  surplus  to  reduce  the  Sugar  Duty  and  the 
Tea  Duty? — No.  I think  the  main  thing  is  that  we 
have  to  get  our  direct  taxation  down,  as  that  would 
give  employment  at  once  to  men  and  women  in  trade 
and  commerce.  This  would  increase  production  and 
reduce  cost  and  possibly  the  purchasing  power. 

2306.  The  reduction  of  indirect  taxation,  for 
instance  the  reduction  in  the  last  Budget,  is  likely 
to  increase  the  purchasing  power  of  the  average  con- 
sumer, is  it  not? — Not  in  the  way  that  matters  have 
gone  since  the  Budget.  I think  tea  is  probably  up 
2d.  a lb.  since  the  Budget. 

2307.  But  the  duty  was  reduced  by  4d.,  so  that,  so 
far  as1  that  extra  2d.  is  concerned,  it  does  increase  the 
purchasing  power  of  the  consumer,  does  it  not? — 
Yes. 

2308.  It  does  not  necessarily  increase  the  purchase 
of  tea,  but  it  may  increase  the  consumer’s  power  to 
purchase  something  else? — Certainly. 

2309.  And  it  may  have  a good  effect  on  trade  and 
employment? — I do  not  agree  that  it  would  have 
so  great  an  effect  as  a reduction  of  direct  taxation. 

2310.  Not  so  large,  certainly,  but  what  I want  to 
get  at  is  that  there  would  be  some  effect? — A little. 

2311.  Mr.  Lees-Smith : Would  not  your  argument 
lead  to  the  conclusion  that  we  ought  to  continue  to 
reduce  our  direct  taxation  evon  if  we  increase  our 
indirect  taxation? — No. 

2312.  The  advantages  of  one  are  much  greater  than 
the  advantages  of  the  other,  are  they  not? — I think 
at  the  present  time,  with  the  large  number  of  un- 
employed, it  is  more  advantageous  to,  reduce  direct 
taxation,  but  this  does  not  imply  that  indirect  taxa- 
tion should  not  be  reduced. 

2313.  Where  are  you  going  to  draw  the  line? — 
Indirect  taxation  is  quite  heavy  enough  at  the 
present  time,  considering  all  the  conditions,  and 
especially  with  regard  to  many  people  who  are  out 
of  work,  but  I do  think,  as  I said  before,  that  a 
reduction  of  direct  taxation  would  have  a more 
immediate  effect  on  the  unemployed  men  and 
women  at  the  present  time  than  a big  reduction  in 
indirect  taxation.  Of  course,  you  have  to  take  into 
consideration  the  enormous  increase  that  there  has 
been  in  the  duty  on  a commodity  like  sugar, 
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2314.  Mr.  Bell : May  I ask  one  question,  about 
economy?  Do  you  agree  that  it  is  a good  thing 
for  a country  to  depart  from  economy  and  to  spend 
money,  or  do  you  think  that  we  ought  to  he  more 
cautious  and  careful  in  the  direction  of  economy? — 
We  cannot  be  too  cautious. 

2315'.  Chairman : If  you  have  any  views  on  the 
Capital  Levy  which  you  would  like  to  put  before  the 
Committee  we  should  be  quite  prepared  to  hear  them  ? 
— With  regard  to  a Capital  Levy,  my  opinion  is 
expressed  in  one  word — “ impossible,”  if  the  figures 
which  have  been  mentioned  were  to  be  three  thousand 
million  pounds. 

2316.  There  is  no  other  remark  you  wish  to  make 
on  that  point  then?  Would  you  like  to  be  cross- 
examined  on  that? — I am  not  afraid  of  being  cross- 
examined,  but  it  comes  really  to  what  I have  stated 
in  my  paper — that  deflation  would  be  too  rapid. 


2317.  That  is  your  reason  ? — That  is  one  of  my 
reasons. 

2318.  Sir  Alan  Anderson : There  is  just  one  minor 
point  I meant  to  ask  you  on  Question  5.  You  say 
collieries  are  not  allowed  to  deduct  Income  Tax  on 
wasting  assets,  such  as  the  cost  of  sinking  and  under- 
ground development.  I suppose  they  are  allowed 
to  deduct  depreciation  on  that  capital  in  future 
years,  are  they  not? — No. 

2319.  That  is  a different  thing  from  not  being 
allowed  to  take  off  the  whole  cost  from  their  income 
in  the  year  in  which  it  has  occurred? — Yes. 

2320.  I do  not  think  one  could  set  up  that  claim, 
but  it  seems  to  me  there  may  be  a strong  argument 
that  it  was  fair  to  charge  depreciation  on  capital 
in  respect  of  those  wasting  assets;  but  even  that 
is  not  allowed,  is  it? — No. 

Chairman : Thank  you,  Sir  Fredric. 


(The  Witness  withdrew.) 
(Adjourned  for  a short  time.) 


Mr.  F.  W.  Hirst,  called  and  examined. 
Evidence-in-chief  handed  in  by  Mr.  Hirst. 


1.  The  two  things  that  strike  one  about  the 
National  Debt  at  first  sight  are  its  prodigious  size 
and  the  fact  that  it  is  practically  all  deadweight 
debt,  representing  not  capital  lent  to  the  Govern- 
ment by  private  investors  or  taken  from  the  people’s 
earnings  by  taxation  and  then  applied  to  useful  pur- 
poses and  reproductive  undertakings,  but  capital  de- 
stroyed— 'almost  wholly  spent  on  economic  waste — 
i.e.,  on  war  and  armaments.  About  one-tenth  of  the 
present  debt  was  incurred  in  this  way  between  1700 
and  1914,  or  rather  between  1688  and  1904 — reduc- 
tions being  effected  during  lucid  intervals  of  peace. 
The  remainder  was  contracted  between  1914  and 
1920.  Various  methods  have  been  employed  by  the 
various  belligerent  Governments  in  dealing  with  the 
unparalleled  war  debts  contracted  after  1914.  The 
favourite  method  has  been  the  worst,  that  of  issuing 
paper  money.  By  this  means  the  Governments  of 
Germany  and  Russia,  and  several  other  countries, 
have  practically  repudiated  all  their  internal  debts. 
Besides  this  the  Russian  Government  has  repu- 
diated all  its  external  debts;  and  our  Continental 
Allies  have  so  far  failed  to  pay  either  prin- 
cipal or  interest  on  the  very  large  sums  which 
they  borrowed  during  the  War  from  Great 
Britain  and  the  United  States.  The  only  European 
country  (so  far  as  I know)  which  has  both  recog- 
nised and  commenced  to  pay  war  debts  contracted 
in  the  late  War  is  Great  Britain. 

2.  The  distinction  between  internal  and  external 
debts  is,  I think,  very  much  exaggerated,  especially 
by  those  who  contend  that  internal  debt  does  not 
matter  because  it  is  merely  paid  by  one  set  of 
persons  to  another  set  of  persons  living  in  the 
same  country.  To  this  I would  reply  that,  if 
the  money  borrowed  (by  the  Government  has 
been  wasted,  the  resulting  debt  is  equally  onerous 
in  the  two  cases.  When  you  are  borrowing  you 
should  borrow  where  you  can  borrow  most  cheaply, 
either  abroad  or  at  home.  In  either  case,  if  the  pur- 
pose is  reproductive  and  profitable,  there  is  no  bur- 
den. In  either  case,  if  the  money  is  unprofitably 
wasted,  a burden  remains  comparable  to  the  mort- 
gage raised  on  an  estate  in  order  that  the  owner 
thereof  may  spend  the  money  in  riotous  living.  If  a 
Government  repudiates  or  in  any  way  confiscates 
the  money  it  has  borrowed  from  foreign  investors,  or 
from  foreign  Governments,  it  loses  its  credit 
abroad.  If  it  confiscates  what  it  has  borrowed  from 
the  home  investor,  it  loses  its  credit  at  home  and 
will  be  unable  to  borrow  again.  In  either  case  the 
conduct  is  equally  immoral ; but  the  repudiation  of 
an  external  debt  constitutes  a relief  to  the  people  of 
the  repudiating  country,  whereas  the  repudiation  of 
an  internal  debt  merely  relieves  the  general  com- 
munity of  taxpayers  at  the  expense  of  the  investors 


— i.e. , of  the  group  of  taxpayers  who  lent  the  money. 
At  the  same  time  one  must  admit  that  the  difficulty 
of  paying  interest  on  a huge  war  debt  year  after 
year  to  another  country  is  very  great  and  may  be- 
come insuperable.  The  arrangements  for  the  fund- 
ing of  the  British  debt  to  the  U.S.A.  (dated  June 
18,  1923)  have  always  struck  me  as  unfortunate  and 
inequitable.  I think  they  could  and  should  be  re- 
vised to  the  advantage  of  both  countries.  The 
statesmen  and  officials  who  contracted  these  debts 
during  the  War  and  those  who  imposed  the  in- 
demnity under  the  Treaty  of  Versailles  seem  not  at 
all  to  have  appreciated  the  nature  of  international 
trade  (which  is  barter)  and  the  almost  physical  im- 
possibility of  transmitting  goods  by  way  of  payment 
in  return  for  nothing.  The  paradox  that  it  is  more 
blessed  to  give  than  to  receive  has  its  application  to 
indemnities  and  war  debts. 

The  distinction  between  debts  incurred  for  war 
and  debts  incurred  for  useful  purposes  suggests  that 
the  obligation  to  pay  is  less  binding  in  the  former 
case.  iSome  moralists  and  economists  hold  that  all 
loans  for  war  (and  even  war  indemnities)  should  be 
banned  (by  the  Law  of  Nations.  A war  debt  is,  in  the 
first  place,  limited  by  capacity  to  pay;  secondly,  by 
the  willingness  of  the  creditor  to  receive;  and, 
thirdly,  by  the  fact  that  the  debt  (not  having  en- 
riched the  debtor,  or  conferred  economic  benefits 
upon  him)  is  not  capital  and  yields  no  profit  or  in- 
come out  of  which  interest  can  be  paid.  Fourthly, 
war  debts  as  between  allies  are  contracted  for  a 
common  purpose.  In  the  case  of  the  United  States, 
moreover,  the  money  lent,  at  any  rate  for  the  first 
year,  may  fairly  be  considered  as  a substitute  for  the 
troops  which  the  United  States  could  not  imme- 
diately provide.  Apart  from  the  injustice  of  sepa- 
rating the  British  war  debt  from  all  the  others,  and 
of  raising  the  tariff  against  our  staple  exports  so 
that  we  aro  forced  to  pay  mainly  in  gold,  there  are 
strong  arguments  for  a revision  of  the  agreement 
made  by  Mr.  Baldwin  at  Washington. 

3.  In  approaching  the  question  how  national  debts 
should  be  paid  off  it  will  be  convenient  to  distin- 
guish between  internal  and  external  debt.  But  let 
me  say  first  of  all  that  I hold  strongly  with  the 
tradition  of  British  finance  that  it  is  not  only  the 
duty  but  also  the  interest  of  this  country  to  discharge 
its  debts  as  rapidly  as  possible.  In  his  Budget  speech 
last  year  Mr.  Baldwin  pointed  out  (quite  correctly,  I 
think)  that  puiblic  money  spent  on  cancelling  internal 
debt  returns  at  once  to  the  investment  market. 
“ Nothing  ” he  remarked,  “ would  ease  the  finding 
of  capital  for  industrial  purposes  so  much  as  a steady 
and  recognised  policy  of  redeeming  public  debt.”  In 
this  connection  much  criticism  has  lately  been 
directed  against  the  issue  of  loans  in  London  to 
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foreign  countries.  If  the  criticism  were  directed 
against  loans  to  countries  which  are  ruining  them- 
selves by  excessive  armaments  and  wasteful  finance, 
such  criticisms  would  be  well  justified;  but  a general 
and  undiscriminating  objection  cannot  be  sustained. 

4.  The  arguments  for  discharging  debt  are  mani- 
fold. You  improve  your  credit  and  you  are  enabled 
to  take  advantage  of  every  opportunity  that  offers 
itself  to  convert  old  loans  at  high  rates  of  interest 
into  new  loans  at  lower  rates  of  interest.  Thus  a 
large  operative  Sinking  Fund  will  reduce  the  burden 
of  a debt  very  rapidly  and  enable  successive  Chan- 
cellors of  the  Exchequer — always  provided  that  peace 
and  economy  are  maintained — to  relieve  the  tax- 
payers’ burdens  year  after  year.  Dr.  Cannan’s  sug- 
gestion that  the  Sinking  Fund  should  be  doubled  by 
providing  an  additional  fifty  millions  from  further 
retrenchments  of  the  public  expenditure  is  admirable. 
But  his  proposal  that  the  abnegation  of  Governments 
and  Parliaments  should  be  carried  to  the  extent  of 
refraining  for  thirty-five  years  from  the  relief  of 
taxation — by  which  time  the  whole  debt  will  have 
been  cancelled — is  perhaps  expecting  a little  too  much 
of  human  nature  in  this  and  the  next  generation,  I 
would  therefore  like  to  amend  his  proposal  by  sug- 
gesting that  the  new  surplus  thus  released  year  by 
year  should  be  equally  divided,  half  going  to  swell 
the  Sinking  Fund  and  half  to  the  relief  of  the  tax- 
payer. 

5.  One  should  add  here  that  the  only  kind  of 
Sinking  Fund  which  is  of  any  use  is  a surplus  of 
revenue  over  expenditure.  The  ingenious  attempt 
made  by  so  many  foreign  Governments  to  deceive  their 
own  investors  and  their  foreign  creditors  by  dis- 
tinguishing between  ordinary  and  extraordinary 
expenditure  (such  as  expenditure  on  fortifications  or 
“ capital  ” ships)  must  be  ignored  if  we  really  want 
to  reduce  the  public  debt.  To  effect  that  you  must 
have  a surplus  of  national  revenue  over  all  national 
expenditure,  ordinary  and  extraordinary.  To  borrow 
for  a Sinking  Fund  is  an  absurdity.  To  pay  off  debt 
with  one  hand  and  contract  it  with  another  is 
equally  foolish  and  involves  a waste'  of  the  taxpayers’ 
money. 

6.  In  their  broad  questions  relating  to  the 
National  Debt  the  Committee  asks  how  it  affects  the 
supply  of  credit  and  permanent  capital  for  trade  and 
interest,  and  also  how  it  affects  the  terms  on  which 
capital  can  be  raised. 

7.  I regard  the  National  Debt  as  a sort  of  floating 
mortgage  on  the  whole  of  the  wealth  and  income  of 
the  country — a mortgage  the  interest  on  which  has 
to  be  paid  by  the  inhabitants  of  the  country  out  of 
their  income  or  savings  year  after  year.  This  float- 
ing mortgage  or  debt  charge  is  a deadweight  charge, 
because  it  was  incurred  for  useless  and  destructive 
purposes  and  not  for  beneficial  or  reproductive  ones. 
The  question  whether  a policy  of  debt  repayment, 
desirable  in  itself  at  all  times,  should  be  suspended 
or  partially  suspended  during  a period  of  trade  de- 
pression cannot  be  answered  without  reference  to  the 
particular  circumstances.  Generally  speaking  I 
should  say.  “ No.”  It  depends  largely  upon  the  rival 
use  to  which  the  public  money  might  be  put.  If  for 
instance  an  important  raw  material  like  sugar  or 
timber  or  cotton  were  hampered  by  a Customs  duty, 
it  might  be  better  to  apply  ten  or  twenty  millions  to 
the  removal  of  the  duty  than  to  the  cancellation  of 
debt.  This  was  the  view  of  Sir  Robert  Peel  and  Mr. 
Gladstone  when  they  were  restoring  the  national 
trade  and  finance  between  1840  and  1860. 

8.  Everyone  agrees  that  the  present  National  Debt 
is  much  too  large.  It  is  a mill  stone  round  our  necks, 
and,  as  a great  deal  of  it  was  contracted  when  money 
was  cheaper  and  prices  higher,  its  very  existence  is 
an  argument  against  the  restoration  of  the  pound 
sterhng  to  its  old  purchasing  power.  This  difficulty 
might  be  met  by  reducing  the  weight  of  the  sovereign, 
oi  mixing  with  it  ten  per  cent,  of  silver,  or  better 
perhaps  by  a small  Capital  Levy  on  holders  of  debt, 
who  would  of  course  greatly  benefit  by  the  restora- 


tion of  the  gold  standard;  but  this  would  leave  the 
difficulty  of  the  debt  to  the  United  States  untouched. 

9.  There  seems  to  be  ample  ground  for  a revision 
of  the  agreement  with  America.  In  the  first  place 
the  American  Government,  by  raising  its  tariff  since 
the  debt  was  contracted,  has  shown  that  it  does  not 
want  payments  in  English  goods,  and  has  done  its 
best  to  obstruct  payments  in  that  form.  Whether 
it  is  lawful  for  a creditor  government  to  tax  and 
take  toll  of  a debtor  government’s  payments  is  at 
least  open  to  doubt.  Washington,  Jefferson  and 
Hamilton  took  this  ground  against  British  creditors 
after  the  War  of  Independence.  Anyhow  it  is  very 
unfair  and  works  badly.  The  result  has  been  that 
the  debt,  being  payable  in  gold,  has  caused  great 
exports  of  gold  to  the  United  States  and  a danger- 
ous accumulation  there.  The  United  States  cannot 
use  its  gold  accumulations  without  causing  a depre- 
ciation in  the  price  of  gold  with  a consequent 
inflation  of  credit  and  prices.  Thus  the  British  pay- 
ments of  war  debt  to  America,  while  a heavy 
burden  on  our  taxpayers  and  a source  of  grave  diffi- 
culty to  our  Treasury,  are  proving  of  doubtful 
benefit  to  our  creditors.  Certainly  they  gain  much 
less  than  we  lose.  We  might  fairly  ask  (1) 
that  the  capital  should  be  reduced  in  accordance 
with  the  fall  in  prices  and  the  rise  in  the  purchasing 
power  of  gold  since  1©17  and  1918.  We  might  also 
fairly  ask  (2)  that  British  exports  to  the  value  of  the 
interest  payments  should  be  received  duty  free  into 
the  United  States  on  the  broad  legal  principle  that 
a creditor  is  not  entitled  to  obstruct,  or  levy  a toll 
on,  the  payments  of  a debtor.  In  return  for  these 
reasonable  concessions  we  might  agree  to  restore  the 
gold  standard,  thus  enabling  the  United  States 
gradually  to  get  rid  of  its  surplus  hoards  of  gold 
and  at  the  same  time  give  stability  once  more  to 
the  precious  metals.  Strongly  as  I myself  favour 
the  restoration  of  the  gold  standard,  I cannot  help 
wondering  whether  it  can  be  safely  restored  and 
securely  maintained  under  the  conditions  of  Mr. 
Baldwin’s  compact  with  the  American  Treasury, 
which  might  involve  an  export  of  thirty  millions  in 
gold  in  a single  year  from  London  to  New  York. 

10.  The  British  Government  should,  I think,  inform 
all  its  Allies  that  the  capital  of  the  debts  due  to 
us  will  be  scaled  down  on  a uniform  principle  with- 
out discrimination  or  favouritism. 

11.  Questions  4 and  5. — Returning  to  the  ques- 
tions suggested  by  the  Gommittee,  I would  say  look- 
ing at  questions  4 and  5 that  direct  graduated  taxa- 
tion reduces  the  luxury  expenditure  of  the  rich  and 
so  injures  certain  luxury  trades.  At  the  same  time 
it  reduces  the  saving  capacity  of  the  rich,  and  so 
curtails  the  amount  of  liquid  capital  available  in 
each  year  for  new  capital  issues  and  for  the  develop- 
ment and  expansion  of  business  undertakings.  No 
doubt  also  the  high  graduation  makes  enterprising 
persons  less  ready  to  run  risks  for  the  sake  of 
increased  profit.  But  I think  that  the  confiscation 
of  the  National  Debt  either  by  a deliberate  watering 
or  debasement  of  the  currency,  or  by  the  more  direct 
and  less  dishonest  method  of  a Capital  Levy,  or  by  a 
compulsory  reduction  of  interest,  would  cause 
mischiefs  infinitely  greater  than  the  benefits  accru- 
ing to  Income  Tax  payers. 

12.  British  industry  generally  would  I feel  sure 
suffer  far  more  from  an  extension  of  indirect  taxa- 
tion than  from  the  maintenance  or  increase  of  the 
Income  Tax,  because  indirect  taxes  raise  prices  in 
the  home  market  (that  is  the  object  of  protective 
duties),  and  therefore  raise  the  cost  of  production. 
The  higher  the  cost  of  production  rises  at  home, 
the  more  will  the  British  exporter  be  handicapped 
in  foreign  markets.  I suppose  I am  right  in  saying 
that  most  of  our  great  staple  trades,  cotton,  iron 
and  steel,  woollen  and  worsted,  ship  building,  etc., 
could  not  be  prosperous  unless  they  were  able  to 
compete  successfully  in  foreign  and  colonial  markets 
Their  success  in  the  past  has  been  largely  due  to  the 
differential  advantage  given  them  by  a cost  of  pro- 
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duction  lower  than  that  which  manufacturers  in 
protected  countries  enjoy. 

13.  Question  8. — As  a general  principle  all  taxes 
reduce  'both  the  supply  of  capital  and  the  total 
purchasing  power  of  the  community,  and  all 
economies  leading  to  reduced  taxes  enlarge  both. 
But  of  course  the  benefit  derived  from  a wise  and 
thrifty  expenditure  of  public  money  (including  the 
discharge  of  debt)  must  be  deducted.  Our  direct 
taxes  have  most  effect  upon  capital,  and  our  indirect 
taxes  have  most  effect  in  reducing  purchasing  power. 

14.  Question  9. — The  psychology  of  foreigners 
naturally  varies,  but  a feeling  exists  on  the  Continent 
that  British  gilt-edged  securities  represent  safety, 
and  in  many  cases  safety  is  the  supreme  object.  I 
cannot  say  how  far  the  Income  Tax  is  a deterrent  to 
the  foreign  investor,  but  I think  it  is  less  of  a deter- 
rent than  our  maintenance  of  an  inconvertible  paper 
currency.  The  recent  preference  shown  for  American 
over  British  securities  by  Continental  investors  is 
explained  by  the  inferiority  of  the  paper  pound  to 
the  gold  dollar  and  to  the  fear  that  a managed 
paper  currency  may  be  mismanaged  and  watered. 

15.  Question  10. — I cannot  see  how  an  Income  Tax 
could  enter  into  price  except  in  so  far  as  it  may 
restrict  output  by  discouraging  enterprise  and 
competition.  After  all,  Income  Tax  is  paid  on  business 
done  and  money  earned,  and  is  not  therefore  properly 
speaking  a tax  on  trade  like  Customs  or  Stamp  duties. 

16.  Question  11. — I should  say  that  taxes  do  not 
so  much  deter  as  prevent  savings.  Graduated  taxation 
encourages  the  enterprise  of  a poor  business  man; 
but  as  he  becomes  richer  it  acts  as  a deterrent  to 
further  extension. 

17.  Question  12. — Death  Duties  may  be  said  to 
cancel  portions  of  the  wealth  or  capital  left  by  the 
deceased  person,  but  they  do  not  in  themselves  destroy 
capital.  Capital  is  destroyed  or  consumed  by  waste. 
If  no  part  of  public  expenditure  were  wasted,  no 
part  of  the  capital  or  income  which  the  tax  gatherers 
collect  could  be  said  to  be  destroyed.  As  a matter 
of  fact  a very  large  part  both  of  the  public  and 
private  expenditure  of  the  country  is  in  an  economic 
sense  wasted.  But  as  every  human  being  requires 
a certain  amount  of  pleasure  and  recreation,  lie  is 


entitled  to  ask  that  the  whole  of  the  margin  above 
his  necessities  should  not  be  confiscated  and  spent  by 
the  public  authorities.  Morever,  it  is  surely  better 
that  the  individual  inhabitants  of  the  country  should 
spend  a few  hundred  or  even  a few  thousand  millions 
upon  games,  amusements,  comforts,  and  luxuries, 
than  that  their  Parliament  and  Government  should 
spend  similar  amounts  on  war  and  unnecessary 
armaments. 

18.  Question  13. — In  so  far  as  they  increase  the 
cost  of  trade  transactions  and  reduce  profits  all  Stamp 
Duties  are  detrimental  to  trade;  but  of  course  they 
affect  some  businesses  very  much  more  than  others. 

19.  Question  14. — I am  not  familiar  with  the 
saying  here  quoted  that,  “ the  tax  on  commodities  is 
borne  by  the  consumer.”  But  if  I may  assume  “ the 
tax  on  commodities  ” to  mean  “ Customs  duties  on 
commodities  imported  from  abroad,”  then  my  answer 
would  be  that  such  duties  are  practically  always 
borne  by  the  home  consumer.  Otherwise  it  would  be 
possible  to  tax  the  foreigner.  But  the  answer  here 
given  cannot  be  described  as  “ the  ordinary  assump- 
tion ” seeing  that  many  eminent  statesmen  and 
financiers,  including  several  ex-Chancellors  of  the 
Exchequer  and  ex-Presidents  of  the  Board  of  Trade, 
have  frequently  assured  us  that  Customs  duties  are 
usually  paid  in  whole  or  part  by  foreign  producers. 

20.  When  I turn  to  Question  15  I am  inclined  to 
wonder  whether  “ the  tax  on  commodities  ” in  Ques- 
tion 14  may  cover  Excise  duties  as  well  as  Customs 
duties.  In  that  case  it  will 'be  relevant  to  observe  that, 
where  a Customs  duty  is  both  operative  and  protective 
— that  is  to  say  in  a case  where  a Customs  duty  has 
been  imposed  on  the  import  of  a foreign  article  which 
competes  with  a home  product,  and  where,  after  the 
imposition  of  such  Customs  duty  a perceptible  amount 
of  the  foreign  article  continues  to  enter  into  the 
home  market  in  spite  of  the  Customs  barrier — then  a 
corresponding  Excise  duty  can  be  imposed  on  such 
article  without  affecting  its  price,  and  the  revenue 
can  thus  be  increased  without  any  further  loss  to  the 
home  consumer.  This,  therefore,  is  a case  of  a tax 
on  commodities  which  is  not  borne  by  the  consumer. 
It  is  a case  in  which  the  Excise  duty  deprives  the 
home  producer  of  the  profit  which  he  was  receiving 
from  the  protective  Customs  duty. 


2321.  Chairman:  Will  you  go  through  the  clauses 
of  your  memorandum,  just  mentioning  what  they 
contain  and  anything  that  you  want  to  amplify  or 
to  add? — I understand  that  it  is  not  desired  that  I 
should  read  over  the  evidence,  and  I have  not  very 
much  to  add  to  it,  unless  members  of  the  Committee 
wish  to  ask  any  questions.  The  first  clause  deals  with 
the  size  of  the  Debt,  and  I might  have  added  that 
the  last  National  Debt  Return,  which  is  last  year’s, 
gives  £7,742,000,000  of  deadweight  debt,  of  which 
£1,155,000,000  was  external  debt.  The  point  that  I 
make  is  that  the  whole  of  the  debt  is  practically 
deadweight  debt  due  to  economic  waste,  and  that 
at  least  nine-tenths  of  it  has  been  contracted  since 
1914.  Then  I have  said  a word  about  the  methods 
that  have  been  adopted  for  dealing  with  War  debt 
by  various  countries,'  and  I have  ventured  on  the 
opinion  that  the  favourite  method  is  the  worst — that 
of  issuing  paper  money.  So  much  for  that  first 
paragraph. 

The  second  paragraph  is  perhaps  a more  con- 
troversial subject — that  is  the  distinction  which  is 
so  often  made,  and  for  some  purposes  quite  rightly 
made,  between  internal  and  external  debt.  My  con- 
tention is  that  you  should  look  at  the  origin  of  the 
debt,  and  not  at  the  place  where  it  is  contracted. 
The  important  thing,  to  my  mind,  is  whether  the 
debt  was  originally  contracted  for  good  or  bad  pur- 
poses; that  is  to  say,  for  wasteful  purposes  or  for 
reproductive  purposes.  If  the  debt  was  contracted 
for  reproductive  purposes,  it  does  not  matter  where 
it  was  contracted ; because  the  reproductive  purpose 
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will  pay  its  own  coupons ; and  a country  or  an  indi- 
vidual should,  generally  speaking,  borrow  where  it 
or  he  can  borrow  at  the  cheapest  rate.  If,  for 
example,  we  had  to  borrow  £100,000,000  to-morrow 
and  we  found  that  we  could  borrow  more  cheaply  in 
New  York  than  in  London,  we  should  be  quite  right, 
ceteris  parihus,  to  borrow  in  New  York;  and  it  would 
be  absurd,  when  the  borrowing  was  over,  for  some- 
one to  get  up  and  say:  “ If  only  we  had  borrowed 
in  London  that  debt  would  have  been  no  burden  at 
all;  we  ought  not  to  have  borrowed  in  New  York, 
where  we  could  borrow  cheaply ; we  ought  to  have 
borrowed  in  London,  where  the  debt  would  be  no 
burden  at  all,  and  then  it  would  be  merely  a case 
of  handing  out  the  interest  from  the  pockets  of  one 
person  to  the  pockets  of  another.”  I think  if  tho 
Committee  look  at  it  in  that  light,  they  would,  at 
any  rate,  realise  my  point  of  view.  I say,  as  Mr. 
Gladstone  always  said,  that  the  really  important  dis- 
tinction in  the  National  Debt  is  how  much  of  it  is 
deadweight;  that  is  to  say,  debt  which  has  been 
contracted  for  unproductive  or  destructive  purposes. 

Then  I turn  to  the  debt  to  America,  and,  of  course, 
I admit  freely  that  when  you  have  a gigantic  sum, 
over  £1,000,000,000  sterling,  of  debt,  lodged  in 
another  country,  and  you  have  tied  yourself  up  with 
such  a contract  as  we  are  tied  up  with — for  we 
promised  to  pay  it  in  the  gold  coin  of  the  United 
•States  at  Washington  every  year-then  it  does 
become,  a very  serious  proposition  indeed;  and  for 
my  part  I think  it  would  be  a very  extraordinary 
thing  if  we  were  able  for  the  next  60  years,  until,  I 
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think,  1984,  to  go  on  steadily  paying  £30,000,000  or 
£40,000,000  sterling  a year  in  gold  coin  in  New 
York;  more  especially  if,  as  seems  extremely  likely, 
the  gold  mines  in  the  Transvaal  begin  to  give  out, 
and  if  by  the  end  of  that  time  the  supply  of  gold  in 
the  world  should  be  nothing  like  as  great  as  the 
amount  of  gold  we  are  compelled  by  treaty  to  hand 
over  to  the  Government  of  the  United  States  each 
year.  Therefore  I think  that  we  ought,  without 
delay,  to  see  whether  it  is  not  possible  to  vary  the 
contract,  for  the  benefit  of  both  countries.  Because, 
of  course,  the  Americans  are  not  finding  it  par- 
ticulary  satisfactory  to  have  all  this  gold  accumulat- 
ing in  the  country,  which  they  dare  not  spend, 
knowing  that  if  they  let  out  large  quantities  of  it, 
the  purchasing  power  of  gold  all  over  the  world 
might  fall  to  almost  any  extent. 

2322.  Mr.  Hichens : So  that  one  would  infer  from 
that,  that  whilst  in  your  opinion  the  internal  debt 
is  onerous,  yet  the  external  debt  is  even  more 
onerous  P — Yes,  in  a way.  I prefer  to  go  back  to 
the  origins.  If  you  go  back  to  the  origins  of  the 
United  States  debt,  those  origins  are  very  curious. 
In  the  first  place,  the  debt  was  contracted  by  officials, 
in  the  dark;  the. public  knew  nothing  practically 
about  what  was  going  on.  In  the  second  place,  it 
was  contracted  when  munitions  and  food  were  at 
very  highly  inflated  prices.  The  most  that  we  ought 
to  have  been  called  upon,  and  the  most  that  we  ought 
to  have  called  upon  our  Allies,  to  do,  was  to  pay 
back  that  amount  of  commodities,  whereas  what  we 
have  promised  to  do  in  this  case  is  to  pay  back 
far  more  than  that  amount  of  commodities,  either 
in  gold  or  in  commodities. 

2323.  Sir  Arthur  Balfour : Surely  what  we  have 
undertaken  to  do  goes  far  beyond  what  we  undertook 
to  do  When  we  borrowed  the  money? — I am  afraid 
I have  never  seen  the  original  contracts.  I under- 
stand that  they  were  made  from  time  to  time  by 
officials. 

2324.  True,  but  still  thoy  pledged  Great  Britain’s 
oredit. 

Sir  JosiaU  Stamp:  Almost  at  sight. 

Sir  Arthur  Balfour:  Practically  on  demand? — 

( Witness ) : Yes.  What  right  they  had  to  do  it,  I do 
not  know. 

2325.  But  they  did  it? — Yes,  perhaps  so.  I go 
back,  however,  to  the  question  of  whether  the  thing 
is  equitable;  and  I think  one  is  entitled  to  say  that 
we  have  no  right  to  expect  ouir  Allies  to  pay  back  far 
more  than  they  got,  considering  the  absurd  and 
ridiculous  prices  at  which  the  materials  were  con- 
tracted. As  a matter  of  fact,  the  Americans  have 
admitted  to  some  extent  the  point,  because  they 
varied  the  rate  of  interest. 

2326.  But  surely  you  realise  that  that  does  not  apply 
to  our  Allies.  I agree  it  applies  to  America,  but  in 
the  case  of  the  Allies  we  did  fix  prices  which  were 
ridiculously  low  for  every  commodity  that  was  sold 
to  them? — Do  you  mean  that  we  bought  at,  say 
10s.  a lb.  from  America,  and  then  sold  at  5s.  to  the 
Allies  ? 

2327.  Yes,  that  is  exactly  what  we  did. — Does  not 
tli  at  constitute  a still  stronger  argument  as  between 
us  and  America? 

2328.  Sin-  Alan  Anderson:  You  say  that,  even  if  we 
entered  into  a certain  contract  with  America,  it  was 
an  inequitable  contract? — Yes. 

2329.  And  do  you  say  we  ought  to  repudiate  it? 

No,  I did  not  say  we  ought  to  repudiate  it. 

2330.  Does  it  not  come  to  that? — 1 say  we  ought 
to  negotiate  for  a reasonable  and  equitable  variation 
of  it,  on  several  grounds. 

2331.  Possibly  we  should  like  to  have  a variation, 
but  still,  if  we  have  entered  into  a contract,  we  have 
entered  into  a contract.  The  only  way  we  can  get 
out  of  it,  unless  they  agree,  is  by  repudiating  ? — I 
a giee  >ou  cannot  get  out  of  it?  unless  they  agree  to 
vary  it. 

2332.  Mr.  Lees-Smith  : Going  back  to  your  original 
point,  1 take  it  that  you  mean  that  our  own  internal 
nobt  and  our  debt  to  America  were  both  created  for 
unproductive  purposes  ?— Yes 


2333-4.  The  question  of  origin,  therefore,  does  not 
arise.  That  being  so,  do  you  hold  that  there  is  any 
difference  in  the  effects  of  our  external  debt  and 
our  internal  debt,  the  origin  of  both  being  the  same? 
— They  are  equally  onerous,  in  my  opinion,  except 
that  it  is  impossible  for  us,  without  the  consent  of 
the  United  States,  to  vary  that  very  hard  and  most 
undesirable  contract,  which  is  to  pay  in  gold. 

2335.  Sir  Charles  Addis : You  mean  equally  onerous 
for  the  individual  and  for  the  nation.  Do  you  make 
any  distinction  between  those  two? — The  nation,  of 
course,  is  an  aggregate  of  individuals.  I do  not  dis- 
tinguish between  the  nation  and  individuals. 

2386.  Therefore  there  is  no  difference  in  the  burden 
between  the  external  and  internal  debt.  Is  that 
what  you  mean? — No  difference  in  the  burden 
between  the  external  and  the  internal  debt,  on  the 
ground  which  I gave. 

2337.  Either  to  the  nation  or  to  the  individual? — 
Either  to  the  nation  or  to  the  individual. 

2338.  Sir  Alan  Anderson : But  if  the  nation  found 
that  having  contracted  the  external  debt,  it  could 
not  get  the  gold  to  pay  it,  would  it  not  then  dis- 
cover that  it  was  much  more  onerous? — I quite  agree, 
if  you  have  a contract,  for  instance,  to  put  down 
in  a particular  part  of  the  world,  as  part  of  your 
external  debt,  100  tons  of  ivory  every  year,  and  the 
ivory  disappears,  all  the  elephants  having  been 
killed,  then  of  course  the  external  debt  becomes 
much  more  onerous;  in  fact  it  becomes  impossible. 

2339.  Is  not  that  an  inevitable  circumstance  in  any 
external  debt?  You  have  to  pay  in  something? — Yes; 
but  if  you  happen  to  choose  a particular  thing  to  pay 
in,  namely,  gold,  and  that  gold  is  a very  scarce  com- 
modity and  likely  to  become  scarcer,  your  external 
debt  becomes  more  and  more  onerous. 

2340.  You  say  if  you  contract  an  external  debt, 
promising  to  pay  in  a wide  range  of  commodities, 
then  it  would  not  be  more  onerous  than  an  internal 
debt? — It  would  be  exactly  the  same. 

2341.  Sir  A'rthur  Balfov\r : We  really  borrowed 
dollars  from  America,  and  we  have  to  pay  dollars* — 
gold  ? — I suppose  what  we  really  borrowed  was  com- 
modities at  very  high  prices,  which  we  have  just  been 
told  we  then  sold  to  our  Allies  at  very  low  prices. 

2342.  But  we  owe  her  gold  dollars? — That  is  what 
the  lawyers  say. 

2343.  If  we  had  asked  them  to  lend  us  sterling, 
they  would  not  have  lent  it  to  us? — I do  not  know. 

2344.  Mr.  Lees-Smith  : Many  of  our  witnesses  have 
been  telling  us  that  there  is  a very  great  difference 
in  the  ultimate  effects  of  paying  £30,000,000  a year 
to  America  and  paying  £30,000,000  a year  to  our  own 
citizens  inside  this  country.  You  would  not  agree 
with  that  at  all? — Not  at  all,  provided  that  it  is 
£30,000,000  sterling;  but  it  is  not,  unfortunately,  in 
the  case  of  America. 

2345.  Sir  J osiah  Stamp : What  is  the  balance  ol 
probability,  in  your  judgment,  .as  to  the  movement 
of  prices  if  a very  large  number  of  countries  were  to 
go  back  to  the  gold  standard,  but  if  at  the  same 
time  their  craving  for  gold  for  that  purpose  were  to 
be  met  by  the  freeing  of  the  gold  reserves  of  the 
United  States?  On  balance  would  prices  go  up  or 
down? — It  is  very  difficult  indeed  to  say.  I do  not 
know  whether  you  would  agree  with  me.  I was  in 
Johannesburg  not  very  long  ago,  and  I think  it 
really  depends  upon  whether  any  new  mines  are  found 
in  the  next  ten  years,  that  are  any  good. 

2346.  On  that  point  you  made  an  interesting 
reference  to  the  fact  that  by  the  time  the  American 
debt  comes  to  an  end  we  may  be  getting  less  from  the 
mines? — Almost  certainly. 

2347.  Will  that  be  because  the  mines  are  exhausted 
or  because  the  value  of  gold  will  be  so  low  that  it 
will  not  pay  to  work  anything  except  the  very  best 
mines? — It  will  be  for  both  reasons.  The  best 
mines,  of  course,  are  being  exhausted.  When  I was 
there,  there  were  three  or  four  that  had  become 
derelict  within  the  last  two  or  three  years.  One 
large  suburb  of  Johannesburg  had  practically  gone 
out  of  cultivation;  most  of  the  houses  were  empty. 


MINUTES  OF  EVIDENCE. 


167 


5th  August,  1924.] 


Mr.  F.  W.  Hibst. 


[■ Continued . 


2348:  But  suppose  the  value  of  gold  remained  very 
high? — It  is  quite  true  that  if  the  purchasing  power 
of  gold  doubled,  a good  many  mines  would  go  into 
cultivation  again  for  a time,  and  that  is  a thing  to 
be  considered. 

2349.  You  would  admit,  I think,  that  the 
Americans  did  not  really  lend  us  dollars  at  all.  They 
lent  us  commodities  at  a very  high  price? — That  is 
what  I should  have  thought. 

Mr.  Sickens  : Translated  into  dollars. 

Sir  Arthur  Balfour:  They  invoiced  it  in  dollars. 

2350.  Mr.  Sickens : They  invoiced  it  in  dollars, 
and  the  understanding  was  that  for  those  dollars 
they  should  be  paid  back  in  dollars.  What  I want 
to  know  is  whether  it  is  not  the  universal  practice 
in  this  country,  and  in  every  other  country,  that 
when  you  lend  mdney  you  expect  to  be  paid  back  in 
the  same  thing  that  you  lent ; and  if  your  answer  is 
no,  then  would  you  apply  the  same  principle  to  all 
the  money  that  has  been  lent  by  private  individuals 
in  this  country  to  the  Argentine  and  to  other 
countries  where  owing  to  depression  they  find  it 
extremely  difficult  to  pay?— May  I say  that  there  is 
such  a thing  as  equity  as  well  as  law?  It  has  always 
been  recognised,  and  especially  in  international 
law,  that  you  must  not  look  purely  at  the  legal  bar- 
gain where  that  legal  bargain  becomes  extra- 
ordinarily onerous  and  unfair. 

2351.  Sir  Josiah  Stamp : Before  you  leave  para- 

graph 2,  I should  like  to  ask  another  question.  You 
belittle  the  distinction  that  is  usually  made  between 
external  debt  and  internal  debt  and  draw  our  atten- 
tion to  another  principle.  Is  that  other  principle 
going  to  be  of  much  practical  assistance  to  us  in  this 
Committee?  I quite  realise  what  you  say,  that,  if 
the  internal  debt  is  equally  onerous,  we  are  com- 
mitting a fallacy,  probably;  we  assume  that  there  is 
no  burden  to  a State  because  there  is  no  such  burden 
until  it  comes  down  to  the  individuals  of  that  State. 
Now  does  it  help  us  very  much  in  the  problem  which 
is  before  us  here,  where  that  debt  which  is  payable 
was  incurred?  Is  it  much  good  digging  up  the  past 
to  see  whether  at  the  time  the  debt  was  incurred  it 
was  incurred  for  a particular  purpose?  Is  it  of  any 
use  to  go  into  the  origin  of  it;  have  you  not  to  accept 
the  facts  as  they  are  to-day?  Does  that  help  you  at 
all ? — It  does  not  help  me  particularly,  but  it  cer- 

tainly is  the  reverse  of  helpful  if  someone  gets  up 
and  proclaims  from  the  housetops  that  the  great  bulk 
of  the  debt  is  all  right,  that  it  does  not  matter,  and 
that  we  can  spend  as  much  more  as  we  like  so  long 
as  we  raise  it  at  home;  because,  as  I point  out,  the 
great  bulk  of  the  debt  is  internal  debt  and  it  is 
onerous,  and  if  you  went  on  adding  to  your  internal 
debt  under  this  happy  idea  that  it  does  not  matter, 
you  would  find  after  you  had  doubled  it  that  prac- 
tically the  whole  property  of  the  country  was  con- 
fiscated and  the  income  thereof.  So  that  I think  it 
is  rather  important  that  one  should  at  any  rate  put 
down  one’s  foot  on  the  fallacy  now,  and  prevent  it 
from  being  adopted  by  the  Government  or  the  House 
of  Commons. 

2352.  As  far  as  regards  the  future? — Yes.  That 
was  my  chief  reason  for  pressing  it  upon  you,  because 
I keep  coming  across  this,  if  I may  say,  very  absurd 
fallacy,  that  onerous  debt,  deadweight  debt,  does  not 
matter  so  long  as  it  has  all  been  contracted  at  home. 
It  it  quite  obvious  surely  to  every  member  of  the 
Committee  that  if  you  doubled  or,  let  us  say, 
trebled  the  present  internal  debt,  there  would  be 
nothing  left  in  the  country ; it  would  be  a mortgage 
which  would  cover  the  whole  income  of  the  country. 

2353.  Does  that  amount  to  anything  more  than 
saying  that  the  amount  that  is  transferred  from  one 
set  of  individuals  in  the  country  to  another  set, 
legally  different  but  possibly  physically  the  same  set, 
could  no  longer  be  increased? — I am  not  quite  sure 
that  I follow  precisely  what  you  mean  by  that. 

2354.  It  seems  to  me  that  your  argument  that,  if 
you  trebled  it,  you  would  see  the  absurdity  of  it, 
is  based  on  the  assumption  that  the  payments  for 
debt  via  taxation  are  really  made  to  a distinct  set 
of  people  and  that  you  would  treble  the  number  of 


people  who  are  living  without  doing  any  work? — ■ 
You  do  not  think  that  that  is  the  only  result,  do  you  ? 
You  do  not  think  the  country  would  be  as  well  off 
after  its  internal  onerous  debt  was  trebled  as  it  is 
now,  do  you  ? 

2355.  If  you  are  thinking  of  the  State  collectively, 
why  not? — If  so,  then  I suppose  I must  not  call  it 
a fallacy  if  a member  of  the  Committee  holds  that 
view. 

2356.  No,  I am  asking  you  the  question.  After 
all,  your  arguments  would  be  just  as  forcible  as 
they  are  now  if  the  National  Debt  had  been  three 
thousand  million  pounds  or  two  thousand  million 
pounds? — I think  that  every  thousand  millions  that 
you  add  to  the  debt  makes  it  more  onerous  and 
more  serious. 

2357.  It  makes  it  more  onerous  to  an  individual 
who  is  a taxpayer  and  not  an  interest  receiver  ? — 
But  all  the  individuals  that  there  are  are  taxpayers. 

2358.  But  some  of  them  are  interest  receivers? 
— The  interest  receivers  in  this  country  will  be  no 
richer  if  you  add  one  thousand  million  pounds  to 
the  debt  than  they  were  before.  Why  should  they 
be?  I cannot  see  any  reason  for  thinking  that  they 
would  be  any  richer.  I can  see. that  the  whole  of 
the  taxpayers  would  be  poorer,  but  I cannot  con- 
ceive or  understand  how  the  interest  receivers  could 
be  richer. 

2359.  Sir  Alan  Anderson : Does  not  that  depend 
on  how  you  spend  the  money? — We  were  assuming 
an  onerous  debt.  Of  course  if  you  go  to  war  a 
certain  small  number  of  people  will  make  fortunes. 
I agree,  but  that'  is  another  matter. 

2360.  Is  not  the  real  objection  to  having  a bigger 
internal  debt  that  it  is  very  difficult  to  collect  it, 
and  you  are  not  leaving  enough  of  the  profit  that 
people  make  to  encourage  them  to  be  enterprising 
and  start  fresh  businesses  ? — You  mean  that  it  mean, 
very  heavy  taxation  ? 

2361 . Yes,  the  taxation  is  very  heavy,  and  even  if 
the  same  people  get  the  money  back  again,  they 
would  prefer  to  sit  back  and  do  nothing  and  get 
their  interest,  and  not  be  enterprising  ? — Yes,  quite. 

2362.  So  it  is  the  difficulty  of  collecting  the  debt? 
— That  is  one  thing;  and  then  pei’sonally,  I may  be 
old-fashioned,  but  I think  it  is  rather  undesirable 
that  the  whole  of  the  property  of  the  country  should 
be  mortgaged,  and  that  the  people  who  were  rich 
before  the  War,  who  had,  say,  £15,000  a year,  should 
have  £14,500  of  it  taken  in  taxation;  and  of  course 
if  the  War  had  gone  on  for  say,  two  more  years, 
that  would  have  been  the  sort  of  position  that,  wo 
should  have  been  in.  Therefore  I am  rather  anxious 
that  the  Committee,  if  I can  persuade  them,  should 
not  take  the  view  that  it  does  not  matter  how  much 
debt  you  raise  at  home,  so  long  as  it  is  raised  at 
home. 

2363.  Mr.  Sickens:  Do  you  want  to  convey  the 
impression  that  it  does  not  matter  whether  you 
raise  it  at  home  or  abroad,  because  it  is  equally 
onerous  in  every  case?  Do  you  wish  to  convey  that 
impression,  or  do  you  wish  to  convey  the  impression 
that  whilst  it  is  onerous  to  raise  the  debt  at  home 
it  is  even  more  onerous  to  raise  it  abroad?  Which 
position  do  you  take?— I take  this  position  with 
regard  to  foreign  debt.  Suppose  to-morrow  you  hnu 
to  raise  for  necessary  purposes  £100,000,000  in  this, 
country,  provided  you  could  raise  it  as  a sterling 
obligation,  you  should  raise  it  in  any  capital  of  the 
world,  or  in  any  town  or  any  country  of  the  world, 
where  you  could  raise  it  cheapest.  If  you  could 
get  it  at  3 per  cent,  in  Japan  and  you  had  to  pay 
4 per  cent,  in  London,  I should  take  it  in  Japan. 

2364.  Your  reason  being  that  by  inflating  the 
currency  you  could  destroy  the  debt  altogether, 
which  would  be  a great  advantage  ?— No,  I did  not 
mean  that,  certainly  not. 

2365.  I do  not  see  the  advantage?— I only  said 
that  it  is  best  to  borrow  where  you  can  borrow 
cheapest. 

2366.  Sir  Arthur  Balfour:  You  said  sterling; 

that  is  the  trouble?— I said  in  sterling  because  it 
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might  be  extremely  awkward,  as  I said,  if  you  con- 
tracted to  pay  in  some  foreign  capital  in  some  pre- 
cious metal  which  might  under  conceivable  circum- 
stances become  very  scarce.  Now  if  you  had  done 
that  in  your  own  country,  you  could  pass  a law  to 
rectify  it  and  put  it  right.  You  could  say : “ Wo 
will  pay  the  amount  that  we  promised  to  pay,  but 
not  in  that  precious  metal,”  or  “ We  will  employ  the 
index  number  to  put  it  right.”  But  we  cannot 
employ  the  index  number  to  put  our  debt  right  in 
New  York;  and  if  the  purchasing  power  of  gold 
'becomes  doubled  ten  years  hence,  the  weight  of  the 
debt  to  America  becomes  doubled;  and  you  cannot 
apply  the  index  number  on  equitable  terms  as  we 
could,  and  should,  at  home. 


2367.  Would  not  your  proposition  that  you  should 
borrow  in  sterling  in  another  country  make  the  rate 
of  interest  so  high  that  you  would  have  to  come 
home?- — In  that  case,  let  it  be  raised  at  home. 

2368.  Sir  Alan  Anderson : May  I pass  from  the 
question  whether  for  a.  new  loan  you  would  go  to 
the  cheapest  country  to  the  question  whether  the 
weight  of  existing  loans  is  greater  when  the  interest 
is  payable  to  externals  or  when  it  is  payable  to 
internals.  In  the  case  of  an  existing  loan,  if  it  is 
all  held  in  this  country  the  interest  is  paid  here  and 
you  tax  the  people  who  get  the  interest,  and  you 
get  a good  bit  of  it  back? — That  is  quite  true.  But 
of  course  the  reply  might  be  that  you  are  really  con- 
fiscating the  debt  by  taxing  it.  But  you  have  the 
power  to  do  it  at  home;  I quite  agree  that  is  a con- 
venience. I was  simply  pointing  out  that  if  you 
started  at  this  moment  and  said:  “ Now  let  us  raise 
£100,000,000  sterling,”  and  you  could  raise  it  cheaper 
abroad  than  at  home,  I would  raise  it  abroad,  and 
then,  if  necessary,  convert  it  afterwards. 

2369.  If  it  was  in  sterling,  you  would  presumably 
continue  to  confiscate  by  taxing  as  you  do  at  present  ? 
--You  cannot  confiscate  a foreign  debt  if  you  have 
agreed  not  to  tax  it. 


2370.  If  you  agreed  not  to  tax  it,  that  would  be 
an  argument  in  favour  of  not  issuing  the  debi 
abroad? — It  would,  I quite  agree.  The  third  para- 
graph raises  a new  point.  1 express  my  agreemem 
with  Mr.  Baldwin’s  argument  for  cancelling  as  mucl 
debt  as  possible  every  year.  He  said  that  the  more 
debt  you  cancel,  the  more  easy  will  it  be  to  fine 
capital  for  industrial  purposes  at  home.  In  thal 
connection  I would  just  like  to  mention  this.  I have 
not  put  it  down  in  my  paper;  I ought  to  have  done 
so  and  I intended  to  do  so.  I think  there  is  a gooc 
deal  to  be  said  for  the  view  that  capital  issues  ir 
London  to  foreign  countries  and  Colonial  countrie: 
ought  to  be,  I will  not-  say  controlled,  but  watcher 
and  criticised.  You  cannot  rely  upon  the  Press,  un- 
foitunately,  to  criticise  capital  issues,  because  the 
Press  depends  upon  capital  issues  for  a good  dea 
of  the  money  which  comes  to  it;  therefore  I thinl- 
there  ought  to  be  an  independent  Committee  for  the 
purpose,  not  a Government  Committee,  -because 
Governments  are  sometimes  wrong  and  they  mighi 
instruct  the  Treasury  to  do  what  is  wrong.  There- 
fore you  should  not  have  a Treasury  Committee,  bul 
you  should  have  a Committee  of  independent  men. 
to  warn  the  public  and  to  issue  warnings  whenevei 
a loan  is  being  raised  for  a country  which  is  reallj 
dangerous ; and  also,  I think,  for  a country  which 
is  competing  with  us  in  armaments.  I will  no! 
develop  the  argument,  but  I will  just  give  one  illus. 
tration.  I can  see  no  reason  why  £30,000,000  oi 
£40,000,000  should  have  been  raised  in  London  tc 
assist  the  Japanese  after  the  earthquake,  unless  there 
had  been  a preliminary  condition  that  the  Japanese 
should  not  use  that  money  for  the  purpose  of  main- 
taining the  competition  in  armaments.  Because, 
smee.  that  loan  was  raised,  we  have  found  the  British 
Admiralty  stating— I do  not  here  question  the  state- 
ment—that  we  were  bound  to  increase  our  armament: 
because  the  Japanese  were  increasing  theirs  Nov 
it  seems  to  me  ridiculous  that  we  should  supply  a 


rival  with  funds  to  increase  their  navy  in  such  a 
way  that  our  taxpayers  have  to  pay  more  in  order 
to  increase  ours.  I venture  to  think  there  is  a great 
deal  to  be  said  for  a criticism  of  the  new  capital  issues 
in  London  on  those  lines;  and  incidentally  good 
criticism  of  that  kind  would  enlarge  the  amount  of 
money  which  was  available  for  industrial  purposes 
at  home. 

2371.  Sir  Arthur  Balfour:  You  agree  that,  onco 
a country  has  borrowed  money,  you  cannot  control 
its  expenditure  after  it  is  borrowed? — No;  I think 
it  would  have  to  be  done  at  the  time. 

2372.  You  mean,  make  a condition  when  you  are 
lending  it,  that  it  should  only  be  used  in  a certain 
way  P — Yes.  I think  you  have  a certain  right,  in 
a case  like  that,  to  do  so. 

2373.  Suppose  the  American  maifcet,  on  the  other 
hand,  made  no  conditions  and  we  made  such  a con- 
dition, should  we  be  likely  to  get  the  loan  at  all? — 
I think  it  would  be  better  not  to  have  the  loan  if 
it  is  going  to  lead  to  trouble. 

2374.  You  do  not  think  it  leads  to  trade?— It 
might  lead  to  a little  trade,  but  I think  the  objection 
I have-  urged  is  a very  strong  one. 

2375.  Sir  Charles  Addis  : With  regard  to  the  reduc- 
tion of  public  debt  as  a means  of  helping  towards 
the  finding  of  capital  for  industry,  -would  yoU  make 
a distinction  between  the  reduction  of  external  and 
internal  debt?— I think  I should. 

23/6.  Would  you  recommend  the  earlier  payment 
of  foreign  rather  than  of  home  debt,  from  the  indus- 
trial point  of  view  ? — I was  rather  inclined  to  think 
the  opposite,  on  this  ground,  that  I should  prefer 
i eduction  of  the  internal  debt,  -because  you  are 
returning  money  which  is  likely  to  be  reinvested 
in  home  industries. 

2377.  I just  wanted  to  get  your  opinion  ? — I should 
not  like  to  dogmatise;  I have  not  thought  enough 
about  the  matter. 


jxir.  nionens : 


— - ■ ^ yuui  view  tnat  tnere  is 

a shortage  of  capital  for  industrial  purposes  at  the 
present  time,  or  do  you  think  there  is  an  ample 
supply  for  good  industrial  investments? — I do  not 
think  my  opinion  on  that  is  worth  anything,  and 
so  I would  rather  not  give  it. 

2379.  Your  argument  rather  hinges  on  that  point. 
It  is  not  much  use  arguing  that  it  is  a good  thing 
to  pay  off  more  debt  because  you  have  more  capital 
available  for  industry,  if  industry  does  not  want  it? 
—I  think  you  would  agree  that  the  cheaper  industry 
gets  the  capital,  the  better;  it  is  always  desirable 
to  have  more  capital  available  for  industry  at  a cheap 
rate;  the  cheaper  the  rate  the  better  it  is.  That 
is  all.  What  I meant  was  that  I would  not  like  to 
express  an  opinion  as  to  whether,  compared  with 
other  times,  say,  10  years,  or  20  or  30  years  ago, 
t.iere  is  a distinct  shortage  of  capital  now.  My  own 
impression  is  that  there  is  not  a very  marked  shortage 
lor  tne  moment,  because  nobody  is  inclined  to  under- 
take enterprises;  but  I dare  say  I am  wrong. 

w2'^'  Will  you  now  take  paragraph 

No  4?— No  4 is  really  given  up  to  a short  argument 
m favour  of  discharging  debt,  principally  because  it 
enables  you  to  take  opportunities  that  offer  from  time 
to  time  of  converting  old  loans  to  lower  rates  of 
interest,  and  so  lowering  the  debt  charge  and  lower- 
ing taxes;  but  I also  agree  with  Dr.  Cannan’s  sug- 
gestion that  there  should  be  a further  reduction  in 

t*lneXr^m;e  Some  £60,000,OQO,  and  that 
that  £50,000,000  should  be  applied  to  debt  reduction. 

2381.  Sir  Arthur  Balfour:  Can  you  suggest  any 

0 W^ich  C0llld  make  a reduction  of 
£o0,000,000?  Yes,  I should  follow  out  some  of  the 
branches  of  investigation  suggested  by  the  Geddes 
Report,  and  I should  tell  every  Department  that  it 
had  to  lower  its  expenditure. 

2382.  Ration  the  Departments  P— Yes,  tell  them  to 
do  it;  just  as  I think  was  the  case  with  Mr  Lloyd 
George  when  he  found  that  economy  had  suddenly 
become  very  popular  and  the  other  thing  was  very 
unpopular;  all  the  things  which  ho  said  it  was 
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impossible  to  do,  lie  did,  and  he  cut  down  expendi- 
ture, I think,  about  £150,000,000  in  a couple  of  years. 

2383.  Mr-  Hichens:  Do  you  think  you  could  save 
£50,000,000  on  administration  as  opposed  to  expendi- 
ture on  a particular  policy? — I dare  say  not;  but  I 
should  alter  my  policy. 

2384.  Sir  Alan  Anderson  : That  would  not  be  done 
by  the  Departments? — No,  it  cannot  be  done  Depart- 
mentally ; it  must  be  done  by  the  Government. 

2385.  Sir  Josiah  Stamp:  Would  you  divide  the 

£50,000,000  into  policy  and  administration,  and  then 
go  to  the  Departments  and  ration  them  so  much  per 
cent,  of  their  existing  expenditure? — Yes,  I think  so. 

2386.  That  assumes  that  there  is  an  equal  per- 
centage of  waste  in  all  Departments? — It  does,  and 
of  course  that  is  a little  unfair,  because  occasionally 
there  is  a Department  which  is  not  as  wasteful  as 
another;  but  there  Is  a good  deal  of  waste  in  them 
all.  I was  looking  back  to  the  old  pre-war  figures. 
I think  that  Dr.  Cannan  is  right  in  thinking  that 
£50,000,000  is  quite  a reasonable  sum. 

2387.  Sir  Arthur  Balfour : Dr.  Cannan’s  only  sug- 
gestion in  reply  to  my  question  was  Blue  Books  and 
reduction  of  advertisements.  I could  not  get  any- 
thing else  out  of  him.  That  is  the  only  thing  he 
offered  me  for  £50,000,000? — You  do  not,  of  course, 
want  me  to  discuss  this  question,  but  it  is  obvious 
that  if  you  could  make  arrangements  with  other 
countries  in  regard  to  armaments,  there  could  be  a 
very  considerable  saving  there. 

2388.  Mr.  Lees-Smith  : Apart  from  this  question  of 
reduction  of  expenditure,  do  you  lay  down  as  a 
principle  that  we  should  put  aside  £100,000,000  for 
reduction  of  debt,  or  is  this  concomitant  with  your 
being  able  to  reduce  expenditure? — We  are  now 
putting  aside  £50,000,000.  Dr.  Cannan  suggests 
£50,000,000  more,  and  then  in  addition  to  that  he 
suggests  a sort  of  snowball  so  as  to  get  the  whole 
thing  done  within  35  years.  I say  that  the  snowball 
suggestion  is  rather  unreasonable,  because  one  of 
the  attractive  features  of  cancelling  debt  is  that  any 
Government  can  say  to  the  taxpayer:  “Look  here, 
if  w©  do  this,  we  shall  be  able  next  year  and  the 
year  after  to  reduce  your  taxes,”  and  that  is  very 
desirable.  Therefore  I should  like  at  any  rate  half 
of  the  snowball  to  be  devoted  to  the  reduction  of 
taxes,  while  the  other  half  goes  to  the  increase  of  the 
Sinking  Fund.  It  is  merely  an  amendment  which  I 
suggest  to  Dr.  Cannan’s  proposal. 

2389.  Professor  Mall : Have  you  any  idea  how  much 
longer  than  the  35  years  it  would  take  to  wipe  out 
the  debt,  if  that  proposal  of  yours  were  adopted? — 
No,  I have  not  worked  It  out. 

2390.  Sir  Josiah  Stamp : I still  am  not  quite  clear 
about  this.  Would  you  put  aside  so  much  of  the 
additional  amount,  up  to  £50,000,000,  that  might  be 
saved,  or  would  you  put  aside  an  additional 
£50,000,000  irrespective  of  whether  you  find  you  can 
save  it  or  not? — No,  I would  not  put  aside  more,  if 
I could  not  save  it. 

2391.  Mr.  Hichens : Would  you  have  a Sinking 
Fund  of  £50,000,000  at  all  if  it  involved  increase  of 
taxation  ? I mean,  supposing  it  was  found  that 
owing  to  the  policy  of  the  Government  it  was  neces- 
sary,  in  order  to  maintain  a Sinking  Fund  of 
£50,000,000  a year,  to  put  say  another  shilling  on 
to  the  Income  Tax,  would  you  do  that?— That  is 
lather  a difficult  question  to  answer,  I think.  I 
ohould  Strenuously  oppose  any  addition  to  expendi- 
ture which  involved  any  addition  to  taxation,  and 
when  I had  been  defeated  on  that,  then  I would 
consider  the  question  that  you  suggest. 

2392.  May  I put  it  in  this  way : that  in  your 
view  taxation  to-day  is  as  high  as  it  can  be,  and  that 
111  your  opinion  a first  charge  upon  the  revenue  of 
the  country  should  be  £50,000,050  for  reduction  of 
debt  and  that  the  Government  should  cut  its  coat 
according  to  its  cloth  with  the  balance  available? — 
It  is  not  my  own  language,  and  I do  not  like  to 
adopt  the  language  of  another,  but  it  seems  to  me 
to  be  broadly  the  position.  I do  not  dissent  from 
it,  but  if  I had  to  put  it,  I would  rather  put  it  in 
my  own  language,  because  it  is  slightly  different; 


but,  still,  I do  not  dissent  from  your  way  of  putting 
it.  I do  think  that  taxation  is  far  too  heavy. 

2393.  Sir  Arthur  Balfour : You  do  think  the 

Government  should  economise  so  as  to  save 
£50,000,000,  and  should  apply  as  much  as  they  can 
of  this  £50,000,000  to  the  reduction  of  taxation? — 
Yes,  and  I think  I did  point  out  that  one  of  my 
reasons  for  wanting  to  cancel  debt  is  that  it  will 
lead  certainly  and  inevitably  to  the  reduction  of 
taxation,  always  provided  that  cur  Governments 
remain  at  peace  and  are  economical.  Everything 
depends  on  that. 

2394.  Mr.  Lees-Smith : What  is  your  opinion  of 
the  Sinking  Fund?  Would  you  advocate  abandoning 
our  Sinking  Fund  and  reducing  the  Income  Tax  by 
Is.? — No,  1 would  not,  for  the  reasons  given  as  to 
the  importance  of  cancelling  debt.  Then  I come 
to  paragraph  5.  I do  not  know  whether  it  is 
important  to  insist  upon  this  point,  but  sometimes 
one  sees  it  forgotten.  It  was  proved,  of  course,  by 
Hamilton,  the  great  Aberdeen  professor,  about  100 
years  ago,  that  Pitt’s  Sinking  Fund  and  Price’s 
Sinking  Fund  were  absurd,  and  that  it  is  ridiculous 
to  borrow  for  a Sinking  Fund.  The  British  Govern- 
ment has  usually  adopted  that  view,  and  whenever 
it  goes  to  war  it  suspends  the  Sinking  Fund,  quite 
rightly.  But  you  sometimes  see  the  suggestion  that 
it  is  a fine  thing  to  have  a Sinking  Fund,  even  when 
there  is  a deficit.  I venture  to  think  that  all  these 
Sinking  Funds  are  humbug,  and  they  are  not  only 
humbug,  but  waste,  because,  as  Hamilton  says, 
unnecessary  borrowing  involves  waste.  However,  I 
suppose  it  is  generally  agreed  that  the  only  real 
Sinking  Fund  is  the  surplus  of  public  revenue  over 
public  expenditure. 

2395.  Sir  Josiah  Stamp:  In  the  long  run?— In  the 
long  run.  I need  not  develop  that.  Then  I come 
to  some  of  the  questions  which  I was  especially 
asked  by  the  Committee,  on  which  I do  not  think 
that  my  opinion,  although  I have  given  it,  is  of 
much  value.  The  questions  of  the  supply  of  credit 
and  permanent  capital  for  trade  and  interest  can 
really  only  be  answered  by  practical  bankers  and 
manufacturers.  When  one  is  asked  what  National 
Debt  is,  I say  that  it  is  a sort  of  floating  mortgage 
on  the  whole  wealth  and  income  of  the  country; 
and,  being  a deadweight  charge,  it  should  be  com- 
pared, I think,  with  a mortgage  upon  an  estate 
of  a man  who  likes  to  waste  money  but  has  not 
got  a quite  large  enough  income,  and  so  mortgages 
his  property  and  spends  it  wastefully.  It  is  exactly 
the  same  with  a Government.  A Government  goes 
to  war;  it  .mortgages  its  property,  and  when  it  has 
spent  an  enormous . amount  of  money  it  looks  round 
and  it  finds  that  there  is  a very  heavy  debt.  That 
is  the  mortgage.  Then  comes  the  question,  an 
interesting  one,  as  to  what  you  should  do  when  there 
is  great  trade  depression  and  much  unemployment. 
That  question  has  already  come  up.  I agree  there 
are  circumstances,  such  as  there  were  in  the  days 
of  Sir  Robert  Peel  and  Mr.  Gladstone,  especially 
between  1840  and  I860,  when  it  is  better  to  put 
such  surpluses  as  you  can  get  of  revenue  over 
expenditure  into  the  reduction  of  peculiarly 
oppressive  forms  of  taxation ; but  when  the  taxation 
is  fairly  equitable,  and  there  are  no  peculiarly 
oppressive  taxes,  then  I would  prefer  to  go  ahead 
in  the  usual  way  of  cancelling  as  much  debt  as 
possible. 

2386.  Sir  Josiah  Stamp:  We  have  had  it  put  to 
us  by  some  witnesses  that  there  should  be  a Sinking 
Fund  reducible  to  what  you  might  call  minimum 
conditions  of  prosperity,  a Sinking  Fund  that  would 
fluctuate;  have  you  any  view  on  that? — Of  course, 
those  scientific  methods  are  very  good  in  the  abstract, 
but  no  Government  will  ever  adopt  them.  All  that 
one  can  hope  is  that  they  will  take  broadly  the  best 
course.  You  cannot  expect  Chancellors  of  the 
Exchequer  to  'budget  in  accordance  with  a very 
scientific  plan  of  that  kind,  I think. 

2397.  Sir  Arthur  Balfour : It  is  safer  from  a 

political  point  of  view  to  have  one  Sinking  Fund  of 
a definite  amount  that  you  are  sure  of? — Yes. 
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2398.  Sir  J osiali  Stamp  : You  should  have  a Sinking 
Fund  which  is  light  for  good  times  and  heavy  for  bad 
times  ? — Yes. 

2399.  But  the  suggestion  that  lias  been  made  to  us 
is  that  you  should  have  one  that  has  a little  more 
elasticity  about  it? — I like  our  plan  very  much  of 
compulsorily  applying  every  surplus  to  Sinking 
Fund.  A great  deal  of  debt  has  been  cancelled 
under  that  system.  With  regard  to  paragraph  8, 
I understood  that  you  were  not  discussing  the  cur- 
rency ; but  I put  a few  observations  do|wn  because  I 
wanted  to  say  something  on  the  subject.  I said  that 
we  are  faced  with  this  difficulty  about  the  restora- 
tion of  the  gold  standard ; and  as  a matter  of  fact 
anybody  who  really  discusses  the  National  Debt  at 
the  present  time  cannot  possibly  avoid  considering 
the  currency  question;  it  is  really  fundamental. 

2400.  Sir  Arthur  Balfour  : Would  it  'be  fair  to  have 
a Capital  Levy  on  the  holders  of  debt,  because  they 
have  been  saving  people,  and  have  helped  the  State, 
when  it  particularly  needed  help,  by  lending  their 
money  r I dare  say  you  observe  that  this  sugges- 
tion of  mine  is  a very  limited  form  of  Capital  Levy. 
I should  very  much  like,  as  a small  debt  holder,  to 
know  that  my  interest  would  always  be  paid  in  gold. 
I have  no  confidence  in  inconvertible  paper  money 
at  all.  I should  like  to  know,  as  far  as  the  State 
can  inform  me,  and  so  far  as  the  State  can  be 
trusted,  that  it  will  always  be  paid  in  gold.  For 
that  purpose  I should  not  particularly  object  to  a 
small  Capital  Levy,  if  it  was  necessary,  to  help  the 
Government  to  return  to  a gold  standard ; but  it 
would  have  to  be  used  entirely  for  that  purpose. 

2401.  Mr.  Bell:  Do  you  mean  gold  with  a 10  per 
cent,  admixture  of  silver? — That  is  another  plan. 
Of  course,  the  symmetallic  idea  was  Marshall’s,  and 
it  is  rather  an  attractive  idea.  I remember  an 
Oxford  professor  once  said  to  me  that  there  was  a 
gieat  deal  to  be  said  for  the  gold  and  silver  currency 
mixed.  He  said:  “If  you  see  two  drunken  men 
walking  down  the  street  separately,  their  fluctua- 
tions will  be  much  greater  than  if  they  walk  down 
the  street  arm  in  arm.  In  the  same  way  if  you  have 
gold  and  silver  linked  together  in  bars,  the  probable 
stability  of  the  two  will  be  greater  than  the 
stability  of  either  apart.” 

2402.  Sir  Alan  Anclersou : Still,  the  main  point  of 
this  is  to  clip  the  coinage,  is  it  not? — Yes,  that  is  it. 


2403.  Mr.  Bell : I did  not  know  whether  this  was 
a possibility  or  a recommendation.  You  say  here 
that  this  might  be  done;  do  you  recommend  it,  or 
do  you  merely  suggest  it  as  a possibility  ? — I merely 
suggest  it  as  a possible  way  out  of  a difficulty  which 
might  arise,  and  I say  it  might  be  better  to  adopt 
another  way. 

2404.  I just  wanted  to  know  if  it  was  a considered 
recommendation,  because  in  paragraph  11  you  say 
you  think  that  confiscation  or  the  debasement  of  the 
currency  is  a very  bad  thing? — Yes,  I do.  But  I 
personally  .would  prefer  a sovereign  10  per  cent, 
lighter  than  the  present  one,  coupled  with  the  re- 
storation of  the  gold  standard  and  ofi  an  automatic 
metallic  currency,  to  the  perpetuation  of  the  present 
system  of  a managed  inconvertible  paper  currency. 
I would  like  best-  of  all,  of  course,  to  have  the  old 
sovereign  back,  but  if  the  Government  says  it  cannot 
be  done,  and  the  experts  say  it  cannot  be  done,  and 
that  we  cannot  call  upon  the  taxpayer  to  do  it,  then 
I am  prepared  to  consider  other  methods. 

Sir  Arthur  Balfour:  But  you  would  further  upset 
the  exchanges  if  yon  -debased  the  currency. 

2405.  Mr.  Bell:  If  a foreigner  brought  a £5  note 
here  would  you  pay  him  in  this  convenient  coin 
which  had  an  admixture  of  silver?— At  present  we 
do  not  pay  him  in  any  coin  at  all. 

2406.  But  what  are  you  aiming  at?  Are  you  going 
o aim  at  giving  him  five  sovereigns,  or  five  other 

coins  with  an  admixture  of  silver?— Well  it  reallv 
depends  upon  whether  you  are  prepared  by  can- 

currencv ar  If°f  ^ isSUe  to  *»tore  the  gold 

mirency.  If  you  are  prepared  to  do  that,  I have  no 

doubt  that  m a very  few  months  you  could,  by  burn- 


ing a certain  quantity  of  paper  money — perhaps 
£20,000,000,  £30,000,000,  or  £40,000,000— get  back 
to  par. 

2407.  That  does  not  quite  answer  my  question? — I 
say  if  you  cannot  do  that,,  then  you  have  to  consider 
other  methods  of  getting  back  to  a metallic  basis. 
One  method  is  to  accept  the  present  exchange  value 
of  the  paper  £,  and  say  : “ We  will  have  a coin,  a 
sovereign,  representing  the  exact  relation  betweeu 
the  paper  £ and  the  gold  £.” 

2408.  Sir  Alan  Anderson  : You  would  like  to  get  on 
to  a convertible  gold  basis  even  if  you  had  to  come  in 
on  a lower  basis  than  the  old  one? — Yes,  that  is 
exactly  it;  but  then  I am  still  troubled  by  the 
American  business. 

2409.  Sir  Arthur  Balfour : And  by  the  general 
exchanges? — I am  ready  to  accept  the  ratio  for  the 
time  being. 

2410.  Sir  Alan  Anderson:  But  you  rather  fear 
going  on  to  gold,  because  the  Americans  hold  the 
control  of  the  gold? — That  is  it,  and  because  we  are 
compelled  at  the  present  time  under  this  arrangement 
to  put  down  until  the  year  1984  one  hundred  and 
something  millions  of  gold  dollars  in  New  York  every 
year.  That  is  the  danger;  that  is  the  trouble. 

2411.  Sir  Josiah  Stamp:  Your  answer  to  Sir  Alan 
Anderson  about  gold  brings  me  back  to  the  state- 
ment you  made  just  now  that  you  would  rather  have 
your  future  payment  in  gold  with  this  admixture 
than  the  present  managed  currency? — Yes. 

2412.  But  is  that  the  real  alternative?  What  you 
would  really'  rather  have  would  be,  not  gold,  which 
you  distrust  as  to  its  future  value,  but  some  paper 
regulated  by  a tabular  standard,  which  is  really  the 
proposition  in  antithesis  to  the  gold  standard? — 
Unfortunately  (I  remember  writing  about  the  tabular 
standard  index  numbers,  and  so  forth),  the  tabular 
standard  index  numbers  are  not  currencies. 

2413.  But  the  proposal  for  a managed  currency  is 
that  it  shall  have  the  same  effect  as  a tabular 
standard;  that  you  can  be  paid  in  the  same  quantity 
of  notes  that  you  understand  to-day? — I know,  but 
it  is  impracticable,  in  my  opinion.  1 think  people 
want  to  have  the  real  thing  in  their  pockets.  How- 
ever, that  takes  one  rather  a long  way,  does  it  not? 

2414.  The  proposition  for  the  management  of 
currency  is  that  it  shall  give  you  the  same  quantity 
of  notes? — It  is,  and  at  first  sight  it  is  rather 
attractive. 

2415.  Mr.  Hichens  : If  you  had  this  dilution  of  the 
coinage  you  would  throw  over  this  small  Capital  Levy 
of  yours,  would  you  not?— Oh,  certainly. 

2416.  You  regard  that  as  a distinctly  worse  alter- 
native, do  you? — I do  not  much  like  either,  but  I 
like  them  both  better  than  having  a continuing 
paper  currency. 

2417.  It  is  seriously  meant,  is  it? — Yes — I do  not 
know  whether  I have  clearly  stated  it— because  I 
legal d the  paper  currency  as  one  of  the  greatest 
curses  of  civilisation  at  the  present  time.  I think 
it  has  caused  more  misery  to  the  human  race  than 
anything  else  except  war  during  the  last  10  years. 
I do  not  trust  any  Government — not  even  here  in 
this  country  to  manage  a paper  currency;  there- 
fore, I want  to  get  rid  of  it. 

2418.  Are  the  holders  of  National  Debt  the  only 
people  Who  benefit  by  this  stabilisation  of  the  paper 
currency?  No,  they  are  not;  that  is  quite  true. 

2419.  Then  why  should  they  pay  for  it? — I think 
the  holders  of  securities  on  the  whole  would  benefit 
rather  specially. 

2420.  Yes,  but  the  holder  of  a municipal  security 
for  instance? — He  is  in  the  same  position;  lie  ought 
to  be  included.  I do  not  want  to  exclude  him  from  it. 

Sir  -Josiah  Stamp  : I understand  this  to  be  confined 
to  the  holders  of  the  debt. 

2421.  Mr.  Hichens : The  holder  of  an  industrial 
debenture  is  in  the  same  position? — I meant  debt  in 
a rather  wide  extension. 

2422.  Sir  Alan  Anderson  : Would  the  holder  of  a 
debenture  in  a company  pay  and  the  holder  of  a 
preference  share  not  pay  ? — I have  not  developed  the 
idea  sufficiently. 
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2423.  Would  it  not  practically  come  to  this,  that 
you  must  have  a general  Capital  Levy  if  you  have 
anything  at  all? — A general  Capital  Levy  on 
securities. 

2424.  Mr.  Hiehens : A definite  Capital  Levy  on 

capital  as  the  term  implies;  I should  have  thought 
that  is  what  you  meant? — -It  is  so  small  that  it  is 
hardly  worth  bothering  about  property  other  than 
securities;  for  this  purpose  it  would  be  a very  small 
amount. 

2425.  Mr.  Lees-Smith : Would  not  the  machinery 
of  collection  be  very  expensive? — I do  not  think  it 
is  worth  troubling  about  any  further;  I merely 
threw  it  out  as  an  aside.  It  is  simply  an  obiter 
dictum,  which  I brought  in  because  I wanted  to  lay 
stress  on  the  importance  of  restoring  the  metallic 
currency.  I suggested  -a  very  small  expenditure  for 
the  purpose  of  restoring  a gold  currency ; that  is  the 
point  of  it.  I think  there  is  a distinction  between 
a Capital  Levy  for  the  purpose  of  getting  rid  of  the 
debt,  and  a Capital  Levy  payable  by  persons 
interested  for  the  purpose  of  restoring  the  currency ; 
however,  I do  not  lay  any  stress  upon  it. 

2426.  Sir  Charles  Addis : Your  main  point  is  that 
if  it  were  possible  you  would  like  to  get  back  to  the 
pre-war  standard  ? — Exactly. 

2427.  You  regard  that  as  the  best  solution? — 
Certainly. 

2428.  And  the  other  alternatives  are  merely  the 
next  best  possible? — That  is  so.  I am  not  one  of 
those  people  who  object  to  a certain  amount  of 
capital  expenditure  for  the  purpose  of  restoring  the 
currency.  What  I am  afraid  of  is  the  American 
situation.  If  I had  thought  it  was  worth  while,  I 
would  have  developed  a little  that  Washintgon, 
Jefferson  and  Hamilton  point,  because  there  is  a very 
interesting  memorandum,  and  a very  long  one,  of 
about  80  or  90  pages  I think,  by  Jefferson  on  the 
subject,  which,  putting  it  briefly,  gives  many  pre- 
cedents and  many  arguments  for  the  view  that  a 
creditor  who  demands  a debt  from  a debtor  is  not 
entitled  to  tax  it.  Since  the  time  of  the  contract 
the  Americans  have  enormously  increased  their 
tariff  on  British  goods.  They  ought,  I think,  to  be 
called  upon  now  either  to  reduce  their  tariff,  or  to 
reduce  the  payments  of  the  debt  by  the  amount  of 
the  revenue  which  they  derive  from  the  taxation  of 
British  goods  going  into  America. 

2429.  Sir  Arblviur  Balfour : Do  you  think  it  would 
be  feasible  for  a.  country  like  America  to  allow 
British  goods  only  to  come  in  free  ? — I once  asked  an 
American,  “ What  would  you  think  of  us  if  we 
demanded  that?  ” He  did  not  like  this  debt.  He 
said:  “Well,  you  are  quite  entitled  to  demand  it, 
and  I should  not  mind  if  you  did,  but  I will  tell  you 
this,  that  if  you  demanded  that  and  made  it  a condi- 
tion ” — he  admitted  that  we  were  entitled  to  -make 
it  a condition — “ we  woul-d  prefer  not  to  have  the 
debt  at  all.” 

2430.  Do  you  think  you  might  apply  that  idea  of 
yours  to  other  countries  then,  and  say  to  France  : 

“ AVe  will  let  you  off  some  debt  if  you  let  our  goods 
in  free  for  10  years  ” ? — I think  it  would  be  a sensible 
thing  to  do,  but  I am  afraid  the  answer  would  not 
bo  satisfactory.  I think  I need  not  refer  to  para- 
graph 10,  because  it  has  already  been  discussed.  In 
paragraph  11  I merely  express  an  opinion  in  answer 
to  questions  asked  by  the  Committee. 

2431.  Mr.  Hiehens  : Do  you  think  as  a fact  that 
the  rich  are  spending  less  on  luxury  now?  I ask 
that  because  it  has  been  put  to  us  by  some  witnesses 
that  the  rich  are  saving  less  now,  because  there  is 
less  incentive  to  save,  -and  therefore  they  are  using 
more  money,  on  the  whole,  for  luxury  purposes,  and 
not  less? 

Sir  J osiah  Stamp : All  the  extra  taxes  they  pay, 
so  it  has  been  suggested,  come  out  of  the  saved  por- 
tion and  not  but  of  the  luxury  portion. 

Mr.  Hiehens  : I should  like  to  know  what  you  think 
about  that? — (Witness)  : It  is  a matter  of  observation, 
and  I do  not  go  about  the  country  sufficiently  to 
make  my  observation  very  valuable;  but  I should 
have  thought,  as  a matter  of  fact,  that  most  of  the 


pre-war  rich  men  whom*I  know  spend  considerably 
less  upon  luxury  than  they  did  before,  but  that  is 
mainly  because  they  spend  more  on  taxation. 

2432.  Mr.  Bell : That  is  particularly  so  with  regard 
to  houses,  is  it  not? — Yes.  I should  think  that  the 
housing  accommodation  of  the  rich  is  much  smaller 
than  it  was  before  the  War.  The  houses  are  on  an 
average  much  smaller. 

Mr.  Bell : It  is  particularly  so  in  London. 

Mr.  Hiehens  : Yes,  that  is  so. 

2433.  Chairman : Then  paragraph  12? — Paragraph 
12  really  raises  the  subject  of  direct  and  indirect 
taxation ; I merely  give  my  own  personal  answer  to 
that. 

2434.  But  you  suggest  that  there  should  be  some 
fixed  proportion  as  between  direct  and  indirect 
taxation? — I do  not  think  it  is  worth  making  the 
suggestion  really,  because,  after  all,  it  depends  upon 
Parliament,  and  it  is  impossible  to  frame  a scientific 
formula  on  the  subject. 

2435.  Mr.  Bell : You  have  seen  the  figures,  have 
you  not,  of  the  comparison  made  between  the  direct 
and  indirect  proportions  before  the  War  and  those 
now? — Yes;  and  there  were  a great  many  figure- 
given  all  through  the  War  by  Chancellors  of  the 
Exchequer.  One  of  the  things  that  made  them  so 
curiously  different  was  that  nobody  could  decide 
whether  the  Excess  Profits  Duty  was  direct  or  in- 
direct. If  you  threw  it  into  indirect  it  made  an 
enormous  difference  from  the  result  if  you  threw  it 
into  direct.  There  are  a certain  number  of  taxes 
which  are  on  the  border  line. 

2436.  I take  it  that  the  question  merely  of  pro- 
portions would  not  affect  your  mind  much.  You 
would  not  be  sorry  to  see  indirect  taxation,  with 
small  exceptions,  practically  disappear? — Oh,  yes,  I 
should. 

2437.  Then  do  you  not  think  the  proportions  are 
rather  striking  and  significant? — I dislike,  personally, 
the  taxation  of  comforts  and  necessaries  very  much, 
but  when  you  come  to  a luxury  like  beer  or  tobacco, 
I think  there  is  a great  deal  to  be  said  for  heavy 
taxation,  and  I should  be  very  sorry  to  see  that 
taxation  reduced.  I think  it  is  a most  important 
and  valuable  element.  Then,  in  addition  to  that, 
there  is  the  political  and  moral  argument  that  a 
country,  the  large  majority  of  whose  population  is 
not  taxed  at  all,  is  in  a thoroughly  unsound  busi- 
ness position  altogether.  I mean  a democracy  which 
does  not  pay  its  way,  and  which  is  run  by  a majority 
of  people  who  do  not  pay  any  taxes,  is  obviously 
in  a very  dangerous  position. 

2438.  Sir  J osiah  Stamp : Can  you  decide  which 
are  luxuries?  Do  you  regard  tobacco  as  a luxury 
or  a necessity? — It  is  a necessity  to  me,  -but  it  is  a 
luxury  to  the  majority  of  people  1 

2439.  Mr.  Hiehens : You  say  that  British  industry 
would  suffer  more  from  an  extension  of  indirect 
taxation.  Do  you  suppose  that  British  industry  has 
benefited  more  from  the  Sugar  Duties  being  taken  off 
than  it  would  have  from  a reduction  of  the  Income 
Tax? — -I  honestly  do,  but  I can  quite  understand 
your  taking  the  other  view. 

2440.  I am  not  taking  any  view;  I wanted  to 
know  if  you  had  thought  of  it  at  all? — Yes,  I have; 
and  for  this  reason,  that  a reduction  of  the  Sugar 
Duties  reduces  the  weekly  budgets  very  considerably 
of  all  the  comparatively  poor  people  in  the  country. 
The  result  of  that  is  that  those  people,  or  some  of 
them — and  a good  many  of  them,  I should  imagine 
— will  put  more  money  than  they  did  before  into 
things  Hire  boots  and  shoes  and  clothing;  whereas  il' 
you  had,  for  instance,  spent  that  money  in  reducing 
the  Super-tax  you  would  have  increased  very  slightly 
the  demand  for  clothing  and  -boots,  and  other  staple 
manufactures. 

2441.  The  money  might  have  been  saved,  might 
it  not? — Yes. 

2442.  You  deplored  just  now  the  lack  of  saving  on 
the  part  of  the  rich?— It  might  be  saved,  and  that 
is  the  answer.  I do  not  deny  that  there  is  a good 
deal  in  that  answer.  I have  pointed  out  in  my 
answer  to  this  very  question  that,  in  my  opinion, 
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the  reduction  of  direct  taxation  tends  to,  increase 
the  supply  of  capital  more  than  the  reduction  of 
indirect  taxation. 

2443.  So  that  really  it  is  only  a question  whether 
the  supply  of  the  capital  or  of  boots  is  most 
important?—!  quite  agree,  yes.  I was  thinking  of 
the  immediate  stimulus  to  trade,  and  I think  on  the 
immediate  stimulus  of  trade  the  Sugar  Duty  has  it. 

I do  not  think  there  is  much  more  to  be  said  about 
these  remaining  answers.  With  regard  to  para- 
graph 14  the  fear  that  a managed  paper  currency 
may  be  mismanaged  and  watered  has,  I think,  been 
a very  powerful  influence  on  sterling  in  the  last 
year  or  so. 

Then  with  regard  to  paragraph  15,  I do  not  see 
how  an  Income  Tax  could  enter  directly  into  price. 

With  regard  to  paragraph  16,  I think  it  is  a fair 
point  that  taxes  do  not  deter  savings.  The  fact 
that  I am  taxed  does  not  make  me  wish  not  to  save; 
I am  just  as  eager  to  save  as  I was  before,  but  it 
may  prevent  me  from  saving. 

2444.  Sir  Alan  Anderson : Does  it  not  depend  on 
the  facts.  Suppose  your  tax  is  a Death  Duty,  for 
instance? — Well,  I am  not  taxed. 

2445.  Your  corpse  is  taxed;  that  deters,  does  it 
not? — You  think  that  is  a deterrent  upon  the  living 
man  ? 

2446.  Sir  Josiah  Stamp:  Do  you  not  think  that 
the  will  to  save  is  altered  if  you  only  get  2J  per  cent, 
net  as  compared  with  5 per  cent,  that  you  were 
hoping  to  get;  would  you  not  prefer  to  spend  it? — 
There  may  be  something  in  that. 

2447.  That  is  the  whole  point,  is  it  not;  it  is  a 
deterrent  from  saving? — No,  there  was  no  question 
saying:  “ Do  you  think,  if  you  can  get  12  per  cent, 
for  your  money,  you  are  more  likely  to  save  than 
if  you  can  get  2 per  cent.”  That  is  not  the  question 
I was  answering. 

2448.  That  is  not  my  point.  The  point  is  that, 
owing  to  a heavy  rate  of  tax,  the  net  interest  that 
is  going  to  accrue  to  you  is  lower ; does  not  the  fact 
that  it  is  lower  make  you  less  inclined  to  save? — I 
do  not  think  the  net  interest,  as  far  as  I can 
remember,  is  as  low  as  it  was  before  the  War.  The 
taxation  is  much  heavier,  but  the  net  interest  that 
you  get  on  gilt-edged  securities  is  quite  as  high  as 
it  was  before  the  War. 

2449.  Chairman  : Higher. — Therefore  we  cannot 

say  there  is  any  deterrent  there;  ll  think  not. 

Then  I have  a passage  about  Death  Duties.  This 
discussion  of  the  Death  Duties  is  rather  in  the 
nature  of  sophistry,  but  I do  feel  that  when 
politicians,  for  instance,  and  statesmen  tell  us  that 
we  ought  to  be  economical,  the  proper  answer  to 
them  is  that  they  ought  to  be  economical  with  the 
publio  money.  What  is  desirable,  and  the  most 
desirable  thing  of  all,  is  that  the  old  Glads tonian 
tradition  about  the  stewardship  of  public  money, 


and  the  feeling  that  a public  man  who  has  got 
publio  money  in  his  control  ought  to  be,  not  less 
careful  with  it,  but  more  careful  with  it  than  he 
is  with  his  own,  should  be  re-established;  and  if  that 
feeling  could  be  re-established  and  you  could  get  the 
Treasury  put  back  to  its  old  position  in  the  ’eighties 
or  'nineties — or  the  ’seventies  still  better — then  1 
personally  should  feel  no  anxiety  about  the  future 
of  tlio  country;  at  present  I feel  a very  great  deal 
of  anxiety. 

With  regard  to  paragraph  19,  as  to  the  tax  on 
commodities  being  borne  by  the  consumer,  I think 
the  Committee  will  have  no  difficulty  in  following 
my  argument  about  that;  they  may  not  agree  with 
it;  but  you  cannot  any  longer  say  that  it  is  an 
ordinary  assumption  that  the  tax  is  borne  by  the 
consumer,  because  many  eminent  people  have  told 
us  frequently,  and  still  tell  us,  that  a tax  upon 
imparts  competing  with  home  products  may  be  borne 
by  the  foreigner,  and  very  often  is. 

2450.  Mr.  Bell : Does  anybody  believe  that? — 

Well,  I think  we  ought  to  assume  that  some  people 
do  believe  it,  because  they  say  it,  and  it  appears  in 
the  books.  I think  Professor  M<a|rshull  and  Some 
of  the  Cambridge  School  of  Economists  maintain  that 
sometimes,  and  under  special  circumstances,  the  tax 
may  fall  upon  the  foreigner. 

Lastly,  I think  I am  entitled  to  point  out  that 
where  you  have  a Customs  duty,  which  raises  the 
price  of  a commodity,  and  is  therefore  a burden  upon 
all  the  consumers  of  the  country,  the  Chancellor  of 
the  Exchequer  can  raise  possibly  a large  amount  of 
revenue  by  applying  a corresponding  Excise  duty 
to  the  same  commodity;  and  in  that  case  you  have 
a case  of  a tax  being  laid  upon  a commodity  without 
causing  any  burden  to  the  consumer.  The  con- 
sumer’s burden  remains  exactly  the  same.  All  that 
happens  is  that  the  profit  which  the  manufacturer 
reaped  from  having  a Customs  duty  without  an 
Excise  duty  corresponding  is  taken  away ‘from  him. 
There  you  have  a case  which  I think  cannot  be 
controverted  of  a tax  upon  commodities  which  does 
not  affect  the  price  of  the  commodity,  and  which 
raises  a large  revenue  without  any  loss  to  the 
consumer. 

2451.  Mr.  Lees-Smith:  There  is  no  such  tax  open 
to  us? — Yes,  there  is  at  the  present  moment. 

2452.  What  is  that? — An  increase  in  the  Excise 
duty  on  sugar.  It  would  not  raise  a large  amount, 
but  the  difference  between  the  Excise  and  the 
Customs  duty  operates  to  encourage  me  to  give  up 
growing  turnips  and  grow  beet  sugaT  at  the  present 
moment.  I think  I am  right  in  saying,  in  addition 
to  having  that  advantage  between  the  Excise  and 
the  Customs  duty,  I have  a subsidy  given  me  as  well 
by  my  fellow  taxpayers. 

Chairman : Thank  you,  Mr.  Hirst,  for  your  very 
interesting  evidence. 


( The  Witness  withdrew.) 


Mr.  W.  T.  Layton,  C.B.E.,  called  and  examined. 
Evidenoe-in-chiee  handed  in  by  Mr.  Layton. 


Taxation  in  Great  Britain  and  its  Relation  to 
National  Wellbeing. 

1.  Of  the  many  ways  by  which  the  problem  before 
the  Committee  can  be  approached,  I propose  to  adopt 
that  of  examining  the  amount  and  effect  of  taxation 
in  the  light  of  some  of  the  general  statistics  which  are 
available.  The  method  is  much  more  difficult  to 
apply  than  in  normal  times  owing  to  inadequate 
statistics,  the  disturbing  influence  of  great  changes 
in  price  levels  and  the  shortness  of  the  period  since 
the  War.  The  figures  therefore  contain  a large 
number  of  estimates  and  I cannot  claim  more  for  them 
than  that  they  may  serve  to  create  a sense  of 
proportion. 


(1)  The  National  Income  and  the  Proportion  of 
Taxation. 

2.  The  first  step  is  to  ascertain  the  amount  of  taxa- 
tion in  relation  to  the  total  national  income  of  the 
country.  The  national  income  is  not,  however, 
capable  of  very  exact  measurement  and  this  basic 
figure  can  only  be  guessed  at  until  we  have  a census 
of  production  and  a Wages  Inquiry  which  will  make 
it  possible  to  build  up  an  estimate  from  the  com- 
ponent parts.  In  the  meantime  we  can  only  make  a 
rough  calculation  on  the  basis  of  pre-war  estimates. 

3.  Dr.  Bowley  lias  estimated  the  national  production 
in  1923  at  87  per  cent,  of  the  production  in  1913. 
Ha  arrived  at  this  figure  as  follows: — Taking  the 
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population  in  1913  as  100,  the  employable  population 
has  increased  by  64  per  cent.;  11'3  per  cent,  of  t)he 
whole  were  unemployed  in  September  last  (the  figure 
is  now  9'4  per  cent.),  which  gives  94’5  per  cent,  in 
employment  (887  per  cent,  of  1064).  In  1913  there 
were  2 per  cent,  unemployed,  so  that  the  numbers  in 
employment'  were  in  the  ratio  of  98  to  94'3,  i.e.,  there 
were  actually  in  work  in  1923  slightly  over  96  per 
cent,  of  the  numbers  in  work  before  the  War.  But 
there  has  been  about  a 10  per  cent,  reduction  in  hours 
of  labour,  and  Dr.  Bowley  estimates  that  productivity 
has  fallen  in  this  ratio,  which  gives  his  87  per  cent. 
This  last  link  in  the  argument  seems  to  me  to  be 
defective.  There  have  been  reductions  of  hours  in  a 
very  large  number  of  occupations,  but  it  would  be 
true  to  say  that  in  the  majority  of  cases  they  have 
net  been  followed  by  a corresponding  reduction  in 
output.  The  improvement  in  output  per  hour  may 
be  influenced  to  some  extent  by  the  worker’s  ability 
to  produce  more  in  a shorter  working  day;  but  it  is 
due  even  more  to  the  great  mechanical  developments 
and  improvements  in  organisation  of  the  last  decade. 
It  has  been  said  that  the  Lancashire  cotton  trade  is 
at  such  a .stage  of  mechanical  perfection  that  a 
reduction  of  hours  cannot  produce  an  increased  out- 
put per  hour.  This  is  open  to  doubt;  but  even  if  it  is 
true,  the  cotton  trade  is  certainly  not  typical  in  this 
respect.  In  all  the  metallurgical  groups  of  trades 
the  output  per  man-hour  is  'better  than  ten  years  ago. 

4.  It  would  require  a very  exhaustive  investigation 
to  ascertain  whether  the  production  per  man  per  hour 
is  greater  to-day  than  it  was  before  the  War  or  not. 
I have  made  a.  few  personal  inquiries  on  this  point 
with  the  following  results.  In  the  cocoa  and  chocolate 
manufacturing  trade  it  is  stated  that  mechanical 
development  during  the  last  decade  has  been  at  least 
equivalent  to  10  per  cent,  but  there  are  also  increases 
due  to  improved  organisation  and  in  some  cases  to 
increased  effort  as  the  result  of  revised  wage  systems, 
and,  to  some  extent,  to  shorter  hours.  Out  of  these 
selected  processes  the  increase  per  employee  per  hour 
varied  between  10  per  cent,  and  47  per  cent.,  the 
processes  covering  both  cocoa  and  chocolate  manufac- 
turing and  packing  and  distribution  by  road  trans- 
port. As  regards  the  wool  industry  the  following 
short  statement  is  a summary  of  information  from 
various  manufactures  and  associations.  In  wool  cer- 
tain outputs  per  hour  were  unchanged ; in  wool 
combing  some  increase  occurred,  particularly  where 
processes  were  not  up  to  a high  standard  in  1913. 
In  worsted  spinning  a considerable  change  took  place. 
“ In  1913  two-side  spinning  was.  the  standard,  to-day, 
the  average  is  three  sides  per  spinner.  The  result 
is  an  increase  in  output  per  head  per  hour,  but  a 
decrease  in  output  per  spindle  per  hour.”  In  wool 
carding  and  spinning  no  change;  in  weaving  it  is 
estimated  that  half  of  the  reduction  in  hours  has 
been  made  up;  in  dyeing  and  finishing  “there  has 
been  an  unquestionable  and  considerable  increase  in 
output  per  hour  ” ; no  figures,  however,  can  be  given. 
Again,  in  a letter  from  a large  firm  engaged  in  wire 
manufacturing,  “ There  is  no  doubt  that  in  certain 
classes  of  work  the  reduction  in  hours  has  not  been 
accompanied  by  any  reduction  in  output,  either  owing 
to  better  shop  organisation,  better  time  keeping,  or 
the  effect  of  the  fatigue  factor,  and  it  is  my 
experience  that  in  the  case  of  the  actual  operation 
of  wire  drawing  there  has  been  little  if  any  reduc- 
tion in  the  daily  out-turn.”  In  railway  transport 
the  figures  for  an  important  British  railway  show  an 
increase  of  nearly  10  per  cent,  in  ton  miles  per 
engine  hour,  but  the  tonnage  handled  per  man  hour 
in  goods  warehouses  of  the  same  railway  show'  no 
change.  In  the  silk  industry  I am  informed  that 
there  is  no  improvement  in  output  per  man  per  hour. 

In  general  these  statements  tend  to  over-estimate 
the  reduction  in  work  per  day  because  it  is  easier  to 
find  examples  from  which  to  calculate  such  figures 
from  those  industries  where  processes  have  not  im- 
proved and  where  machinery, is  comparatively  simple. 


The  cases  I have  selectejl  show  that,  though  there  is 
considerable  variation,  on  the  whole  production  per 
head  per  hour  is  better  than  before  the  War,  but  has 
not  improved  sufficiently  to  make  good  the  loss  of 
working  time.  When,  however,  we  consider  processes 
of  production  as  a whole  I am  sure  we  shall  find  from 
the  census  of  produfiion  that  the  loss  from  reduced 
hours  has  been  made  up. 

5.  There  are  two  pieces  of  evidence  which 
confirm  the  view  that  last  year’s  production 
was  better  than  Dr.  Bowley  suggests.  The 
first  is  that  the  total  consumption  of  coal 
at  home  in  1923  amounted  to  181  million  tons, 
against  193  million  tons  in  1913,  a reduction  of  only 
6 per  cent.  The  consumption  of  fuel  is  closely  related 
to  the  total  production  of  the  country;  but  in  this 
particular  comparison  the  figures  exaggerate  the  fall 
in  production,  for  there  have  been  in  the  interval  in 
various  directions  economies  in  fuel  consumption, 
For  example,  the  consumption  of  coal  per  ton  of  pro- 
duct in  the  iron  and  steel  trade,  with  its  modernised 
equipment,  has  been  reduced.  The  use  of  electricity 
is  another  influence  of  the  same  kind.  The  London 
Electric  Companies  supplied  298  million  Board  of 
Trade  units  in  1922  compared  with  188  millions  in 
1913.  The  second  piece  of  evidence  is  the  general 
merchandise  carried  on  British  railways — leaving  out 
coal  and  ore,  the  weight  of  which  is  so  great  as  to 
swamp  the  figures  in  any  combined  total.  The  figures 
for  Great  Britain  are  67J  million  tons  carried  in  1913 
and  6S|  million  tons  carried  in  1923,  a fall  of  about  74 
per  cent.  But  here  again  the  figures  exaggerate  the 
decline,  for  in  1923  there  is  no  doubt  that  a very 
large  quantity  of  general  merchandise  which  would 
have  been  put  on  the  rail  in  1913  was  carried  by  road. 

6.  The  following  table  contains  a certain  number  of 
indices,  all  of  which  have  some  bearing  upon  the 
volume  of  the  nation’s  production.  I have  separated 
from  home  coal  consumption  my  estimate  of  the 
amount  used  in  the  primary  stages,  of  the  iron  and 
steel  industry  since  coal  consumption  in  blast  furnaces 
and  steel  works  is  a large  part  of  the  total  of  indus- 
trial coal  consumption,  and  I have,  therefore,  shown 
it  separately.  The  railway  transport  figure,  which 
partly  reflects  wholesale  and  partly  retail  trade  has 
already  been  referred  to.  The  agricultural  index 
represents  only  the  production  of  wheat,  barley  and 
oats,  and  would  probably  be  flattened  out  considerably 
if  meat  production,  milk,  etc.  was  included.  It  is 
noticeable  that  in  1921  and  1920  the  agricultural  index 
affords  some  compensation  for  the  depression  in  in- 
dustry which  was  most  marked  in  the  iron  and  steel 
trade.  The  foreign  trade  figures  and  particularly  ex- 
ports show  a big  drop  from  1913,  but  it  has  to  be  re- 
membered that  that  year  was  at  the  top  of  a peak  of  a 
trade  boom.  After  the  depression  of  1910  the  volume 
of  these  exports  increased  in  the  four  succeeding  years 
by  10  per  cent.,  3 per  cent.,  5 per  cent.,  and  3J  per 
cent,  respectively  on  the  figures  of  each  preceding  year. 
This  is  a far  more  rapid  rate  of  growth  than  that  of 
the  national  income  as  a whole,  and  we  are  therefore 
justified  in  regarding  1913  exports  as  being  an  ab- 
normally high  proportion  of  the  national  income  as 
a whole  before  the  War.  This  should  be  borne  in  mind 
in  using  this  particular  figure  as  an  indication  of  the 
present  national  income.  In  the  last  column  I have 
added  the  figure  which  I suggest  approximately  repre- 
sents the  variation  in  the  nation’s  production  during 
the  years  in  question.  In  reading  these  figures  it  has 
to  be  borne  in  mind  that  under  the  conditions  which 
have  obtained  since  the  War  (insurance  against  unem- 
ployment, payment  of  war  pensions,  the  reimburse- 
ment of  war  gratuities,  etc.),  the  nation’s  consump- 
tion has  been  much  steadier  than  the  production  of 
basic  industries  such  as  coal,  iron  and  steel.  This 
steady  consumption  involves  a corresponding  steadi- 
ness in  retail  distribution,  secondary  manufacture,  etc. 
This  last  column  is  frankly  a guess,  but  1 do  not  think 
economists  would  seriously  dispute  the  general  rela- 
tionship between  the  figures  for  the  last  four  years  : 
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Year. 

General  Coal 
consumption 
excluding 
coal  exports 
and  iron  and 
steel  trade 
consumption. 

1 Coal 
consumption 
in  the 
Iron  and 
Steel  Trade. 

Railway 

Transport 

(General 

Mer- 

chandise). 

Cereal 

Products. 

Volume 

of 

Exports. 

Volume 

of 

Imports. 

Volume 
of  Employ- 
ment 

(disregarding 
reduction 
of  hours). 

Suggested 
Index  of 
National 
Production. 

1913 

100 

100 

100 

100 

100 

100 

100 

100 

1920 

96 

94 

1014® 

100 

70-9 

88-4 

102 

95 

1921 

73 

33 

821- 

108 

49-8 

74-3 

83 

80 

1922 

91 

61 

88 

100 

68-9 

85-8 

87 

86 

1923 

944 

90 

93 

96 

74-5 

93-0 

96 

95 

* Including  small  amount  of  traffic  carried  free  for  Government. 


From  this  table  one  can  make  a rough  estimate  of 
the  national  income  at  various  dates  with  the  assist- 
ance of  the  index  representing  the  change  in  the 
level  of  prices.  For  this  purpose  I have  taken  an  in- 
termediate figure  between  the  wholesale  price  index 
number  and  the  retail  price  index  number.  Perhaps 
the  average  of  all  prices  in  the  national  income 
follows  the  retail  figure  more  closely  than  the  whole- 
sale, and  this  assumption  strictly  applied  would  tend 
to  show  too  high  a figure  for  1920.  I have,  there- 
fore, taken  the  round  figure  of  250  for  that  year  as 
between  a retail  figure  of  240  and  a wholesale  figure 
of  280.  In  the  last  two  years  the  figures  have  been 
closer  together  and  there  is  less  likelihood  of  error. 
From  these  indices  I have  drawn  up  the  following 


table.  As  the  object  is  to  see  what  sum  is  available 
as  a basis  of  taxation  we  must  add  to"  the  national 
income  so  arrived  at,  the  interest  on  the  internal 
National  Debt.  This  is  not,  of  course,  an  addition  to 
production,  but  is  a claim  upon  a share  of  the  total 
of  the  nation’s  production  which  is  taken  by  taxation 
from  the  producers  of  income  and  handed  to  specific 
holders  of  the  debt.  But  after  it  is  so  transferred, 
it  is  itself  subject  to  taxation.  -Similarly,  we  must 
add  war  pensions  (but  not  Old  Age  Pensions,  which 
are  already  included  in  the  figure  for  1913).  I have 
added  a column  showing  the  revenue  of  the  countr? 
excluding  Post  Office  receipts,  special  receipts  and 
other  non-tax  items  of  revenue,  and  calculated  the 
ratio  of  this  taxation  figure  to  the  gross  national 
income. 


National  Income  and  Taxation. 


Year. 

Production 

Index. 

Net 

National 
Income  at 
pre-war 
prices. 

Prices. 

Net 

National 
Income  at 
prices  of 
each  year. 

Add  interest 
on  internal 
debt  plus 
war 

pensions. 

Total 
National 
Income 
(in  round 
figures). 

Tax 

Revenue. 

Ratio  of 
(7)  to  (6). 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

1913  ... 

100 

Min.  £s. 
2,300* 

100 

Min.  £s. 
2,300 

Min.  £s. 

Min.  £s. 
2,300 

Min.  £s. 
163 

Per  cent. 
7-1 

1920  ... 

95 

2,090 

250 

5,225 

400 

5,600 

1,032 

18-4 

1921  ... 

80 

1,760 

200 

3,510 

375 

3,900 

857 

22-0 

1922  ... 

86 

1,890 

166 

3,140 

355 

3,500 

775 

22*2 

1923  ... 

95 

2,090 

166 

3,470 

350 

3,800 

718 

18-8 

For  purposes  of  calculation  £2,200  millions  is  taken  as  base  in  1913  to  allow  for  the  separation  of  Southern  Ireland. 


This  table  shows  that  the  situation  has  improved 
since  1921  and  1922,  when  the  drop  in  production 
raised  the  proportion  taken  in  taxation  to  22  per 
cent.  Since  that  date  production  has  improved  to 
an  extent  which  just  about  off-sets  the  fall  of  prices. 
Taxation  has  also  fallen  and  the  ratio  is  now  back 
where  it  was  in  1920  when  an  exaggerated  level  of 
prices  and  a large  national  output  enabled  us  to  hear 
very  heavy  taxation  with  comparative  ease. 


7.  Before  leaving  these  figures  two  comparisons  may 
be  made.  The  first  is  that,  after  the  Napoleonic 
Wars  in  1818  the  national  income  was  estimated  at 
£400  millions,  the  Budget  at  £57  millions,  and  the 
ratio  at  14]  per  cent.  But  the  Government  in  those 
days  gave  very  little  in  return.  This  figure  is  mainly 
debt  charge,  defence  and  a heavy  item  for  cost  of 
collection  (see  bei ow).  The  second  is  a comparison 
with  France.  French  statistics  are  more  scanty 
m this  matter  even  than  our  own.  I will  merely 
record  that  an  estimate  published  in  the  “ Econo”- 
mist  of  March  15th  last  by  a French  economist  in 
an  article  which  was  not  intended  in  any  way  as  a 
defence  of  French  finance,  estimated  the  French 
national  income  at  140  milliard  francs.  Last  year’s 
taxation  amounted  to  22'6  milliards,  giving  a ratio 


of  16  per  cent.  If  the  taxation  reforms  recently  in- 
augurated are  carried  through  as  originally  de- 
signed, the  percentage  will  rise  to  20  per  cent,  in  the 
current  year.  As  compared  with  England,  a com- 
paratively small  proportion  of  this  taxation  is  levied 
by  direct  taxes,  the  great  revenue  producer  being 
the  turnover  tax.  The  figures  are  not  in  all  respects 
comparable  with  our  own,  and  it  would  be  a lengthy 
task  to  analyse  them  on  to  a,  similar  basis.  But  1 
mention  them  because  it  is  certainly  true  that, 
while  our  ratio  is  falling,  that  of  France  is  rising 
and  will  soon  cross,  if  it  has  not  already  crossed,  our 
own. 

(2)  The  Effect  of  Taxation. 

8.  It  is  hardly  necessary  to  observe  that  other  influ- 
ences than  taxation  and  financial  policy  are  respon- 
sible for  the  enormous  changes  shown  in  the  preced- 
ing table,  and  when  we  attempt  to  consider  what 
part  national  finance  has  played  in  affecting  the  pro- 
duction index  and  the  price  level,  we  are  to  a very 
large  extent  driven  back  upon  a theory.  This  is 
particularly  the  case  when  we  are  considering  its 
present  influence  and  not  the  effect  of  Government 
finance  during  the  War. 


MINUTES  OE  EVIDENCE. 
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Whether  we  consider  taxation  as  a whole  or  in 
detail,  we  need  to  know  the  effect  of  the  increased 
burden  upon  the  amount  of  the  national  production; 
whether  it  is  reducing  consumption  and  whether  it 
is  reducing  the  amount  of  saving.  These  three 
aspects  need  to  be  borne  in  mind  when  dealing  with 
each  individual  problem. 

The  effect  of  taxation  depends  largely  on  two  con- 
siderations : (A)  The  objects  on  which  it  is  spent, 

and  (B)  the  way  in  which  it  is  levied. 

(A)  Objects  of  Government  Expenditure. 

9.  As  regards  expenditure,  our  present  burden  may 
be  considered  under  various  heads  : 

(i)  Interest  on  the  External  Debt. 

(ii)  Interest  on  Internal  Debt. 

(iii)  Defence. 

(iv)  Pensions. 

(v)  Civil  and  Other  Services,  and 

(vi)  Cost  of  Collection. 

Taxation  for  expenditure  on  such  items  is  not  a 
simple  deduction  from  national  income,  but  a trans- 
fer, and  in  almost  every  case  a transfer  for  services 
rendered,  its  influence  on  the  production  of  the 
country  depending  on  the  character  of  the  benefit 
received. 

(i)  The  payment  of  external  debt  is  the  most 
serious  tax  on  the  national  income  for  it  transfers  a 
claim  on  that  income  to  foreigners  who  have  to  give 
nothing  in  return.  It  takes  away  a source  of  saving 
and/or  lowers  the  standard  of  consumption.  But 
having  incurred  an  external  debt  it  is  obviously  to 
the  tax-payer’s  advantage  to  pay  since  the  alternative 
is  repudiation  and  that  means  that  his  country  would 
be  a bad  country  to  lend  in,  that  all  interest  charges 
would  tend  to  be  high  and  there  would  be  insecurity 
for  his  own  investments.  There  is  a distinct  though 
not  measurable  benefit  in  the  enhanced  credit  of  the 
country. 

(ii)  Interest  on  internal  debt  is  less  of  a burden; 
for  not  only  is  credit  maintained  by  payment  of 
interest  when  duo,  but  as  the  transfer  is  only  between 
individuals  within  the  same  country  the  standard  of 
consumption  is  left  unchanged  unless  the  effect,  as 
is  often  the  case,  is  to  increase  saving.  It  is  obvious 
from  recent  experience  that  a country  which 
repudiates  its  internal  debt  either  by  inflation  or  in 
other  ways  will  have  to  pay  an  enhanced  price  for 
all  the  capital  it  uses. 

At  the  same  time  it  is  possible  that  the  act  of  trans- 
ferring considerable  quantities  of  the  national  income 
to  certain  groups  of  persons  in  return  for  past  loans 
might  increase  the  number  of  persons  in  the  country 
who  have  no  need  to  work  and  contribute  to  the 
total  of  the  nation’s  production.  It  might  also  con- 
ceivably produce  an  altered  distribution  of  wealth  if 
the  transfer  were  made  mainly  to  the  well-to-do. 
Some  light  on  both  of  these  questions  may  be  thrown 
by  considering  who  it  is  that  holds  the  National  Debt. 
This  cannot  be  ascertained  at  all  accurately  but  I 
have  made  an  estimate  which  appeared  in  a recent 
number  of  “ The  Economist.”  According  to  the 
most  recent  table,  the  total  of  the  war  debt  amounts 
to  about  £7,765  millions,  which  is  reduced,  after 
deducting  £115  millions  of  assets,  to  about  £7,6'50 
millions  nominal.  But  for  purposes  of  analysis  we 
will  take  it  at  £'7,700  millions,  which  takes  no  account 
of  assets,  but  excludes  what  the  Treasury  calls  “ other 
capital  liabilities,”  i.e.,  “ Items  in  respect  of  which 
there  is  a liability,  but  in  many  cases  a specific  asset 
on  the  other  side.”  The  following  is  an  estimate  of 
the  holdings  of  the  largest  creditors:  — 

Million  £. 

The  Government  of  the  United  States  958 
Colonial  Debt  ...  ...  ...  ...  22 

Debt  to  other  Allied  Governments 
(which  is  more  than  offset  by 
the  debts  due  to  us) 128 


1,108 


Million  £. 

Carried  forward  1,108 

British  Joint  Stock  Banks  and 
Foreign  Banks  with  offices  in 
London  (including  an  estimate 
of  £100  millions  of  Treasury 
Bills)  750 

Bank  of  England  ...  ...  ...  70 

Post  Office  Savings  Bank  (£285 
millions  less  £120  millions  in 
guaranteed  or  other  securities 
not  forming  part  of  the  dead- 
weight debt),  and  Trustee  Sav- 
ings Bank  (£80  millions,  less 
£30  millions)  ...  ...  ...  215 

Government  Securities  purchased  for 
depositors  through  the  Savings 
Banks  (£210  millions),  and 
Trustee  Savings  Banks  (£30 
millions)  ...  240 

Treasury  Note  Beserve  ...  ...  240 

Ways  and  Means  Advances  Public 
Departments  £160  millions, 
less  amount  included  under 
Treasury  Note  Reserve,  say  ...  70 

Insurance  companies,  approximately 
(of  which  the  Prudential  holds 
£70  millions)  ...  ...  ...  350 

Railways  ...  80 


3,123 

These  items  total  £3,123  millions,  but  as  a number 
of  the  items  are  entered  at  market  value  or  less,  we 
must  add,  say,  £275  millions  to  bring  the  statistics  to 
a basis  of  nominal  value — making  approximately 
£3,400  millions  in  all.  But  in  these  items  we  have 
not  taken  full  account  of  Treasury  Bills,  practically 
none  of  which  are  privately  held.  The  amount  in- 
cluded in  the  statistics  from  which  the  above  are 
calculated  will  not  exceed  £300  millions.  The  balance 
of  £300  millions  is  held  by  various  concerns,  bill 
brokers,  and  others  needing  liquid  resources,  largely 
as  part  of  the  floating  money  system  of  the  country. 
These  bring  the  above  total  to  £3,700  millions 
nominal. 

The  second  large  section  on  which  we  have  indirect 
information  is  the  holding  of  private  persons.  The 
Inland  Revenue  records  that  in  192L221  wealth  passing 
at  death  included  £63J  millions  in  the  form  of  Gov- 
ernment securities.  The  ratio  of  estates  passing  at 
death  in  a single  year  to  estates  in  existence  was  cal- 
culated by  Sir  Bernard  Mallet  before  the  war  at  1 to 
30.  This  figure  has  been  criticised  as  being  too  low, 
and,  moreover,  mortality  has  since  tended  to  improve, 
and  the  high  rates  of  Death  Duty  tended  to  encourage 
gifts  inter  vivos.  We  shall  probably  be  near  the  mark 
if  we  put  the  amount  of  Government  securities 
privately  held  at  £2,200  millions — a figure  which  in- 
cludes a part  of  the  £240  millions  invested  for  indi- 
viduals through  savings  banks.  But  the  Death  Duty 
figures,  in  fact,  omit  the  mass  of  very  small  estates, 
and  there  is  probably  not  much  overlap.  This  figure 
is,  again,  one  of  market  value.  It  may  be  assumed 
that  it  represents,  say,  £2,350  millions  of  nominal 
debt.  We  have  thus  accounted  for  £6,050  millions. 
There  remain  £1,650  millions  which  may  be  analysed 
broadly  under  three  heads: — firstly,  there  are 
the  holdings  of  British  public  companies  other 
than  those  included  in  the  above  table;  secondly,  the 
endowments  of  colleges,  hospitals,  and  other  charities, 
and  the  investments  of  trade  unions,  friendly  socie- 
ties, and  trusts  of  all  kinds,  and  finally,  the  invest- 
ments of  foreigners  and  colonials.  We  know  of  no 
means  of  estimating  these  respective  holdings.  The 
second  category  must  be  very  large  indeed. 
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These  estimates  may  be  shortly  summarised  thus  : — 

Million  £ 


Debt  to  Foreign  or  Colonial  Govern- 
ments ...  ...  ...  ...  ...  1,108 

Bank  of  England  and  Other  Banks  ...  820 

Savings  Banks  or  invested  for  sub- 
scribers through  Savings  Banks  ...  455 

Treasury  Note  Reserve  and  Advances 
by  Government  Departments  ...  310 

Other  Holdings  of  Treasury  Bills  ...  300 

Insurance  and  Railway  Companies  ...  430 

Add  to . preceding  items  to  bring  to 

Par  Value  ...  ...  ...  ...  277 

Held  by  Private  Persons  liable  to 

Estate  Duty  ...  ...  ...  ...  2,350 

Held  by  Foreigners,  Trusts,  Charities, 

Trade  Unions,  Joint  Stock  Com- 
panies, etc.  ...  ...  ...  ...  1,650 


£7,700 

It  is  obvious  that  the  effect  of  the  payment  of 
interest  varies  greatly  according  to  the  groups  hold- 
ing the  debt.  Thus  the  interest  on  the  Government 
Debt  held  in  the  Treasury  Note  Reserve  is  mainly 
profit  and  comes  back  into  the  revenue  under  the 
heading  of  Miscellaneous  Receipts.  The  interest 
on  the  sums  invested  by  railway  companies 
will  in  the  long  run  either  benefit  the  users 
of  railways  (since  the  railway  companies  are 
limited  to  a standard  revenue)  or  will  permit 
them  to  pay  higher  wage  rates.  That  part  of  the 
debt  held  in  connection  with  the  monetary  system 
of  the  country  cannot  be  said  to  make  the  rich  richer 
and  the  poor  poorer  or  to  add  to  the  number  of 
“drones.”  From  the  point  of  view  that  we  have 
been  considering  the  chief  important  item  is  that  held 
by  private  persons,  the  interest  on  which  may  be 
roughly  estimated  to  amount  to  £100  millions. 

(iii)  Pensions  represent  a transfer  similar  in  some 
ways  economically  to  the  payment  of  interest  within 
the  country.  It  has  relation  to  past  history  and 
there  is  no  corresponding  reaction  on  the  national 
production,  probably  very  little  is  saved.  It  is  a 
means  of  maintaining  the  consumption  of  a class  of 
people  who  would  otherwise  fall  below  the  average 
standard  or  become  dependent  upon  charity.  The 
payment  maintains  a certain  number  of  non-workers, 
but  this  is  due  not  to  the  fact  that  the  pension  is  paid 
but  to  the  War.  This  item  of  expenditure  is  definitely 
an  added  war  burden,  but  'it  is  one  which  no  one 
would  wish  the  nation  to  evade. 

(iv)  Other  items  may  be  interpreted  in  the  light  of 
the  maxim  that  “ taxation  is  that  part  of  a man’s 
income  which  he  pays  Ho  the  State  in  order  to  be 
secure  of  the  rest.”  This  clearly  is  the  way  in  which 
the  nation  must  look  at  expenditure  on  defence,  an 
item  which  fortunately  is  a diminishing  proportion 
of  the  national  income. 

(v)  The  same  argument  also  applies  to  the  cost  of 
Government  as  well  as  social  expenditure,  both  of 
which  presumably  contribute  to  efficiency  and  social 
order  and  so  facilitate  production.  This  is  most 
evidently  the  case  in  regard  to  education,  sanitation 
and  other  measures  which  directly  increase  national 
efficiency.  At  the  same  time  there  must  clearly  be 
some  proportion  between  such  expenditure  and  the 
national  income.  It  would  clearly  be  possible  to 
maintain  numbers  of  officials  on  such  a scale  that 
their  contribution  towards  national  efficiency  was  sub- 
stantially less  than  the  value  of  what  they  consumed. 
Moreover,  social  expenditure  tends  to  produce  its  full 
result  after  an  interval,  and  clearly  a sudden  increase 
might  for  the  time  being  have  the  effect  of  reducing 
the  national  income.  It  would,  however,  take  us  too 
far  afield  to  examine  this  point  here. 

(vi)  The  cost  of  collection  is  low  thanks  to  the  high 
proportion  in  our  Budget  of  direct  taxation. 


The  following  table  compares  for  a hundred  years 
‘ago,  for  1913  and  for  1923  the  proportion  of  various 
kinds  of  Government  expenditure,  excluding  expendi- 
ture of  the  Post  Office,  in  relation  to  the  national 
income : — ■ 


— 

1818. 

1913. 

1923. 

National  Income  ... 

Million  £s. 
400 

Million  £s. 
2,300 

Million  £s, 
3,800 

Internal  Debt  Service : 
Interest  and  Man- 

31-28 

16-94 

271-45 

agement. 

Debt  Repayment... 

1 -22 

7-56 

28-54 

External  Debt  Service : 
Interest  and  Man- 

nil 

nil 

35-85 

agement. 

Debt  Repayment... 

nil 

nil 

11-46 

Pensions  (War  and 

1-20 

12-16 

92-95 

Old  Age). 
Defence 

14-50 

77-18 

105-80 

Other  Services 

6-70 

54-26 

182-15 

Cost  of  Collection 

3-88 

4-48 

10-82 

(Inland  Revenue 
and  Customs  and 
Excise). 

Total  Expenditure  ... 

58-78 

172-88 

739-02 

Total  National  Debt 

840 

650 

7,700 

Ratio  to  National 
Income  of — 
Internal  Debt  Ser- 
vice : 

Per  cent. 

Per  cent. 

Per  cent. 

Interest  and 

7-82 

0-74 

7-14 

Management. 
Debt  Repay  ment 

0-30 

0-33 

0-75 

External  Debt  Ser- 
vice : 

Interest  and 

0-94 

Management. 
Debt  Repayment 





0-30 

Pensions  (War  and 

0-30 

0-54 

2-45 

Old  Age). 
Defence  ... 

3-62 

3-36 

2-78 

Other  Services  ... 

1-68 

2-36 

4-80 

Cost  of  Collection 

0-97 

0-19 

0-29 

Total  Expenditure 

14-69 

7-52 

19-45 

National  Debt  ... 

210-00 

28-26 

202-63 

(B)  Effect  of  the  Method  of  Collection. 
Indirect  Taxes. 

10.  As  regards'  different  methods  of  taxation  it  will 
probably  be  accepted  that  indirect  taxation  is  more 
likely  to  alter  the  character  of  national  production 
than  direct  taxation.  A tax  on  a commodity  whether 
levied  per  unit  or  in  proportion  to  the  price  charged, 
will  tend  to  restrict  its  consumption  and  to  divert, 
national  resources  into  other  channels.  It  is  likely 
to  be  a wasteful  method  because  the  cost  of  collection 
is  large  in  proportion  to  the  revenue  received,  and 
because  it  often  tends  indirectly  to  divert  money 
into  private  pockets.  By  arbitrarily  altering  the 
character  of  the  national  production  it  is  likely  to 
diminish  it  (except  in  certain  special  cases  such 
as  that  of  alcoholic  beverages).  This  harmful 
effect  is,  however,  likely  to  be  small  if 
the  article  taxed  is  a necessity  the  demand 
for  which  is  inelastic.  Fortunately  most  of. 
our  indirect  taxation  is  on  articles  of  general  use, 
the  incidence  of  which  is  probably  shifted  to  a very 
slight  extent  only  by  altering  consumption.  In  other 
words  the  tax. is  paid  by  the  consumer.  The  general 
system,  of  indirect  taxation  indeed  does  not  seem  to 
have  depressed  the  standard  of  living  in  the  case  of 
the  working  classes  at  all  events.  Judging  from 
general  observations  it  would  seem  that  the  general 
standard  of  living  is  at  least  as  high  as  before  the 
War;  moreover,  this  is  confirmed  by  certain 
statistical  indications.  For  example,  Dr.  Bowley  s 


MINUTES  OF  EVIDENCE. 


177 


5th  August,  1924.] 


Mr.  W.  T.  Layton,  O.B.E. 


[ Continued . 


estimate  of  average  wages  shows  them  to  be  above  the 
level  of  pre-war  wages  by  about  the  same  proportion 
as  retail  prices.  In  other  words  the  purchasing 
power  of  wages  remains  the  same.  His  index  number 
of  wages  in  June,  1923,  was  176,  the  cost  of  living- 
index  169.  In  June,  1924,  the  wages  index  was  178, 
the  cost  of  living  index  170.  There  are  not  many 
good  pieces  of  evidence  on  this  point,  but  one  test  is 
tea  consumption,  the  average  per  head  in  the  country 
as  a whole  being  6-311-bs.  in  1910  and  8-661bs.  in  1923. 
The  increase  in  the  number  of  picture  theatres,  the 
sale  of  motor-cycles,  etc.,  point  in  the  same  direction. 
On  the  other  hand  the  high  taxation  on  alcoholic 
beverages,  together  with  changing  habits,  has  un- 
doubtedly restricted  consumption.  The  production 
of  beer  in  1913  was  nearly  36  million  standard  barrels, 
in  1923  21  million  barrels;  in  1913  the  consumption 
of  spirits  was  31-8  million  gallons,  in  1922  17  million 
gallons.  This  restriction  is  probably  one  of  the 
causes  for  greater  expenditure  in  the  other  directions 
noted. 

Broadly,  one  may  conclude  that  our  system  of  in- 
direct taxation  does  succeed  in  imposing  some  of  the 
burden  of  national  finance  on  the  masses  of  con- 
sumers. But  in  view  of  the  objects  on  which  it  is 
levied  it  does  not  seem  to  have  substantially  reduced 
or  modified  production  and  has  certainly  not  reduced 
the  standard  of  living  below  that  of  1913. 

11.  Direct  Taxation. — The  important  problem  is, 
however,  to  decide  what  is  the  effect  of  direct  taxation 
and  particularly  taxation  in  proportion  to  income. 
In  theory  the  Income  Tax  should  not  affect  the 
economic  action  of  any  Income  Tax  payer.  It  is  not 
directly  an  item  in  the  cost  of  production.  Whether 
we  consider  a whole  industry  or  a particular  business, 
production  under  competition  continues  up  to  that 
point  where  the  last  unit  of  output  makes  no  con- 
tribution towards  profit  and  therefore  nothing  to- 
wards the  revenue  of  the  State.  This  is  the  unit  of 
production  which  determines  prices,  which  should 
therefore  be  unaffected  by  a tax  on  those  units  which 
yield  some  profit.  On  the  same  reasoning,  the  amount 
of  output  should  remain  unchanged.  Theory  and 
practice  are  in  harmony  on  this  point.  Manufacturers 
do  not  include  profit  on  their  cost  sheet  unless  it  be 
under  a system  of  costing  in  which  one  department 
of  an  integrated  business  has  to  fix  the  price  at  which 
it  charges  other  departments  for  its  pro-ducts.  In 
this  case  it  is  not  unusual  to  add  to  costs  in  the 
strict  sense  a standard  rate  of  profit.  But  this 
exception  does  not  alter  the  fact  that  broadly  the 
manufacturer  estimates  his  cost  exclusive  of  profit 
and  that  he  adds  to  his  cost  whatever  margin  for 
profit  he  thinks  the  market  will  stand.  If  the  market 
will  not  permit  any  profit  to  be  made  no  tax  will  he 
paid.  This  theory  governs  his  share  in  whatever 
surplus  is  realised  over  and  above  the  cost  of  produc- 
tion. 

But  when  we  are  considering  the  whole  field  of 
finance  over  a considerable  period,  the  theory  needs 
substantial  qualifications.  If  the  tax  is  very  heavj' 
it  may  indirectly  influence  production  for  a number 
of  reasons. 

12.  (a)  Taxation  and  Profits. — As  a result  of  tradi- 
tion, there  may  be  a -conventional  rate  of  net  profit 
for  a certain  class  of  commercial  activity.  Thus,  in  the 
case  of  the  manufacturer  making  up  a tender,  it  may 
be  that  he  has  been  in  the  habit  of  expecting  to 
make  10  per  cent,  profit.  With  present  taxes  he 
only  sees  his  way  to  make,  say,  7 per  cent,  net 
though  he  may  be  getting  the  same  gross  rate  of 
profit.  The  economists  -will  argue  that  as  10  per 
oent.  before  the  War  equals  7 per  cent,  now  in  every 
other  direction  in  which  he  can  employ  his  capital, 
the  manufacturer  will  accept  his  7 per  cent,  with 
what  grace  he  can.  But  he  will  feel  that  he  is  not 
getting  a proper  profit  and  may  refrain  from  tender- 
ing and  leave  his  capital  idle.  Alternatively,  if  the 
individual  is  living  on  the  proceeds  of  his  capital,  the 
difficulty  of  retaining  a given  standard  of  living  will 
emphasise  the  fact  that  profit  is  reduced  and  may 
lead  the  tax-payer  to  seek  more  profitable,  though 
perhaps  more  speculative,  outlets  for  his  capital. 


13.  It  is  sometimes  suggested  that  the  argument 
that  a tax  on  profits  does  not  affect  price  or  the 
amount  of  production  is  untrue  if  and  to  the  extent 
that  the  businesses  under  consideration  enjoy  some 
degree  of  monopoly,  for  it  is  presumed  that  the 
monopolist  can  take  advantage  of  his  position  to 
raise  prices.  If  the  argument  were  true  it  would  be 
important  to  enquire  to  what  extent  monopolistic 
conditions  in  the  widest  sense  prevail  in  British 
industry.  But  the  argument  is  not  a very  strong  one, 
for  if  a business  is  exploiting  its  position  to  the 
utmost,  it  presumably  is  charging  such  a price  that 
it  is  making  the  largest  possible  profit  out  of  its 
monopolistic  position  -before  taxation  is  imposed 
upon  it.  If  this  is  so  it  cannot  raise  its  prices  as  a 
result  of  taxation  without  reducing  its  profits. 

I do  not  imagine  that  many  monopolistic  concerns 
have  in  the  past  been  deliberately  making  smaller 
profits  than  they  could  have  done.  But  if  such 
moderation  had  been  practised,  new  taxation  would 
provide  a good  excuse  for  raising  prices.  On  the 
question,  however,  whether  higher  taxation  is  held 
to  justify  a monopolist  in  charging  higher  prices,  a 
sidelight  is  thrown  by  the  experience  of  British  rail- 
ways. The  Government,  wishing  in  1921  to  institute 
a system  of  control  based  upon  a “ fair  return,” 
decided  that  the  new  Rates  Tribunal  should  fix  such 
rates  as  to  give  the  British  railways,  not  a fixed  net 
profit  -after  payment  of  taxes,  but  the  same  gross 
profit  as  in  1913.  The  railway  shareholder  to-day  is 
therefore  getting  a reduced  net  income. 

14.  It  is  extremely  difficult  to  find  any  definite 
evidence  as  to  whether  the  expectation  of  a con- 
ventional rate  of  profit  is  having  any  effect  on 
business.  I -am  inclined  to  think  not,  but  have  no 
real  grounds  to  go  upon.  The  only  statistics  remotely 
bearing  upon  this  question  are  the  returns  of  profits 
of  public  companies  compiled  by  “ The  Economist.” 
These  figures  are  so  full  of  traps  and  their  character 
is  so  changed  as  compared  with  pre-war  times,  that 
it  is  -dangerous  to  press  them  in  this  connection.  For 
what  they  are  worth  the  average  rates  of  dividend  on 
preference  and  ordinary  capital  in  the  quinquennium 
before  the  War  and  in  the  quinquennium  since  the 
War  work  out  as  follows  : — 

Rate  of  Dividend  on  Rate  of  Dividend  on 

Preference  Capital.  Ordinary  Capital. 

Per  cent.  Per  cent. 


1909-13  ...  4-8  8-1 

1919-23  ...  5-2  10-2 


The  preference  figures  naturally  do  not  show  very 
great  change,  but  the  increase  in  the  ordinary  rate 
is  such  th-at  if  allowance  be  made  for  -increased  taxa- 
tion the  net  yield  is  not  far  short  of  the  net  yield 
before  the  War.  But  a glance  at  the  annual  figures 
shows  such  en-ormous  variations  fro-m  year  to  year 
that  this  can  hardly  be  regarded  as  more  than  an 
accident  unless  it  be  that  the  -influences  to  be 
mentioned  next  have  tended  to  raise  the  net  return. 
The  annual  average  rates  of  dividend  since  1909  are 
as  follows  : — 

Dividend  on  Dividend  on 

Preferential  Capital.  Ordinary  -Capital.* 


Per  cent. 

Per  cent. 

1909 

4-3 

6-3 

1910 

4-5 

7-0 

1911 

4-9 

8-5 

1912 

5-2 

8-5 

1913 

5-1 

10-2 

1914 

5-0 

10-0 

1915 

4-8 

9-0 

1916 

5-1 

11-0 

1917 

5-1 

10-3 

1918 

5-1 

11-1 

1919 

5-3 

10-7 

1920 

5-0 

12-6 

1921 

5-2 

10-2 

1922 

5-2 

8-4 

1923 

5-3 

9-3 

# These  figures  generally  include  Income  Tax  and  Super 

tax  but  not  E.P.D.  and  Corporation  Profits  Tax  which 
are  paid  before  the  dividend  is  provided. 
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15.  (b)  Taxation  and  the  Bate  of  Saving. — 
Although  taxation  (except  in  the  case  of  payment  on 
a foreign  debt)  merely  involves  a transfer  and  does  not 
reduce  the  total  national  income  from  which  saving 
can  be  made  the  process  of  transfer  may  take  money 
from  those  who  would  save  it  and  hand  it  to  those  who 
desire  to  raise  their  standard  of  consumption,  or  it 
may  have  the  opposite  effect.  Such  a reduction  in 
saving  would  slow  up  the  rate  of  development  of 
industry.  It  is  generally  believed  that  there  has 
been  reduced  saving  as  a result  of  heavy  taxation. 
It  has,  however,  to  be  noted  that  a reduced  rate  of 
saving  is  not  necessarily  due  to  taxation,  for  it  may 
be  due  to  a rise  in  the  conventional  standard  of  con- 
sumption. There  is  some  reason  for  thinking  that 
such  a rise  is  one  of  the  results  of  the  War  and  the 
post-war  boom. 

There  never  has  been  an  exact  test  of  the  amount 
of  national  saving,  but  we  may  examine  whether  and 
if  so  what  change  has  occurred  in  this  respect  by 
reference  to  three  sets  of  figures,  viz.  : life  assurance, 
new  public  issues,  and  sums  set  aside  to  reserve  by 
public  companies.  None  of  these  figures  necessarily 
represent  an  exact  net  addition  to  the  capital  of  the 
nation,  but  in  a general  way  they  throw  light  on  the 
rate  at  which  savings  are  being  made. 

(i)  The  premium  income  of  the  insurance  companies 
submitting  their  accounts  to  the  Board  of  Trade 
shows  the  following  increase  : — - 


Premium  Income  of  Insurance  Companies. 


— 

Ordinary. 

Industrial. 

Total. 

1913  

£ 

31,490,627 

£ 

17,291,641 

£ 

48,782,268 

1914  

32,283,820 

17,982,777 

50,266,597 

1915  

32,401,486 

18,565,276 

50,966,762 

1916  

33,065,002 

19,572,728 

52,637,730 

1917  

33,290,768 

20,958,849 

54,249,617 

1918  

37,040,478 

22,398,430 

59,438,906 

1919  

41,246,118 

25,349,822 

66,595,940 

1920  

45,549,464 

29,268,521 

74,817,985 

1921  

47,406,872 

31,087,690 

78,494,562 

1922  

48,914,630 

31,580,117 

80,494,747 

1923  (estimate) 

(82,500,000) 

In  the  main  these  figures  represent  new  savings. 
It  is  true  that  there  is  some  corresponding  reduc- 
tion of  capital  in  respect  of  the  claims  paid  by  the 
Companies  but  only  part  of  these  claims  are  with- 
drawn from  the  nation’s  capital.  Some  of  them  are 
spent  in  payment  of  Death  Duties.  The  figures  in- 
clude certain  policies  taken  out  for  educational  pur- 
poses or  even  (in  the  second  column)  to  pay  funeral 
expenses,  but  the  bulk  of  the  claims  paid  is  un- 
doubtedly treated  as  capital  by  the  recipients.  The 
figure  for  1913  represents  2’16  per  cent,  of  the  figure 
for  the  national  income  for  that  year  given  in  a pre- 
ceding table.  The  figure  for  1923  represents  2‘1  per 
cent.  In  other  words  the  premium  income  of  the 
companies  remains  a constant  proportion  of  the 
national  income,  though  it  dropped  substantially 
below  this  percentage  in  1920. 

(li)  New  Issues. — As  regards  new  capital  issues  on 
the  London  Market  the  figures,  exclusive  of  Govern- 
ment borrowing,  are  as  follows.  The  figure  for  the 
post-war  quinquennium  is  a little  higher  than  for  the 
pre-war  quinquennium  but  the  average  is  brought 
up  very  much  by  the  figure  for  1920  and  the  current 
figures  are  if  anything  slightly  below  those  for  repre- 
sentative years  before  the  War.  New  issues  do*  not 
necessarily  represent  a net  addition  to  the  nation’s 
savings.  . Part  may  be  subscribed  by  foreigners 
especially  in  connection  with  loans  for  other  countries 
issued  on  the  London  Market.  Again  part  of  the 
shares  issued  may  be  taken  up  by  those  already  in 
ownership  of  the  business  though  in  compiling  the 
figures  of  new  issues  an  attempt  is  made  to  exclude 
items  of  this  kind,  and  to  tabulate  only  the  amounts 
actually  offered  to  the  public.  Part  again  represents 
the  capitalisation  of  bank  loans — a change,  not  an 


increase,  in  capital.  The  figures  do  not  show  a sufii. 
cient  increase  to  balance  the  rise  of  prices  and  so 
far  as  the;/  go  suggest  a slower  rate  of  saving. 

Capital  Issues 
( exclusive  of 
Government  borrowings). 


1900  

Mill.  £ 
...  178-5 

1910  

...  242-9 

1911  

...  191-7 

1912  

...  210-8 

1913  

...  196-5 

1914  

...  180-0 

1919  

...  211-4 

1920  

...  330-0 

1921  

...  186-1 

1922  

...  204-1 

1923  

...  215-0 

1924  (six  months) 

95-0 

In  the  year  1919-20,  the  nation’s  savings  were 
swollen  by  the  fact  that  the  Government  spent  £326 
millions  more  than  it  reoeived,  and  had  to  cover  the 
deficit  by  borrowing.  In  the  ensuing  four  years  on 
the  other  hand  the  Government  had  surpluses  amount- 
ing to  £426  millions.  This,  together  with  Sinking 
Fund  payments  of  £169  millions,  was  used  to  repay 
National  Debt;  and  for  the  most  part  the  repay- 
ments so  made  furnished  funds  for  reinvestment.  In 
other  words,  taxation  became  an  important  instru- 
ment for  maintaining  savings  which  became  avail- 
able for  business  indirectly  through  the  medium  of 
debt  repayment. 

(iii)  ^Reserves. — In  the  five  years  before  the  War  the 
public  companies  whose  accounts  -were  analysed  in  the 
quarterly  investigations  of  “ The  Economist  ” showed 
a gross  total  profit  of  £275  millions.  Out  of 
this  sum  they  placed  £67  millions  to  reserve.  This 
represents  24-4  per  cent.  In  the  five  years  since  the 
War  the  considerably  larger  number  of  public  com- 
panies whose  returns  are  analysed  showed  for  five 
years  a gross  total  profit  of  £565  millions,  of  this  they 
placed  to  reserve  £124  millions,  i.e.,  24  per  cent. 
Tn  the  first  case  the  amount  placed  to  reserve  repre- 
sents 2-3  per  cent,  of  the  capital  of  the  companies 
concerned.  In  the  latter  case  it  represents  2-8  per 
cent.,  this  rise  being  entirely  due  to  tire  high  pro- 
portion set  aside  to  reserve  in  1920.  The  figure  fer- 
tile current  year  again  is  23  per  cent. 

To  sum  up  : the  savings  through  life  assurance,  and 
through  the  action  of  public  companies  by  means 
of  their  reserves  show  no  signs  of  a slower  rate  of 
saving;  but  the  subscription  to  the  new  issues,  which 
represents  a larger  amount  than  either  of  the  former 
categories,  while  as  large  as  before  the  War  has  not 
increased  in  proportion  to  the  rise  in  prices.  All  we 
can  say  therefore  is  that  savings  generally  in  terms 
of  money  have  increased  in  total  amount  since  before 
the  War,  but  probably  not  sufficiently  to  be  a con- 
stant ratio  to  the  national  income  of  the  country. 

I venture  to  suggest,  however,  that  the  slackening 
in  the  rate  is  due  to  a higher  standard  of  living 
rather  than  to  the  fact  that  taxation  is  putting 
money  into  the  hands  of  those  who  wish  to  consume 
rather  than  to  save. 

16.  (c)  Taxation  and  the  Character  of  Savings.— 
The  third  consideration  is  that  the  transfer  of 
national  income  by  means  of  the  engine  of  taxation 
may  change  the  character  of  the  nation’s  savings.  It 
is  suggested  that  it  takes  money  away  from  people 
whp  might  be  enterprising  and  gives  it  to  the  people 
of  the  rentier  class — thus  tending  to  divert  the 
nation’s  capital  into  safe  hands  rather  than  into 
channels  where  it  would  be  risked  in  development. 
It  is  even  harder  to  get  any  evidence  on  tin's  question 
than  on  the  total  amount  of  savings.  ^Reverting  once 
more  to  “ The  Economist’s  ” analysis  of  company 
returns  and  taking  two  particular  years,  1914  (which 
was  the  first  year  for  which  particulars  in  regard  to 
debenture  capital  were  compiled)  and  1923,  the  follow- 
ing table  shows  how  much  capital  of  the  companies 
included  in  “ The  Economist’s  ” analysis  is  divided 
between  different  classes  of  capital : 
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— 

Number  of 
Companies. 

Debenture 

Capital. 

Preference 

Capital. 

Ordinary 

Capital. 

Total 

Capital. 

1914. 

All  Companies  Average  Capital 

Per  Company  ...  

Percentage  of  each  kind  of  Capital 
Yield  

910 

£254,000,000 

£279,000 

28-i 

4- 10  per  cent. 

£244,000,000 

£268,000 

27J 

5 per  cent. 

£390,000,000 

£428,000 

44 

10 '9  per  cent. 

£889,000,000 

£977,000 

100 

7 ‘3  per  cent. 

1923. 

All  Companies  Average  Capital 

Per  Company 

Percentage  of  each  kind  of  Capital 
Yield  

1,350 

£325,000,000 

£241,000 

20i 

4 -95  per  cent. 

£466,000,000 

£345,000 

30 

5 • 3 per  cent. 

£787,000,000 

£581,000 

49i 

9 • 3 per  cent. 

£1,578,000,000 
£1,170,000 
100  . 

7 • 22  per  cent. 

17.  Discretion  must  be  used  in  drawing  conclusions 
from  the  figures.  The  average  capital  has  only  risen 
from  £977,000  to  £1,170,000,  but  this  probably 
understates  the  actual  average  increase  which  has 
taken  place,  since  more  companies  are  included 
in  the  post-war  figures,  and,  on  the  whole, 
these  will  tend  to  have  been  the  smaller 
companies.  I know  of  no  way  of  making  the  com- 
parison more  exact.  Even  if  one  attempted  to  restrict 
the  comparison  to  the  same  concerns  the  result  would 
be  affected  by  the  amalgamations  which  have  taken 
place  in  the  last  ten  years.  'This  consideration 
qualifies  any  conclusion  that  may  be  drawn  at  all 
from  the  figures,  but  not,  I think,  so  much  as  to 
render  them  altogether  valueless.  The  fact  that  on 
the  larger  sample  in  1923  ordinary  capital  amounted 
to  50  per  cent,  reflects  partly  nominal  additions  and 
partly  money  subscribed  privately  by  owners  or  by 
purchasing  companies,  for  the  amount  of  ordinary 
stock  put  on  the  market  is  less,  not  more,  than  before 
the  war.  On  this  point  the  analysis  of  new  issues 
of  the  last  few  years  tends  to  confirm  the  general 
expectation  that  the  public  is  playing  for  safety. 

New  Some  Issues  for  Industrial  Purposes. 


(Million  £s.) 


— 

Ordinary. 

Preference. 

Debenture. 

Total. 

Min.  £s. 

Min.  £s. 

Min.  £s. 

Min.  £s. 

1913  ... 

20-0 

20-6 

13-0 

53-6 

1921  ... 

17-9 

14-4 

56-8 

89-1 

1922  ... 

12-3 

12-9 

50-4 

75-6 

1923  ... 

14-0 

15-2 

37'8 

67-0 

18.  On  the  other  hand  there  is  undoubtedly  the 
desire  to  get  increased  income  and  it  is  sometimes 
assumed  that  (this  has  caused  an  undue  investment  of 
capital  abroad  at  high  rates.  It  is  true  that  the 


foreigner  has  to  pay  high  rates  but  he  has  not  got 
an  increased  amount  of  capital.  In  the  five  years 
before  the  War  there  were  £482  millions  of  foreign 
investments  and  £381  millions  of  colonial  investments, 
in  the  five  years  since  the  War  there  have  been  £145 
millions  of  foreign  investments  and  £321  millions  of 
colonial  investments. 

This  reduction  is  confirmed  from  another  direction, 
viz.,  the  estimate  of  the  real -balance  of  trade  which 
aims  at  calculating  the  amount  “ available  for 
investments  abroad.”  The  figures  are  as  follows  : — 


1910 

1913 

1920 

19,22* 

1923t 


(Million  £s) 
Board  of  Trade 
Estimate. 

153 

181 

252 

155 

97 


19.  The  general  conclusion  from  all  these  figures  is 
that  the  heavy  direct  taxation  of  profits  may  have  had 
some  small  effect  in  checking  business  through  reduc- 
ing the  net  profit  of  given  enterprises  below  a con- 
ventional standard,  that  the  desire  for  an  increased 
standard  of  consumption  has  reduced  the  rate  of  real 
saving,  that  nominal  saving  has  grown  and  that  the 
tax  system  by  transferring  wealth  to  the  rentier 
class  has  had  some  small  effect  in  diverting  what 
savings  there  are  into  safe  rather  than  into  enter- 
prising forms  of  investment.  But  taxation  does  not 
seem  to  have  driven  capital  abroad  and  it  is  indeed 
hard  to  get  any  direct  evidence  that  enterprise  is 
really  checked  from  inability  to  get  its  supplies  of 
capital.  With  a smaller  national  income,  there 
seems  to  have  been  no  fall  in  the  standard  of  the 
working  classes  compared  with  1913,  but  it  is  common 
knowledge  that  certain  classes  of  “ rentier,”  and 
those  the  least  articulate  ones,  are  worse  off. 


* After  allowing  .£25  millions  due  on  American  debt, 
t After  allowing  £60  millions  paid  to  America. 


2453.  Sir  Charles  Addis  (in  the  temporary  absence 
of  the  Chairman)  : For  the  purposes  of  record,  may  I 
say  that  you  are  the  Editor  of  “ The  Economist,”  you 
were  formerly  a member  of  the  Munitions  Council, 
the  Director  of  the  Economic  and  Financial  Section 
of  the  League  of  Nations,  and  the  Director  of  the 
National  Federation  of  Iron  and  Steel  Manufac- 
turers?— Yes. 

2454.  Your  memorandum  has  been  circulated 
among  the  members  of  the  Committee,  and  I hope 
you  may  find  it  convenient  just  to  go  through  it 
with  us,  and  perhaps  amplify  the  statement  as  you 
go  along? — I will  take  it  in  any  way  you  like.  I 
have  started  by  attempting  to  make  a very  rough 


estimate  of  the  national  income  for  the  purpose  of 
comparing  the  proportion  of  taxation  in  relation  to 
that  income,  and  the  changes  over  recent  years.  I 
first  of  all  looked  at  Dr.  Bowley’s  estimate  of 
national  production,  and  have  given  some  reasons 
for  giving  a rather  different,  slightly  higher,  estimate 
of  production  as  compared  with  his.  The  figure  I 
give  is  95  per  cent,  as  compared  with  Dr.  Bowley’s 
87  per  cent,  for  last  year,  and  I would  here  add  that 
I think  in  1924  the  present  rate  of  production  is 
higher  than  that  95  figure.  I would  also  like  to  add 
— what  I have  not  said  in  the  memorandum — that  my 
personal  opinion  is  that  the  figure  of'95  is  too  low.  I 
cannot  give  you  any  evidence  for  this  opinion  that 
I can  substantiate,  but  I have  a very  strong  instinct 
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that  that  is  the  case.  However,  as  I could  not  sub- 
stantiate it,  I am  not  prepared  to  put  it  down  in  an 
estimate  of  this  kind. 

2455.  Mrs.  Wootton:  Is  that  for  1923  or  1924? — • 
For  1923.  I have  discussed  it  with  a number  of 
people,  and  I should  he  very  surprised,  if  we  really 
could  get  an  accurate  measure,  to  find  that  it  was 
far  below  100  per  cent.  I am  not  really  prepared 
to  defend  that  statement;  I am  merely  saying  that 
it  is  my  own  impression. 

2456.  Sir  Alan  Anderson:  What  is  the  common 
denominator  of  all  these  things? — 100  in  1913. 

2457.  That  is  what  they  are  related  to,  but  how  do 
you  relate  iron  and  steel  to  cereal  products,  and  so 
■on.? — I think  you  would  get  the  best  impression  of 
what  I am  trying  to  get  at  if  you  were  to  say  : What 
would  the  national  income  he  if  prices  were  the  same 
as  in  1913  as  compared  with  the  national  income  of 
that  year. 

2458.  Sir  Josiah  Stamp  : 'Or  to  put  it  in  another 
way  if  you  took  a percentage  for  each  particular 
class  of  thing  and  weighted  that  percentage  by 
reference  to  the  total  volume  at  pre-war  value?— 
Yes,  that  is  the  same  thing.  It  really  is  very  much 
like’  the  calculation  that  is  made  from  time  to  time 
of  the  volume  of  foreign  trade  which  merely  says: 
we  assume  that  pre-war  prices  are  being  paid;  then 
we  will  add  up  the  total  trade  at  pre-war  value. 
There  may  he  changes  in  the  content  of  the  total 
number,  but  the  total  number  would  be  somewhere 
about  95  per  cent,  in  relation  to  pre-war.  It  does 
not  say  that  every  individual  item  is  95. 

2459.  Sir  Alan  Anderson  : So  that  if  a big  trade 
which  is  now  idle,  such  as  shipbuilding,  for  example, 
o-ot  o-oino-  again,  our  national  income  would  he  con- 
siderahly  higher  than  it  was  in  1913?— Yes.  When 
I say  it  is  95,  it  is  to  he  presumed  that  there  are 
some  stages  of  production  which  have  gone  ahead 
more  than  95  to  • balance  those  which  are  less.  In 
support  of  my  95  figure — not  the  100  figure,  which 
I am  not  going  to  attempt  to  defend  I have  given 
the  results  here  of  some  private  inquiries  into  output 
per  man  hour— of  course  nothing  more  than  sample 
cases  on  which  I was  able  to  get  some  information. 
I do  not  think  I need  read  them ; they  are  represen- 
tative cases,  but  they  are  very  few  in  number.  . To 
make  an  exhaustive  inquiry  Is  a work  which  might 
be  undertaken  by  a Committee  such  as  this;  it  is 
very  difficult  for  a private  individual  to  undertake. 
Then  I have  attempted  to  supplement  that  evidence 
in  various  other  ways,  and  I have  suggested  that 
the  internal  consumption  of  coal  is  rather  a good 
check,  being  to  some  extent  an  index  of  the  general 
industrial  condition  of  the  country.  I have  also 
attempted  to  check  my  estimate  by  the  internal 
carriage  of  goods  by  railway.  As  the  Committee  are 
aware,  the  railway  returns  are  divided  into  three 
heads,  coal,  other  minerals,  and  general  merchandise. 
Obviously,  a total  figure  of  all  railway  goods  is  most 
misleading,  because  if  circumstances  happened  to 
■throw  out  of  business  for  the  time  being  the  carriage 
to  South  Wales  of  low-grade  iron-ore  from  the  Mid- 
lands, it  would  make  a great  change  in  the  figures. 
Hence,  the  total  figures  vary  very  widely  and  they 
are  not  a true  test  of  general  prosperity.  On  the 
other  band,  general  merchandise  traffic  is  truly 
representative  of  the  general  business  of  the  country. 
Both  those  indices — general  coal  consumption  and 
general  merchandise — show  a drop  to  about  94  or 
93  or  thereabouts;  but  in  both  cases  they  under-esti- 
mate the  comparative  volume  of  production — in  the 
case  of  railway  transport,  because  of  road  transport, 
which  has  undoubtedly  taken  quite  a substantial 
amount  of  short  haul  business,  and  in  the  case  of 
coal  consumption,  because  there  has  undoubtedly 
been  steady  improvement  in  fuel  economy,  partly  by 
the  use  of  electricity,  and  partly  by  direct  economies 
in  the  use  of  fuel.  It  is  therefore  to  he  presumed 
that  there  is  a bigger  volume  of  production  from  a 


given  consumption  of  fuel  in  industry.  Those  two 
figures  and  the  two  considerations  I have  mentioned, 
are  among  the  reasons  why  I think  this  figure  of 
95,  as  a general  measure  of  production,  is  too  low. 
Then  I have  suggested  some  other  figures  which  I 
put  in  a table  in  paragraph  6. 

2460.  Sir  Arthur  Balfour  : Really  to  complete  that 
table  you  ought  to  show  the  increase  in  population? 
— Yes;  I have  mentioned  the  increase  in  population 
in  the  text,  hut  I am  not  attempting  to  relate  this 
to  population.  Of  course,  I should  say  in  that  con- 
nection that,  even  if  production  is  at  100,  it  still 
represents  a reduction  in  production  per  head. 

2461.  After  all,  that  is  the  important  thing? — Yes. 

I am  not  attempting  to  show  that  the  production 
per  head  of  the  population  is  as  high  as  before  the 
War,  hut  I think  87  per  cent,  is  much  too  low  for 
the  volume  of  production.  I think  95  per  cent,  can 
be  substantiated,  and  I believe  it  is  nearer  100; 
it  ought  to  he  106  in  order  to  reach  the  per  head 
production  of  1913. 

2462.  After  all,  for  people  to  live  at  the  same 
standard  of  living  you  have  to  reduce  it  to  produc- 
tion per  head  of  population? — Yes. 

2463.  Sir  Josiah  Stamp:  It  should  he  106? — Yes. 
But  in  this  connection  it  is  relevant  to  consider  the 
point  which  I shall  come  to  later,  as  to  how  much 
of  our  production  is  being  saved  or  consumed. 

2464.  Sir  Alan  Anderson : Surely,  if  your  volume 
of  exports  has  sunk  to  74  and  your  total  is  95,  it 
means  that  very  much  more  is  being  consumed  inter- 
nally, does  it  not?— Yes,  I think  that  is  the  case. 
I think  certainly  more  than  95  is  being  consumed 
internally. 

2465.  You  have  got  to  make  up  that  big  balance 
of  26  per  cent,  in  the  export  business  that  has  gone 
somewhere;  it  is  in  the  internal  use,  is  it  not?— Yes, 
but  as  I have  stated  here,  I think  that  100  figure 
for  exports  is  on  a rather  misleading  basis.  In=the 
case,  of  both  imports  and  exports  it  is  a more  mis- 
leading base  than  in  any  of  the  other  indices  used. 
The  internal  consumption  of  goods  in  the  country, 
the  consumption  of  coal  and  these  other  indices  of 
the  national  life  tend  to  increase  or  to  fluctuate 
comparatively  mildly.  Foreign  trade  figures  have 
very  much  sharper  ups  and  downs,  and  it  so  happens 
that  the  1913  foreign  trade  figure  was  exceptionally 
high.  I think  it  was  exceptionally  high  in  relation 
to  the  national  income,  and  that  a lower  figure  than 
my  100  base  ought  really  to  he  taken  if  we  are  con- 
sidering let  us  say,  the  three  or  four  years  before  the 
War,,  or,  to  put  it  more  exactly,  if  we  are  con- 
sidering the  mean  point  of  the  pre-war  cycle,  which 
did  not  finish  hut  was  nipped  in  the  hud  at  the  top. 

2463.  Sir  Josiah  Stamp:  In  other  words,  if  you 
were  to  take  the  increase  for  10  or  20  years  before 
the  War,  while  these  various  indices  fluctuated  about, 
you  had  reached  a point  in  1914  where  the  amplitude 
of  foreign  trade  was  about  twice  as  great  as  that  of 
railways  or  other  internal  tests? — Yes. 

2467.  Therefore,  if  you  start  off  with  that  as  100, 
you  get  rather  a false  sequel? — Yes.  I did  con- 
template attempting  to  make  the  base,  right  through, 
a five  year  period  before  the  war,  but  I was  not 
certain  that  I had  got  the  proper  central  point  of 
the  pre-war  cycle.  In  any  case  it  wants  a great 
deal  more  research. 

2468.  Sir  Alan  Anderson  : Have  you  looked  at  all 
at  the  invisible  exports? — No;  I have  not  attempted 
to  make  a statement. 

2469.  They  would  be  down,  would  they  not? — Yes, 
they  are  down,  but  not  substantially  down.  It  is 
very  difficult  to  put  invisible  exports  into  this  state- 
ment of  volume  at  all,  because  invisible  exports  con- 
sist of  such  items  as  the  earnings  of  banks  and 
finance  houses. 

2470.  And  shipping  ? — I should  find  .it  very  difficult 
to  give  a figure  for  volume  of  banking  profits  and 
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so  forth.  When  you  get  to  figures  of  that  kind,  the 
phrase  “ the  volume  of  business  ” is  rather  difficult 
to  define,  except  in  terms  of  money,  and  then  you 
get  the  confusion  of  the  variation  in  prices. 

I have  gone  on  from  that  estimate  of  national 
production  to  link  it  up  with  taxation.  Just  before 
the  table  of  “ National  Income  and  Taxation,"  1 
have  said  that  we  must  add  to  the  national  income, 
as  calculated  on  the  method  explained,  the  money 
distributed  as  interest  on  the  National  Debt.  I 
have  also  said  that  we  must  add  War  Pensions. 
Both  items  are  subject  to  taxation,  for  though  War 
Pensions  in  the  main  are  paid  to  people  of  modest 
income,  they  pay  taxes  on  the  commodities  they 
buy.  1 have  not  added  Old  Age  Pensions  for  the 
obvious  reason  that  that  was  in  the  estimate  of 
national  income  before  the  War,  whereas  the  War 
Pensions  are  a new  form  of  internal  transference  of 
wealth.  Column  7 is  the  tax  revenue  pure  and 
simple  and  excludes  other  forms  of  Government 
receipts. 

2471.  Mr.  Hichens  : It  does  not  include  local  taxa- 
tion at  all,  I suppose? — No.  I was  going  to  make  a 
reference  to  that  in  a moment. 

2472.  Mr.  Lees-Smith : Of  course  it  does  not  in- 
clude insurance  contributions? — No. 

2473.  Have  you  any  figures  showing  how  this  pro- 
portion 18'7  per  cent,  that  you  get  at  the  end  would 
be  affected  if  we  took  local  rates  and  also  if  we 
took  insurance  contributions  into  account? — I have 
not  attempted  to  look  at  any  figures  of  insurance 
contributions,  but  I have  looked  at  the  local 
taxation  figures.  They  are  rather  complicated,  for 
example,  I do  not  know  how  to  deal  with  the  Irish 
local  taxation  figures.  Also,  the  returns  that  I have 
got  do  not  analyse  the  Scottish  returns  quite  in  the 
same  way  as  the  English  returns.  1 have  not  gone 
into  this  matter  fully,  but  I have  made  one  or  two 
rough  calculations  which  lead  to  a rather  interesting 
conclusion.  Local  rates  in  the  base  year  1913-14 
amounted  approximately  in  England  and  Wales  (I 
can  only  give  the  England  and  Wales  figures,  so 
the  comparison  with  the  national  income  for  the 
whole  country  is  not  a strict  one)  to  £71,250,000;  in 
1923-24  they  amounted  to  £141,000,000.  In  both 
years  the  poor  rate,  education  and  police  approxi- 
mately amounted  to  half  of  those  sums.  The  poor 
rate  includes  not  merely  the  upkeep  of  ,the  poor, 
but  many  other  charges ; I have  not  gone  into  those  ■ 
but  the  Treasury  return  circulated  with  the  Budget 
only  analyses  the  recent  figures  under  the  headings 
that  I have  given  you.  Those  separately  distin- 
guished heads  amounting  to  about  50  per  cent,  are 
in  a sense  more  of  a tax  than  the  rest,  which  are 
more  specific  payments  for  benefits  received — drains 
and  roads  and  things  from  which  the  ratepayer  pre- 
sumably gets  a corresponding  benefit.  If  you  take 
them  in  relation  to  the  national  income  you  find  that 
the  onerous  rates  (I  would  not  like  to  say  that  the 
items  distinguished  are  properly  to  be  called  onerous 
rates,  because  one  would  need  to  go  into  that  much 
more  fully) ' the  onerous  rates  amount  both  in  1913 
and  in  1923  to  an  additional  tax  which  is  under  2 
per  cent,  of  the  national  income;  but  the  interesting 
point  is  there  has  been  no  appreciable  change  in  the 
ratio  of  these  local  rates  to  the  national  income. 

2474.  Mr.  Lees-Smith  : That  would  make  your  1913 
proportion  9'1  per  cent.,  and  the  1923  proportion 
20'7  per  cent? — Yes — the  decimal  points  I cannot 
answer  for  at  the  moment,  and  also  we  are  com- 
paring England  and  Wales  with  the  United  Kingdom 
less  the  Free  State;  so  I would  not  like  to  say  what 
the  combined  ratio  is  without  getting  out  the 
national  income  for  England  and  Wales;  but  it  is 
quite  clear  that  there  has  been  no  change  in  the 
former  proportion  which  the  burden  of  rates  bears 
to  the  national  income. 

2475.  It  would  be  interesting  to  know  if  you  can 
arrive  at  any  estimate  of  the  limit  to  Which  we  can 
go  in  the  proportion  of  the  national  income  to 
be  paid  in  taxation?  Other  witnesses  have  been 


giving  their  views  on  that  subject.  Is  it  possible  to 
arrive  at  any  sort  of  scientific  answer  to  that? — No. 
1 frankly  do  not  think  it  is  possible  to  arrive  at  any 
answer  that  means  much. 

2476.  It  would  be  very  useful  to  know  that? — 
Obviously  in  theory  you  could  increase  taxation  till 
it  absorbed  the  whole  savings  fund,  which  would  push 
it  up  a good  deal  higher  than  the  present  figure ; you 
can  presumably  go  on  pushing  taxation,  and  in  some 
stages  of  history  the  impositions  on  nations  have 
been  so  heavy  as  to  drive  down  the  standard  of 
living.  You  ask  me  a theoretical  question.  Well, 
in  a slave  State  you  can  reduce  people  to  the  very 
bare  minimum  of  existence  by  taking  away  the  pro- 
duct of  their  labour,  and  I presume  in  theory  in  that 
sort  of  sense  you  could  drive  down  the  consumption 
of  the  country  to  an  enormously  lower  figure  than 
any  that  modern  taxation  has  done.  The  only  mean- 
ing that  can  be  given  to  the  phrase,  “ the  limits 
of  taxable  capacity,”  I think,  is  to  put  it  much 
more  conditionally;  that,  if  you  drive  taxation 
beyond  a certain  point,  it  will  have  such  and  such 
an  effect.  The  purpose  of  this  paper  is  to  try  and 
see  whether  we  can  trace  what  effect  this  actual 
burden  has  had  on  savings,  and  on  the  standard  of 
living.  I cannot  conceive  that  there  is  an  absolute 
figure — I cannot  tell  you  where  it  is  at  all  events — 
which  is  the  absolute  limit  of  the  burden  of  taxation. 

2477.  I think  it  has  been  stated  that  it  is 
£1,000,000,000,  but  at  any  rate  you  would  not  attach 
any  importance  to  that  kind  of  estimate,  would  you? 
— Not  merely  stated  in  a bald  form  like  that;  it 
would  have  to  be  accompanied,  as  I just  said,  by 
a statement  that,  if  you  exceed  the  figure,  you  will 
produce  certain  results  on  the  national  life. 

Then  I have  referred  briefly  to  the  comparative 
figures  abroad.  There  has  been  a great  deal  of  work 
done,  but  I have  not  attempted  to  summarise  or 
examine  it.  I would  only  say  for  my  own  protection 
that  in  giving  a comparison  with  France  I have 
quoted  a French  economist;  but  I do  not  make 
myself  responsible  for  his  estimate.  He  is  one  of  the 
leading  economists  of  the  day  in  France,  who  might 
be  expected  to  produce  the  most  unbiassed  and 
scientific  estimate  of  this  kind,  but  I give  it  purely 
on  his  authority  and  not  on  my  own. 

2478.  Sir  Alan  Anderson : When  you  refer  to  the 
amount  they  raised  in  taxation,  did  they  actually 
get  that  money,  or  is  that  what  they  ought  to  have 
got  if  everyone  had  paid  ? — It  is  given  as  the  amount 
they  raised,  but  I suspect  that  it  is  not  quite  as  net 
a figure  as  the  one  that  I have  included  in  the,  pre- 
ceding table;  for  example,  I suspect  that  it  includes 
such  items  as  the  proceeds  of  the  sale  of  war  stores. 

2479.  Professor  Hall:  Is  not  the  value  of  any  com- 
parison affected  by  the  difference  in  practice  of  bear- 
ing expenditure  locally  or  nationally  in  the  different 
countries  ? — Undoubtedly. 

2480.  Do  you  think  the  comparison  between  our 
percentage  and  the  French  percentage  is  a com- 
parison of  any  great  value?— I think  it  is  of  some 
value.  It  clearly  requires  that  one  should  go  further 
into  it,  and  explain  exactly  what  it  does  mean.  But 
I would  say  this : that  before  the  War  the  French 
percentage  was  unquestionably  higher  than  the  British 
percentage.  That  is  shown  by  the  figures  that  were 
collected  and  compiled  for  the  Brussels  International 
Financial  Conference  of  1920,  where  an  attempt  was 
made  to  compare  the  national  income  with  taxatioe 
at  that  date.  Before  the  War,  France’s  percentage 
was,  I think,  12  per  cent,  against  the  figure  of  7d 
that  I gave  for  this  country,  which  suggests  that  in 
fact  more  expenditure  comes  out  of  the  central  fund 
in  France  than  in  this  country. 

2481.  We  should  have  to  go  more  deeply  into  it  to 
find  out  what  services  were  paid  for  locally  in  the 
two  countries  to  make  it  comparable? — Yes.  But  the 
comparison  does  show  the  trend  of  events;  for 
whereas  France  has  risen  from  12  to  16  and  is 
getting  towards  18  and  even  20  per  cent.,  we  jumped 
from  8 to  22  and  are  now  back  to  18  or  19  per  cent. 
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2482.  Mr.  Lees-Smith : Taking  tie  comparison 

between  the  Napoleonic  period  and  now,  this  does  not 
give  you  an  estimate  of  the  actual  burden ; you  have 
to  take  the  figures  per  head  for  that.  Taking  the 
Napoleonic  Wars,  the  proportion  of  income  taken  in 
taxation  is  only  14  per  cent.,  and  it  is  now  about 
19  per  cent. ; can  you  deduce  from  that  thait  we  are 
more  heavily  burdened  now  than  after  the 
Napoleonic  Wars,  taking  into  account  the  increase  in 
the  general  prosperity  of  the  country,  and  so  on? — 

It  is  not  necessary,  first  of  all,  to  take  it  per  head, 
because  if  you  take  the  total  taxation  and  compare 
the  total  income,  you  get  a comparative  figure  to 
the  one  I have  given.  If  you  divide  both  items  by 
so  many  millions  you  get  exactly  the  same  ratio,  of 
course. 

2483.  The  point  I have  in  mind  is  that  19  per  cent, 
in  a.  country  where  the  wealth  is  high  is  not  so  great 
a burden  as  14  per  cent,  in  a country  where  the 
wealth  is  low? — That  is  perfectly  true.  To-day  there 
is  a larger  margin  over  what  we  should  call  the 
minimum  necessary  for  existence.  There  is  a larger 
margin  undoubtedly  which  can  be  taken  in  taxation. 
But  in  that-  connection  I would  call  attention  to 
paragraph  9 (vi),  where  I have  inserted  the  1818 
figures  in  the  table.  As  the  point  has  been  raised, 

I may  take  that  table  here  perhaps;  it  brings  out 
this  point.  If  you  look  at  the  second  half  of  the 
table  you  will  see  the  “ Ratio  to  national  income  of 
various  items.”  The  ratio  of  the  internal  debt  service 
to  the  national  income  was  8'12  in  1818;  it  is  now 
7'89,  substantially  the  same,  though,  of  course,  we 
have  to  add  the  external  debt,  making  the  total  debt 
charge  something  over  9 per  cent,  as  against  8 per 
cent.  100  years  ago.  But,  of  course,  the  big 
difference,  if  you  are  comparing  the  total  percentage, 
is  first  of  all  in  our  big  pensions  bill,  and  secondly, 
in  the  other  services,  which  to-day  are  practically 
5 per  cent.,  whereas  100  years  ago  they  were  just 
over  14  per  cent.  In  other  words,  we  include  in  our 
budget  the  collection  of  taxes  for  a large  number  of 
services  which  were  not  performed  100  years  ago,  and 
if  you  are  getting  value  for  money,  it  is  not  a 
burden.  This  makes  it  necessary  to  consider  what  you 
are  spending  the  money  on.  Are  you  spending  it 
productively  from  the  country’s  point  of  view;  are 
you  educating  your  people  and  producing  a more 
efficient  population,  and  so  forth?  Clearly,  you 
might  push  total  expenditure  up  to  30  per  cent,  if 
you  were  getting  value  for  money,  and  still  perhaps 
be  better  off. 

2484.  Sir  Alan  Anderson : You  might  be  better  off 
in  the  long  run,  but  it  might  be  a dangerous  in- 
vestment in  the  first  few  years? — Quite  so;  but  with 
regard  to  this  figure  of  5 per  cent.,  expenditure  on 
social  services  has  been  rising  to  that  figure — I was 
going  to  say  for  a century,  but  perhaps  I should  say 
half  a century,  or  better  still,  one  third  of  a century. 
It  has  been  slow  in  the  main;  it  is  not  a sudden 
jump. 

2485.  There  has  been  a pretty  rapid  jump  lately, 
has  there  not? — Yes;  it  jumps  from  2'4  per  cent,  to 
5 per  cent,  in  the  last  10  years. 

243(5.  I think  I remember  that  there  is  £40,000,000 
more  being  spent  on  Civil  Service  pay  than  was 
being  spent  before  the  war? — There  has  no  doubt 
been  a very  large  increase,  and  it  may  have  increased 
too  fast,  or  it  may  be  that  we  are  investing  for  some 
time  ahead  and  are  not  getting  any  return  yet  for 
it.  But  if  we  are  comparing  the  total  figure  of  the 
Napoleonic  Wars,  14J  per  cent,  with  19  per  cent, 
now,  it  must  be  borne  in  mind  that  the  latter  in- 
cludes items  of  what  are  in  the  long  run  presumably 
reproductive  expenditure. 

May  I return  now  to  paragraph  8?  I proceed  to 
point  out  that  the  burden  of  taxation  depends  on 
two  things,  the  object  on  which  it  is  spent — as  I have 
just  been  saying — and  the  way  in  which  the  money 
is.  levied.  As  regards  the  objects,  I have  separately 
considered  interest  on  the  external  debt,  interest  on 
the  internal  debt,  defence,  pensions,  civil  and  other 


services,  and  the  cost  of  collection.  The  only  favour- 
able thing  I can  find  to  say  in  favour  of  the  payment 
of  external  debt  in  its  reaction  on  production  is,  of 
course,  that  it  maintains  credit.  Clearly  if  Great 
Britain  repudiated  its  external  debt  it  would  give 
a great  shock  to  credit,  and  probably  reduce  national 
production  later  on;  otherwise  the  payment  is 
economically  a loss  to  the  country. 

2437.  Mr.  Lees-Smith  : Could  you  very  briefly  deal 
with  this  point,  because  many  witnesses  have  spoken 
to  us  about  it?  Do  you  hold  that  to  pay  £30,000,000 
a year  to  America  is  no  greater  disadvantage  to 
us  than  to  pay  £30,000,000  a year  to  our  own 
citizens;  that  there  is  no  difference  in  the  effect  of 
internal  interest  and  external  interest? — No;  I hold 
that  there  is  a substantial  difference. 

2488.  Will  you  put  briefly  what  that  difference  is, 

and  what  is  the  reason  for  it? — The  payment  to 
citizens  in  a country  is  transferring  to  them 
purchasing  power ; that  is  spent  in  the 

country,  and  in  any  case  those  people  have 
to  live  in  the  country.  They  have  to  be  pro- 
vided for  somehow,  and  you  are  transferring 
to  them  claims  on  the  general  store  that  constitutes 
the  national  income.  Their  expenditure  therefore 
tends  to  maintain  the  standard  of  consumption  in 
the  country.  If  you  pay  these  sums  outside  the 

* country,  it  goes  to  other  folk  wlio  are  entitled  to 
take  something  right  away  out  of  your  heap  of  goods 
and  services,  which  constitute  the  national  income, 
and  spend  it  without  any  return.  It  is  true  that 
the  people  here  who  receive  interest  on  war  debt 
do  not  now  make  any  specific  contribution  to  the 
national  income  in  respect  of  the  interest  they 
receive;  but,  as  I say,  they  are  people  who  are 
living  in  the  country,  and  if  the  interest  were  paid 
abroad,  the  country  as  a whole  would  be  the  poorer. 

2489.  And  they  can  be  taxed? — And,  of  course, 
above  all,  they  can  be  taxed. 

2490.  How  do  you  answer  the  argument  that  on 
this  view  it  would  be  better  to  raise  money  at  5 per 
cent,  in  London  because  the  interest  would  go  to 
our  own  citizens,  than  to  raise  it  at  4J  per  cent, 
in  Now  York? — I think  it  is  necessary  first  of  all 
to  be  clear  as  to  what  you  are  going  to  do  about 
taxation. 

2491.  Practically  the  argument  that  has  been  put 
to  us  is  this  : If  you  say  that  it  is  more  advantageous 
to  raise  a loan  internally  than  to  raise  it  externally, 
do  you  then  say  that  it  would  be  more  advantageous 
to  raise  a loan  at  a certain  rate  of  interest  internally 
than  at  a lower  rate  of  interest  externally? — May  I 
put  your  question  in  this  way?  Would  it  be  more 
advantageous  to  raise  a 5 per  cent,  loan  on  which 
the  Government  takes  back,  say,  1 per  cent.,  and 
which,  therefore,  is  equivalent  to  4 per  cent,  net, 
than  to  raise  a 3J  per  cent,  loan  abroad  on  which 
it  could  not  collect  tax;  that  is  what  you  are 
comparing  ? 

2492.  Yes. — I should  not  like  to  put  it  in  terms, 
but  I should  say  that  the  advantage  of  raising  an 
internal  loan  was  worth  something  very  substantial 
on  the  rate  of  interest,  but  I would  not  like  to 
say  what.  Clearly,  if  you  could  raise  money  at 
1 per  cent,  abroad  it  would  be  worth  it,  I think. 
But  what  the  difference  is  worth  in  figures  I could 
not  say.  But  there  is  an  economic  advantage  in 
having  the  debt  in  the  form  of  an  internal  loan. 

Then  I have  gone  on  to  discuss  the  interest  on  the 
internal  debt,  and  there  I thought  it  might  be  o 
interest  to  the  Committee  to  put  in  an  _ estimate 
which  I made  analysing  who  it  is  that  holds  the 
National  Debt.  The  summary  of  that  is  late  m 
paragraph  9 (ii),  a rather  more  detailed  statement 
coming  earlier  in  the  paragraph.  I do  not  know 
that  it  is  necessary  for  me  to  go  through  it,  but 
I shall  be  very  glad  to  answer  any  questions,  if 
can,  to  explain  how  the  particular  figures  are 
arrived  at. 

2493.  Mr.  Hichens : In  this  connection  it  is  often 
stated  that  there  has  been  an  important  alteration 
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in  this  country,  as  also  in  America,  in  the  class  of 
investor ; that  owing  to  the  campaign  in  both 
countries  to  induce  people  to  save  during  the  War 
the  less  wealthy  section  of  the  population  have 
acquired  the  habit  of  saving.  How  far  would  you  say 
that  that  is  the  case  in  this  country?  How  far  is 
it  true  that  there  is  more  saving  among  the  com- 
paratively poor  than  there  used  to  be ; have  you  any 
views  that  you  can  give  us?— I have  a general  im- 
pression; I do  not  really  think  it  is  worth  much. 
1 have  not  any  real  grounds  to  go  upon,  but  I do 
think  there  is  an  increase  in  saving,  since  the 
commencement  of  the  War,  due  to  the  fact  that 
durino-  the  War,  and,  in  some  trades  afterwards, 
there  was  a substantial  margin  available  for 
saving;  there  has  always  been  a desire  for  security 
among  the  poorer  as  among  other  classes  of  society, 
which  can  be  satisfied  when  such  margins  exist,  i 
think  we  may  regard  a substantial  part  of  the 
savings  certificates  taken  up  as  the  result  of  the 
War  Savings  campaign,  and  certainly  a large  part 
of  the  investments  in  Government  securities  for 
savings  bank  depositors — not  the  deposits  in  savings 
banks,  but  the  investments  made  on  behalf  of 
depositors — as  representing  in  the  main  new  savings 
by  the  working  classes.  But  this  is  only  an  im- 
pression. The  actual  figures  of  the  savings  banks 
do  not  lead  to  any  definite  conclusion.  So  far  as 
I can  see,  both  before  and  after  the  War  there  is 
a rough  balance  between  deposits  and  with- 
drawals. It  looks  as  though  people  who  have  not  got 
an  ordinary  banking  account  use  the  savings  bank 
as  a .substitute.  Roughly,  the  increase  in  the  funds 
of  the  savings  banks  and  the  trustee  banks  is  due 
simply  to  the  surplus  of  interest  received  on  their 
investments  over  that  paid  to  the  depositors;  but 
the  savings  certificate  movement  and  investments 
through  the  savings  bank  in  Government  funds 
indicate  growing  working-class  saving. 

2494.  Sir  Alan  Anderson : The  interest  is  being 
saved? — In  the  savings  bank  itself,  yes. 

2495.  Mr.  Hichens : Would  you  say  that  tiie  same 
thing  is  true  of  investments  generally?  I have  seen 
it  stated  that  in  America,  owing  to  the  very  high 
taxation  on  big  incomes,  the  richer  people  have 
ceased  to  invest  in  speculative  securities  because  the 
inducement  is  not  great  enough,  and  that,  as  a 
result  of  that,  the  financiers  have  carried  on  the 
Victory  Loan  compaign,  and  have  induced  smaller 
people  to  invest  in  the  more  speculative  securities, 
and  that  they  have  done  that  with  some  success? — 
In  more  speculative  securities? 

2496.  Yes,  because  the  taxation  on  them  is  not  so 
high;  therefore  the  gamble  is  a better  one  for  them 
than  for  the  very  rich  man,  you  understand? — Yes. 

2497.  I was  wondering  whether  you  had  any  view 
as  to  how  far,  if  at  all,  that  tendency  is  operating  in 
this  country.  Would  you  say  that  it  is  at  all  true 
that  the  people  with  smaller  incomes  are  investing 
more  in  speculative  securities  than  they  did;  have 
you  any  idea  on  that  point? — I am  not  in  a position 
to  judge.  I should  not  have  thought  it  was  the 
case.  I should  have  thought  that  during  1920  the 
poor  and  the  moderately  wealthy,  as  well  as  the  very 
wealthy,  all  engaged  in  an  orgy  of  speculation ; but 
that  is  nothing  new.  We  have  had  many  correspond- 
ing eras  in  history,  from  the  18th  century  onwards. 
I should  not  have  expected  to  find  any  evidence  that 
there  was  a general  tendency  among  small  savers  in 
more  normal  times  to  go  in  for  more  speculative 
securities;  but  it  may  ,be  so. 

Mr.  Hicliens:  Thank  you;  I just  wanted  to  get 
your  view. 

2498.  Mr.  Lees-Smith : Are  there  any  figures 

which  enable  you  to  judge  what  are  the  savings  of 
different  classes?  This  is  the  question  I have  in  my 
mind  : We  have  had  a good  deal  of  evidence  to  the 
effect  that  if  you  reduce  the  Income  Tax,  say,  by 
£50,000,000,  most  of  that  will  be  saved,  and  it  will 
go  to  increase  the  capital  of  the  country;  on  the 
other  hand,  it  has  been  suggested  that  if  you  were 


to  reduce  indirect  taxation  by  £50,000,000 — sugar  and 
tea  duties — very  little  of  it  would  be  saved;  it  would 
all  go  in  extra  consumption.  Are  there  any  figures 
anywhere  which  enable  you  to  judge  of  a given  reduc- 
tion in  taxation,  say,  in  direct  taxation,  how  much 
is  saved? — No.  I do  not  think  there  are  any  figures 
which  are  worth  anything.  In  recent  years  we  have 
had  both  experiences.  You  have  a reduction  in  this 
year’s  Budget  mainly  in  indirect  taxes;  you  had  a 
reduction  last  year  and  the  year  before  mainly  in 
direct  taxation.  As  you  see  from  the  figures  in  this 
paper,  the  figures  bearing  on  saving,  how  it  is  done, 
and  when,  and  so  forth,  are  so  general  that  it  is  quite 
impossible — at  least  I think  it  would  be  quite  im- 
possible— to  deduce  from  them  what  the  effect  of 
these  remissions  upon  saving  has  been;  moreover,  the 
changes  are  so  much  influenced  by  more  general  con- 
siderations as  to  the  state  of  trade,  and  things  of 
that  kind,  that  you  cannot  isolate  the  effect  of  a 
reduction  of  taxation. 

2499.  Broadly,  from  your  general  knowledge  and 
impressions,  would  you  assume  that,  suppose  we 
reduced  indirect  taxation  by  £50,000,000,  say,  in 
sugar  and  tea  duties  practically  the  bulk  of  that 
would  simply  go  in  extra  consumption  and  very'  little 
of  it  would  be  saved? — I should  be  disposed  to  think 
that  a larger  proportion  of  it  would  go  in  increased 
consumption  than  in  a corresponding  remission  of 
direct  taxation. 

2500.  Mr.  Hichens : There  is  in  your  view  some 
reduction  in  saving,  is  there  not,  during  the  past  few 
years;  there  is  some  reduction  in  capital  investments, 
and  therefore  inferentially  in  saving? — I think  there 
is  a substantial  reduction  in  real  saving,  but  I am 
coming  to  that  later  on.  But  before  I come  to  that, 
I should  be  very  glad  to  answer  any  questions  on 
this  estimate  of  how  the  National  Debt  is  held. 

2501.  Mr.  Lees-Smith  : With  regard  to  the  figure 
of  debt  held  by  private  persons,  can  you  break  that 
up  broadly  into  what  one  may  call  the  working 
classes  and  the  other  classes,  or  the  Income  Tax 
paying  class  and  the  non-income  Tax  paying  class? — 
No.  Much  the  largest  part  of  that  I think  is  held 
by  the  Income  Tax  paying  class. 

2502.  Chairman:  Are  not  Savings  Certificates  held 
largely  by  working  people  ? — Yes,  but  there  are  also 
a lot  held,  I think,  by  Income  Tax  payers.  I think 
it  is  quite  evident  that  at  various  stages,  at  all 
events,  the  middle-class  Income  Tax  payers  realised 
that  War  Savings  Certificates  were  an  extremely 
good  investment,  as  indeed  they  twtere,  and  they 
quite  naturally  took  up  the  maximum  that  they 
could,  I have  no  idea  what  proportion  that  repre- 
sents of  War  Savings  Certificates.  On  the  question 
of  the  holdings  of  private  persons,  I would  like  to 
say  this : I think  the  figure  in  the  table  is  a maxi- 
mum one,  and  that  perhaps  I ought  to  have  taken 
a lower  one.  But  I was  so  struck  by  the  fact  that 
it  worked  out  at  such  a small  proportion  of  the 
National  Debt  .that  I hesitated  to  take  a lower 
multiplier  than  35.  The  figure  is  arrived  at  by 
taking  the  Death  Duty  figures  and  using  a multiplier 
of  35 ; that  is,  we  assume  that  there  are  35  estates 
of  living  persons  for  each  person  dying  in  the  year 
under  consideration.  Sir  Bernard  Mallet’s  multiplier 
is  30,  and  it  has  been  suggested  to  me — I do  not 
know  whether  there  is  anything  in  this — that  in  the 
case  of  Government  stock  the  multiplier  would  tend 
to  be  even  lower  than  this  general  multiplier  on  the 
ground  (and  the  Committee  will  be  able  to  judge 
better  than  I as  to  whether  this  is  sound  or  not) 
that  as  people  get  older  land  retire  from  business 
they  are  more  likely  to  have  their  capital  in  safe 
securities  than  in  active  business  operations;  and 
therefore  the  percentage  of  Government  stock  among 
those  actually  dying  will  be  higher  than  among  those 
actually  living.  If  that  is  true,  the  multiplier  for 
Government  securities  as  distinct  from  all  forms  of 
wealth  passing  at  death  should  be  nearer  20.  But 
that  would  bring  the  figure  down  to  a remarkably 
low  one.  I therefore  took  the  .'highest  multiplier 
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that  I reasonably  could,  because  this  estimate  was 
certain  to  be  commented  upon  as  showing  a sur- 
prisingly low  total  held  by  private  persons.  I confess 
myself  I was  surprised,  when  I worked  it  out,  to 
find  what  a large  proportion  of  the  Debt  is  held  as 
part  of  the  monetary  system  of  the  country;  what 
a large  part  is  held  by  the  Government  themselves; 
what  a large  part  is  held  by  concerns  like  the  railway 
companies.  The  benefit  of  these  last  holdings  in  a 
sense  goes  back  to  the  public,  owing  to  the  fact  that 
we  control  the  railway  companies  now  on  the  principle 
of  allowing  them  a standard  revenue;  if  they  receive 
large  sums  in  respect  of  their  investments,  they  will 
be  alble  to  operate  on  a lower  level  of  rates  and  fares 
and  still  get  their  standard  revenue.  With  regard 
to  the  interest  paid  out  to  railway  companies,  to 
financial  concerns  such  as  banks,  insurance  com- 
panies, and  so  forth,  and  certainly,  of  course,  that 
paid  to  the  Government,  does  not  seem  to  me  to 
affect  the  distribution  of  wealth  in  the  country  as 
between  rich  and  poor. 

2503.  Sir  Alan  Anderson : It  is  only  a distribution 
of  a part  of  the  wealth  ? — Well,  it  does  not  affect  the 
distribution  of  wealth  as  between  individuals. 

2504.  I do  not  quite  see  what  you  can  hope  to  get 
from  analysing  the  holding  of  the  National  Debt, 
or  what  practical  effect  there  would  be  unless  someone 
said:  “Let  us  confiscate  the  National  Debt,  because 
it  creates  drones  ”? — I was  struck  by  the  fact  that 
a comparatively  small  proportion  of  this  interest 
payment  is  made  to  people  who  might  be  called 
drones.  My  point  was  this,  that  by  paying  interest 
to  the  Tailway  companies,  to  the  banks,  or  paying 
out  of  one  pocket  into  the  other,  as  it  does,  in  leases 
on  the  Treasury  Note  Reserve,  and  in  other  cases, 
the  Government  is  not  creating  or  maintaining 
drones. 

2505.  I am  not  sure  that  even  that  clears  the 
drones,  because  there  may  be  drones  whose  fathers 
made  their  wealth  by  making  bad  shells,  or  some- 
thing, and  they  have  now  got  their  wealth  in  some- 
thing else  that  is  not  National  Debt.  They  would 
be  drones  just  the  same  as  if  they  were  getting 
interest  on  the  National  Debt;  they  have  peddled  off 
the  National  Debt  to  someone  else? — I quite  agree  it 
does  not  settle  the  question  whether  there  is  a larger 
proportion  of  drones  or  not,  but  it  does  bear  on  the 
point  whether  the  existence  of  the  National  Debt 
is  a means  of  maintaining  a much  higher  proportion 
of  drones  than  used  to  be  the  case  before  the  War; 
perhaps  it  does,  but  I do  not  think  it  does  to  the 
same  extent  as  is  quite  commonly  supposed. 

2506.  Mr.  Bell : Do  you  mean  that  all  private 

persons  holding  debt  are  drones? — I am  very  careful 
to  put  it  in  inverted  commas. 

2507.  How  .do  you  differentiate  between  the  man 
who  is  working  and  also  holding  War  Loan,  and  the 
man  who  does  not  work  but  holds  War  Loan?  Is  it 
not  quite  impossible? — Of  course,  but  there  comes  a 
point  where  the  inducement  to  work  is  less  if  you  can 
live  on  your  War  Loan. 

2508.  It  depends  how  much  you  have  got? — 
Exactly. 

2509.  Sir  Alan  Anderson : There  is  no  difference 
in  the  point  of  view  of  the  community  between  the 
drone  who  sucks  his  honey  out  of  railway  dividends 
and  the  drone  who  sucks  it  from  War  Loan? — No.  I 
may  put  it  in  this  way,  perhaps  : the  existence  of  the 
National  Debt  has  added  some  £7,000,000,000  to  the 
volume  of  interest-bearing  securities.  The  others 
were  there  before;  they  are  still  there,  and  perhaps 
they  are  increasing;  but  there  is  an  enormous  addi- 
tion to  the  volume  of  securities.  Has  that  pro- 
duced an  enormous  increase  in  the  number  of  drones 
or  semi-drones? 

2510.  Would  it  not  be  fairer  to  say  that  the  spend- 
ing of  this  vast  sum  of  money  on  shells  and  ships, 
and  one  thing  and  another,  has  distributed  great 
profits  to  a large  number  of  people  and  their  de- 
scendants?— I would  like  to  put  it  in  this  way,  that 
the  National  Debt  has  added  a substantial  amount 


to  the  amount  of  stock  which  is  privately  held  but 
nothing  like  the  total  debt,  because  so  much  of  it  is 
used  in  these  other  ways;  that  is  really  what  I want 
to  show  by  my  table. 

2511.  Mr.  Lees-Smith:  I want  to  be  clear  about 
this  : What  is  the  distinction  between  debt  paid  to 
a private  individual  and  debt  paid  to  a banker  which 
will  then  go,  I presume,  to  the  shareholders  of  the 
bank?  What  is  the  actual  distinction  in  the  effect 
on  the  distribution  of  wealth,  which  I think  you  are 
trying  to  bring  out? — The  interest  which  a bank 
receives  on  its  investment  is  not  all  net  profit  avail- 
able to  the  shareholders;  it  goes  on  to  profit 
and  loss  account.  It  is  only  part  of  it  that  is 
paid  as  dividend  on  its  shares.  The  fact  that  the 
banks  hold  £750,000,000  does  not  mean  that  interest 
on  that  amount  is  straight  away  distributed  to  the 
shareholders. 

2512.  Mr.  Bell:  I should  have  said  substantially  it 
was? — That  the  whole  increase  in  securities  has  gone 
to  them? 

2513.  Substantially  the  interest  arising  therefrom? 
— All  gone  in  increased  dividend  distribution? 

2514.  Substantially  in  distribution — not  neces- 
sarily increased,  but  in  the  distribution? — But  you 
have  to  compare  the  distribution  with  what  is  was 
before  the  War. 

2515.  Yes,  I agree?— Are  the  dividends  paid  by  the 
banks  so  much  larger?  It  amounts  to  something  like 
£40,000,000. 

2516.  No,  but  they  are  paying  interest  for  the 
money  which  they  invest  in  the  War  Loan;  they  do 
not  pocket  that  money.  It  is  only  the  margin  that 
accrues  to  them;  it  is  not  the  whole  of  the  amount 
that  they  receive.  It  is  just  as  much  working 
capital  for  them  as  a loan  to  a grocer  ? — Exactly ; 
that  is  what  I am  saying. 

2517.  Chairman : That  is  your  point,  I think. 

Supposing  you  borrow  £50,000,000  and  pay.  2 per 
cent,  or  2J  per  cent,  for  that  and  invest  it  in  War 
Loan,  there  would  be  a margin  of  2J  per  cent. 

Mr.  Bell : Not  after  paying  Income  Tax. 

Chairman : No,  not  after  paying  Income  Tax,  but 
Mr.  Layton  say®  that  not  all  the  interest  on  the 
£750,000,000  will  be  distributed;  that  is  the  point,  as 
I understand  it? — That  is  certainly  so.  If  a 
depositor  deposits  money  and  you  invest  that  in 
Government  securities,  you  have  to  pay  the  depositor 
interest,  you  have  to  pay  the  cost  of  running  the 
bank,  and  the  investment  has  to  yield  enough  to 
cover  that  cost  .and  the  interest  to  the  shareholders. 

2518.  Mr.  Bell:  That  is  perfectly  true,  but  the 
investment  is  not  differentiated  from  the  payment 
for  use  of  the  money? — Certainly  not;  I do  not 
differentiate  it  in  any  way. 

2519.  Therefore,  substantially  the  whole  of  it  comes 
back  to  the  shareholders ? — I do  not  think  so. 

Chairman:  His  point  is  that,  very  largely,  it  does 
not  come  back. 

2520.  Sir  Alan  Anderson : A practical  application 
of  the  analysis  would  come  in,  if  one  had  to  consider 
a capital  levy? — Yes. 

2521.  That  is  really  the  value  of  the  analysis  as  to 
the  way  in  Which  the  loan  is  held,  or  at  least  an 

■ important  part  of  its  value? — Yes,  it  has  a bearing 
on  that  question  undoubtedly. 

2522.  Sir  Alan  Anderson : Is  not  the  Capital  Levy 
directed  solely  to  holders  of  permanent  debt? 

Mr.  Lees-Smith : The  assumption  is  that  the 

National  Debt  is  very  largely  held  by  private  per- 
sons, and  would  yield  a large  sum  of  money  by  a 
Capital  Levy,  but  if  a very  large  amount  is  held  by 
Government  Departments  and  Trustee  Savings  Banks, 
and  so  on,  it  would  not  have  that  effect;  there  would 
be  no  new  money  P — II  did  not  raise  it  in  that  connec- 
tion because  I understood  the  Committee  had  not  yet 
got  to  the  point  of  discussing  the  Capital  Levy. 

Then  I refer  to  pensions  and  other  items  in  the 
same  way;  I have  not  examined  them  in  detail. 
That  brings  me  to  the  table  in  paragraph  9 (vi)  which 
I have  already  referred  to,  showing  what  the  per- 
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centage  of  expenditure  for  various  purposes  is  rela- 
tively to  the  national  income.  Then  I have  gone  on 
to  consider  the  methods  of  collection. 

2523.  Sir  Alan-  Anderson-.  The  general  effect  of 
that  table  is  to  show  that  there  has  not  been  any 
great  difference  as  a whole? — No.  It  shows  that,  as 
compared  with  100  years  ago,  these  items  of  debt,  and 
so  forth,  are  about  the  same  in  relation  to  the 
national  income,  but  there  is  an  increase  from  14| 
per  cent,  to  19J  per  cent,  in  the  total,  very  largely 
the  result  of  the  increase  in  expenditure  on  other 
services  which  I have  noted.  You  will  notice  that 
the  19J  per  cent,  is  higher  than  the  percentage  I have 
previously  spoken  of — which  relates  to  tax  revenue. 
The  present  figure  relates  to  expenditure,  some  of 
which  is  met,  of  course,  out  of  other  sources  of 
revenue. 

Then  I go  on  to  deal  with  indirect  taxes; 
I have  suggested  that  there  has  not  been  any 
reduction  in  the  standard  of  living  of  the  wage- 
earner.  I cannot  find  any  evidence  that  suggests 
that  there  has  been,  and  I think  it  would  be  found, 
if  you  took  the  working-classes  as  a whole,  that  the 
consumption  has  probably  gone  up  in  proportion 
to  population.  In  other  words,  the  reduction  in  the 
national  income  has  not  impinged  upon  the  con- 
sumption of  that  class.  It  is  very  difficult  to  get 
figures  about  it.  Apart  from  the  index  numbers  of 
rates  of  wages  and  cost  of  living  which  support  my 
conclusion  for  individual  workers  in  employment,  1 
have  only  given  the  consumption  of  tea  per  head, 
and  made  some  general  observations.  But  I think 
it  would  be  within  the  observation  of  most  people 
that,  substantially,  there  lias  certainly  not  been  a 
reduction  in  the  standard  of  living  of  the  working- 
classes. 

2524.  Except  in  alcoholic  liquors? — Except  in 
alcoholic  liquors — which  may  be  of  considerable 
importance. 

2525.  You  do  not  go  further  than  that  and  say 
that  there  has  been  an  increase? — Well,  I think 
myself  there  has  been,  and  I think  the  improvement 
has  taken  place  partly  in  this  way,  that  the  quality 
of  what  the  mass  of  people  can  purchase  with  the 
margin  of  their  income  over  what  they  have  to 
spend  on  food,  necessaries,  and  house  room,  has  very 
greatly  improved.  There  are  all  sorts  of  things  that 
have  been  brought  within  their  reach — things  for 
which  you  cannot  point  to  any  index  number  of 
retail  prices,  or  anything  of  the  kind.  The  cinema 
obviously  does  not  come  into  the  retail  index 
number,  nor  do  things  like  wireless,  which  come 
within  the  purchasing  power  of  many  wage  earners ; 
and,  apparently,  instead  of  spending  some  of  this 
surplus  on  alcoholic  liquors,  they  are  consuming  more 
of  these  things. 

2526.  Or  motor  chars-a-bancs? — Motor  chars-a- 
bancs,  motor  cycles,  and  so  forth.  So  I think  the 
content  of  what  the  worker’s  wage  does  buy  has 
changed  a great  deal,  and  changed  to  his  advantage  a 
great  deal  as  compared  with  pre-war  conditions. 

2527.  Mr.  Lees-Smith-.  In  that  estimate,  are  you 
taking  into  account  the  worker  who  is  out  of  work, 
or  are  you  merely  taking  into  account  in  your  esti- 
mate the  amount  of  wages  of  those  in  work? — I think 
it  does  take  into  account  the  worker  who  is  out  of 
work,  because  in  the  main  the  worker  who  is  out  of 
work  is  at  all  events  provided  with  a certain  income 
to  spend  which  was  very  often  not  the  case  before 
the  War.  Certainly  the  available  income  for  expen- 
diture of  the  unemployed  worker  was  much  more 
precarious  before  workers  were  all  covered  by 
insurance. 

2528.  There  are  many  more  of  them? — Yes,  but 
there  are  not  so  many  more  of  them  as  is  sometimes 
thought. 

2529.  About  half  a million  more? — Less  than  half 
a million  more;  a good  deal  less  at  the  present 
moment. 

2530.  But  actually  did  the  estimates  which  you 
have  given  us  here  take  into  account  any  provision 


for  the  fact  of  this  extra  number  of  men  out  of 
work  ? — You  have  to  look  at  it  in  this  way  : the  man 
who  is  out  of  work  is  getting  his  food  and  his  rent  and 
his  clothes;  he  is  probably  not  getting  any  margin; 
but  the  others  are  getting  a larger  margin  than 
before  the  War;  and  on  balance  the  total  available 
for  expenditure  by  the  working  classes,  I think,  is 
substantially  more,  or,  at  all  events,  goes  further 
on  the  whole.  Otherwise  you  would  expect  to  find 
the  figures  of  consumption  about  the  same — the 
expenditure  of  those  who  are  in  work  being  balanced 
by  the  lack  of  expenditure  of  those  who  are  out  of 
work,  and  I do  not  think  that  is  the  result  of 
observation. 

2531.  Can  you  take  this  a bit  further?  Can  you 
break  up,  say,  the  income  tax-paying  class  into  sec- 
tions in  any  way  and  tell  us  which  of  them  is  bearing 
the  loss  which  must  come  from  the  fact  that  the 
average  income  per  head  is  lower?— I am  coming 

• to  that  at  the  very  end ; really  it  is  the  question 
of  what  is  happening  to  savings,  is  it  not? 

2532.  Of  course,  we  know  that  the  persons  living 
on  fixed  incomes  are  bearing  the  loss? — Yes. 

2533.  But  can  you  differentiate  further  and  say 
the  professional  class  as  distinct  from  the  manufac- 
turing class,  or  commercial  class;  are  there  any 

estimates  which  take  us  any  further  than  that? 

I have  not  attempted  to  make  any  estimates,  and  I 
am  not  sure  whether  estimates  are  possible.  One  can 
only  argue  on  general  observation  and  on  theoretical 
grounds. 

2534.  Could  you  on  those  grounds  give  any  indica- 
tion as  to  how  the  loss  is  being  shared  out  between 
different  classes  of  taxpayers? — No,  I should  not 
attempt  to  give  a quantitative  figure.  I know,  and 
we  all  know,  that  people  who  are  accustomed  to  live 
upon  a fixed  income,  who  had  a fixed  income  before 
the  War,  are  worse  off;  everyone  must  know  cases 
where  that  is  the  fact.  We  all  know  that  a person 
who  is  receiving  rent  is  worse  off;  his  income  has 
liot  gone  up  m proportion  to  prices.  We  all  know 
that  people  whose  incomes  from,  say,  railway  securi- 
ties, are  worse  off,  since  dividends  remain  the  same. 
But  as  to  who  they  are,  and  how  many  of  them  there 
■aie,  I would  not  attempt  to  guess,  and  I do  not  know 
of  any  means  of  doing  so.  All  that  one  can  say  is 
that  there  is  a section,  mainly  of  the  Income  Tax 
paying  class,  who  quite  clearly  are  worse  off,  and  I 
think  the  loss  of  the  national  inoome  is  attributable 
partly  to  the  loss  of  a particular  section,  of  which  I 
do  not  attempt  to  estimate  the  size,  of  the  Income 
Tax  paying  class,  and  partly  to  the  fact  that  there 
is  less  saving ; that,  I think,  .is  the  way  that  we  have 
to  account  for  the  insuflmient  increase  of  the  national 
income. 

2535.  An  argument  that  has  been  put  before  us 
is  that,  if  there  is  less  saving,  it  is  the  working  classes 
who  are  going  to  suffer  in  the  long  run,  and  there- 
fore direct  taxation  is  very  harmful,  but  you  have 
lather  indicated  to  us  that  there  has  been  less 
saving,  and  yet  the  working  classes  have  become 
better  off? — I was  coming  to  that,  but  I will  take 
that  point  now,  if  you  like.  The  conclusion  of  this 
paper  is  that  saving  is  going  on;  that  there  is  a 
margin  or  production  over  consumption,  but  that, 
estimated  in  real  values  as  distinct  from  nominal 
values,  it  is  not  so  large  as  before  the  War.  To 
some  extent  it  is  of  a different  kind  from  the  saving 
that  went  on  before  the  War. 

2536.  Mrs.  W ootton : Is  that  a slowing  down  of 
the  rate  absolutely,  or  a slowing  down  per  head? — 
It  is  total  savings.  Per  head  the  difference  would 
be  still  more  marked;  but  I am  speaking  of  the 
total.  The  total  has  increased,  but  not  in  propor- 
tion to  prices.  I know  of  no  exact  criterion  as  to 
how  fast  the  national  savings  ought  to  increase,  and 
I do  not  know  that  it  is  essential  that  we  should 
increase  the  rate  sufficiently  to  save  the  same  pro- 
portion of  the  national  income  as  we  did  before  the 
War;  it  does  not  necessarily  follow  at  all.  We 
saved  something  like  15  per  cent,  of  the  national 
income;  that  was  added  to  the  nation’s  capital 
during  the  years  immediately  preceding  the  War. 
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But  it  does  not  follow  that,  if  we  only  save,  say, 
8 per  cent.,  we  shall  not  be  getting  along  very  well. 
Some  of  that  increase  before  the  War  was  being 
added  to  our  foreign  investments  which  we  were  not 
bringing  home  to  live  upon,  but  which  were  rolling 
up  at  compound  interest  abroad.  They  were  not 
contributing  to  the  national  well-being,  and  it  is 
not  quite  certain  that  they  were  contributing  in 
any  way  either  directly  or  indirectly  to  the  nation’s 
productive  apparatus;  in  any  case,  I do  not  know 
that  we  can  say  offhand  that  there  is  any  definite 
percentage  of  the  national  income  which  must  be 
saved  if  we  are  to  maintain  the  standard  of  living 
of  the  working  classes  and  maintain  in  our  com- 
petitive position  in  the  world  as  a whole.  I cannot 
tell  you  at  what  rate  capital  is  increasing  in  the 
world  as  a whole,  or  at  what  rate  we  ought  to 
increase  our  particular  industrial  equipment  to  keep 
pace  with  it.  The  argument  that  we  have  got  to 
save  at  the  same  rate  as  before  the  War  assumes 
that  if  we  do  not  do  that  we  shall  drop  behind,  and 
our  standard  of  living  will  fall.  I am  not  at  ali 
clear  that  that  argument  is  necessarily  a sound  one. 

2537.  Mr.  Lees-Smith  : The  argument  may  be  that 
we  shall  not  advance  our  standard  of  living  as 
rapidly  as  before  the  War? — That  may  be  so. 

2538.  Sir  Alan  Anderson  : What  you  do  find,  look- 
ing at  facts  as  they  are  now,  is  that  we  are  paying 
our  way  and  putting  something  aside  for  savings, 
and  the  working  classes  are  at  least  as  well  off,  even 
allowing  for  unemployment,  and  probably  are  rather 
better  off  than  they  were  before? — That  is  right. 

2539.  And  that  includes,  in  your  view,  the 
shortage  of  hours — the  fact  that  they  work  less 
hours? — Yes. 

2540.  I think  it  is  rather  going  back  to  the  begin- 
ning of  your  paper,  but  I do  not  think  you  told  us 
this  : Do  you  find  in  balancing  up  the  reducing  of  the 
hours  against  the  improvement  in  machinery  whether 
the  sum  of  those  two  things  is  producing  more  per 
man  or  less  per  man? — I have  taken  it  that  we  are 
producing  approximately  the  same  per  man  in  my 
95  per  cent. ; I say  that  I do  not  think  that  is  high 
enough. 

2541.  You  think  we  are  probably  producing  a little 
more  per  man? — Yes.  I think  that  any  case  that 
you  may  pick  out,  in  which  you  compare  the  output 
per  man-hour,  takes  for  granted  that  there  is  a 
similarity  of  comparison  in  other  factors;  but  pro- 
gress consists  in  the  fact  that  processes  change,  and 
it  is  in  the  changed  processes  that  we  get  the  greatest 
improvement,  and  there  you  cannot  get  any  compara- 
tive estimate  of  man-hour  production. 

2542.  I was  seeing  a multiple  punch  yesterday 
where  two  men  are  now  doing  four  times  the  work 
eight  men  used  to  do? — Yes;  that  is  the  type  of  case 
which  I have  not  got  here.  My  cases  are  those 
where,  broadly,  the  workers  are  doing  the  same  sort 
of  work,  in  similar  processes  but  usually  with  im- 
proved plant,  and  generally  with  improved 
organisation. 

2543.  Professor  Hall : The  man-hour  output  com- 
parison is  not  necessarily  the  same  as  the  man-year 
output  comparison.  The  reduction  in  the  number  of 
hours'  worked  per  week  may  affect  the  comparison  ? 
Yes,  but  my  attempt  has  been  to  give  reasons  for 
thinking  that  there  has  been  an  improvement  in  the 
man-hour  output  equivalent  to  the  reduction  of  hours, 
and  therefore  that  the  man-weekly  production  is  as 
big  as  it  was. 

I think  I am  now  at  paragraph  11.  I have  turned 
aside  into  theory  at  that  stage  and  have  shortly  set 
out  the  argument  as  to  the  effect  of  direct  taxation 
on  economic  action,  on  profits,  prices  and  output.  I 
have  not  developed  that  fully,  as  I assumed  that  the 
Committee  has  had  that  matter  put  before  them  and 
discussed  at  very  great  length  by  other  witnesses.  I 
think  I put  something  like  the  orthodox  view  here— 
the  orthodox  economic  view,  not  the  universal  view 
amongst  business  people — that  on  the  whole  a tax  on 
income  ought  not  to  affect  economic  action  for  the 
reason  stated,  viz.,  that  prices  and  the  amount  of 
production  are  determined  by  the  cost  of  output  at 


the  margin  where  no  profit  is  made,  that  the  Income 
Tax  is  a tax  on  the  surplus,  and  that  production  will 
continue  under  competition  to  the  point  where  profit 
stops.  But  this  theory  has  to  be  qualified  in  im- 
portant respects.  It  is  not  quite  certain  that  people 
act  so  exactly  according  to  the  laws  of  economic 
theory,  or  that  competition  works  quite  in  that  way. 
It  is  suggested,  and  I think  there  is  something  in  it, 
that  people  are  actuated  by  an  idea  of  a conventional 
rate  of  profit— what  they  think  is  the  proper  rate  of 
profit.  One  is  always  being  told  that  people  will  not 
do  this,  that,  or  the  other,  because  taxation  is  now 
such  that  the  net  profit  is  much  lower  than  it  used 
to  be,  and  it  is  not  worth  it;  in  other  words,  there  is 
some  relation  between  a certain  rate  of  profit  and 
the  effort  that  people  think  is  worth  making,  or  the 
risk  that  they  think  it  is  worth  undertaking,  and  so 
forth. 

2544.  Mr.  Hichens  : Do  you  attach  any  importance 
to  that  view  at  all? — Very  little.  I think  the 
economic  theory  is  substantially  correct,  that  in  fact 
a tax  on  income  does  not  appreciably  affect  actual 
action.  . 

2545.  Sir  Alan  Anderson:  Except  by  reducing  the 
reserves  and  weakening  the  country? — Of  course,  I 
am  coming  to  this  later;  there  are  other  reactions. 

2546.  Mr.  Bell:  Would  you  say  that  your  account 
was  true  of  the  tradesmen?  I know  cases  where 
they  do  make  an  adjustment  in  price;  they  keep 
prices  high,  so  that,  after  the  Income  Tax  is  taken 
into  consideration,  the  remaining  income  will  be 
what  they  consider  they  ought  to  have  for  education, 
living  and  the  rest.  Is  it  not  a very  human  and 
natural  thing  that  a man  should  consider  the  net 
result  of  what  he  is  going  to  get,  and  take  into 
account  all  the  factors,  including  the  Income  Tax? 
— Yes,  but  is  it  not  a strong  argument  that  if  he 
could  have  got  more  profit  before  he  would  have 
done  so? 

2547.  I agree,  but  that  does  not  seem  to  me  to 
touch  the  point.  He  has  been  accustomed  of  late 
years  to  have  a certain  resultant  income,  and  he  has 
altered  his  life  and  that  of  his  children  and  depen- 
dents accordingly,  in  housing  and  all  the  rest  of  it. 
and  he  is  always  seeking  to  keep  that  up. — And 
therefore  he  seeks  to  charge  higher  prices? 

2548.  Yes? — My  difficulty  is  this:  Wiry  did  he  not 
try  to  get  those  higher  prices  before,  if  they  were 
within  his  reach? 

2549.  Because  he  would  not  then  be  educated  to 
the  higher  standard  which  he  now  thinks  he  ought 
to  keep  up;  he  had  not  got  that  before  him. — You 
think  then  that  business  people  generally  are  subject 
to  the  same  motive  which  is  so  often  ascribed  to 
working  people,  that  they  have  a standard  of  living, 
and  when  they  have  attained  a certain  income  they 
do  not  bother  to  earn  any  more?  It  seems  to  me 
that  your  argument  is  that  the  same  applies  to  shop- 
keepers and  business  people  generally ; I should 
have  doubted  whether  that  was  the  case. 

2550.  I was  thinking  particularly  of  the  traders. 
It  is  the  experience  of  most  of  us  with  regard  to  the 
retail  charges,  which  I think  are  seriously  too  high 
— and  probably  that  is  behind  it— that  there  is  a 
very  close  ring  of  retailers  to  keep  up  prices. 

Sir  William  McLintoch  : Does  not  the  retailer  get 
the  same  margin  of  profit  that  he  always  had,  owing 
to  the  higher  prices  of  the  commodities  that  he 
sells  ? Take  a rough  and  ready  method  : a man  buys 
a suit  of  clothes;  the  trader  put  down  one-third  for 
the  material,  one-third  for  the  wages,  and  another 
one-third  he  adds  on  to  cover  his  working  charges 
and  his  profit.  Take  the  retail  drapery  establish- 
ments in  London;  they  all  work  on  a gross  profit 
of  a given  percentage,  but  they  are  working  with  a 
higher  priced  commodity,  and  by  the  time  they  have 
paid  their  tax  they  are  left  with  very  nearly  the 
same  net  profit  that  they  had  before? — Not  the  same 
real  profit.  Suppose  the  price  of  the  suit  is  doubled, 
and  his  ratio  of  profit  is,33J  per  cent.  We  will 
assume  for  simplicity  that  the  suit,  pre-war,  was 
£3  : his  profit  is  £1 ; the  suit  is  now  £6,  and  £2  is 
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profit.  "We  are  assuming  that  the  prices  have 
doubled.  He  now  pays  20  per  cent,  tax  or  25  per 
cent,  tax;  he  has  30s.  left  as  against,  perhaps, 
19s.  6d.  before.  He  is  not  as  well  off  as  he  was 
before. 

Sir  William  McLintoch  : I should  put  it  the  other 
wav.  He  takes  the  cost  of  material,  which  is  high, 
and  wages  which  are  high,  adds  the  two  together  and 
adds  on  50  per  cent.,  so  by  that  means  he  gets  a very 
substantial  balance  to  meet  his  working  expenses  and 

Ms  profit.  . 

2551.  Mr.  Eichens:  Your  view  is,  as  II  understand 
it,  that  the  price  must  ultimately  be  that  which  will 
attract  an  investor? — Yes. 

2552.  If  the  price  becomes  high  in  relation  to  the 
market  value  of  money,  then  people  will  go  into 
that  industry  and  in  time  will  bring  it  down?— Yes. 

2553.  If  it  is  low  nobody  will  go  in,  then  owing 
to  the  shortage  the  price  will  tend  to  rise?— Yes. 

2554.  That  would  be  the  governing  factor? — Yes. 

2555.  I dare  say  you  know  of  instances,  as  I do, 
of  people  who,  during  the  War,  protested  that  there 
was  no  incentive  to  work  unless  they  got  a profit  of 
10  per  cent,  on  the  turnover,  and  those  same  people 
are  working  to-day  much  harder  than  ever  they  did 
on  a loss  of  10  per  cent. ; one  comes  across  that,  does 
one  not? — Yes.  I think  really  it  might  be  put  in 
this  way,  that  what  the  critics  of  the  economic 
theory  suggest  is  the  assumption,  which  I believe  to 
be  wrong,  that  business  people,  manufacturers  and 
so  forth  are  in  the  position,  or  ever  have  been  in 
the  position,  to  vary  arbitrarily  the  rate  of  profit 
they  are  going  to  get  by  putting  up  their  prices  ; 
that  is  really  the  crux  of  the  whale  thing — the 
assumption  that  there  was  a margin,  and  always  has 
been  a margin,  within  which  prices  could  have  been 
adjusted,  and  my  own  opinion  is  that  though  there 
arc  undoubtedly  special  cases  where  that  may  have 
been  so,  it  is  not  substantially  true  of  the  economic 
field,  looked  at  as  a whole. 

2556.  Professor  Hall : In  the  first  part  of  para- 
graph 13,  what  you  say  about  the  monopolist  having 
already  exploited  his  position  to  the  utmost  is  the 
case  put  forward  by  Marshall? — Yes. 

2557.  He  is  getting  his  maximum  profit  and  by 
altering  his  output  he  cannot  increase  the  profit? — 
He  is  getting  a maximum  monopoly  revenue.  The 
point  at  which  he  gets  that  maximum  monopoly 
revenue  is  not  altered  by  the  fact  that  there  is  a 
tax  upon  it;  therefore,  if  the  argument  is  sound, 
he  cannot  raise  prices  and  get  it  back  from  the 
consumer. 

2558.  I should  like  to  put  something  on  this  point 
before  you.  The  price  that  an  individual  can  obtain 
depends  on  the  prices  asked  by  his  competitors? — 
Yes. 

2559.  Assume  they  are  all  of  them  influenced  in 
the  manner  suggested  by  Mr.  Bell,  and  all  raise  their 
prices  because  they  have  extra  taxes  to  bear.  Would 
they  not  in  that  case  be  likely  to  pass  on  the  taxation 
to  the  consumer  by  obtaining  higher  prices  ? — In  other 
words,  what  was  before  a competitive  industry, 
because  the  tax  is  put  on,  becomes  a monopolistic 
one,  or  subject  to  a monopolistic  ring. 

2560.  Hardly  that,  but  the  competition  is  on  a 
higher  level,  because  they  have  all  added  their  tax 
to  the  price  they  ask.  There  may  be  a reduction  in 
the  demand  as  the  result  of  prices  rising,  but  in 
general  they  will  be  selling  the  same  quantity  of 
goods  and  at  a higher  price,  because  they  are  all 
acting  alike? — No.  In  theory,  at  all  events,  that  is 
not  quite  sound.  Supposing  there  are  four  com- 
peting firms,  A,  B,  O and  £>,  and  a tax  is  put  on. 
In  no  trade  is  it  true  that  A,  B,  C,  and  D will  be 
making  all  the  same  profit;  therefore  the  Income 
Tax  that  D will  put  on  will  be  quite  different  from 
the  Income  Tax  that  A will  put  on.  Assuming  that 
they  were  going  to  add  their  Income  Tax,  you  would 
get  a series  of  different  levels.  Let  us  assume  for 
the  moment  that  D pays  the  lowest  tax;  he  is  only 
just  on  his  legs — just  keeping  his  head  above  water. 
He  adds  a small  tax  to  his  costs.  The  others  will 
certainly  not  add  more  than  that  tax,  otherwise  he 


will  get  their  trade,  wMch  is  exactly  what  he  wants  to 
do.  The  economic  theory  goes  further  than  that, 
and  it  says  that  in  fact  production  goes  to  the  poinc 
where  there  is  no  profit. 

2561.  That  assumes,  of  course,  that  j'ou  have 
differential  rates  of  profit  from  zero  to  the  maximum  ? 
— Yes. 

2562.  But  that  is  not  necessarily  the  case,  is  it? 

1 should  have  thought  substantially  it  was  true  in 
competitive  industry. 

2563.  Within  the  limits  of  the  shopkeepers  avail- 
able to  the  particular  consumer,  you  may  find  some- 
thing like  a general  level  of  profits,  but  not  the  wide 
variation  that  economic  theory  assumes? — Well,  it 
is  quite  true  that  there  is  not  perfect  competition  all 
over  the  economic  field,  but  it  is  my  impression  as 
I said  in  answer  to  a previous  question,  that  it  is 
sufficient  in  effect  to  make  the  economic  theory  sub- 
stantially  valid. 

2564.  Mr.  Lees-Smith : Incidentally,  I think  you 
have  got  on  to  another  point.  You  have  got  on  to 
the  question  of  the  effect  the  Income  Tax  has  upon 
industry  and  enterprise  amongst  business  men? — Yes. 

2565.  You  hold  that  the  doctrine  that  the  Income 
Tax  diminishes  the  enterprise  and  industry  and 
working  will  of  the  business  community  has  got 
really  very  little  foundation? — Yes. 

2256.  Is  that  the  trend  of  your  argument? — Yes; 
1 hold  it  has  very  little  foundation.  To  some  slight 
extent  1 believe  people  do  refrain  from  taking 
economic  action,  because  they  do;  not  think  the  profit 
is  good  enough. 

2567.  Mr.  Bell:  Do  you  not  think  every  business 
man  ought  to  do  that? — I only  know  personally  two 
or  three  cases  of  people  who  said  that  taxation  was 
so  enormous  that  it  was  not  worth  while  going  down 
to  the  office  in  the  morning;  they  did  not  get  enough 
out  of  it;  but  they  are  all  still  in  business. 

2568.  Mr.  Lees-Smith : The  argument  previously 

put  before  us  has  turned  not  so  much  on  the  readiness 
to  work  so  many  hours  a day,  as  on  the  readiness 
to  take  risks.  It  has  been  put  to  us  that  a business 
man  says  : “ Why  should  I take  a risk?  If  I lose, 
I bear  the  whole  brunt  of  it,  and  if  I gain,  the 
Government  takes  lCs.  Under  those  circumstances 
I will  not  go  into  these  very  speculative  enter- 
prises.”— I think  there  is  something  in  that.  I 
think  it  may  be  true  that  taxation  may  affect  the 
extent  to  which  people  will  take  big  risks,  because 
the  net  return  as  between  a speculative  enterprise 
and  a non-speculative  enterprise  is  not  sufficiently 
different.  I think  that  the  person  who  takes  a ready 
big  risk  is  looking  to  the  number  of  years  in  which 
he  wants  hie  money  back  rather  than  looking  at  it 
as  an  investment.  If  a man  is  only  going  to  get 
7 per  cent,  for  a comparatively  risky  enterprise,  it 
may  be  looked  at  simply  from  another  point  of  view. 
He  has  got  to  have  his  money  locked  up  in  that 
speculative  enterprise  for  a much  longer  period, 
because  after  all  the  high  rate  of  profit  on  speculative 
investments  is,  to  a considerable  extent,  a premium 
for  amortisation.  It  has  a relation  to  the  number 
of  years  in  which  you  can  get  your  money  back,  and 
I think  it  is  quite  possible  that  the  premium  is 
unduly  reduced  now,  and  that  it  has  some  effect  in 
deterring  people  from  taking  big  risks. 

2569.  Sir  Alan  Anderson : The  contrary  argument 
was  put  to  me  by  a stockbroker  the  other  day,  that 
the  Whole  inducement  of  taxation  now  was  to  get 
Super-tax  payers  to  buy  things  that  were  down  away 
below  par — speculative  things — in  the  hope  of  a rise. 
That  is  what  he  found  his  clients  were  looking  out 
for ; they  were  all  out  for  a speculation  of  that  kind  ? 
— Well,  I would  not  like  to  say  really  how  the  balance 
works  out.  These  opposite  motives  are  all  in 
operation. 

I then  mention  a point — it  is  not  of  very  great 
importance,  but  it  is  a side  light — that,  when  the 
Government  considered  what  was  a fair  price  to  give 
to  the  shareholders  of  railways,  it  did  not  take  into 
account  net  return  at  all;  it  took  gross  return  as  its 
standard.  It  said:  “If  we  give  the  same  income 
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gross  they  have  nothing  to  grumble  at,”  regardless 
of  the  fact  that  they  were  taking  anything  up  to 
30  per  cent,  or  40  per  cent,  back  in  taxation. 

Then  I have  given  some  figures  from  the  estimates 
which  were  made  from  time  to  time  in  “ The 
Economist  ” of  the  profits  of  public  companies,  to  see 
if  one  could  trace  any  general  increase  in  the  rate 
of  profit  which  might  tend  to  support  the  view  that 
what  is  aimed  at  is  the  same  net  rate  of  profit  as 
before  the  War.  I have  given  the  figures  as  being 
the  only  ones  available;  but  they  are  inconclusive 
on  this  point.  The  dividend  on  ordinary  capital  is 
the  most  significant  figure;  the  rate  of  profit  on 
ordinary  capital  before  the  War  was  8'1  per.  cent, 
and  it  is  now  10-2  per  cent.  Taxation  would  bring 
that  figure  below  tfie  1913  figure,  which  means  that 
industry  is  in  fact  getting  a lower  net  profit  than 
before  the  War. 

2570.  Still,  it  is  not  to  be  despised? — No,  it  is  not. 
The  net  return  on  preference  capital  is  substan- 
tially less  than  before  the  War,  which  is,  of  course, 
not  surprising. 

Then  I come  on  to  the  second  point,  the  rate  of 
saving.  There  I have  given  two  or  three  sets  of 
figures.  The  first  is  tfie  premium  income  of  in- 
surance companies,  which  is  mainly  saving.  It  is 
true  that  you  should  deduct  from  the  premium 
income  of  insurance  companies  something  in  respect 
of  the  claims  paid ; but  I think  the  deduction  is  only  . 
a small  one,  'because  when  the  heirs  of  a person 
who  dies  receive  the  insurance  premium  they  treat 
it  as  capital  as  a rule ; at  least,  I think  it  may  be 
assumed  so.  There  are  certain  exceptions  to  that; 
the  figures  include  among  industrial  assurances 
premiums  for  the  payment  of  funeral  expenses,  and 
the  general  group  includes  premiums  of  insurance 
against  Death  Duties — all  cases  in  which  the  pay- 
ment made  by  the  insurance  company  represents 
something  that  is  consumed,  and  does  not  represent 
a net  addition  to  capital.  But  for  the  most  part 
those  insurance  premiums  represent  a certain  type 
of  saving — and  it  shows  an  increase  which  is  about 
equal  to  the  increase  in  the  level  of  prices.  But  I 
do  not  think  we  can  draw  too  rigid  conclusions  from 
that,  because  it  may  be,  and  I think  it  probably  is, 
the  fact  that  the  habit  of  life  assurance  is  increasing, 
and  that  one  might  have  expected  to  find  an  in- 
creasing proportion  of  the  savings  of  the  nation 
going  into  life  assurance,  and  therefore  we  cannot 
take  it  for  granted  that,  because  that  form  of 
saving  has  increased  at  the  proper  rate,  the  total 
savings  have  increased,  or  even  that  the  whole 
savings  of  the  class  that  put  their  money  into  life 
assurance  premiums  have  increased  at  the  proper 
rate. 

Then  I have  given  the  figures  of  new  issues. 
These,  except  for  the  abnormal  year  1920,  are  very 
much  at  about  the  same  level  as  before  the  War. 

2571.  Chairman : Have  you  included  the  Govern- 
ment guaranteed  issues  in  these? — Those  are  included 
in  the  figures,  but  there  are  not  many  of  them.  You 
mean  loans  under  the  Trade  Facilities  Act? 

2572.  Yes,  and  the  money  borrowed  by  railways 
and  other  undertakings  under  guarantees? — I do  not 
think  there  are  any  Government  guarantees  for  rail- 
way borrowings,  are  there? 

2573.  Oh,  yes;  the  Underground? — There  was  one  - 
on  the  Underground  and  for  South  Eastern  electrifica- 
tion ; but  I was  thinking  more  of  the  main  lines. 

I would  like  to  say  that  a deduction  really  should  be 
made  from  these  new  issue  figures,  because  during 
the  five  years  since  the  War  the  National  Debt  lias 
been  reduced.  As  I point  out,  there  has  been  a 
certain  amount  of  repayment  of  capital  on  the  Gov- 
ernment debt  which  was  available  for  investment  in 
these  issues  without  involving  new  savings.  The  net 
budget  surplus  since  the  War  is  about  £100,000,000. 
Of  course,  in  the  last  two  or  three  years  it  is  much 
more  than  that;  but,  on  the  other  hand,  in  1919  and 
1920  the  Government  was  spending  far  more  than 
it  was  receiving.  But  on  balance  about 

£100,000,000  has  been  paid  back  to  the  public. 


Therefore,  we  come  to  this  conclusion,  that  the  new 
issues  are  about  equal,  or  slightly  in  excess  of  the 
new  issues  before  the  War.  £100,000,000  of  that 
has  been  found  by  taxation,  which  means  that  on  the 
whole  the  amount  of  money  voluntarily  saved  and 
put  into  new  issues  is  slightly  less  than  before  the 
War.  That  is  much  too  little.  If  we  wore  main- 
taining our  rate  of  saving,  those  new  issues  would 
amount  to  something  like  75  per  cent,  above  the 
pre-war  level. 

2574.  Sir  Alan  Anderson : That  may  mean  that 
there  is  not  the  demand  for  new  companies? — Well, 
1 think  the  demand  would  be  there  if  there  was  a 
big  surplus  of  capital  seeking  investment.  That 
surplus  would  show  itself  in  a lower  rate  of  intei'est 
at  which  you  could  float  new  issues;  I am  fairly 
satisfied  that,  if  the  rate  had  been  considerably 
lower  than  it  has  been  in  the  last  three  or  four 
years,  the  new  issues  would  have  been  forthcoming. 
The  third  source  of  saving  is  taken  from  the  company 
reports  which  we  analyse  in  “ The  Economist  ” — 
namely,  the  sums  added  to  the  reserves  of  public 
companies.  There,  again,  so  far  as  the  analysis  is 
a sound  one,  the  proportion  of  profits  set  aside  to 
reserve  remains  about  the  same.  The  companies 
concerned  are  still  building  up  their  reserves  at 
about  the  same  rate  as  before.  My  general  con- 
clusion, therefore,  is  that  while  the  life  assurance 
premiums  and  the  amount  saved  by  public  companies 
have  increased  in  proportion  to  prices,  the  new 
issues  have  not  increased  at  all;  clearly,  therefore, 
the  total  saving  has  not  increased  in  proportion  to 
the  rise  of  prices,  or  anything  like  in  proportion 
to  the  rise  of  prices.  I would  not  like  to  attempt 
to  give  a figure  as  to  how  much  it  has  increased; 
it  has  increased  in  total  obviously,  but  not  enough. 

2575.  Mr.  Lees-Smith : You  can  give  us  no  esti- 
mate of  what  we  were  saving  pre-war  and  at  present? 
— No,  I should  not  like  to  do  that.  These  three  are 
only  pointers.  To  continue,  clearly  if  there  is  a 
reduced  rate  of  saving,  that  will  raise  the  rate  of 
interest  and  will  react  on  prices  and  production; 
to  that  extent  it  is  not  true  to  say  that  heavy 
taxation,  if  it  prevents  saving,  has  no  effect  on 
production.  It  may  affect  it  through  affecting 
saving,  and  therefore  affecting  the  amount  of  capital 
in  the  market  and  the  rate  of  interest.  That 
indirect  effect  is  the  important  thing. 

2576.  You  have  a very  important  summary  at  the 
end  of  that,  in  which  you  say  that  this  slackening 
in  the  rate  of  saving  is  not  due  to  high  taxation 
so  much  as  to  our  increased  standards  of  comfort? — 
That  is  an  expression  of  opinion;  1 think  it  is  true. 

2577.  It  is  very  important,  because  most  of  our 
evidence  has  been  on  the  point  that  it  is  the  high 
taxation  which  is  preventing  saving;  you  could  not 
develop  that  for  us,  I suppose?— Well,  it  is  very 
difficult  to  give  any  definite  grounds  for  an  opinion 
like  that.  One  can  only,  judge  from  observation. 
One  knows  that  the  standard  of  consumption  among 
whole  classes  rose  during  and  -after  the  War,  and  they 
have  been  for  the  last  two  or  three  years  striving  to 
maintain  that  standard;  the  thing  that  has  had  to 
go  to  the  wall  has  been  savings.  Very  often  they 
have  hung  on  to  the  life  assurance  premium,  but 
my  opinion,  and  I only  give  it  as  an  opinion,  is 
that  in  the  main  it  has  been  the  desire  to  hold 
on  to  that  standard  that  has  been  mainly  responsible 
for  reduced  saving. 

2578.  Sir  Alan  Anderson  : A standard  higher  than 
the  pre-war  standard,  but  materially  lower  than  that 
at  the  end  of  the  War? — Yes,  certainly. 

2579.  Mr.  Lees-Smith  : You  are  -really  now  refer- 
ring to  the  Income  Tax  paying  class? — Yes. 

2580.  To  the  better-off  classes? — Yes. 

2581.  But  their  real  income  is,  in  fact,  less  than 
before  the  War? — Yes.  Their  real  income  is  less 
than  before  the  War,  but  they  are  holding  on  to 
the  standard  of  consumption. 

2582.  And  are  taking  it  out  of  their  savings? — 
Yes. 

2583.  Sir  Alan  Anderson : We  have  not  any 

evidence  to  show  whether  they  Can  go  on  doing  that? 
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— That  brings  us  to  the  point  that  was  mentioned 
just  now  as  to  whether  it  is  essential  in  the  national 
interest  that  saving  should  resume  the  real  rate  that 
it  had  before  the  War,  and  frankly  I do  not  know 
the  answer  to  that.  I do  not  think  it  is  at  all  to 
be  taken  for  granted  that  we  must  return  to  the 
same  rate  of  real  saving  as  before  the  War. 

2584.  Mr.  Lees-Smitli : Is  it  not  generally  true 
that  the  more  you  save,  the  greater  the  capital  in 
industry,  and  ultimately  the  higher  the  wages  of 
the  country  and  the  general  standard  of  living? — 
I agree  that  it  is  desirable  that  the  rate  of  saving 
should  be  as  big  as  possible.  In  the  end,  that  is 
going  to  raise  the  standard  of  living  and  improve 
the  prosperity  of  the  country  generally ; but  I do 
not  think  it  follows  from  that  that  we  shall  be  unable 
to  maintain  our  existing  standard  of  living,  even 
though  we  only  save  half  what  we  did  before  the 
War.  I am  not  arguing  that  it  is  a good  thing  or 
a convenient  thing  that  we  are  only  saving  at  this 
reduced  rate,  but  I do  not  think  it  follows  that  it 
is  necessarily  going  to  react  to  lower  the  position 
as  compared  with  that  before  the  War. 

2585.  Our  rate  of  saving  before  the  War  was  one 
that  gave  us  an  increasing  standard? — Yes. 

2586.  What  you  are  now  saying  is  that  a lower 
rate  of  saving  may  give  us  a stationary  standard? — 
Yes,  really  that  is  so. 

Then  I come  on  to  the  question  of  taxation  and 
the  form  which  savings  take,  and  I have  given  some 
figures,  the  conclusion  from  which  is  that  on  the 
whole  there  is  a tendency  for  savings,  I think,  to 
go  into  safer  forms  of  investment  rather  than  more 
speculative  forms  of  investment.  I have  also  added 
some  figures  which  show  that  certainly  we  are  not 
investing  abroad  at  the  same  rate  as  before  the 
War,  if  you  reckon  real  values.  Then  I summarise 
the  conclusions  which  have  been  brought  out  in  the 
course  of  the  discussion. 


2587.  I do  not  want  to  keep  you  over  a point 
which  is  not  in  your  paper,  but  I should  like  to  ask 
you  this : I noticed  in  the  House  of  Commons  that 
Mr.  Asquith  made  a suggestion  that  taxpayers 
should  be  invited  voluntarily  to  pay  a capital  sum 
towards  the  liquidation  of  the  National  Debt,  and 
that  they  should  be  correspondingly  relieved  of 
Income  Tax? — Yes. 

2588.  I believe  that  suggestion  originally  emanated 
from  you,  did  it  not? — It  originally  appeared  in  a 
little  book  I published  on  finance.  I am  quite  pre- 
pared to  submit  a short  statement  if  the  Committee 
wish.  There  is  not  very  much  to  be  said  about  it. 
It  is  only  of  comparatively  small  importance,  but. 
if  it  could  be  made  worth  while  to  both  the  Treasury 
and  the  taxpayer,  I think  it  is  a scheme  worth  doing. 

Mr.  Lees-Smith:  I think  it  is  directly  within  the 
terms  of  our  reference. 

2589.  Chairman:  Yes.  We  should  ibe  very  pleased 
if  you  could  let  us  have  a statement.  We  shall 
probably  be  having  another  inquiry  on  a specific 
part  of  our  work,  that  is,  the  Capital  Levy,  and  we 
should  be  very  grateful  to  you  if  you  came  before 
us  on  that  pioint  alone  later  on.  I should  have 
asked  you  to-night,  but  it  is  too  late  now  to  deal 
with  that;  perhaps  you  will  be  kind  enough,  if  we 
require  it,  to  help  us  in  that  direction? — I will  be 
very  glad  to  do  anything  I can.  I do  not  know 
what  dates  you  are  thinking  of.  I would  just  say 
this,  that  I expect  to  be  in  America  during  October, 
November  and  December. 

Chairman:  Very  well;  we  will  arrange  a date 
agreeable  to  you.  I only  want  to  say  that  I really 
compliment  you  on  your  paper;  I think  it  is  only  a 
very  fertile  brain  that  could  have  produced  so 
exemplary  a paper.  It  has  been  of  very  great 
service  to  us. 

Witness : I am  very  much  obliged  to  you  for  what 
you  have  said. 


( The  Witness  withdrew.) 

( Adjourned  to  to-morrow  morning  at  Id. 30.) 


EIGHTH  DAY. 

Wednesday,  6th  August,  1924. 


The  Rt.  Hon.  LORD  OOLWYN,  Chairman. 
Sib  CHARLES  ADDIS,  K.C.M.G. 

Sib  ALAN  G.  ANDERSON,  K.B.E. 

Sib  ARTHUR  BALFOUR,  K.B.E. 

Me.  HENRY  BELL. 

Professor  FRED  HALL. 

Me.  W.  L.  HI  CHENS. 


Present  : 

Me.  H.  B.  LEES-SMITH. 

Sib  WILLIAM  MoLINTOCK,  K.B.E.,  C.V.O. 
Sie  J'GSIAH  STAMP,  G.B.E. 

Mbs.  BARBARA  WOOTTON. 

Mb.  G.  R.  HAMILTON,  Secretary . 

Mb.  G.  ISMAY,  Assistant  Secretary . 


Mr.  J.  Wat, KBit  Clark,  J.P.,  and  Mr.  Felix  J.  Blakemore,  F.G.I.,  representing  the  National 

Chamber  of  Trade,  called  and  examined. 


Evidence-in- ohief  handed  in  by  Mr.  Clark  and  Mr.  Blakemore. 


Mr.  J.  Walker  Clark  is  a Past-President  of  the 
Chamber;  Chairman  of  its  Parliamentary  and 
Executive  Committee,  which  is  the  governing  body 
of  the  Chamber;  Justice  of  the  Peace,  County 
Borough  of  Halifax,  Commissioner  of  Taxes;  was  a 
member  of  the  Royal  Commission  on  the  Income  Tax 
1919;  Proprietor  of  businesses  in  the  retail  textile 
distributing  trade,  and  is  also  connected  with  other- 
undertakings  at  Halifax;  Past-President  of  the  West 
Yorkshire  Federated  Chambers  of  Trade,  the  Hali- 
fax Chamber  of  Trade,  and  the  Halifax  Drapers’  and 


Hosiers’  Association;  Member  of  Council  National 
Association  of  Trad©  Protection  Societies;  Member  of 
Council  Halifax  Chamber  of  Commerce. 


Mr.  Felix  J.  Blakemore  is  a Past-President  of  the 
Chamber;  a .member  of  its  Parliamentary  and 
Executive  Committee;  President-Elect  of  the  Wolver- 
hampton Chamber  of  Commerce;  was  member  of  the 
Standing  Committee  on  Trusts ; member  of  the 
Board  of  Trade’s  Panel  under  the  Safeguarding  of 
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Industries  Bill;  member  of  the  Postmaster-General’s 
Advisory  Council;  Chairman  of  Directors  of  Messrs. 
Edwin  Blakemore  and  Sons,  Ltd.,  Wolverhampton, 
Importers  and  Wholesale  and  Retail  Distributors  of 
Foreign  and  Colonial  Produce. 


The  Witnesses  Will  Say  : 

As  representing  the  National  Chamber  of  Trade  we 
respond  to  the  invitation  of  the  Committee  to  submit 
our  views  upon  the  important  points  covered  by  the 
terms  of  reference.  We  do  so,  however,  handicapped 
by  the  short  notice  received,  and  by  the  difficulties, 
some  of  them  insurmountable,  under  which  at  this 
season  of  the  year,  our  evidence  has  had  to  be  pre- 
pared. We  desire  to  make  it  perfectly  clear  that  we 
do  not  pretend  to  approach  the  questions  at  issue  as 
experts  in  any  sense  whatever.  Therefore  we  have 
not  felt  it  our  duty,  or  within  our  province,  to  attempt 
any  examination  of  the  subject  from  the  standpoint 
of  the  economist  or  the  financier,  although  we  fully 
realise  that  many  of  the  factors  which  have  1 o be 
taken  into  account  require  to  be  examined  by  those 
who  are  able  to  claim  authority  in  these  respects. 

The  National  Chamber  of  Trade  is  a Federation  of 
some  three  hundred  local  Chambers  and  Associations 
of  traders  throughout  the  country,  which  comprise 
upwards  of  one  hundred  thousand  members,  mostly 
distributing  traders,  and  the  smaller  craft  traders, 
who,  in  the  natural  course  of  their  businesses,  are 
daily  brought  into  immediate  contact  with  the  con- 
suming public.  We  are  conscious  that  the  factors 
operating  in  high  finance  and  economic  movements, 
and  as  more  plainly  seen  in  national  expenditure  and 
taxation,  act  and  re-act  upon  every  phase  of  indus- 
try and  trade,  including  every  activity  of  distribution 
as  well  as  production. 

To  take  the  essential  element  of  credit  as  an  ex- 
ample, we  can  assure  the  Committee  that  the  opera- 
tion of  credit  on  cheap  terms  is  quite  as  vital  to  the 
small  trader  as  to  larger  undertakings;  the  terms  of 
credit  are  a material  factor  in  the  cost  of  distri- 
bution. When  the  bank  rate  is  high,  accounts  are 
not  paid  so  promptly  to  the  trader,  who,  in  turn,  is 
compelled  by  the  necessities  of  the  situation  to  take 
longer  credit  for  himself.  Each  extra  month  for 
which  credit  is  taken,  or  in  some  cases  even  7 days, 
render  the  terms  of  his  purchase  transactions  less 
favourable  to  himself.  Wholesalers  and  manufac- 
turers, faced  with  their  own  difficulties,  are  in  turn 
compelled  to  make  their  terms  definite  and  rigorous, 
and  find  themselves  unable  to  agree  to  that  elasticity 
which  was  a characteristic  of  former  days.  Thus,  the 
trader  who  turns  over  his  stock  of  foodstuffs  monthly, 
or  oftener,  and  of  dry  goods  about  once  a quarter,  is 
directly  and  considerably  affected  by  the  interest  lost 
on  each  of  the  manifold  transactions  in  which  he  has 
been  concerned  as  customer.  The  item  is  a serious 
one,  and  in  his  annual  accounts  may  probably  average 
as  much  as  5 per  cent. 

Many  distributing  traders  are  very  largely  financed 
by  the  merchants  or  manufacturers  who  supply  their 
goods  for  sale.  They  hold  no  security,  and  if  from 
suspicion  or  tightness  of  money  the  wholesalers  "with- 
draw their  support  from  the  retailer,  he  must  from 
necessity  cease  trading.  'Credit  depends  upon  good- 
will, mutual  esteem  and  confidence  far  more  in  small 
businesses  than  in  larger  ones.  It  should  not  'be  over- 
looked that  the  largest  distributing  houses  in  the 
world  have  been  built  up  in  the  lifetime  of  one  or 
two  generations  of  proprietors  and  from  the  most 
humble  beginnings.  Small  businesses  are  needed  for 
the  supply  of  necessities  to  a large  section  of  the  pub- 
lic. They  depend  upon  the  availability  and  cheapness 
of  credit  facilities. 

Question  1. — How  does  the  National  Debt  affect 
the  supply  of  credit  and  the  supply  of  permanent 
capital  for  trade  and  industry,  with  particular  refer- 
ence to  the  effect  of  the  Floating  Debt? 


The  National  Debt  of  nearly  £8,000,000,000  does 
to  a certain  extent  (at  any  rate  as  regards  that 
portion  of  it  held  in  this  country)  provide  an  instru- 
ment of  credit  to  the  trader,  but  it  must  always  be 
remembered  that  a great  part  of  the  debt  was  con- 
tracted at  a time  when  we  had  a debased  currency, 
and  if  liquidated  too  quickly  would  impose  an  intoler- 
able burden  upon  the  taxpayer,  and  at  the  same 
time  would  have  the  tendency  to  restrict  credits  to 
the  trader. 

While  we  are  gradually  deflating  the  value  of 
nearly  all  estate  and  commodities,  rapid  repayment 
of  National  Debt  would  so  appreciate  the  value  of 
State  securities  that  they  would  attract  investors  and 
possibly  starve  both  industry  and  trade  financially. 
Floating  Debt  should  be  as  far  as  possible  converted 
into  long-term  securities  at  a low  rate  of  interest, 
and  that  part  not  so  converted  should  be  repaid  as 
favourable  opportunities  present  themselves. 

The  Floating  Debt  by  its  very  nature  is  a handicap 
to  business,  because  it  absorbs  so  much  loose  money 
which  otherwise  would  be  available  for  business,  but 
especially  because  of  its  varying  rate  of  interest. 
Trade  wants  stability,  and  all  occasions  for  varying 
conditions  as  to  rates  of  interest  or  overhead  charges 
are  inimical. 

Question  2. — How  does  it  affect  the  terms  on  which 
capital  can  be  raised? 

The  terms  upon  which  capital  can  ibe  raised  are 
certainly  influenced  by  the  rates  of  interest  paid  to 
holders  of  the  National  Debt.  As  the  debt  grew  in 
size  the  terms  upon  which  money  could  be  borrowed 
became  harder.  This>  has  a direct  effect  upon  the 
raising  of  capital  for  industrial  purposes.  Invita- 
tions to  subscribe  capital  for  industrial  under- 
takings on  a security  at  fixed  rate  of  interest,  to  meet 
with  adequate  response,  must  be  on  such  terms  as 
will  favourably  compare  with  the  average  rate  of  in- 
terest on  holdings  in  the  National  Debt,  which  offers 
premier  security,  coupled  with  a comparatively  high 
rate  of  interest  from  the  investors’  standpoint.  We 
think  there  can  be  no  question  that  a 
National  Debt  standing  at  the  present  enor- 
mous figure,  involving  an  annual  charge  of 
nearly  £350,000,000,  must  have  considerable  effect 
in  determining  the  availability  of  capital  for 
industrial  purposes  and  the  price  at  which  it  can  be 
obtained.  This  will,  however,  depend  to  some  extent 
upon  the  manner  in  which  the  debt  is  distributed, 
because  certain  types  of  investors  who  require  long- 
dated securities  of  an  absolutely  safe  character  would 
not  be  likely  to  place  their  investments  in  industry 
and  trade  which  necessarily  involve  risks  that  are 
not  associated  with  investments  in  Government 
stocks. 

The  heavy  demands  of  taxes  and  rates  upon  trade 
and  commerce  has  had  the  effect  of  relieving  many 
manufacturers  and  distributors  of  the  national 
securities  they  held,  and  therefore  there  may  not  be 
a large  holding  in  those  hands,  which  would  compete 
with  the  raising  of  capital  for  industrial  enterprise, 
but  so  far  as  those  securities  have  been  transferred 
to  banks,  a necessary  restriction  of  credit  facilities 
obtains.  With  deflation  proceeding  in  other  kinds 
of  estate,  both  real  and  otherwise,  money  is  being 
directed  to  channels  which  seriously  compete  with 
capital  required  for  industry. 

Question  3 — To  what  extent  is  it  desirable  to 
pursue  a policy  of  debt  repayment  during  a period  of 
trade  depression,  or  to  what  extent  should  it  rather 
wait  upon  prosperity  of  trade?  In  other  words 
should  repayment  b©  adjusted  according  to  the  con- 
dition of  trade,  and  if  so,  on  what  principle? 

The  repayment  of  debt  should  be  adjusted  accord- 
ing to  the  conditions  of  trade.  When  trade  is  boom- 
ing the  burden  of  taxation  becomes  automatically 
lighter,  and  in  a period  of  trade  depression  the  re- 
payment is  not  only  relatively,  but  actually,  heavier. 
It  is  somewhat  difficult,  however,  to  define  trade  de- 
pression from  a national  standpoint,  because,  while 
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certain,  industries  and  trades,  although  not  booming, 
may  not  be  suffering  depression,  others  may,  from 
various  causes,  be  experiencing  very  severe  setbacks. 
We  would  say  that  the  annual  repayment  of  debt  by 
smaller  or  larger  amounts  should  be  regarded  as  an 
axiomatic  principle,  but  that  the  extent  to  which  it 
can  be  applied  must  depend  upon  the  National 
finances,  and  notably  upon  realised  surpluses,  in- 
creased revenue  and  reduced  expenditure,  all  of 
which  embody  considerations  of  policy  on  the  part  of 
the  Government  that  may  be  in  power. 

If  this  question  is  intended  to  have  any  application 
to  the  projiosal  for  the  cancellation  of  any  part  of 
the  National  Debt  by  a compulsory  levy  on  capital, 
then  we  would  say  that  such  a step  would  in  our  judg- 
ment be  very  disastrous  to  national  and  private 
credit,  and  would  seriously  effect  all  classes  engaged 
in  industry  and  trade.  It  is  realised  that  the  present 
amount  of  the  National  Debt  is  colossal  and  that  its 
annual  service  makes  a terrific  demand  upon  the 
national  capacity.  Still,  wonderful  as  it  may  seem, 
the  nation  has  shown  that  it  can  sustain  the  burden, 
although  a staggering  one.  Its  ability  to  continue  to 
do  so  will  be  greatly  facilitated  by  increased  produc- 
tive power,  reduction  of  expenditure,  and  reduction 
of  taxation.  Slow  process  although  it  may  be,  the 
gradual  repayment  of  National  Debt  out  of  actual 
realised  savings — i.e.,  the  profits  of  industry  and 
trade — is  a safer  process  than  a forced  levy  of  capital 
which  would  be  accompanied  by  abrupt  and  heavy 
deflation,  resulting  in  tremendous  and  far-reaching 
depreciation  which  Would  quickly  be  reflected  in  the 
fall  of  all  values,  and  a consequent  increase  of 
serious  unemployment. 

Under  normal  conditions  depression  in  trade 
brings  cheaper  money,  values  are  depreciated  and  less 
capital  is  required  to  run  businesses;  such  a time 
would  appear  to  be  a favourable  opportunity  to  re- 
duce debt,  but  care  should  be  taken  not  to  do  so  too 
rapidly,  or  to  confine  it  to  one>  class  of  debt  alone. 
During  a period  of  trade  prosperity  reduction  of  debt 
■ should  be  almost  stationary  at  first,  gradually  re- 
ceiving its  momentum  as  increased  profits  accrue 
from  the  increased  demand  for  goods.  Nearly  all 
industries  at  present  are  so  short  of  capital  that  the 
rising  tide  of  prosperity  would  call  for  the  employ- 
inent  of  every  penny  of  capital  or  credit  that  could 
be  obtained,  and  any  attempt  to  reduce  capital  by 
either  maintaining  taxes  at  their  present  high  level, 
or  not  reducing  them  when  the  national  balance 
sheet  justifies  a reduction,  must  seriously  prejudice 
an  industrial  revival.  Excess  Profits  Duty,  Corpora- 
tion Profits  Tax,  Income  Tax  and  high  rates  have  in 
many  cases  been  extracted  at  the  expense  of  in- 
creased overdrafts,  because  profits  made  both  during 
and  after  the  War,  were  not  represented  by  liquid 
assets.  Stocks,  book  debts  and  “ reduced  terms  of 
credit  ” were  all  holding  up  those  profits,  and  the 
trade  slump  found  many  businesses  with  considerable 
wealth  on  paper,  but  a big  overdraft  at  the  bank, 
and  the  continual  drain  bn  the  taxpayer  since  has  not 
/permitted  this  condition  of  things  to  be  altogether 
remedied  up  to  the  present. 

Question  4. — How  far  does  the  high  income  taxa- 
tion necessitated  by  the  debt  involve  the  withdrawal 
of  trade  income  which  could  otherwise  be  counted  on 
lor  the  expansion  of  business,  and  which,  so  capita- 
lised, would  produce  a high  rate  of  profits  due  to 
managing  ability  and  to  the  calculated  risks  of  per- 
sonal enterprise? 

It  is  impossible  definitely  to  state  the  extent  to 
which  high  taxation  operates  in  the  direction  referred 
to  in  the  question,  but  there  is  no  doubt  that  it  does 
operate  in  a marked  and  extensive  degree.  It  has 
been  computed  that  duirng  1922  exactly  10s.  in  every 
pound  levied  by  the  tax  collector  was  required  fo>- 
National  Debt  services.  All  taxation  on  the  profits 
of  a business  necessitates  a withdrawal  of  capital 
which  could  otherwise  be  left  to  fructify  by  the  ex- 
pansion of  the  undertaking.  It  is  well  known  that 
during  the  past  few  years  there  have  been  many  in- 


stances in  which  the  liquid  cash  for  the  payment  of 
Income  Tax  has  not  been  available  and  in  such  cases 
it  has  been  necessary  to  make  special  arrangements 
involving  further  monetary  charges.  Given  the 
necessary  capital,  managing  ability  and  personal 
enterprise  will  surmount  almost  every  conceivable 
difficulty,  but  a concern  impoverished  in  its  resources 
by  repeated  drains  upon  its  lifeblood  is  prevented 
from  embarking  upon  that  expansion  and  extension 
which  in  the  aggregate  mean  so  much  for  the  welfare 
of  all  classes.  Money  left  in  industry  and  trade 
possesses  increasing  and  ever  growing  possibilities, 
but,  extracted  for  the  State,  these  qualities  are 
diminished  or  even  lost  altogether,  and  there  is  con- 
siderable suspicion  that  so  long  as  the  State  con- 
tinues to  exercise  this  extracting  process  upon  a scale 
of  the  present  magnitude  there  will  be  danger  of 
unwarranted  expenditure.  While  we  cannot  define 
the  extent  to  which  the  present  high  taxation 
operates,  we  are  nevertheless  convinced  that  it  is  very 
serious  and  that  nothing  would  be  calculated  to  give 
such  a stimulus  to  trade  and  the  material  well  being 
of  the  nation  as  a whole  as  a substantial  reduction  of 
the  demands  made  upon  trade  income. 

Enterprise  and  expansion  must  he  the  keynote  of 
success  in  all  fields  of  commercial  activities ; this 
cannot  be  done  without  both  capital  and  credit. 
High  Income  Tax  reduces  the  former,  and,  if  collected 
too  rapidly,  deflates  the  currency  and  restricts  the 
latter.  With  a reduced  Income  Tax  greater  incentive 
is  given  to  industry  to  develop ; that  in  its  turn  pro- 
duces better  incomes  and  widens  the  area  of  taxable 
revenue.  If  this  incentive  is  lacking  or  stultified,  then 
economies  are  necessary,  which  reduce  employment 
and  taxable  profits  and  so  tend  towards  higher 
taxation.  Thus  the  vicious  circle  is  perpetuated. 

Question  5. — How  far  does  the  burden  of  taxation 
fall  upon  the  business  itself  and  hamper  its  opera- 
tion? In  particular,  does  it  contribute  to  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

The  first  part  of  this  question  seems  to  be  the  last 
question  put  in  another  way.  Different  businesses 
are  affected  in  varying  degrees  by  the  oppressive 
burden  of  taxation,  but  certainly  all  are  adversely 
affected.  In  contemplating  Imperial  taxation,  and 
the  demands  which  it  makes  upon  industry  and  trade, 
we  must  also  bear  in  mind  the  enormous  toll  of 
receipts  from  local  rates  which  in  1913-14  was 
£71,276,000  or  6s.  8Jd.  in  the  £ and  £1  18s.  lid.  per 
head,  and  in  1921-22  had  increased  to  £173,000,000 
or  14s.  9Jd.  in  the  £ and  £4  11s.  4d.  per  head. 
Heavy  taxes  and  rates  reduce  available  assets  and 
hamper  operations.  Thus  they  increase  the  cost 
of  production  and  of  distribution  and  in  turn  the  cost 
of  living.  These  conditions  are  accompanied  by  in- 
creased wages  and  consequently  higher  cost  of  pro- 
duction which  seriously  handicaps  the  manufacturer 
in  competing  against  lower  prices  in  the  world’s 
markets.  The  burden  of  taxation  is  taken  into 
account  by  a trader  in  fixing  his  prices  and  the 
heavier  it  is,  the  dearer  his  goods  become,  and  the 
dearer  the  goods,  the  smaller  the  demand,  and  in  this 
way  his  operations  are  curtailed.  Of  course  the  ex- 
porter is  seriously  handicapped  by  high  prices  in 
competing  in  foreign  markets. 

Question  6. — How  far  can  the  receipts  of  industry, 
as  holder  in  the  debt,  be  set  against  the  tax  paid  by 
industry  for  its  service? 

In  so  far  as  individual  holders  who  are  engaged  in 
trade  and  industry  are  concerned,  we  do  not  see  that 
their  receipts  as  such  can  fairly  be  set  off  against 
what  they  have  to  contribute  for  its  service.  Surplus 
funds,  accumulated  by  profits  arising  from  the  work- 
ing of  a business,  must  be  invested  somewhere  at  a 
remunerative  rate  of  interest  commensurate  with 
good  security.  Capital,  wherever  it  may  be  invested, 
is  entitled  to  its  return  for  the  service  it  renders, 
and  this  is  just  as  true  of  capital  represented  by  a 
holding  in  the  National  Debt  as  in  any  other  form 
of  security.  . 
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If,  however,  the  question  is  intended  to  apply  to 
the  receipts  of  industry  and  trade  in  the  aggregate 
as  against  the  total  tax  contributions  paid,  then  we 
have  no  information  or  data  upon  which  to  give  a 
definite  answer. 

Question  7. — What  is  the  effect  of  Income  Tax  on 
companies’  undistributed  reserves? 

In  order  to  extend  and  develop,  the  proprietors  of 
many  distributive  businesses  do  not  (in  fact  with 
limited  capital  cannot)  distribute  all  their  profits, 
and  in  many  cases  large  “carry  forwards”  appear 
in  the  balance  sheets  which  are  income  earning  and 
so  repeatedly  taxpaying;  one  of  the  effects  of  high 
taxation  has  been  to  convert  some  of  these  “ carry 
forwards  ” into  bonus  shares,  but  it  has  also  had  the 
effect  of  further  accentuating  the  necessity  of  in- 
creasing these  amounts  by  reason  of  the  heavy  drain 
on  the  earning  power  of  the  business,  and  always 
keeping  the  concern  poor  and  dependent  upon  the 
credit  facilities  of  the  banks. 

Question  8. — What  is  the  effect  of  the  existing 
taxes  on  the  supply  of  capital  from  the  public,  and 
on  total  purchasing  power? 

High  taxation  reduces  the  investing  capacity  of 
the  public.  It  also  reduces  the  earning  power  of 
industry  and  trade.  In  consequence  they  are  less 
attractive  to  the  investor;  this  has  the  effect  of 
making  money  dear  and  adds  further  to  the  cost  of 
the  commodity  produced  and  sold.  If,  however, 
competitive  conditions  do  not  permit  this  to  be  done, 
then  the  revenue  suffers  by  reduced  profits  and 
incomes.  The  purchasing  power  of  the  public  is 
severely  contracted  on  account  of  . their  spending 
capacity  being  much  restricted  through  high  taxation. 
Hence  the  demand  for  commodities  is  reduced  with 
adverse  effect  upon  manufacturer  as  well  as  dis- 
tributor. Distributors  know  well  that  there  is  a 
stage  at  which,  generally  speaking,  the  public  will 
go  without  certain  commodities  rather  than  suffer  a 
heavier  drain  upon  their  resources  already  depleted 
by  high  taxation. 

Question  9. — How  far  does  the  heavy  Income  Tax 
deter  the  foreigner  from  investing  in  this  country  ? 
How  far  does  it  induce  the  British  resident  to  invest 
outside  this  country  ? 

We  have  no  precise  information  on  this  head,  but 
it  certainly  appears  to  us  that  in  so  far  as  the 
foreigner  is  called  upon  to  hear  the  heavy  Income 
Tax  levied  in  this  country,  he  would  naturally  be 
disinclined  to  invest  his  capital  here  if  he  could 
obtain  equally  secure  investments  elsewhere. 

Question  10. — Does  Income  Tax  enter  into  prices, 
and  if  so,  how?  In  particular  does  it  contribute  to 
handicap  ■ the  exporter  in  competing  in  foreign 
markets  against  w'orld  prices? 

See  reply  to  question  5. 

Question  11. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  part 
of  the  individual  engaged  in  trade  and  the  investor 
generally?  Do  they  similarly  affect  joint  stock 
companies  ? 

It  is  impossible  to  determine  the  extent  to  which 
heavy  taxation  operates  in  the  directions  referred  to 
in  this  question.  The  problem  is  very  largely  psycho- 
logical. Perhaps  the  most  notable  example  was 
furnished  by  the  effect  of  the  Excess  Profits  Duty, 
which  undoubtedly  led  to  extravagance  in  the  ad- 
ministration of  businesses,  the  result  being  against 
the  interest  of  the  State.  Both  in  business  under- 
takings and  in  the  case  of  private  persons  the  con- 
sciousness that  a heavy  proportion  of  earnings  is 
taken  by  the  State  has  a tendency  to  dull  the  edge  of 
incentive  and  initiative.  Therefore,  while  we  do 
not  say  that  it  is  conclusively  proved  that  the  present 
rates  of  taxation  are  a deterrent  to  saving  and  to 
thrift,  they  certainly  have  this  tendency  and  reduce 
ability  to  save. 


When  at  the  end  of  the  year’s  hard  work  the  pro- 
prietor sees  nearly  25  per  cent,  of  his  hard-earned 
profits  being  taken  by  the  State,  he  begins  to  lose 
that  greatest  moral  asset  “ courage,”  and  he  asks 
himself,  “Is  it  worth  while”?  His  enthusiasm 
becomes  dulled,  and  unless  he  is  endowed  with  great 
hope  and  recuperative  power,  he  fails  to  produce  the 
driving  force  necessary  to  success,  and  may  eventually 
cease  to  be  a source  of  revenue  to  the  Treasury. 

Question  12. — How  far  do  the  Death  Duties  involve 
a destruction  of  capital  ? How  far  can  they  be  said 
to  come  ultimately  out  of  the  national  income? 

Death  Duties  really  represent  a payment  of  tax- 
ation out  of  capital,  and  therefore  undoubtedly 
involve  a drain  upon  capital  to  that  extent.  If  the 
amount  paid  in  Death  Duties  is  disbursed  by  the 
State  on  non-productive  enterprise,  then  the  national 
income  must  accordingly  be  adversely  affected. 

Businesses  and  undertakings  passing  at  death  from 
father  to  son  in  quick  succession  have  in  some  cases 
been  seriously  crippled,  and  have  actually  ceased  to 
be  sources  of  income  at  all.  The  fear  of  the  payment 
of  Death  Duties  is  a very  serious  handicap  in  many 
businesses,  particularly  partnerships  where  the 
children  are  females,  or  not  likely  to  take  active  part 
in  management.  Large  payments  are  made  in  insur- 
ance premiums  to  provide  for  the  evil  day  which,  to 
a certain  extent,  prevents  development.  Undoubtedly, 
however,  there  are  many  cases  in  which  it  has  become 
impossible  to  make  effective  provision  by  insurance 
within  the  life  of  a generation ; -consequently  cash  pay- 
ments on  account  of  Death  Duties  have  to  be  effected 
by  realisations,  some  of  them  “ forced,”  and  therefore 
involving  loss  of  capital. 

As  regards  undertakings  carried  on  as  going  con- 
cerns, the  unavoidable  depletion  of  capital  resources 
has  crippled  activity,  reduced  employment,  and  gener- 
ally contracted  the  sphere  and  nature  of  business 
operations. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment  and,  if  so, 
in  what  manner? 

During  the  last  two  or  three  years  we  have  from 
time  to  time  urged  the  reversion  to  the  penny  Stamp 
Duty  on  receipts  and  cheques,  which  was  raised  to 
twopence  during  the  War.  It  goes  without  saying 
that  payment  by  cheque  is  a very  useful  and  handy 
way  of  making  disbursements.  Doubtless  a good  many 
accounts  formerly  paid  by  cheque  are  now  paid  by  cash 
so  that  in  such  cases  there  is  really  a loss  instead  of 
a gain  to  the  revenue.  All  who  used  the  method  of 
payment  by  oheque  had  become  thoroughly  accus- 
tomed to  the  penny  duty  and  made  no  complaints 
in  connection  therewith.  Maintenance  of  the  War 
increase  of  twopence  for  such  a long  period  after  the 
conclusion  of  the  War  has  created  a very  definite  sense 
of  grievance,  besides  leading  many  to  avoid  payment 
by  cheque  whenever  it  can  be  done.  As  regards  the 
receipt  duty  of  twopence,  this  also  has  engendered  a 
sense  of  grievance.  The  duty  of  one  penny  was  never 
objected  to,  but  one  can  easily  understand  that  the 
duty  of  twopence  on  a receipt  for  so  low  an  amount 
as  £2  is  regarded  as  a heavy  percentage  of  tax.  It 
would  he  equitable  to  reduce  the  respective  amounts 
to  one  penny,  and  we  think  it  would  also  be  to  the 
general  advantage  of  the  community,  and  especially 
to  those  engaged  in  trade  and  industry, 
i Stamps  on  agreements  and  contracts  are  now  so 
much  increased  that  many  fairly  large  transactions 
are  probably  made  the  subject  of  non-stamped1  memo- 
randa. This  is  undesirable  both  on  account  of  the  loss 
of  revenue  and  because  in  the  event  of  dispute  there 
is  no  producible  document  upon  which  the  issue  can 
be  determined. 

The  receipt  from  Stamp  Duties  for  the  year  1921-22 
showed  a sharp  decline  from  £26,541,000  _ to 
£19,577,000,  of  which  nearly  two  and  a half  millions 
occurred  in  respect  of  conveyances  and  nearly 
£600,000  represented  decrease  in  the  receipt  from 
i,  -heque  stamps. 
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Question  14. — To  what  extent  (a)  in  the  present 
depression,  and  (6)  in  a period  of  normal  trade,  is 
the  ordinary  assumption  correct  that  the  tax  on  com- 
modities is  .borne  by  the  consumer? 

Assuming  this  question  refers  to  imported  commodi- 
ties, then  the  tax  on  such  commodities  (if  in 
competition  with  similar  articles  produced  here  and 
distributed  at  the  same  price)  is  not  borne  by  the 
consumer;  in  that  case  the  foreign  importer  reduces 
the  price  of  his  article  by  the  amount  of  the  tax  in 
order  to  compete  with  the  home  manufacturer,  but 
it  often  happens  that  the  home  manufacturer  takes 
advantage  of  the  impost  of  the  tax  to  raise  his  price, 
in  which  case,  part,  if  not  all,  the  tax  is  paid  by  the 
consumer. 


of  which,  if  adopted,  would  entail  further  heavy  ex- 
penditure. Little  or  nothing  is  being  done  to  check 
the  false  notion  that  somehow  or  other  money  can  be 
found  for  every  State  project,  or  to  demonstrate  the 
truth  that  without  the  exercise  of  the  fullest  indivi- 
dual and  collective  effort,  unhampered  by  artificial 
restrictions,  the  required  standards  of  production 
essential  to  effective  industrial  advancement  can 
never  be  reached.  However  valuable  the  recom- 
mendations of  the  Committee  may  be,  they  will  have 
little  effect  in  operation  unless  they  are  supported 
by  an  enlightened  public  consciousness  in  relation  to 
these  fundamental  factors  and  considerations. 

Local  Taxation. 


Question  15. — What  is  the  effect  of  the  Customs  and 
Excise  duties  on  the  prices  of  commodities?  How 
does  this  affect  internal  and  external  trade? 

Until  recent  years  Customs  and  Excise  duties  on 
imported  food  goods  were  nearly  always  paid  by  the 
consumer,  because  they  were  nearly  always  non-com- 
petitive in  price. 

We  got  currants  from  Greece  and  Greece  alone. 

We  got  Valencia  raisins  from  Spain  and  Spain 
alone. 

We  got  canned  fruits  from  California  and  Cali- 
fornia alone. 

-Sugar  we  certainly  did  get  from  different  countries, 
but  just  before  the  war  Germany  was  becoming  such 
a dominating  influence  in  the  beet  sugar  production 
of  Europe,  that  she  was  rapidly  liquidating  what 
other  competition  she  had  in  the  English  market. 
This  process  of  competitive  destruction  gave  us  cheap 
sugar,  and  the  consumer  possibly  did  not  pay  the 
tax,  but  with  the  elimination  of  the  cane  sugar  com- 
petition from  the  West  Indies,  Cuba,  Java,  etc.,  and 
the  -beet  sugar  competition  from  Holland,  Russia 
Austria,  etc.,  Germany  undoubtedly  would  have  made 
the  consumer  pay  the  tax  in  this  country. 

To-day  the  position  is  somewhat  changed. 

Greece  is  in  competition  with  Australia  for 
currants. 

Spam  is  in.  competition  with  Australia  and  South 
Amca  for  raisins,  and  California  is  in  competition 
wj til  Australia  for  canned  fruits. 

Greece  can  only  sell  10  per  cent,  of  her  production 
of  currants  to  other  nations  than  Britain,  hence  she 
has  got  to  protect  her  interests  in  the  Eno-lish 
markets. 

Spain  _ is  in  a like  position,  only  more  so,  and 
uiiforma  has  already  to  develop  a selling  campaign 
in  order  to  maintain  her  market  here  for  canned 
iruits. 


vVith  the  increasing  quantities  of  these  goods  coming 
irom  the  overseas  Dominions,  and  more  keenly  com- 
petnig  with  the  foreigner,  the  time  will  arrive  when 
pus^oms  and  Excise  duties  on  such  commodities 
will  be  borne  by  the  producer  instead  of  the  consumer 
as  -at  present. 


General  Observations. 

The  Need  for  Retrenchment . 

A study  of  the  questions  covered  by  the  terms  of 
reference  would  be  incomplete  without  recognising 
that  attempts  -to  solve  them  must  be  accompanied  by 
continuous  retrenchment  and  public  economy.  Com- 
parison between  the  expenditure  on  the  various 
normal  services  to-day  and  the  expenditure  of  the 
year  immediately  before  the  commencement  of  the 
Great  War  shows  that  we  are  still  a long  way  from 
realising  that  curtailment  which  is  necessary,  if  the 
burden  is  to  be  made  proportionate  to  real  taxable 
capacity.  The  National  Chamber  of  Trade  has  per- 
sistently tried  to  keep  before  its  members  the  truth 
that  taxation  and  expenditure  are  the  effect  of  policy. 
To  give  illustrations  of  this  might  impinge  upon  the 
controversial  field  of  political  sentiment  which  is  not 
our  arena.  New  proposals  for  schemes  of  so-called 
social  reform  are  continually  being  introduced,  many 
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In  relation  to  a part  of  the  reply  which  we  have 
given  to  question  5 we  trust  that  the  Committee  will 
be  able  to  bring  the  question  of  local  taxation  within 
its  purview.  There  is  great  need  for  reform  in  the 
incidence  of  local  rating,  and  for  the  adjustment 
of  the  financial  relationships  existing  between  local 
and  Imperial  authorities.  Grants  and  subsidies  from 
imperial  sources  should  bear  a more  equitable  pro- 
portion of  the  local  rates  raised  for  services  of  a 
national  character.  Transference  of  the  cost  of 
maintenance  of  national  services  to  the  national  ex- 
chequer would  lift  a big  burden  from  the  shoulders 
of  taxpayers,  and  particularly  traders  as  such.  More- 
over, it  would  carry  out  the  recommendations  both 
of  the  majority  and  minority  reports  of  the  Royal 
Commission  of  1901,  the  substance  of  which  was  that 
for  imperial  services  the  citizens  of  the  country  should 
pay  according  to  their  ability.  In  a great  many 
localities  local  rates  are  exceedingly  high,  and  in 
some  they  are  increasing.  It  is  unfair  to  burden 
traders  with  the  heavy  additional  charges  consequent 
upon  new  legislation,  and  the  extra  burdens  of  ad- 
ministration thrown  upon  local  authorities. 

There  is  still  a marked  tendency,  and  indeed  a new 
impetus,  in  legislation,  which  in  effect  and  operation 
places  additional  financial  burdens  upon  local  govern- 
ment. In  this  connection  we  would  with  respect  sub- 
mit the  following  suggestions  for  the  consideration  of 
the  Committee : — 

1.  An  estimate  of  local  government  expenditure 

should  be  presented  to  Parliament  each 
year  at  the  same  time  .ais  the  national 
Budget  is  introduced. 

2.  That  when  any  Bill  affecting  local  authorities 

comes  before  Parliament  it  should  be 
associated  with  -the  estimated  cost  both  to 
the  taxpayers  and  ratepayers  which  its  pro- 
posals involve. 

3.  That  any  proposal  in  Parliament  involving 

fresh  charges  upon  the  rates  should  be 
assimilated  to  the  procedure  in  force  as 
regards  imperial  taxation,  i.e.,  that  a 
special  resolution  must  be  moved  in  Com- 
mittee and  reported  to  the  House  before 
the  matter  can  be  considered. 

As  regards  the  basis  and  machinery  for  local  rating 
ive  hope  that  the  Government  will  make  endeavour 
to  .carry  out  the  Prime  Minister’s  declaration  of  the 
12th  February  last,  that  it  would  attempt  to  deal  with 
rating,  and  that  it  hoped  to  produce  its  scheme  for 
re-adjustment  and  reform.  We  trust  therefore  that 
during  the  next  session  the  Government  will  intro- 
duce the  draft  Rating  and  Valuation  Bill  issued  by 
the  Ministry  of  Health  during  the  last  administration, 
and  that  there  will  be  incorporated  therein  the  amend- 
ments which  those  bodies  consulted  thereon  have  laid 
before  the  Ministry. 

Go-operative  Trading  Societies  and  Taxation. 

In  considering  the  incidence  of  taxation  as  affect- 
ing individual  traders  and  limited  companies,  we 
are  compelled  to  take  into  account  the  distinction 
which  in  its  present  form  the  law  makes  with  regard 
to  co-operative  trading  societies.  We  fully  realise 
that  co-operativism  is  one  of  the  systems  of  modern 
business  existing  for  those  who  prefer  it.  Individual 
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traders,  firms  and  companies  are,  however,  entitled 
to  protest  against  the  maintenance  and  the  exten- 
sion of  special  privileges,  exemptions  and  facilities 
possessed  by  the  societies  in  relation  to  taxation,  etc. 
These  may  have  had  some  reasonable  application  at 
the  time  of  the  origin  of  small  societies  operating  in 
a very  limited  sphere,  and  upon  a strictly  mutual 
basis,  but  we  submit  that  they  are  entirely  out  of 
character  for  huge  organisations  which  compete  in 
almost  every  section  of  business,  and  seek  by  various 
methods  to  attract  the  custom  of  the  general  public 
outside  their  membership. 

In  this  matter  we  would  draw  attention  to  the 
majority  recommendations  of  the  Royal  Commission 
on  the  Income  Tax,  which  were  in  effect  that  a co- 
operative society  should  be  treated  exactly  . as  a 
limited  liability  company  trading  in  similar  circum- 
stances and  under  similar  conditions,  and  that  if 
these  proposals  were  acted  upon  it  would  be  necessary 
to  amend  the  existing  law  in  so  far  as  it  confers 
special  exemption  on  co-operative  societies.  In  our 
opinion  the  survey  of  the  present  position  with 
regard  to  the  incidence  of  taxation  should  certainly 
include  consideration  of  this  particular  phase,  and 
we  earnestly  trust  that  the  Committee  will  see  the 
way  clear  to  report  in  favour  of  the  recommendations 
of  the  Royal  Commission  being  carried  out. 

The  Enormous  Total  of  Public  Assistance. 

A complete  and  easily  understood  return  should 
be  published  showing  how  the  enormous  total  of 
Public  Assistance  is  disbursed.  When  we  speak  of 
Public  Assistance  we  mean  all  the  grants  from  rates 
and  taxes  for  which  the  recipient  does  not  pay,  or 
only  pays  a small  contribution.  We  are  not  now 
condemning  any  particular  item,  as  we  realise^  this 
is  not  the  occasion  to  enter  upon  detailed  criticism 
involving  questions  of  political  policy  or  expediency, 
but  the  precise  cost  of  public  assistance  should  be  so 
clearly  stated  that  its  full  significance  can  be  brought 
home  to  every  citizen. 

Despite  the  enormous  expenditure  upon  “ social 
reforms  ” designed  to  foster  higher  standards  of  life 
and  well-being,  there  has  been  no  accompanying 
diminution  in  the  cost  of  Poor  Law  Relief  which, 
according  to  published  figures,  increased  from  15 
millions  " in  1911  to  42i  millions  in  1922,  notwith- 
standing that  the  aggregate  number  of  recipients 
and  the  percentage  per  thousand  of  the  population 
have  greatly  decreased,  and  that  in  the  latter  year 


2590.  Chairman:  We  have  your  memorandum 

before  us;  would  you  like  to  make  any  observations 
upon  it P — (Mr.  Clark):  The  first  part  deals  very 

largely  with  telling  you  who  we  are  and  what  we 
are  and  whom  we  represent.  The  National  Chamber 
of  Trade  is  really  a very  large  organisation;  in 
fact,  we  sometimes  boast  that  we  are  the  largest 
organisation  of  employers  that  there  is  in  the  woild. 
We  have  over  100,000  members  of  all  kinds  and 
descriptions,  and  distributed  throughout  the  whole 
of  the  United  Kingdom.  We  are  sorry  that  we  were 
crowded  a little  bit  with  our  investigations;  the 
precis  we  have  submitted  is  very  largely  the  result 
of  our  own  investigations  previously,  rather  than 
specifically  upon  the  points  which  have  been  laid 
before  us  in  the  Questionnaire.  Some  of  them,  of 
course,  we  have  investigated  privately  and  at  some 
considerable  length.  The  precis  has  been  submitted 
in  chief  to  members  of  our  Parliamentary  Com- 
mittee, who  number  20,  and  are  distributed  through- 
out the  country,  and  most  of  them  are  in  a pretty 
considerable  way  of  business,  and  every  one  of  them 
has  expressed  approval  of  the  evidence  which  . we 
submit.  We  wish  to  stress  the  point  that  credit — 
and  therefore  the  terms  of  credit — is  very  important, 
so  far  as  even  very  small  men  are  concerned.  We 
are  afraid  that  sometimes  the  terms  of  credit  are 


we  expended  88  millions  upon  Health  and  Unem- 
ployment Insurance  in  addition  to  80  millions  upon 
War  Pensions.  It  appears  that  apart  from  educa- 
tion and  war  pensions  the  amount  received  from 
rates  and  taxes  in  various  forms  of  assistance 
has  increased  from  111  millions  in  1890  to  over  200 
millions,  an  amount  equal  to  the  total  pre-war  Bud- 
get figures.  With  war  pensions,  which  we  readily  dis- 
tinguish as  a national  obligation,  and  including 
education,  the  total  about  two  years  since  stood  at  the 
stupendous  amount  of  400  millions.  According  to  a 
motion  submitted  to  the  House  of  Commons  in  April, 
1922  the  expenditure  upon  public  assistance  had,  so 
far  as  could  be  ascertained  from  Parliamentary  pub- 
lications, risen  from  £25,000,000  in  1890-91  to 
£332,000,000  in  1920-21,  and  would  probably  be  not 
less  than  £400,000,000  in  1921-22  while  30,000,000  per- 
sons, exclusive  of  unemployed,  out  of  a population  of 
48.000,000  had  actually  been  in  receipt  of  such 
public  assistance  in  1919-20.  We  would  respectfully 
suggest  that  the  Committee  request  information  as 
to  how  these  relative  figures  stand  to-day. 

Direct  and  Indirect  Taxation. 

Only  one  voter  out  of  nine  on  the  Parliamentary 
register  is  a direct  taxpayer.  We  do  not  under- 
value the  contributions  made  by  indirect  taxpayers, 
but  is  it  desirable,  is  it  in  the  best  interests  of  the 
State  that  so  large  a proportion  of  the  electorate 
should  make  no  direct  contribution  to  the  upkeep  of 
the  nation?  This  seems  to  us  to  be  another  vital 
consideration  that  ought  not  to  be  left  outside  the 
scope  of  the  enquiry.  In  1912  the  indirect  taxes  pro- 
duced 42  per  cent,  and  the  direct  taxes  58  per  cent, 
of  the  national  revenue.  In  1918  these  proportions 
had  increased  to  18  and  82  per  cent,  respectively. 
To-day  we  believe  they  are  about  25  and  75  per  cent. 
In  1913-14  the  amount  raised  by  direct  taxation  in 
the  United  Kingdom  was  163  millions,  or  £3  10s.  per 
head  of  the  whole  population  at  that  period.  In 
1921-22  the  amount  so  raised  was  856  millions,  or 
£18  4s.  per  head.  We  hope  that  authoritative  and 
workable  proposals  will  be  made  both  as  to  what 
amounts  should  be  raised  by  direct  and  indirect 
taxation  respectively,  and  also  as  to  how  the  scope 
of  direct  taxation  can  be  widened  upon  a fairly 
graduated  plan  so  as  to  impart  a more  adequate 
sense  of  personal  responsibility  with  regard  to  the 
finances  of  the  nation  to  all  who,  by  the  exercise  of 
the  franchise,  have  a share  in  the  fateful  task  of 
determining  its  political  destinies. 


regarded  as  very  essential  in  reference  to  bankers 
and  shippers  and  men  in  a very  large  way  of 
business,  but  we  should  like  to  assure  the  Com- 
mittee that  the  terms  of  credit  are  very  important 
even  to  smaller  businesses.  Although  the  differ- 
ences in  the  terms  may  appear  to  be  small,  and 
are  small  in  one  sense,  they  are  much  more  serious 
than  is  generally  understood,  because  of  the  constant 
turning  over  of  money  in  small  businesses.  In  a 
large  business,  you  may  turn  over  your  money  once 
or  twice  a year,  but  in  a very  small  one  it  is  turned 
over  six  or  eight  or  even  more  times  in  the  year; 
therefore  half  per  cent,  in  the  difference  of  the 
terms  of  credit  becomes  3 per  cent,  or  4 per  cent, 
or  even  more  than  that  in  many  cases. 

2591.  Sir  Arthur  Ealfowr:  I would  like  to  ask 

whether  your  terms  of  credit  are  abnormally  good 
or  bad  now.  What  is  the  position  of  the  credit  you 
are  speaking  of?  Is  that  normal? — Is  the  question 
addressed  with  reference  to  the  man  who  gives  credit 
or  to  the  man  who  receives  it? 

2592.  The  getting  in  of  your  money  one  way  oi 
another,  or  the  credit  you  receive  from  the  manu- 
facturer?— The  credit  received  from  the  manufacturer 
by  the  merchant  or  factor  is  less  than  it  was  previous 
to  the  War ; it  is  shorter. 
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2593.  Are  you,  tlien,  getting  in  your  money  in 
detail  as  well  as  you  were  previous  to  the  War? — No. 

2594.  Has  there  been  a falling  off  in  getting  in 
your  money  in  the  last  few  months  ? — There  has, 
since  the  slump,  since  1920. 

2595.  But  in  the  last  six  months  has  it  been  better 
or  worse? — I should  say  it  is  very  much  worse. 
(Mr.  Blahemore) : I agree  with  that  statement. 

2596.  Sir  Alan  Anderson : Is  that  in  the  case  of 
a shop  dealing  with  individual  customers  ? — (Mr. 
Clark) : Yes,  and  also  in  the  case  of  a shop  dealing 
with  smaller  shops — both  cases. 

2697.  Mr.  Hichens  : How  do  you  account  for  the 
fact  that  you  get  shorter  credit  from  the  manufac- 
turer?— During  the  War  terms  were  very  much 
tightened,  and  they  have  never  got  back  to  the 
original  state.  I am  in  the  dry  goods  trade,  drapery. 
Previous  to  the  War,  we  had  abnormally  long  terms 
offered.  They  began  from  Scotland,  and  they  spread 
bye  and  bye  all  over  the  country.  There  is  no  doubt 
that  the  terms  which  were  offered  previous  to  the 
War  to  distributors  were  abnormally  long. 

2598.  They  are  not  unreasonable  now,  at  any  rate? 
— They  are  difficult,  I should  say  very  difficult,  for 
a man  to  begin  a new  business  with  limited  capital. 

2599.  Sir  William  McLintoch  : It  is  only  in  one 
trade  that  these  abnormal  credits  are  employed,  the 
drapery  trade  and  the  soft  goods  trade? — I would 
not  say  that.  I should  say  it  is  true  of  others. 

2600.  You  agree  the  terms  of  credit  you  got  in 
pre-war  days  were  altogether  absurd,  from  the  point 
of  view  of  the  seller  of  the  goods? — They  were.  1 
agree,  as  a buyer.  I think  those  terms  were  too 
long  and  too  cheap;  I am  sure  they  were.  In 
respect  of  flour,  for  example,  they  have  been  very 
much  tightened,  and  in  a great  many  other  com- 
modities they  have  been  very  much  tightened.  Then, 
continuing  our  precis,  we  attempt  to  answer  question 
No.  1 in  reference  to  the  supply  of  credit  and  how 
it  is  affected  by  the  National  Debt.  The  first  two 
paragraphs  are  from  my  colleague,  and  if  there  is 
any  question  to  be  asked  upon  them,  I would  like 
him  to  answer  it.  (Mr.  Blahemore)  : I would  like 
just  to  amplify  that  statement  in  this  way.  In 
addition  to  being  engaged  in  commerce  and  industry, 
I am  an  accountant  by  profession.  An  estate  in 
which  I am  interested  was  constituted  three  years 
ago  by  investments  in  railway  and  other  trustee 
securities.  These  were  all  sold  at  a loss  then  of 
between  5 and  7}  per  cent,  and  the  money  invested 
in  5 per  cent.  War  Loan.  The  estate  to-day  is  being 
wound  up  and  shows  an  increment  of  over  10  per 
cent.  This  illustrates  the  reason  why  during 
inflation  the  National  Debt  must  more  or  less 
seriously  compete  with  and  affect  the  terms  on  which 
industrial  capital  can  be  raised.  While  stating  this, 
I do  not  wish  to  appear  to  support  a policy  of  con- 
tinued inflation  of  currency,  nor  do  I desire  to  sub- 
scribe to  a policy  of  non-deflation;  I merely  state 
what  I consider  are  the  facts.  That  illustrates  what 
I mean  in  this  first  paragraph:  that  the  National 
Debt,  particularly  if  it  is  showing  a fairly  high  rate 
of  interest,  such  as  the  War  Loan  would  do  at  5 
per  cent.,  must  take  precedence  not  only  from  the 
point  of  view  of  the  trustee  who  is  investing  funds, 
but  also  from  the  point  of  view  of  the  ordinarv 
investor  who  otherwise  would  probably  invest  his 
capital  in  industrial  enterprise.  Of  course,  I realise 
that  these  loans,  as  they  fall  due,  are  being  con- 
verted into  longer-term  securities  at  a much  lower 
rate  of  interest,  and  as  that  happens,  of  course,  they 
will  not  so  seriously  compete  with  industry  so  far 
as  capital  other  than  trustee  money  is  concerned. 
There  was  a point  that  was  raised  before  this  Com- 
mittee -by  Mr.  A.  M.  Samuel,  which  is  a very 
interesting  one.  That  was  with  reference  to  the 
fact  that  the  National  Debt  does  form  an  instrument 
of  credit.  Mr.  -Samuel  gave  a very  apt  illustration, 
far  better  probably  than  I could  do,  and  I should  like 
to  say  that  so  far  as  that  illustration  goes,  that  is 
my  experience  also.  I think  he  took  the  illustration 
of  £100  Government  security  which  formed  during 
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its  existence  an  instrument  of  credit,  it  produced 
credit  from  anyone’  almost  -who  had  credit  to  give, 
and  gave  assistance  to  those  who  required  credit.  But 
other  than  that,  I subscribe  to  the  fact  that  the 
National  Debt,  particularly  the  5 per  cent.  War  Loan 
and  Government  securities  at  a high  rate  of  interest, 
do  seriously  compete  with  industrial  enterprises  and 
requirements  for  capital. 

2601.  Sir  Charles  Addis : Would  you  qualify  that 
opinion  by  drawing  a distinction  between  the  debt 
in  course  of  creation  and  the  debt  after  it  is  created? 
I mean,  that  while  the  debt  is  being  created  it  com- 
petes with  the  supply  of  capital,  but  after  it  is  fixed 
it  does  not  do  so  any  longer,  and  as  redemption  takes 
place  it  returns  the  credit  which  has  been  absorbed? 
— I understand  that  question  quite  clearly.  Of 
course  a large  portion  of  the  debt  redeemed  would  be 
invested  in  industry,  but  there  is  a large  portion  of 
redeemed  debt  which  would  go  again  into  other 
Government  securities.  There  is  a large  proportion 
of  the  debt  held  by  trustees,  who  would  reinvest  in 
longer  term  securities. 

2602.  Then  if  they  purchased  a bond  from  another 
holder  he  in  his  turn  has  merely  transferred  the 
bond,  has  he  not? — Yes,  true. 

2603.  There  is  no  loss? — No,  not  in  a case  like  that. 

2604.  No  diminution  of  credit? — No.  (Mr.  Clark)  : 
If  the  money  is  going  to  be  used  in  business;  but  if 
it  is  going  to  be  hung  up,  there  may  be  diminution 
of  credit. 

2605.  What  I mean  is  that  if  one  man  sells  and 
another  man  buys,  there  is  no  change? — But  it  de- 
pends on  the  purchaser  and  the  seller.  If  it  is  a 
business  man  who  is  selling  to  an  old  lady  who  wants 
an  annuity,  who  is  investing,  it  is  an  interference 
with  the  claims  of  business,  or  it  may  be. 

2606.  It  depends  on  the  use  to  which  the  money  is 
put? — Yes. 

2607.  Professor  Hall : On  the  point  of  its  being 
more  difficult  to  obtain  credit  than  it  was  prior  to 
the  -War  I should  like  to  ask  how  the  smaller  trader 
fares  as  compared  with  the  larger  trader.  It  is  sug- 
gested that  the  smaller  trader  is  finding  it  rather 
more  difficult  -and  that  the  larger  organisations,  the 
better  known  ones,  are  not  hampered  to  the  same 
extent.  How  far  does  your  experience  support  or 
deny  that? — The  facts  in  respect  of  the  larged’ 
trader’s  financial  standing  can  be  better  -ascertained. 
For  instance,  if  he  has  debentures  it  can  easily  be 
found  out,  and  it  is  found  out,  because  it  is  worth 
while  to  do  so,  but  in  the  case  of  the  smaller  man  it  is 
very  difficult  indeed  to  ascertain  his  exact  financial 
position. 

2608.  Sir  Arthur  Balfour:  I do  not  think  the 
witness  quite  understood  the  question.  Is  what  is 
meant  credit  from  the  bank  or  is  it  the  obtaining  of 
capital  ? 

Professor  Hall : Obtaining,  say,  an  overdraft  from 
the  bank? — I -am  not  in  a position  to  answer  that. 
I should  say  that  in  the  country  years  ago-  credit  was 
given  by  banks  very  largely  upon  personal  knowledge. 
The  banks  were  local  institutions,  locally  managed, 
with  local  directors,  and  it  was  not  so  much  a ques- 
tion of  what  a man  had,  as  his  capacity  for  gaining, 
which  gave  him  -a  standing  with  the  bank.  We  do 
not  find  that  to  be  quite  so  in  the  country  to-day. 
It  is  now  much  more  a question  of  figures;  it  is  not 
what-  you  are  going  to  get;  it  is  what  you  actually 
have  which  enables  you  to  obtain  credit ; at  least 
that  is  what  I am  told,  and  in  that  sense  it  is  more 
difficult  for  a small  man  than  it  was  years  ago, 
because  he  has  not  got  the  assets  to  meet  the  amount 
of  credit  he  is  asking  for. 

2609.  Sir  Alan  Anderson : That  is  a criticism  of 
the  change  in  the  organisation  of  banks  rather  than 
of  the  National  Debt,  is  it  not? — It  has  nothing  to  do 
with  the  National  Debt  except  that  the  debt  absorbs 
so  much  credit. 

2610.  Professor  Hall:  But  it  is  on  the  general 
question  of  credit?— Yes,  on  the  general  question  of 
credit. 

N 2 


196 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


6 August,  1924.]  Mr.  J.  Walker  Clark,  J.P.,  and  [ Continued . 

Mr.  Felix  J.  Blakemore,  F.Gr.I. 


2611.  Mr.  Lees-Smith  : You  think  that  joint  stock 
banking  has  been  had  for  small  traders? — I should 
have  to  think  out  that  question  before  I answered  it. 

2612.  Mr.  Bell : In  the  figures  we  took  out,  which 
we  did  very  carefully,  for  numbers  of  absorbed  banks 
of  the  smaller  sort,  we  found  that  we  had  greatly 
increased  the  credit  which  was  given  in  those  cases? — 
You 'are  speaking  now  as  a banker? 

2613.  Yes.  We  gave  evidence  before  the  Commis- 
sion, and  took  out  these  figures,  and  it  showed  how 
very  greatly  the  credit  had  been  increased.  I do  not 
want  to  go  into  this,  because  I do  not  think  it  is 
quite  relevant  to  our  discussion  ? — May  I say,  just  in 
■a  word,  that  all  credits  are  very  much  greater  in 
their  amount  because  of  the  difference  in  values.  It 
may  be  that  it  is  actually  a smaller  credit  if  reckoned 
in  commodities,  although  it  is  a larger  credit  in 
■amount,  because  of  the  difference  in  values.  It  is 
smaller  in  bulk  so  far  as  the  article  dealt  in  is 
concerned. 

We  want  rather  to  stress  the  last  paragraph  in 
reference  to  the  Floating  Debt.  The  varying  rate  of 
interest  which  may  be  given,  and  which  has  from  time 
to  time  been  given,  on  short  loans  does  interfere  to 
some  extent  with  the  terms  upon  which  credit  is 
given.  Money  is  diverted  from  business  into  what 
might  be  called  investments,  even  when  they  are  only 
short  period  investments,  which  makes  a demand 
which  percolates  down  to  the  very  smallest  credit, 
and  the  withdrawal  of  credit  facilities.  It  increases 
the  appeal  for  money,  and  in  our  judgment  the  varia- 
tion in  interest  of  the  Floating  Debt  has  a definite 
relationship  to  that.  If  the  interest  on  the  Floating 
Debt  is  small  there  is  not  that  demand  for  the  calling 
in  of  the  money,  and  greater  facilities  are  given, 
whereas  if  the  interest  is  high  the  man  says  : “ I 
must  have  this  in  because  I am  losing  so  much  money 
in  interest  or  investment  somewhere  else.”  We 
think  that  is  very  important. 

2614.  What  you  say  is  perfectly  true,  that  a man 
who  can  get  a very  safe  5 or  even  5J  per  cent,  is  not 
prepared  to  lend  money  at  4J  or  less;  but  the 
National  Debt  cannot  be  omitted  from  account,  and 
there  cannot  be  complete  disregard  of  it  when  credit 
comes  to  be  given? — It  must  be  taken  into  (account. 
The  point  here  is  that  we  suggest  that  as  far  as  pos- 
sible the  Floating  Debt  should  be  minimised  and  long- 
term loans  at  low  rates  of  interest,  or  as  . low  a rate 
of  interest  as  is  available,  should  be  as  far  as  possible 
adopted  in  order  to  stabilise  the  rate  of  interest.  If 
you  know  what  the  rate  of  interest  is  going  to  be  for 
six  months  ahead  you  can  plan  your  financial 
arrangements  very  much  more  easily  than  if  you  had 
to  take  into  account  a variation  up  or  down.  That 
is  the  real  point. 

2615.  Would  you  maintain  that  if  you  knew,  as  I 
think  is  the  fact,  that  the  Floating  Debt  is  really 
raised  at  1 per  cent,  or  1J  per  cent.,  or  sometimes 
perhaps  2 per  cent.,  below  anything  else  that  it  is 
possible  to  put  'it  into? — Has  it  not  sometimes  been 
i per  cent,  more? 

2616.  I will  not  say  it  never  has,  but  for  a year 
or  two  it  has  been  extremely  cheap,  a very  cheap  way 
of.  financing? — Yes.  Some  corporations  have  also 
tried  that  method  of  raising  money,  and  with  varying 
success. 

2617.  Corporations  have  been  borrowing  at  4i  per 
cent,  for  years? — Some  of  them  were  borrowing  on 
three  months’  loans  without  direct  security. 

2618.  Sir  Arthur  Balfour : Before  we  leave  that 
question  of  credit  I would  like  to  ask  Mr.  Blakemore 
what  have  been  the  relative  failures  and  bankruptcies 
in  business  in  his  particular  kind  of  trade.  Have 
they  been  very  much  higher  than  pre-war? — (Mr. 
Blakemore) : Yes.  They  were  very  low  during  the 
boom  years  of  1918  and  1919,  but  since  the  slump 
came  in  1920 — I am  speaking  now  subject  to  correc- 
tion I should  think  the  increase  has  been  between 
5 and  7i-  per  cent,  over  pre-war  figures,  so  far  as 
the  food-distributive  trades  are  concerned. 

2619.  Can  you  attribute  that  in  any  way  to  high 
taxation ; can  you  connect  that  with  high 
taxation? — Yes,  I can  in  this  way.  I have  a note 


here  which  I will  read  to  you.  “ In  many  distribu- 
tive businesses  the  capital  is  relatively  small  and 
price  competition  can  only  become  effective  by  a rapid 
and  continuous  turning  over  of  stock.  A food-dis- 
tributive business  would,  if  well  conducted,  turn  over 
its  capital  nine  or  ten  times  a year.  The  net  profits 
thus  produced  show  a relatively  high  percentage  com- 
pared with  the  small  capital  employed,  and  must 
necessarily  do  so  in  order  to  provide  a reasonable 
income  for  the  proprietor.  The  capital  being  so 
small,  there  is  very  little  margin  left  for  extraction 
by  taxation  for  National  Debt  reduction;  and  if  it 
is  true  that  debt  reduction  only  saves  the  taxpayer 
5 per  cent,  this  would  undoubtedly  detrimentally 
affect  the  trader  and  tend  to  cripple  his  enterprise 
financially.”  Now  what  I mean  by  that  is  this.  I 
can  give  you  an  instance  of  a business  with  a paid 
up  capital  of  £5,000  and  a carry  forward  in  the 
balance  sheet  of  between  £8,000  and  £9,000,  that  is 
reserve  profits,  making  a total  capital  of  between 
£13,000  and  £14,000,  doing  a turnover  of  £120,000 
a year.  A large  proportion  of  that  is  what  they  call 
cash  trade,  and  the  stocks  are  turned  over,  perhaps, 
between  10  and  11  times  a year.  Now  when  you  are 
working  on  a small  margin  of  capital  like  that  the 
demands  for  heavy  taxation  in  order  to  meet  debt 
charges  and  other  national  expenditure  are  very 
crippling,  and  I know,  where  I have  been  called  in 
consultation  to  help  in  a purely  advisory  capacity 
some  of  my  fellow  traders,  I have  had  to  go  with 
them  to  the  banks  and  secure  temporary  overdrafts 
in  order  to  meet  the  demands  of  the  surveyor  of 
taxes  where  further  extension  of  time  for  payment 
was  not  permitted.  I do  not  know  how  many  cases 
there  are  where  that  has  not  been  possible  and  the 
businesses  have  been  wound  up ; but  seeing  that  the 
number  of  bankruptcies  has  increased  so  much  in  the 
food  trades  particularly — I am  referring  now  to  the 
grocery  and  provision  trades — I should  think  that  the 
demand  for  this  high  taxation  on  the  man  with  a 
small  capital  has  been  very  crippling  and  has  been 
the  oause  of  his  liquidation. 

2620.  Sir  Arthur  Balfowr:  'Would  that  be  partly 
due  to  the  fact  that  he  was  taxed  on  his  stocks  at 
high  values  and  then  in  the  fall  of  the  value  of  the 
stock  he  was  left  with  a liability  to  taxation  up  to 
a certain  point? — Of  course  there  was  always  the 
three  years’  average  which  affected  it  somewhat. 

2621.  But  does  the  three  years’  average  help  in 
that  case?  If  he  has  been  taxed  on  his  stocks  at 
high  values  and  then  the  values  of  the  stock  fell 
and  he  did  not  realise  the  stocks  at  those  values,  he 
was  left  with  the  taxation  to  bear  ? — That  three  years’ 
average  would  be  detrimental  to  him  because  he 
would  be  paying  perhaps  on  two  years’  profit  and 
one  year’s  heavy  loss. 

2622.  Sir  Alan  Anderson : There  were  heavy 

failures  during  this  slump  or  immediately  after  the 
slump  in  values;  there  was  a very  heavy  slump  in 
values  in  those  trades,  no  doubt? — (Mr.  Clark): 
That  would  not  be  so  much  in  the  food  trades  as  in 
our  trade. 

2623.  There  would  be  also  in  the  food  trades.  Have 

you  any  record  of  what  failures  are  normal  in  a time 
of  severe  slump  like  that?  You  have  never  had  such 
a slump,  have  you? — (Mr.  Blakemore):  I do  not 

remember  one. 

2624.  Even  if  the  taxation  had  been  low,  the 
trader  whose  stock  was  suddenly  reduced  by  about 
one-half  in  value  would  be  in  great  danger  of  finan- 
cial difficulties,  would  he  not? — Yes.  (Mr.  Clark): 
Our  point  is  that  the  tax  is  the  last  straw. 

2625.  The  fall  in  values  was  the  real  big  load  that 
knocked  them  out,  was  it  not? — It  was  principally 
that  big  load. 

Sir  Arthur  Balfow : It  was  a combination  of 
falling  values  and  high  taxation,  no  doubt? — (Mr. 
Blakemore) : Then  there  was  another  point,  too.  Mr. 
Clark  is  quite  correct  in  what  he  says  on  the  point 
of  reduced  terms  of  credit.  In  the  food  trade  that 
was  very  apparent.  The  importers  of  food  goods  into 
this  country  did  greatly  restrict  credits  during  the 
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War  and  immediately  after  the  War,  and  those  re- 
duced terms  of  credit  have  been  maintained  almost 
up  to  the  present  time.  I could  give  instances  where 
in  pre-war  days  a month  and  sometimes  five  or  six 
weeks’  credit  was  given.  Now  it  has  been  reduced 
down  to  14  days,  and  in  some  instances  where  14 
days’  credit  was  given  before  the  War  you  have  to 
send  your  cheque  with  your  order  now.  Several 
firms  have  adopted  a policy  of  cutting  down  their 
counting  house  charges  by  offering  a discount  of, 
say,  2|  per  cent,  for  cash  with  order,  to  save  enter- 
ing in  books  and  the1  necessary  counting  house 
charges,  and,  of  course,  2i  per  cent,  is  the  profit  in 
many  cases  in  the  food  trades.  If  you  are  not  doing 
that  and  your  competitor  is,  you  are  not  able  to 
compete  with  him  in  price.  That  is  just  the  position 
that  credit  has  arrived  at. 

2626.  Owing  to  the  much  larger  number  of  failures, 
which  I think  the  bankruptcy  people  could  give  us, 
that  lias  no  doubt  a bad  effect,  to  some  extent,  all 
round  ? — Yes. 

2627.  Sir  William  McLintoch  : You  do  not  suggest, 
do  you,  that  the  increase  in  the  number  of  failures 
to  which  you  refer,  is  due  to  the  payment  of  taxes? 
— As  my  chairman,  Mr.  Clark,  has  just  said,  it  was 
almost  the  last  straw.  I will  just  give  you  one 
instance.  I went  to  the  Inspector  of  Taxes  with  a 
trader  who  had  already  had  .three  months’  extension 
in  which  to  pay  this  taxation,  which  amounted  to 
about  £450.  He  already  had  an  overdraft  at  the 
bank  of  £3,000,  and  the  bank  had  told  him  that  he 
could  not  possibly  have  any  more,  and  the  Inspector 
of  Taxes  said  he  could  not  give  him  any  more  credit. 

I investigated  his  financial  position,  went  through 
his  assets  and  had  a look  at  his  stock,  and  I saw  that 
there  were  possibilities  of  the  business  being  pulled 
round  if  he  could  get  this  additional  credit.  We 
were  able  to  persuade  the  bank  to  allow  him  this 
additional  overdraft  and  he  paid  his  taxes;  but  if 
he  had  not  been  able  to  do  that,  if  I had  not  been 
there,  I do  not  think  there  would  have  been  anjr 
possible  chance  of  that  man  paying  the  taxes  out 
of  his  then  available  assets,  and  he  would,  naturally, 

I suppose,  have  gone  under. 

2628.  Had  he  been  making  profits  ? — Yes,  he  had 
been  making  profits  for  the  one  year,  but  he  had 
made  heavy  losses  for  the  following  two  years. 

2629.  He  gets  the  tax  back  on  the  losses  ? — My 
reply  that  I gave  to  Sir  Arthur  Balfour  applies : 
you  get  the  average.  The  fall  in  food  values  was 
very  rapid  and  probably  within  a period  of  six 
months  when  I forecasted  the  fall  in  food  prices  in 
1920,  there  was  a liquidation  of  between  15  and  20 
per  cent,  in  food  values.  You  see  how  much  stock 
would  depreciate. 

2630.  The  important  point  is  this,  that  the  man’s 
financial  trouble  probably  arose  from  either  trading 
beyond  his  capital  or  from  speculating  and  carrying 
big  stocks  which  depreciated,  but  it  was  not  directly 
due  to  the  payment  of  Income  Tax  on  the  profits. 
Your  suggestion  was  that  the  payment  of  the  higher 
rate  of  tax  caused  the  failure.  Now  my  experience 
has  always  been  that  while  it  may  be  the  last  straw, 
it  is  certainty  the  last  payment  a trader  will  ever 
think  of  making  before  he  suspends  payment? — 
(Mr.  Clarh) : I think  Six  William  is  right,  up  to  a 
point,  but  I think  there  is  more  in  the  point  than 
Sir  William  has  admitted.  Taxation  now  is  very 
high  and  it  is  a moot  point  whether  in  some  busi- 
nesses you  can  recover  Income  Tax  from  the  con- 
sumer. You  can  in  some,  I admit,  but  it  is  a moot 
point.  The  three  years’  average  has  handicapped 
many  men.  They  enlarged  their  businesses  beyond 
their  capacity  in  good  times  and  afterwards  were 
handicapped  by  conditions  which  followed  the  boom 
period;  then  when  it  was  necessary  to  draw  in,  it 
was  impossible  to  do  so,  and,  therefore,  the  high 
taxation  does  affect  them ; so  it  appears  to  me, 
anyhow. 


2631.  Mr.  Lees-Smith : Is  not  the  point  that  these 
men  have  made  miscalculations? — We  all  do. 

2632.  You  now  propose  that  the  rest  of  the  com- 
munity should  repay  the  loss  caused  by  that  mis- 
calculation?— I say  we  are  all  in  the  cart  equally. 
(Mr..  Blakemore)  ■.  On  the  point  that  Sir  William 
McL.intock  raised,  the  adjustment  of  accounts  for 
taxation,  in  my  view,  is  very  unfair,  and  that 
has  a reflex  action  upon  the  position  of  the  trader. 
I oi  instance,  say  you  have  made  a loss  two  years 
running  and  you  made  a profit  on  the  first  year  of 
the  three  years’  average;  there  are  lots  of  other 
things  that  have  to  be  taken  into  account.  The 
Inspector  says:  “ I cannot  allow  this  charge,  and  I 
cannot  allow  that  charge,  and  I cannot  allow  the 
other  charge,”  and  the  result  is  that  by  the  time 
you  have  settled  with  the  Inspector  of  Taxes,  you 
find  that  you  have  only  an  allowance  of  about  50  per 
cent,  of  what  you  thought  you  were  going  to  get. 

2633.  Mr.  Hichens:  Do  you  find  that  the  Imperial 
taxation,  that  is,  the  taxation  of  the  Central 
Authority,  is  more  onerous  to  business  than  local 
rates?— Local  rates  depend,  very  largely  upon  local 
user  and  the  size  or  position  of  premises.  It  has 
nothing  to  do  with  the  man’s  income  or  ability  to  pay. 

2634.  Sir  Arthur  Balfour : But  he  has  to  pay  them 
whethei  he  makes  a profit  or  not? — He  ought  to  pay 
them  \ they  -do  not  all  do  so. 

2635.  Mr.  Hichens  : At  any  rate,  your  experience 
is  that  it  is  the  high  central  taxation  which  affects 
you,  not  the  local  taxation? — I should  not  say  that- 
both  affect  us. 

2636.  Sir  Alan  Anderson : It  is  high  central  taxa- 
tion you  are  talking  about  to-day? — Yes.  There  is 
another  point  which  has  been  raised  by  Mr.  Lees- 
Smith,  namely,  that  one  section  of  the  community 
has  been  penalised  by  the  trader.  I think  it  ought 
to  be  remembered  that  the  other  section  of  the  com- 
munity got  their  wages  very  much  raised  during  the 
War  and  they  have  not  had  them  much  reduced. 

2637.  Chairman : Will  you  go  on  to  Question  No.  2 
now? — Question  No.  2 deals  very  much  with  the  same 
points  that  we  have  already  been  discussing.  Perhaps 
the  ci ux  of  it  lies  near  the  end  of  the  first  paragraph  : 

Certain  types  of  investors,  who  require  long-dated 
securities  of  an  .absolutely  safe  character,  would  not 
be  likely  to  place  their  investments  in  industry  and 
trade  which  necessarily  involve  risks  that  are  not 
associated  with  investments  in  Government  stocks.” 
That  realty  is  a comparison  between  a Government 
security  and  the  risk  of  a business,  and  states  the 
reason  why  the  terms  for  industry  are  at  present 
more  onerous  than  they  would  be  if  it  was  not  for 
the  competition  with  Government  security. 

2638.  Then  will  you  go  on  to  Question  No.  3?— 

Question  No..  3,  I think,  very  much  follows  on  the 
same  lines.  This  is  a question  realty  of  the  method 
of  payment  of  the  debt,  whether  it  should  be  in  a 
large  sum  or  a small  sum,  and  whether  it  should  be 
spread  over  a long  period  or  a short  period.  We  hope 
that  the  Chancellor’s  forecast  will  be  carried  out  and 
that  Budgets  will  be  estimated  with  a more  close 
relationship  to  requirements  than  they  have  been 
in  the  past,  and  we  trust  that  we  shall  not  be  com- 
pelled to  raise  very  much  larger  sums  than  are 
actually  needed  for  the  exigencies  of  the  situation, 
in  the  future.  I was  very  much  impressed  with  a 
remark  which  was  made  to  me  in  coming  down  to 
the  train  yesterday  morning  by  a gentleman  who  is 
one  of  our  large  local  accountants;  he  is  the  auditor 
for  many  commercial  firms  in  our  neighbourhood.  We 
were  talking  casually,  and  he  said : “ I am  miser- 

able.” I said  I was  very  sorry  to  hear  it,  and  I 
hoped  his  health  was  good.  “ No,”  he  said,  “ it  is 
because  my  audit  work  is  making  me  so  awfully  de- 
pressed. There  is  only  one  class  of  business  in  our 
neighbourhood  where  business  is  not  being  carried 
on  at  a.  loss.”  I looked  .at  him  in  very  great  surprise 
and  he  repeated  the  statement  and  he  said  “ that  he 
regarded  it  as  very  largely  due  to  high  taxation.” 

2639.  Have  you  anything  to  say  on  the  question  of 
reduction  of  the  debt?  Have  you  any  views  about 
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whether  the  Sinking  Fund  should  be  increased  with 
o-ood  trade  and  decreased  in  bad  trade? — I would  say 
that  it  should  vary  with  the  general  financial  condi- 
tions of  the  country ; because  it  may  not  be  solely  a 
matter  of  good  or  bad  trade.  The  question  of  the 
surplus  on  the  Budget  comes  in  there. 

2640.  Mr.  Lees-Smith  : Then  would  you  disapprove 
of  the  existing  system?  Would  you  disapprove  of  a 
Sinking  Fund  of  £50,000,000  a year  to  be  steadily 
applied,  apart  from  the  special  financial  position 
Mr.  Baldwin’s  principle?— If  there  was  a very  severe 
slump  or  if  there  was  a very  great  boom,  we  think 
those  things  ought  to  be  taken  into  account;  but 
provided  conditions  are  fairly  stable,  the  method 
advocated  by  Mr.  Baldwin,  we  think,  is  good.  (Mr. 
Blakemore) : I think  where  you  have  a big  Budget 
surplus  and  the  Budget  surplus  is  limited  to  the 
reduction  of  debt,  the  additional  Sinking  Fund  of 
£50,000,000  is  rather  superfluous;  I think  it  is 
deflating  the  currency  too  rapidly.  It  is  placing  too 
heavy  a burden  upon  the  present  generation  and  not 
extending  it  far  enough.  That  is  my  view. 

2641.  Professor  Sail:  Supposing  that  social  condi- 
tions remain  the  same,  would  you  maintain  the  same 
rate  of  tax  throughout  a number  of  years  and  hope 
that  the  prosperity  of  industry  would  bring  you  a 
bigger  amount  during  the  years  of  prosperity  to 
relieve  the  debt? — In  my  view  that  would  be  a very 
much  fairei  way  of  doing  it  than  the  present  arrange- 
ment. Then,  of  course,  you  would  be  paying  off  debt 
by  increased  profits  from  industry,  which  would  show 
that  industry  could  afford  to  pay  that. 

2642.  You  would  prefer  a fixed  rate  of  taxation 
rather  than  a fixed  amount  applied  in  reduction  of 
the  debt?— (Mr.  Clark):  Yes,  if  those  two  alterna- 
tives were  put  before  us ; because  of  stability . 

2643.  Sir  Alan  Anderson : In  order  to  avoid 
having  more  taxes? — In  order  to  avoid  having  a 
higher  rate  of  interest  really  on  the  borrowed  capital 
we  require.  That  is  the  real  point  we  want  to 
endeavour  to  provide  for. 

2644.  Surely  the  repayment  of  debt  would  tend  to 
reduce  the  rate  of  interest? — It  depends  on  the  way 
it  was  repaid. 

2645.  Mr.  Lees-Smith : There  is  a question  which 
arises  here  which  is  of  a general  character.  I think 
you  make  some  remarks  on  the  Capital  Levy.  I will 
not  pursue  it  very  far  at  the  moment,  but  generally 
you  object  to  a Capital  Levy,  and  you  wish  for  a 
reduction  of  the  Income  Tax,  I gather,  and  a reduc- 
tion of  the  Death  Duties  and  a reduction  of  the 
Stamp  Duties;  and,  on  the  other  hand,  you  wish  the 
central  expenditure  to  be  increased  by  transferring 
payments  from  local  rates  to  central  taxation? 
Have  we  asked  for  all  that? 

2646.  You  want  very  large  reduction  from  taxation 
and  you  want  very  large  increase  of  central  expendi- 
ture. Can  you  just  develop  your  proposals  as  to  how 
you  are  going  to  reach  that  result? — By  very  severe 
economies  and  by  taxing  some  classes  of  business 
which  are  now  exempt. 

2647.  By  taxing  the  co-operative  societies? — Yes. 

2646.  And  you  say  economies  would  be  made  in 

what  you  call  social  reforms? — We  do  not  say  that, 

I think. 

2649.  After  all,  we  have  to  look  at  the  question 
as  a whole;  we  cannot  take  any  particular  tax;  we 
would  like  to  reduce  them  all;  but  I gather  from 
your  last  paragraph  that  your  extra  taxation  S>s 
coming  from  co-operative  societies  and  your  economies 
are  coming  from  what  I think  id  described  as  “ so- 
called  social  reform”?— I would  rather  put  it  that 
our  economies  would  oome  in  another  way;,  they 
would!  come  in  reduced  expenditure;  and  I think  it 
would  be  possible  to  indicate  one  or  two  ways  in 
which  reduced  expenditure  might  be  possible  without 
interfering  greatly  with  those  particular  classes  of 
expenditure  to  which  you  have  alluded.  (Mr.  Blake- 
more)  : Taxation  invariably  follows  policy,  and.  I 

think  if  Parliament  realised  what  additional  taxation 
any  new  social  legislation  would  impose  upon  the 
general  body  of  the  public,  it  is  very  likely  there 


would  be  considerable  economies,  if  that  legislation 
was  passed,  in  putting  it  into  operation.  Parlia- 
ment now  passes  legislation  without  the  remotest 
idea  of  what  effect  it  is  going  to  have  upon  the 
national  financial  burden,  and  I think  that  would 
be  a means  of  effecting  economy. 

2660.  Sir  Arthur  Balfour:  If  they  were  proposing 
to  build  houses  and  they  had  to  announce  at  the 
same  time  that  there  would  be  Is.  6d.  added  on 
to  the  Income  Tax,  or  whatever  it  might  be,  it 
raises  immediately  the  relation  of  the . proposal  to 
the  taxation  which  it  might  entail.  That  is  what 
you  mean  ? — Yes. 

2651  I do  not  want  to  be  tied  to  Is.  6d.,  but 
some  figure?— (Mr.  Clark):  Yes,  and  some  figure  of 
local  rates  as  well,  as  they  may  be  materially  affected 
by  the  proposal. 

2652.  Mr.  Lees-Smith.:  What  I wanted  to  get  at, 
broadly,  was  what  your  outlook  is.  Is  your  outlook 
that  we  should  diminish  certain  taxes  and  increase 
central  expenditure,  tax  the.  co-operative  societies 
and  save  the  expense  of  social  legislation  ?— No,  I 
think  we  have  not  said  that  about  social  legislation. 
Our  idea  was  rather  general  economy  in  adminis- 
tration with  those  already  alluded  to  as  a result 
of  policy,  also  economies  in  Army  and  Navy 
expenditure. 

2653.  That  is  not  mentioned  in  your  paper?  We 
did  not  mention  all  in  detail. 

2654.  Social  reform  is  mentioned  very  clearly?— 
Wo  give  a lot  of  facts,  and  we  ask  for  more 
information. 

2655.  In  your  general  observations  you  speak  of 
the  need  for  retrenchment.  There  I see  no  reference 
to  the  Army  and  Navy ; 1 merely  see  references  to 
“schemes  of  so-called  social  reform”? 

Sir  Arthur  Balfour  : Does  not  that  really  boil  down 
to  what  we  can  afford? — That  is  the  real  point. 

2056.  .Social  reform  may  be  very  desirable,  but  it 
it  is  going  to  put  such  a burden  on  trade  as  produces 
unemployment  and  makes  social  distress  in  another 
direction,  it  may  have  to  be  postponed.  Is  not  that 
the  real  point?— Yes.  The  point  I rather  wanted  to 
state  was  that  when  Mr.  Lees-Smith  says  we  speak 
of  the  reduction  of  the  present  social  programme 
as  part  of  our  method  of  curtailing  expenditure.  1 
say  no,  but  do  not  go  further  in  the  same  direction 
unless  and  until  after  further  inquiry  has  shown 
what  is  done  at  present  and  how  the  cost  is  to  be  met. 

2657.  Mr.  Lees-Smith:  My  difficulty  is  that  I <lo 
not  see  at  the  moment  how  you  are  going  to  reduce 
all  these  taxes  if  you  are  also  going  to  increase  the 
central  expenditure  by  transferring  local  rates  to 
taxation.  I do  not  see  how  you  are  going  to  do 
it  without  having  to  reduce  your  social  programme, 
or  to  reduce  your  expenditure  in  some  other  direc- 
tion. It  has  either  got  to  be  on  the  Army  and  Navy 
or  on  social  reform?— Or  greater  economy  all  round. 
Surely  there  is  a great  .deal  of  ovelapping  between 
one  Government  Department  and  another. 

2658.  Mr.  Bell:  Over-staffing?— Yes. 

2659.  Sir  Alan  Anderson  : Anyway,  what  you  tiling 

is  that  the  taxes  are  too  heavy  at  present?— lhat  is 
our  real  point.  . .. 

2660.  And  that  the  small  businesses  are  especia  y 

suffering  under  them  and  there  are  a great  many 
failures  and  that  you  want  the  Government  to  econo- 
mise and  reduce  taxes? — That  is  our  point.  f 

2661.  Then  you  say:  “I  am  not  the  Chancellor  o. 
the  Exchequer,  so  I cannot  give  you  the  details  o 
how  to  do  it  ”?— That  is  so. 

2662  Mr.  Lees-Smitli:  We  get  some  very  clear 
advice  as  to  the  reduction  of  taxation,  but  witnesse- 
are  all  very  vague  when  it  comes  to  reduction  o 

expenditure? We  were  not  informed  that  it  "" 

necessary  for  us  to  bring  a full  and  complete  P 
gramme  on  those  points,  or  we  would  nave 
deavoured  to  do  so.  . . ... 

Mr.  Eichens : I doubt  whether  it  is  within 
terms  of  reference,  even. 
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2663.  Mr.  Lees-Smith : You  say  you  were  not  asked 
to  do  that.  The  reason  I took  it  up  was  that  you 
did  mention  it;  you  did  go  out  of  your  way  to  give 
your  views  on  that  subject,  which  was  not,  as  Mir. 
Hichens  says,  absolutely  necessary  under  the  terms 
of  reference? — Yes.  Is  there  any  point  the  Com- 
mittee would  like  to  ask  on  No.  4;  if  not,  1 may  per- 
haps pass  on  to  No.  5. 

2664.  Sir  Arthur  Balfour:  On  No.  5 surely  the 

figure  of  £4  11s.  4d.  rates  per  head  represents  an 
enormous  burden  on  every  manufacturer? — Yes. 

2665.  You  have  to  pay  that  whether  you  make  a 
profit  or  not? — Yes;  it  has  nothing  to  do  with  ability 
to  pay. 

2666.  It  has  nothing  to  do  with  the  profits  you 
make? — That  is  so.  The  Imperial  tax  is  based  upon 
profits  .and  we  think  that  the  Imperial  tax  is  the 
fairest  tax,  on  the  whole,  both  in  administration,  in 
collection,  and  in  incidence. 

2667.  And  in  the  method  by  which  it  is  expended? 
— -Well,  that  is  a very  big  point. 

2668.  It  is  a very  important  one.  Do  you  think 
that  the  money  is  expended  better  under  a closer 
control  of  your  own  corporation  or  city  than  it  would 
be  if  it  got  into  the  hands  of  the  central  authority? 
— (Mr.  Blakemore) : The  trader  would  have  more  to 
say  on  the  matter.  He  has  very  little  to  say  to  the 
Chancellor  of  the  Exchequer,  but  he  can  dictate 
sometimes  to  his  local  authority. 

2669.  Sir  Alan  Anderson : With'  regard  to  these 
local  rates,  your  members  are  all  engaged  in  local 
trade  within  the  borough,  or  whatever  it  is? — Yes 
very  largely;  not  all. 

26/0.  The  local  rates  would  not  hit  them  nearly  so 
much  as  a man  who  was  residing  within  the  borough 
and  paying  rates  and  then  doing  his  trade  outside; 
because  you  are  gaining  very  largely,  I suppose,  by 
the  increased  expenditure  on  the  local  rates;  the 
place  is  better  paved  and  better  lit,  and  people  are 
moving  about  more  and  so  on,  and  the  shops  do 
better  business  ?—  (Mr.  Clark)  : If  we  all  paid  equally, 
if  there  was  equal  incidence,  that  would  be  so,  but 
it  is  not  so.  The  hereditaments  in  our  borough  which 
are  a loss  to  us  are  enormous  in  number;  that  is  to 
say,  they  get  more  in  public  service  than  they  con- 
tribute, because  the  rates  are  based  upon  rental  to  a 
large  extent,  and  if  your  rental  is  below  a certain 
figure  you  are  getting  more  in  service  than  you  pay 
in  rates. 

26/1.  You  say  the  rates  are  not  properly  adjusted 
within  tlie  limits  of  the  borough? — That  is  so. 

2672..  That  is  scarcely  our  business? — No,  but  I am 
answering  the  point  which  you  raise. 

2673.  Mr.  Lees-Smith:  You  have  no  special  com- 
plaint to  make  with  regard  to  payments  under  the 
Insurance  Acts,  have  you?  You  do  not  mention 
them? — Where  does  that  come  in? 

2674.  Sir  Arthur  Balfour : As  a charge  on  your 
business, 

Mr.  Lees-Smith : You  do  not  feel  the  payments 
under  the  Insurance  Act,  do  you? — You  mean  unem- 
ployment and  health  insurance?  We  do;  we  feel 
them  to  be  a very  heavy  tax. 

2675.  You  mention  local  rates,  but  you  do  not 
mention  those? — They  are  a very  serious  tax.  They 
are  as  much  felt  in  distribution  as  they  are  in  other 
branches  of  trade  and  industry. 

2676.  Sir  William  McLintock  : But  are  not  all 
these  charges  passed  on  to  the  buyer  of  the  goods? — 
I wish  they  were.  (Mr.  Blakemore)  : Might  I just 
deal  with  that  question?  You  are  referring  to  food, 
Sir  William? 

2677.  I am  referring  to  goods  generally  that  are 
sold  all  over  the  country? — With  reference  to  this 
question  of  unemployment  and  health  insurance.  In 
the  food  distributive  trades,  the  conditions  of  health 
are  very  good.  I am  Chairman  of  directors  of  a 
concern  that  employ  about  112  people  engaged  in  the 
distribution  of  food,  and  their  contributions,  I think, 
last  year  to  th<=  health  insurance  were  somewhere  in 


the  vicinity  of  £35  or  £36,  and  their  withdrawals 
in  the  shape  of  benefit  amounted  to  only  30s.,  so  you 
see  that  the  State,  or  rather  the  fund,  does  benefit 
very  considerably  so  far  as  food  distribution  is  con- 
cerned. Now,  in  reply  to  Sir  William,  I want  to 
develop  this  point  in  our  evidence  where  we  say  : 
“ The  burden  of  tax  is  taken  into  account  by  a trader 
in  fixing  his  prices,  and  the  heavier  it  is  the  dearer 
his  goods  become,  and  the  dearer  the  goods  the  smaller 
the  demand,  and  in  this  way  his  operations  are 
curtailed.”  Now  I want  to  read  to  you,  if  I may, 
an  extract  from  a speech  delivered  in  the  House  of 
Commons  on  the  23rd  November,  1922,  by  Mr. 
Pringle.  I do  not  know  Mr.  Pringle  personally, 
but  he  is  a very  well  informed  person,  obviously, 
from  the  statement  he  makes.  He  says  : “ Take  the 
4 lbs.  loaf;  we  are  told  that  at  the  present  time  the 
price  of  wheat  is  39s.  a quarter  and  of  the  4 lbs. 
loaf  9d.,  and  that  in  1913  the  price  of  wheat  was 
33s.  a quarter  and  of  the  4 lbs.  loaf  only  4-id.”  He 
goes  on  to  say:  “It  puzzled  Lord  Birkenhead,  but 
it  is  quite  simple  if  you  analyse  how  these 
things  work.  You  have  here  a difference 
of  6s.  only  in  the  price  of  wheat  while  the 
price  of  the  4 lbs.  loaf  is  doubled.  It  means  that 
every  man  who  has  handled  the  wheat  between  the 
farmer  and  the  consumer  has  transferred  his  extra 
rates  and  taxes  on  to  the  price  of  the  -article.  The 
farmer  could  not  do  it.  He  had  the  world  price. 
He  cannot  transfer  his  rates  and  taxes  on  to  his 
wheat.  He  is  forced  therefore  to  turn  his  land  out 
of  cultivation,  the  agricultural  labourer  is  thrown 
out  of  work  and  his  wages  are  now  reduced  to 
starvation  rates.  There  you  have  inevitably  the 
burden  of  taxation  which  has  really  been  passed  on 
to  the  shoulders  of  the  working  classes.”  Now  this 
is  a study  in  psychology.  In  pre-war  days,  when  I 
used  to  go  to  a small  trader  -who  had  got  to  pay 
£5,  £10  or  £15  in  Income  Tax  per  year,  he  did  not 
think  anything  of  it;  he  simply  paid  it  and  it  was 
paid  as  it  should  be,  out  of  profits.  I think  in  every 
case  that  came  to  my  notice  that  happened  before 
the  war.  Now  to-day  with  the  demands  for  Income 
Tax,  £50,  £60,  £75,  and  probably  running  into  three 
figures  for  a small  man  he  does  begin  to  look  at  this  ; 
and  he  has  probably  bought  a Ford  car,  he  has 
indulged  in  a little  luxury  so  that  he  cannot  pay 
out  of  profits  so  easily.  He  is  inclined  therefore  to 
say,  “ Where  I can  do  so,  where  competition  is  not 
keen,  I am  going  to  pass  the  tax  on  in  the  price 
of  the  commodity  that  I sell.”  (Mr.  Clark)  : So  far 
as  my  business  is  concerned,  it  is  not  possible  to  pass 
on  the  whole  of  the  tax.  We  may  pass  on  a portion 
but  we  cannot  pass  it  all  on.  An  increasing  amount 
of  goods  in  distributive  trades  are  sold  -at  fixed 
prices. 

2678.  Sir  Arthur  Balfour : As  a matter  of  fact  if 
it  is  not  passed  on  to  somebody  and  you  do  not  make 
the  profit,  you  go  out  of  business? — Yes,  that  is  so. 
On  Question  6 it  does  not  occur  to  me  to  say  any- 
thing further,  unless  there  is  some  question  asked. 
We  have  already  said  that  money  used  in  trade 
produces  far  more  return  than  money  which  is  in- 
vested. Then  on  Question  7 I think  also  our  reply 
is  quite  clear ; and  the  same  on  Question  8. 

2679.  Chairman : The  increase  in  bonus  shares  is 
because  concerns  cannot  distribute  money;  they  have 
not  the  means  ? — That  is  so. 

2680.  If  tney  are  increasing  the  costs  of  all  articles 
in  your  business,  that  increase  of  costs  means  increase 
of  capital? — Yes,  and  the  bonus  shares  are  reallv 
a nuisance,  because  they  bear  interest  later. 

2681.  But  that  is  one  reason  why  bonus  shares  are 
used — because  concerns  really  cannot  pay  the 
money? — Yes,  they  have  not  the  money  to  spend. 
Then  Question  9,  I think,  does  not  really  affect  us, 
and  we  have  no  precise  information,  therefore  we 
thought  it  was  better  that  we  should  not  say  anything 
about  it.  Then  No.  10  I think  we  have  already 
dealt  with  pretty  fully,  and  also  No.  11.  I am  sorry 
to  say  that  most  of  us  have  no  free  money  to  invest 
anywhere.  (Mr.  Blakemore)  : I should  like  to  give 
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an  instance  on  Question  No.  11,  if  I may.  I am 
interested  in  a timber  business.  In  order  to  extend 
that  business  and  meet  the  competition  of  America 
in  English  oak,  it  would  be  necessary  for  them  to 
put  down  sheds  and  buildings  in  which  the  oak  trees 
could  be  stored  to  condition,  which  may  take  any- 
thing from  10  to  20  years,  or  probably  more.  If  they 
put  these  sheds  down  that  would  be  non-productive 
capital  for,  say,  15  or  20  years.  First  of  all,  the 
assessor  to  the  local  authority  comes  round  and 
assesses  this  property,  on  which  they  have  to  pay 
rates.  Then  Schedule  A taxation  follows,  and  the 
result  is  that  at  the  end  of  20  years  by  the  time  they 
want  to  use  this  timber  they  have  paid  a very  big 
sum  for  it  in  the  shape  of  rates  and  taxes.  Now 
in  the  United  States  they  are  importing  from  this 
country  very  large  quanties  of  English  oak  and  they 
are  conditioning  it  out  there.  The  arrangement 
they  have  is  this.  If  they  put  up  buildings  in  which 
to  store  this  oak  timber  from  England,  so  long  as  it 
is  non-income  producing  no  tax  or  rate  is  paid  upon 
the  building.  The  result  is  that  timber  merchants 
in  the  United  States  are  now  able  to  import  English 
oak  from  this  country,  condition  it  over  there  (they 
do  adopt  a more  rapid  method  by  means  of  artificial 
heat,  I admit)  and  re-export  it  back  to  this  country 
cheaper  than  our  English  timber  merchants  can  put 
it  on  the  market. 

2682.  Chairman  : Is  there  no  duty  on  English  oak 
going  into  America? 

Sir  Arthur  Balfour : There  is  a rebate  if  it  comes 
back? — There  is  a rebate  when  it  comes  back. 

2683.  Sir  lVillici.ni  McLintock  : On  the  other  hand, 
you  will  get  all  the  cost  of  storing  that  timber  during 
the  period  when  it  is  maturing  deducted  from  your 
profits  in  this  country.  Does  America  deal  with  it 
in  the  same  way?  If  you  have  to  store  timber  10, 
15  or  20  years  and  it  produces  no  income,  the  whole 
cost  of  the  storage  is  a deduction  from  the  other 
profits  of  the  business? — Yes. 

2684.  Sir  Arthur  Balfour : It  goes  against  the 
revenue  each  year? — Yes. 

2685.  Sir  William,  McLintock  : Really  all  your  out- 
lay is  your  capital  outlay  for  your  buildings,  and 
it  is  assumed  that  you  repay  that  by  the  extra  profit 
at  the  end  of  20  years? — The  local  rates,  of  course, 
you  have  to  pay,  which  are  very  heavy  in  many  cases. 
(Mr.  Clark ) : Of  course  that  is  not  peculiar  to  the 
timber  trade.  It  is  a more  serious  thing  in  wasting 
assets  and  other  directions.  Then  I think  Question 
No.  12  you  had  brought  before  your  Lordship’s  Com- 
mittee yesterday  more  ably  than  we  could  do  it  to-day. 

2686.  Chairman  : You  have  nothing  further  to  say 
on  that? — No.  On  No.  13  we  omitted  to  call  atten- 
tion to  the  heavy  charges  of  penny  postage,  which  is 
now  l^d.,  but  we  did  not  think  that  was  within  the 
terms  of  reference.  We  do  feel  that  burden  to  be 
a very  real  and  vital  burden,  but  we  thought  that 
was  dealing  not  with  a Treasury  matter  but  with 
a Post  Office  matter,  which  perhaps  you  might  rule 
out,  and  we  did  not  want  to  deal  with  it  if  you 
feel  that  is  not  within  your  reference.  I do  not 
know  whether  there  is  any  other  point  you  would 
like  us  to  raise.  On  Question  15  we  have  dealt  solely 
with  the  importation  of  foodstuffs.  Of  course  this 
same  answer  could  be  given,  I presume,  with  regard 
to  other  goods.  I am  personally  not  directly 
interested  in  that  particular  point,  and  Mr.  Blake- 
more, my  colleague,  has  answered  it  in  respect  of 
the  matters  in  which  he  is  interested.  I do  not  know 
if  there  is  any  other  point  in  the  general  observa- 
tions unless  it  is  to  stress  the  point  which  was  made 
in  the  Royal  Commission  on  Income  Tax  by  some  of 
the  members  of  the  Commission,  namely,  the  neces- 
sity for  an  inquiry  into  the  exact  bearing  of  all  this 
enormous  total  of  public  assistance.  We  have  the 
impression,  and  we  have  concrete  cases,  but  of  course 
they  are  not  sufficient  to  give  a general  ruling,  that 
there  are  those  who  benefit  enormously  at  the  expense 
of  the  public  purse.  We  would  stress  the  point  very 


strongly  that  there  should  be  an  inquiry  by  some 
such  Committee  as  this,  composed  of  men  who  do 
know  the  relationship  of  one  thing  to  another  and 
quite  independent  of  political  influence,  who  could 
give  some  authoritative  figures  in  respect  not  only 
to  the  amount  but  the  distribution  of  these  enormous 
amounts,  and  how  it  affects  the  public  welfare  as 
a whole.  These  figures  are  really  very  colossal. 

2687.  Sir  Arthur  Balfour:  In  your  paper  you 

speak  of  the  figure  of  400  millions  in  1921  and 
1922.  That  is  an  estimate;  that  figure  is  available 
to-day,  surely,  is  it  not? — That  figure  was  taken 
from  a statement  which  was  made  in  the  House  by 
Sir-  J.  D.  Rees  a.t  the  time. 

2688.  It  is  very  striking  that  in  1921-22  we  were 
spending  400  millions  on  public  assistance;  it  was 
double  our  pre-war  national  revenue? — Those  figures 
come  from  Hansard. 

2689.  Mr.  Lees-Smith : You  are  dealing  with  a 
period  of  very  great  depression. — The  amount  of 
expenditure  per  head  of  population  is  enormous. 

2690.  Has  your  Chamber  taken  into  account  the 
fact  that,  had  it  not  been  for  that  expenditure  in 
the  last  three  years,  there  might  have  been  a very 
dangerous  revolutionary  sentiment  in  this  country? 
If  you  cut  off  unemployed  benefits,  for  example,  it 
might  cost  a great  deal  more  in  other  directions? — 
We  are  not  begrudging  this  expenditure,  because  we 
do  not  know  exactly  how  it  operates.  We  should 
like  to  know  how  it  does  operate.  We  should  like 
to  now  whether  some  classes  are  receiving  too  large 
a proportion  of  this  amount.  We  consider  the  fact 
that  only  one  voter  out  of  nine  is  a direct  taxpayer 
is  not  a happy  feature. 

2691.  You  draw  our  attention  to  this  very  large 
expenditure? — Yes,  these  very  large  figures. 

2692.  Sir  Alan  Anderson:  On  this  point  about 
co-operative  societies,  of  course,  it  is  very  annoying 
to  a private  trader.  I quite  see  that  you  would 
consider  it  a very  serious  thing.  I suppose  you  have 
to  meet  the  competition  of  co-operative  societies  in 
the  price,  have  you  not? — We  can  knock  them  into 
a cocked  hat  in  price  if  taxation  and  other  con- 
ditions are  equal.  They  are  not  in  it  in  price,  and 
never  were. 

2693.  You  meet  that  competition  in  the  price? — 
Yes. 

2694.  Are  they  extending  very  rapidly? — I believe 
so. 

2695.  Mr.  Bell : May  I ask  a question  with  refer- 
ence to  Income  Tax  in  regard  to  co-operative 
societies.  I asked  a question  or  two  and  I was  told 
that  the  net  result  would  be  that  millions  of  claims 
would  be  put'  in  by  the  individual  members  of  co- 
operative societies  for  repayment  of  the  amount 
which  would  be  taxed  upon  the  whole.  Is  that  the 
case?  Would  the  individual  shareholders  be  able  to 
recover  the  tax  from  the  State  after  it  was  paid  by 
the  Society? — If  they  were  able  they  ought  to  re- 
cover it;  if  they  were  not  able  they  ought  not  to 
recover  it. 

2696.  Professor  Hall : Would  that  be  a favourable 
proposition  from  the  point  of  view  of  the  Exchequer 
having  to  deal  with  all  these  claims  for  repayment 
and  having  regard  to  the  small  amount  that  would 
be  collected? — I should  say  that  whatever  number 
of  exemptions  there  are  to-day  those  who-  are  exempt 
from  paying  tax  on  their  income  must  be  very  much 
less  than  they  were  years  ago. 

2697.  Sir  Arthur  Balfowr : Surely  what  you  want 
is  that  any  surplus  that  is  retained  in  the  business 
should  pay  Income  Tax? — That  ought  to  be  so,  cer- 
tainly, but  not  only  that;  those  who  are  liable  to 
tax  ought  to  pay. 

Chairman : I do  not  think  we  ought  to  get  into  a 
general  discussion  on  this. 
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2698.  Mr.  Kichens  : We  have  had  it  in  evidence  that 
many  people  think  that  any  surplus  that  is  retained 
in  business  should  not  he  taxed? — We  have  not  said 
that,  I think. 

Sir  Arthur  Balfour : It  did  not  bear  very  close 
examination. 


Mr.  Kichens  : It  was  urged  with  some  force. 

2099.  Chairman : Is  there  anything  else,  Mr. 

Clark?  (Mr.  Clark ) : No,  thank  you. 

Chairman : We  are  much  obliged  to  you  and  your 
colleague,  Mr.  Blakemore,  for  the  evidence  you  have 
given  on  behalf  of  your  Chamber. 


(The  Witnesses  withdrew.) 


Mr.  Felix  J.  Blakemore,  F.G.I. , called  and  examined. 


2700.  Chairman : The  evidence  of  the  National 

Chamber  of  Trade  has  now  been  finished.  Mr.  Blake- 
more, you  have  put  forward  a separate  paper,  quite 
unconnected  with  that  evidence,  in  which  you  express 
some  personal  views  of  your  own.  You  had  better 
read  it,  if  you  will,  because  it  has  only  just  been 
circulated. — This  is  an  alternative  scheme  to  the 
Capital  Levy.  (Paper,  as  follows,  read.) 

I think  it  would  be  stating  the  case  fairly  to  say 
that  the  necessity  for  tax  reduction  was  one  of  the 
causes  which  produced  the  scheme  of  a Capital  Levy. 

The  national  income,  even  with  the  present  heavy 
tax  'burdens,  is  not  sufficient  to  provide  a sufficient 
surplus  for  social  legislation  after  the  necessary  stand- 
ing charges  have  been  met.  These  charges,  roughly 
summarised,  are : — 

(1)  Services  of  Debt. 

(2)  Pensions. 

(3)  Defence  (Navy). 

(Army). 

(Air  Foroe). 

(4)  Education. 

(5)  Civil  Service. 

The  expenditure  on  the  above  items  is  probably  as 
low  now  as  it  ever  will  be,  and  you  have  therefore 
over  three-fourths  of  your  national  revenue  mort- 
gaged; what  can  you  further  do  to  : — 

(a)  Reduce  taxation. 

(h)  Provide  a surplus  for  social  reforms. 
Organised  Labour  realised  this,  and  propounded  the 
scheme  of  Capital  Levy. 

In  my  view,  the  Capital  Levy  would  not  operate 
in  the  direction  desired  by  its  sponsors.  Even  if  all 
capital  was  liquid  and  could  easily  be  confiscated  by 
the  State,  the  resultant  loss  to  the  national  revenue 
would  not,  in  my  view,  be  compensated  for  by  the 
reduced  debt  charges,  and  in  the  process  of  putting 
the  Capital  Levy  into  operation  we  should  destroy 
sources  of  national  income  which  it  would  take  years 
to  replace. 

My  scheme  is  not  to  take  capital  (in  the  generally 
accepted  term)  to  repay  debt,  but  to'  take  labour, 
and  here  at  once  we  are  presented  with  a study  in 
human  psychology. 

Why  is  it  easier  to  extract  from  the  individual 
labour  in  the  shape  of  service  than  capital  in  the 
shape  of  currency? 

In  the  first  place,  labour  only  achieves  a value  when 
there  is  a demand  for  it,  and  can  only  be  translated 
into  “ wanted  things  ” after  its  conversion  into  cur- 
rency, while  capital  being  in  currency  has  a direct 
purchasing  power  at  once.  Therefore  the  human 
mind  is  always  prone  to  place  a greater  intrinsic 
value  on  capital  or  currency  than  on  labour. 

The  man  earning  £5,000  per  year  will  often  give 
in  hours  of  service  the  equivalent  of  five,  10,  or  even 
20  pounds,  with  a lighter  heart  than  he  will  write 
out  a cheque  for  two  guineas  to  a.  charitable  cause, 
and,  therefore,  one  may  postulate  the  assumption 
that  it  would  be  easier  to  effect  the  payment  of 
distasteful  taxes  by  labour  rather  than  by  currency. 

These  are  my  proposals : 

(1)  That  every  wage  earner  and  income  receiver 

should  contribute  one  hour’s  work  per  week 
to  the  nation,  for  the  sole  purposes  of  debt 
and  tax  reduction. 

(2)  The  value  of  the  hour’s  work  per  week  of 

the  wage  earner  to  be  collected  by  the 
wage  payer  on  a similar  principle  to  that 
employed  for  the  collection  of  sickness  and 
unemployment  insurance  at  the  present 
time,  and  the  value  of  the  hour’s  work 


of  the  income  receiver  to  be  assessed  by 
the  surveyor  and  collected  by  the  tax 
collector. 

It  should  be  noted  that  this  proposal,  by  reason  of 
its  simplicity,  does  not  increase  to  a great  extent 
the  costs  of  collection,  nor  would  it  disturb  the  present 
methods  and  procedure. 

Further,  the  tax  being  a personal  one,  does  not 
lend  itself  to  abuse  by  being  passed  on  from  one  to 
another  until  it  falls  on  to  the  shoulders  of  the 
consumer,  and  so  increases  the  cost  of  living,  but 
rather,  by  increasing  production,  it  would  have  a 
tendency  in  the  opposite  direction. 

My  proposal  would  also  have  the  distinct  advantage 
of  greatly  extending  the  taxable  area.  I am  afraid, 
as  political  power  gets  more  and  more  into  the 
hands  of  the  non-payer  of  direct  taxation,  it  is  only 
natural  that  the  feelings  for  the  position  of  the 
2J  million  direct  taxpayers  will  not  be  so  sympathetic 
as  their  case  demands  and  deserves,  and,  therefore, 
in  my  view,  it  would  be  much  more  advantageous 
to  the  State  if  indirect  taxation  was  replaced  by 
direct  taxation,  so  that  each  taxable  unit  might 
more  readily  realise  his  responsibiliies  and  so  give 
a more  considered  judgment  upon  the  many  schemes, 
Utopian  and  otherwise,  which  he  is  called  upon  from 
time  to  time  to  finance. 

I have  not  consulted  the  officials  of  Inland  Revenue, 
and  therefore  my  figures  are  only  assumed,  but  of 
the  22|  million  voters  in  this  country,  I do  not  think 
I should  be  stating  the  case  too  high  if  I assumed 
that  20  million  would  be  either  wage  earners  or 
income  receivers. 

If  the  average  wage  received  by  these  20  million 
people  was  Is.  6d.  per  hour,  you  have  an  additional 
annual  national  revenue  of  £78,000,000. 

With  this  additional  revenue  you  could  liquidate 
nearly  all  Customs  and  Excise  duties  on  food;  you 
could  reduce  Income  Tax!  by  at  least  6d.  in  the  £, 
if  not  more,  and  then  have  a balance  of  over 
£50,000,000  per  annum  for  debt  reduction. 

If  you  reduced  the  National  Debt  at  the  rate  of 
£50,000,000  per  annum,  and  assuming  that  the  in- 
terest payable  on  the  redeemed  securities  was  5 per 
cent.,  then  you  would  release  in  the  first  year  the  sum 
of  £2,500,000,  which  year  by  year  would,  like  a rolling 
snowball,  grow  until  at  the  end  of  10  years  you 
would  have  a sum  released  of  between  15  and  20 
millions  of  money,  either  for  tax  reduction  or  social 
legislation. 

This  gradual  reduction  of  debt  year  by  year  would 
bring  with  it  a healthy  economic  deflation  of  the 
lurrency.  Trade  and  commerce  would  be  stimulated, 
credits  would  not  be  curtailed,  costs  of  living  would 
fall,  and,  as  a consequence,  so  would  costs  of  pro- 
duction. Our  exporters  would  be  better  able  to 
compete  in  the  world’s  markets,  our  workshops  would 
fill  up,  and  so  we  should  in  time  solve  the  present 
difficult,  problem  of  unemployment. 

The  solution  of  this  grave  problem  and  the  pro- 
vision of  Exchequer  credit  balances  for  social  legis- 
lation in  the  national  Budget  would  be  almost  a 
complete  reply  to  Labour’s  demand  for  a Capital  Levy. 

2701.  Chairman:  What  suggested  this  idea  to  you, 
Mr.  Blakemore? — The  inspiration  that  gave  me  this 
idea  came  to  me  years  -ago.  I was  talking  in 
Johannesburg  to  a very  intelligent  Japanese.  He  was 
engaged  in  carving  wonderful  pieces  of  ivory.  I was 
extremely  interested  in  his  great  enthusiasm  for  the 
work  he  was  doing;  and  I said  to  him  during  the 
many  hours  I sat  and  watched  him  : “ I suppose  when 
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you  are  in  your  own  country  you  earn  a lot  of 
money?  ” He  said : “ I could  if  I wished,  but  I love 
my  work  and  work  six  and  sometimes  seven  days  per 
week.  I love  it;  it  is  my  hobby.  In  my  first  three  or 
four  days  of  the  week  I can  earn  sufficient  money  to 
keep  me  and  my  family.”  I said  : “ What  do  you 
do  with  the  other  three  days?  ” He  said:  “ I give 
them  entirely  to  my  country.”  Well,  of  course  they 
■did  adopt  a system,  as  probably  you  know,  of  reducing 
their  national  debt  in  Japan  by  means  of  labour,  and 
that  was  the  inspiration  that  impelled  me  to  draft 
this  proposal,  and  I submit  it  to  you  in  quite  good 
faith. 

2702.  Sir  Alan  Anderson  : Is  it  your  suggestion  that 
they  should  go  on  working  at  their  ordinary  work,  or 
that  each  man  should  go  away  and  do  some  other 
work? — That  they  should  all  go  on  working  at  their 
ordinary  work. 

2703.  We  should  go  on  doing  this.  That  would  be 
our  work? — I do  not  know  what  you  would  do.  The 
Surveyor  of  Taxes  would  know  exactly  what  your 
income  was,  because  you  submit  to  him  a return  every 
year,  and  he  would  say:  “Well,  this  income  is 
£5,000,  £10,000  or  £15,000  a year.  I have  to  charge 
this  taxpayer  with  52  hours  per  year  at  so  much  on 
the  basis  of  the  return  sent  in.” 

2704.  Professor  Hall:  An  extra  tax  upon  him? — An 
extra  tax  for  the  special  purpose  of  reducing  the 
National  Debt.  I suggest  that  there  should  be  a 
reduction  straight  away  of  6d.  in  the  £ on  Income 
Tax. 

2705.  Sir  Arthur  Balfour : Then  it  would  simply 
mean  that  you  would  take  the  money,  which  he  now 
pays  for  Income  Tax,  in  another  form? — Yes. 

2706.  Professor  Hall : What  work  would  you  set 
the  people  to  do  who  are  not  working  at  all  now  ? — If 
a man  was  not  working  he  would  not  be  liable  to  pay. 

2707.  Suppose  he  has  a fixed  income  of  £2,000  a 
year,  and  he  does  not  work,  is  he  going  to  have  his 
Income  Tax  reduced  6d.  and  not  be  liable  for  this 
levy? — No.  If  he  is  an  income-receiver  he  pays  the 
tax  just  the  same.  The  Surveyor  assesses  him  on  his 
£2,000  a year  for  52  hours  per  year. 

2708.  Sir  Alan  Anderson : And  we  are  to  be 

assumed  to  be  working  48  hours  a week,  are  we? — I 
do  not  confine  it  to  that.  It  would  be  a very  difficult 
thing  to  do,  but  if  it  could  be  worked,  the  industry 
would  say:  “We  will  work  an  extra  hour.”  You 
would  have  an  increased  production,  and  that  would 
be  an  ideal  state  of  things,  but  I do  not  think  it 
could  obtain. 

2709  . Mr.  Hichens : And  your  wife;  would  she 
have  to  be  considered  as  a worker,  too,  even  if  she 
had  no  work? — No.  I particularly  state  income- 
receivers  and  wage-receivers. 

2710.  Professor  Hall : Would  the  shopkeeper,  by 
working  an  extra  hour,  be  able  to  increase  his 
income? — Probably.  I know  I could,  by  working  an 
extra  hour  per  week,  quite  easily  produce  sufficient 
to  pay  that  extra  tax.  It  is  an  incentive  to  increased 
production. 

2711.  I am  dealing  with  distribution  for  the 

moment.  Take  the  shopkeeper : will  there  be  an 

increase  in  the  quantity  of  goods  sold  if  all  shops  are 
kept  open  an  hour  longer? — I do  not  say  he  would 
work  in  that  way.  He  would  probably  say  to  him- 
self : “ Well,  I am  going  to  do  an  extra  hour  this 
week  in  bringing  my  books  right  up  to  date  or  going 
through  my  accounts  more  completely  and  seeing  how 
I stand — what  my  position  is.” 

Sir  Alan  Anderson  : I suppose  what  it  would  really 
come  to  is  this.  This  is  a means  of  taxing  the  wage- 
earning class  by  deducting  from  their  pay  roll  l-52nd, 
or  whatever  it  is,  of  their  week’s  earnings,  and  all 
the  other  people  would  simply  be  taxed  by  the  tax 
collector  and  they  would  pay  a cheque. 

2712.  Sir.Josiah  Stamp:  What  would  be  the  result 
on  the  firms  that  are  making  losses? — Would  the 


extra  hour  they  work  increase  their  loss? — It  is  not 
a tax  upon  limited  companies  or  bodies  or  corpora- 
tions. It  is  a personal  tax  upon  the  director  or  the 
managing  director  or  the  secretary,  as  the  case  may 

be. 

2713.  Mr.  Lees-Smith : Have  you  put  this  pro- 
posal before  the  National  Chamber  of  Trade? — No,  I 
have  not. 

2714.  Why  have  not  you  tried  to  convince  them?-— 
As  a matter  of  fact,  I have  not  had  an  opportunity 
of  doing  so.  I have  placed  it  before  several  of  the 
Treasury  officials.  This  meets  Mr.  Lees-Smith’6 
demand  as  to  how  we  are  going  to  find  the  money  for 
all  this  wonderful  new  social  legislation  if  we  are 
going  to  reduce  taxation.  This  would  be  a direct 
means  of  reducing  taxation. 

2715.  Professor  Hall : Only  if  there  was  increased 
production  ? — True. 

2716.  And  I do  not  think  you  have  proved  that  we 
should  get  increased  production.  That,  I think,  is 
the  weak  spot.  You  have  not  proved  that  a lawyer 
can  get  more  business,  or  that  a doctor  can  do  more 
work,  or  .that  a shopkeeper  can  do  more  work,  or  that 
the  people  who  are  not  working  are  going  to  do  more 
work? — Just  look  at  the  mental  operation.  If  I were 
Chancellor  of  the  Exchequer,  I would  try  to  get  the 
mental  outlook  of  the  man  who  has  really  got  to  pay 
the  tax.  He  says  to  himself,  the  same  as  I should : 
“ Well,  I have  to  pay  an  extra  tax;  I have  to  pay  the 
equivalent  of  an  hour’s  work.  I will  work  that  hour 
and  it  will  be  no  loss  out  of  my  profit  at  all;  I shall 
earn  that  extra  tax  by  the  work  I do  during  that 
hour.”  That  is  the  process  that  takes  place  in  the 
man’s  mind. 

2717.  That  assumes  that  he  can  get  an  extra  hour’s 
work,  which  in  many  cases  of  course  he  oan,  but  in 
many  cases  he  cannot  where  the  worker  is  restricted 
to  48  hours  per  week,  unless  of  course  he  decided  to 
do  something  else. 

2718.  Mrs.  Wootton  : Is  that  the  normal  process  in 
a man’s  mind  when  he  has  an  extra  tax  to  pay? — I 
think  it  is  quite  a reasonable  thing.  One  naturally 
saiys:  “ Here  I have  to  pay  this  extra  money;  liow 
can  I earn  it;  what  am  I going  to  do?  ” He  may 
develop  some  other  idea  just  for  that  hour,  or  some- 
thing of  that  kind. 

2719.  If  that  is  the  normal  process,  I suppose  you 
would  not  agree  with  the  argument  that  has  been 
put  to  us,  that  increased  taxation  discourages  enter- 
prise?— I would  only  disagree  when  the  taxation  is 
for  this  specific  object.  This  is  rather  an  appeal  to 
national  patriotism. 

2720.  It  does  not  apply  in  the  case  of  taxation 

generally? No.  If  a man  says:  “ I am  paying  this 

tax;  it  is  probably  going  to  be  spent  in  increasing 
the  number  of  the  already  large  number  of  officials 
and  will  be  paid  in  salaries,  or  it  is  going  to  be  spent 
on  some  Utopian  scheme  that  will  never  benefit  me 
but  may  possibly  benefit  my  great-grandchildren,” 
he  does  not  pay  that  tax  with  half  the  amount  of 
enthusiasm  that  he  would  if  he  thought:  “ Now  this 
is  going  to  confer  direct  benefit  upon  me  by  reducing 
my  cost  of  living.” 

2721.  Then  do  you  mean  that  taxes  which  benefit 

the  taxpayer  directly  are  not  discouraging  to  enter- 
prise, whereas  another  tax  for  things  which  do  not 
benefit  the  taxpayer  directly  is  discouraging  to  enter- 
prise?  You  are  satisfying  the  inherent  selfishness 

which  is  in  all  of  us  by  conferring  some  direct  benefit. 
Let  me  put  it  in  this  way  : if  you  are  going  to  spend 
money  on  something  from  which  you  would  not  he 
able  to  see  any  return  to  yourself.  (Mrs.  Wootton): 
Yes,  I follow  that  argument,  but  I do  not  want  to 
pursue  the  matter. 

Chairman : We  are  very  glad  to  have  had  your 
paper,  Mr.  Blakemore.  We  like  to  get  independent 
views. 


(The  Witness  vntlulrew.) 


(Adjourned.) 
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NINTH  DAY. 

Wednesday,  3rd  September,  1924. 


The  Right  Hon.  Lord  OOLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Mr.  HENRY  BELL. 

Mr.  W.  L.  HICHENS. 

Mr.  H.  B.  LEES-SMITH. 


Present  : 


Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 
Mr.  G.  ISMAY,  Assistant  Secretary. 


Bailie  James  Walker  and  Mr.  Joseph  E.  Duncan,  representing  the  Scottish  Trades  Union  Congress 

General  Council,  called  and  examined. 


Evidenoe-in-chiee  handed  in  by  Bailie  Walker  and  Mr.  Duncan. 


1.  As  the  National  Debt,  in  the  main,  is  composed 
of  unproductive  expenditure,  its  very  creation 
reduced  the  amount  of  productive  capital,  and  its 
continued  existence  forms  a dead-weight  charge  upon 
industry  and  reduces  the  ability  of  industry  to  create 
fresh  productive  capital.  When  a considerable 
amount  of  the  debt  is  in  the  form  of  Floating  Debt 
it  tends  to  inflate  the  supply  of  credit.  The  amount 
of  permanent  capital  is  influenced  by  the  National 
Debt  to  the  extent  to  which  the  interest  prevents 
the  accumulation  of  “ savings  ” out  of  which  new 
permanent  capital  would  normally  be  supplied. 

2.  The  high  National  Debt  tends  to  keep  the  rate 
of  interest  high,  and  so  limit  the  amount  of  capital 
offered  for  industrial  purposes. 

3.  The  suspension  of  the  debt  repayment  would 
enable  a reduction  in  taxation  to  be  made,  but  from 
the  point  of  view  of  industry  and  employment  the 
reduction  in  the  rate  of  interest  is  more  important. 
On  the  balance  it  seems  more  desirable  to  continue 
the  debt  repayment  with  the  object  of  reducing  the 
rate  of  interest  as  early  as  possible.  At  a period  of 
trade  “boom  ” the  repayment  should  he  accelerated. 

4.  A high  Income  Tax  may  reduce  the  incentive 
to  “ saving  ” and  thus  slacken  the  rate  at  which 
fresh  capital  is  being  offered  for  industrial  purposes. 
On  the  other  hand,  it  may  prove  an  incentive  to 
greater  effort,  to  reduced  costs,  and  to  improved 
methods.  Considered  from  the  point  of  view  of  in- 


dustry .and  employment,  there  is  no  other  method  01 
raising  taxation  open  to  less  objection. 

5.  General  taxation  cannot  be  said  to  affect  par- 
ticular industries  or  to  handicap  particular  exporters, 
but,  as  it  means  that  a large  part  of  the  national 
income  has  to  be  diverted  to  the  payment  of  interest, 
it  is  a burden  which  affects  business  generally  and 
it  does  handicap  us  in  competition  with  countries 
which  have  no  such  burden  to  bear. 

6.  A high  Income  Tax  in  the  country  has  little  or 
no  effect  on  investments  from  abroad  because  Britain 
has  in  the  past  been  an  exporter  of  capital.  The 
question  would  only  affect  new  countries  which 
required  development. 

7.  It  is  difficult  to  see  how  Income  Tax  affects 
industry  by  entering  into  prices,  as  such  tax  is  only 
paid  on  received  income.  The  question  presupposes 
the  ability  of  the  manufacturer  or  seller  of  goods 
being  able  to  increase  the  price  of  such  goods  in  order 
to  recoup  himself  for  extra  taxation.  This  could  only 
occur  in  cases  where  a monopoly  is  held. 

8.  As  the  greater  part  of  industry  is  in  the  hands 
of  joint  stock  companies  which  are  not  affected  in 
the  same  way  as  individuals  who  are  managing  busi- 
nesses they  own,  the  effect  of  Income  Tax  as  a deter- 
rent to  “saving”  is  not  of  the  same  importance 
industrially. 

9.  Taxes  on  commodities  and  Customs  and  Excise 
duties  are  i>aid  by  consumers,  and  from  the  indus- 
trial point  of  view,  are  undesirable. 


2722.  Chairman : You  represent  the  Scottish  Trades 
Union  Congress  General  Council?  Will  you  kindly 
refer  to  your  points? — ( Bailie  Walker) : We  have  put 
down  these  points  in  a-  short  and  concise  form,  giving 
in  brief  outline  our  answers  generally  to  the  ques- 
tionnaire circulated  by  the  Committee.  On  examina- 
tion it  looks  as  if  it  might  be  too  brief  and  perhaps 
-the  various  points  require  elaboration.  Take  the  first 
one,  for  instance,  dealing  with  the  National  Debt 
as  an  entity  by  itself.  Knowing  as  we  do  that  the 
National  Debt  is  built  up  in  the  main  of  unpro- 
ductive expenditure  such  as  wars,  &c.,  our  contention 
is  that  its  existence  is  bound  to  have  in  its  very 
creation  an  influence  upon  the  amount  of  capital 
necessary  for  carrying  on  the  industries  of  the 
country.  If  for  example,  the  National  Debt  was  com- 
posed only  of  the  amounts  necessary  to  establish  the 
postal  system  and  the  various  public  services,  then 
the  National  Debt  ‘would  not  stand  in  the  same  rela- 


tion. But  we  all  know  that  it  is  mainly  composed 
of  expenditure  on  war  purposes,  and  as  such  it  is 
unproductive  in  the  main  and  is  bound  therefore  to 
have  an  effect  upon  the  supply  of  industrial  capital. 
At  the  time  that  it  is  being  created  it  is  attracting 
into  Government  loans  capital  that  would  otherwise 
be  offered  for  investment  in  industry,  and  then  later 
■on  the  annual  charges  for  interest  and  Sinking  Fund 
have  again  an  effect  upon  the  amount  of  capital 
available  for  industrial  enterprise.  In  our  opinion 
the  National  Debt  constitutes  a continued  dead- 
weight charge  upon  industry,  ,and  the  influence  that 
it  has  upon  the  rate  of  interest  for  money  for  working 
industrial  concerns  has  the  effect  of  reducing  the 
amount  available  and  prevents  many  undertakings 
from  being  carried  on  at  the  present  moment.  Take, 
for  example,  the  si  eel  trade,  with  which  I am  con- 
nected. The  steel  trade  just  now  is  in  a very  bad 
way.  It  is  impossible  for  that  trade  to  get  its  costs 
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down  sufficiently  to  meet  the  lower  prices  offered  by 
Continental  competitors.  A numlber  of  works  would 
be  able  to  get  their  costs  down  if  they  were  able  to 
get  capital  at  a cheap  rate  for  the  purpose  of  wiping 
out  much  of  the  old  plant  and  machinery  and  intro- 
ducing more  modern  plant.  Every  one  of  them, 
however,  tells  the  same  story,  that  they  are  unable 
to  get  money  except  at  a very  high  rate  of  interest. 
S per  cent,  in  many  cases,  which  makes  it  absolutely 
impossible  for  them  to  borrow  and  remodel  their 
works  in  order  to  meet  the  Continental  and  American 
competition. 

2723.  You  say  8 per  cent. ; has  that  rate  to  be  paid 
for  an  overdraft? — I am  taking  as  an  example  the 
case  of  Beardmore,  Ltd.,  who  two  years  ago  floated 
a loan;  8 per  cent,  was  what  they  had  to  offer;  they 
had  to  offer  7 per  cent.,  7i  per  cent,  and  8 per  cent. 

2724.  Has  the  rate  of  interest  as  much  effect  as 
the  question  of  wages,  for  instance? — No,  because 
w ages  in  the  steel  industry  are  regulated  entirely  by 
the  price  of  the  commodity.  If  the  price  of  steel  goes 
up,  wages  go  up  automatically,  and  if  the  price  of 
steel  goes  down,  wages  go  down  automatically.  As  a 
matter  of  fact  to-day  the  workers  in  the  iron  and  steel 
industry,  taking  all  the  branches  of  it,  are  working 
about  35  per  cent,  above  the  pre-war  standard. 

2725.  How'  is  it  that  Belgium  can  send  us  steel  at 
a lower  price  than  we  can  buy  in  this  country  ? They 
have  a war  debt  relatively  as  big? — So  far  as  we  can 
ascertain — and  we  can  only  ascertain  it  through  the 
medium  very  largely  of  the  daily  press — we  have  been 
strongly  informed  that  one  of  our  troubles  is  that 
the  Continental  Governments  are  not  meeting  the 
burden  of  debt  by  taxation  in  the  same  way  that  it  is 
being  met  here.  But  apart  from  that,  the  rate  of 
exchange  is  having  a very  big  effect  upon  prices  in 
this  country  so  far  as  the  iron  and  steel  industry  is 
concerned.  Every  time  the  value  of  the  French  franc 
or  of  the  Belgian  franc  falls,  pig  iron,  for  example, 
is  quoted  in  the  Glasgow  area  and  in  the  North-east 
coast  area  at  a cheaper  price  than  it  was  before  the 
franc  fell  in  value. 

272b.  I am  only  referring  to  your  point  that  a high 
rate  had  to  be  paid  for  money,  and  I was  suggesting 
that  that  is  not  as  serious  in  its  result  as  the  other 
matters  with  which  you  are  concerned? — Take  for 
example  this : I am  informed  by  a director  of  one 
of  the  largest  companies  that,  excluding  rates,  and 
so  on,  which  run  out  at  about  £800  a week  in  a 
large  works,  he  is  paying  in  interest  on  debentures 
and  loans  £1,200  a week.  That  represents  roughly 
about  6s.  to  7s.  a ton. 

2727.  £60,000  a year? — Yes,  and  the  output  of 
that  works  is  about  3,500  tons  per  week. 

2728.  That  represents,  say,  an  overdraft  of 
£1,000,000? — I think  it  also  represents  something 
else.  I think  it  represents  the  sum  paid  by  the  people 
who  now  own  the  concern  to  the  people  who  formerly 
owned  it,  representing  the  war  value  which  was 
placed  upon  it  that  does  not  exist  in  the  post-war 
period.  That  is  the  position  from  that  point  of  view ; 
and  we  contend  that  the  high  burden  of  the  National 
Debt  tends  to  keep  the  rate  of  interest  high  and  does 
affect  the  matter.  There  is  no  doubt  that  in  large 
concerns,  and  they  are  mostly  large  nowadays, 
especially  in  the  heavy  branches  of  industry, 
half  per  cent,  and  one  per  cent,  in  the  rate 
of  interest  does  mean  something  big  at  the 
end  of  the  year.  The  other  point  outlined  in 
paragraph  1 is  the  question  of  the  Floating 
Debt.  We  agree  that  the  Floating  Debt  has  a 
tendency  to  inflate  the  credit  supply,  ■ and  all  forms 
of  that  kind  of  flotation  do  have  that  effect.  One 
interesting  thing  in  connection  with  its  use  in  the 
manipulation  of  finance  that  I know  from  my  ex- 
perience as  a member  of  the  Glasgow  Corporation  is 
that  we,  as  the  Glasgow  Corporation,  during  the  War 
invested  £1,000,000  that  we  never  had.  We  did  not 
have  it  in  our  coffers,  we  did  not  have  it  in  the  bank. 
Wo  borrowed  it  from  the  banks  and  lent  it  to  the 
Government,  and  on  the  transaction  when  we  finally 


sold  off  the  Bonds  the  Glasgow  Corporation  made 
£84,000  out  of  the  deal.  That  makes  one  wonder 
where  it  came  from  and  how  it  was  created;  because 
we  did  not  have  it  to  begin  with,  we  merely  signed 
a bond  and  at  the  finish  we  ended  up  with  £84,000 
in  pocket. 

2729.  Mr.  Bell:  You  might  have  lost  it? — But  the 
fact  remains  that  we  did  not  lose  it. 

2730.  But  you  were  speculating  and  it  came  off? — 
As  a matter  of  fact  when  we  commenced  the  operation 
we  did  not  think  we  were  speculating.  We  thought 
we  were  patriotic  and  assisting  the  country  in  its 
time  of  trouble.  Instead  of  that  we  seem  to  have 
made  £84,000  either  out  of  the  Government  or  out 
of  somewhere  that  we  do  not  know.  It  came  to  us, 
anyway. 

2731.  Chairman : You  are  the  only  country  that 
could  do  that,  I think? — (Mr.  Duncan,):  There  is 
another  across  the  border,  I think,  just  about  as  keen 
as  Scotland.  It  is  quite  true  that  it  may  have  been 
a speculation,  but  it  is  not  very  much  of  a specula- 
tion if  you  are  speculating  on  the  national  credit. 

2732.  Sir  Charles  Addis : Before  you  pass  from 
that  paragraph,  will  you  help  me  with  regard  to  your 
first  point,  as  to  the  existing  debt  reducing  the 
ability  of  industry  to  create  fresh  productive  capital. 
I mean  quite  apart  from  the  object  for  which  the  debt 
was  contracted,  as  I think  you  would  agree  that  that 
might  be  laid  aside  now.  It  does  not  matter  now, 
does  it,  for  what  the  debt  was  contracted? — (Bailie 
Walker)  : Yes,  because  the  debt  still  continues  to  live; 
it  still  draws  interest. 

2733.  The  interest  now  must  be  treated  by  itself 
quite  irrespective  of  the  object  for  which  the  debt 
may  have  been  contracted? — Yes,  you  may  treat  it 
by  itself,  but  you  cannot  get  away  from  the  fact 
that  the  interest  of  the  debt  this  year  has  to  come 
out  of  the  production  of  wealth  this  year.  Even 
though  the  debt  may  have  been  created  a hundred 
years  ago,  that  is  still  so. 

2734.  The  question  is  the  existing  burden  of  debt? 
— If  the  country  had  not  been  engaged  in  War  from 
1914  to  1918  the  amount  that  was  spent  in  War  might 
have  been  going  in  the  direction  of  investing  in 
industrial  capital  or  some  other  form  like  that. 

2735.  1 just  want  to  simplify  the  question  in  order 
to  get  at  the  effect  and  incidence  of  existing  taxation. 

I suggest  we  might  eliminate  the  object  for  which  it 
was  incurred;  that  is  to  say,  whether  the  debt  had 
been  originally  incurred  for  one  purpose  or  another, 
there  would  still  be  this  interest  to  pay? — Yes. 

2736.  You  agree  with  that? — Yes. 

2737.  I want  to  clear  my  mind  as  to  how  it  is 
that  this  existing  interest  reduce®  the  amount  of 
capital  available  for  industry  ? — You  cannot  separate 
it.  Take,  for  example,  a homely  illustration.  Take 
a working  joiner  who  is  working  and  earning  decent 
wages  and  who  saves  up  a certain  amount  of  money. 
He  makes  up  his  mind  that  lie  is  going  to  have  a 
holiday  and  goes  on  what  we  call,  in  vulgar  par- 
lance, the  batter.  He  spends  all  the  money  that  he 
has,  he  pawns  his  tools,  he  mortgages  or  pawns  his 
furniture  and  he  wakes  up  one  morning  and  he  has 
got  to  stop,  because  he  cannot  go  any  further ; he  has 
borrowed  from  everybody  and  he  cannot  do  anything. 
He  has  to  get  a loan  of  money  to  get  his  tools  out 
of  pawn  and  start  work  again;  but  now  he  has  to 
pay  off  all  that  debt  and  all  the  charges  on  it,  and 
the  effect  of  creating  that  debt  is  bound  to  be  a 
charge  upon  him  all  the  time  and  to  prevent  him 
from  ever  having  a holiday  again  in  the  future. 
That  is  to  say,  it  has  that  double  effect.  If  you  are 
going  on  from  day  to  day  with  ordinary  expenditure 
the  country  can  meet  it,  but  if  the  country  for  four 
years  plunges  itself  into  a certain  avenue  of  expendi- 
ture, and  takes  away  from  industry  money  that 
would  otherwise  have  been  invested  in  industry,  there 
has  got  to  be  a lean  period  making  up  that  leeway. 
That  is  what  we  are  passing  through  to-day  and  that 
is  why  the  National  Debt  created  some  years  ago  still 
has  that  effect,  apart  altogether  from  the  interest 
payment  to-day  reducing  the  amount  of  capital. 
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2738.  It  reduces  the  amount  of  capital  available? 
— In  the  whole  country. 

2739.  In  your  opinion  would  the  effect  on  industry 
he  the  same  whether  the  amount  taken  from  the  tax- 
payer in  taxation  were  used  (a)  to  pay  the  interest 
on  the  National  Debt,  or  (6)  to  reduce  the  capital 
amount? — If  you  reduce  the  capital  amount  of  the 
debt  you  have  a tendency  to  reduce  the  rate  of 
interest  that  is  demanded  for  that  debt  -and  you 
therefore  ease  off  industry,  and  when  debt  is  repaid 
that  money  has  a chance  of  going  back  into  industry. 

2740.  I wanted  rather  to  direct  your  attention  to 
the  amount  of  capital  available.  Would  the  repay- 
ment of  debt  reduce  the  amount  of  capital  available, 
quite  apart  from  the  rate  required  for  it? — It  is 
only  taking  it  from  here  and  putting  it  there. 

2741.  Then  it  would  not  reduce  it? — It  would  not 
reduce  the  amount  available  for  the  country. 

2742.  Would  the  amount  of  taxation  levied  for  pay- 
ment of  interest  reduce  the  amount  of  capital  available 
for  industry? — The  amount  that  is  paid  in  interest 
may  go  in  two  ways.  It  may  go  for  the  upkeep  of  the 
individuals  who  get  the  interest,  or  the  individuals 
who  get  the  interest  may  use  it  in  investment  in 
industry.  You  generally  find  the  creation  of  a large 
debt  pre-supposes  a great  number  of  people  who  are 
living  upon  the  interest  and  doing  nothing  else,  and, 
therefore,  they  are  consuming  that  interest  and  not 
investing  it. 

2743.  Therefore  your  answer  is  that  taxation  for  the 
repayment  of  the  capital  amount  of  the  debt  would 
not  reduce  the  amount  of  capital  available  for  indus- 
try, and  the  effect  of  taxation  used  in  payment  of 
interest  on  the  debt  would  depend  on  the  person  to 
whom  it  went.  If  it  passed  into  productive  hands 
it  would  have  no  effect,  and  if  it  passed  into  unpro- 
ductive hands  it  would  reduce  the  amount.  That  is 
really  your  answer  as  to  the  transfer  of  the  money? — 
Yes. 

2744.  Then  with  regard  to  Floating  Debt.  Would 
not  your  answer  be  again  that  its  effect  on  credit 
would  depend  a good  deal  upon  the  way  in  which 
the  Floating  Debt  was  raised? — Yes. 

2745.  If  the  money  were  taken  out  of  savings  it 
would  not  have  the  effect  of  inflating  credit  would 
it?— No. 

2746.  And  whether  it  were  a Floating  Debt  or  a 
permanent  debt,  in  your  judgment  the  effect  would 
be  the  same?— Yes,  but  there  are  Floating  Debts 
which  are  not  taken  out  of  savings.  For  example,  you 
would  call  the  expansion  of  the  currency  a Floating 
Debt. 

2747.  I merely  wish  to  put  it  that  if  it  is  taken  out 
of  savings  there  will  be  no  inflation  of  credit? — No. 

2748.  But  if  on  the  contrary  it  is  expansion,  it  will, 
of  course,  have  that  effect? — Yes. 

2749.  Turn  from  that  point  to  the  rate  of  interest 
to  which  you  referred.  Is  not  the  position  there 
that  competition  arises  between  the  Government  who 
want  the  money  and  the  industries  who  want  the 
money? — If  competition  is  set  up,  there  is  bound  to 
be  a rise  in  the  rate  of  interest.  For  example,  before 
the  War,  Glasgow  could  borrow  at  2f  per  cent. ; our 
average  rate  at  the  present  moment  is  5 per  cent. 

2750.  So  that  the  rate  of  interest  is  really  deter- 
mined by  the  demand  and  supply  and  other  things? — 
Yes. 

2751.  And  it  would  depend  on  the  relative  power 
of  the  Government  to  pay  and  of  industry  to  pay? — 
Yes.  People  put  money  into  gilt-edged  securities  at 
a time  of  industrial  depression  because  it  is  safer. 

2752.  So  that  it  would  be  a question  of  the  amount 
that  industry  could  bid  for  interest? — Yes. 

2753.  In  your  opinion  is  there  a shortage  of  capital 
just  now  in  t'he  industry  of  the  country? — In  the 
industry  of  the  country  there  is,  but  when  one  looks 
at  the  way  that  certain  issues  that  are  not  purely 
industrial  share  capital  iare  taken  up,  one  wonders 
whether  there  is  any  shortage  at  all  so  far  as  invest- 
ing money  is  concerned.  But  in  the  industries  that 
are  what  one  may  term  key  industries,  they  do  not 
seem  to  have  a ready  supply. 


2754.  If  the  rate  of  interest  were  lower,  in  your 
opinion  could  a good  deal  more  money  be  used  in  the 
industries  of  the  country  at  present? — If  they  were 
able  to  get  money  at  a. cheaper  rate  of  interest  they 
would  undoubtedly  take  it  and,  an  I have  said,  remodel 
some  of  the  plant. 

2755.  And  in  the  same  way,  if  there  were  relief  in 
taxation,  would  it  remove  one  of  the  principal 
obstacles  to  the  revival  of  trade? — I do  not  know  so  far 
as  the  relief  in  taxation  is  concerned.  If  you  are 
referring  to  Income  Tax,  which  is  a tax  upon  income 
earned  or  received,  many  of  these  people  who  are 
running  works,  in  the  iron  and  steel  industry  par- 
ticularly, are  not  earning  any  income  at  all;  they 
are  not  earning  any  dividends  for  their  shareholders, 
so  that  the  Income  Tax  cannot  be  affecting  them  to 
any  extent. 

2756.  If  the  Income  Tax  were  lowered,  it  would 
not,  in  your  opinion,  'afford  any  sensible  relief  to 
trades  competing  with  countries  less  heavily  taxed? — 
I do  not  see  that  it  would  at  the  moment. 

2757.  Sir  Alan  Anderson-.  It  seems  to  me  that 
your  paragraph  5 which  says  that  general  taxation 
is  a burden  which  affects  business  generally  and  does 
handicap  us  in  competition  with  other  countries 
which  have  no  such  burden,  rather  conflicts  with  your 
paragraph  7? — General  taxation  has  to  be  con- 
sidered under  two  or  three  heads.  If  you  are  think- 
ing only  in  terms  of  Income  Tax,  the  answer  given 
to  Sir  Charles  Addis  would  suffice.  But  taxation 
which  is  general,  for  instance  local  taxation,  is  a first 
charge  upon  industry.  If  I may  go  back  to  the 
example  that  I have  given  already,  I understand  that 
in  those  works  that  I referred  to  the  local  taxes  run 
to  about  £800  a week.  They  are  very  heavy  and  much 
of  that  is  what  is,  after  all,  an  Imperial  burden 
rather  than  a local  burden,  for  example,  unemploy- 
ment and  the  health  rate,  and  so  on.  Although  part 
of  that  is  borne  by  the  Exchequer,  a great  amount 
is  borne  locally;  that  is  taxation  that  must  be  met, 
and  the  higher  it  is,  then,  of  course,  the  greater 
burden  must  rest  upon  the  industry  that  has  to  bear 
it. 

2/58.  So  when  you  speak  of  general  taxation  you 
mean  all  taxation,  excluding  Income  Tax?— Yes,  we 
mean  taxation  that  is  a sort  of  first  charge. 

2759.  Sir  Charles  Addis : Including  taxes  on  com- 
modities? Taxes  on  commodities  which  would  enter 
into  the  cost  of  production  of  the  commodity  that  was 
being  produced  at  the  moment.  (Mr.  Duncan) : The 
phraseology  of  paragraph  5 is  perhaps  not  very  clear. 
What  we  are  dealing  with  there  'is  the  effect  of  taxa- 
tion on  particular  industries,  and  the  opinion  of  our 
Council  is  that  we  do  not  see  that  general  taxation 
affects  the  particular  industries  of  the  people  who 
are  exporters.  I do  not  think  there  is  any  real  con- 
flict between  paragraph  5 and  paragraph  7. 

2760.  I read  paragraph  -5  in  the  ordinary  meaning 
of  the  words  general  taxation,  that  if  the  industry  of 
the  country  is  burdened  with  taxation,  whatever 
form  it  is,  it  is  a burden  upon  industry? — As  a whole, 
yes. 

2761.  As  a whole;  whether  it  is  Income  Tax  or  any- 
thing else.  But  then  further  on  you  say  it  is  diffi- 
cult to  see  how  Income  Tax  affects  industry  by  enter- 
ing into  prices  more  than  any  other  tax.'  I do  not 
understand  whether  you  mean  in  paragraph  5 to 
include  Income  Tax? — I do  not  know  that  I quite 
agree  with  Mr.  Walker  that  it  docs  Include  Income 
Tax.  I think  the  whole  burden  of  taxation  has  a 
certain  effect.  On  the  other  hand,  it  is  much  more 
difficult  to  establish  a connection  between  the  Income 
Tax  and  any  particular  industry. 

2762.  That  is  how  I understood  it? — And  it 
probably  has  less  industrial  effect  than  any  other 
form  of  tax. 

2763.  Sir  Alan  Anderson : But,  if  you  carried  it  to 
the  extreme  and  had  a tax  of  19s.  lid.  in  the  pound, 
obviously  you  would  shut  up  industry? — Quite. 

2764.  Mr.  Lees-Smith : The  distinction  that  you 
are  drawing  is  between  taxation  that  is  reflected  in 
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the  prices  of  the  product  and  taxation  which  is  not 
reflected? — Yes.  ( Bailie  Walker ):  If  I may  give 

you  another  instance  from  my  own  experience  in 
Glasgow — I sit  on  the  Gas  Committee  and  on  the 
Electricity  Committee — the  Gas  Committee  made  a 
profit  and  paid  Income  Tax,  but  the  Electricity  Com- 
mittee made  a loss  and  paid  no  Income  Tax.  It  did 
not  affect  the  price  of  electricity  or  gas  at  all. 

2765.  Sir  Alan  Anderson:  Let  us  get  quite  clear 
your  answer  No.  1;  it  seems  to  me  the  language  is 
rather  puzzling.  You  say  the  National  Debt  in  the 
main  is  composed  of  unproductive  expenditure. 
Surely  what  you  really  mean  is  that  the  expenditure 
for  which  the  National  Debt  was  borrowed  was 
unproductive.  That  is  the  real  fact,  is  it  not? — Yes. 

2766.  The  National  Debt  was  contracted  by  the 
people,  and,  excluding  some  speculations,  it  was 
raised  out  of  savings.  It  was  real  things;  it  was 
effort  and  coal  and  wool  and  clothes  and  all  those 
things,  which  had  to  be  considered  somehow — real 
things? — (Mr.  Duncan):  Yes. 

2767.  Then  you  say  it  was  spent  in  an  unpro- 

ductive way? — You  mean  that  it  has  not  any  direct 
economic  return,  and  you  might  say  the  same  about 
a great  many  other  things — education  and  sanitation 
for  instance? — ( Bailie  Walker) : No.  You  would 

not  say  that  about  education.  You  would  have  an 
economic  return  because  educated  people  are  more 
productive. 

2768.  You  mean  ultimately? — And  the  same  with 
regard  to  sanitation ; to  work  in  a city  without 
sanitation  would  be  very  uneconomic. 

2769.  Take  a personal  case.  Supposing  you  have 
a disease  and  you  go  to  a surgeon  and  he  says  if  you 
spend  £100,  which  you  cannot  afford,  you  can  be 
relieved  of  the  cause  of  your  disease;  that  would  not 
be  directly  reproductive  in  the  money  sense,  but  of 
course  you  would  do  it? — Yes. 

2770.  In  the  same  way,  it  would  be  a little  unfair- 
to  single  out  a war  as  unproductive  if  the  cause  of 
the  war  was  right? — It  all  depends.  We  are  not 
dealing  with  causes,  and  of  course  if  people  will 
have  wars  (I  have  nothing  to  do  with  that)  they 
will  fight.  You  know  the  old  story  about  the  Irish- 
man who  was  quite  prepared  to  fight;  if  he  goes 
home  and  has  a scrap  in  the  house  then  he  must  not 
complain  if  his  house  is  short  of  crockery.  We  are 
to-day  complaining  and  we  want  to  find  out  why  we 
are  short  of  things,  when  the  obvious  reason  is 
staring  us  in  the  face. 

2771.  Quite  so,  we  spent  our  money  on  something 
that  does  not  give  a return? — And  we  should  there- 
fore turn  our  attention  to  ways  and  means  of 
preventing  uneconomic  expenditure. 

2772.  I was  merely  turning  my  attention  to  the 
use  of  that  word  “ productive  ”? — It  is  used  in  its 
purely  economic  sense. 

2773.  But  if  you  maintain  your  liberty  as  a nation, 

I do  not  consider  that  any  more  unproductive  than 
I consider  educating  the  children  unproductive.  It 
is  a question  of  whether  it  was  good  expenditure ; 
but  from  the  economic  point  of  view  I entirely  agree 
with  you  that  the  money  is  gone? — The  money  is 
gone. 

2774.  Then  going  on  with  that,  what  was  unpro- 
ductive was  the  expenditure  and  was  not  the  debt; 
the  money  was  spent  in  an  unproductive  way  and 
that  money  has  been  spent;  you  cannot  get  it  back 
again.  So  the  debt  merely  records  that  fact  does  it 
not? — It  records  that  fact— not  “ merely.” 

2775.  The  continued  existence  of  the  debt,  you 
say,  is  a burden  on  industry.  But  surely  the  burden 
on  industry  is  the  fact  that  we  have  spent  the 
money? — That  is  the  same  thing. 

2776.  I do  not  quite  agree,  because  I think  from 
the  way  you  put  it,  you  might  have  gone  on  to  say : 
Now  if  we  could  sweep  away  the  National  Debt  by, 
for  example,  a Capital  Levy,  setting  it  off  against 
something  else,  we  should  be  clear  of  all  this 
trouble.  I think  you  might  go  on  from  those  words 
to  say  that? — What  we  could  say  would  be  that  we 


would  have  cleared  off  £300,000,000  per  annum  of 
expenditure  in  interest. 

2777.  On  the  one  side,  and  something  else  on  the 
other  side.  You  would  not  be  clear  of  the  fact  that 
you  had  spent  in  what  you  describe  as  an  unpro- 
ductive way  those  vast  millions? — Certainly  not,  but 
we  would  be  clear  of  the  burden  of  the  interest 
upon  us. 

2778.  But  you  would  not  be  clear  of  the  fact  that 
you  had  spent  this  money  ? — Certainly  not. 

2779.  That,  I suggest,  is  the  real  burden  upon  us. 
We  have  actually  done  the  thing,  spent  the  money? 
—Yes. 

2780.  We  can  gnash  our  teeth  and  weep  over  it, 
but  we  cannot  undo  it? — But  do  we  not  say  that 
by  using  these  words,  that  the  National  Debt  in  its 
very  creation  caused  a shortage? 

2781.  I think  I have  explained  what  I wanted  to 
put  about  that  ? — (Mr.  Duncan ) : I think  we  are 
quite  in  agreement,  we  are  simply  pointing  out  how 
it  came  to  be  raised  and  what  it  means.  We  do  not 
suggest  any  means  of  evading  the  unproductive  ex- 
penditure of  these  years.  Even  the  suggestion  of 
the  Capital  Levy  does  not  mean  that  we  are  going 
to  evade  it;  it  simply  means  that  we  are  going  to 
take  one  method  as  against  another  of  attempting 
to  ease  the  burden  somewhere ; but  we  quite  agree 
that  there  is  no  possibility  of  evading  it.  We  quite 
agree  that  you  have  to  pay  for  it,  and  you  ought 
to  pay  for  it  as  a community. 

2782.  Mr.  Lees-Smith : I gather  you  are  using 
the  term  “ unproductive  ” in  the  sense  in  which 
every  political  economist  uses  it? — Yes. 

2783.  With  regard  to  the  other  point  that  has 
been  raised,  is  this  what  you  mean : that  as  the 
result  of  some  unproductive  expenditure  we  are  now 
paying  about  £350,000,000  a year  to  a group  of  indi- 
viduals of  the  community,  and  that  a group  of  indi- 
viduals is  obtaining  this  payment  from  the  com- 
munity as  a whole.  If  the  debt  could  be  wiped  out, 
if  you  could  eliminate  this  payment  to  those  indi- 
viduals, then,  although  the  original  cause  would 
remain,  nevertheless  the  distribution  of  wealth  in 
the  country  would  be  very  permanently  altered  in 
the  direction  of  greater  equality  of  distribution  ? — 
Yes. 

2784.  That  is  practically  your  view? — Yes.  (Mr. 
Duncan) : In  the  ordinary  sense  we  are  speaking  of 
debts  that  have  been  raised  on  unproductive  expen- 
diture. We  argue  that  war  is  unproductive 
expenditure,  whether  you  are  defending  or  attacking 
or  victorious  or  defeated.  Surely  it  is  the  common 
experience  of  history  that  war  is  just  about  the  worst 
kind  of  debauch  that  a community  can  indulge  in. 

2785.  Mr.  Tjees-Smith:  The  fact  is  that  there  has 
always  been  discussion  by  economic  writers,  such  as 
John  Stuart  Mill  and  others,  as  to  what  unproduc- 
tive expenditure  means,  and  all  that  you  are  doing 
is  to  use  the  orthodox  phrase  which  all  the  political 
economists  use  ? — Yes,  you  cannot  use  it  in  any 
other  ways.  We  have  to  distinguish  between  pro- 
ductive works  and  others.  For  example,  the  sewage 
system  for  Glasgow  is  relatively  more  important 
than  our  system  of  public  parks.  Without  our 
sewage  system  we  would  have  a plague,  but  we 
could  'Struggle  along  without  parks. 

2786.  Sir  Alan  Anderson:  I do  not  personally  see 
why  the  question  whether  it  is  productive  or  unpro- 
ductive comes  in  at  all,  except  that  if  it  was  pro- 
ductive expenditure  you  would  have  an  income  on  the 
other  side? — That  is  very  important,  do  you  not 
think  ? 

2787.  It  is,  but  in  everything  you  spend,  whether 
it  is  productive  or  unproductive  in  the  economist’s 
sense,  if  you  are  a wise  man  you  have  something  on 
the  other  side.  It  may  not  be  a tangible  income. 
The  point  I wished  to  make,  if  you  seek  to  use  those 
words,  if  you  have  it  in  your  mind  that  this  was 
unproductive,  is  that  it  was  not  really  unproductive 
except  in  the  hide-bound  economist’s  sense.  It  is 
just  as  important  to  have  freedom  from  domination 
by  Germany  in  this  country  as  it  is  to  have  public 
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parks  or  education,  or  any  other  things  which  an 
economist  might  say  were  unproductive? — Of  course 
when  you  go  into  that  line  you  are  going  into  a very 
debatable  line;  because  I read  the  “ Daily  Mail  ” 
yesterday  and  it  said  we  had  surrendered  to  Germany. 
If  you  stick  to  the  economist’s  sense  of  it  when  you 
are  dealing  with  such  a question  as  national  taxation, 
it  is  purely  a question  of  economics  and  then  you  are 
on  safer  ground. 

2788.  Mr,  Lees^Smith : Are  you  putting  it  in  this 
way.  Supposing  we  had  accepted  the  proposals  to 
undertake  and  negotiate  a peace  two  years  earlier, 
then  w©  should  have  had  only  half  the  expenditure? 
— Possibly. 

2789.  Is  that  the  kind  of  idea  you  have  in  mind  ? — 
Yes;  we  had  all  these  things  in  mind;  and  do  not 
for  a moment  think  I am  putting  this  politically,  or 
that  I am  putting  it  specially  from  the  purely  pacifist 
point  of  view;  that  is  not  in  my  mind  at  all,  but  I 
am  thinking  more  of  the  economic  side  of  it. 

2790.  Mr.  Bell : So  far  we  have  got,  have  we  not, 
to  the  length  of  thinking  that  it  has  been  a very 
unhappy  expenditure  from  an  economic  point  of  view. 
The  National  Debt,  or  its  symbols,  are  held  by  a 
certain  number  of  people  and  it  would  be  very  , nice, 
if  it  were  just  and  equitable  to  take  all  that  money 
from  them  so  that  we  should  not  have  to  pay  so  much 
interest.  Unfortunately  the  facts  are  that  we  can- 
not?— We  have  not  come  to  that.  We  understood 
that  we  were  limited  to  the  question  of  taxation. 

2791.  I agree,  but  it  has  already  been  said,  and 
questions  have  been  directed  to  it,  that  not  all  the 
people  hold  this  symbol,  that  is  the  National  Debt 
scrip,  but  only  a certain  number  of  people,  and  it 
would  be  very  nice  if  only  we  could  take  it  away, 
because  we  would  have  no  interest  to  pay? — I do  not 
think  we  have  suggested  that,  and  I do  not  think  we 
are  going  to  suggest  it. 

2792.  I agree,  but  if  it  could  be  done  it  would  be 
very  nice  economically.  That  is  all  we  have  got  to? 
— It  would  always  be  nice  economically  for  one  man 
to  make  the  other  man  pay,  if  that-  is  what  you  mean ; 
but  we  do  not  agree  with  that;  we  have  not  put  it 
forward,  so  I do  not  see  any  reason  why  it  should  be 
put  to  us. 

2793.  Mrs.  Wootton : Your  point  surely  is  that  you 
measure  the  burden  of  debt  by  comparing  the  con- 
ditions if  we  had  no  debt? — That  is  right. 

2794.  Mr.  Bell : You  spoke  about  works  which  were 
in  want  of  equipment.  My  experience  has  been  that 
the  great  difficulty  is  that  they  are  over-equipped, 
that  there  is  magnificent  equipment,  and  yet  they 
are  standing  idle.  It  is  not  for  lack  of  equipment 
and  capital,  because  even  in  those  cases  the  balance 
sheets  of  a good  many  companies  show  that  they  have 
still  considerable  investments  in  War  Loan.  It  is 
not  -a  question  of  whether  they  get  capital  at  4 per 
oent.  rather  than  at  5 per  cent. ; they  even  have 
capital  and  equipment  and  yet  are  idle  from  lack 
of  demand? — As  a matter  of  fact  you  would  have 
great  difficulty  in  finding  a modern  blast  furnace  in 
Scotland  ; and  Scotland  used  to  have  the  premier  pig 
iron  producing  plant  in  the  country;  they  exported 
pig  iron  all  over  the  world;  and  half  the  plant  is 
lying  idle  to-day  and  you  could  not  find  in  Scotland 
anything  as  modern  as  what  there  is  on  the  North- 
east coast. 

2795.  I am  afraid  I did  not  recognise  that  you 
were  speaking  of  Scotland;  I thought  you  were 
speaking  of  the  conditions  of  the  country  generally  ? — 

I give  you  Scotland  as  an  instance.  I could  give 
you  other  instances  in  England. 

2796.  I was  asking  if  it  is  not  the  case,  for  instance, 
in  England  that  there  are  many  factories  which  are 
magnificently  equipped  and  which  have  sufficient 
working  capital  and  yet  they  are  idle? — There  are 
a lot  of  them  that  are  well  equipped,  and  the  bast 
equipped  ones  are  the  ones  that  are  working  to-day; 
last  year,  taking  the  steel  industry,  it  actually  pro- 
duced and  sold  more  tons  of  iron  and  steel  in  the 
year  1923  than  it  did  in  the  year  1913,  which  was  a 
boom  year,  but  the  price  that  was  obtained  for  it 


was  an  uneconomic  price  because  of  the  intense 
competition. 

2797.  My  point  is  that  I have  knowledge  of 
admirably  equipped  works  which  have  capital  to 
employ  and  which  have  to  invest  it  because  they 
cannot  employ  it,  they  cannot  get  orders  ? — The  pro- 
bability is  that  the  cause  is  the  shortage  of  capital 
in  the  other  industries  which  could  have  provided 
them  with  orders,  and  they  are  both  handicapped  bj' 
that:  it  does  not  affect  one  industry  only;  it  goes 
right  round  the  whole,  and  after  all,  the  demand 
for  one  particular  commodity  will  always  come  from 
the  supply  or  the  production  of  all  the  rest,  and 
if  you  reduce  the  world  production  in  certain  direc- 
tions by  wars  or  any  other  means  you  are  bound  to 
cause  a shortening  of  the  demand  right  round. 

2798.  The  particular  point  made  was  that  the  lack 
of  capital  for  works  A.  B.  and  0.  in  this  country 
was  stopping  them  doing  things.  I take  the 
examples  A.  B.  and  C.  where  they  have  capital,  and 
■where  they  have  equipment,  and  where  they  cannot 
get  work? — You  might  find  other  instances  on  the 
other  side. 

2799.  I only  put  it  that  there  a're  such  cases  as 
that? — There  may  be. 

2800.  I know  of  companies  which  are  paying  a 
return  on  their  shares,  but  it  is  done  out  of  invest- 
ments in  other  industries  or  in  War  Loan,  and  the 
fact  that  they  are  keeping  that  money  in  War  Loan 
show's  that  they  are  wise  not  to  put  it  into  the 
industry,  because  they  cannot  get  the  same  return? — 

■ (Mr.  Duncan) : We  do  not  suggest  over  the  whole 
of  our  industry  that  the  high  rate  of  interest  is 
the  principal  factor  in  the  present  trade  slump,  but 
obviously  a high  rate  of  interest  does  act  as  an 
economic  snag. 

2801.  What  would  you  call  a high  rate  of  interest 
— anything  over  5 per  cent? — Yes.  High  rate  of 
interest  is  entirely  relative  to  the  state  of  trade  at 
the  time.  At  the  present  time  the  rate  of  interest 
that  has  to  be  faced  in  the  markets  is  higher  than 
before. 

2802.  That  is  for  permanent  capital? — Yes. 

2803.  Not  working  day  to  day  capital? — No; 
permanent  capital,  which  is  more  affected  by  the 
extent  of  your  debt.  But  the  whole  point  that  we 
were  drawing  attention  to  is  that  a big  debt  with 
a high  rate  of  interest  does  affect  the  supply  of 
permanent  capital  for  industry. 

2804.  At  a price? — The  price  does  affect  the  supply 
of  permanent  capital  to  industry.  I do  not  suppose 
that  any  of  us  would  say  that  if  you  were  able  to 
produce  industrial  capital  cheaper  it  is  going  to  take 
us  out  of  every  difficulty  in  which  we  are  to-day. 
It  is  only  one  of  the  factors,  but  it  is  an  important 
one. 

2805.  Sir  Charles  Addis : May  I just  ask  you,  with 
regard  to  paragraph  2,  how  does  the  existing  National 
Debt  limit  the  amount  of  capital  offered  for  indus- 
trial purposes? — It  is  really  on  the  same  point.  If 
instead  of  5 per  cent,  you  were  paying  2J  per  cent., 
to  the  extent  of  what  you  save,  the  amount  is 
available.  • 

2806.  So  long  as  the  amount  of  the  debt  is  not  in- 
creased by  further  borrowing,  any  tendency  to  invest 
in  gilt-edged  securities  must  release  a corresponding 
amount  of  capital? — It  releases  it  from  where? 
People  take  it  out  of  industry  as  in  the  example 
which  Mr.  Bell  quoted  of  firms  who  have  money  in 
War  Loan  and  are  not  putting  it  into  industry.  It 
is  obvious  that  they  are  keeping  it  there  because  they 
are  getting  more  out  of  it  than  they  would  get  in  the 
industry.  If  there  was  a chance  of  getting  more 
they  would  transfer  it;  but  I do  not  see  your  point. 

2807.  If  a company  invests  £1,000  in  War  Loan 
somebody  must  also  sell  it,  and,  taking  the  existing 
debt,  there  is  no  increase  of  borrowing.  How  does 
that  limit  the  amount  of  capital  ? — It  limits  it  to  the 
extent  of  interest  that  you  are  paying. 

2808.  May  we  take  the  interest  separately  and  take 
the  capital  amount  first?  Does  it  limit  the  amount 
of  the  capital? — No,  the  capital  is  still  the  same 
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amount;  if  you  are  not  borrowing  further  or  are  not 
spending,  it  'is  merely  a transfer  from  here  to  there. 

2809.  So  if  an  industrialist  invested  £1,000  in  War 
Bonds  it  would  depend  upon  the  use  to  which  the 
person  who  sold  it  was  going  to  put  the  money? — 
Yes.  (Mr.  Duncan) : But  paragraph  2 deals  entirely 
with  the  effect  of  the  interest  rate  on  the  amount  of 
capital  available  for  industrial  purposes. 

2810.  The  rate  of  interest  surely  cannot  affect  the 
amount  of  capital? — It  affects  very  seriously  the 
direction  of  the  investment,  and  that  is  our  whole 
point. 

2811.  My  point  is  that  it  does  not  affect  the 
amount  but  only  the  direction  ? — Quite ; we  were  not 
discussing  that  point. 

2812.  You  say  here  that  it  limits  the  amount  of 
capital? — (Bailie  Walker):  Limits  the  amount  for 
industrial  purposes. 

2813.  Then  what  direction  do  you  suggest  it  takes? 
— For  example,  there  is  money  lying  in  the  banks  on 
deposit  that  would  go  into  industry  and  come  out  of 
War  Bonds  if  they  could  get  a suitable  investment. 

2814.  But  are  not  the  banks  lending  the  money 
that  they  have  received  on  deposit? — But  they  are 
lending  it  at  that  high  rate  of  interest. 

2815.  But  the  amount  is  not  altered? — The 
amount  that  will  be  shifted  will  depend  upon  the 
rate  of  interest.  For  example,  if  I want  £2,000  and 
the  banker  says  to  me  6 per  cent,  and  I do  not  want 
to  give  him  any  more  than  5 per  cent.,  the  £2,000 
will  remain  where  it  was,  because  I cannot  take  it  at 
6 per  cent.  So  that  the  amount  that  would  be  going 
in  my  direction  would  be  limited. 

2816.  You  are  aware  that  the  advances  of  the 
banks  are  maintained  at  their  full  extent;  the  banks 
do  not  in  fact  retain  the  money,  but  they  lend  it 
out? — They  lend  it  out  at  a rate. 

2817.  To  the  person  who  chooses  to  pay  the  higher 
rate? — Yes,  but  there  is  a lot  of  money  remains  in, 
because  people  cannot  afford  to  pay  the  rate. 

2818.  Mr.  Bell:  Is  that  really  the  case?  Perhaps 
it  is  in  Scotland;  it  is  not  here? — (Sir  Charles  Addis) : 
There  is  no  sign  of  it  in  England. — (Bailie  Walker) : 
There  are  signs  of  it  in  our  district. 

2819.  Do  you  mean  that  your  banks  have  a higher 
ratio  of  deposits? — I would  not  say  they  have  a 
higher  ratio,  but  it  is  absolutely  the  fact  that  there 
are  people  who  are  in  want  of  money  to  carry  on 
business  and  who  cannot  make  deals  because  of  the 
terms  being  too  stiff. 

2820.  Chairman : As  a general  case  if  you  offer 
sufficient  security  the  rate  of  interest  is  not  high? — 
The  banks  demand  all  the  security  they  can  get  from 
you  and  also  all  the  interest  they  can  get  from  you, 
and  the  amount  of  interest  they  can  obtain  from  you 
would  be  very  largely,  we  say,  determined  by  the  rate 
of  interest  that  is  ruling  on  the  National  Debt. 

2821.  I think  you  would  be  surprised  to  find  what  a 
large  amount  of  money  is  lent  at  a low  rate  of  .in- 
terest. The  question  comes  in  of  the  character  of  the 
man  who  borrows  it.  A man  of  very  good  character 
can  very  often  get  advances  without  any  security  at 
a low  rate  of  interest? — Glasgow  has  the  finest 
character  in  the  world  as  a Corporation,  and  we 
cannot  borrow  under  4J  per  cent,  or  5 per  cent.  We 
used  to  borrow  at  2J  per  cent. ; so  our  character  now 
is  2J  per  cent,  different. 

2822.  Have  you  borrowed  from  banks? — Our  average 
last  year  was  just  a fraction  under  6 per  cent,  and 
our  average  of  pre-war  days  was  2J  per  cent. ; we 
sometimes  got  it  at  2J  per  cent. 

2823.  Would  you  call  5 per  cent,  a high  rate  of  in- 
terest?— That  would  very  largely  depend  on  circum- 
stances. We  used  to  think  that  when  we  paid  3 per- 
cent. we  were  paying  a high  rate  of  interest.  In 
asking  me  that  question  you  are  asking  a question 
that  "different  individuals  would  answer  in  different 
ways.  There  are  some  people  who  would  say  that  no 
money  is  entitled  to  interest.  Still,  say  1 per  cent., 
2 per  cent,  or  5 per  cent. ; I cannot  tell  you  whether 
5}  per  cent,  or  6 per  cent,  would  be  high.  I do  not 


think  we  can  afford  to  borrow  at  that  rate  at  the 
moment,  with  a million  and  a half  unemployed;  I 
do  not  see  how  we  can  afford  to  pay  5 per  cent. 

2824.  Mrs.  Wootton : Do  you  think  5 per  cent,  is 
a high  rate  considering  the  security  which  the  Cor- 
poration could  give? — Yes. 

2825.  You  think  if  you  pay  5 per  cent.,  that  neces- 
sarily means  that  people  with  less  good  security  arc 
paying  more  ? — Of  course,  according  to  what  is  laid 
dowmeveu  in  this  room,  the  people  with  good  security 
can  get  it  for  less.  I think  we  have  the  best  security 
in  the  world. 

2826.  Chairman  : I do  not  agree  with  your  general 
point  when  yon  say  that  the  rate  of  interest  is  very 
high? — Are  you  asking  my  opinion  whether  I consider 

5 per  cent,  high?  I say  the  amount  of  5 per  cent, 
or  6 per  cent.,  or  whatever  it  may  be,  depends  very 
largely  upon  the  circumstances.  If  we  in  this  country 
are  in  such  a bad  position  that  we  have  a million  and 
a half  unemployed  persons  who  have  got  to  be  kept 
one  way.  or  another,  who  have  to  be  kept  in  existence 
and  who  can  only  be  kept  out  of  the  production  of 
wealth,  then  5 per  cent,  as  a rate  of  interest  is  bound 
to  be  high  as  compared  with  2-3  per  cent,  in  a period 
when  we  had  not  a million  and  a half  idle  and  when 
everybody  was  producing. 

2827.  Mr.  Bell : It  would  be  very  difficult  to  lay 
down  such  a principle  ? — We  agree  there  would  be 
difficulty  when  you  are  keeping  to  the  purely  economic 
point  and  not  speculating  as  to  whether  the  thing 
was  right  or  wrong. 

2828.  India  has  had  a 10  per  cent,  bank  rate — from 

6 per  cent,  to  10  per  cent. — whereas  we  pay  5 per- 
cent. or  6 per  cent.  The  bank  rates  of  Europe  to-day 
are  generally  higher,  of  course,  than  the  Bank  of 
England  rate.  I should  have  said  that  this  country 
to-day  was  lending  its  money  cheaply  and  that  any- 
thing in  the  nature  of  5 per  cent.,  if  you  look  at  all 
the  rates  of  the  world,  is  a modest  rate? — It  is  all  a 
matter  of  comparison. 

2829.  I am  comparing  it,  to  the  great  advantage 
of  this  country? — But  I say  taking  this  country  is  a 
wrong  comparison.  We,  in  Glasgow,  for  example, 
can  borrow  money  cheaper  than  a city  like  Edinburgh, 
so  we  aTe  comparatively  cheap,  but  that  does  not  prove 
that  we  are  all  cheap. 

2830.  Chairma/n : Do  you  borrow  a great  amount 
of  money  from  the  inhabitants  of  Glasgow? — We  do, 
but  unfortunately  for  us  the  Government  got  in 
before  us.  To-day  we  have  a Trustee  Savings  Bank 
in  Glasgow  where  there  is  £14,000,000  lying  in  the 
investment  department  at  3 per  cent.,  and  it  is 
loaned  to  the  Government.  It  is  all  Glasgow  money. 
Our  Glasgow  debt  at  the  moment,  with  housing  and 
everything,  is  somewhere  in  the  region  of  £20,000,000; 
in  pre-war  days  our  debt  would  have  been  somewhere 
about  £10,000,000  and  the  deposits  in  the  Savings 
Bank  were  £10,000,000. 

2831.  Sir  Alan  Anderson:  As  I understand  it,  the 
real  meaning  of  the  second  half  of  paragraph  2 is 
that  the  amount  of  capital  offered  for  industrial  pur- 
poses is  limited  because  people  who  offer  it  want  a 
higher  rate  of  interest  ? — (Mr.  Duncan) : Quite. 

2832.  So  that  the  English  of  this  is  a little  inex- 
act. That  is  not  what  you  mean.  What  you  mean, 
surely,  is  that  the  National  Debt  tends  to  keep  the 
rate  of  interest  high  and  at  that  high  rate  industry 
is  not  able  to  borrow  as  much  as  it  could  profitably 
borrow  at  a lower  rate.  Is  not  that  your  meaning? 
The  high  rate  of  interest  means  that  people  are  not 
prepared  to  offer  capital  for  industrial  purposes  at 
a rate  which  the  industrialist  can  pay,  because  of  the 
competition  of  the  National  Debt  and  the  higher  iatc 
maintained.  That  is  all  the  paragraph  means. 

2833.  But  Sir  Charles  Addis  pointed  out  that  theie 
is  another  meaning  which  would  be  covered  by  these 
words  that  “ the  -amount  of  capital  would  be  less. 
You  mean  the  rate? — We  are  not  referring  to  the 
amount  of  capital  existing  at  any  particular  tune, 
we  are  simply  referring  to  the  amount  offered  to 
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industrial  purposes.  ( Bailie  Walker) : And  as  Scots- 
men, we  do  not  claim  that  we  have  a perfect  know- 
ledge of  the  English  language,  of  course. 

2834.  Mr.  Bell:  There  is  another  distinction.  You 
do  not  say  permanent  capital  or  temporary  capital. 
The  banks  do  not  in  temporary  accommodation,  1 
think  I may  say,  refer  the  price  to  the  price  of  War 
Loan,  but  to  the  bank  rate.  So  that  you  will  find 
that  for  a long  time  banks  have  been  lending  for 
industrials  at  a less  rate  than  they  could  have  put 
their  own  money  into  War  Loan? — (Mr.  Duncan ):  I 
am  afraid  we  have  been  thinking  more  of  permanent 
capital. 

2835.  You  are  quite  right,  only  I wanted  to  put 
that.  It  is  permanent  capital  where,  say,  a firm 
wanted  to  raise  £100,000  or  £200,000  with  an  issue 
of  preference  shares  and  had  to  pay  7 per  cent., 
whereas  a few  years  ago  they  could  have  got  it  at 
5 per  cent,  p — That  is  the  position  to-day. 

2836.  I always  like  to  make  the  distinction  between 
permanent  capital  and  temporary  capital  by  way  of 
overdraft? — I am  afraid  as  Trade  Unionists  our  know- 
ledge of  what  goes  on  in  the  banker’s  parlour  between 
the  employer  and  the  banker  is  a good  deal  less  than 
we  can  gather  about  businesses  where  we  can  see  the 
balance  sheets. 

2837.  Chairman : Would  you  continue  with  your 
paper  now? — ( Bailie  Walker)  : I do  not  think  we  can 
elaborate  it  much  more;  we  seem  to  have  covered  it 
fairly  well.  In  our  last  paragraph  we  deal  mainly 
with  the  question  of  indirect  taxation.  We  do  not 
agree  with  indirect  taxation  as  a method  of  raising 
money  for  carrying  on  the  country.  We  think  it  does 
not  fall  equitably  on  the  shoulders  of  those  best  able 
to  bear  it,  and  it  has  a tendency,  especially  when 
applied  to  foodstuffs,  to  prevent  the  people  who  are 
wealth  producers,  that  is,  your  units  of  labour  down 
at  the  lower  end,  really  obtaining  the  wherewithal  to 
carry  on  and  keep  in  a physical  state  to  produce 
wealth.  We  think  it  has  that  effect  and  we  are  against 
indirect  taxation. 

2838.  Sir  Alan  Anderson : That  is  what  you  mean 
in  paragraph  9 by  the  industrial  point  of  view,  is  it 
— the  point  of  view  of  the  individual  wage-earner  in 
industry? — Yes.  (Mr.  Duncan):  We  look  at  it  from 
the  point  of  view  of  the  effect  on  industry. 

2839.  On  business  as  a whole? — Yes.  We  are  con- 
sidering the  effect  of  these  things  from  the  only  point 
of  viewr  that  we  can  be  considered  to  have  any  autho- 
rity to  deal  with  them  from,  that  is  to  say,  the  indus- 
trial effect  of  employment  on  the  workers.  Our 
knowledge  of  finance  is  necessarily  very  limited  (we 
never  had  any  to  handle),  but  we  do  know  something 
about  employment.  We  do  have  to  study  the  course 
of  industry;  we  may  be  able  to  know  when  to  apply 
to  Mr.  Hichens  for  a rise  in  wages,  and  so  on;  we  do 
need  to  have  some  knowledge  of  that  sort  of  thing. 

2840.  Mr.  Hichens  : But  do  you  think  that  suppos- 
ing you  could  drop  the  market  rate  of  interest  by  say 
2 per  cent,  to-day  it  would  create  much  more  em- 
ployment? Take  Beardmore’s,  for  instance.  To  begin 
with,  you  have  to  remember  in  Beardmore’s  case 
that  the  7 per  cent,  loans  have  been  taken  for  a 
fixed  number  of  years  and  cannot  be  redeemed  earlier. 
— (Bailie  Walker)  : But  I understand  they  have  to  be 
redeemed  very  shortly,  I think  this  year. 

2841.  Perhaps  they  have,  but  supposing  they  are 
redeemed  at  2 per  cent,  less,  is  that  going  to  make 
much  difference  to  the  amount  of  employment  that 
Beardmore  can  offer? — It  will  make  this  amount  of 
difference.  I,  who  have  to  negotiate  with  Beardmore 
occasionally,  am  told  about  his  losses;  it  would  be 
very  much  easier  for  me  if  he  could  inform  me  that 
his  losses  are  now  less  than  they  were  before. 

2842.  But  will  they  be  less;  because  the  rate  of 
interest  has  gone  down  for  me  as  well  as  for  Mr. 
Beardmore  and  I am  just  as  keen  a competitor  of  his 
if  the  bank  rate  is  reduced  2 per  cent,  as  I was 
before.  That  is  on  the  assumption  that  there  is  not 
enough  work  to  go  round.  If  you  did  reduce  the  rate 
of  interest  by  2 per  cent,  it  would  affect  your  manu- 
facturing costs  only  to  a very  trifling  extent? — Would 


you  suggest  that  a reduction  in  wages  would  affect  it 
more  ? 

2843.  Immeasurably  more? — Take  the  steel  trade. 
When  the  price  was  at  £ 27  10s.  0 cl.  a ton  the  wages 
were  250  per  cent,  above  par.  Wages  are  now  40 
per  cent,  above  par,  and  the  price  is  at  £9.  The  wages 
followed  the  price  all  the  time,  either  way.  Unless 
you  want  the  men  to  work  for  nothing — and,  as  a 
matter  of  fact,  in  the  steel  trade  even  if  they  worked 
for  nothing,  in  some  cases  it  would  not  help  you. 

_ 2844.  I merely  wanted  to  make  it  clear  to  you, 
if  I could,  that  wages,  1 suppose,  are  about  75  per 
cent,  of  the  cost  of  any  given  commodity — not  at 
any  given  stage,  but  all  through?— Sir  Frederick 
Mills  made  a statement  at  a meeting  at  which  vre 
were  present  some  time  ago  and  he  said  it  was 
95  per  cent,  all  through;  so  that  is  a difference  of 
20  per  cent,  between  you  and  him.  N o w the  next 
man  I meet  might  put  it  another  20  per  cent, 
further  down.  (Mr.  Duncan)  : I do  not  know  so 
much  about  manufactured  commodities,  but  in 
agriculture,  where  it  is  not  a stage  process  but 
where  you  have  a complete  process  from  beginning 
to  end,  wages  in  all  forms  of  agriculture,  whether 
you  take  dairy  and  grass  farming  or  arable  farming, 
vary  from  23  to  25  per  cent,  of  your  total  outgoings. 
These  are  ascertained  figures;  it  is  the  only  constant 
factor  in  agricultural  costs — the  constant  relation  of 
your  wages  to  your  costs. 

2845.  Sir  Alan  Anderson : But  surely  they  must 
vary  entirely  with  the  form  of  agriculture? — It  is  a 
curious  thing,  but  all  the  figures  we  have  bring  out 
this  most  remarkable  result. 

2846.  I am  interested  in  a farm  and  I am  sure  in 
our  case  it  must  entirely  depend  upon  our  policy. 
Supposing  we  are  buying  large  quantities  of  foods 
we  can  buy  them  cheaper  ? — If  you  go  into  your  costs 
you  will  find  that. 

2847.  I am  certain  they  vary  enormously? — I have 
gone  into  this  with  figures  that  have  been  issued 
from  all  parts,  and  it  is  an  astonishing  thing  how 
constant  they  remain. 

2848.  Mr.  Lees-Smith  : On  paragraph  9 I think 
there  is  a point  on  which  you  can  give  us  evidence 
which  we  have  not  yet  had.  We  have  had  a good 
deal  of  evidence  of  the  effect  of  direct  taxation, 
Income  Tax  and  Death  Duties,  and  so  on,  but  we 
have  not  yet  had  much  evidence  as  to  the  effect  of 
indirect  taxation.  Is  it  your  view  that  indirect 
taxation,  particularly  taxation  on  sugar  and  tea, 
has  any  substantial  and  measurable  effect  on  the 
physique  of  the  people,  upon  their  industrial 
capacity  and  therefore  eventually  upon  our  general 
productive  efficiency? — (Bailie  T Walker):  In  the  first 
place,  the  food  taxes  affect  people  earning  the  lowest 
wages  to  the  greatest  degree,  because  the  greatest 
amount  of  income  of  these  people  is  spent  almost 
entirely  on  food,  clothing,  and  so  on.  In  those 
industries  where  the  lowest  minimum  wage  exists 
you  will  find  the  lowest  type  of  physical  efficiency  so 
far  as  general  labourers  are  concerned.  Take  the 
foundry  trades.  The  foundry  trades  in  pre-war  days 
had  about  the  lowest  labouring  rate  of  any  of  the 
heavy  trades,  and  it  was  remarkable  to  note  the 
difference  between  the  physique  of  a labourer  in  a 
steel  works — when  I say  a labourer  I mean  the 
bottom  man,  the  man  with  the  lowest  wage — and  the 
labourer  in  a foundry.  The  one  would  have  made 
almost  two  of  the  other ; and  the  difference  in  wages 
in  the  West  of  Scotland  area  at  that  particular  time 
would  be  about  16s.  lOd.  as  against  21s.  or  22s.  a 
week.  That  is  a question  of  a difference  in  wage 
right  down  in  the  cost  of  living  level,  and  every 
little,  no  matter  how  little  it  is,  that  takes  away 
from  the  amount  the  man  has  for  the  sustenance 
of  his  family,  has  a tremendous  effect.  These  people, 
especially  in  general  industries,  are  the  people  from 
whom  you  draw  your  skilled  men  later  on.  That 
is  in  an  industry  like  mining,  or  the  iron  and  steel 
trade,  the  men  start  serving  their  apprenticeship 
after  they  have  reached  manhood.  If  you  have  a 
reservoir  of  men  who  are  not  physically  fit,  then 
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later  on  you  do  not  get  the  type  that  is  necessary 
for  high  production.  In  the  steel  trade  they  do  get 
it,  because,  as  I have  said,  up  to  the  present  moment 
they  have  always  had  a higher  rate  down  at  the 
bottom,  and  it  has  attracted  a better  type  of  man. 
So  it  affects  it  in  that  way.  Every  tax  going  on 
affects  the  man  down  at  the  bottom,  and,  of  course, 
the  degrees  vary  as  the  wages  vary  in  the  various 
trades. 

2849.  Chairman : You  know  something  of  the  con- 
ditions of  life  in  Scotland;  would  you  take  the  tax 
off  liquor? — I would  take  the  tax  off  those  liquors 
that  are  less  damaging  to  the  physical  constitution, 
such  as  light  beer,  and  so  on. 

2850.  There  is  very  heavy  expenditure  on  drink, 
is  there  not,  in  Scotland  as  in  England? — I 
could  not  say  at  the  moment  what  it  is  per  head, 
hut  the  expenditure  is  very  heavy  because  the  prices 
are  heavy.  A man  to-day  pays  8d.  for  what  is 
called  a half  whisky  that  he  formerly  paid  2d.  for 
in  pre-war  days.  {Mr.  Duncan) : Obviously  one 
would  only  consider  a reduction  in  the  taxes  on 
luxuries  after  one  had  removed  the  indirect  taxes 
on  necessaries.  I think  most  people  would  agree 
that  the  taxes  on  liquors  are  in  quite  a different 
position  from  the  taxes  on  ordinary  commodities. 

2851.  Mr.  Lees-Smith:  One  witness,  in  answer  to 
a question  from  me,  said  he  did  not  think  there 
was  much  real  distress  in  this  country  and  there- 
fore the  reduction  of  taxes  on  sugar  and  tea  had 
not  any  very  substantial  effect? — {Bailie  Walker): 
He  did  not  think  there  was  much  distress?  I am 
afraid  he  was  a bit  of  an  ostrich. 

2852.  Sir  Alan  Anderson  : It  is  difficult  to  get  any 
very  general  view  of  the  state  of  living  of  the  wage- 
earning  classes  all  through  the  country  as  compared 
with  pre-war? — Yes.  We  can  give  you  the  figures 
in  Glasgow. 

2853.  Glasgow  is  rather  a peculiar  case  ? — No,  there 
is  nothing  peculiar  about  Glasgow. 

2854.  'Surely  on  the  Clyde  shipbuilding  is  very  much 
depressed  ? — Yes,  but  there  is  nothing  peculiar  about 
it.  What  I meant  when  I said  we  could  give  it  to 
you  is  that  we  get  the  figures.  Our  infantile  mor- 
tality figures  have  gone  up  with  the  trade  depres- 
sion: they  went  down  when  trade  was  good.  We  take 
a great  interest  in  child  welfare ; we  have  child  wel- 
fare centres  all  over  the  city,  and  can  tell  with 
diagrams  that  are  absolutely  correct  what  is  the 
state  of  health  of  the  mothers  of  the  children  in 
the  various  working-class  areas. 

2855.  Is  that  a satisfactory  barometer,  do  you 
think,  of  the  state  of  living? — I do  not  know  that 
you  can  get  any  other.  Our  nurses  visit  the  houses, 
and  the  mothers  and  children  visit  the  child  wel- 
fare centres,  and  they  are  examined  by  doctors,  and 
I understand  that  doctors  are  the  people  who  can 
examine  you  as  to  your  physical  condition. 

2856.  So  you  would  look  upon  that  as  a good  baro- 
meter?— We  accept  it,  anyway;  we  act  upon  it. 
(Mr.  Duncan) : We  have  also  had  some  very  careful 
investigations  made  quite  recently  by  Professor  Noel 
Paton,  in  which  he  has  produced  most  startling 
results.  There  was  a very  careful  scientific  inquiry 
conducted  by  the  Professor,  and  the  facts  brought 
out  in  that  inquiry  on  the  conditions  in  Glasgow 
are  perfectly  startling. 

2857 . Is  that  published  ? — The  inquiry  is  still  going 
on  ; all  that  I can  refer  to  is  a speech  of  Professor 
Noel  Paton  s as  to  the  result  of  the  work  so  far, 
but  it  is  the  first  really  detailed  inquiry  by  -any 
physiologist  into  the  matter. 

2858.  Mrs.  Wootton:  Could  we  see  that  speech? — 
I will  try  to  get  it  for  you. 

2859.  Sir  Alan  Anderson : That  was  not  compara- 
tive with  pre-war,  was  it?  This  is  a new  inquiry? — 
The  trouble  is  that  you  cannot  get  any  comparison. 
Even  if  you  take  the  comparison  that  Mr.  Walker 
is  referring  to,  your  figures  are  vitiated  by  the 
fact  that  you  have  had  a tremendous  development 
in  the  last  ten  years  in  the  public  health  service  so 


far  as  these  things  are  concerned.  Even  in  spite  of 
the  Geddes  axe,  maternity  and  child  welfare  alone 
is  a tremendous  factor  to  consider  in  improving  health. 
So  you  have  no  real  test  that  you  can  make  of  these 
things;  one  can  only  take  general  impressions.  Mr. 
Walker  is  entirely  confined  to  the  industrial  area, 
My  experience  is  in  the  rural  areas,  and  there  I 
should  say  that  the  present  position  in  Scotland  is 
that  we  have  improved  over  the  war  period,  that 
there  is  a general  improvement  in  the  standard  of 
living  in  the  last  ten  years;  and  I should  say  outside 
the  purely  industrial  area  there  has  been  an 
improvement  in  wages  during  that  time;  there 
has  been  a permanent  improvement  which  has 
been  maintained.  Then  you  have  the  other  fact 
that  one  simply  could  not  contemplate  what  the 
condition  would  have  been  in  the  present  unemploy- 
ment crisis  if  it  had  not  been  for  the  unemploy- 
ment insurance  scheme.  I remember  the  1903-04 
unemployment  crisis  very  well  because  I was  actually 
dealing  with  relief  work  then,  going  round  to  the 
people  who  were  unemployed,  and  there  is  abso- 
lutely no  comparison  between  the  condition  of  things 
to-day  and  the  condition  of  things  20  years  ago. 

2860.  Chairman:  Was  that  in  Glasgow? — It  was 
in  Aberdeen  that  my  experience  was  at  that  time, 
but  there  is  no  comparison  as  to  the  condition  m 
the  unemployed  crisis  in  the  times  before  we  had 
the  unemployment  insurance  scheme  and  the  able- 
bodied  relief  from  the  Poor  Law  authorities.  That 
has  made  all  the  difference. 

2861.  Sir  Alan  Anderson:  The  distress  is  not 

nearly  so  acute  as  it  was? — No.  {Bailie  Walker): 
While  everything  that  Mr.  Duncan  has  stated  is 
quite  true,  what  we  find  is  that  people  are  being 
relieved  in  a way  that  they  never  were  relieved 
before;  but  the  continuance  of  these  people  living 
omjihe  line  that  is  laid  down  by  your  insurance,  or 
by  your  Board  of  Guardians,  leads  to  this.  We  have 
had  the  opportunity  over  a period  of  three  yearn 
of  watching  the  physical  deterioration  of  the  people 
who  are  getting  relief.  We  have  measured  and  we 
find  that  the  children  bom  during  that  period  are 
of  less  physical  value  than  others.  {Mr.  Duncan) : 
The  fact  is,  of  course,  that  it  could  not  have  gone 
on  for  three  years,  20  years  ago.  The  condition  of 
things  20  years  ago  would  have  produced,  not  what 
people  in  London  talk  about  as  “ the  Clyde,”  but 
would  have  produced  a revolution  if  the  thing  had 
continued.  There  was  actual  lack  of  food;  at  that 
time  it  was  quite  a common  thing  to  go  into  houses 
and  discover  families  without  fire  or  food  for  24 
hours — absolutely  without  anything  during  that 
time.  (Bailie  Walker) : We  can  find  that  to-day. 
(Mr.  Duncan) : Yes,  but  you  are  not  dealing  with  a 
mass  of  it  to-day  in  the  same  way  as  we  did  at  that 
time. 

2862.  Mr.  Less-Smith : Do  you  say  that  you  find 
that  to-day? — Yes. 

2863.  There -is  no  gap  in  the  unemployment  relief 
now? — (Bailie  Walker) : No,  but  there  are  a whole 
lot  of  things  that  happen  that  possibly  are  very 
difficult  to  guard  against.  An  individual  falls  ill 
and  there  is  extra  expenditure,  or  something  happens 
in  other  ways,  and  money  that  should  have  gone  for 
rent  is  used.  Then  the  factor  or  house  owner  takes 
them  into  Court  and  gets  a decree  against  them  and 
the  expense  is  piled  on  and  they  cannot  meet  the 
extra  amount  they  have  to  pay;  then  hack  into  the 
Court  they  go  again  and  expenses  are  put  on  again, 
and  they  reach  a period  when  in  order  to  clear  it 
off  they  have  actually  to  do  without  food  for  two 
days.  They  are  so  much  on  the  margin  that  with  the 
slightest  slip  they  are  over  and  it  takes  a lot  of  re- 
covery. As  regards  clothing,  you  see  them  gradually 
going  down.  I have  had  people  come  to  me,  of  both 
sexes,  married  people,  not  wasters  or  people  in  drink, 
I mean  the  ordinary  respectable  working  class  people, 
and  I have  gone  to  their  house  and  found  absolutely 
no  furniture;  they  were  kept  going  from  day  to  day. 
The  aged  people  are  the  worst,  the  people  who  are 
round  about  50,  55  and  60.  In  the  case  of  a couple 
like  that  the  amount  they  are  getting  from  the  parish 
is  somewhere  in  the  region  of  22s.  6d.  a week.  After 
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they  pay  6s.  or  7s.  for  rent,  that  does  not  keep  them 
in  food. 

2864.  Chairman:  I am  glad  to  hear  that  point 
brought  out,  that  even  these  poor  people  are  not 
people  who  are  given  to  drink? — No,  I am  not  going 
to  sit  here  and  say  that  some  of  them  are  not — just 
as  there  are  a lot  of  rich  people  given  to  drink.  But 
in  the  main  the  great  mass  of  the  people  who  are  un- 
employed are  not  of  that  type.  I represent  a Ward 
in  Glasgow  which  is  a purely  industrial  Ward ; if  is 
a steel  and  engineering  centre,  and  the  people  whom 
we  have  to  deal  with  are  the  people  who  are  occupying 
the  labouring  positions  in  all  the  industries  in 
Glasgow ; that  is  the  people  who  in  pre-war  days 
were  living  on  20s.  or  21s.  a week;.  There  was 
4s.  6d.  or  5s.  of  that  for  rent.  Well,  you  know 
what  was  left  for  food  and  clothing.  They  have 
never  been  able  to  get  up.  A week’s  unemployment 
and  they  are  down  in  the  gutter.  Any  man  who 
talks  about  them  wasting  their  money  in  riotous 
living  is  a Gilbert;  he  should  be  looking  for  another 
Sullivan  to  write  an  opera ; it  is  ridiculous. 

2865.  I have  not  heard  that  stated  before? — We 
have  just  got  an  increase  of  wages  in  the  steel  trade 
for  labourers,  of  7s.,  a fortnight  ago.  That  gives 
us  a minimum  wage  after  that  of  £2  Is.  lOd.  I put 
it  to  you  a man  cannot  drink  much  on  that.  (Mr. 
Duncan ) : The  great  mass  of  the  poverty  has  little 
relation  to  the  personal  habits  of  the  people. 

2866.  That  is  what  I understand? — I have  been 

particularly  struck  with  the  complaints  of  local 
publicans  and  hotel  keepers,  who  tell  me  that  they 
cannot  carry  on  their  business  because  the  reduc- 
tion in  wages  in  the  last  two  or  three  years  in  the 
rural  areas  has  simply  cut  off  practically  all  the 
drinking,  and  as  a publican  put  it  to  me:  “They 
used  to  come  here  for  a pint  or  two  of  beer  on  a 
Saturday  night  but  I do  not  see  them  now  once  in 
a month.”  I was  rather  struck  with  that,  because 
I had  the  feeling  that  even  here  if  it  came  to  a 
reduction  some  of  them  would  insist  on  having  at 
least  their  weekly  pint  of  beer  when  they  went  into 
a market  town.  But  even  that  has  been  cut  off. 
Then  to  get  back  to  the  point  of  the  effect  of  in- 
direct taxation : one  sees  the  effect  of  indirect 

taxation  when  you  come  to  deal  with  the  lower  paid 
worker.  I am  thinking  particularly  of  my  own  people 
at  35s.  a week.  The  reduction  in  the  tea  tax  was 
hailed  as  if  it  was  something  substantial  and  was 
going  to  make  a difference  to  them.  They  talked  to 
you  as  if  it  really  meant  something.  When  you  are 
thinking  of  the  figures  of  taxation  you  try  to  trans- 
late them  into  the  figures  of  the  working-class  income. 
Just  this  last  week  I was  speaking  with  a farm 
labourer’s  wife  of  a halfpenny  going  on  to  the  loaf, 
and  I wras  staggered  to  find  how  much  it  meant  in 
the  week.  What  I found  was  that  they  were  using 
bread  in  such  quantities  that  if  you  begin  to  go  into 
their  budgets  you  find  that  it  is  just  tho  article 
upon  which  the  tax  is  laid  that  forms-  a big  part 
of  their  expenditure.  Although  a tax  may  seem 
little — 2d.  on  a lb.  of  tea  or  4d.  on  a lb.  of  tea,  or  Id. 
on  a lb.  of  sugar,  when  you  come  to  work  it  out  on 
the  working-class  income  you  begin  to  see  the  effect 
of  it.  The  effect  of  indirect  taxation  is  at  once  to 
limit  their  expenditure  on  these  necessities  if  you 
put  the  tax  on  ordinary  commodities. 

2867.  Sir  Alan  Anderson  : I suppose  the  people  who 
feel  it  the  most  are  the  ones  who  get  the  least  pro- 
tection really  from  the  Trades  Unions  in  the  settle- 
ment of  wages,  and  so  on ; they  find  it  more  difficult 
than  the  better  paid  ones  to  get  their  wages  in- 
creased ? — They  would  not  be  so  low  paid  if  they  had 
Trade  Unions  to  protect  them. 

2868.  They  have  the  most  difficult  battle  to  fight  ? — 

( Bailie  Walker) : It  is  the  old  axiom  : they  are  poor 
because  they  are  not  organised,  and  they  are  not 
organised  because  they  are  poor.  (Mr.  Duncan) : 
There  has  been  quite  a change  in  20  years.  To-day 
you  find  the  docker  or  transport  worker  who  used 
to  be  looked  upon  as  the  bottom  dog  in  industry  is 
now  very  much  better  off  than  the  steel  worker  or  the 
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miner  or  those  others  who  were  looked  upon  as  being 
rich  men.  It  is  the  case  that  they  are  poor  who  get 
least  protection  because  they  protected  themselves 
least. 

2869.  Chairman : We  have  had  a most  interesting 
discussion  on  that  point,  but  we  have  had  evidence 
from  another  very  important  witness,  who  said  that 
the  nation  would  be  better  off  if  the  tax  had  not 
been  taken  off  those  commodities  but  had  been  taken 
off  the  Income  Tax — that  the  future  of  the  whole  of 
the  country  would  have  been  better  if  that  had  been 
done.  That  was  his  opinion.  Would  you  agree  with 
that? — (Bailie  Walker)  : I would  not  agree  with  that 
at  all.  A man  who  says  that  seems  to  be  thinking 
more  in  the  realms  of  high  finance  than  of  actual 
realities  and  the  lives  of  the  people. 

2870.  I do  not  think  that. — Let  me  get  back  to  the 
point  I put  before.  If  he  examines  it  he  will  find 
that  you  cannot  produce  in  abundance  with  ill-paid 
and  ill-fed  labour.  A working  man  in  the  steel  trade, 
or  a miner,  will  do  more  physical  labour  than  in  other 
industries  where  they  are  not  so  highly  paid. 

2871.  Mr.  Bell : That  was  not  quite  the  point.  The 
witness  thought  that  if  the  capital  was  returned  to 
industry  there  would  be  a great  deal  more  work  and 
better  wages. — But  how  can  you  expect  the  man  to 
work  more  if  you  keep  his  health  down?  After  all, 
if  that  witness  had  been  asked  if  modern  machinery 
were  not  better  than  obsolete  machinery  he  would  at 
once  say,  yes.  He  would  be  thinking  purely  in 
terms  of  capital  and  machinery  all  the  time. 

2872.  No,  it  was  employment  he  meant — that  the 
money  returned  into  the  capital  fund  would  have 
given  employment.— (¥r.  Duncan) : Our  point  of 
view  is  that,  after  all,  it  is  relative,  and  capital  is 
not  the  biggest  thing  in  the  situation  we  were  faced 
with,  and  I rather  took  it  from  a good  deal  of  the 
questions  that  have  been  put  to  us  to-day  that  the 
real  difficulty  was  not  the  capital  fund.  Then  if  the 
real  difficulty  is  not  the  capital  fund,  a reduction  in 
the  Income  Tax  would  simply  take  away  a burden, 
but  they  would  not  be  able  to  put  more  on  to 
industry. 

2873.  He  was  a man  who  quoted  h'is  own  sort  of 
business,  a small  business,  and  he  said  that  if  taxa- 
tion were  not  so  heavy  he  knew  of  cases  where  a good 
deal  more  work  would  be  given.  I do  not  know 
whether  he  was  right  or  not,  but  that  is  what  he 
stated? — You  cannot  put  it  as  a general  thing.  We 
know  the  industries  and  we  give  you  the  facts.  I 
know  agriculture  and  fishing,  and  in  neither  of  these 
is  the  real  difficulty  the  capital  difficulty.  The  real 
difficulty  is  the  price  difficulty — that  the  demand  is 
not  there.  You  can  produce  your  commodities,  and 
you  may  be  producing  your  commodities  in  excess  of 
the  demand  that  there  is  for  them.  So  far  as  we 
can  see,  the  thing  that  would  help  the  industry  most 
would  be  if  you  could  increase  the  purchasing  power 
of  the  people  who  use  these  commodities,  our  agricul- 
tural products  and  our  fish,  who  after  all  are  the  big 
mass  of  the  wage-earning  population.  One  shillin'; 
a week  of  average  increase  to  the  wage-earning 
population  of  this  country  would  do  more  to  help 
agriculture  and  fishing  than  all  the  taxation  put 
together. 

2874.  Chairman : His  point  was  that,  supposing  he 
lhad  collieries  and  the  Income  Tax  was  reduced,  the 
amount  saved  would  enable  him  to  put  that  money 
'into  the  opening  of  fresh  coal  mines,  and  then  the 
development  of  the  country  would  go  on  in  that 
direction? — (Bailie  Walker) : But  is  there  a shortage 
of  coal  mines?  I understand  just  now  that  there  is 
not.  If  he  could  show  us  where,  by  a reduction  of 
the  Income  Tax,  you  could  set  up  a demand  amongst 
people  who  were  not  paying  Income  Tax  for  com- 
modities— an  economic  demand — then  he  might  be 
able  to  prove  something;  but  he  cannot  show  it  now. 

2875.  Mr.  Bell:  Then  you  think  the  supply  of 
money  is  not  the  chief  point? — (Mr.  Duncam)  : We 
are  dealing  with  alternatives  of  reduction  of  taxation 
or  reduction  of  the  interest  rate.  Let  me  go  back  to 
the  thing  we  were  discussing.  Our  position  is  that 
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with  regard  to  these  alternatives  of  the  reduction  of 
the  Income  Tax,  with  a consequent  reduction  in  the 
repayment  of  debt,  and  of  an  easing  of  the  interest 
rate,  from  the  point  of  view  of  the  worker  and  em- 
ployment, the  easing  of  the  interest  rate  is  more 
important.  Ais  we  show.  I think,  in  our  statement, 
you  have  to  take  the  balance. 

2876.  May  I ask  a question  on  another  point?  I 
think  you  a little  misunderstood  the  question  dealt 
with  in  paragraph  6.  You  say : “ A high  Income 
Tax  in  the  country  ” — that  is,  this  country — “ has 
little  or  no  effect  on  investments  from  abroad, 
because  Britain  has  in  the  past  been  an  exporter  of 
capital.”  But  that  is  not  the  question;  that  does 
not  follow.  All  we  ask  now  is  whether  somebody  in, 
say,  Austria,  who  wanted  to  invest  in  England,  is 
prevented  from  investing  in  England  because  of  the 
high  Income  Tax,  which  might  be  made  higher? — 
(Bailie  Walker)  : 'When  you  put  the  question  about 
the  high  Income  Tax  in  a country  like  Great  Britain 
preventing  somebody  in  South  Africa  or  some  other 
place  investing  money  here,  who  never  was  in  the 
habit  of  doing  it,  because  we  have  always  been  send- 
ing money  over  there,  we  naturally  just  put  that 
answer  down ; because  that  is  the  only  answer  that 
can  be  given ; but,  if  you  want  a theoretical  answer 
that  has  no  relation  whatever  to  the  actual  facts,  then 
of  course  it  is  different. 

2877.  The  point  is  whether  the  high  Income  Tax  in 
this  country  prevents  people  abroad  from  sending 
their  money  into  this  country? — It  would  all  depend 
on  the  circumstances.  For  instance,  if  I was  a 
wealthy  man  in  Japan  I would  prefer  to  invest  my 
money  in  Great  Britain  and  pay  Income  Tax  rather 
than  to  invest  it  in  Japan,  where  there  might  be  no 
Income  Tax  but  there  were  a few  earthquakes.  All 
the  circumstances  have  to  be  taken  into  account. 

2878.  You  do  find  as  a matter  of  fact  that  a high 
Income  Tax  prevents  money  coming  into  this  country 
from  other  countries? — You  do  find  it,  hut  I think 
on  the  balance  it  does  not  matter  very  much.  (Mr. 
Duncan)  : Might  I say  on  that,  that  supposing  the 
circumstances  were  that  a high  Income  Tax  meant 
that  we  could  not  get  the  capital  we  required  for 
carrying  on  industry,  and  that  by  lowering  our  In- 
come Tax  we  could  get  the  capital  to  carry  it  on, 
then  that  would  be  a very  good  reason  for  lowering 
the  tax.  But  it  does  not  seem  to  us  to  be  a practical 
consideration. 

2879.  Mr.  Bell : In  paragraph  8 you  have  the  words, 
“ As  the  greater  part  of  industry  is  in  the  hands  of 
joint  stock  companies.”  Have  any  particulars  ever 
been  got  out  as  to  that?  Has  anybody  really  ascer- 
tained the  proportion  of  business  which  is  being  done 
by  private  people  and  by  joint  stock  companies  in  this 
country? — (Mr.  Lees-Smith)  : I think  on  that  point 
there  was  official  evidence  before  the  Select  Committee 
on  Increases  of  War  Wealth  which  certainly  showed 
that  a great  preponderance  of  the  industries  of  the 
country  was  in  the  hands  of  joint  stock  companies? — 
(Bailie  Walker) : We  saw  evidence  given  on  that. 
(Mr-  Duncan)  : The  figure  I have  seen  is  that  if  you 
take  capital  above  £5,000,  somewhere  about  90  per- 
cent. of  it  is  in  joint  stock  concerns. 

2880.  Mr.  Bell : Is  there  any  definite  meaning  to 
the  word  “ industry  ” here,  or  does  it  mean  all  the 
business  of  the  country? — When  we  took  that  figure 
we  were  thinking  of  the  industry  that  would  be  likely 
to  have  to  pay  Income  Tax.  Where  a business  unit  is 
earning  sufficient  profit  to  bring  it  within  the  Income 
Tax  limit,  I think  there  is  no  doubt,  from  the  figures 


Tax  authorities  is  in  the  hands  of  joint  stock  com- 
panies. 

2881.  I lived  in  Liverpool  for  many  years,  and  the 

great  cotton  importers  there  were  not  joint  stock 
concerns? — (Bailie  Walker):  They  are  importers, 

not  manufacturers.  Of  course,  people  do  a very  great 
deal  of  that  kind  of  business  in  a very  small  room. 

2882.  I was  wondering  whether  they  were  included 
in  the  word  “industry”? — -Industry  is  generally 


accepted  as  manufacturing.  For  instance,  you  do  not 
call  a cigar  shop  an  industry. 

2883.  Yes,  I should? — You  are  talking  about  the 
retail  end  of  it. 

2884.  No,  I am  talking  generally  of  everybody 
engaged  in  industry.  I should  say  that  a man  who 
sold  cigars  in  a shop  or  a man  who  imported  cotton 
into  this  country  was  engaged  in  industry  ? — Then  you 
would  have  to  take  in  the  man  who  sold  matches  and 
newspapers  in  the  street,  and  so  on.  Then  you  would 
probably  make  up  a bigger  number  of  individual  units 
than  otherwise. 

2885.  Mr-  Hiehens  : You  and  I mean  manufactur- 
ing, by  “ industry  ” ; and  selling  matches  in  the  street 
we  should  call  trade? — Yes. 

2886.  Mr.  Bell : That  is  what  I wanted  to  get  at— 
what  was  meant  by  the  word  “industry”  here?— 
(Mr.  Duncan)  : Remember,  we  are  giving  evidence  on 
behalf  of  a Trades  Union  Congress,  and  naturally  we 
think  of  industry  as  the  people  who  are  employing 
the  folks  we  represent.  We  are  also  thinking  all 
through  this  of  National  Debt  and  taxation  to  meet 
the  National  Debt,  and  the  effect  of  that  on  industry; 
consequently,  we  were  not  concerned  so  much  about 
the  smaller  things  on  which  direct  income  taxation 
does  not  fall.  We  were  thinking  more  of  the  Income 
Tax  and  the  taxation  that  goes  towards  debt  repay- 
ment. 

2887.  Mrs.  Wootton  : Going  back  to  paragraph  9, 
you  mentioned  the  fact  that  you  have  yourself  seen  in 
the  budgets  of  the  people  the  results  of  taxation.  I 
wonder  if  you  could  possibly  give  us  any  illustrative 
budgets.  I know  there  is  great  difficulty  in  doing 
that,  but  I think  your  organisation  has  something 
of  that  kind? — We  have  some,  as  a matter  of  fact. 
Our  Congress  Council  did  take  some  over  a period, 
but  it  is  exceedingly  difficult  to  get  very  reliable 
budgets.  I remember  some  years  ago  attempting  to 

'hake  some  for  my  own  purposes  for  Wages  Commit- 
tees, to  arrive  at  some  basis  as  to  the  cost  of  living 
and  what  the  wage  actually  produced,  and  I found 
that  unless  you  get  the  housewife  down  in  front  of 
you  and  take  the  budget  yourself  it  is  unsatisfac- 
tory, simply  because  she  was  not  accustomed  to 
budgeting,  and  would  mix  up  a payment  that  was 
made  one  week  for  a commodity  that  might  last  four 
weeks.  But  if  it  would  be  of  any  use  to  the  Com- 
mittee, I could  get  a number  of  illustrative  budgets 
by  our  own  people  that  I could  absolutely  x-ely  upon. 
The  ones  I have  are  some  years  old,  and  I would 
have  to  get  some  new  ones,  but  I could  get  some 
within  a week  or  two. 

2-888.  Chairman  : You  might  get  them  to  illustrate 
-the  point  in  your  evidence. — Yes,  and  to  show  the 
effect  of  taxation. 

2889.  Sir  Alan  Anderson : To  show  what  relative 
part  of  the  total  expenditure  went  on  certain  articles? 
Yes. 

2890.  Of  course,  it  would  depend  entirely  on  the 
class  of  worker  you  took,  would  it  not?  Take  an 
agricultural  worker.  In  many  places  he  lives  almost 
wholly  on  bread? — Not  in  Scotland,  although  I was 
staggered  by  the  amount  of  bread  that  they  did  use 
in  the  lowland  part  of  Scotland.  Might  I say  that 
there  is  another  aspect  of  it  that  has  to  he  considered 
from  the  point  of  view  of  employment.  Taxes  on 
commodities  are  much  more  liable  -to  cause  political 
pressure  than  any  others,  and  are  exceedingly  dis- 
turbing so  far  as  industry  is  concerned.  It  would  he 
very  much  healthier  for  us  if  our  taxation  were 
direct  instead  of  having  the  continual  political  appeal 
that  the  industry  is  pushed  into. 

-2891.  Chairman:  What  do  you  suggest  in  place  of 
it? — I suggest  that  anything  in  the  nature  of  import 
duties  or  taxes  on  commodities  should  be  removed. 
There  are  certain  of  the  Customs  and  Excise  duties 
that  I think  might  be  maintained  which  do  not  have 
very  much  industrial  effect;  and  I suggest  that  the 
Income  Tax  should  be  increased. 

2892.  Increased? — Increased  is  not  the  right  word] 
that  the  basis  of  it  should  he  broadened.  I think  it 
would  be  very  much  better  for  the  workman  to  pay 
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taxes  directly  on  liis  income  than  to  pay  the  tax 
that  he  does  through  these  taxes  on  commodities. 
The  ratio  of  indirect  taxation  is  very  much  heavier 
on  the  workman. 

2893.  Chairman : The  Inland  Revenue  would  say 
that  it  would  be  very  expensive  to  collect.  (Mr. 
Ilichens ) : Would  you  accept  it  as  a deduction  from 
wages  ? — (Mr.  Duncan ) : Yes,  I do  not  see  why  it 
should  not  be. 

2894.  Chairman : Did  you  come  before  the  Income 
Tax  Commission  on  that  point? — ( Bailie  Walker)-.  I 
did. 

2895.  Discussion  took  place  as  to  whether  there 
should  be  a deduction  from  wages,  and  it  was 
resented.  (Mr.  Ilichens) : I know  it  was  unpopular. 
That  is  why  I asked  the  question. — (Bailie  Walker)  : 

I was  putting  forward  then  that  a deduction  should 
take  place,  and  that  at  the  end  of  the  quarter,  just 
as  they  send  a man  now  a statement  telling  him 
how  much  he  is  owing  them,  they  should  still  con- 
tinue to  send  him  a statement  telling  him  that  he 
is  either  owing  them  or  that  he  had  something  to 
come  back.  It  would  be  a method  of  taxation  and 
a form  of  saving  as  well,  because  one  man  would 
have  something  to  come  back  because  of  his 
allowances. 

2896.  Chairman : Do  you  think  that  would  be 

popular? — Nothing  in  this  world  is  popular  in  the 
way  of  taxation. 

2897.  It  is  very  interesting  to  get  the  alternative 
to  the  tax  on  commodities.  That  is  your  alternative. 
(Mr.  Duncan) : That  is  our  alternative.  I say  this 
simply  on  my  own;  I was  not  on  the  Council  at  the 
time  of  the  previous  inquiry,  which  Mr.  Walker 
referred  to,  but  I am  glad  to  find  my  colleague 
agreed.  No  taxation  of  any  kind  is  popular,  but 
my  experience  has  been  that  when  taxes  are  put  on 
there  may  be  a great  deal  of  outcry  at  the  time 
they  are  put  on,  but  people  adjust  themselves  without 
very  much  difficulty.  Most  of  the  opposition  to  the 
deduction  from  wages  came  from  the  farming  com- 
munity and  from  the  farm  workers.  They  made 
more  row  about  the  4d.  and  the  3d.  and  so  on  that 
was  taken  off  their  wages  for  insurance  than  they 
did  about  very  much  more  serious  things;  but  it  is 
all  over  and  done  with  now.  It  is  better  to  face 
unpopularity  in  order  to  get  on  to  a good  basis. 

2898.  Mr.  Ilichens : Would  you  accept  or  reject 
the  old-fashioned  theory  that  every  voter  should  have 
some  financial  responsibility  in  respect  of  public 
expenditure  ? — I do  not  think  there  is  any  possibility 
of  any  voter  escaping  it.  I do  not  think  he  can 
relate  his  responsibility  for  expenditure  to  his  vote. 

2899.  I am  not  saying  he  can,  and  the  theory  is 
put  in  a very  vague  way.  I gather  from  your  state- 
ment rather  that  you  thought  it  would  be  better  if 
the  voter  had  a conscious  knowledge  that  he  was 
paying  definitely  through  the  Income  Tax  rather 
than  that  he  should  pay,  perhaps  without  knowing 
it,  through  indirect  taxation? — ( Bailie  Walker): 
We  agree  to  that,  subject  to  this,  that  you  do  not 
put  a tax  on  a man  which  will  mean  a reduction  in 
his  standard  of  life  when  he  is  on  the  subsistence 
level.  You  would  have  to  fix  some  point  at  which 
lie  started.  Taxation  must  be  according  to  the 
ability  to  pay,  and  if  you  are  going  to  tax  a man, 
merely  shifting  off  the  indirect  taxation  on  to  his 
income  on  the  basis  that  that  man  who  was  on  the 
subsistence  level  would  be  having  a loaf  taken,  then 
1 do  not  think  we  should  agree. 

2900.  It  could  be  argued  that  the  level  of  wages 
would  ultimately  adjust  itself;  that  is  to  say,  that 
wages  would  probably  find  a lower  level  if  the 
recipient  were  responsible  for  no  taxation  at  all 
than  would  be  the  case  if  lie  were  responsible  for 
some.  It  is  argued,  for  instance,  that  the  fact  that 
house  rent  is  almost  negligible  in  Germany  to-day 
is  an  important  factor  in  the  reduction  which  has 
taken  place  in  wages  there. — I think  the  circum- 
stances in  Germany  are  such  that  if  anyone  is  to 


argue  about  house  rents,  he  might  as  well  argue 
that  because  there  are  house  rents  in  Glasgow  wages 
should  go  up. 

2901.  They  are  higher  than  they  are  in  Germany. 

But  they  are  not  relatively  higher  than  when  house 

rents  were  lower.  (Mr.  Duncan)  : Take  the  extreme 
position.  If  the  wages  of  an  agricultural  labourer 
in  the  Eastern  Counties  is  at  the  25s.  level,  we  would 
never,  agree  that  you  have  any  right,  either  by  direct 
taxation  or  by  the  present  indirect  taxation,  to  tax 
these  people  and  take  away  something  from  their 
25s.  Supposing  that  you  remove  all  the  taxation, 
and  the  woman  finds  that  her  25s.  provides  a little  bit 
more  in  the  household,  I do  not  think  there  is  any 
i:ear  that  the  result  would  he  that  their  wage  would 
drop  to,  say  24s.,  because  you  had  eased  the  taxation. 

2902.  You  would  not  fear  that? — I would  not  fear 
that. 

2903.  But  supposing  it  were  possible  to  do  one  of 
two  things:  to  say  to  this  good  woman:  “ Now  your 
wage  remains  at  25s.  and  you  pay  no  taxation  at  all, 
or  it  is  raised  to  26s.  and  you  pay  Is.  taxation,” 
which  in  principle  would  be  the  best  plan  ?—  (Bailie 
Walker) : It  would  he  better  if  everybody  bad  a v age 
which  would  allow  them  to  meet  the  national  obliga- 
tions. 

2904.  And  meet  them  consciously? — Yes,  we  agree 
generally;  we  believe  that  everyone  should  have  an 
ideal  of  citienship.  Yon  can  depend  upon  us  backing 
up  anything  so  far  as  citizenship  is  concerned.  We 
believe  that  every  individual  man  and  woman  in  the 
country  should  have  an  ideal  of  citizenship  and  take 
an  interest  in  the  affairs  of  the  community. 

2905.  And  .some  financial  responsibility  is  essential? 
— We  spend  a lot  of  money  trying  to  inculcate  that 
into  their  minds. 

2906.  Mr.  Bell : You  recall  probably  that  in  Ger- 
many before  the  War  there  was  a direct  tax  on  all 
incomes  of  £45  and  over? — Yes. 

2907.  It  started  as  low  as  £45? — Yes,  it  was  reaih 
the  same  here,  since  Income  Tax  in  Germany  was 
used  to  meet  local  expenses.  Yon  liad  a system  of 
local  rating  here,  which  they  did  not  have  there. 

2908.  I think  they  had  both. — They  had  more  of  the 
other.  The  Income  Tax  that  the  worker  was  paying 
in  Germany  was  going  very  largely  in  the  direction  of 
local  taxation. 

2909.  Mr.  Lees-Smith : You  do  not  put  forward  any 
definite  limit  of  income  on  which  Income  Tax  should 
he  levied ; you  are  not  saying  that  the  present  Income 
Tax  limit  should  he  lowered? — No;  we  are  saying 
that  it  would  he  a far  better  thing  to  raise  the  revenue 
necessary  in  this  country  by  a method  of  direct  taxa- 
tion. Along  with  that,  we  say  that  taxation  should 
go  on  the  shoulders  of  those  best  able  to  bear  it,  and 
we  say  that  there  should  be  a minimum  laid  down 
below  which  people  should  not  he  taxed,  that  people 
earning  below  that  limit  are  on  the  subsistence  line, 
and  therefore  they  should  not  contribute  to  the  taxa- 
tion, because  it  would  mean  reducing  their  standard 
of  life  below  the  recognised  standard;  but  it  would 
be  very  difficult  to  say  what  that  line  should  be,  at 
the  moment,  because  things  are  in  a state  of  flux. 

2910.  You  would  not  go  below  the  present  limit? 
--No. 

2911.  Chairman : You  are  going  further  than  that, 
are  you  not.  You  say  that  instead  of  there  being 
a tax  on  commodities  the  tax  should  be  put  on 
income? — We  have  not  stated  that.  What  you  want 
to  do  is  to  take  off  the  tax  on  commodities  and  put  it 
on  people  who  have  an  income.  We  say  that  the 
people  down  at  the  bottom,  who  are  paying  the  tax, 
are  paying  something  that  they  are  unable  to  pay, 
and  they  are  paying  it  through  a method  of  indirect 
taxation  at  the  expense  of  their  general  health.  It 
you  were  to  have  a system  of  Income  Tax  alone,  we 
could  not  say  just  at  the  moment  what  the  minimum 
should  he,  because  things  are  in  a state  of  flux. 

2912.  Mr.  Lees-Smith : The  reason  I ask  that  ques- 
tion is  because,  so  far  as  I know  the  views  of  your 
organisation,  your  tendency  would  be  to  resist  any 
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lower  limits  of  Income  Tax?— Yes,  from  the  point 
of  view  of  trying  to  raise  the  standard  of  life  of 
the  lowest. 

2913.  Then  may  I.  put  to  you  one  other  question 
which  has  been  raised  this  morning?  The  argument 
has  been  put  before  us  that  everybody  should  feel 
that  he  has  a responsibility  for  the  government  of 
the  country,  and  that  has  been  adduced  as  a reason 
for  having  substantial  taxation  upon  the  working 
classes.  That  would  even  lead  to  taxation  of  per- 
sons who  have  not  the  necessities  of  existence. 
Would  your  answer  to  that  argument  be  that,  quite 
apart  from  taxation,  the  poorer  classes  of  this 
country  feel  the  importance  of  government,  because 
the  effect  of  bad  legislation  shows  itself  first  in  their 
lives,  and  more  heavily  in  their  lives  than  in  those 
of  others? — We  agree  with  that,  because  our  position 
is  that  we  want  to  raise  the  standard  of  life  of  the 
people  down  at  the  bottom.  In  putting  forward  the 
idea  of  taking  off  indirect  taxation  we  say  they 
cannot  afford  it,  and  we  at  the  present  moment 
cannot  lay  down,  because  things  are  in  a state  of 
flux,  the  point  when  people  would  be  able  to  meet 
taxation.  But  we  can  say  that  the  great  mass  of  the 
working  classes  at  the  moment  cannot  afford  to  pay 
the  taxes  that  they  are  paying,  because  these  taxes 
are  being  paid  at  the  expense  of  the  lives  of  them- 
selves, their  -wives  and  their  children,  which  is 
evidenced  by  the  physical  state  that  the  people  are 
in  at  the  moment. 

2914.  Chairman:  That  is  not  quite  in  harmony 

with  your  previous  answer,  is  it?  We  were  on  the 
question  of  what  you  would  suggest  in  place  of  the 
taxes  upon  commodities.  The  answer  to  that  is  that, 
upon  certain  conditions,  there  should  be  a direct 
tax  upon,  and  collected  from,  the  people  ?— (Mr. 
Duncan)  : That  presupposes  that  we  are  accepting 
the  present  incidence  of  taxation;  but  we  were 
simply  discussing  the  thing  without  entering  into 
the  question  of  the  incidence  of  taxation. 

2915.  It  is  quite  fair  that  you  should  put  that  in 
addition  ? — If  we  were  to  go  into  that  point  we 
should  have  a great  deal  more  to  say  about  the 
incidence  of  taxation;  but  what  we  thought  we  were 
dealing  with  here  to-day  -was  the  question  of  the 
National  Debt  and  the  taxation  to  meet  that,  but 
not  the  question  of  the  wholesale  revision  of 
taxation. 


2916.  On  the  question  of  income  taxation  some  of 
the  representations  of  labour  were  very  strong,  so 
I thought  perhaps  you  would  deal  with  that?— 
(Bailie  Walker) : As  a matter  of  fact,  many  of  my 
members  to-day  pay,  and  in  pre-war  days  paid,  In- 
come Tax;  there  were  a good  number  of  people 
.working  in  steel  works,  but  the  man  who  came  to 
the  £160  point  paid  Income  Tax  plus  the  other 
taxes.  The  other  man  just  paid  the  indirect  taxes. 
Now  we  put  to  you  that  as  to  the  man  down  at 
the  bottom,  until  you  can  give  him  a higher  standard 
of  life  than  he  is  getting  you  have  no  right  to  put 
this  tax  on  him.  There  must  be  a minimum  point. 
What  that  point  is  I am  not  at  the  moment  pre- 
pared to  state,  because  of  the  general  position  of  the 
wages  standard,  and  so  on.  (Mr.  Duncan)  : May  I 
just  add  one  point  bearing  on  what  Mr.  Hichens  said? 
He  put  a question  to  me  about  making  everybody 
feel  responsibility  towards  the  State.  It  has  just 
occurred  to  me  since  I answered  that  question,  that 
all  our  people,  the  farm  workers  in  Scotland,  pay 
no  direct  taxes  at  all.  They  live  in  houses  which 
belong  to  the  farmer,  they  get  their  houses  as  part 
of  their  wage,  they  do  not  pay  rates  directly  at  all, 
but  I would  not  say  that  there  is  less  civic  spirit 
amongst  them,  or  less  feeling  of  responsibility  there- 
by. I should  say  that  the  civic  spirit  is  quite 
as  strong  and  their  interest  in  affairs  is  quite  as 
keen  although  they  have  no  direct  contract  by  pay- 
ments of  43-168,  and  so  on.  They  pay,  of  course, 
through  their  employment;  it  is  simply  part  of  their 
wage.  They  pay  indirectly,  but  the  relation  is  very 
much  less  direct  than  with  the  ordinary  person  and 
the  local  rate. 

2917.  Sir  Alan  Anderson:  They  are  critical  of  ex- 
travagance, are  they  ?— They  are  not  quite  so  critical 
of  extravagance  as  the  farmers  are.  I suppose  they 
are  rather  more  sensible  on  the  whole.  There  is  not 
much  extravagance  in  local  administration,  I can 
assure  you.  The  boot  is  on  the  other  leg;  there  is 
parsimony  rather  than  extravagance. 

2918.  Chairman:  I think  this  has  been  a very 

interesting  morning  and  many  points  in  your  evi- 
dence should  be  of  very  great  value  to  us.  We  are 
very  much  obliged  to  you.  I have  personally  enjoyed 
your  evidence  very  much,  and  I think  my  colleagues 
have  had  the  same  pleasure  in  listening  to  your 
remarks. — ( Bailie  Walker):  Thank  you.  We  hope 

we  lxave  been  of  some  use  in  coming  here 


(The  Witnesses  withekrew.) 


(Adjourned  for  a short  time.) 

Professor  A.  W.  Kirkaldy  called,  and  examined. 
Evidence-in-ohiee  handed  in  by  Professor  Kihkaluy. 


Question  1. — How  does  the  National  Debt  (apart 
from  the  taxation  which  it  necessitates),  and  move- 
ments in  the  National  Debt  through  repayment, 
conversions,  etc.,  affect  (1)  the  supply  of  credit,  and 
(2)  the  supply  of  permanent  capital  for  trade  and 
industry,  both  in  volume  and  direction?  Does  any 
distinction  exist  between  the  effects  of  the  Floating 
Debt  and  the  longer-term  debt? 

1.  This  question  covers  a very  wide  area.  Credit 
to  the  extent  that  it  is  temporary  bank  assistance 
to  business  is  a very  different  thing  from  capital 
available  for  permanent  investment  in  trade  and 
industry.  Thus,  to  find  a satisfactory  answer  one 
should  understand  some  of  the  fundamental  con- 
ditions of  British  banking.  One  leading  characteristic 
of  our  banking  system  is  the  holding  of  deposits  at 
call.  The  credit  thereby  available  for  the  assistance 
of  business  can  only  to  a.  limited  extent  be  of  a 
permanent  character.  In  this,  British  banks  differ 
from  most  foreign  banks. 

2.  Accumulation  of  wealth  available  for  investment 
is  a very  different  matter.  The  National  Debt  and 


movements  in  connection  with  its  repayment  would 
not  appear  to  have  much  direct  influence  on  the  one, 
but  may  have  considerable  influence  on  the  other. 

3.  What  is  the  extent  to  which  the  banks  in  this 
country  can  give  credit?  This  will  depend  gieaty 
on  the  conditions  that  the  management  of  a given 
bank  prescribe  as  to  granting  loans  to  customers. 
For  instance,  there  is  usually  a definite  ratio  main- 
tained between  cash  and  deposits.  Practically  every 
increase  in  the  supply  of  credits  affects  this  ratio, 
and  should  this  ratio  throughout  the  banking  system 
be  reduced  to  a minimum  there  would  be  an  in- 
creasing difficulty  in  providing  accommodation  »i 
further  demands.  And  the  converse  of  this  IS 
probably  true;  that  is,  that  when  the  ratio  is  above 
the  minimum,  and  to  the  extent  to  which  it  is  above 
the  minimum,  the  banks  will  be  willing  to  increase 
their  loans.  Hence  it  may  be  suggested  that  there 
is  very  little,  if  any,  direct  relation  between  the 
National  Debt  and  its  movements  and  the  amoun 
of  credit  the  banks  may  be  able  and  willing  to  create. 

C 

4.  But  repayments,  movements  and  conversions  o 
the  National  Debt  may  have  some  influence  over  the 
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way  banking  assets  are  distributed  between  invest- 
ments and  advances.  The  repayment  of  National 
Debt  may  lessen  the  former  and  increase  the  latter. 
Banks,  presumably,  exercise  great  care  as  to  the 
class  of  security  in  which  they  invest.  It  is  one 
thing  to  invest  in  British  Government  Stock  and 
another  to  invest  in  miscellaneous  stocks.  To  the 
extent  that  banks  might  be  unwilling  to  lock  up 
funds  in  'non-Government  securities,  their  loanable 
funds  would  be  increased. 

Thus  debt  reduction  or  even  conversion  might 
affect  the  volume  of  credit  available  from  banks,  for 
advances  to  business. 

5.  A repayment  of  debt  to  private  individuals 
would  undoubtedly  liberate  funds  for  investment.  To 
what  extent  those  funds,  under  present  circumstances, 
would  be  invested  in  industrials  is  somewhat  difficult 
to  determine.  Difficulties  between  employers  and 
employed  do  not  help  to  make  industrials  an  attractive 
investment. 

6.  In  this  connection  it  may  be  suggested  that  what 
the  country  needs  is  a period  of  tranquillity,  both 
industrially  and  politically.  Our  industries  appear 
to  be  suffering  from  uncertainty.  Take,  as  an  in- 
stance, our  heavy  industries.  Old-fashioned  business 
men  used  to  look  to  the  heavy  industries  for  in- 
dications of  improving  trade  after  a time  of  depres- 
sion. At  present  our  iron  and  steel  manufacturing 
industries  are  suffering,  among  other  things,  from  the 
uncertainty  of  what  is  likely  to  be  the  result  of 
European  reorganisation.  Hence  the  market  price  of 
steel  companies’  shares  is  low,  with  a tendency  to 
go  even  lower.  Such  an  industry  would  find  some 
difficulty  in  attracting  capital  that  might  be  available 
for  investment  owing  to  repayment  of  War  Loan. 

7.  As  to  the  last  part  of  the  question,  it  is  suggested 
that  there  is  no  necessary  difference  between  the 
effects  of  the  Floating  Debt  and  the  long-term  debt. 
Still,  the  Floating  Debt,  to  the  extent  that  it  affects 
bankers’  balances,  will  affect  the  amount  that  banker's 
can  utilise  .as  advances  to  business.  This  emphasises 
the  need,  pointed  out  in  answer  to  Question  4,  to  keep 
the  Floating  Debt  at  a minimum. 

Question  2. — Does  the  existence  of  the  debt,  or 
movements  in  the  debt,  affect  the  terms  upon  which 
capital  can  be  raised  for  trade  and  industry? 

8.  The  existence  of  the  debt  or  movements  in  the 
debt  affect  the  terms  on  which  capital  can  be  raised 
for  business  purposes.  The  yield  of  the  best  gilt- 
edged  securities  affects  the  market  rate  for  money. 

As  Government  credit  improves,  and  it  becomes 
possible  to  lessen  the  rate  of  interest  on  Govern- 
ment debt,  the  effects  are  widespread  Hence  the 
importance  of  the  success  of  conversion  schemes  to 
business.  A certainty  that  Government  will  act  in 
the  utmost  good  faith  will  have  a beneficial  effect, 
but  a suspicion  that  Government  did  not  intend  to 
act  with  absolute  integrity  would  adversely  affect 
the  money  market.  Investors  would  look  with  in- 
creasing favour  on  overseas  investments,  and  sterling 
exchange  would  suffer.  The  hint  of  possible  infla- 
tion or  of  a Capital  Levy  would  have  a similar  effect. 

Question  3. — Should  provision  be  made  for  repay- 
ment every  year  of  debt?  In  that  case, 

(a)  should  the  same  amount  be  repaid  every  year, 
and,  if  so,  is  the  present  Sinking  Fund  of 
£50,000,000  satisfactory?  If  it  is  not 
sufficient,  ought  it  to  be  increased,  even  if 
taxes  have  to  be  increased? 
or  ( b ) should  the  amount  repaid  vary,  and  if  so,  on 
what  principle  ? Should  it  be  less  in  years 
of  bad  trade  ? Should  the  variation  be 
subject  to  the  maintenance  every  year  of 
a fixed  minimum  repayment,  and,  if  so,  of 
what  amount? 

If  any  alteration  of  the  existing  annual  provision 
for  the  debt  (interest  and  redemption)  is  suggested, 
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what  would  be  its  effect  upon  trade,  conversion  of 
the  debt  and  credit? 

Is  it  considered  desirable  to  apply  any  Budget 
surplus  to  repayment  of  debt? 

9.  To  postpone  repayment  until  the  conditions  of 
trade  improve  is  not  sound  finance. 

Regular  provision  should  be  made  for  repayment 
of  debt  each  year.  So  far  as  possible  the  amount 
should  be  the  same  each  year,  but  there  should  be 
elasticity  in  this,  though  the  amount  repaid  should 
not  necessarily  be  affected  by  good  or  bad  years. 

The  Budget  surplus — the  Old  Sinking  Fund — 
makes  a very  convenient  elastic  element  in  the  re- 
payment of  debt,  and  so  should  be  maintained.  In 
good  years  this  would  tend  to  be  greater  and  in  lean 
years  less.  During  the  past  four  years  these  sur- 
pluses have  amounted  to  over  £400,000,000.  Our 
national  credit  has  by  this  means"  been  improved, 
which  facilitates  conversion  and  enables  us  to  obtain 
money  on  easier  terms. 

10.  Reduction  of  debt  also  may  increase  the 
amount  of  capital  available  for  industrial  and 
trading  purposes.  This  will  depend  as  shown  else- 
where on  other  conditions. 

11.  The  last  clause  of  the  question  is  practically 
answered  above.  It  is  a sound  practice  to  apply 
any  surplus  to  debt  reduction;  it  supplies  a useful 
elastic  element  in  debt  reduction  and  as  suggested 
above,  may  result  in  greater  reduction  taking  place 
in  prosperous  years  whilst  easing  matters  in  lean 
years. 

Question  4. — Is  it  thought  to  be  desirable  to  con- 
vert any  or  all  of  the  Floating  Debt? 

12.  It  is  suggested  that  the  principle  be  adopted, 
and  rigidly  acted  upon,  and  the  Floating  Debt  be 
always  kept  at  a minimum  and  be  regarded  as 
temporary. 

Where  circumstances  lead  to  the  Floating  Debt,  or 
any  part  of  it,  ceasing  to  be  purely  temporary,  as 
great  an  amount  as  possible  should  be  funded.  For 
where  the  debt  is  funded  the  country  knows  its 
liability.  This  leads  to  the  recognition  of  the 
necessity  to  take  measures  for  the  regular  payment 
of  interest  and  the  reduction  of  the  principal. 
Moreover,  by  these  means  the  country  is  kept  better 
informed  as  to  the  financial  position,  so  that  it  is 
more  easy  to  suggest  and  to  make  arrangements  for 
reduction,  or,  as  the  credit  of  the  country  improves, 
to  take  steps  to  convert. 

Question  5. — To  what  extent  is  the  debt-charge 
held  to  necessitate  an  injurious  restriction  of  public 
expenditure  upon  desirable  objects? 

13.  This  is  somewhat  difficult  to  say.  It  may  be 
that  the  charge  connected  with  the  service  of  the 
debt  has  the  effect  of  lessening  our  public  expenditure 
on  luxuries  or  doubtful  benefits,  and  so  may  teach 
a much  needed  lesson  in  public  economy. 

A good  deal  of  public  expenditure  on  “ desirable 
objects  ” may  be  of  a disputable  nature. 

To  the  extent  that  our  present  inflated  expendi- 
ture compels  the  country  in  general,  and  the  spend- 
ing departments  in  particular,  to  face  facts  and  look 
into  alleged  benefits  accruing  from  certain  items  of 
expenditure,  a great  deal  of  good  may  be  effected. 

Question  6. — Does  repayment  of  the  debt  necess- 
arily involve  deflation  of  prices,  such  as  is  likely  to 
be  injurious  to  trade? 

14.  Does  repayment  of  debt  result  in  putting  more 
money  into  circulation?  Does  repayment  result  in 
giving  industries  additional  capital,  either  fixed  or 
circulating,  and  so  enable  production  to  be  carried  on 
on  a larger  scale  under  better  conditions,  and  so 
result  in  lower  costs  and  prices?  If  the  latter  be 
correct,  and,  on  the  face  of  it,  it  is,  then  at  the  pre- 
sent time,  when  there  is  the  possibility  of  a shortage 
of  capital  owing  to  heavy  unproductive  expenditure, 
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increased  resources  might  enable  the  banks  to  supply 
extra  credit  to  business  operations  in  the  form  of 
circulating  capital,  whilst  money  returned  to  the  in- 
dividual investor,  to  the  extent  to  which  it  was  per- 
manently invested  in  industry,  would  increase  the 
amount  of  fixed  capital  in  business.  But  the  whole 
question  would  have  to  be  considered  'in  the  light  of 
what  is  put  forward  in  other  answers. 

Question  7. — What  is  the  effect  of  the  existing 
taxes  on  the  supply  of  permanent  capital  from  the 
public,  and  on  total  purchasing  power  P Is  there  any 
evidence  of  a present  shortage  of  capital  for  industry  ? 

Is  it  anticipated  that  there  will  be  a shortage  of 
capital  when  trade  improves? 

15.  This  is  a difficult  question  adequately  to  answer. 
But  it  should  be  noted  that  London  is  holding  its  old 
position  in  connection  with  world  borrowing.  In  1923 
the  total  of  new  capital  applications,  exclusive  of 
Government  requirements,  was  upwards  of 
£200,000,000,  of  which  33  per  cent,  was  for  Great 
Britain  and  67  per  cent,  for  overseas  countries.  This 
amount  brings  the  proportion  of  new  capital  loaned 
abroad  last  year  somewhat  on  a par  with  pre-war 
figures.  We  are  thus  rebuilding  our  accumulation  of 
foreign  investments,  which  were  badly  depleted 
during  the  War.  These  investments  were  a great 
resource  during  the  War  for  regulating  the  exchanges 
and  for  Taising  credits  abroad. 

It  must  be  noted  also  that  foreign  investments  help 
to  extend  our  trade. 

16.  Whilst  our  national  liabilities  remain  high 
there  must  be  high  taxation.  This  is  a position  that 
has  to  be  faced,  but  every  effort  should  be  made  to 
lessen  the  burden  of  taxation,  and  not  to  add  to  it. 

High  taxation  usually  tends  to  discourage  saving. 
Debt  redemption,  to  the  extent  that  it  increases  taxa- 
tion, calls  for  the  exercise  of  the  greatest  care;  for, 
if  carried  to  an  extreme,  it  would  adversely  affect 
the  accumulation  of  savings  for  investment,  and  so 
lessen  the  supply  of  new  capital. 

In  pre-war  days,  it  is  now  evident,  we  did  too  little 
in  the  way  of  paying  off  the  debt.  Caution  is  neces- 
sary in  order  to  avoid  going  to  the  other  extreme. 

17.  Purchasing  power,  too,  is  affected  by  high  taxa- 
tion. Take  the  case  of  a man  with  a family  of  school 
or  university  age;  the  income  fixed  at  say  £1,500  per 
annum.  In  such  a case  economy  may  have  enabled 
the  man  to  save  a certain  sum  each  year  in  pre-war 
days.  But  now  he  finds  himself  with  perhaps  two 
children  at  school  and  one  at  the  university.  School 
fees,  university  charges,  clothing  and  other  expenses 
are  considerably  increased;  previous  estimates  have 
all  been  falsified.  Even  with  the  greatest  personal 
economy  such  a man  can  only  win  through  by  trench- 
ing on  his  savings,  possibly  to  the  extent  of  paying 
rates  and  taxes  out  of  them.  This  is  not  to  the 
advantage  either  of  the  family  or  of  the  community. 
And  yet  there  are  many  families  in  this  case. 

18.  The  present  high  taxation  bears  hardly  on  all 
those  whose  incomes  are  not  elastic  and  capable  of 
considerable  increase.  It  would  probably  be  im- 
possible to  differentiate  for  purposes  of  taxation 
between  those  having  increasing . and  those  having 
fixed  incomes,  but  it  should  be  noted  that  the  present 
condition  of  affairs  is  bearing  heavily  on  not  only 
those  with  moderate  fixed  incomes,  but  also  on  the 
comparatively  wealthy  who  have  charges  on  their 
wealth  which  they  cannot  disregard.  Our  old 
families  are  an  element  of  strength  to  the  nation, 
and  many  of  them  are  either  losing,  or  are  in  danger 
of  losing,  their  status  through  high  taxation. 

The  banker  knows  very  well  the  difference  between 
a mortgage  and  a bill  of  exchange;  yet  this  difference 
appears  to  be  disregarded  in  our  system  of  taxation. 

19.  It  would  not  be  possible  to  sa.y  with  certainty 
as  to  whether  there  will  be  a shortage  of  capital  when 
trade  improves.  The  success  of  some  popular  issues 
during  recent  months  helps  to  reassure  one  on  this 
point. 


Question  8. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  part 
of  the  individual  engaged  in  trade  and  the  investor 
generally?  Do  they  similarly  affect  joint  stock 
companies? 

20.  Generally  speaking  high  taxation — especially  if 
it  reach  the  point  of  being  excessive — is  usually  con- 
sidered to  be  a deterrent  to  saving.  At  the  present 
time  many  would-be  “savers”  have  commitments 
they  have  to  meet — they  are  in  many  cases  trenching 
on  their  savings,  and  have  to  forego  further  saving. 
This  is  a direct  effect  of  high  taxation.  If  the  in- 
dividual in  question  be  engaged  in  trade,  it  may 
affect  the  scale  of  his  operations;  though  it  is 
probably  correct  to  say  that  a business  man  having 
the  possibility  of  developing  his  operations,  if  he  can 
convince  his  'bankers  that  his  plans  are  sound,  would 
not  have  to  go  empty  away. 

21.  In  the  case  of  joint  stock  companies,  those  in 
existence  already  have  their  capital,  and  if  the  in- 
vestor lias  been  satisfied  with  results,  extra  capital 
required  for  well  conceived  developments  would  be 
forthcoming. 

But  it  should  be  noted  that,  in  the  case  of  either  an 
individual  trader  or  the  joint  stock  company,  un- 
certainty as  to  the  future  would  undoubtedly  have 
a deterrent  effect.  Business  requires  tranquillity  and 
security  if  it  is  to  flourish  and  progress  normally. 

Question  9. — How  far  does  the  high  Income  Tax 
(including  Super-tax),  withdraw  money  which  could 
otherwise  be  counted  on  for  the  expansion  of  business, 
and  which,  so  capitalised,  would  produce  a rate  of 
profits  proportionate  to  managing  ability  and  to  the 
risks  of  personal  enterprise,  and  higher  on  the  average 
than  the  rate  of  interest  on  Government  debt? 

22.  Most  debtors  could  point  out  how  profitably 
they  could  engage  ill  business  and  carry  on  generally 
if  they  had  the  means. 

At  the  present  time  this  country  has  debts  and 
obligations  which  necessitate  the  collection  of  a very 
considerable  revenue.  The  effects  of  this  nna.y  ad- 
versely affect  many  interests,  but  only  certain  items 
of  our  national  expenditure  can  be  reviewed  with  the 
object  of  effecting  economies. 

23.  It  is  suggested  that  the  best  answer  to  this 
question  would  be : 

1.  To  make  further  efforts  to  effect  national 

economies  in  those  items  of  expenditure 

which  might  be  reduced  without  endanger- 
ing the  national  honour. 

2.  To  consider  whether  our  system  of  taxation 

in  any  of  its  component  parts  violates  the 

accepted  canons  of  taxation. 

There  is  an  irreducible  sum  that  must  be  provided. 
How  can  this  be  best  and  most  equitably  raised? 

Thus  it  is  suggested  that  an  investigation  should 
be  made  to  discover  whether  the  irreducible  revenue 
bears  on  those  interests  which  can  most  justly  be 
called  upon  to  bear  it.  Every  remission  of  taxation 
before  being  accepted  should  be  submitted  to  the  acid 
test. 

Question  11.— Does  Income  Tax  enter  into  prices, 
and  if  so,  how  ? Does  it  in  this  or  in  any  other  way 
handicap  the  exporter  in  competing  in  foreign 
markets  against  world  prices? 

24.  A clear  distinction  should  be  made  here 
between  wholesale  and  retail  prices. 

Income  Tax  should  not  enter  into  prices, _ but  un- 
doubtedly its  rate  influences  the  fixer  of  a price  where 
competition,  and  especially  foreign  competition,  is 
lessened  or  absent  altogether.  That  is  to  say,  a lug 
Income  Tax  is  an  incentive  to  get  the  highest  price 
possible.  The  price  could  probably  be  obtained 
without  this  incentive,  but  the  incentive  is  un- 
doubtedly a spur  and  has  its  effects.  Where  a manu- 
facturer or  exporter  is  very  keen  to  compete  m 
foreign  markets  he  cannot  exclude  local  rates  from 
his  cost  of  production;  they  are  an  important  part 
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of  working  expenses ; but  Income  Tax  being  levied  on 
results  is  not  really  an  element  in  cost. 

25.  The  present  position  in  both  internal  and 
external  trade  is,  of  course,  abnormal.  Where  agree- 
ments through  Associations  exist  there  is  rather  more 
than  a suspicion  that  a more  or  less  liberal  allowance 
is  ma/de  for  taxes  and  other  charges  on  results.  In 
internal  trade  some  people  contend  that  retail  prices 
are  in  many  instances  too  high.  To  the  extent  that 
this  is  so,  it  leads  one  to  suspect  that  price  agree- 
ments may  be  settled  by  Trade  Associations.  Where 
one  has  knowledge  of  cost  prices,  and  compares  them 
with  selling  price,  the  cost  of  distribution  frequently 
appears  to  be  too  heavy. 

A retailer  may  use  his  Income  Tax  as  an  explana- 
tion for  his  high  prices,  but  it  may  be  questioned 
whether  prices  would  be  lowered  to  any  great  extent 
even  though  the  tax  were  less. 

Question  12. — How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  Do  they  inflict  special 
damage  on  private  businesses,  and,  if  so,  can  any 
suggestion  be  made  for  amending  the  duties  so  as 
to  obviate  this  special  effect,  without  reducing  the 
yield  ? 

26.  So  far  as  joint  stock  companies  are  concerned, 
the  Death  Duties  cannot  lessen  the  amount  of  their 
paid-up  capital.  The  individual  inheriting  shares 
may  have  to  sell  a certain  number  to  pay  the  Duty, 
but  this  will  not  affect  the  capital  of  the  company. 
As  to  the  effect  of  the  Death  Duties  on  new  capital, 
this  has  already  been  considered. 

27.  In  the  case  of  private  businesses  the  position 
is  different.  Take  a business  with  a capital  of 
£100,000,  of  which  father  and  sons  are  partners.  If 
the  father’s  share  is  one  half,  his  death  entailing  the 
payment  of,  say,  £4,500  may  inconvenience  the  opera- 
tions of  the  firm.  But  I understand  that  bankers 
are  willing  in  a case  like  this  to  allow  accommodation 
on  terms  which  reduce  the  strain  to  a minimum. 
Hence  the  hardship  is  reduced  to  a bearable  point. 

28.  It  has  been  suggested  before,  I believe  that 
Mr.  Gladstone  rather  favoured  the  idea,  that  the 
amount  realised  by  Deatli  Duties  should  be  earmarked 
for  debt  redemption.  This  might  be  considered.  I 
would  refer  the  Committee  to  Mr.  Austen  Chamber- 
lain’s Budget  Speech  in  1919,  and,  for  convenience 
sake,  quote  one  portion  of  that  speech  at  some 
length,  as  it  bears  on  several  of  the  problems  now 
under  discussion.  The  Chancellor,  having  given 
details  of  very  considerable  increases  in  the  Death 
Duties,  continued  as  follows  : — 

“ There  has  been  a good  deal  of  discussion  of 
late  about  a levy  or  tax  on  capital.  If  by  a tax 
on  capital  is  meant  a small  annual  charge,  then 
I think  that  that  charge  is  as  widely  distributed 
and  more  fairly  and  conveniently  raised  in  the 
shape  of  our  Income  Tax.  If,  on  the  other  hand, 
there  is  meant  a large  levy  on  capital,  a large 
slice  to  be  taken  out  of  accumulated  capital,  then 
I beg  the  Committee  to  consider  what  the  result 
might  be.  It  is  a bad  time  to  propose  such  a 
tax  when,  for  the  past  five  years,  you  have  been 
begging  people  to  save,  and  when  you  are  still 
obliged  to  ask  them  to  save,  and  to  give  you 
their  savings.  It  is  a bad  time  to  tax  those  who 
have  responded  to  your  appeal  by  reducing  their 
expenditure  and  making  economies,  and  to  let 
those  go  free  who  disregarded  your  instructions 
and  who  spent  their  money  when  it  was  not  in 
the  interest  of  the  State,  or  in  ways  which  were 
not  in  the  interest  of  the  State. 

“ Consider  a levy  on  capital  apart  from  the 
circumstances  of  the  moment.  The  Death  Duties 
make  such  a levy,  and  they  make  it  once  in  a 
lifetime,  at  a time  when  the  taxpayer  receives 
an  accession  of  income,  and  since  they  are  levied 
only  at  death,  and  we  do  not  all  die  at  the  same 
time,  the  process  of  making  the  valuation  and 
of  levying  the  tax  is  a task  of  manageable  pro- 
portions. It  can  be  done  justly  and  fairly  as 
between  man  and  man,  and  it  can  be  done  with 


a minimum  of  evasion  or  of  fraud.  Since  only 
a portion  of  the  capital  of  the  country  is  dealt 
with  in  any  one  year,  the  tax  is  paid  without 
any  disturbance  of  credit,  and  without  any 
depreciation  of  securities  to  the  detriment  either 
of  the  State  itself  or  of  the  home.  If  a levy  was 
to  be  made  on  all  the  capital  of  the  country  at 
one  and  the  same  time  by  the  tax  collector,  all 
these  advantages  would  be  lost.  To  make  an 
efficient  valuation,  fair  as  between  man  and  man, 
and  fair  as  between  the  revenue  and  the  State, 
would  exceed  the  power  of  any  revenue  adminis- 
tration in  the  world,  and  I make  bold  to  say  that 
our  own  is  the  best.  It  would  exceed  their  power 
at  any  time,  and  still  more  now,  when  the  staff 
is  still  depleted  owing  to  the  war,  and  when  they 
are  charged  with  the  overwhelming  new  respon- 
sibilities which  the  wan  has  brought.  It  would 
be  open  to  all  the  objections  which  arose  and  all 
the  difficulties  to  which  simultaneous  valuation 
of  the  whole  land  of  the  country  and  the  taxa- 
tion of  the  land  of  the  country  gave  rise  under 
the  Land  Values  Duty,  and  open  to  those 
objections  on  a vaster  scale,  because  you  would 
■have  to  value  not  only  real,  but  personal 
property.  Since  very  few  people  would  have 
money  lying  idle  sufficient  to  pay  their  obliga- 
tions under  the  tax,  it  would  mean  an  immense 
disturbance  of  credit.  Everyone  would  be 
seeking  to  sell  securities  of  one  sort  or  another, 
and  where  all  axe  sellers  who  would  be  buyers, 
and  who  shall  measure  the  loss  to  the  country 
by  the  depreciation  of  all  securities  and  who 
shall  measure  the  loss  to  the  individual  through 
the  same  cause  ? 

“If  to  avoid  these  difficulties  the  State  takes 
payment  in  kind  then  all  the  difficulties  of  valua- 
tion still  remain.  The  State  cannot  refuse  to 
accept  property  of  any  kind  at  a valuation  which 
itself  has  put  upon  it,  and  we  should  be  left  the 
owners  of  parcels  of  land,  odd  parcels  of  shares, 
in  every  conceivable  undertaking,  many  of  them 
of  very  doubtful  value  and  very  difficult  to 
realise.  I null  only  add  that  if  it  were  thought 
that  this  expedient,  once  resorted  to,  would,  as 
well  might  be  the  case,  be  resorted  to  again  at 
every  moment  of  difficulty  or  of  extravagance,  it 
would  then  be  the  greatest  possible  discourage- 
ment to  industry  and  enterprise  that  the  mind 
of  man  or  Parliament  could  devise.  It  would  be 
the  strongest  deterrent  to  saving  and  the  creation 
of  new  capital,  and  it  would  be  the  strongest 
incentive  to  wasteful  expenditure  and  to  the 
dissipation  or  withdrawal  of  existing  capital. 
I say  boldly  that  whatever  be  our  views  on  the 
distribution  of  wealth  or  on  the  respective  shares 
of  the  fruits  of  industry  to  which  capital  and 
management  and  labour  are  entitled,  our  great 
need  now  and  for  years  to  come  is  that  we  should 
have,  not  less  capital,  but  more  capital,  and  I 
hope  the  House  will  lend  no  countenance  to  so 
hazardous,  and,  in  my  opinion,  so  disastrous  an 
experiment.” 

Parliament  was  persuaded  to  accept  these  increased 
duties  in  lieu  of  a Oapital  Levy.  The  arguments 
advanced  stand  to-day  and  are  well°  worth 
remembering. 

29.  The  only  further  suggestion  I have  to  make  on 
this  subject  is  to  repeat  what  was  said  in  answer  to 
Qixestion  No.  7,  that  in  taxation  we  should  bear  in 
mind  what  is  the  practice  of  the  banker,  viz.,  the 
difference  between  a mortgage  and  a bill  of  exchange. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment,  and,  if  so, 
in  what  manner  ? 

30.  As  to  Stamp  Duties,  bankers  have  from  time  to 
time  protested  against  the  2d.  stamp  on  cheques. 
This  affects  buying  and  selling  and  is  a tax  on  trade. 
When  the  time  for  remission  comes,  taxes  on  trade 
might  receive  greater  consideration  than  say,  taxes 
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on  entertainments.  The  one  must  be  paid,  and  has 
adverse  effects;  the  other  can  be  avoided. 

It  may  be  replied  that  the  proceeds  from  stamps 
on  cheques  tend  to  increase  and  therefore  there  is 
no  need  to  reconsider  the  subject.  On  the  other  hand 
the  double  receipt  which  results  from  the  use  of 
cheques  is  now  understood  by  the  public,  and  it  is 
possible  that  a penny  stamp  on  cheques  would  make 
payment  by  cheque  of  small  sums  popular,  and  so 
prevent  a loss  on  this  item  of  revenue.  The  same 
may  be  said  of  heavy  postage  rates.  The  penny  post 
as  enjoyed  in  pre-war  days  was  of  great  assistance 
to  our  trading  interests,  .and  a return  to  the  former 
charges  is  being  continually  called  for  by  Chambers 
of  Commerce. 

Question  15. — Is  importance  to  be  attached  to  the 
maintenance  of  a particular  ratio  between  direct  and 
indirect  taxation,  and,  if  so,  on  what  principles 
should  the  ratio  be  determined? 

31.  It  is  suggested  that  at  any  rate  in  normal  times 
a ratio  should  be  maintained  between  direct  and  in- 
direct taxation  in  order  that  the  system  of  taxation 
as  a whole  may  make  all  members  of  the  community 
so  far  as  possible  contributors  on  a just  and  equitable 
basis.  Earned  incomes  below  £150  per  annum  do 
not  pay  Income  Tax.  Death  Duties  are  not  levied  on 
estates  of  less  than  £100  and  are  only  taxed  at  one 
per  cent,  up  to  £500,  hence,  by  exercising  care, 
people  of  small  means  may  almost  escape  taxation 
altogether.  The  principle  on  which  the  ratio  should 
be  determined  might  be  worked  out  by  making  a 
careful  investigation  on  the  lines  of  that  followed  by 
Dr.  Bowley  in  his  “ Analysis  of  the  National  Income  ” 
published  in  1919.  Much  of  the  data  available  for 
the  investigation  was  not  sufficiently  recent  to  give 
exactness.  It  would  probably  require  a good  deal 
of  time  to  prepare  the  necessary  data  for  a satis- 
factory analysis;  but  it  would  be  worth  attempting. 
There  is  a suspicion  that  the  poor  are  called  upon  to 
contribute  an  inequitable  amount  through  indirect 
taxation.  By  acting  on  the  results  of  a satisfactory 
investigation  a just  and  proper  ratio  might  be  fixed; 
with  the  result  that  our  system  of  taxation  would 
benefit,  and  people  would  be  more  satisfied  as  to  its 
justice  to  all.  Taxation  for  a long  period  must  be 
heavy,  if  we  are  to  retain  our  national  character  for 
honesty.  Let  the  burden  be  distributed  as  equitably 
as  possible  so  that  .all  may  realise  that  each  is  con- 
tributing his  fair  share. 

Question  17. — Oan  existing  taxation  be  varied  with 
advantage,  and,  if  so,  how  far  and  in  what  ways, 
without  increasing  the  total  amount  raised  by 
taxation  P 

32.  This  is  a big  question. 

There  might  be  simplification;  the  .amount  to  be 
paid  by  one  individual  or  from  one  source  might  be 
assessed  by  one  office  and  paid  to  one  office  in  the 
half-yearly  payments.  At  present  an  individual 
sometimes  pays  his  taxes  by  a series  of  cheques  each 
half  year  where  one  cheque  should  be  sufficient. 

There  is  overlapping  too  in  the  assessments  for 
local  and  central  purposes.  It  is  suggested  that  there 
should  be  one  authority  to  assess  for  both  rates  and 
taxes.  What  is  required  from  each  individual  is  a 
definite  sum  according  to  his  means.  A great  deal 
of  irritation  and  probably  a great  deal  of  expense 
might  be  saved  by  a careful  re-organisation  of  the 
present  system.  One  set  of  officials  might  be  sub- 
stituted for  several,  and  the  troubles  of  the  citizen 
lessened. 

A re-organisation  on  these  lines  would  mean  the 
establishment  of  one  office  in  each  district  to  which 
the  individual  rate  and  tax  payer  would  know  his 
liability.  There  would  be  unification  of  assessment 
and  a simplification  of  machinery.  The  one  office 
would  be  responsible  for  handing  to  the  local  and 
central  authority  the  amount  due  to  each. 

I understand  that  a system  on  these  lines  operates 
in  France,  but  have  not  had  time  to  confirm  the 
statement.  An  inquiry  might  be  worth  while. 


It  would  require  harmonious  co-operation  between 
local  and  central  officials;  but  this  if  successfully 
worked  might  lead  to  further  economies  and  benefits. 

Question  18. — How  far  would  increased  productivity 
in  trade  and  industry  affect  the  burden  of  the  debt? 

33.  Increased  productivity  in  trade  and  industry, 
other  things  remaining  constant,  should  result  in 
decreased  cost  of  production,  and  so  increase  the 
purchasing  power  of  the  consumer.  This  would 
indirectly  lighten  the  burden  of  debt  in  two  ways. 
The  individual  would  have  a bigger  margin  of  income 
and  the  producers  would  pay  taxes  on  an  increased 
amount  of  profit,  which  would  bring  nearer  the 
possibility  of  regular  remissions  of  taxation.  In- 
creased productivity  should  result  in  an  all  round 
financial  benefit  to  the  community.  For  it  would 
help  to  develop  demand  and  consequently  have  an 
effect  on  unemployment.  All  these  taken  together 
should  result  in  easing  the  burden  of  debt  and  taxa- 
tion, both  directly  and  indirectly. 

Supplementary  Question  1. — Is  our  standard  of 
living  higher  or  lower  than  in  1914,  positively,  class 
by  class,  and  relatively  to  similar  classes  in  other 
nations? 

If  you  think  our  standard  of  living  has  risen,  has 
our  standard  of  production  risen  also;  and,  if  so, 
has  it  risen  enough  to  offset  the  rise  in  the  scale  of 
living,  or  are  we  relatively  less  able  to  compete  in  the 
world’s  market  than  in  1914? 

34.  This  is  an  extremely  difficult  question  to  answer 
with  anything  like  completeness.  In  different  parts 
of  the  country  it  is  probable  that  an  investigation 
would  yield  rather  different  results. 

If  general  observation  and  an  individual  opinion 
be  considered  of  any  value,  I would  suggest  that 
since  the  War,  perhaps  as  a consequence  of  the  War, 
large  sections  of  the  community  are  living  a.t  a higher 
standard  than  before  1914.  Higher  wages  and 
salaries,  obtained  in  occupations  connected  with  War 
supplies,  accustomed  large  numbers  of  people  to  live 
more  comfortably,  perhaps  it  may  be  said  more 
extravagantly,  than  in  pre-war  days.  People  whose 
incomes  (earned  or  unearned)  were  fixed  have  had  to 
reduce  their  expenditure  or  are  supplementing  their 
incomes  by  trenching  on  their  savings. 

Taken  as  a whole,  my  opinion  is  that  the  standard 
of  living  has  on  the  average  risen  rather  considerably 
during  the  past  ten  years. 

35.  The  standard  of  production  is  an  even  more 
difficult  matter  on  which  to  express  an  opinion.  The 
experience  during  the  early  years  of  the  War  showed 
that  in  pre-war  days  we  were  by  no  means  producing 
up  to  our  maximum.  The  War  demands  led  to  many 
of  our  industries  being  re-equipped  with  new  types 
of  machines,  and  other  industries  were  carried  on  by 
means  of  new  processes.  The  result  of  obtaining  a 
large  War  production  when  peace  was  restored  was  to 
frighten  both  the  working  classes  and  employers. 
The  former  saw  the  possibility  of  satisfying  the  1914 
world  demand  for  British  goods  in  a greatly  reduced 
period  of  time,  and  they  naturally  dreaded  long 
periods  of  unemployment  or  of  short  time.  Hence 
there  was  lessening  of  effort  and  a disinclination  to 
work  the  new  equipment  to  anything  like  a maximum 
output.  Employers  also  feared  the  effects  of  a glut 
and  apparently  gave  attention  to  discover  what  out- 
put would  yield  the  best  financial  results. 

It  is  probably  safe  to  say  that  employers  in  certain 
occupations  are  unable  to  find  a market  at  the  present 
time  for  their  maximum  possible  output,  and  without 
having  buyers  in  view,  neither  employers  nor  workers 
are  willing  to  produce  this  maximum.  It  is  also  safe 
to  say  that  our  present  industrial  equipment  should 
in  many  industries  enable  us  to  produce  a great 
quantity,  although  it  is  probable  that  the  new 
methods  in  many  instances  do  not  produce  such 
highly  finished  goods  as  the  pre-war  methods  did. 

38.  There  must  also  be  taken  into  account  the  fact 
that  we  can  no  longer  get  cheap  power  from  cheap 
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coal.  The  old  wasteful  methods  of  using  coal  will 
have  to  be  discontinued  if  we  are  to  get  power  at 
a price  that  will  enable  us  to  be  on  equal  terms  in 
this  respect  with  some  of  our  foreign  competitors. 
This  change  will  require  time,  and  while  the  change 
is  taking  place  oiir  industries  ought  not  to  be  allowed 
to  suffer,  or  both  capital  and  skilled  labour  may  be 
lost  to  the  country.  What  form  the  power  of  the 
future  will  take  is  only  just  beginning  to  appear. 
It  is  too  early  yet  to  say  what  it  will  eventually  be — 
but  this  creates  a very  serious  situation  and  should 
receive  careful  consideration.  Possibly  it  may  do  so 
from  Sir  Arthur  Balfour’s  Committee.  But  the 
question  is  raised  in  the  questionnaire — hence  these 
suggestions. 

A survey  of  our  industries  and  resources,  a know- 
ledge of  what  has  been  effected  in  the  past,  and  how 
the  war  demand  was  met,  warrants  one  in  feeling 
optimistic.  What  is  required  is  that  public  opinion 
should  be  kept  well-informed  and  that  authoritative 
information  as  to  our  industrial  position,  and  our 
commercial  position  both  at  home  and  abroad,  should 
be  dearly  and  truthfully  made  plain.  There  is 
danger,  but  that  danger  can  best  be  met  by  making 
facts  known.  No  better  tonic  .against  foreign  pro- 
paganda could  be  administered  than  to  make  our 
industrial  army  conversant  with  the  true  state  of 
affairs. 


2919.  Chairman : Will  you  please  amplify  any  of 
the  points  that  you  deal  with  in  your  Paper? — With 
reference  to  my  first  paragraph,  of  course  the  bank- 
ing members  of  the  Committee  know  perfectly  well 
the  origin  of  English  banking  and  what  differentiates 
it  from  the  banking  system  on  the  Continent.  Most 
of  the  banks  on  the  Continent  would  hardly  be 
recognised  as  banks,  I suppose,  by  an  English 
banker;  they  are  rather  finance  corporations,  but 
that  is  understood.  They  are  able  to  assist  business 
to  a greater  extent  and  more  permanently  than  the 
British  banking  system. 

2920.  Mr.  Bell : Possibly  the  rigidity  of  English 
banking  as  described  here  is  mitigated  by  the  re- 
newal, as  long  as  things1  are  satisfactory,  from  year 
to  year,  of  the  accommodation  which  bankers  give? 
— Perfectly. 

2921.  So  that  really  it  is  not  quite  as  rigid  as  is 
sometimes  thought? — No,  but  there  is  that  difficulty 
of  fluidity  that  our  bankers  have  to  face,  which  is 
not  usually  recognised,  I believe. 

2922.  Mr.  Hichens : And  it  is  also,  is  it  not,  that 
businesses  to  a large  extent  require  only  temporary 
capital  advances? — Quite.  I suppose,  roughly  speak- 
ing,  you  would  admit,  as  a big  employer  of  labour, 
that  businesses  to  a great  extent  obtain  assistance 
so  far  as  their  circulating  capital  is  concerned  from 
the  banker,  but  their  permanent  capital  they  obtain 
from  the  investor. 

2923.  Yes,  but  the  circulating  capital  is  a real  thing 
and  it  meets  a very  real  want,  does  it  not? — Yes, 
quite. 

2924.  Sir  Charles  Addis  : Is  your  answer  in  para- 
graphs 1 and  2 to  be  qualified  at  all  by  a distinction 
between  internal  and  external  debt? — Practically  the 
only  external  debt  now  is  the  American  debt;  we 
have  paid  off  the  whole  of  the  other  countries ; there 
is  only  the  thousand  millions  to  America  at  the 
present  time. 

2925.  In  .principle,  does  that  affect  your  answer 
upon  the  supply  of  credit  and  the  supply  of  per- 
manent capital? — I do  not  think  it  ■would. 

2926.  Not  even  pro  tanto  ? — It  would  want  con- 
sideration. 

2927.  It  w.as  suggested  by  a previous  witness  here 
that  the  distinction  between  internal  and  external 
debt  was  very  much  exaggerated,  and  that  the  real 
distinction  from  the  point  or  view  of  this  question 
was  between  productive  and  unproductive  debt. 
Would  you  agree  with  that? — It  is  a very  big  ques- 
tion. Take,  for  instance,  the  American  debt.  We 
have  to  send  them,  say,  £40,000,000  a year.  Now 


37.  As  we  are  at  present,  one  fears  it  must  be 
confessed  that  we  are  relatively  less  able  to  compete 
in  the  world’s  markets  than  we  were  in  1914,  but  this 
is  to  a great  extent  due  to  conditions  which  are 
mainly  temporary,  and  all  of  which  could  be  over- 
come. 

It  is  suggested  that  wages,  prices  and  conditions 
of  the  leading  industries  in  Great  Britain,  Belgium, 
America  and  Germany  should  be  tabulated,  and  that 
the  present  conditions  in  home  and  foreign  markets 
be  made  known  to  all  the  interested  parties. 

If  it  were  possible  to  make  analytical  reports  on 
the  leading  industries  on  the  lines  of  the  American 
report  on  the  Pottery  Trade,  most  helpful  data  would 
be  available  for  the  use  of  the  representatives  of  both 
employers  and  employed. 

We  should  be  relatively  more  able  to  compete  in 
the  world’s  markets  if  every  section  of  the  industrial 
and  commercial  classes  would  face  the  existing 
position  honestly  and  act  in  accordance  with  the 
facts.  On  equal  terms  we  can  more  than  hold  our 
own,  and  we  can  maintain  our  high  standard  of 
living.  But  it  means  that  peace  at  home  and  abroad 
is  necessary,  and  that  there  shall  be  hearty  and 
unequivocal  co-operation  between  employers  and 
employed. 


they  will  not  take  goods;  we  have  to  create  credit 
balances  abroad  to  hand  them  that  money ; that  is 
how  it  has  to  be  done.  Now  look  at  the  effect  of 
that  on  business.  Of  course,  we  shall  not  know  that 
till  we  have  got  further  figures  over  a period  of 
months,  or  even  years,  but  what  one  is  watching  is 
the  effect  of  the  new  tariff  in  America  in  reducing 
their  exports  or  causing  some  effect  on  their  exports, 
and  the  extent  that  we,  with  this  impulse  behind 
us,  pick  those  markets  up  in  creating  these  credits 
that  we  have  to  hand  over  to  them. 

2928.  So  that  am  I right  in  concluding  that,  in 
your  view,  those  payments  made  in  respect  of  the 
external  debt  to  America,  so  far  as  regards  then- 
effect  upon  credit  and  the  supply  of  capital,  do  not 
differ  from  the  taxation  imposed  for  the  payment 
of  the  internal  debt,  the  supposition  being  that  in 
the  latter  case  there  is  merely  a transfer  from  one 
to  another? — There  is  a good  deal  more  in  it  than 
that,  is  there  not? 

2929.  Perhaps  you  would  rather  not  pursue  it  at 
present? — Yes;  I will  think  of  it  later  on,  perhaps, 
if  you  will  -allow  me. 

2930.  Is  there  not  really  an  -alternative  to  your 
suggestion  in  paragraph  3?  Is  it  not  the  fact  that 
the  bankers  are  -always  pushing  down  their  ratio 
of  cash  to  deposits  to  the  minimum  in  order  to 
employ  their  funds  profitably? — One  would  want  to 
know  the  inner  working  of  the  banks  to  answer  that 
question.  One  can  only  answer  from  a theoretical 
and  outside  point  of  view.  That  is  -an  internal 
banking  question  which  is  very  difficult  for  a man 
who  is  not  a banker  to  answer.  One  merely  under- 
stands what  is  the  practice. 

2931.  That  is  to  say,  that  sometimes  you  think 
the  ratio  varies  very  materially? — Perhaps,  yes. 

2932.  Mr.  Bell : I think  it  is  often  felt  that  the 
-ratio  alters  because  of  something  the  bank  does,  but 
really  the  fact  is  that  tne  ratio  alters  because  the 
state  of  trade  is  asking  for  something? — Yes,  hut 
the  bankers  would  not  go  beyond  a certain  point. 

2933.  But  a bank  might  conceivably  have,  and 

does  have  in  present  circumstances,  a good  deal 
more  money  to  lend  than  is  demanded.  What  it  does 
is  to  -put  it  into  investments,  but  as  soon  as  the 
money  is  wanted  for  trade  then  the  bank  sells  those 
investments  -and  uses  the  money.  But  the  boot  is 
very  often  on  the  other  leg.  It  is  not  so  much  the 
conscious  policy  of  the  hank:  “ How  much  will  I 

lend  to  tr-ade  ? ” as  really  trade  coming  -and  saying : 
“ This  is  what  I want.”  I think  that  is  a thing  to 
be  borne  in  mind? — Certainly. 
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2934.  Sir  Charles  Addis : Do  you  think  there  is 
any  evidence  at  present  of  a shortage  of  credit? — 
Not  where  there  is  a good  opening,  funds  are  avail- 
able there;  but  I have  made  careful  inquiries  from 
various  bank  managers,  and  I have  heard  of  a 
shortage. 

2935.  You  say  here  that  there  is  little  if  any 
direct  relation  between  the  National  Debt  and  its 
movements  and  the  amount  of  bank  credits? — Y es . 

2936.  You  are  aware  of  the  argument  that  has 
been  put  forward  in  public  by  Mr.  McKenna  that 
where  a reduction  in  the  debt  involves  a re- 
duction of  loans  at  the  Bank  of  England  then  there 
is  such  an  effect.  Do  you  accept  that  view? — I 
suppose  one  would  have  to  accept  that  view  from 
such  an  authority. 

2937.  But  speaking  on  general  grounds,  if  the 
facts  were  that  repayment  of  debt  led  to  a reduc- 
tion of  loans  at  the  Bank  of  England,  that  would 
reduce  the  cash  in  the  banks? — Quite. 

2938.  And  that  would  lead  the  banks  to  call  in 
their  loans? — It  might  not  actually  induce  them  to 
call  in  their  loans  but  they  would  certainly  consider 
applications  for  further  loans  with  very  much 
greater  care. 

2939.  So  that  to  that  extent  the  statement  in 
your  paragraph  requires  some  qualification? — Yes, 
but  to  what  extent  the  repayment  of  the  debt  or 
movements  in  the  National  Debt  do  affect  the  situa- 
tion would  be  a very  difficult  thing  to  say. 

2940.  I agree  there  is  that  difficulty  but  it  is  the 
fact  that  is  important? — Yes. 

2941.  Mrs.  Wootton:  Could  you  expand  paragraph 

5 a little? — If  a man  had  £1,000  in  War  Loan  and 
it  is  paid  off  he  has  got  £1,000  which  probably  he 
wants  to  reinvest.  Then  he  looks  round  for  a suit- 
able investment  and  he  consults  a stockbroker  who 
says:  “I  have  these  industrials,  I have  these 

Colonial  loans,  I have  Municipal  loans,  I have 
various  other  things,  and  I suggest  so-and-so,”  and 
among  others  he  suggests  an  industrial.  The  in- 
vestor says:  “But  is  it  not  a fact  that  in  that 
industry  there  have  been  a good  many  strikes,  and 
dissatisfaction  and  irritation  between  employers 
and  employed?  How  do  I know  that  the  present 
position  will  be  maintained  if  this  industrial  friction 
continues?  ” A cautious  investor  takes  that  into 
consideration  and  it  is  probable  that  he  will  give 
that  industrial  investment  the  go-by  and  put  his 
money  into  a Colonial  or  some  other  investment, 
waiting  to  see  how  the  industrial  situation  is  going 
to  clear  up. 

2942.  Sir  Charles  Addis  : Would  the  effect  of  that 
process  not  be  to  push  into  industrials  the  man  on 
the  margin,  the  man  who  is  weighing  between 
security  on  the  one  hand  and  the  yield  on  the  other? 
As  the  yield  on  the  gilt-edged  securities  falls  and 
the  yield  on  the  industrial  rises  will  not  that  ten- 
dency be  present? — It  might  have  some  effect;  it 
would  depend  a good  deal  on  the  temperament  of 
the  individual.  If  he  had  been  about  among  certain 
groups  of  industries  and  seen  the  difficulties  there, 
he  would  make  very  careful  inquiries  about  indus- 
trials before  he  put  money  into  them. 

2943.  No  doubt,  but  if  the  interest  on  the  one 
fell  and  on  the  other  rose? — That  would  tend  to 
weigh  in  the  other  direction  certainly. 

2944.  There  is  another  suggestion  that  has  been 
made  to  us  in  the  course  of  the  evidence,  that  one 
of  the  results  of  that  increased  yield  was  that 
people  were  tempted  to  put  their  money  into  new 
and  not  very  well-founded  companies,  with  the 
ultimate  result  of  national  loss? — I think  that  has 
always  been  the  experience.  If  you  take  what 
happened  a century  ago,  as  the  Government  credit 
improved  and  debt  was  either  paid  off  or  converted, 
you  had  the  South  American  Republics  getting  assis- 
tance from  this  country,  people  putting  their  money 
there,  hoping  to  get  a bigger  rate  of  interest. 

2945.  You  think  there  would  be  a diversion  to 
foreign  stocks,  among  other  effects? — You  said  new 
stocks;  I only  gave  that  as  an  instance.  I think  it  is 
common  knowledge  that  when  the  rate  of  interest  on 


gilt-edged  securities  goes  down,  when  the  yield  tends 
to  diminish,  people  begin  to  get  more  speculative. 

2946.  How  far  do  you  think  that  process  is 
accelerated  by  the  idea  that  English  industries  being 
crippled  by  high  taxation  are  not  likely  to  be  so 
remunerative  in  future? — I think  that  is  operating 
at  the  present  time,  but  on  the  other  hand  you  get 
certain  industrial  issues  which  are  attractive  and 
people  go  for  them.  It  all  depends  again  on  the  class 
of  the  industry  and  the  type  of  security  offered. 

2947.  I merely  ask  you  whether  you  recognise  those 
tendencies.  There  is  a tendency  to  invest  in  new 
businesses  which  are  speculative,  and  secondly  in 
foreign  investments? — Yes,  but  I think  you  will  find 
that  the  new  things  are  as  a rule  taken  up  by  the 
bigger  investors,  and  that  the  old  and  established 
concerns  tend  to  appeal  more  and  more  to  the  small 
investor.  I do  not  know  what  Mr.  Ilichens  woidd 
say  to  that.  (Mr.  Ilichens ) : Yes. 

2948.  Sir  Charles  Addis : That  is  the  general 

tendency,  is  it  ? — (Air.  Hichens) : Yes,  I think  that 
is  so.  ( Witness ) : For  instance,  just  before  the  War 
there  was  a great  deal  said  about  the  capitalist  rail- 
way owners,  and  one  of  the  directors  of  the  North 
Eastern  Railway  Company  called  for  a return  of  the 
number,  of  shareholders  in  the  company  and  it  was 
discovered  that  there  were  more  shareholders  than 
employees.  That  is  a remarkable  fact,  and  I believe 
it  is  true  of  most  of  our  railway  companies,  that  the 
number  of  employees  is  not  so  great  as  the  number 
of  shareholders. 

2949.  Sir  Alan  Andersop, : With  reference  to  your 
paragraph  6 you  do  not  find  that  these  heavy  indus- 
tries are  suffering  from  a lack  of  capital  at  present  ? — 
They  are  not,  but  the  point  is  that  if  there  were  re- 
payment of  War  debt  a man  who  wanted  to  invest 
would  not  consider  them  so  much  at  present. 

2950.  One  witness  has  told  us  that  in  his  view  the 
steel  industries  were  suffering  from  lack  of  capital. 
You  sa.id  just  now  you  saw  no  evidence  of  that? — I 
do  not  think  that  is  a fact.  I think  some  of  the 
steel  companies  were  over  capitalised.  (Chairman) : 
The  witness  said  rather  that  the  charge  made  by 
bankers  for  money  was  so  high  that  the  steel  indus- 
tries could  not  borrow.  (Sir  Alcm  Anderson ) : That 
the  price  charged  for  capital  was  too  high  and  they 
could  not  improve  their  plant. 

2951.  Sir  Charles  Addis  : You  say  in  paragraph  8 
that  the  yield  of  the  best  gilt-edged  securities  affects 
the  market  rate  of  money,  and  the  existence  of  the 
debt  affects  the  terms  upon  which  capital  can  be 
raised  for  business  purposes.  Is  it  not  rather  the 
rate  at  which  capital  can  be  borrowed  which  fixes 
the  yield  on  the  National  Debt? — Is  there  not  action 
and  reaction  in  that?  In  the  first  instance,  it  may 
have  had  to  do  with  it,  but  when  you  have  once  got 
that  rate  fixed  is  there  not  a reaction? 

2952.  I do  not  think  I quite  follow  you.  (Sir 
■J osiah  Stamp)  : I understand  you  to  mean  that  there 
is  considerable  inertia  in  the  rate,  of  interest  owing 
to  the  existence  of  so  large  a sum  with  a nominal 
rate 'of  interest? — >($Witness) : Yes. 

2953.  Sir  Charles  Addis : Is  not  the  price  of 

advances  for  business  reflected  in  the  price  of  War 
Loan?  (Sir  Josiah  Stamp)  : It  begins  to  affect  the 
War  Loan.  Is  not  that  your  point — that  there  is 
inertia  to  be  overcome? — (Witness) : Quite. 

2954.  Sir  Charles  Addis : Between  what  two 

points?  Where  does  the  inertia  come  in  when  trade 
demand  revives? — If  you  go  to  the  start,  of  course 
the  rate  of  money  is  fixed  primarily  by  supply  and 
demand,  1 suppose,  but  there  is  something  more  than 
supply  aDd  demand,  because  according  to  the  credit 
of  the  borrower  so  the  rate  varies.  Then  the  Govern- 
ment, so  long  as  it  retains  the  best  credit,  enjoys  the 
minimum  rate. 

2955.  Sir  Josiah  Stamp-.  I understand  inertia  to 
mean  this  : that  here  you  have  a very  large  number 
of  people  who  are  investing  money  to  get  5 per  cent, 
on  'it;  that  is  regarded  by  them  as  the  sort  of  rate 
they  like  to  have,  and  if  rates  are  lower  they  are 
more  reluctant  to  lend  at  lower  rates  than  they  would 
be  if  they  had  originally  lent  at  4 per  cent. 
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Psychology  affects  it.  (Sir  Charles  Addis ) : Yes,  but 
subject  to  that  qualification  I think  it  ’is  clear  that 
it  is  the  rate  at  which  capital  can  be  borrowed  that 
determines  the  price  of  the  National  Debt? — 
(Witness)  : Quite,  but  surely  the  yield  of  the  best 
gilt-edged  securities  has  an  effect  on  the  market  rate. 

2956.  Mr.  Bell-.  As  a minimum? — As  a minimum. 

I think  so.  I have  no  practical  experience  of  it,  but 
I would  advance  that.  I do  not  know  what  Sir 
Josiah  Stamp  would  say  about  it.  (Sir  Josiah 
Stamp)  : I certainly  think  that  the  inertia  is 

important. 

2957.  Sir  Alan  Anderson : With  regard  to  para- 
graph 9,  do  you  think  we  are  paying  off  about  the 
right  amount  of  debt  now,  or  ought  we  to  pay  more 
or  less? — I suppose  we  are  beginning  to  settle  dow”. 
The  amounts  that  we  have  paid  off  have  varied  very 
considerably. 

2958.  But  -a  fixed  amount? — It  is  now  £50,000,000, 
hut  this  is  the  first  year  for  that  sum.  It  was 
£45,000,000.  I do  not  see  why  we  should  not  risk  it 
at  £50,000,000.  It  is  a good  round  sum. 

2959.  Do  you  think  we  ought  to  stick  to  that  figure 
even  if  we  had  to  tax  more  to  do  it? — It  all  depends 
what  your  system  of  taxation  is.  If  you  are  going  to 
make  recommendations  for  altering  the  system  of 
taxation  you  might  be  able  to  get  round  that,  but 
leaving  things  as  they  are,  if  you  once  fixed  on  that 
figure  of  £50,000,000  I would  stick  to  it. 

2960.  Mrs.  Wootton:  And  apply  the  Budget 

surplus  as  well? — -Maintain  the  Old  Sinking  Fund, 
certainly. 

2961.  Sir  Charles  Addis : Your  reference  to 

Budget  surpluses  suggests  the  idea  that  there  is  an 
automatic  increase  in  good  years  and  decrease  in  lean 
years? — I think  you  would  find  it  would  work  out  in 
that  way  in  practice. 

2962.  Except  so  far  as  that  is  modified  by  taxes 
being  levied  on  the  average  of  previous  years? — If 
you  look  at  what  has  happened  in  the  last  three  years 
with  the  surpluses  I think  you  will  see.  During  the 
War  of  course  there  were  deficits.  For  1920-2i  the 
surplus  was  £230,000,000;  in  1921-22  you  got  the 
slump  and  it  goes  down  to  £46,000,000;  in  1922  and 
1923  it  was  £102,000,000;  and  last  year  it  was 
£48,000,000.  That  is  £426,000,000  of  surpluses  m 
those  four  years. 

2963.  Sir  J osiah  Stamp  : But  there  is  no  reason 
why  the  surplus  should  be  greater  in  good  years.  It 
is  merely  due  to  the  psychology  of  the  people  who 
estimate  receipts  and  expenditure? — In  a time  of 
prosperity  there  is  a possibility  of  under-estimating. 

2964.  Sir  Charles  Addis  : If  improvement  took  place 

in  the  course  of  the  year  the  estimate  would  be  out? 
— (Sir  Josiah  Stamp)  : Yes,  if  an  improvement  took 
place  in  certain  revenues,  not  all,  you  would  get  a 
surplus.  (Sir  Alan  Anderson) : If  revenue  were 

buoyant  they  would  be  much  less  likely  to  cut  things 
low.  (Sir  Josiah  Stamp) : I understand  that  the 
Treasury  make  every  effort  to  anticipate  the 
conditions.  ( Witness ) : And  of  course  the  three  years’ 
average  does  help  it,  but  I make  the  suggestion  any- 
way, for  what  it  is  worth,  that  I think  you  will  find 
that  in  prosperous  years  there  is  more  likely  to  be  a 
bigger  surplus  than  was  expected,  and  in  lean  years 
the  reverse. 

2965.  That  is  probably  true,  but  it  is  a thing  that 
might  easily  disappear  by  a little  more  optimism  on 
the  part  of  the  officials  in  good  times  and  a little  more 
pessimism  in  bad  years? — Quite. 

2966.  Mr.  Hichens  : That  is  all  the  provision  you 
would  like  to  make,  is  it — a fixed  sum  of  £50,000,000 
for  the  Sinking  Fund? — Quite. 

2967.  You  are  satisfied  that  that  is  adequate? — I 
think  so.  I was  reading  an  article  the  other  day 
and  it  was  calculated  that  if  we  go  on  as  we  have 
begun,  in  ten  years’  time  the  burden  of  the  debt  may 
be  reduced  to  what  it  was  in  1914.  On  an  increased 
revenue  the  debt  charge  will  be  about  12  per  cent. 
I could  not  confirm  the  figures,  but  I just  mention 
that  there  was  that  estimate.  Still,  I do  think  we 


are  doing  quite  enough  at  the  present  time  for  the 
redemption  of  debt. 

2968.  It  was  mentioned  by  one  witness  that  it  might 
be  desirable  to  aim  at  paying  off  the  whole  debt 
within  the  lifetime  of  people  now  living,  say  in  35 
years.  Do  you  think  that  would  be  excessive? — I 
do  not  see  why  we  should.  We  fought  the  War  for 
posterity  as  well  as  for  ourselves,  and  I think  we 
have  the  right  to  expect  posterity  to  pay  part  of 
the  bill.  We  have  had  to  put  up  with  all  the  misery 
and  bloodshed  and  all  that  sort  of  thing;  we  only 
ask  them  for  pounds,  shillings  and  pence.  I think  it 
is  foolish  to  cripple  ourselves  unnecessarily.  I own 
that  in  pre-war  days,  from  what  we  have  seen 
recently,  w©  were  paying  off  too  little ; we  ought  to 
have  got  rid  of  that  £600,000,000  in  the  Nineteenth 
Century  quite  comfortably;  but  now  that  it  is  a 
matter  of  £7,000,000,000  I hope  that  the  pendulum 
will  not  swing  to  the  other  extreme,  and  I say  so  in 
my  evidence.  I think  we  have  to  get  the  just  mean. 
We  want  to  have  an  investigation  and  get  a just 
figure.  But  when  you  think  what  this  generation  has 
suffered,  and  posterity  will  not  suffer  in  this  connec- 
tion, I think  we  have  a right  to  expect  them  to  pay 
some  of  the  bill. 

2969.  Is  the  principle  which  you  put  something  like 
this,  that  as  far  as  possible  posterity  should  foot  the 
bill,  we  having  footed  another  bill  of  bloodshed,  and 
so  on,  but  we  must  do  something  for  the  sake  of  the 
national  credit?  Is  it  the  maintenance  of  our  credit 
that  makes  you  want  to  do  something? — No,  I think 
it  is  a business  transaction.  A business  man,  if  he  had 
a heavy  debenture  liability,  before  wiping  out  those 
debentures  would  take  the  conditions  of  the  case 
into  consideration  and  he  would  do  the  wisest  thing 
under  the  circumstances;  and  I think  that  is  what 
we  should  do  in  this  connection. 

2970.  And  it  is  his  credit  that  he  is  thinking  of? — 
No,  I would  not  say  that.  I suggest  that  what  he 
is  thinking  of  is  the  well-being  of  the  whole  con- 
cern. He  wants  the  business  to  improve  and  to  pro- 
gress ; he  wants  to  give  the  utmost  possible  employment 
and  be  able  to  satisfy  the  shareholders  with  the  divi- 
dend paid,  and  he  looks  at  the  whole  thing  all  round, 
and  does  the  best  possible;  and  I look  upon  running 
the  country  as  the  same  sort  of  thing  on  a very  much 
bigger  scale.  You  want  to  have  the  best  conditions 
possible,  especially  for  the  mass  of  the  people  who 
are  not  well  off,  and  you  have  to  taka  financial 
measures,  as  a business  man  does,  to  get  the  maximum 
benefit. 

2971.  It  is  not  quite  analogous,  in  so  far  as 
he  has  not  the  special  reason  that  you  men- 
tioned for  making  posterity  foot  his  bill.  "What 
I am  getting  at  is  this.  You  think  it  is 
desirable  to  make  posterity  foot  the  bill  ; I want  to 
know  why  we  should  foot  it  to  the  extent  of 
£50.000,000,  plus  our  Budget  surplus.  I suggest  to 
you  that  it  is  for  the  sake  of  our  credit ; would  you 
say  there  is  some  other  reason? — No,  I do  not  think 
there  is  any  other  reason.  We  have  this  debt  and 
we  have  to  pay  the  interest  on  it,  and,  like  honest 
men,  if  we  are  honest  men,  we  have  got  gradually  to 
nay  it  off.  Now  naturally  we  pay  it  off  under  con- 
ditions which  will  be  the  best  for  our  credit  so  long 
as  the  action  we  take  does  not  militate  against  the 
interests  of  the  nation  as  a whole. 

2972.  Mr.  Bell : There  is  a very  good  business 

reason,  too;  that  when  you  come  to  have  re-issues  you 
get  them  at  a lower  rate  of  interest? — Quite. 

2973.  Mrs.  Wootton  : That  is  the  consequence  of 
the  credit  of  the  country? — Yes,  the  Government 
credit  improves. 

2974.  I feel  the  trend  of  your  argument  logically 
is  that  we  should  not  pay  off  too  much,  but  on  the 
whole  we  should  err  on  the  side  of  little  rather  than 
much? — No,  I urnuld  not  say  that.  I would  say  you 
want  to  get  the  just  mean  between  the  two.  It  is 
a difficult  thing  to  do,  but  it  should  not  be  impossible 
to  find.  If  you  pay  off  too  much  you  are  risking 
national  prosperity  and  that  entails  unemployment, 
among  other  things.  If  yo"  pay  off  too  little,  then, 
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ns  lias  been  pointed  out,  the  rate  of  money  will 
remain  higher  than  it  need  he. 

2975.  Sir  Josiah  Stamp  : By  a just  mean,  you  mean 
an  expedient  mean? — Yes. 

2976.  Sir  Alan  Anderson  : I suppose  you  want  to 
pay  off  something  substantial  and  regular  to  main- 
tain your  credit? — That  is  so. 

2977.  And  the  more  you  can  pay  off  to  maintain 
your  credit,  the  better,  but  this  paying  off  must  be 
a burden  on  the  whole  community? — Naturally. 

2978.  It  must  debase  the  standard  of  living  if  you 
do  it  too  fast,  and  when  you  say  that  posterity  has 
to  pay  its  part  of  the  burden,  posterity  would  not 
thank  you  if  you  lowered  the  standard  of  living  dur- 
ing the  next  20  or  30  years? — Quite.  It  is  a very 
heavy  burden  that  we  are  facing,  and  I do  not  think 
we  ought  to  face  the  whole  of  it. 

2979.  Mr.  Hichens  : Your  proposals  imply,  I take 
it.  that  there  should  be  no  additional  borrowing. 
When  you  say  that  £50,000,000  should  be  paid  off 
each  year  you  are  assuming  that  the  State  does  not 
borrow  that  on  the  other  hand? — Quite. 

2980.  Whether  for  housing  or  for  anything  else? — 
We  shall  probably  come  to  that  under  another  part 
of  the  subject. 

2981.  Sir  Charles  Addis:  Coming  to  paragraph  12. 
What  is  really  the  objection  to  the  Floating  Debt? — 
The  objection  to  the  Floating  Debt  is  that  you  do 
not  know  what  it  is  costing  you.  As  soon  as  it  is 
funded  and  there  is  regular  interest  on  it  you  know 
exactly  what  it  is  costing. 

2982.  Then  the  objection  is  that  the  rate  is 
variable? — The  objection  is  that  so  far  as  Treasury 
Bills  are  concerned,  the  interest  element  does  not 
appear. 

2983.  Sir  Josiah  Stamp  : Is  there  not  the  further 
objection  that  in  times  of  rising  interest  you  run 
into  competition  with  commercial  firms? — That  is  so. 

2984.  And  the  thing  gets  outs  of  hand? — Quite. 

2985.  Sir  Charles  Addis : How  far  are  these 

objections  overruled  by  the  relative  cheapness  of 
doing  it  by  this  means  ? — Of  course,  all  things  may 
get  overruled  when  you  come  to  a period  of 
emergency.  We  have  just  been  going  through  a 
period  of  emergency  and  we  could  not  help  ourselves, 
but  now  we  are  getting  back  to  normal  we  come 
to  a time  when  the  old  rules  of  finance  should  be 
applied  again. 

2986.  Mr.  Bell : You  say  in  paragraph  7 that  the 
existence  of  a Floating  Debt  will  affect  the  amounts 
that  bankers  can  utilise  for  advances  to  business. 
But  that  is  not  the  case? — The  Floating  Debt  does 
not  affect  business  advances? 

2987.  Not  the  slightest.  What  happens  in 
practice  is  that  the  banker  holds  the  Treasury  Bills 
that  he  has  bought  till  such  time  as  the  money  is 
wanted  for  trade.  If  business  improves  he  lets  his 
Bills  run  off  at  the  end  of  three  months.  It  is  then 
up  to  the  authorities,  the  Treasury,  to  look  after 
those,  but  I do  not  see  that  it  takes  any  money 
from  business? — Of  course,  there  is  the  position  of  the 
Bank  of  England  to  be  considered  in  the  matter. 

2988.  They  need  not  carry  Treasury  Bills? — No, 
but  the  Bank  of  England  is  a last  resort  of  the 
hankers  holding  the  balances,  and  that  has  to  be 
considered. 

2989.  That  does  not  affect  this  question  as  to  the 
necessary  competition  between  Treasury  Bills  and  the 
requirements  of  business.  It  happens  every  day  with 
us  that  when  we  see  the  requirements  of  business 
growing  we  let  Bills  run  off.  We  do  not  reckon  to 
compete? — You  would  prefer  Treasury  Bills  to  giving 
temporary  assistance  to  business? 

2990.  No,  the  other  way  round.  It  is  far  more 
profitable  and  is  also  helping  our  clients? — But  if 
you  have  taken  up  a quantity  of  Treasury  Bills  it 
hampers  your  operations  so  far  as  ordinary  business 
is  concerned.  (Mr.  Bell):  Not  in  the  slightest;  they 
run  off  every  day,  and  they  are  not  renewed. 

2991.  Sir  Alan  Anderson : Would  it  be  much 

better  if  it  was  a fixed  debt;  because  then  the 


Government  would  have  got  the  money  out  of  some- 
one?— Yes,  but  not  out  of  the  banks  necessarily. 

2992.  Sir  Josiah  Stamp:  The- Government  would 

have  a fixed  rate;  they  would  not  be  pushed  up  and 
down.  (Sir  Alan  Anderson) : They  would  not  be 

pushed  up  and  down,  but  the  capital  would  be  with- 
drawn from  the  service  of  industry.  ( Sir  Josiah 

Stamp)  : But  there  cannot  be  any  fluctuation,  as  it 
seems  to  me  at  present,  in  the  amount  that  is  avail- 
able for  business,  seeing  that  the  Government  have 
to  have  their  amount,  whether  they  pay  a high  rate 
or  a low  rate,  or  whether  it  is  funded  or  not.  ( Sir 
Charles  Addis) : The  danger  is  in  the  rate  of  interest 
varying  by  way  of  competition? — (Witness) : Yes. 

2993.  Mr.  Hichens  : So  long  as  the  rate  of  interest 
on  Treasury  Bills  is  lower  it  is  a definite  advantage 
to  the  Government  to  have  Treasury  Bills  rather 
than  a fixed  loan? — Yes. 

2994.  Mr.  Hichens : And  is  it  not  usually  the  case 
that  the  rate  of  interest  on  Treasury  Bills  is  substan- 
tially lower  than  the  rate  on  a permanent  Government 
loan.  That  points  to  it  being  a definite  advantage 
to  the  Government  to  have  an  important  amount  of 
its  debt,  I will  not  say  a predominant  proportion, 
hut  an  important  proportion,  in  Treasury  Bills  at 
any  rate  until  such  time  as  the  rate  of  interest  on 
short-dated  securities  is  higher  than  that  on  long- 
dated securities.  Is  not  that  so? — I should  think  so. 

2995.  In  that  case  why  should  the  Government  pay 
off? — Do  you  mean  pay  off  or  fund? 

2996.  Fund? — Funding  may  not  be  an  advantage  to 
the  actual  Government  itself,  but  it  is  an  advantage, 
I think,  to  the  whole  country,  because  then  you 
know  exactly  what  the  debt  is,  and  what  it  is  costing 
you. 

2997.  You  have  to  pay  a good  deal  for  that  know- 
ledge, do  you  not? — It  is  sound  finance,  anyway. 
You  probably  have  to  pay  for  sound  finance,  hut  it 
is  worth  doing,  and  when  it  comes  to  the  cost  of  t 
you  know  exactly  what  the  cost  of  your  funded  debt 
is;  you  do  not  know  what  the  cost  of  your  unfunded 
debt  is. 

2998.  Mr.  Bell:  The  cost  is  shown  under  National 
Debt  services  in  the  Finance  Accounts? — But  it  is  not 
in  the  Budget  return  as  a rule. 

2999.  Sir  Josiah  Stamp:  Why  were  we  so  alarmed 
in  March,  1920,  when  the  Floating  Debt  was  more 
in  the  neighbourhood  of  £1,200,000,000  or 
£1,300,000,000?  Why  should  we  he  alarmed  at  that 
amount,  and  not  alarmed  at  £700,000,000?  Was  it 
not  because  it  was  too  large  in  relation  to  the  general 
requirements  of  the  money  market?  We  have  only 
to  read  the  evidence  that  was  given  before  the  Select 
Committee  on  War  Wealth  in  March,  1920,  to  see 
that  it  was  the  constant  nightmare  of  having  to  renew 
that  amount  every  two  or  three  months  in  competi- 
tion with  excited  business  opinion,  and  it  was  thought 
that  if  £500,000,000  could  he  funded  there  would  not 
be  nearly  so  much  danger  with  the  remaining  margin. 
Is  it  a question  of  degree  or  not?  Is  it  a question 
of  the  proportion  between  the  Floating  Debt  and 
general  business  demands  of  an  unfunded  character? 
You  see,  business  has  its  funded  debt  as  well  as  its 
unfun  ded  ? — Quite. 

3000.  And  when  capital  rapidly  changes  its  form 
the  Government  have  too  large  an  amount  to  be  at 
the  mercy  of  the  money  market.  Is  not  that  the  real 
position  ? — Quite. 

3001.  Is  it  not  -a  question  of  degree?  Is  it  not  a 
question  of  the  proportion  which  this  figure  hears  to 
the  whole  sum  of  national  circulating  capital? — 
(Mr.  Bell) : I think  it  is.  (Witness) : The  whole 
theory  in  pre-war  days  was  that  you  should  get  your 
Floating  Debt  to  a minimum.  That  is  what  you 
always  aimed  at,  and  that  was  considered  good 
finance. 

3002.  Sir  Alan  Anderson : On  paragraph  15,  yon 
think  these  loans  to  foreign  Governments  are  a good 
thing? — Not  necessarily  foreign  Governments.  This 
is  money  invested  abroad. 

3003.  Do  3rou  dislike  loans  to  foreign  Governments? 
— It  depends  on  the  Government. 
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3004.  There  was  an  article  by  Mr.  Keynes  the  other 
day  in  which  he  said  it  was  a most  dangerous  thing. 
A Government  would  go  on  honouring  its  obligations 
as  long  as  it  hoped  to  get  fresh  loans.  Directly  we 
dried  up  and  would  not  supply  its  recurrent  needs  we 
should  lose  our  money? — I have  heard  that  said,  but 
1.  do  not  believe  it.  It  may  be  true  of  some  foreign 
Governments,  not  of  ail. 

3005.  You  do  not  generally  despise  these  loans 
abroad? — It  depends  on  the  country.  Some  countries 
1 should  not  have  money  in,  if  I had  any. 

3006.  Sir  Josiah  Stamp:  You  distinguish  the 

political  consequences  from  the  economic? — Yes, 
quite. 

3007.  From  the  economic  point  of  view  you  have 
no  fear  ? — No. 

3008.  From  the  political  point  of  view  you  might 
share  perhaps  the  views  mentioned  by  Sir  Alan 
Anderson? — In  regard  to  certain  countries,  not  all. 

3009.  Sir  Charles  Adclis  : Do  you  regard  the  amount 
of  £200,000,000  for  new  capital  applications,  so  far 
as  it  represents  the  savings  of  the  country,  as  a 
satisfactory  amount?  It  is  just  about  the  same  as  in 
1913  apparently. — Yes,  I take  it,  seeing  what  things 
are,  that  it  is  satisfactory. 

3010.  According  to  the  estimate  of  the  Board  of 
Trade  the  amount  available  for  investment  overseas 
last  year  was  £97,000,000,  hut  the  amount  actually 
invested  in  overseas  issues  on  the  London  market  was 
£136,000,000.  I want  to  know  how  was  the  differ- 
ence made  up ; was  it  partly  by  loans  being  funding 
operations,  partly  by  borrowing  in  this  country  and 
partly  by  foreign  investments? — It  might  be  so,  but. 
ifc  would  he  very  difficult  to  analyse  the  items  and  find 
out  what  the  figures  were. 

3011.  You  have  not  considered  that? — No. 

3012.  Sir  Josiah  Stamp  : When  you  say  that  capita! 
loaned  abroad  is  somewhat  on  a par  with  pre-war 
figures,  what  do  you  mean?  It  is  £136,000,000  at 
the  outside? — Yes. 

3013.  You  mean  in  actual  money  value  rather  than 
in  real  value? — Yes,  the  amount. 

3014.  It  would  not  really  go  anything  like  so  far, 
would  it? — No. 

3015.  It  does  not  represent  in  actual  fact  more  than 
half  the  pre-war  figure? — Perhaps  a little  more  than 
half. 

3016.  Sir  Charles  Addis : On  paragraph  16,  high 
taxation,  as  well  as  discouraging  savings,  may  also 
discourage  consumption? — Theoretically,  but  from 
what  one  sees  going  on  and  what  has  been  going  on 
since  1918  I do  not  think  it  has  much  effect  in  dis- 
couraging consumption,  except  in  certain  directions. 

3017.  Mrs.  Wootton:  With  reference  to  your 

remarks  on  purchasing  power  in  paragraph  17,  there 
are  quite  a number  of  families  who  must  try  to  meet 
the  effect  of  taxation  by  earning  more? — Yes,  but  a 
great  many  men  have  fixed  incomes,  and  that  is  the 
trouble. 

3018.  It  is  only  a makeweight  against  that? — Yes; 
there  is  all  the  difference  in  the  world.  A man  may 
have  a big  income  and  he  makes  his  arrangements 
and  fixes  .his  standard  of  living  in  accordance  with 
it.  Then,  owing  to  circumstances  such  as  have 
occurred  during  the  last  few  years,  all  his  values  and 
estimates  are  upset,  and  that  man’s  income  is  worth 
perhaps  two-thirds  or  a half  of  what  it  was.  It  still 
looks  a comparatively  large  income  if  you  compare 
him  with,  say,  the  best  rates  of  pay  for  working 
men,  but  he  is  suffering  a very  big  hardship.  In  the 
case  of  a working  man  whose  wages  have  gone  up, 
the  increased  wage  may  still  be  very  small  compared 
with  the  income  of  this  man,  but  he  has  got  an 
improved  status,  while  the  other  man  is  pulled  down. 
It  is  a thing  which  I think  is  not  sufficiently  taken 
into  account. 

3019.  Sir  Charles  Addis : Surely  in  the  case  of  pro- 
fessional men  who  wish  to  keep  up  the  standard  of 
education  for  their  families  there  must  be  a decreased 
consumption  ? — But  the  serious  thing  is,  that  if  you 
take  the  men  at  our  universities,  it  is  from  that 


rank  in  life  that  the  men  who  have  made  scientific 
discoveries  and  so  on  are  drawn,  and  there  is  the 
danger,  with  taxation  weighing  on  this  type  of 
people,  that  the  education  given  may  have  to  he 
economised. 

3020.  Do  you  consider  the  class  of  people  with  the 
sum  you  mention,  £1,500  a year,  have  been  specialty 
hard  hit? — I take  it  that  people  with  that  amount 
are  hard  hit  at  the  present  time. 

3021.  Do  you  think  also  among  professional  people 
at  universities,  and  so  on,  you  do  get  the  opposite 
tendency  working,  the  tendency  to  take  on  rather 
more  work  in  order  to  increase  income? — If  they  take 
on  more  work  to  increase  income  they  have  to  give 
up  investigation,  which  again  is  a dead  loss  to  the 
nation. 

3022.  It  may  be  in  the  end? — If  a man  has  got 
to  make  more  money  by  doing  hack  work,  he  cannot 
go  into  his  laboratory  and  investigate. 

3023.  Sir  Charles  Addis  : But  do  you  suggest  that 
the  distribution  of  taxation  has  not  been  well  mlade; 
that  the  middle  people,  especially  the  man  with  an 
income  of  £1,500,  are  particularly  hard  hit? — My 
point  is  this.  It  would  be  a very  good  thing  if  a 
real  investigation  could  be  made.  Professor  Bowley 
tried  to  do  it  in  1919,  but  the  data  were  out-of-date 
and  insufficient  for  the  purpose.  Now  there  is  a 
good  chance,  and  it  is  a thing  that  really  wants 
doing,  to  make  this  investigation  and  find  out  how 
you  can  get  the  system  of  taxation  and  the  rates 
fixed  really  scientifically  instead  of  by  rule  of  thumb. 

3024.  Sir  Alan  Anderson  : Is  not  your  real  trouble 
about  the  man  with  a fixed  income  of  £1,500,  not 
that  he  has  £1,500,  but  that  he  has  a fixed  income. 
Whatever  it  may  be,  whether  it  be  £2,000  or  £2,500, 
it  is  the  same  thing? — I only  take  that  as  a figure. 

3025.  Sir  Charles  Addis  was  speaking  as  if  there 
was  a special  burden  thrown  on  people  round  about 
£1,500,  but  I think  the  argument  is  that  the  man 
with  a fixed  income  is  bound  to  feel  the  draught 
just  now? — I have  cited  three  instances  here,  affect- 
ing all  grades  of  society.  Working  people — I know 
a great  many  of  them — talk  over  these  things;  they 
feel  that  the  taxes  on  food  hit  them  too  hard.  When 
you  come  to  men  with  moderate  sized  incomes  of 
£1,000  to  £2,000  they  feel  that  the  system  of  taxa- 
tion hits  them  too  hard.  If  you  go  to  the  old 
families,  as  I point  out,  they  are  feeling  the  thing 
very  much  indeed,  and  you  find  them  grumble.  No 
matter  where  you  go,  everybody  feels  he  is  being 
unjustly  treated  by  the  present  system.  Now  have 
you  not  got  an  opportunity  of  getting  out  an 
analysis  like  Professor  Bowley  did,  have  you  not 
got  a chance  to  make  clear  to  the  country  that  the 
system  of  taxation  is  equitable,  or  if  your  investiga- 
tion proves  that  there  is  one  rank  of  society  which 
is  being  unfairly  treated,  then  you  could  adjust  it? 

3026.  Sir  Josiah  Stamp : Did  Professor  Bowley’s 

investigation  do  anything  more  than  write  up  the 
products  of  industry  as  between  different  functions? 
He  did  not  set  out  to  deal  with  different  incomes  in 
that.  He  wrote  another  work  in  which  he  dealt 
more  with  that  point? — But  he  could  not  get  a 
satisfactory  solution.,  because  he  had  not  got  the 
data  to  go  on.  (Sir  Josiah  Stamp) : Professor 

Bowley  has  never  to  my  knowledge  tackled  the 
question  of  what  is  the  fair  proportion  for  incomes 
of  different  sizes  to  bear.  He  has  touched  on  the 
national  income,  but  he  has  never  to  my  knowledge 
considered  what  was  the  proper  amount  of  tax 
for  incomes  of  £100,  £1,000,  £10,000,  £100,000  to 
bear. 

3027.  Sir  Charles  Addis : The  married  man  with 
three  children  used  to  pay  in  Income  Tax  on  an 
income  of  £1,500  before  the  War  9d.  in  the  £.  He 
now  pays  2s.  9d.  The  man  with  £20,000  who 
formerly  paid  Is.  7d.  now  pays  8s.  4d.,  including 
Super-tax.  The  point  of  my  question  is  whether 
you  thought  the  middle  man  at  £1,500  had  been 
dealt  with  fairly  as  compared  with  the  man  with 
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£20,000  a year? — I say  that  what  we  want  is  an 
investigation  to  see  what  is  the  right  figure,  and 
it  ought  not  to  be  impossible  to  get  it. 

3028.  Whether  the  graduation  made  ought  to  he 
steeper  or  less  steep  P — Yes ; and  'I  have  a further 
suggestion  later  on,  as  you  have  perhaps  noticed. 

3029.  Mr.  Bell : You  would  take  into  that  con- 
sideration the  factors  of  children  and  dependents? 
— Of  course  there  are  existing  allowances,  hut  they 
are  very  inadequate. 

3030.  That  would  he  one  of  the  various  factors 
that  you  would  go  into  in  this  examination,  would 
it — the  man’s  family  and  his  dependents  and  their 
ages  and  whether  they  are  wage  earners? — Do  you 
mean,  is  it  an  adequate  amount? 

3031.  Would  that  he  one  of  the  factors  of  the 
examination;  would  it  he  one  of  the  things  you 
would  go  into? — Quite. 

3032.  It  would  make  a great  differentiation  not 
only  as  to  the  men’s  salaries  hut  as  to  their  circum- 
stances?— If  it  was  possible,  if  it  did  not  make  the 
thing  too  complicated. 

3033.  Sir  J osiah  Stamp : This  is  in  relation  to 
what  is  a fair  burden  for  a certain  income.  It  is 
independent  of  aggregates  of  classes  and  all  that 
sort  of  thing? — Quite. 

3034.  Is  not  that  the  very  thing  that  the  Royal 
Commission  on  Income  Tax  did  go  into  in  1920  and 
publish  a report  upon  ? Do  you  regard  our  work 
as  obsolete? — 1920  and  1924  are  two  very  different 
times ; so  many  things  have  altered. 

303-5.  The  fact  is  that  the  classes  up  to  £2,000 
have  a whole  benefit  of  reduction  of  tax? — I have 
only  got  a bowing  acquaintance  with  that  report, 
I must  say,  hut  did  they  take  a broad  enough 
survey? 

3036.  That  is  not  for  me  to  say  ? — I think  a very 
broad  survey  should  be  taken,  seeing  what  is  happen- 
ing at  the  present  time.  For  instance,  I was  talk- 
ing to  a chartered  accountant  the  other  day  about 
the  Death  Duties,  and  he  gave  the  opinion  that  the 
Death  Duties  in  a few  years  time  will  show  a serious 
shrinkage,  because  they  will  have  had  their  effect 
on  the  large  fortunes,  the  big  accumulations;  and 
the  big  amounts  you  get  now  from  the  large  for- 
tunes will  have  diminished  those  fortunes;  there 
will  not  have  been  sufficient  increase  to  bring  them 
up  to  the  old  figure,  and  the  fortune  that  was 
£2,000,000  will  be  in  a lower  grade  and  so  on.  'In 
his  opinion,  for  what  it  is  worth,  we  cannot  look 
to  the  Death  Duties  for  the  large  sums  that  have 
been  coming  in. 

3037.  Chairman:  Have  you  read  the  report  of  the 
Income  Tax  Commission?— Not  through;  I have  it, 
but  I have  not  read  it  through. 

3038.  That . is  all  I want  to  ask ; because  that 
question  of  differentiation  was  examined  very  closely 
and  some  very  able  men  who  were  sitting  on  that 
Commission  went  very  fully  into  it.  I was  wonder- 
ing whether  you  had  read  it,  because  that  might 
qualify  the  opinion  which  you  have  expressed? — 
Quite. 

3039.  Sir  J osiah  Stamp : Do  you  mind  expanding 
paragraph  18?  I have  not  quite  grasped  the  idea. — 
You  know  exactly  what  the  money  values  of  stocks 
and  shares  are,  and  business  capital,  and  so  on; 
there  is  no  difficulty  about  that,  because  it  is  either 
money  or  in  terms  of  money.  So  far  as  land  is 
concerned,  you  may  get  a valuation  and  really  it 
may  he  worth  that  or  it  may  not,  and  yet  these 
big  landed  estates  have  to  find  cash  every  time 
they  change  hands.  I think  that  is  one  of  the 
causes  of  the  discontent  among  that  section  of  the 
people.  I bring  that  in  because  I brought  in  the 
other  two ; I brought  in  the  poor  people  who  grumble 
at  indirect  taxation,  and  the  men  with  moderate 
incomes;  hut  there  are  also  these  people  who  also 
have  got  a just  grievance  because  they  are  being 
wiped  out. 

3040.  I on  say:  “ The  banker  knows  very  well 

the  difference  between  a mortgage  and  a hill  of 


exchange;  yet  this  difference  appears  to  he  disre- 
garded in  our  system  of  taxation.”  In  what  way  is 
it  disregarded  in  taxation? — In  the  way  I say. 
When  there  is  probate  of  an  estate,  the  land  is  put 
down  at  such  and  such  a value,  and  according  to  the 
grade  of  Death  Duties  that  sum  of  money  has  to  he 
found.  To  put  a money  value  on  land  causes  very 
great  difficulty  to  these  people;  they  have  to  find 
money  and  they  have  land  to  do  it  with.  Now 
with  ordinary  money  instruments  you  can  get  the 
cash  much  more  easily. 

3041.  You  mean  that  if  your  assets  are  land  you 

are  in  a much  worse  position  than  if  your  assets  ore 
business  capital  — Quite.  There  is  a further 

point.  I was  over  one  of  the  big  collections 

not  long  ago  in  one  of  the  fine  houses,  with 
a fine  library  and  a very  good  collection  of 
early  printed  and  illuminated  books  worth  a very 
large  sum  of  money,  and  some  very  fine  paintings, 
and  so  on,  national  treasures.  Now  I suppose  we  all 
regret  that  those  treasures  go  abroad,  but  they  have 
to  go  when  they  .are  under  the  hammer.  Now,  if 
anybody  wants  to  study  those  hooks  or  pictures,  and 
so  on,  they  are  given  ready  access,  and  yet  every 
time  the  life  tenant  of  those  things  dies  they  have 
to  pay  very  heavy  Death  Duties,  with  the  result  that 
some  of  these  things  have  to  be  sacrificed  and  go 
across  the  Atlantic,  or,  if  we  want  to  retain  them, 
we  have  to  buy  them  by  getting  up  a subscription. 
I would  suggest  that  where  people  have  valuable 
collections  of  that  sort  and  are  at  the  expense  of 
maintaining  them,  on  condition  that  they  are  .re- 
tained in  the  country  and  that  they  give  public 
access  to  them,  there  should  be  a very  big  remission, 
or  a total  remission,  of  Death  Duties  on  those  things. 
These  people  have  to  stand  the  cost  of  maintaining 
them,  and  their  security,  and  so  on,  and  they  are 
retained  in  the  country.  It  is  a very  heavy  burden 
on  people  with  collections  of  that  sort  at  the  present 
time. 

3042.  Sir  Charles  Addis : On  paragraph  20,  what 
is  the  test  of  excessive  taxation? — It  all  depends  on 
the  circumstances. 

3043.  At  present,  would  you  say  taxation  was 
excessive  ? — We  all  feel  it  so. 

3044.  Sir  Josiah  Stamp : Do  you  not  find  that  feel- 
ing existing  in  practically  all  ages? — I suppose  you 
would. 

3045.  Read  the  literature  of  all  times;  no  matter 
what  the  taxes  were,  they  were  always  thought 
excessive  ? — Yes . 

3046.  Read  the  literature  ‘particularly  lof  1909*, 

1910  and  1911 ; the  end  of  the  world  practically  had 
come? — Yes.  I should  say  taxation  is  excessive 

when  it  affects  numbers  of  taxpayers  to  the  extent 
that  they  cannot  pay  out  of  income,  and  halve  to 
pay  it  out  of  capital;  and  I think  an  investigation 
will  show  that  a good  deal  of  taxation  at  the  present 
time  is  being  paid  out  of  capital. 

3047.  Sir  Charles  Addis : The  test  might  be  the 
exhaustion  of  savings? — Yes. 

3048.  Do  you  consider  we  have  reached  that  point 
in  a great  many  instances? — Yes. 

3049.  But  as  a whole? — Probably  not  as  a whole, 
but  a good  many  people  are  feeling  that.  That  is 
why  I feel  .an  investigation  on  that  point  would  be 
useful.  It  is  not  sound  that  people  who  have  been 
saving  for  old  age  in  any  group  should  now  feel  that 
their  savings  are  slipping  away  from  them. 

3050.  Sir  .Josiah  Stamp : You  mean  individual 

savings  ? — Yes. 

3051.  Not  aggregate  savings? — No. 

3052.  Would  you  test  excessive  taxation  by  look- 
ing at  aggregate  savings  at  all  ? — Yes,  I think  so. 

3053.  Since  on  the  hypothesis  the  tax  is  being 
raised  for  payment  of  debt,  and  payment  of  debt 
is  part  of  the  savings,  you  cannot  bring  that  about 
very  easily? — No,  it  is  difficult. 

3054.  Therefore  that  seems  to  fail  as  an  absolute 
test  if  you  look  at  the  aggregate? — Yee,  but  where 
you  get  groups  of  people  like  professional  people  of 
medium  standing,  I think  you  will  find  at  the  present 
time  they  are  feeling  things  very  heavily,  and  they 
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are  eating  up  their  little  bit  of  capital.  For  them 
the  tax  is  excessive. 

3055.  You  would  take  a group  of  people  and  say, 
if  these  people  by  .this  particular  rate  of  taxation  are 
saving  less  than  they  would  save  with  some  other  rate 
of  taxation,  it  is  excessive? — Yes,  I think  so. 

3056.  You  do  not  know  any  statistical  means  of 
ascertaining  the  savings  of  any  particular  group 
except  by  sampling  them? — No. 

3057.  The  difficulty  I feel  about  looking  at  the 
aggregate 'is  this.  Suppose  you  say:  “We  will  put 
another  shilling  on  the  Income  Tax  for  the  purpose 
of  repayment  of  debt  ”;  some  people  would  say  that 
is  excessive  taxation.  You  would  say  that  the  test 
of  taxation  is  whether  it  reduced  savings.  If  you 
look  at  the  aggregate  savings,  they  are  not  reduced? 
• — You  want  to  get  the  aggregate  savings  improved,  if 
such  a thing  is  possible. 

3058.  Would  that  hold  good  of  the  working 
classes?  Would  you  say  that  you  could  test  the  ex- 
cessive taxation  of  the  working  classes  by  the  amount 
that  they  would  save  if  they  were  not  taxed? — No. 
I think  the  only  thing  to  do  with  them  would  be  to 
try  to  get  an  idea  of  their  standard  of  living,  by 
means  of  working  men’s  budgets.  I think  the  con- 
ditions are  so  different  that  what  would  apply  to  one 
would  not  apply  to  the  other. 

3059.  Chairman:  How  do  you  recommend  that  we 
can  get  that  tranquillity  and  security  you  speak  of 
in  paragraph  21? — I make  a suggestion  at  the  end. 
I think  what  is  wanted  is  that  the  country  should 
know  exactly  the  state  of  affairs  in  an  authoritative 
way.  It  has  never  had  it.  I can  give  an  analogy. 
There  are  some  of  us  who  have  been  working  for  the 
last  10  or  12  years  on  the  subject  of  the  wastefulness 
of  the  use  of  coal.  We  have  been  voices  crying  in  the 
wilderness.  A well-known  statesman  writes  a book 
and  immediately  the  whole  country  is  agog  with  it. 
It  is  the  same  way  with  these  difficulties  in  'indus- 
tries : when  ordinary  people  talk  about  them  or  write 
about  them  there  is  very  little  effect,  but  if  some 
really  prominent  man  would  take  these  questions  up 
and  go  through  the  facts  and  bring  the  facts  to 
public  attention,  the  matter  would  have  much  more 
consideration. 

3060.  Sir  Josiah  Stamp:  You  mean  a prominent 
politician.  The  way  .to  get  notice  taken  of  a thing 
is  to  make  it  a political  matter;  is  not  that  what 
your  argument  comes  to? — Perhaps  the  cure  would 
be  worse  than  the  disease,  but  it  is  a fact  that  if  you 
can  once  get  attention  drawn  to  a matter  interest  is 
aroused  in  it.  Some  years  ago,  when  the  Prince 
of  Wales  went  round  the  world,  he  came  back  and 
told  us  to  wake  up.  That  speech  did  have  some 
effect,  and  it  was  not  a political  speech,  and  no  part 
of  a political  programme,  but  that  speech  did  have 
an  effect. 

3061.  Mrs.  Wootton:  What  sort  of  fact  exactly  do 
you  want  us  to  take  notice  of? — We  come  to  this  in 
the  last  question  that  I have  attempted  to  answer ; 
it  is  the  fact  that  we  are  perhaps  in  many  ways  not 
working  satisfactorily  now.  Arrangements  between 
employers  and  employed  and  the  whole  conditions  of 
business  'in  many  of  our  industries  are  absolutely  un- 
satisfactory because  of  misconceptions,  and  these  mis- 
conceptions want  putting  right. 

3002.  Chairman:  Do  you  mean  in  paragraph  23  to 
suggest  an  examination  such  as  we  had  under  Sir 
Eric  Geddes’  chairmanship  ? — A thing  like  that  is 
very  salutary.  Of  course  there  are  grumbles,  but  I 
suppose  on  the  whole  the  effect  was  quite  salutary.. 
I think  it  had  a great  effect  even  where  the  axe  did 
not  fall ; it  made  people  look  into  various  items  of 
expenditure,  and  improved  the  methods  of  applica- 
tion. There  is  an  interesting  letter  in  to-day’s 
“ Times  ” from  Sir  D.  Drummond  Fraser  on  the 
point  raised  in  paragraph  30,  and  he  also  emphasises 
the  importance  of  utilising  more  cheques  in  the  in- 
terests of  deflating  the  amount  of  notes.  That  is 
a big  point.  I was  talking  to.  a banker  not  long  ago 
and  he  was  of  opinion  that  the  country  would  be  well 


advised  to  drop  the  stamp  on  cheques  altogether,  in 
the  interests  of  deflation;  but  that  is  going  a bit  far. 

3C63.  Sir  Charles  Adidas:  I should  Hike  to)  aBk 

some  questions  on  your  paragraph  31  dealing  with  the 
ratio  between  direct  and  indirect  taxation.  You  say : 
“ There  is  a suspicion  that  the  poor  are  called  upon 
to  contribute  an  inequitable  amount  through  in- 
direct taxation.”  Are  you  familiar  with  Sir  Herbert 
Samuel’s  investigations  on  that  point? — No. 

3064.  It  is  not  based  upon  that? — No.  I was 
considering  old  women  with  old  age  pensions  who 
live  principally  on  tea  and  bread  and  butter.  They 
do  grumble.  They  say  : “ Look  what  we  pay  on  our 
tea  ; Rothschild  does  not  pay  any  more.  Wie  live  on 
this,  and  look’ what  we  are  paying.”  Some  of  them 
argue  on  it,  and  it  may  be  that  they  even  have  a just 
grievance  that  with  their  few  shillings  a week,  they 
are  paying  too  much  for  what  they  get  in  return. 

3065.  Then  the  other  question  is  on  your  last  sen- 
tence of  paragraph  31:  “Let  the  burden  be  distri- 
buted as  equitably  as  possible  so  that  all  may  realise 
that  each  is  contributing  his  fair  share.”  How  is 
that  possible  with  indirect  taxation?  Does  not  that 
logically  involve  you  in  the  argument  that  all  taxa- 
tion ought  to  be  levied  by  Income  Tax? — No,  I do 
not  think  so.  I think  if  there  was  such  an  investiga- 
tion made  as  I have  suggested,  a much  more  fully 
developed  investigation  than  the  Income  Tax  investi- 
gation, you  would  be  able  to  show  the  extent  to 
which  the  burden  of  taxation  fell  both  directly  and 
indirectly  on  people  of  various  incomes  and  expendi- 
tures. You  would  have  to  get  at  that.  If  you  once  get 
that  out,  and  were  able  to  frame  a system  in  accord- 
ance with  the  findings  on  your  investigation,  you 
would  have  something  to  point  to  when  people  grumble 

3066.  My  question  was  rather  directed  to  the  word 
“ realise.”  Have  you  considered,  for  example,  how 
very  unequal  the  consumption  of  tobacco  and  of 
alcohol  is?  How  is  any  person,  or  any  group  of 
persons,  to  realise  that  they  are  bearing  their  fair 
share  of  the  national  burden  so  long  as  you  continue 
indirect  taxation? — All  you  can  do  is  to  take  a 
typical  instance  from  each  section. 

3067.  Do  you  think  that  would  enable  people  to 
realise? — I think  so.  Say  you  were  in  a section  and 
a man  who  was  in  your  section  was  taken  as  typical 
and  he  smoked  so  many  pounds  of  tobacco  in  the 
year ; if  you  were  taking  tobacco'  you  could  say : 

“ Well,  do  I smoke  that  amount?”  You  could 
probably  find  out  exactly  what  you  did  smoke,  and 
you  could  find  whether  you  were  an  average  man  or 
not,  and  you  would  be  able  to  realise  whether  you 
were  being  over-taxed  or  not. 

3068.  There  are  two  points  : the  first  is,  does  any- 
one  really  calculate  in  that  way,  and  the  second  is,  by 
stopping  smoking  might  he  not  escape  the  burden 
of  taxation  altogether? — Yes,  I point  that  out. 

3060.  Then  the  only  logical  conclusion  is  that  the 
only  taxation  would  be  Income  Tax  and  that  you 
might  levy  that  downwards? — A single  Income  Tax, 
although  theoretically  it  sounds  so  just,  in  practice 
one  knows  perfectly  well  would  be  a most  unjust  tax. 

3070.  Mrs.  Wootton  : Have  you  in  mind  any  par- 
ticular ratio  like  the  old-fashioned  fifty-fifty  ratio  ? — 
No,  I think  that  is  what  wants  to  be  investigated. 

I would  like  to  find  that  out,  but  a private  person 
could  not  do  it. 

3071.  In  following  your  argument  in  paragraph  31 
it  seemed  to  me  possible  that  it  was  difficult  to  recon- 
cile the  two  things  that  you  say.  You  want  to  have 
a ratio,  and  apparently  some  fixed  ratio  to  be  deter- 
mined after  investigation,  and  you  also*  want  to  have 
as  just  and  equitable  a spread  of  taxation  as  possible. 
Would  it  not  in  practice  work  out  that  if  yo-u  are 
to  have  an  equitable  distribution  of  taxation  you 
would  necessarily  have  to  alter  your  ratio  between 
direct  and  indirect  taxation  at  different  periods? — 
You  might,  but  in  a good  many  things  you  have  to 
alter  your  arrangements.  You  have,  for  instance, 
quinquennial  valuations  of  property. 

3072.  What  I want  to  get  at  is  whether  you  think 
there  is  some  fixed  reliable  ratio  which  would  be 
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ascertained,  or  whether  it  is  not  rather  true  that  the 
ratio  itself  must  be  altered  in  different  periods.  Can 
you  take  some  fixed  proportion  ? — No,  I doubt  it.  The 
investigation  might  bring  that  out  but  off-hand  I 
should  rather  doubt  it.  But  I 'believe  the  investiga- 
tion would  help  to  show  whether  or  not  you  would 
have  to  make  a variation  from  time  to  time. 

3073.  Quite  possibly  there  is  no  theoretically  correct 
proportion  even  for  the  next  10  or  20  years? — Quite. 

3074.  Chairman:  With  reference  to  paragraph  32, 
have  you  seen  the  Report  of  the  Departmental  Com- 
mittee on  Simplification  of  Income  Tax  and  Super- 
tax Forms? — I know  there  is  one;  I have  not  seen  it. 

3075.  It  was  published  in  1924,  and  it  might  alter 
your  views  on  the  point  you  raise. — I should  like  to 
see  that.  I came  across  a case  a little  while  ago 
where  the  local  assessment  of  a man’s  house  was 
increased  by  the  local  body  and  he  objected.  His 
objection  was  accepted  and  the  assessment  was  left 
where  ft  was.  Then  that  same  house  for  central 
taxation  purposes  was  put  up  15'  per  cent.  At  the 
present  time  there  are  two  valuations  on  that  house. 
I suppose  that  is  common.  It  seems  a bit  of  a farce, 
if  a house  is  worth  a certain  amount  for  local  pur- 
poses it  is  worth  the  same  amount  for  any  other- 
purposes.  This  is  due  to  the  fact  that  you  have  two 
sets  of  people  at  work.  There  is  a complicated 
machinery  overlapping  which  costs  the  country  money 
and  is  unnecessary.  I throw  out  the  suggestion  that 
there  might  be  a great  simplification  if  you  had  one 
office;  and  I believe  there  is  this  simple  system  in 
France. 

3076.  Mrs.  Wootton:  Referring  to  your  paragraph 
33,  do  you  contemplate  that  this  increased  pro- 
ductivity in  trade  and  industry  will  be  accompanied 
by  a fall  in  general  prices? — It  should  be,  certainly, 
because  increased  productivity  would  mean  decreased 
cost,  other  things  remaining  constant. 

3077.  Does  not  that  rather  limit  its  effectiveness 
in  reducing  the  burden  of  the  debt,  the  debt  being 
fixed  in  terms  of  money? — No,  I think  the  effect 
would  be  that  instead  of  being  in  a vicious  circle  as 
we  are  at  present  we  should  get  into  an  increasing 
circle,  that  is  to  say,  that  the  purchasing  power  of 
money  would  go  on  increasing,  and  hence  the 
demand  of  the  ordinary  person  would  go  on  increas- 
ing; there  would  be  more  employment  because  there 
would  be  more  demand  for  goods  and  you  would  get 
an  increasing  and  beneficent  circle  instead  of  a 
vicious  one. 

3078.  You  would  have  to  pay  a larger  real  value 
to  your  debt  holders.  If  prices  have  fallen  and  the 
debt  is  fixed  in  terms  of  money  your  £300,000,000  or 
£350,000,000  per  annum  represents  a larger  amount 
of  commodities,  and  this  is  a makeweight  on  the 
other  side? — I do  not  think  it  is  appreciable. 

3079.  It  may  have  been  very  important  in  the 
past. — It  may;  but  you  are  pledged  to  that  pay- 
ment; you  cannot  help  yourself.  The  debt  is  a fixed 
quantity.  On  the  other  hand  you  have  the  purchas- 
ing power  of  the  individual;  and  increasing  pro- 
ductivity, all  other  things  remaining  constant, 
should  make  his  purchasing  power  greater  and  create 
a greater  demand  all  round;  and  a greater  demand 
again  has  a tendency  to  lessen  cost  and  increase  the 
purchasing  power  of  money. 

3080.  A greater  production  of  goods  all  round 
would  certainly  make  it  much  easier  to  meet  an 
obligation  that  was  fixed  in  terms  of  goods,  but 
what-  I suggest  to  you  is  that  if  the  obligation  be 
fixed  in  terms  of  money  and  the  purchasing  power 
of  money  is  increased,  that,  so  far  as  it  goes,  limits 
the  importance  of  the  greater  production  as  a means 
of  reducing  the  burden  of  debt? — It  would  be  a very 
important  thing  if  the  obligation  of  the  man  to  taxa- 
tion is  more  serious  than  it  is.  It  is  serious  enough. 
Before  the  War  the  amount  that  an  individual  paid 
in  rates  and  taxes,  I think,  on  the  average  (we  can 
only  talk  about  averages  now)  was  one-sixth  of  his 
expenditure,  if  I remember  rightly,  and  probably  it 
is  more  now.  If  you  have  five-sixths  of  your 
expenditure  which  is  subject  to  the  beneficent  law 
and  the  other  remains  constant  you  are  in  a very 


much  better  position.  If  the  tables  were  reversed 
and  five-sixths  went  in  taxation  and  one-sixth  in  the 
ordinary  expenses  of  life  there  would  be  something 
for  your  position,  but  I think  so  long  as  there  is  a 
big  margin  the  other  way  your  position  is  to  that 
extent  invalidated. 

3081.  I was  referring  not  so  much  to  the  position 
of  the  individual  as  to  the  position  of  the  country 
as  a whole.  If  you  take  the  period  since  1914,  it  is 
common  knowledge  that  so  long  as  there  was  a rise' 
in  prices  each  debt  holder  suffered,  and  during  the 
last  two  5-ears  when  there  has  been  a fall  in  prices 
the  debt  holder  has  gained.  That  will  always  be  true 
during  a period  of  falling  prices? — But  these  same 
people,  if  they  had  any  debt  before,  were  losing 
whilst  prices  were  rising.  In  the  case  of  people  of 
middle  age  now  who  were  saving  in  pre-war  days, 
the  sovereigns  they  saved  in  pre-war  days  are  now- 
worth  12s.  6d.  at  the  outside;  those  sovereigns  are 
beginning  to  appreciate.  If  they  put  up  with  one 
side  of  the  question  there  is  no  reason  why  they 
should  not  benefit  from  the  other. 

3082.  Looking  to  the  future  we  cannot  tell  which 
side  of  the  question  is  going  to  be  the  more  important; 
but  why  I raise  the  point  is  that- you  suggest  that 
we  may  look  to  increased  productivity  in  trade  and 
industry  to  lighten  the  burden  of  the  debt.  What  I 
put  to  you  is  that  if  we  get  that  increase,  and  if  it 
is  accompanied  by  falling  prices,  those  falling  prices, 
so  far  as  they  go,  limit  the  effect  on  the  debt,  because 
they  mean  that  the  debt  holders  gain? — If  you  fix 
your  attention  on  the  payment  of  the  debt  only  you 
are  correct,  but  if  you  take  the  man’s  whole  expenses, 
his  whole  position  has  improved. 

3083.  I suggest  that  this  matter,  as  far  as  it  goes, 
operates  in  the  opposite  direction? — It  may  do  so,  but 
taking  the  individual’s  position  all  round  he  is  going 
to  be  better  off,  because  the  increase  in  purchasing 
power  is  in  connection  with  five-sixths  of  his  ex- 
penditure, or  some  proportion  like  that. 

3084.  In  paragraph  34  you  say  the  standard  of 
living  has  risen  rather  considerably  during  the  last 
ten  years.  Has  that  rise  been  met  out  of  savings? 
If  the  average  standard  of  living  has  risen  during  the 
last  ten  years  we  must  have  supported  it  somehow? 
— There  are  various  things.  Again,  you  have  to  take 
a broad  outlook.  Restriction  of  hours  in  public- 
houses,  and  so  on,  has  resulted  in  a great  saving  on 
the  amount  spent  on  alcohol,  and  that  has  had  a 
very  considerable  effect  as  those  of  us  know  who  have 
been  conversant  with  the  conditions  of  the  working 
class  before  and  since.  There  are  a number  of  things. 
Through  the  War  period  high  wages  accustomed  people 
to  handling  more  money — a very  healthy  thing  indeed 
on  the  whole.  In  some  instances  it  was  not  wisely 
done,  but  in  the  majority  of  cases  I think  the  work- 
ing classes  of  this  country  showed  up  remarkably  well 
with  the  increased  wages. 

3085.  Mr.  Bell : Have  you  any  suggestion  to  make 
as  to  how  public  opinion  should  be  kept  informed  in 
accordance  with  your  proposal  in  paragraph  36  ? We 
now  know  that  rival  bodies  of  speakers  in  market 
places  are  trying  to  point  out,  the  one  the  dangers 
of  capitalism,  and  the  others  the  necessity  that  capital 
should  be  encouraged  and  work  given.  Have  you 
thought  of  an  impartial  body  like  the  Board  of  Trade 
setting  forth  as  fully  as  possible  and  as  widely  as 
possible  just  what  was  going  on?  Is  that  in  your 
mind? — Of  course,  where  you  get  a body  like  the 
Board  of  Trade  issuing  an  official  statement,  it  does 
not  get  a very  wide  circulation  as  a rule.  The  in- 
stance I gave  of  Mr.  Lloyd  George’s  book  was  a case 
in  point. 

3086.  You  get  back  then  to  this  : that  some  great 
speaker,  such  as  we  had  in  the  case  of  Mr.  Gladstone, 
should  always  be  pouring  forth  economic  truths,  m 
great  speeches  to  the  nation? — No,  I should  think 
that  would  be  very  wearisome. 

3087.  Then  how  do  you  propose  to  go  about  it?-— 
I do  feel  that  at  present  there  is  an  immense  amount 
of  ignorance  on  the  subject,  which  is  at  the  bottom  of 
a good  many  of  our  troubles,. 
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3088.  I agree,  but  how  do  you  propose  to  deal  with 
it  precisely? — By  getting  a well-informed  public 
opinion  on  the  subject. 

3.089.  What  means  do  you  suggest  to  get  at  that? 
— The  Balfour  Committee  is  now  sitting,  and  if  they 
produce  a readable  report  I think  that,  with  the 
status  that  Sir  Arthur  Balfour  has  in  the  country, 
that  report  would  be  very  widely  read,  at  any  rate 
amongst  employers,  and  it  would  be  well  iif  it  were 
as  widely  read  among  the  representatives  of  labour; 
and  possibly  the  representatives  of  labour  on  that 
Committee  will  commend  that  report  to  the  labour 
side,  and  then  we. shall  have  a better  informed  public 
opinion  on  these  points. 

3090.  You  look,  in  fact,  to  the  report  of  the  Com- 
mittee being  widely  spread  to  show  people  the  truth 
of  things? — That  is  one  way  of  doing  it;  but  or 
course  what  goes  on  in  the  market  place  on  either 
side,  is  mainly  mischievous. 

3091.  Mrs.  Wootton:  Do  you  think  this  will  pro- 
duce the  tranquillity  of  which  you  spoke  in  para- 
graph 21? — I should  like  it  to,  but  I am  afraid  it 
will  not. 

3092.  I understood  you  to  say  in  reply  to  the 
Chairman  on  that  paragraph  that  one  of  the  best 
ways  of  introducing  tranquillity  into  our  industries 
was  to  increase  the  knowledge  of  the  conditions? — ■ 
Quite. 

3093.  You  think  that  is  so? — I think  so,  but  we  are 
up  against  some  very  awkward  things  in  connection 
with  this  question.  Take  the  position  of  London  as 
the  financial  centre  of  the  commercial  world.  It  is 
due  to  the  London  banking  system  and  the  credit  and 
integrity  of  London  finance  people  and  bankers,  and 
it  is  due  to  the  position  of  London  as  a great  ship- 
ping centre  and  a great  marine  insurance  centre; 
but  there  is  also  another  big  thing,  and  that  is  the 
entrepot  trade  of  London,  which  is  a big  element  in 
the  financial  position,  so  I am  told.  Now  the  tend- 
ency of  recent  years  is  for  London  to  become  a more 
and  more  expensive  port  to  come  to.  I believe  in 
the  course  of  the  last  two  or  three  years  the  cost  of 
handling  a sack  of  flour  has  doubled.  This  entrepot 
trade  of  London  is  very  much  hankered  after  by  cer- 
tain Continental  ports,  a port  like  Antwerp,  for  in- 
stance. Now  if  you  get  the  statistics  for  Antwerp 
for  the  past  few  . years  you  will  see  some  rather 
remarkable  things.  Antwerp  shot  up  from  the  time 
of  the  dock  strikes  in  the  late  eighties  in  London. 
London  was  beginning  to  get  a dearer  port.  During 
the  AVar  Antwerp  was  stagnant.  The  AVar  ended,  and 
Antwerp  began  again.  There  -were  troubles  in  Lon- 
don, and  London  became  a more  and  more  expensive 
port,  and  the  figures  of  Antwerp  have  shot  up  again 
enormously.  Now  I do  not  want  to  be  misunderstood 
in  this.  I want  labour  in  this  country  to  have  the 
utmost  possible  standard  of  comfort  and  to  earn  the 
highest  possible  wages,  hut  it  is  one  thing  to  have  a 
high  nominal  wage  and  another  thing  to  have  a high 
real  wage,  and  it  is  no  good  having  a high  nominal 
wage  if  that  high  nominal  wage  affects  either  your 
entrepot  business  or  your  production  and  manufac- 
tures. If  labour  in  Antwerp,  Hamburg  and  other 
Continental  ports  is  very  badly  paid,  it  is  nothing 
more  or  less  than  suicide  for  British  ports  to  put  up 
their  labour  bill,  their  wages  and  other  expenses.  It 
simply  means  that  you  may  get  a high  nominal  rate 
of  wages  in  those  ports,  but  the  trade  begins  to  go 
elsewhere  and  the  real  rate  of  wages  goes  steadily 
down.  Now  it  is  points  like  that  that  want  making 
known  all  over  the  country,  both  to  employers  and 
employed.  Under  the  Treaty  of  Versailles  you  have 
the  labour  clauses.  What  is  the  sum  and  substance 
of  them?  That  the  industrial  and  commercial  nations 
of  the  world  should,  as  far  as  possible,  get  identical 
conditions  for  the  employment  of  labour,  the  hours, 
conditions  of  work  and  wages.  Nobody  is  paying 
any  attention  to  that  now.  If  we  had  anything  like 
identical  conditions  of  wages  and  conditions  of  hours 
among  industrial  peoples  we  could  easily  hold  our 
own,  there  would  be  no  difficulty  about  it;  but  while 
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there  is  the  great  difference  that  exists  to-day,  you 
are  creating  an  absolutely  unbusinesslike,  or,  if  you 
like,  uneconomic,  condition  in  this  country,  which  is 
adversely  affecting  us  and  is  going  to  he  more  and 
more  pronounced  and  felt  as  time  goes  on. 

3094.  May  I come  back  for  a moment  to  this  point. 
I think  we  shall  all  agree  that  the  relations  between 
employer  and  employed  are  about  as  important  to 
our  industry  as  anything  can  he.  You  state  as  your 
opinion,  I think,  that  the  increase  of  knowledge  will 
tend  towards  tranquillity  and  harmony.  AVhen  I 
put  the  question  that  I did  before,  I understood  you 
to  say  that  it  will  do  so  partly  because  it  will  make 
clear  to  workpeople  that  there  is  not  enough  to  go 
round  on  the  standard  of  living  which  we  should 
all  like  to  see.  Am  I right  in  thinking  that  is  your 
view? — You  are,  to  a certain  extent,  but.  I have 
not  suggested  there  is  not  enough  to  go  round. 

3095.  AVhat  I want  to  go  on  to  is  this.  Such  an 
investigation  as  you  suggest  may  reveal  difficulties 
in  the  way  of  the  high  standard  of  living  if  it 
showed  that  there  is  not  sufficient  to  go  round.  At 
the  same  time  as  the  result  of  such  investiga- 
tions you  would  see  the  inequality  in  the 
distribution  of  what  there  is  to  go  round.  AVhat 
I want  to  put  to  you  is  this.  Do  you  think  that 
the  discovery  that  we  have  not  enough  to  go  round 
and  that  we  distribute  the  little  that  we  have  rather 
unequally,  tends  to  make  for  tranquillity? — My  point 
is  that  with  our  present  resources  and  equipment 
there  is  enough  to  go  round  if  we  would  only  utilise 
them.  There  is  the  trouble:  that  with  the  equip- 
ment and  resources  at  the  disposal  of  the  world 
at  the  present  time  there  is  ample  to  go  round,  but 
we  are  playing  the  fool  and  Refusing  to  take 
advantage  of  the  advantages  we  have  got. 

3096.  May  I have  an  answer  to  my  question?  I 
understood  you  to  say,  in  speaking  of  investigations 
of  this  kind,  and  you  gave  the  illustration  of 
London  and  Antwerp,  that  we  in  this  country  at 
present  are  not  able  in  the  face  of  foreign  com- 
petition to  maintain  the  standard  that  we  would 
wish;  in  other  words,  that  we  have  not  got  enough 
to  go  round  at  the  moment.  One  thing  we  can  do 
is  to  reorganise  our  industries  so  as  to  meet  foreign 
competition  better ; but  taking  the  immediate 
position,  do  you  think  that  knowledge  of  their  con- 
ditions, coupled  with  the  inequality  of  distribution 
of  wealth,  would  make  for  tranquillity  in  industry? — 
I have  suggested  that  there  should  be  an  analytical 
investigation  into  our  leading  industries,  and  I give 
the  instance  of  liow  this  was  done  by  the  American 
Government  some  years  ago,  perhaps  you  are  familiar 
with  that  Pottery  Report  which  covered  an  investiga- 
tion' into  this  .industry  in  the  United  States,  England, 
Germany  and  Austria;  you  know  the  effect  of  that. 
It  is  the  one  industry  in  this  country  that  has  done 
that,  or  at  any  rate  it  is  the  only  industry  in  this 
country  that  has  all  the  data  to  go  on ; and  what 
has  been  the  effect  is  that  there  is  a Standing  Joint 
Committee  in  the  Potteries.  They  have  used  that 
report.  That  report  now  is  getting  a bit  out-of-date, 
but  I understand  from  friends  in  the  pottery  in- 
dustry that  when  the  Standing  Joint  Committee 
meets  now,  they  have  got  so  accustomed  to  having 
exact  data  before  them  that  the  employers  bring 
forward  their  books  and  give  any  information  that 
is  wanted.  In  -other  words,  by  getting  knowledge, 
by  getting  the  facts  and  understanding  each  other’s 
attitude,  there  has  been  a lessening  of  friction  in 
that  industry.  I am  suggesting,  is  it  not  worth 
while  to  see  if  we  cannot  get  the  same  sort  of  thing 
in  other  industries  as  well.  That  is  an  answer  to 
what  you  put. 

3097.  I do  not  for  a moment  want  to  be  mis- 
understood. You  suggest  that  one  should  have  these 
(facts,  and  of  course  I am  entirely  in  agreement 
with  you  there.  The  only  point  on  which  I feel 
doubtful  is  whether  the  discovery  of  the  great 
difficulty  in  the  way  of  a higher  standard  of  living, 
coupled  with  the  obvious  inequality  of  distribution 
of  wealth,  tends  to  produce  tranquillity? — I think 
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that  so  long  as  there  is  inequality  of  distribution 
of  wealth  there  is  bound  to  be  a feeling  of  resent-, 
ment;  but  the  more  the  facts  are  known  as  to  the 
impossibility  of  improving  the  standard  of  comfort 
and  improving  conditions  of  wages  and  work  by 
giving  attention  to  the  facts,  the  more  I think  you 
are  getting  away  from  an  evil  situation  towards  a 
good  one.  That  is  the  reason  for  these  suggestions 


that  I have  made.  I have  always  found  that  the 
working  people  themselves  are  perfectly  willing, 
when  the  facts  are  put  before  them,  and  they  are 
made  to  understand,  to  accept  them  and  to  try  to 
act  in  consonance  with  them;  and  it  is  a great  pity 
that  there  is  not  more  of  that  sort  of  thing. 

Chairman : Thank  you  very  much  for  the  informa- 
tion you  have  given  us. 


( The  Witness  withdrew.) 
( Adjourned .) 
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Mr.  A.  G.  Walkden,  Mr.  A.  Pugh,  Mr.  W.  Kean  and  Mr.  Milne  Bailey,  representing  the  Trades  Union 

Congress  General  Council,  called  and  examined. 

Evidence-in-chief  handed  in  on  behalf  of  The  Trades  Union  Congress  General  Council. 


I.  Introduction. 

We  have  thought  it  advisable  to  preface  our  evi- 
dence by  stating  clearly  what  we  conceive  to  be  our 
particular  function  with  respect  to  this  inquiry.  We 
are  speaking  on  behalf  of  4,500,000  organised  workers 
and  their  dependants,  and  it  is  their  point  of  view 
which  we  are  endeavouring  to  express. 

The  terms  of  reference  of  the  Committee  deal  with 
the  incidence  of  taxation  and  the  effect,  if  any,  of  the 
National  Debt  upon  trade  prosperity,  etc. — matters 
of  great  importance  to  the  workers. 

We  have,  therefore,  come  to  the  conclusion  that  our 
evidence  should  deal  mainly  with  the  question  of 
what  effect  has  the  National  Debt — with  particular 
reference  to  the  interest  charges,  etc.,  arising  from 
that  debt — on  the  standard  of  living  and  general 
conditions  of  the  working  classes. 

II.  Limitation  on  Schemes  of  Social  Reform. 

1.  W©  hold  the  view  that  it  will  be  necessary  for 
the  State  to  increase  its  activities  in  the  direction 
of  the  provision  of  new  and  more  extensive  social 
services  than  exist  at  the  present  time. 

2.  Taking  this  view,  we  submit  that  by  far  the 
most  important  injury  to  the  working  classes  in- 
volved in  the  National  Debt  is  the  limitation  which 
the  debt  imposes  upon  schemes  for  the  improvement 
of  social  services. 

3.  The  annual  cost  of  the  debt  is  now  about 
£350,000,000.  If  this  charge  could  be  removed  a 
considerable  part  of  the  sums  now  raised  in  taxation 
to  meet  it  would  he  available  for  expenditure  on 
such  social  objects  as  Mothers’  Pensions,  extended 
Old  Age  Pensions,  Infant  Welfare,  and  increased 
educational  facilities. 

4.  We  are  strongly  of  opinion  that  taxation  for 
improving  social  conditions  is  not  only  just  but  is 
ultimately  remunerative.  We  are  aware  that,  at 
the  moment,  taxation  for  the  debt  service  and  taxa- 
tion for  social  amelioration  are  regarded  as  alterna- 
tives, and  that  the  debt'  has  priority  over  proposals 
for  expenditure  which  is  necessarily  involved  in  ex- 
tending social  betterment.  It  is  largely  because  of 
this  fact  that  we  desire  to  see  the  National  Debt 
reduced  very  considerably. 


5.  The  present  cost  of  interest  on  the  debt  alone 
amounts  to  £305,000,000  in  the  current  year,  while 
the  total  Civil  Service  estimates  for  all  the  expenses 
of  Civil  Government  do  not  exceed  £228,000,000.  If 
w©  had  no  debt  interest  to  pay  we  could  largely 
increase  our  outlay  on  education  and  Old  Age  Pen- 
sions, make  provision  for  Mothers’  Pensions,  and  still 
have  approximately  £200,000,000  a year  to  the 
good." 

III.  The  Debt  and  Taxation. 

1.  Whilst  tho  heavy  debt  charge  is  the  chief  ob- 
stacle in  the  way  of  extended  social  expenditure,  it  is 
also  the  most  formidable  difficulty  in  the  way  of  re- 
moving those  taxes  to  which  we,  as  Trade  Unionists 
and  members  of  the  working  class,  are  in  principle 
strongly  opposed.  We  hold  that  indirect  taxation 
lays  inequitable  burdens  upon  tho  workers.  Whereas 
in  1912-1913  the  total  revenue  from  indirect  taxa- 
tion per  head  of  population  was  £1  &s.  10d.,  in  1923- 
1924  the  corresponding  amount  was  £5  16s.  8d.,  i.e.. 
four  times  as  much.]; 

2.  The  food  taxes  alone,  even  after  the  reductions 

in  this  year’s  Budget,  are  estimated  to  yield  in  the 
current  year  (1924-1925)  £28,510,060  of  revenue. 

The  present  total  of  indirect  taxation  amounts,  to 
£5  5s.  lid.  per  head  of  population  and  jdelds  no  less 
than  £237,062,000. 

3.  We  hold  that  the  food  taxes  should  be  abolished, 
and  if  it  were  not  for  the  debt  charge  they  could  be 
abolished  quite  easily,  and  there  would  still  be  sub- 
stantial funds  available  for  expenditure  on  social 
reforms. 

IV.  Effect  of  the  Debt  on  the  Distribution  of 
Wealth. 

1.  We  recognise  that  in  discussing  the  question  of 
the  general  effects  of  the  debt  on  the  wealth  or  poverty 
of  the  country  and  the  workers  generally,  it  is 
essential  to  distinguish  between  the  internal  and  the 
external  debt. 


* Budget  Statement,  1924-26,  and  allowing  £50,000,000  for 
Mothers'  Pensioni. 

f Commissioners  of  Customs  and  Excise  Annual  Reports  for 
the  yefis  named,  divided  by  population. 
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2.  The  external  debt,  that  due  to  the  United  States 
of  America,  forms  only  a small  portion  of  the  whole, 
and  the  annual  charge  in  that  respect  is  about  one- 
tenth  of  the  whole  annual  debt  charge  of 
£350,000,000. 

3.  This  external  debt,  which  enables  America 
either  to  draw  upon  our  production  without  sending 
us  equivalent  exports  in  return,  or  to  charge  higher 
prices  for  the  goods  she  does  export  to  this  country, 
reduces  our  national  income,  and,  therefore,  the  real 
incomes  of  the  workers  tend  to  be  smaller  than  they 
otherwise  would  be. 

4.  The  internal  debt  involves  a series  of  payments 
by  taxpayers  to  bondholders.  If  each  individual 
citizen  were  a bondholder,  and  his  payments  for  debt 
taxation  equalled  his  receipts  from  the  interest  on 
liis  War  Bonds,  there  would  be  no  burden,  but  we 
believe,  although  we  have  no  means  of  ascertaining 
by  whom  the  debt  >is  held,  that  so  far  as  the  vast 
majority  of  those  we  represent  are  concerned,  they 
pay  considerably  more  in  debt  taxation  than  they 
receive  as  bondholders. 

5.  In  so  far  as  this  statement  is  correct,  the  net 
result  is  that  the  internal  debt  does  involve  a trans- 
ference of  wealth  from  the  poorer  sections  of  the 
community  to  the  richer  sections,  and  by  this  means 
aggravates  the  inequality  of  incomes. 

6.  The  following  table  from  the  Finance  Accounts 
for  the  years  named  shows  that  the  proportion  of 
State  revenue  absorbed  by  debt  interest  is  materially 
increasing  : — 


Year 

ending 

31st 

March. 

Total 

Revenue. 

Debt 

Interest. 

Percentage  of 
tolal  revenue 
devoted  to 
Debt  Interest. 

£ 

£ 

Per  cent. 

1919  ... 

889,020,825 

267,152,216 

30 '0 

1920  ... 

1,339,571.380 

324,556,406 

24 '2 

1921  ... 

1,425,984,606 

328,136,835 

23-0 

1922  ... 

1,124,879,873 

304,248,669 

27-0 

1923  ... 

914,012,452 

300,213,792 

32 -8 

1924  ... 

837,169,000 

305,769,196 

36-5 

1925*  ... 

794,050,000 

305,000,000 

38-4 

* Budget  Estimate,  1924-25. 


7.  The  above  table  demonstrates  the  fact  that  the 
position  of  the  State  is  becoming,  as  regards  the  meet- 
ing of  the  National  Debt  charges,  exceedingly 
onerous.  At  the  present  moment  we  are  paying 
every  day  over  £800,000  in  interest  to  bondholders. 
Admittedly  some  of  this  money  is  reinvested,  but  a 
very  considerable  amount  is  spent  on  the  immediate 
enjoyments,  often  luxurious,  of  the  interest  receivers. 
In  this  respect  we  think  that  the  necessity  of  paying 
interest  to  the  bondholding  class  may  act  as  a drain 
on  business  enterprise  and  limit  the  extent  to  which 
new  undertakings  affording  increased  facilities  for 
employment  are  promoted. 

8.  We  desire  to  emphasise  the  point  that  the 
interest  charges  of  the  National  Debt  are  absorbing 
too  high  a proportion  of  the  national  income,  and 
that  any  serious  development  of  this  tendency  may 
ultimately  compel  any  Government  to  resort  to  drastic 
financial  methods. 

9.  We  concur  in  the  view  expressed  by  Mr.  J.  M. 
Keynes  : — 

“ If  the  fixed  charges  of  the  National  Debt  bear 
too  high  a proportion  of  the  national  income,  it 
may  offer  a problem  insoluble  by  orthodox 
methods.  The  active  and  working  elements  in  no 
community  (ancient  or  modern)  will  consent  to 
hand  over  to  the  ‘ rentier  ’ or  bondholding  class 
more  than  a certain  proportion  of  the  fruits  of 
their  work.  When  the  piled-up  debt  demands 


more  than  a tolerable  proportion  other  solutions 
of  the  problem  must  be  faced.”* 

V. — The  Deduction  of  Taxation. 

1.  As  representing  a large  body  of  workers,  we  are 
desirous  of  securing  by  every7  means  possible  a greater 
measure  of  prosperity  to  our  industries,  provided  that 
the  working  people  are  to  share  adequately  in  such 
prosperity.  However  much  truth  there  may  or  may 
not  be  in  the  assertion  that  a reduction  in  Income 
Tax  and  Super-tax  would  help  trade,  we  can  see  no 
way  of  reducing  such  taxes  until  we  first  rid  ourselves 
of  a considerable  portion  of  the  debt.  We  suggest, 
therefore,  that  if  there  is  any  substance  at  all  in  the 
plea  that  high  taxation  is  impeding  trade,  the  wisest 
and  sanest  thing  to  do  is  to  take  the  bold  policy  of 
instituting  what  is  sometimes  described  as  a “ Capital 
Levy,”  or  a tax  on  accumulated  wealth  privately 
held. 

2.  With  regard  to  indirect  taxation  of  the  working 
classes  there  is  no  need  to  stress  the  regressive 
character  of  such  taxes.  These  bear  hardest  upon  the 
poorer  sections  of  the  people,  and  we  would  point  out 
that  6uch  taxation  considerably  lowers  their  pur- 
chasing power,  and  in  this  manner  reduces  the 
demand  for  such  commodities  as  they  would  un- 
doubtedly desire  to  purchase  were  they  free  to  do  so ; 
as  it  is,  large  sections  of  the  workers  are  denied  the 
possibility  of  satisfying  even  what  are  regarded  as 
elementary  needs. 

3.  Any  remission  of  indirect  taxation  would,  in  our 
opinion,  increase  the  purchasing  power  of  the  working 
classes  and  thereby  serve  to  stimulate  trade. 

VI. — The  Reduction  of  the  Debt. 

■ 1.  It  was  brought  out  in  the  evidence  taken  by  the 
Select  Committee  on  Increases  of  Wealth  (War),  1920, 
that  the  view  of  the  Board  of  Inland  Revenue  was 
that  it  was  urgently  necessary  to  reduce  the  National 
Debt,  f 

2.  We  are  not'  unmindful  of  the  arguments  used 
against  the  policy  of  a substantial  and  rapid  reduc- 
tion of  the  debt.  It  is  sometimes  stated  that 
posterity  should  bear  its  due  share  of  the  cost  of  the 
Great  War,  and  that  the  magnitude  of  the  debt  is 
something  to  admire,  but  a policy  of  “do  nothing  ” 
will  mean  that  the  people  will  pay  for  the  War  not 
once  but  several  times  over. 

3.  In  this  connection  the  case  of  the  cost  of  the 
Napoleonic  Wars  is  often  cited  to  show  the  compara- 
tive ease  with  which  this  country  carried  the  debt 
that  arose  therefrom,  but  we  are  not  sanguine  enough 
to  believe  that  this  country  will  enjoy  so  beneficial  a 
set  of  circumstances — such  as  growth  of  population, 
inventions,  increased  productivity  and  increased  gold 
supplies — as  occurred  in  the  19th  century,  and  we 
consider  it  imperative  that  the  present  debt  should 
be  cleared  as  soon  as  possible. 

4.  It  appears  to  be  the  view  of  some  members  of  the 
business  community  that  anything  in  the  nature  of  a 
Capital  Levy  would  deprive  industry  of  its  necessary 
supply  of  capital. 

5.  We  do  mot  believe  this  to  be  true.  If  it  were 
true  that  a Capital  Levy  would  withdraw  capital  from 
industry,  is  it  not  also  true  that  distributed  profits 
also  come  from  industry,  and  is  it  any  the  less 
likely  that  payments  by  the  Government  for  the 
redemption  of  War  loans,  etc.,  would  be  spent  in  a 
less  economical  manner  than  payment  in  dividends  ? 
We  concur  with  the  views  of  the  Board  of  Inland 


* -‘Manchester  Guardian  Commercial" Reconstruction  Supple 
ment,  Section  II,  December  7tb,  1922  p.  658. 

f Report  from  Select  Committee  on  Increase  of  Wealth  (War) 
1920,  p.  181,  3120. 
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Revenue,  wlio  declare  in  a note  on  the  possible 
effects  of  a War  Levy  upon  business:  — 

“ Indeed,  examination  of  the  problem  in 
detail  supports  the  conclusion  which  a priori 
reasoning  suggests,  viz.,  that,  having  regard  to 
the  character  and  incidence  of  the  1 tax  ’ and 
the  fact  that  its  proceeds  would  he  earmarked  for 
redemption  of  internal  debt,  and  not  to  supply 
funds  for  current  or  new  Government  expendi- 
ture, its  results  can  only  be  to  effect  a redistri- 
bution of  resources,  and  that  it  cannot  destroy 
any  real  wealth  available  for  the  support  and 
development  of  industry.”* 

6.  We  do  not  think  that  the  creation  of  a War 
Debt  Redemption  Fund  would  diminish  to  any 
appreciable  extent  the  amount  of  capital  available 
for  investment,  whilst  the  fixed  capital  would 
remain  the  same. 

7.  In  most  instances  it  would  undoubtedly  be  the 
case  that,  when  the  debt  holder  received  money  by 
way  of  repayment  of  his  holding,  he  would  re-invest 
the  whole,  and  the  taxation  and  transference  for 
debt  repayment  would,  therefore,  not  reduce  the 
»tal  saving  and  investment  of  new  capital. 

VII.  The  Debt  and  the  Supply  op  Credit. 

1.  If  by  “ supply  of  credit  ” is  meant  “ the 
advances  made  by  banks  to  traders,”  we  do  not 
think  that  a substantial  reduction  in  the  amount  of 
the  National  Debt  would  have  any  serious  effect  on 
the  capacity  of  the  banks  to  advance  loans  to  traders. 
We  understand  that  banks  make  advances  in  con- 
formity with  a definite  principle,  i.e.,  the  ratio  of 
the  bank’s  cash  to  its  liabilities.  The  bondholders 
who  became  receivers  would,  in  the  first  instance, 
place  such  receipts  in  their  deposit  accounts,  and 


* Appendix  to  Report  from  Select  Committee  on  Increase  of 
Wealth  (War),  1920,  p.  270,  para.  22. 


such  deposits  would  increase  the  possibility  of  the 
banks  making  advances  to  traders. 

2.  We  do  not  think  that  the  ability  of  banks  to 
furnish  credit  depends  upon  the  size  of  the  National 
Debt. 

3.  On  the  other  hand,,  we  hold  the  view  that)  as 
far  as  national  credit  is  concerned,  this  would  be 
materially  improved  by  a substantial  reduction  in 
the  amount  of  the  debt  and  by  its  ultimate 
clearance.  Consequently,  if  the  nation  at  any 
future  date  found  it  necessary  to  raise  money,  it 
could  obtain  it  on  better  terms. 

VIII.  Conclusions. 

1.  AVe  are  aware  that  some  representatives  of  the 
business  world  appear  to  regard  debt  repayment, 
even  on  a modest  scale,  as  definitely  injurious. 
Such  persons  minimise  the  burden  involved  by  the 
debt,  and  appear  to  be  satisfied  if  the  national 
credit  is  just  maintained  by  means  of  a minimum 
Sinking  Fund. 

2.  AVe  who  speak  for  organised  Labour  must 
emphasise  the  fact  that  the  debt  charges  absorb  tax 
revenues  which  might  otherwise  go  to  finance 
schemes  of  useful  social  legislation.  The  presence 
of  the  debt,  nud  the  necessity  of  high  taxation  to 
pay  interest,  is  causing  the  working  classes  to  be 
deprived  of  the  social  amenities  and  educational 
necessities  of  civilised  life. 

3.  Again,  the  pressure  of  the  debt  makes  it 
difficult  to  remove  food  and  other  taxes  which  hit 
the  most  needy  section  of  the  community,  i.e.,  those 
below  and  on  the  poverty  line.  Our  considered 
opinion  is  that  steps  should  be  taken  immediately 
to  reduce  the  internal  debt  by  means  of  a graduated 
levy  on  accumulated  wealth,  above  a certain  margin, 
in  the  possession  of  individual  citizens. 


3098.  Ohairmcm:  Mr.  AValkdeu,  we  have  had  the 
written  evidence  of  the  Trades  Union  Congress  on 
the  Capital  Levy.  One  member  of  the  Committee 
remarks  that  it  would  be  a great  pity  if  you  only 
dealt  with  this  matter  and  abstained  from  giving  us 
firsthand  information  about  the  actual  position  of 
organised  workers,  now  and  pre-war  and  at  earlier 
points  of  time.  He  suggests  that  it  would  also  bo 
very  interesting  to  hear  something  about  the  condi- 
tion of  workers  in  other  European  and  non-European 
countries.  That  question  might  easily  arise  in  the 
course  of  your  examination.  If  you  would  be  pre- 
pared to  help  us  on  the  further  points,  it  would  be 
very  valuable  to  us. — (Mr.  Wcdkden)  : I will  do  my 
best  in  that  direction,  but  the  suggestion  is  rather 
comprehensive,  that  we  should  make  a review  to-day 
of  the  position  of  workers  in  other  countries. 

3099.  If  you  can  answer  any  of  the  questions  that 
may  be  addressed  to  you,  we  should  be  very  glad. 
AVill  you  now  kindly  take  the  points  in  your  paper, 
section  by  section? — In  regard  to  the  first  section, 
I might  add  that  we  shall  have  a word  or  two  to  say 
about  the  question  of  taxation  generally,  in  which 
we  shall  emphasise  our  view  that  we  favour  direct 
taxation  rather  than  indirect  taxation. 

3100.  Sir  Alam  Anderson:  On  that  introductory 
section : you  speak  as  experts  from  the  point  of  view 
of  these  organised  workers ; you  know  where  they 
think  the  shoe  pinches.  That  is  the  point,  is  it  not? 
— Yes,  we  have  endeavoured  to  explain  that. 

3101.  I very  much  share  the  view  that  the  Chair- 
man put  to  you,  that  we  should  like  to  know  really 
how  much  the  shoe  is  pinching.  You  do  not  speak 
as  financial  experts,  or  as  experts  in  currency  or  any- 
thing of  that  kind? — No. 

3102.  But  you  do  know  exactly  how  these  organised 
workers  are  feeling,  probably  much  more  intimately 


than  most  of  us  do? — AVe  aie  forced  up  against 
financial  questions  frequently  in  connection  with  their 
work,  in  the  arguments  that  are  put  to  us  by  em- 
ployers against  propositions  of  our  own  for  better- 
ment of  the  workers’  conditions;  therefore  to  that 
extent  we  have  to  look  at  these  matters  and  we  are 
familiar  with  them  to  a certain  extent.  Of  course,  we 
could  not  claim  to  be  experts  in  the  sense  that 
bankers  are ; but  these  questions  do  come  into  the 
range  of  our  consideration. 

3103.  As  they  do  in  the  work  of  all  of  us? — Quite. 

3104.  We  are  all  experts  in  something,  and  your 
particular  business  is  to  find  whore  the  slice  is 
pinching  ? — Yes. 

3105.  Just  as  it  is  a bootmaker’s  job  to  make  a 
shoe? — AAre  want  to  help  the  bootmaker,  if  we  can. 

3106.  Mr.  Ilichens : There  is  one  general  question 
I should  like  to  ask.  Do  you  think  that  on  the  whole 
the  standard  of  living  of  the  working  classes  is  higher 
or  lower  now  than  it  was,  say,  pre-war? — On  the 
whole,  our  information  is  that  it  is  rather  lower, 
taking  into  consideration  the  rise  in  the  cost  of  conu 
modifies.  The  index  figure  shows  that  the  cost  of 
living  is  round  about  70  per  cent,  above  the  pre-war 
date,  that  is  August,  1914,  but  prior  to  that  date 
there  had  been  a rise  of  16  points  from  1900.  But 
taking  it  at  the  precise  pre-war  date,  August,  1914, 
it  is  about  70  per  cent,  above,  and  wages  are  not  up 
to  that  standard  on  the  whole  in  the  largest  industries 
in  this  country. 

3107.  Some  are  considerably  above  and  some  aro 
below,  I suppose? — A few,  perhaps,  are  above;  1 
think  quite  a minority.  Perhaps  in  the  public  ser- 
vices the  standard  that  was  set  up  during  the  AVar 
period  has  been  maintained. 
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3108.  Is  the  standard  of  railway  workers  higher? — 
The  railway  standard  was  established  in  the  inquiries 
that  took  place  by  the  Ministry  of  Transport,  and 
previously  by  the  Board  of  Trade.  The  settlements 
then  made  have  in  the  main  been  maintained. 

3109.  I ask  that  because  we  have  had  evidence 
from  other  experts  that  on  the  whole  the  standard 
of  living  is  higher,  that  there  is  more  free  spending 
in  all  classes.  That  was  given  as  a reason  why  there 
is  less  saving  on  the  whole  to-day  than  there  was 
pre-war? — I think  there  is  less  spending  on  the  part 
of  the  working  classes  in  those  large  groups  of  in- 
dustries like  engineering,  mining,  cotton  spinning, 
and  so  on,  where  the  standard  is  really  lower  than 
it  was  before,  taking  into  consideration  the  cost  of 
living. 

3110.  In  your  experience  of  the  working  classes, 
you  would  not  agree  that  their  standard  of  living 
on  the  whole  is  as  high  as,  or  higher  than,  it  was 
before  the  War? — No,  I should  say  that  it  is  lower 
on  the  whole.  In  those  instances  where  it  may  be 
higher,  as  in  the  case  of  the  railways,  it  was  really 
dreadfully  low  before  the  War,  far  lower  than  it 
should  have  been.  The  railway  authorities  recognised 
that.  There  it  is  really  making  up  the  pre-war 
leeway  that  gives  them  a rather  high  appearance. 

3111.  One  other  general  question  of  the  same 
nature.  Is  it  your  view  that,  speaking  generally,  as 
the  result  of  the  industrial  development  of  the 
world,  the  wealth  of  the  working  classes  is  greater 
than  it  used  to  be,  or  not;  in  other  words,  is  material 
comfort  greater  now  than  it  was  a hundred  years 
ago^.  would  you  say  ? — It  is  rather  less  at  this  date 
because  the  industrial  development  of  the  world  has 
been  broken  and  has  not  yet  been  restored;  but  in 
our  view  the  development  of  the  industrial  resources 
of  the  world  must  be  to  the  benefit  of  our  people. 

3112.  Is  it  your  view  that  there  has  been,  perhaps 
not  a steady,  but  a definite  improvement  over  the 
course  of  years,  in  the  condition  of  the  working 
classes,  as  the  result  of  the  development  of  trade  and 
industry  generally  ? — Some  degree  of  improvement. 
But,  in  our  view,  it  has  not  been  proportionate  to 
the  growth  of  the  general  wealth  of  this  country  and 
of  the  world  at  large.  For  example,  I heard  a very 
great  industrial  magnate  once  say  that  our  wealth 
to-day  is  one  hundred  times  greater  than  it  was  100 
years  ago.  That,  I dare  say,  may  be  true;  he  was 
a great  millionaire  and  should  know  something  about 
that;  but  I do  not  think  the  working  class  improve- 
ment has  been  in  any  way  whatever  proportionate  to 
the  growth  of  the  wealth  of  the  country  itself. 

3113.  Mr.  Bramley : Regarding  this  standard  of 
subsistence  now  as  compared  with  1914,  would  you 
agree  that  this  is  a question  of  fact  and  figures,  more 
than  a question  of  opinion? — Yes,  that  is  rather  why 
I hesitated  to  give  an  unqualified  affirmative  to  the 
question  whether  I could  answer  any  and  every  ques- 
tion raised  on  that  point.  It  does  need  research  if 
you  want  precise  evidence  showing  percentages  and 
actual  facts  affecting  the  development  of  the  country 
and  the  workers’  position. 

3114.  Could  you  give  us  any  comparisons  in  general 
terms,  comparing  now  with  pre-war  conditions,  for 
instance,  of  men  employed  in  large  industries  who 
are  evidently  worse  off  than  they  were.  You  have 
had  the  railway  question  mentioned.  The  com- 
parison, so  far  as  railway  men  are  concerned,  I think 
you  said,  is  rather  in  their  favour,  but  are  there  any 
other  large  sections  that  would  show  a reverse  com- 
parison?— Yes.  It  is  our  information  that,  in  the 
mining  industry  and  engineering  and  cotton  and 
many  of  the  large  industries,  the  workpeople  are 
substantially  worse  off,  not  merefy  in  the  rates  of 
wages,  but  in  the  degree  of  employment  and  general 
position.  Their  position  is  less  secure  and  less 
satisfactory  than  it  was  before  the  War. 

3115.  Mr.  Sickens : If  you  take  the  shipbuilding 
industry,  which  is  supposed  to  be  one  of  the  lowest- 
paid  at  the  present  time,  would  you  say  that  the 
unskilled  workers  there  are  worse  off  than  before  the 
Mar,  or  that  the  reduction  has  practically  entirely 
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taken  place  at  the  expense  of  the  skilled  worker? — 1 
think  it  is  generally  true  to  say  that,  in  so  far  as 
any  betterment  has  taken  place  or  any  increases  in 
pay  as  compared  with  pre-war  times,  the  unskilled 
men  have  had  a relatively  larger  uplift  than  skilled 
people.  There  has  been  a great  movement,  and  there 
was  before  the  War,  to  help  the  bottom  dog,  as  we 
call  him,  and  that  has  been  given  effect  to,  as  far  as 
possible,  and  the  skilled  have  willingly  agreed  to 
betterment  for  the  unskilled. 

3116.  Chairman:  If  they  worked  full  time,  would 
their  wages  be  very  much  better  than  in  1914? — Only 
in  money  figures,  not  in  real  wages,  because  of  the 
purchasing  power  having  been  reduced  so  enormously. 

3117.  Mr.  Sickens:  In  the  unskilled  branches  of 

the  Shipbuilding  trade  would  they  not  he  materially 
better? — I could  not  answer  that,  without  precise 
knowledge.  , 

3118.  The  statistics  that  we  have  had,  for  what 
they  are  worth,  show  that,  while  the  position  of 
skilled  men  is  very  materially  worse  than  it  was,  yet 
the  position  of  the  unskilled  is  quite  evidently  better. 
Is  not  that  true;  I am  asking  for  information,  you 
understand  ? — I dare  say  that  may  he  the  case,  hut  I 
cannot  of  my  own  knowledge  give  evidence  on  that 
particular  point. 

3119.  Perhaps  the  gentleman  on  your  left  can? — 
(Mr.  Milne  Bailey) : Our  information  is  that  it  is 
not  true.  If  you  are  taking  rates  of  wages  the  rates 
even  for  unskilled  workers  in  the  shipbuilding 
industry  are  rather  below  the  1914  average.  I.  am 
not  saying  they  are  as  much  below  as  the  skilled 
workers;  they  are  better  off  in  relation  to  the  skilled 
workers  than  they  were  in  1914,  hut  the  rates  are 
still  below  in  purchasing  power  what  they  were  in 
pre-war  times.  (Mr.  Walhden ) : I might  add  that 
the  position  of  the  skilled  men  is  the  reason  for 
most  acute  unrest  and  dissatisfaction.  When  they 
know  that  in  America,  for  example,  the  rates  of  pay 
for  skilled  people  are  so  much  higher  than  they  are 
in  this  country  it  causes  them  very  serious  concern. 

3120.  One  result,  perhaps  you  will  agree,  has  been, 
has  it  not,  that  you  have,  so  to  speak,  levelled  down 
the.  skilled  men  to  the  position  of  the  unskilled,  and 
so  made  it  very  difficult  to  get  apprentices  in  the 
skilled  trades,  which  may  be  a great  drawback  to 
this  country? — I should  not  say  we  have  done  that; 
it  may  have  been  done. 

3121.  I did  not  mean  you.  When  I say  “ you,” 

1 simply  mean  that  it  has  been  done? — In  so  far  as 
the  rates  of  pay  of  the  skilled  people  have  not  made 
the  progress  that  in  onr  view  they  should  have  made, 
undoubtedly  it  has  militated  against  accessions  to 
their  ranks,  and  it  has  also  had  the  effect  of  many 
men  leaving  this  country  and  going  abroad,  and  if 
we  get,  as  we  are  optimistic  enough  to  believe  we 
shall  get- eventually,  a great  trade  improvement  when 
the  trade  of  Europe  is  restored,  the  country  may 
find  itself  very  short  of  good  skilled  English  artisans. 

3122.  Sir  Alan  Anderson : Can  you  suggest  any 

way  of  checking  the  material  prosperity  of  these 
organised  workers,  comparing  the  present  and  some 
other  time,  except  by  the  standard  of  living? — There 
are  records  of  the  wage  rates  paid  in  pre-war  days, 
official  records  compiled  at  that  time  by  the  Board 
of  Trade,  and  there  are  index  figures  of  the  cost  of 
living.  In  my  view,  those  would  he  the  most  reliable 
figures  to  consider.  There  might  be  important  sup- 
plementary facts  that  would  need  to  be  borne  in 
mind,  I think.  Perhaps  I bad  better  say  at  once 
that  if  you  would  like  this  dealt  with  thoroughly,  we 
would  be  prepared  to  come  again,  if  you  desired  that, 
with  a review  of  that  aspect  of  your  inquiry.  We 
perhaps  had  got  too  much  in  our  minds  that  you 
were  concerned  about  the  debt  and  how  it  should  be 
dealt  with,  and  taxation  and  bow  that  might  be 
modified.  (Chairmcm)  : Thank  you,  that  may  be 

necessary. 

3123.  Mr.  Bramley:  Before  we  leave  this  section: 
you  state  that  you  are  expressing  the  view  of  about 
4,500,000  organised  workers  “ and  their  dependants.” 
Do  you  mean  by  that,  that  the  majority  of  those 

P i 


232 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


30  September,  1924.]  Mr.  A.  G.  Walkden,  Mr.  A.  Pugh,  Mr.  W.  Kean  [ Continued . 

and  Mr.  Milne  Bailey. 


4,500,000  are  adults? — The  majority  of  them  un- 
doubtedly are.  There  are  single  men  amongst  them 
and  single  women,  too;  the  women  are  a relatively 
small  minority,  and  the  single  men  are  in  a minority 
amongst  the  men.  I should  think  that  a moderate 
figure  for  the  workers  and  dependants,  if  you  want 
to  get  them  altogether,  would  be  about  10,000,000 
persons. 

3124.  That  is  the  point  I was  going  to  ask  you. 
You  take  into  consideration,  in  your  evidence,  the 
fact  that  they  are  mainly  adults.  I was  going  to  ask 
you  what,  in  your  opinion,  was  the  proportion  or 
the  number  of  population  represented.  Is  that 
10,000,000?— 10,000,000  or  12,000,000,  I should  say. 

3125.  Chairman  : Now  we  will  pass  to  the  second 
section  of  your  paper,  if  you  please?- — That  deals  with 
the  limitation  which  the  debt  imposes  on  schemes  of 
social  reform. 

312-6.  Sir  Charles  Addis  : Is  it  quite  correct  to  say 
that  payment  of  the  debt  and  schemes  of  social 
amelioration  must  be  regarded  as  alternatives? — -It 
is  our  experience  that  when  we  press  for  schemes  of 
social  amelioration,  we  get  right  down  to  the  bedrock 
of  the  difficulty  and  we  are  always  told  that  there  is 
no  money  available,  and  that  there  is  such  a large 
charge  to  meet  for  the  debt  interest. 

3127.  You  would  agree,  however,  that  in  spite  of 
the  heavy  demands  made  for  redemption  of  debt, 
there  has  been  at  the  same  time  a considerable 
increase  in  the  expenditure  on  social  objects? — There 
has  been  some  increase  in  social  service.  We  do  not 
think  there  have  been  very  large  sums  paid  in  the 
redemption  of  debt — somewhere  about  £40,000,000  or 
£50,000,000  a year;  we  do  not  think  that  is  nearly 
enough. 

3128.  You  think  that  ought  to  be  increased? — 
Certainly. 

3129.  Do  you  say  also  that  if  there  were  no  in- 
debtedness to  pay,  the  amount  might  be  available 
for  social  objects? — A large  proportion  of  it. 

3130.  Have  you  taken  into  account  there  the  reduc- 
tion of  taxable  capital  that  would  follow? — Yes,  we 
have  ha  I some  regard  to  that. 

3131.  It  would  be  very  considerable,  would  it  not? 
— It  would  not  be  so  large  as  the  reduction  of  the 
debt-.  There  would  have  to  be  -a  discount  allowed  for 
the  reduction  of  taxable  capital — or  rather,  income; 
we  have  not  taxed  capital  yet. 

3132.  Supposing  that  £6,000,000,000  of  the  debt 
were  wiped  out,  you  could  not  get  the  same  revenue 
unless  in  some  way  or  other  fresh  capital  were 
created? — There  might  be  a time  when  you  would 
have  not  quite  the  same  income  to  tax.  If  the 
£6,000,000,000  were  raised  in  the  sense  you  suggest, 
it  might  take  some  four  or  five  years  to  do  it;  then 
it  .would  work  through,  and  when  the  bondholders  of 
the  debt  had  been  paid  out,  they  would  reinvest 
their  money  again  and  get  a fresh  income  from  it, 
and  that  income  would  be  taxable. 

3133.  Fresh  capital  would  be  created? — Yes,  and 
even  in  the  meantime  you  would  only  lose  4s.  or  5s. 
in  the  £. 

31-34.  It  was  just  that  this  paragraph  might  be 
held  to  suggest  that,  if  you  wiped  out  the  whole  of 
the  debt,  there  would  be  £300,000,000  odd  of  tax 
available  for  social  expenditure,  and  that  is  not  what 
you  mean? — I mean  that  largely,  in  the  main,  but 
there  would  >be  a discount  off  the  £300,000,000  to  the 
extent  that  the  interest  received  would  be  either 
suspended  or  diminished  very  much  for  a time. 

3135.  It  would  not  be  operative,  you  will  agree, 
until  a corresponding  amount  of  fresh  capital,  not 
necessarily  the  same  amount,  but  a corresponding 
amount  of  fresh  capital  had  been  created? — No,  there 
is  no  destruction  of  any  capital  in  our  suggestion, 
and  not  necessarily  any  creation  of  fresh  capital. 
The  £6,000,000,000  of  the  debt,  if  paid  back  to  the 
bondholders,  would  be  reinvested — that  same  capital. 

3136.  I quite  agree,  but  if  you  wipe  out  the  debt, 
the  area  of  taxable  capital  available  to  the  State 
would  decrease  to  that  amount? — Not  altogether. 

3137.  What  takes  its  place? — The  people  who  re- 
ceived the  money  that  was  raised  would  put  it 
in  the  first  instance  on  deposit;  they  would  get 


perhaps  2 per  cent,  on  it  then,  instead  of  4 per  cent, 
or  5 per  cent.,  and  afterwards  they  would  reinvest 
it  in  the  main  in  productive  enterprise,  and  there 
you  get  your  taxable  income  available  again. 

3138.  Mr.  Bowen-.  Do  you  think  such  capital  would 
be  invested  in  gilt-edged  securities,  or  do  you  ithink 
it  would  be  invested  in  industrials? — When  there  is 
abundance  of  capital  seeking  investment,  it  flows 
where  it  can,  of  course.  There  is  only  a limited 
supply  of  gilt-edged  investment;  that  would  be 
diminished,  by  the  reduction  of  the  Government 
stock,  and  the  fluid  capital  seeking  investment  would 
make  itself  available  more  readily  for  industrial 
development.  The  best  period  I can  recall  in  which 
there  was  a great  abundance  of  capital  was  round 
about  1897.  There  had  been  a long  period  then  of 
freedom  from  wars  anywhere  in  the  world,  I think, 
from  the  Egyptian  W-ar  until  the  Hispano-American 
War  broke  out  in  1898.  By  1897  there  had  been  a 
very  large  accumulation  of  marginal  capital,  and 
it  was  abundant  then  for  all  sorts  of  purposes;  and 
municipal  corporations — bodies  with  which  we  are 
more  closely  in  touch  than  private  capitalist  under- 
takings— could  raise  money  and  did  in  fact  raise  it 
for  great  enterprises,  like  waterworks  and  tram 
systems  and  sewage  works  and  so  forth,  at  very 
easy  terms.  I think  Leeds  got  £2,000,000  in  1897 
at  2j  per  cent. ; at  any  rate,  you  will  all  remember, 
perhaps,  that  Mr.  Goschen,  who  was  then  Chancellor 
of  the  Exchequer,  was  able  to  reduce  the  rate  of  in- 
terest on  Consols  because  of  the  abundance  of 
capital,  and  in  our  view  the  conversion  or  redemp- 
tion of  the  National  Debt  by  means  of  a Capital 
Levy  would  provide  money,  by  means  of  the  abun- 
dance of  capital  that  would  be  available  to  help 
industry. 

3139.  Mr.  Hicliens : I should  like  to  be  a little 
clearer,  if  I can,  as  to  your  view.  I take  it  you 
would  agree  with  me  that  assets  represented  by  that 
£6,000,000,000  of  debt  have  mostly  gone  up  in  smoke 
or  in  explosions  of  one  kind  or  -another? — I have 
been  thinking  about  the  realities  of  that  expendi- 
ture, and  it  seems  to  me  that  it  was  spent  for  a 
great  service. 

3140.  I am  not  saying  it  was  not? — An  enormous 
service ; and  that  service  was  rendered  by  the  soldiers, 
who  were  more  or  less  without  -any  pay — they  were 
not  paid  so  well  as  the  Colonial  soldiers — and  by  the 
people  who  provided  them  with  their  equipment, 
munitions  and  so  forth,  and  the  service  was  rendered 
and  the  freedom  of  the  country  was  retained  and 
the  object  we  had  in  view  was  achieved. 

3141.  1 am  not  saying  it  was  not  worth  having — 
enormously  worth  having,  and  worth  everything  that 
was  spent  -upon  it,  but  at  the  same  time  that  does 
not  represent  any  material  assets  in  the  shape  of 
new  waterworks  or  electric  lighting  schemes  or  any- 
thing of  that  kind? — I quite  agree. 

3142.  This  is  what  I was  going  to  lead  up  to.  It 
corresponds  rather  to  an  item  of  goodwill  in  a balance 
sheet.  Goodwill  is  something  which  has  no  mate- 
rial asset  behind  it? — Yes;  you  might  call  it  a 
security  asset,  or  something  of  that  sort.  If  you 
will  get  into  a lesser  sphere,  which  is  easier  to  con- 
sider, we  may  picture  it  as  a calamity  or  a disaster 
that  befell  the  community.  If  a town  or  village 
had  a disaster,  a flood  or  1a  plague,  or  something  like 
that,  -and  they  had  to  spend  a lot  of  money  to  deal 
with  that  situation,  it  would  be  very  bad  for  that 
village  if  it  borrowed  money  and  then  kept  it  as  a 
debt  for  evermore  hanging  -round  its  neck.  No  one 
would  want  to  live  in  that  village,  because  of  the 
high  charges  for  interest  on  the  debt. 

3143.  What  I want  to  get  at  is  this.  If  one 
agree®,  ap  one  generally  does,  that  there  is  no 
material  asset  behind  this  big  debt,  how  would  you 
increase  the  wealth  of  the  country  in  any  way,  and 
enable  more  to  be  spent  in  other  directions,  if  you 
cancelled  the  whole  lot? — -We  are  not  proposing  to 
cancel  it  in.  the  sense  of  repudiation.  We  do  not 
stand  for  that  -at  all. 

3144.  Supposing  you  did,  to  take  an  extreme  case, 
how  would  it  leave  any  additional  wealth  available 
for  social  purposes?  How  would  you  be  any  better 
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off  in  the  sense  of  material  wealth  than  you  were 
before? — We  have  not  said  that  the  operation 
would  create  additional  wealth.  We  have  tried  to 
show  that  it  would  have  beneficial  effects  in  the 
transference  of  the  credit  represented  by  that  debt 
into  productive  channels.  If  I might  go  hack  to 
the  village  illustration  again,  I should  think  that 
the  operation  might  be  very  similar,  to  the  case  of 
a village  calling  upon  its  wealthy  people,  of  whom 
there  might  be  quite  a number  in  the  village,  to 
subscribe  to  ‘a  fund  to  pay  off  the  expenses  incurred 
in  dealing  with  the  disaster.  When  that  was  done, 
the  village  would  be  in  a better  position  than 
previously  for  everybody. 

3145.  Mr.  Bramley:  Is  this  the  point?  Do  you 
agree  that  it  is  not  ;a  question  of  increasing  the 
total  amount  of  wealth  of  the  country,  but  it  is 
a question  of  retaining  a bigger  proportion  of  the 
national  income  for  social  purposes  by  reducing  the 
nation’s  liability  to  private  persons? — Yes,  that  is 
our  point. 

3146.  With  reference  to  that,  and  with  reference 
to  a question  that  has  been  put  to  you  just  now 
in  your  opinion,  would  the  reduction  in  the  national 
income  by  taxation  be  less  than  the  saving  in  the 

total  amount  of  annual  interest  we  have  to  pay? 

No,  the  reduction,  if  you  had  no  debt  interest  to 
pay,  would  be  far  greater  than  the  reduction  of 
revenue  from  the  taxation  of  that  interest  itself. 

3147.  That  is  your  opinion? — Yes. 

3148.  Professor  Ball : Should  I be  right  in  saying 
that  this  is  your  view:  that  the  cancelling  of  the 
debt  does  not  reduce  the  power  of  the  community 
to  produce  wealth,  and  therefore  does  not  reduce 
its  taxable  capacity  ?— If  we  redeem  the  debt,  we 
do  not  destroy  anything  in  the  sense  of  productive 
power;  we  do  not  disturb  the  machinery  of  the 
country,  the  equipment  of  the  country,  the  skill  of 
the  people  or  anything  of  the  kind.  Its  capacity 
lor  production  is  as  great  as  ever. 

3149.  And  therefore  you  think  its  taxable  capacity 
remains  as  great  ,as  before?— Substantially  so, 
certainly. 

3150.  And  therefore  there  would  be  this  margin 
available  for  social  services  which  we  now  have  to 
pay  as  interest  on  the  debt?— Yes,  there  would  he 
a very  large  margin  available  for  social  service. 

3151.  I just  want  to  get  your  point  of  view: 
that  is  essentially  your  point  of  view? — Yes. 

3152.  Sir  Charles  Acldis : Is  it  not  your  point  of 
view  that  it  would  be  eventually  available  but  not 
immediately;  that  there  are  people  lioldino- 
£6,000,000,000  of  bonds  for  which  they  receive 
interest,  no  doubt  paid  by  another  portion  of  the 
community,  but  on  which  the  State  is  able  to 
exact  Income  lax;  if  those  were  redeemed  it  is 
true  that  the  potential  taxable  jcapacity  of  the 
country  would  not  be  affected,  but  surely  it  would 
be  a result  that  the  revenue  of  the  country  would 
lie  decreased  at  first?— The  revenue  of  the  State 
might  be  affected  to  some  degree;  probably  it 
would  be  affected  to  some  extent  during  the  period 
when  you  are  carrying  out  the  operations;  but 
when  you  had  completed  them,  it  would  right  itself, 
uud  the  country,  in  our  view,  would  go  on  very 
much  better  than  before. 

3153.  Mr.  Bramley.  But  immediately  the  net 
revenue  to  the  State  would  surely,  in  your  opinion, 

e on  the  right  side.  Supposing  the  revenue  from 
these  securities  held  by  those  who  are  participating 
in  the  advantages  of  the  debt  is  lower-  than  the 
total  amount  of  interest  the  State  is  compelled  to 
pay  immediately  the  transaction  would  leave  the 
Mate  with  a balance  on  the  right  side,  would  it 
not?— Yes,  enormously  on  the  right  side;  it  would 
have  a very  great  'advantage  from  the  standpoint 
f national  Inability  and  expense,  and  you  would 
not  Have  an  appreciably  diminished  income;  there 
ai  bo-S013}f  diminution  of  a temporary  character. 
31o4.  Si,-  Charles  Addis : The  whole  of  the  interest 
on  the  debt -must  be  paid  by  the  State  and  taken 
from  the  taxpayer?  That  is  quite  clear P— Yes 


3155.  The  State  recovers  part  of  that  from  the 

bondholder  in  the  form  of  Income  Tax? Yes. 

3156.  If  the  bondholder  ceases  to  exist,  it  can 
no  longer  recover  tax  from  that  particular  body 
of  taxpayers  ?— If  we  really  cause  him  to  cease  to 
exist,  which  we  do  not  wish  to  do  for  a moment. 
If  we  executed  him,  we  will  say,  or  in  any  political 
sense  caused  him  to  cease  to  exist,  that  might  be  the 
case;  but  lie  does  not  cease  to  exist;  his  bond  value  is 
paid  to  him,  and  with ' that  money  he  can  earn 
a fresh  income  which  would  be  taxable. 

3157.  When  the  adjustment  is  made? — Yes. 

3158.  Mrs.  Wootton:  Would  you  agree  that,  ulti- 
mately , what  determines  the  taxable  capacity  of  the 
country  is  the  amount  that  the  country  produces?— 
Yes. 

3159.  Is  it  your  view  that  if  the  debt  were  wiped 
out— suppose  you  got  a super-American  to  wipe  it 
out  for  you— in  that  case  would  the  production  of 
the  counti-y  be  affected  in  any  way? — Not  at  all; 
there  would  be  a stimulus  to  the  country;  the  free- 
dom from  debt  would  have  the  effect  of  helping  the 
country. 

. the  removal  of  the  debt  does  not 

influence  the  factor  which  in  your  view  ultimately 
governs  our  taxable  capacity;  that  is,  our  produc- 
tion . The  redemption  of  the  debt  would  not  influence 
]t  adversely  but  favourably. 

3161.  Mi.  Bowen : What  would  your  view  he  in 
legal d to  the  statement  made  by  a very  important 
witness,  that  the  country  is  now  getting  accustomed 
to  a very  heavy  debt  charge,  and  that  it  can  really 
stand  it  and  we  need  not  worry  very  much  about  it  ? 

1 should  say  at  once  that  the  country  is  not  getting 
accustomed  to  it,  but  the  country  is  getting  very 
resentful  of  it.  I,  of  course,  speak  for  the^active 
working  classes  of  the  country  that  we  are  continually 
m contact  with.  They  know  the  facts  about  this 
debt;  they  know  that  every  working  day  the  year 
round  pretty  well,  £1,000,000  has  to  be  found  for 
interest  and  they  know  that  social  schemes  for 
improvements  which  they  desire  for  the  benefit  of 
themselves,  their  children,  their  old  folks  and  so 
forth,  cannot  be  brought  into  operation  because  of 
the  charge  of  this  debt.  They  know  the  debt  is  a 
burden , and  they  are  not  getting  used  to  it  • they 
want  it  to  lie  dealt  with. 

3162.  I suppose  when  you  speak  of  social  reform 
you  have  in  mind  that  it  cannot  be  levelled  as  a charge 
against  the  workers  that  they  a.re  selfish  in  demanding 
social  reform  without  regard  to  anything  else;  but 
am  I right  in  saying  that  the  idea'  of  social  reform 
would  lead  up  to  greater  efficiency  and  greater 
productivity  ?— Certainly,  that  is  our  view.  Working 
folks  consider  social  reforms  of  the  kind  that  I have 
just  referred  to,  as  being  things  which  cannot  be 
brought  about  except  by  communal  action  through 
the  State,  and  to  the  extent  they  were  brought  into 
operation  they  would  relieve  the  minds  of  the  active 
working  men,  and  their  pockets,  of  many  onerous 
burdens.  Their  own  purchasing  power  would  be. 
mci  eased,  and  to  the  extent  that  they  were  relieved 
of  trouble  and  difficulty,  their  productivity  would  be 
increased.  A man  who  is  fairly  free  from  trouble 
will  get  along  with  his  work  very  much  better  than  a 
poor  fellow  who  is  dragged  down  by  misfortune. 

3163.  Is  that  what  you  mean  in  paragraph  4,  where 
you  sa.y  that  you  are  of  opinion  that  taxation  for 
improving  social  conditions  is  not  only  just  but  is 
ultimately  remunerative?— Yes.  We  mean  that  in 
every  sense  in  regard  to  matters  of  which  I have  just 

•spoken,  such  as,  for  instance,  widows’  and  mothers’ 
pensions,  improvement  in  Old  Age  Pensions,  and 
improvement  in  measures  for  infant  welfare;  those 
come  within  the  range  of  what  I was  speaking  of  just 
now.  With  regard  to  increased  educational  facilities 
we  are  strongly  of  opinion  that  that  is  really  directly 
productive  expenditure,  that  a well-educated  com- 
munity of  working  people  will  be  far  more  productive 
than  an  ignorant,  backward  body  of  workpeople. 

3164.  What  . would  you  say  is  the  effect  of  the 
existing  taxation  for  such  purposes  as  that?  Has  it 
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any  bad  effect  upon  industry? — Not  at  all.  Tbe 
progress  of  education  since  1871  lias  caused  a 
diminution  of  crime  and  many  other  evils  of  that 
character,  and  has  enabled  all  the  business  of  the 
country  to  be  carried  on  more  comfortably  and 
effectively  than  at  the  time  when  the  people  were 
ignorant  and  you  had  riots  and  all  sorts  of  diffi- 
culties, as  well  as  footpad  robberies  and  individual 
troubles  of  that  character; 

3165.  Mr.  Bell : Might  I ask,  Mrs.  Wootton,  if  you 
distinguished,  in  your  question,  between  payment  by 
the  super- American  and  by  the  people  themselves? 
You  asked  what  would  happen  if  a super- American 
paid  off  the  debt? — (Mrs.  Wootton)  : I was  putting  a 
theoretical  case — that  we  had  no  debt,  by  whatever 
means  it  was  paid.  (Mr.  Bell) : Is  not  that  the  crux 
of  it — by  what  means? — (Mrs.  Wootton) : I will  take 
that  as  a separate  stage.  In  this  Section  II,  Mr. 
Walkden,  you  say  that  the  present  cost  of  interest 
on  the  debt  is  £305,000,000.  Y’ou  also  mention  cer- 
tain lines  of  social  reform,  but  I take  it  that  they 
are  by  way  of  illustration — education  and  Old  Age 
Pensions,  and  so  on.  You  hold  that  those  kinds  of 
social  reform  are  very  important? — (Mr.  Walkden) : 
Very  important. 

3166.  And  ultimately  remunerative : I think  you 
have  already  given  a reason  for  that? — Yes,  ulti- 
mately remunerative. 

3167.  They  are  also,  of  course,  expensive;  they  cost 
a good  deal  of  money? — Yes,  they  will  incur 
expense;  the  problem  is  to  make  such  adjustments  as 
will  provide  for  that  expenditure  to  be  met. 

3168.  I take  it  that  you  are,  as  it  were,  looking 
round,  as  these  things  are  important  and  expensive, 
to  see  what  is  the  most  likely  place  to  get  the  money 
from  to  finance  them? — Yes. 

3169.  And  you  suggest  that  one  possible  place  is 
in  connection  with  the  National  Debt,  if  we  could 
effect  economy  in  the  cost  of  the  debt  service? — Yes. 

3170.  Can  you  suggest  any  other  source  from  which 
we  should  be  likely  to  get  an  adequate  amount  ? Sup- 
posing we  leave  the  National  Debt  untouched,  can 
you  hold  out  any  other  prospect  of  our  obtaining 
these  social  services  that  are  needed? — There  could 
be  other  expedients  adopted;  it  is  doubtful  whether 
they  would  yield  the  same  amount  of  revenue  as  the 
debt  interest  absorbs  now.  The  Super-tax  might  be 
increased;  the  Death  Duties  might  he  increased; 
there  are  ways  and  means  of  getting  other  money, 
but,  in  our  carefully  considered  view,  the  most 
desirable  thing  to  do  is  to  get  the  debt  redeemed 
and  to  get  free  from  the  necessity  of  paying  interest 
on  it. 

3171.  You  do  not  immediately  see  any  other  com- 
parable source  of  income  with  which  to  finance  these 
social  schemes? — No,  nothing  like  so  good. 

3172.  Mr.  Bramley : Regarding  the  advantages  to 
be  secured  by  the  reduction  of  the  National  Debt, 
I think  you  state  that  the  wage  earners  are  con- 
scious, by  experience,  of  substantial  disadvantages 
to  them  arising  from  the  debt? — Yes. 

3173.  Can  you  suggest  any  section  of  the  com- 
munity who  are  gaining  an  advantage  by  the  per- 
petuation of  the  National  Debt? — I cannot  see  what 
good  it  is  to  anybody,  except  that  it  may  be  regarded 
as  a very  nice  comfortable  thing  by  those  who  hold 
the  scrip  to  sit  indefinitely,  they  and  their  heirs  for 
ever,  receiving  out  of  the  community  the  interest 
on  this  money,  which  does  not  represent,  as  Mr. 
Hichens  said,  any  productive  enterprise  at  all. 

3174.  Sir  Alam  Anderson  : Even  they  would  be  all 
right,  because  they  could  substitute  something  else 
if  it  were  paid  off? — We  think  it  would  be  a good 
thing  for  them  to  have  to  exert  themselves  to  look 
round  for  new  avenues  of  investment  instead  of 
sitting  still. 

3175.  Their  only  change,  as  holders  of  this  interest- 
paying security,  would  be  that  they  would  have  to 
get  another  interest-paying  security? — Yes. 

3176-  (And  as  taxpayers  they  would  pay  their  share 
of  tax  or  whatever  it  was? — Yes. 


3177.  Chairman  : Are  there  many  working  people 
investing  in  the  debt? — Our  information  is,  that  the 
number  is  very  few.  We  he(ar  more  of  workers 
having  to  sell  up  their  homes  and  pawn  their  tools, 
and  being  in  very  great  difficulty  through  the  dis- 
tressful times  they  are  now  living  in.  They  help  one 
another  a great  deal.  We  do  know  that  many  who 
took  up  Savings  Certificates  have  had  to  sell  them  to 
get  the  money  to  live  by.  There  are  now  over  one 
million — there  have  been  two  million — working  people 
unemployed;  and  they  do  help  one  another  in  a real 
sense,  and  fathers  help  sons  and  sons  help  fathers 
and  relatives  and  friends,  and  so  forth,  and  a great 
deal  of  what  they  did  save  in  Savings  Certificates, 
which  ran  into  £300,000,000  or  £400,000,000,  I 
believe,  has  been  liquidated,  so  far  as  they  are 
concerned ; and  our  information  is  that  it  is  held 
more  largely  by  the  middle  classes,  the  trading  classes, 
than  the  working  classes ; but  the  holdings  of  the 
working  people  in  the  debt  are  very  negligible, 
compared  with  the  whole  six  thousand  millions  or  so. 

3178.  Mrs.  Wootton : Savings  Certificates  are  free 
from  tax,  I think? — Yes. 

3179.  That  makes  them  an  attractive  investment? 

- — Very. 

3180.  So  that  a considerable  sum  is  invested  in 
Savings  Certificates  because  they  are  free  from  tax? 
— They  are  very  popular  with  shopkeepers  and  people 
like  that.  They  can  get  up  to  £500  worth  face  value 
and  need  not  return  them  for  Income  Tax  purposes 
at  all. 

3181.  Mr.  Bell:  I want  to  get,  if  I can,  back  to 
elementals.  It  is  the  case,  -as  you  put  it,  that  you 
think  a real  service  was  done  by  the  expenditure 
represented  by  the  debt.  You  were  very  frank  on 
that.  It  brought  security  and  it  brought!  service 
rendered  by  soldiers  and  others  at  the  time  of  the 
War  ? — Yes. 

3182.  A real  debt  has  been  incurred? — Yes. 

3183.  And  you  gave  the  example  of  either  a private 
person  or  a village.  Now  it  may  be  the  case  that 
a private  person  having  contracted  a debt  would 
like  to  do  many  nice  things.  He  would  like  to  take 
his  children  to  the  seaside;  he  would  like  to  educate 
them  in  a certain  way,  and  he  would  like  to  do 
many  things,  but  if  he  is  an  honest  man,  is  not  the 
debt  a matter  which  he  has  first  to  look  to  ? — I think 
it  is  the  thing  we  ought  all  to  look  to  first;  and  those 
who  receive  most  value  from  the  service  rendered 
should  be  the  readiest  to  help  to  redeem  the  debt. 

3184.  Let  us  put  that  aside,  because  that,  of  course, 
is  disputable,  as  you  know? — I do  not  think  so.  In 
my  view  that  is  very  absolute — that  the  benefit  to 
property  holders  has  been  vastly  greater  than  to 
anyone  else. 

3185.  I think  not.  It  might  have  been  the  case, 
and  it  was  the  case,  that  vast  wages  were  paid  also 
as  one  of  the  results — greatly  increased  wages? — 
Those  wages  were  only  paid  because  of  the  increased 
cost  of  living,  that  flew  up  terribly  to  176  per  cent, 
above  pre-war. 

3186.  You  know,  of  course,  that  wage  increase 
also  brings  up  the  cost  of  living  in  a very  remark- 
able way? — We  know  it  affects  the  cost  of  commodi- 
ties, of  course. 

3187.  I do  not  want  to  get  on  to  disputable  points 
of  various  sorts  of  services  rendered  during  the  War; 
but  a debt  has  been  created? — Yes. 

3188.  Is  it  not  right  that  that  debt  should  be  dis- 
charged?— 'We  think  so. 

3189.  And  that  it  ought  to  be  discharged  by  the 
proper  method  of  being  paid  in  the  usual  way? — That 
is  our  view;  we  do  not  favour  repudiation  or  can- 
cellation at  all.  We  favour  redemption. 

3190.  But  iff  you  take  from  a man  who  is  holding 
it  some  of  the  debt  by  what  is  called  a Capital  Levy, 
and  what  I call  partial  confiscation — if  you  take  from 
him  a certain  portion  of  that,  you  a.re  doing  what 
you  say  you  do  not  intend  to  do? — Some  great 
authority  said  that  all  taxation  is  confiscation. 
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3191.  I agree  to  that  extent,  but  are  you  going  to 
make  here  a special  difference,  and  for  this  special 
category  of  debt  are  you  going  to  say:  “We  shall 
cancel  some  of  that  debt  in  the  hands  of  certain 
people  ” ?- — We  take  the  view  that  taxation  can  only 
be  got  out  of  those  who  have  the  money  to  pay. 
Working  people  are  taxed  as  high  as  they  can  pay  at 
the  present  time.  The  service  rendered  during  the 
War  secured  the  value  of  property  and  maintained  it 
in  this  country  and  augmented  its  value  very  heavily 
in  some  cases,  particularly  in  the  case  of  house 
property,  which  affects  the  working  classes  very 
seriously ; but  the  whole  value  of  property  arises  from 
the  existence  of  the  State,  and  from  law  and  order 
and  security.  The  State  is  the  community  in  its 
uiganised  capacity,  and  wealth  would  be  of  no  value 
if  you  had  anarchy  in  place  of  order,  and  those  who 
own  wealth  are  rightly  the  people  who  should  help  to 
redeem  the  debt. 

3102.  Anarchy  is,  I take  it,  just  as  inimical  to  the 
interests  of  the  workers  as  it  is  to  the  property 
owner  P — I am  not  sure  whether  you  think  I was 
specialising  against  bondholders  of  the  National  Debt. 
We  consider  than  all  wealthy  people  should  subscribe 
to  the  clearance  of  the  debt. 

3193.  I quite  follow;  I am  only  asking  why  is  this 
differentiated  from  a private  man’s  debt,  A private 
man  has  to  pay  a certain  amount  which  he  has 
borrowed  from  somebody  else? — That  is  a private  debt 
— not  a State  debt.  All  this  debt  was  incurred  by 
the  State. 

3194.  Quite  so,  but  the  man  to  whom  the  money  is 
owed  in  the  case  of  the  private  man,  is  told  by  the 
man  from  whom  he  borrowed,  that  he,  the  borrower, 
would  like  to  engage  in  various  things;  he  would  like 
lo  send  his  children  to  school,  and  he  would  like  to 
do  a hundred  and  one  things,  and  therefore  he  pro- 
poses that  the  man  who  lent  him  the  money  should 
cancel  part  of  that  debt  P — We  are  rather  getting  away 
from  the  fact  that  it  was  a State  service;  the  call 
was  made  by  the  State;  it  was  a communal  matter. 

3195.  Did  you  not  compare  the  thing  to  a village 
or  a private  man? — I compared  it  to  a village  or  com- 
munity which  had  a disaster  befalling  it,  that  it  had 
to  meet  immediately,  and  which  had  to  borrow  money 
to  do  so.  1 said  it  would  be  an  advantage  to  get  rid 
of  its  debt. 

3196.  Suppose  the  village  borrowed  from  the  next 
town  a certain  amount  of  money  to  put  its  water- 
works in  order,  they  having  burst,  is  it  going  to  ask  . 
that  other  town  to  pay  off  some  of  the  debt? — That 
allusion  is  rather  analogous  to  the  case  of  America. 
AVe  have  differentiated  in  the  method  in  which  the 
two  sections  of  the  debt  have  to  be  treated,  the 
internal  debt  and  the  external  debt.  When  I say 
“ we,”  I mean  those  of  us  who  are  representing  the 
Trades  Union  Congress. 

3197.  Mr.  Bramley : Regarding  this  question  of 
differentiation  between  one  section  of  the  community 
and  another  in  the  payment  of  this  debt,  I would 
like  to  ask  a few  questions.  You  take  the  view  that 
the  National  Debt  is  a national  danger? — A national 
disadvantage;  it  may  become  a danger. 

3198.  Therefore,  you  take  the  view  that  the  dis- 
advantage should  be  removed  by  those  who  can 
render  that  particular  kind  of  service  necessary  for 
its  removal? — Certainly. 

3199.  Just  ,as  during  the  War,  for  instance,  those 
who  could  render  physical  service  to  the  country  were 
called  upon  to  do  so? — Yes,  the  young  men. 

3200.  You  now  suggest  that  the  financial  danger  to 
the  country  should  be  met  by  those  capable  of  meet- 
ing it  in  precisely  the  same  way? — Certainly,  because 
they  are  best  able  to  do  it  and  they  themselves 
received  in  their  relationship  as  property  owners  an 
enormous  advantage  from  the  winning  of  the  War. 

3201.  In  general  terms,  then,  the  point  is  this  : that 
a national  danger  or  a national  disadvantage  should 
be  removed  by  the  contribution  of  service  by  those 
capable  of  removing  it.  (Mr.  Bell) : I was  in  the 
middle  of  my  examination  when  Mr.  Bramley  tried  to 
elucidate  it.  You  do  not  agree,  then,  that  as  all 
parties  were  benefited,  all  parties  should  help  in  this 


matter  of  the  reduction  of  the  National  Debt? — (Mr. 
AT  alkden) : The  working  classes  of  this  country  con- 
tributed most  in  life.  Most  of  their  sons  and  fathers 
died  in  the  AVar. 

3202.  Mr.  Bell:  Excuse  me;  you  cannot  take 

the  total  in  that  way.  Each  individual  tax- 
payer had  losses,  as  I had,  in  regard  to  the 
War ; but  there  is  no  totalling  those  matters  ? 

I am  conscious  that  all  classes  of  the  com- 
munity had  their  losses;  we  are  not  unmindful  of  that 
at  all ; but  it  is  true  to  say  that  the  wealthy  and  more 
pi  osperous  classes  of  the  country  have  smaller 
families  than  the  less  prosperous,  that  the  larger 
families  of  the  workpeople  were  drawn  upon  for  men 
to  do  the  fighting,  and  they  gave  their  boys  and  their 
men  folk  for  that  service.  And  it  is  their  feeling— I 
speak  here  very  emphatically— it  is  the  feeling  of  the 
working  people  of  this  country  that,  as  they  did  not 
stmt  to  give  that  service,  as  they  gave  it  whole- 
heartedly, without  flinching  or  any  difficulty  at  all, 
as  the  whole  voluntary  system  of  England  was  swept 
aside  and  conscription  accepted  and  worked  by  the 
working  people  of  this  country,  without  resentment, 
as  you  had  in  Ireland,  and  that  was  given 

3203.  By  all  classes? — But  the  working  classes 
were  most  largely  affected,  because  they  had  the  most 
mon-folk  to  give  and  per  family  the  largest  number : 
they  having  given  that  service,  I do  submit  that  it 
is  not  unfair  to  expect  the  more  fortunate  citizens 
of  the  community  to  render  the  service  they  can  in 
clearing  the  country  of  this  debt. 

3204.  Take  the  case  of  two  men  in  exactly  the 
same  position  m life,  one  with  a wife  and  three 
children  having  been  thrifty,  and  the  other  in 
exactly  the  same  position  and  with  the  same  oppor- 
tunity and  with  a wife  and  three  children  also,  and 
being  unthrifty ; do  you  think  the  thrifty  man  ought 

to  bear  the  cost  and  the  other  to  go  free? It  is 

very  difficult  to  sit  in  judgment  on  people  and 
censure  them  for  not  accumulating  money.  Broadly 
that  cannot  be  done  by  a Chancellor  of  the 
Exchequer  or  anyone  else.  Money  can  only  bo 
raised  from  those  who  have  it,  that  is,  those  who 
aie  foitunate  enough  to  be  gifted  with  energy  and 
ability,  including  ability  to  save.  They  must 
provide  the  money. 

3205.  I he  Chancellor  of  the  Exchequer  in  every 
reasonable  and  ordinary  Government  has  always 
taken  into  consideration  what  is  the  effect  of  taxa- 
tion upon  habits  of  thrift  and  he  has  always  asked 
what  would  be  the  effect  of  taxation  on  the  habit 
of  thrift,  which  he  wishes  to  encourage.  He  has 
never  set  it  aside  in  an  airy  way  as  though  it  did 
not  matter?— He  cannot,  when  he  is  raising  taxes, 
say  to  the  man  who  has  no  money:  “ Well,  you 
ought  to  have  some ; you  ought  to  have  been  thrifty ; 
you  ought  to  have  done  this,  that  and  the  other, 
and  I will  make  you  pay.” 

3206.  Perfectly  true,  but  he  has  always  to  think; 
in  regard  to  any  taxation  which  he  levies,  of  its 
effect  in  the  future,  and  therefore  he  has  to  be 
oareful  that  anything  that  he  does  does  not  destroy 
thrift  ? I gather  that  the  sense  of  your  question 
is  that  the  virtue  of  thrift  is  exercised  by  people 
of  the  bondholding  class,  and  is  not,  generally 
speaking,  so  prevalent  amonst  the  working  classes. 

I am  very  glad  you  have  raised  that,  because  our 
experience  is  that  to  the  extent  that  the  working 
classes  have  any  margin  they  are  just  as  thrifty 
as  any  other  classes. 

3207.  I quite  agree. — Their  accumulations  in  such 
organisations  of  their  own  as  the  Co-operative 
movement,  the  Friendly  Society  movement,  the 
Trades  Unions,  and  so  on,  are  astounding;  they  are 
wonderful,  considering  the  awfully  narrow  margin 
that  they  have  available. 

3208.  I am  in  entire  agreement  with  you,  but  I 
am  only  talking  now  of  those  people  who  are  not 
thrifty.  I do  not  distinguish  between  the  working 
classes  and  other  classes  for  the  moment? — I do 
not  see  quite  what  we  can  do  with  regard  to  the 
unthrifty,  except  to  improve  education  and  get 
everyone  to  be  a good  citizen. 
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3209.  Take  the  ease  of  a person  who  has  saved 
and  who  goes  on  saving.  Being  a banker  I know 
of  many  cases.  1 have  eases  of  sea  captains  who 
have  retired  after  many  years’  service,  and  who 
have  accumulated  a little  sum  of  money  out  of 
which,  at  a considerable  age,  their  income  is  now 
provided  for  them.  I know  others  who  have  not 
saved  a penny,  who  have  not  done  anything  to  look 
after  their  old  age  or  their  families.  Are  you  really 
considering  that  it  is  right  to  take  from  that  thrifty 
man  the  surplus  of  his  little  savings? — We  never 
know  what  the  man  who  has  nothing  has  had  to  do. 
We  know  not  what  has  been  attempted.  They  often 
have  had  family  misfortunes.  They  have  often 
helped  friends  privately. 

3210.  1 -am  not  thinking  of  those  cases.  1 am 
thinking  of  deliberate  unthrift? — It  is  not  our 
intention  to  cut  into  the  small  savings  of  little 
people.  It  is  rather  to  approach  the  possessions  of 
those  "who  have  great  possessions ; and  great 
possessions  to-day  are  the  result  of  civilisation.  If 
you  happen  to  be  a soap  maker,  for  instance,  and 
make  a great  fortune  out  of  soap,  you  only  make 
that  'because  people  are  clean  people  and  use  soap. 
You  can  sell  your  soap  only  in  a country  where 
people  are  sufficiently  forward ; you  cannot  sell  it 
in  countries  where  people  do  not  care  about  being 
clean. 

32111.  If  you  are  going  to  lay  down  a general 
principle  of  that  kind  there  is  no  distinction  between 
different  classes? — We  must  lay  down  a principle 
which,  I think,  is  necessarily  worked  upon  by  all 
Chancellors  of  the  Exchequer  of  any  party,  that  you 
can  only  raise  revenue  by  taxation  from  those  who 
have  it. 

3212.  That  is  my  point.  Are  you  going  to  tax 
people  proportionately  to  what  they  have,  or  are 
you  going  to  select  300,000  people  only  in  this 
country  from  whom  you  will  take  their  savings? — 
We  propose  taking  a levy  in  proportion  to  the 
wealth  held  by  the  individuals. 

3213.  No,  I think  not;  you  are  going  to  say: 

“ We  are  going  to  leave  out  a huge  number  of 
individuals  and  levy  upon  a small  number”? — 
Because  they  are  -best  able  to  pay. 

3214.  I am  not  talking  about  their  ability  to  pay 
an  amount ; I am  talking  of  the  ability  to  pay  in 
proportion.  Is  not  everybody  to  pay  in  proportion? 
— The  less  fortunate  citizens  are  already  paying  all 
they  reasonably  can  for  the  general  expenses  of  the 
country  and  their  own  expenses  of  living. 

3215.  The  belief  of  some  is  very  much  to  the  con- 
trary. The  national  expenditure,  as  projected  in  the 
present  Budget,  is  something  like  £170  per  head 
upon  those  who  are  Income  Tax  payers  as  against 
£5  5s.  lid.  per  head  upon  those  who  are  not  Have 
you  seen  those  figures? — -I  am  not  familiar  with 
them;  I have  seen  them. 

3216.  I wish  you  would  look  into  them.  The  con- 
tention is  that  a very  heavy  Capital  Levy  is  going 
on  now  by  leason  of  taxation? — Not  for  the  purpose 
of  redeeming  the  debt. 

3217.  Yes,  for  the  purpose  of  redeeming  the  debt. 
There  is  a sum  of  £40,000,000  or  £50,000,000  set 
aside  for  that  very  purpose  and  the  surplus  of  the 
Budget,  the  old  Sinking  Fund  as  it  is. called,  auto- 
matically goes  to  reduction,  and  those  sums  of  money 
come,  as  I say,  out  of  the  £170  per  head — a very 
heavy  taxation  which  is  really  crippling  industry  in 
this  country — and  £5  5s.  lid.  per  head  comes  from 
that,  as  I think,  very  small  taxation  by  reason  of 
exemptions  and  other  things,  which  falls  on  the 
working  classes — and  possibly  rightly.  Ton  remember 
that  there  is  exemption  below  £225  for  a married 
man,  so  much  for  a child,  and  so  on,  so  that  prac- 
tically everybody  under  that  has  entire  exemption. 
Then  the  indirect  taxation  has  been  so  reduced  that 
we  have  come  practically  now  to  taxation  upon 
tobacco  and  alcohol  only ? — £28,000,000  on  food. 

3218.  It  is  getting  reduced  according  to  the  last 
Budget,  and  that  taxation  on  food  is  paid  by  all 
people  who  eat,  whether  they  are  rich  or  poor,  hut  - 


not  to  the  same  extent? — The  proportion  spent  on 
food  by  a working  class  man  is  vastly  greater  than 
the  proportion  spent  by  a £10,000  a year  man. 

3219.  Very  much  greater,  but  you  see,  as  I tried 
to  show,  as  against  that  taxation  the  other  classes  are 
paying  £170  per  head  as  against  £5? — That  rather 
shows  the  enormous  disparity  of  the  wealth  of  the 
country — how  it  is  located. 

3220.  Not  necessarily.  It  might  show  the  enormous 
disparity  between  the  proportion  of  tax  charged  on 
one  class  and  another  ? — Chancellors  are  always  bound 
to  have  regard  to  leaving  enough  margin  for  people 
to  meet  the  bare  necessities  of  life ; and  the  working 
people  get  very  little  more  than  that.  If  the  State 
needs  revenue  it  must  be  levied  out  of  those  who 
have  got  income  to  pay  it  from.  If  it  needs  a large 
amount  of  money  for  reduction  of  debt  it  must  come 
out  of  those  who  have  it. 

3221.  I am  not  asking  whether  a larger  or  smaller 
sum  should  come;  I am  asking  if  a proportionate  sum 
should  come  from  every  man? — Proportionate  among 
those  who  have,  in  proportion  to  what  they  have. 

3222.  But  everybody,  has  something? — The  majority 
or  people  have  nothing.  They  are  only  about  a fort- 
night from  starvation. 

3223.  I am  only  asking  with  regard  to  those  people 
who  have  something? — In  our  view  they  (the 
working  classes)  have  not  any  adequate  resources  to 
contribute. 

3224.  You  cannot  say  they  have  not,  if  I say 
“ those  people  who  have.”  I am  asking  if  a man 
with  £500  of  capital  is  to  subscribe? — No.  Our  view 
is  that  it  is  not  worth  pursuing  small  amounts 
capital  in  such  a manner. 

3225.  Is  the  man  with  £1,000  to  pay? — The  lowest 
figure  where  you  could  begin  in  a practical  way  to 
raise  money  by  a Capital  Levy  would  be  about  £5,000. 

3226.  You  are  aware,  of  course,  that  it  was  at  first 
£2,000,  are  you  not? — When  it  was  first  suggested,  I 
believe.  Further  figures  were  suggested,  and  further 
consideration  has  caused  those  with  whom  I am 
associated  to  come  to  a considered  view  that  £5,000 
should  be  the  minimum. 

3227.  The  considered  view  taking  into  account  that 
it  would  be  more  popular  among  a large  body  of 
voters? — No.  It  was  not  considered  from  that  point 
of  view  so  much  as  from  the  point  of  view  of  the 
practical  difficulty  of  getting  particulars  and  re- 
ceiving the  money  from  very  small  people. 

3228.  As  to  that  practical  difficulty,  is  it  not  the 
case  that  people  with  £2,000  or  £5,000  or  £500  have 
now  to  make  a return  for  Death  Duties? — That  is  so. 

3229.  How  then  would  it  be  more  difficult  for  them 
to  be  assessed,  seeing  that  they  are  assessed  now? — 
When  you  get  down  to  small  operations  and  small 
people,,  the  degree  of  disturbance  and  the  difficulties 
of  raising  the  money  are  so  much  greater. 

3230.  It  is  not  the  difficulty  of  assessing  it? — It  is 
the  whale  ■difficulty  of  dealing  with  it  with  very  small 
people. 

3231.  It  is  not  the  difficulty  of  assessing  it.  You 
could  get  it,  if  you  wanted  it? — You  can  get  returns 
rendered  much  better  by  people  in  large  figures  of 
money  than  you  can  by  very  little  people. 

3232.  Not  at  all.  You  get  the  money  rendered 
equally  well  for  Death  Duties  in  regard  to  a man 
with  £3,000  as  if  he  had  got  £3,000,000?— I am  not 
a tax  collector  or  a tax  assessor,  but  I gather  from 
friends  of  mine  who  are  connected  with  that  service 
that  there  is  greater  difficulty  in  dealing  with  small 
people  from  start  to  finish  than  there  is  with  big 
ones. 

3233.  As  -a  matter  of  fact  it  is  not  so  difficult, 
and  it  happens  every  day  as  a matter  of  course 
that  people  . with  £3,000,  or  whatever  it  may  to 
under  £o,000,  are  to-day  taxed;  they  are  levied 
upon  for  Death  Duties  just  like  anybody  else;  it 
is  equally  easy? — On  the  occasion  of  death,  but 
that  is  an  incident  of  far  less  frequency.  I mean, 
if  you  are  going  into  ia  Capital  Levy  you  are  going 
to  deal  with  everybody  at  once.  In  the  case  of 
deaths,  it  is  only  those  who  die  who  have  to  be 
dealt  with,  and  there  is  more  time  and  less  pressure 
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in  dealing  with  those;  and  there  is  generally  a 
family  friend  brought  in  to  help  in  clearing  up 
the  affairs. 

3234.  But  I am  not  putting  that  point.  I am 
putting  the  point  that  it  is  ascertainable  easily, 
and  is  ascertained  easily? — I do  not  think  it  could 
be  ascertained  so  easily,  but  if  it  were,  we  could 
still  make  the  point  that  it  is  not  desirable,  not 
worth  while,  and  would  not  be  fair  to  start  taxing 
very  small  people. 

3235.  When  you  say  “ not  worth  while,”  do  you 
mean  as  to  the  amount  ? — The  amount  would  be 
relatively  small. 

3236.  The  amount  would  be  very  large,  would  it 
not? — It  has  not  been  ascertained. 

3237.  It  is  easily  ascertainable.  The  amount  of 
money  in  those  sums  is  very  great? — I cannot  speak 
as  to  that. 

3238.  That  is  so;  very  great  indeed? — Well,  we 
do  hot  propose  to  go  below  £5,000;  that  is  our 
view  for  all  the  reasons  I have  stated. 

3230.  You  do  quite  clearly  differentiate  between 
direct  taxation,  indirect  taxation,  and  what  you 
propose  as  a war  redemption  levy;  there  is  a 
substantial  difference  between  the  three? — Exactly, 
but  that  comes  within  the  third  section. 

3240.  Mr-  Bramley : On  the  question  of  the  cost 
of  getting  the  revenue  compared  with  the  amount 
you  would  receive,  is  not  that  determined  by  the 
fact  that  the  proposal  is  for  a graduated  tax;  it 
begins  at  a very  small  percentage  on  the  £5,000  ? — 
Yes,  that  is  so. 

3241.  If  you  are  to  graduate  down  from  that 
proportionately,  the  revenue  you  would  receive 
would  not  be  more  than  the  cost  of  getting  it;  is 
not  that  the  point? — Yes,  that  is  our  view. 

3242.  That  is  all  I want  to  say  on  that  point, 
but  with  regard  to  the  effect  of  taxation  on  thrift, 
is  there,  in  your  opinion,  any  form  of  taxation 
possible  which  does  not  penalise  either  thrift  or 
ability? — It  penalises  those  who  have  ability  and 
those  whose  thrift  has  brought  them  in  possession 
of  means. 

3243.  I mean  by  “ penalise  ” that,  in  actual  effect, 
it  is  a tax  either  on  thrift  or  ability,  either  on 
saving,  or  on  income  derived  from  either  hard  work 
or  special  ability?  That  is  your  opinion? — Yes. 

3244.  Any  form  of  taxation  would  have  that 
effect  P^Yes. 

3245.  Mr.  Bell : I do  not  want  to  interrupt  Mr. 

Bramley,  but  are  we  going  to  continue  the 
examination  of  the  Witness  until  we  have  finished 
our  points? — (Mr.  Bramley ):  I beg  your  pardon. 

With  your  permission,  I would  like  to  follow  up 
one-  point.  Regarding  this  point  of  taxation  on 
thrift,  is  it  not. a fact  that  the  man  who  is  taxed 
on  his  savings  is  very  often  the  same  individual 
who  avoids  taxation  as  a spender,  that  is  to  say, 
by  limiting  his  consumption,  and  the  proportion  we 
receive  from  him  in  the  form  of  taxation  on  com- 
modities goes  down? — (Mr.  Walkden)-.  That  is  so, 
particularly  with  the  small  saving  person. 

3246.  That  thrifty  man  is  not  a source  of  revenue 
to  the  State  as  a consumer  ? — No. 

3247.  So  that  it  is  not  very  unjust,  is  it,  that 
wo  should  call  upon  him  to  meet  his  liability  ns 
a.  saver? — No. 

3248.  Mr.  Bell -.  I would  like  to  elucidate  that  a 
little  further.  If  a miser,  though  a very  poor 
spender  by  reason  of  his  savings,  invests  them  in 
industry,  may  he  not  realliy  be  a better  citizen 
than  a thriftless  person ; may  he  not  be  doing  more 
for  the  country? — I have  never  heard  misers 
described  as  good  citizen®. 

3249.  No;  but  by  reason  of  avoidance  of  personal 
expenditure  and  the  re-investment  of  what  he  saves 
In  the  industries  of  the  country,  he  may  conceivably 
be  a very  much  better  citizen  than  the  man  who 
spends  for  his  personal  advantage? — That  might  be 
so,  and  he  would  be  a very  much . better  subject 
for  taxation;  quite  a suitable  subject,  I should 
think. 


3260.  It  does  not  follow  that  he  would  be  a better 
subject  for  taxation  than  the  thriftless  man — a man 
who  had  the  same  income? — I say  the  man  who  has 
got  the  money  is  the  only  man  you  can  tax. 

3251.  I am  talking  about  another  point.  You 
said  he  would  be  a less  good  citizen,  possibly? — I 
do  not  think  much  good  purpose  could  be  served 
by  pursuing  prodigal  sons;  I do  not  know  what  you 
are  going  to  do  with  them. 

3252.  Suppose  one  of  these  bondholders  was  a 
foreigner,  you  would  propose  not  to  take  anything 
from  him  ? — If  they  are  resident  in  this  country,  my 
own  view  is  that  you  should  call  upon  them  like 
others. 

3253.  Even  if  he  was  not  a citizen? — If  they  are 
getting  the  advantage  of  our  communal  life  here. 

3254.  Take  an  American  bank,  a private  bank,  we 
will  say,  resident  in  this  country,  or  somebody  who 
would  be  levied  upon,  living  in  this  country;  the 
citizen  of  another  country  W'ould  have  some  of  the 
indebtedness  of  the  British  Government  taken  from 
him? — It  is  not  our  suggestion  that  institutions  and 
corporations,  banks  or  firms  or  companies,  should  be 
taxed,  but  individuals  only  of  great  wealth.  If, 
say,  an  American  is  residing  here  and  having  the 
advantage  of  our  civilisation  which  he  prefers  to  his 
own,  and  has  got  wealth  in  this  country,  owning  some 
of  these  War  Bonds  or  other  British  securities,  we 
see  no  reason  why  he  should  not  be  called  upon  to 
contribute. 

3255.  Even  if  he  were  not  naturalised? — I hesitate 
about  answering  that,  because  I am  not  familiar  with 
the  laws  as  to  naturalisation ; but  without  that  know- 
ledge I should  say  there  is  no  reason  why  he  should 
not  be  taxed  in  the  same  way  as  other  people  living 
in  the  country.  If  there  are  laws  ensuring  immunity 
for  aliens  living  in  this  country,  of  course  that  is  a 
side  point;  I do  not  think  there  is  very  much  in  it. 
There  cannot  be  very  many  of  those  persons  here. 
But  we  do  know  of  wealthy  Americans  residing  here 
who  are  taking  part  in  our  public  life,  entering  the 
House  of  Commons  and  so  forth;  certainly  those 
persons  ought  to  be  taxed  like  the  British  people. 

3256.  Those  in  the  House  of  Commons  would  have 
to  be  naturalised? — Presumably. 

3257.  Sir-  Alan  Anderson : In  your  Section  II, 

paragraph  2,  you  say  : “ By  far  the  most  important 
injury  to  the  working  classes  involved  in  the  National 
Debt  is  the  limitation  which  the  debt  imposes  on 
schemes  for  the  improvement  of  social  services.”  If 
the  debt  caused  us  to  fail  to  sell  our  goods  abroad, 
and  therefore  brought  about  unemployment,  that 
would  he  still  more  important,  would  it  not,  than 
not  extending  the  social  services? — If  it  had  that 
effect,  but  in  so  far  as  the  revenue  to  pay  the 
interest  is  derived  most  largely  from  Income  Tax,  wo 
cannot  see  that  that  is  the  effect.  Of  course,  Income 
Tax  is  only  paid  on  received  incomes  after  paying 
all  expenses  in  connection  with  earning  those  incomes. 

3258.  So  you  do  not  think  that  trade  is  suffering 
from  the  present  taxation  ? — We  think  trade  would  be 
benefited  'by  an  easement  of  taxation  and,  as  I say 
distinctly  a little  later  in  relation  to  the  working 
classes,  it  would  increase  their  purchasing  power. 

3259.  But  you  do  not  think  our  foreign  trade,  our 
power  to  sell  goods  abroad,  is  damaged  by  the  pre- 
sent taxation? — I am  not  aware  that  any  producers 
of  goods  sold  abroad  have  direct  taxes  levied  upon 
them  when  they  produce  their  goods,  before  they  sell 
them,  or  that  there  is  any  kind  of  tax  on  foreign 
trade  as  such. 

3260.  I am  not  trying,  to  argue  the  point;  1 am 
just  trying  to  find  out  what  is  your  view,  and  I 
gather  your  view  is  that  trade  is  not  being  limited 
by  the%  present  taxation? — We  think  that  trade  is 
being  restricted  by  such  a large  proportion  of  the 
national  credit  being  focussed  in  this  National  Debt 
instead  of  working  more  freely  in  the  country  at 
large.  We  think,  for  instance,  that  if  money  were 
more  abundant  and  cheaper,  people  would  be  dis- 
posed to  open  up  new  brickyards  and  supply  the  very 
empty  market  with  bricks;  that  people  would  be 
enterprising  in  the  building  of  houses  which  could 
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Ije  built  and.  let  to  very  good  advantage  now.  As 
it  is,  whoever  wants  to  do  it  finds  the  cost  of  money 
a very  serious  item,  and  people  are  delaying  pro- 
ceeding with  such  enterprises  because  of  the  high 
cost  of  capital. 

3261.  I am  afraid  I have  not  quite  got  my  answer 
yet;  is  it  that  you  think  trade  is  being  damaged  by 
the  National  Debt? — ¥e  do  think  that  the  existence 
of  the  National  Debt  has  a depressing  effect  on  trade 
and  a restricting  effect  on  credit. 

3262.  Would  it  not  be  a more  important  thing  than 
the  limitation  of  the  improvement  of  social  services? 
The  failure  to  get  employment  at  all  and  to  get  good 
wages  is  surely  worse  than  faihu-e  to  have  some 
improvement  in  the  social  services  ? — In  our  view  the 
failure  to  get  orders  for  goods  that  would  give 
employment  to  our  unemployed  people  is  due  to  the 
dislocation  of  Europe  and  of  the  world.  When  you 
have  the  international  affairs  of  the  world 
straightened  out  and  trade  begins  to  flow  as  it  did 
before  the  War,  employment  will  be  resumed,  and 
not  before. 

3263.  You  would  agree  that  full  employment  for  all 
our  energies  in  the  world’s  market  is  the  most  im- 
portant thing  for  improving  the  condition  of  the 
working  classes,  would  you  not? — It  is  one  of  the 
primary  things. 

3264.  Well,  it  is  the  foundation  of  everything,  is 
it  not?  If  we  fail  to  sell  our  goods  in  the  world’s 
market  we  cannot  exist  as  a nation,  can  we? — That 
is  why  we  of  the  Trade  Union  movement  are  most 
anxious  to  get  the  world’s  markets  stabilised  and  the 
world  settled. 

3265.  Again,  I am  not  trying  to  argue  it;  ll  believe 
that  is  your  view? — Yes,  but  we  have  other  ideas  for 
realising  our  aims  in  that  direction. 

3266.  I dare  say.  What  I was  going  on  to  was 
that  it  gives  one  rather  a wrong  impression  to  have 
the  social  services  put  so  very  high  up  in  the  scale 
of  values.  The  most  important  thing  of  all  is  to  be 
able  to  compete  and  sell  our  goods  in  the  world’s 
market? — Yes.  The  working  classes  of  the  country 
realise  that,  and  that  is  why  they  support  every  en- 
deavour to  prevent  any  further  wars  taking  place. 
They  are  very  active  in  that  direction,  and  they  do 
desire  the  development  of  the  world  markets  and  the 
restoration  of  trade  and  commerce. 

3267.  Very  well;  we  agree  about  that  point;  that 
really  is  a fundamental  thing,  and  social  services 
are  a very  necessary  benefit  built  on  top  of  it? — I 
suggest  they  are  also  fundamental.  Education  is 
fundamental. 

3268.  Mr.  Bowen : Do  you  think  they  are  col- 
lateral?— Some  are  collateral,  buit  certainly  I regard 
education,  which  is  one  of  our  most  expensive  social 
services,  as  fundamental. 

3269.  Sir  Alan  Anderson : Then  you  go  on  in 

Section  II,  paragraph  3,  and  gay  that,  if  the  charge 
could  be  removed,  you  would  have  money  for  these 
Mothers’  Pensions,  Old  Age  Pensions,  Infant  Wel- 
fare, and  so  on? — A considerable  part  of  that  money 
could  be  used. 

3270.  Supposing  the  act  of  removing  it  did  a 
serious  damage  to  our  position  as  world  traders, 
would  not  that  affect  your  view? — It  would  affect 
our  view,  but  we  believe  the  act  of  removing  it 
would  not  have  that  effect. 

3271.  Quite  so;  that,  I suppose,  is  a difference  of 
opinion,  but  some  of  us  see  great  danger  of  under- 
mining our  credit  and  preventing  our  success  in 
foreign  trade? — I can  appreciate  that  feeling,  but 
our  conviction  is  that  it  would  improve  our  credit. 

3272.  You  think  it  would  help  the  energetic  people 
who  conduct  this  trade  to  do  their  business? — Yes. 

3273.  Because  it  would  clear  the  account,  as  it 
were? — Yes,  and  improve  the  position  of  ottr  own 
country  in  the  world. 

3274.  Again,  on  paragraph  3,  you  say  if  this  charge 
could  he  removed,  a considerable  part  of  the  sums 
now  raised  in  taxation  and  so  on  would  be  available. 
But,  leaving  aside  the  interest  paid  to  foreigners, 
the  whole  of  that  charge  goes  in  interest  to  people  in 
this  country? — The  £305,000,000,  yes. 


3275.  Then  in  paragraph  5 you  say  : “ If  we  had 
no  debt  interest  to  pay.”  The  “ we  ” there  does 
not  mean  the  4,000,000  organised  trade  workers,  but 
it  means  the  nation? — It  means  the  nation  as  a 
whole. 

3276.  “ If  we  had  no  debt  interest  to  pay,  we  could 
largely  increase.”  Of  course  if  we  had  no  debt  in- 
terest to  pay,  we,  again  the  same  people,  would  not 
be  receiving  the  debt  interest;  it  is  merely  a cross 
entry,  is  it  not? — In  the  State  accounts  there  would 
be  no  charge  for  interest  when  the  debt  had  been 
redeemed. 

3277.  I am  not  talking  about  the  State  accounts; 

I am  talking  about  the  nation  as  a whole.  “ We  ” 
is  the  nation,  and  we  have  to  contribute  as  taxpayers 
what  we  receive  as  bondholders  ? — Yes,  a very  small 
number  of  us  as  bondholders. 

3278'.  Mr.  Bromley : May  I just  elucidate  this 

point.  What  is  the  population? — Roughly, 

about  45,000,000. 

3279.  That  is  the  first  “we”? — Yes. 

3280.  What  is  the  number  of  interest  receivers? — 
Under  a milliom. 

3281.  That  is  the  second  “we”.  Therefore,  the 
two  “ we’s  ” are  not  identical? — No. 

3282.  Chairman-.  Of  course,  there  are  a large 

number  of  Savings  Bank  holders  indirectly  included 
in  that  million.  (Mr.  Bramlenj)  : Yes;  well,  they 
would  be  included  in  the  smaller  “we”.  My  point 
is  that  the  two  “ we’s  ” are  not  identical  at  all. 
(Sir  Alan  Anderson ) : Mr.  Bratmley’s  elucidation 

does  not  really  lead  me  to  light.  My  point  is  that 
“we”  is  the  nation  as  a whole.  Wo  can  consider 
it  as  an  entity.  I am  quite  aware  that  the  same 
people  do  not  pay  the  same  taxes  and  receive  the 
same  amount  of  interest,  but  we  as  a nation  pay  in- 
terest to  ourselves,  to  some  of  our  units,  to  some  ot 
the  people  who  make  us  up.  What  I cannot  make 
out  is  how  we  should  really  be  richer  by  ceasing  to 
pay  that.  If  you  will  just  allow  me  to  try  and 
elucidate  my  mind  for  myself  this  time,  what  I see 
quite  clearly  is  that  it  would  take  off  items  on  two 
sides  of  the  national  account.  I see  advantage  in 
that  quite  clearly,  and  it  would  make  it  easier  to 
collect  taxes,  because  you  would  not  have  so  much 
to  collect,  and  it  would  rivet  this  burden  of  the  debt 
on  certain  existing  people  who  might  not  be  able 
to  get  away.  Those  are  all  advantages  in  favour  of 
doing  it,  but  I do  not  see  for  the  life  of  me  how  \ve 
are  going  to  be  any  richer  as  a nation  after  this 
operation.  (Mr.  Walkden) : I am  not  aware  that 

I have  suggested  that  we  should  be  richer.  I say  it 
would  have  a healthy  effect,  and  it  would  bring  into 
the  market  a large  amount  of  money  that  would  be 
available  for  industrial  development. 

3283.  May  we  take  it,  then,  that  we  are  agreed 
that  we  should  not  be  richer?— We  should  only  be 
richer  if  we  did  as  a country  like  the  1‘  rench  did  m 
1789,  and  like  the  Russians  did  in  1918 — cancel  this 
debt  right  out,  which  is  repudiation.  I am  not  here 
to  suggest  that  we  ought  to  do  that  at  all.  Our  view, 
as  entirely  constitutional  citizens  of  this  country,  is 
that  the  debt  should  be  dealt  with  by  redemption  by 
funds  raised  by  Capital  Levy. 

3284.  I think  we  are  agreed  that  we  as  a nation 
are  not  richer;  we  are  in  exactly  the  same  position 
after  this  item  has  been  ticked  off  on  the  two  sides: 

Yes.  We  have  not  suggested  that  we  would  be 

richer. 

3285.  It  simply  arises  out  of  a remark  of  yours  at 
this  moment.  I suggest  that  we  as  a nation  would 
be  no  richer  if  we  repudiated  it.  Again,  you  would 
have  ticked  off  an  item  on  both  sides  with  great 
heartburnings,  great  cause  for  annoyance,  and  great 
loss  of  credit,  but  I cannot  see  that  we  as  a natior 
would  be  a penny  richer? — I have  not  flirted  much 
with  that,  but  I have  observed  in  studying  history 
that,  after  the  French  repudiated  theirs  in  the  18th; 
century,  the  way  they  rose  into  prosperity  and  power 
was  simply  astounding.  They  were,  according  to. 
Thomas  Carlyle  and  other  authorities,  in  the  depth 
of  poverty  in  1789,  but  in  the  early  part  of  the  next 
century  they  were  in  a very  strong  position,  Whether, 
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the  cancellation  of  that  debt  had  that  effect  or  not, 

I do  not  know;  I would  rather  not  dwell  upon  it  at 
all.  We  cannot  see  that  the  cancellation  or  reduction 
of  our  own  debt  by  a Capital  Levy  would  have  any 
damaging  effect.  I am  not  putting  it  too  high  by 
saying  that  it  would  have  an  enormously  beneficial 
effect  and  make  us  richer  at  once;  I say  it  would 
have  a very  healthy  effect. 

3286.  In  answer  to  Sir  Charles  Addis  you  said  it 
would  not  make  us  richer  at  once,  but  you  implied 
that  we  should  very  rapidly  become  richer.  I think 
the  answer  really  meant  that  it  would  be  easy  for  us 
as  a tax  gatherer-  to  get  more  revenues  to  the  State, 
did  it. not? — We  should  become  more  productive  after 
this  process. 

3287.  From  the  point  of  view  of  taxes  we  should 
get  more  taxes  in;  was  not  that  it? — That  the  money 
would  seek  re-investment  and  would,  in  fact,  get 
re-invested  in  productive  enterprise  to  a very  large 
extent.  .When  that  began  to  fructify  wo  should  be 
better  off  as  a nation,  and  there  would  be  more  tax- 
able income  available. 

3288.  In  the  last  lines  of  paragraph  5 in  your 
, Section  II  you  say:  “ If  we  had  no  debt  interest  to 
pay,  we  could  largely  increase  our  outlay  on  educa- 
tion and  Old  Age  Pensions,  and  make  provision  for 
Mothers’  Pensions,  and  still  have,  approximately, 
£200,000,000  a year  to  the  good.”  That  is  taking  the 
whole  of  the  £305,000,000,  I suppose,  as  a credit? — 
Yes,  we  have  taken  that. 

3289.  So  you  have  assumed  in  that  paragraph  that 
you  would  actually  be  richer  by  £305,000,000 — the 

II  we  ” there  is  the  nation? — That  money  would  be 
available  for  other  purposes.  We  do  not  say  there 
would  be  more  money ; it  is  the  same  money. 

3290.  Mr.  Lees-Smith : Is  not  the  explanation  of 
this  that,  while  we  should  not  be  actually  richer,  on 
the  whole,  we  should  be  able  to  distribute  such  riches 
as  we  have  better ; is  not  that  what  you  mean? — That 
would  be  part  of  the  effect. 

3291.  We  should  have  to  spare  £300,000,000,  which 
at  present  goes  mainly  to  the  wealthier  classes.  We 
could  use  that  to  assist  those  who  are  in  need  of 
assistance,  and  we  should  have  a surplus  to  assist 
industry  in  general  and  so  stimulate  it? — That  is  our 
view. 

3292.  That  is  your  argument? — Certainly. 

3293.  Sir  Alan  Anderson:  There,  again,  the  eluci- 
dation baffles  me  more  than  the  original  evidence, 
because  I have  got  Mr.  Walkden  to  join  with  me  in 
agreeing  that  we  should  not  be  as  a nation  any 
richer;  we  have  just  ticked' that  off  on  the  two  sides. 
Certain  conveniences  would  accrue;  the  tax  gatherer 
would  have  rather  an  easier  job,  and  so  on;  and, 
contrariwise,  there  might  be  certain  dangers  of  loss 
of  credit  and  other  things ; but  we  as  a nation  would 
neither  be  richer  nor  poorer.  Now  the  elucidation 
tries  to  justify  those  four  lines  which  imply  that  we 
as  a nation  would  really  be  £305,000,000  richer.  I 
submit  that  is  a slip. — (Mr.  Lees-Smith) : May  I just 
explain  that  was  not  my  elucidation.  It  was  not 
that  we  as  a nation  would  be  £305,000,000  richer,  but 
that  we  as  a nation  should  have-  command  over 
£305,000,000  which  at  present  goes  to  the  richer 
classes,  which  we  could  use  for  the  benefit,  firstly,  of 
the  poorer  classes,  and  then  for  the  community  as 
a whole.  ( Sir  Alan  Anderson) : Yes,  quite.  I do 
not  think  there  is  much  difference  between  what  you 
say  and  what  I tried  to  put  into  your  mouth,  because 
you  say  that  you  would  have  £305,000,000  a year 
which  at  present  you  have  to  distribute  in  interest, 
and,  therefore,  I submit  you  would  be  that  much 
richer.  We  have  agreed  that  we  should  not  be  any 
richer, — (Mr.  Walkden)  : AVe  should  have  it  avail- 
able for  a better  purpose.  (Mr.  Lees-Smith)  : That 
is  the  point. 

3294.  Sir  Alan  Anderson:  You  would  not  be  able 

to  collect  it.  You  collect  this  money  really  out  of 
this  interest  which  you  distribute  ?— Not  the 

£305,000,000. 

3295.  Not  the  £305,000,000,  but  a large  part?— 

J beg  your  pardon ; quite  a small  part. 


3296.  Well,  one  could  explore  that.  The  real 
central  point  surely  is  that  the  wealth  of  us,  the 
“ we  ” here,  would  be  unchanged? — AVe  would  have 
the  money  we  now  have  to  pay  out  to  the  bondholders 
available  for  other  purposes  such  as  I have  suggested, 
and  we  maintain  that  its  devotion  to  these  purposes 
would  be  fruitful,  whereas  at  present  it  is  not 
fruitful. 

3297.  Mr.  Lett:  Is  there  no  intention  of  reducing 
taxation  as  a result  of  this? — That  might  be  prac- 
ticable ; it  depends  whether  the  whole  of  the  debt  was 
cleared. 

3298.  Sir  Alan  Anderson : One  gets  on  to  that 

point  in  later  paragraphs.  We  are  agreed,  to  start 
off,  that  “ we  ’’  as  a nation  are  not  going  to  be  any 
richer,  and  the  whole  £305,000,000  is  used  up,  in 
paragraph  5,  in  these  ways,  if  you  include  in  that 
figure  the  £200,000,000  left  over;  then,  in  later 
paragraphs,  certain  other  taxes  are  taken  off,  and 
there  is  an  indication  that  Super-tax  -and  Income 
Tax  might  come  down?— We  leave  £200,000,000  for 
consideration  in  other  directions. 

3299.  AVhat  you  practically  'assume  is,  that  you 
would  be  able  to  collect  the  same  gross  revenue 
after  you  had  cleaned  your  balance  sheet  of  those 
two  items  of  debt? — Yes,  for  a time. 

3300.  Mrs.  Wootton:  I want  to  follow  up  for  a 
moment  a point  arising  out  of  what  Sir  Alan  Ander- 
son has  said.  I gather  that  the  trend  of  Sir  Alan 
Anderson’s  argument,  if  I followed  it  rightly,  is 
that  we  are  not  richer  as  the  result  of  paying  off  the 
debt,  but  that  there  are  certain  changes  in  distribu- 
tion; is  that  your  view?— Yes,  and  that  is  what  we 
are  after — making  those  changes. 

3301.  In  view  then  of  there  being  changes  in  dis- 
tribution, the  tendency  of  the  argument  seems  to  be 
that  as  there  is  no  change  in  production  there  will 
be  no  change  in  our  taxable  capacity,  that  is  to  say, 
the  change  in  the  distribution  of  our  wealth  does  not 
affect  our  taxable  capacity? — That  is  so. 

3302.  And  that  taxable  capacity  will  not  be  injured 
if  wealth  were  very  much  more  equally  distributed 
than  is  the  casej  is  that  your  view? — That  is  so. 
Anything  that  helps  to  improve  the  social  arrange- 
ments of  the  country  does  not  do  an  injury,  and  the 
taxable  capacity  is  there  available  as  before,  if  not 
improved. 

3303.  Sir  Arthur  Balfour:  We  have  to  alter  the 
basis  of  taxation.  (Mrs.  Wootton) : May  I come  back 
now  to  one  point  arising  out  of  Mr.  Bell’s  examina- 
tion. Mr.  Bell  mentioned  the  ease  which  he  felt 
would  be  very  hardly  hit  under  your  scheme  of 
Capital  Levy ; that  is  the  case  of  a man  who  has 
accumulated  a certain  amount  of  money  and  who 
has  retired  and  is  living  on-  a moderate  income. 
The  case  of  the  sea  captain  was  given  as  an  illustra- 
tion. I take  it  that  the  numbers  of  people  in  that 
position  are  small,  relatively,  to  the  whole  popula- 
tion?— (Mr.  Walkden) : I am  afraid,  very  small. 

3304.  May  we  consider  for  a moment  some  of  the 
rest  of  the  population  in  order  to  elucidate  what 
exactly  is  your  view  here.  You  would  be  acquainted, 

I expect,  as  representing  the  organised  workers, 
with  a good  many  cases  of  elderly  people  who  are  in 
very  difficult  circumstances? — Oh,  yes.  We  are  con- 
tinually having  those  described  to  us.  The  most 
painful  part  of  our  life  is  trying  to  help  in  such 
cases. 

3305.  You  mentioned  the  increased  Old  Age  Pen- 
sions here.  Do  you  feel  that  from  your  standpoint, 
perhaps,  the  present  provision  for  old  people  is  not 
adequate,  and  that  there  are  many  cases  of  hardship  ? 
— Oh,  yes;  a very  large  number  of  cases  of  very  acute 
hardship. 

3306.  Do  I understand  you  rightly  when  I say  that 
your  object,  or  one  of  your  objects  in  proposing  this 
Capital  Levy,  is  to  set  free  more  money,  now  required 
for  debt  interest,  in  order  to  assist  people  in  that 
position  through  the  Old  Age  Pension? — That  is 
our  object. 

3307.  So  you  would  wish  to  set  the  people  in  that 
position,  as  it  were,  against  the  sea  captain;  you 
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have  to  weigh  up  the  one  against  the  other  in  con- 
sidering the  right  thing  to  do? — Yes.  Of  course,  in 
the  case  of  the  sea  captain,  who  has  saved  £3,000 
or  £4,000,  the  wisest  thing  he  could  do,  I should 
think,  would  be  to  buy  an  annuity;  I do  not  think 
he  would  be  affected  at  all. 

3308.  You  are  not  indifferent  to  the  hardships  of 
the  sea  captain,  but  you  want  to  look  at  the  thing 
from  a national  point  of  view  and  compare  his  posi- 
tion with  that  of  the  other  people  who  would  be 
affected  ? — Yes. 

3309.  The  other  question  I wanted  to  ask  you  is 

about  exemption.  This  also  arose  from  Mr.  Bell’s 
cross-examination.  As  to  people  who  would  be 

exempted,  it  was  put  to  you  that  there  would  be  a 
certain  inequity,  because  a very  small  number  of 
people  would  contribute  to  a Capital  Levy  such  as 
you  suggest,  and  that  this  makes  your  proposal 
something  in  the  nature  of  confiscation,  or  a burden 
on  a very  small  part  of  the  population.  Have  you 
any  information  as  to  the  number  of  Income  Tax 
payers? — I have  no  precise  information,  but  I think 
it  is  in  the  neighbourhood  of  a million  persons;  that 
is  my  impression. 

3310.  Would  you  take  it  from  me  that  it  is,  per- 
haps, a little  larger  than  that?  About  two  and  a 
half  million  persons  are  affected  as  Income  Tax 
payers — a figure  of  that  order? — The  extensions  of 
recent  years  have  probably  increased  it  to  that 
extent. 

3311.  Sir  Arthur  Balfour : There  are  5,000,000 

Income  Tax  payers,  and  2,400,000  exemptions;  that 
leaves  2,600,000.  (Mrs.  Wootton) : So  that  this 

principle,  which  you  are  proposing,  is  a principle 
which  is  already  carried  out  under  our  Income  Tax 
— the  principle  that  a substantial  tax  is  paid  by  a 
relatively  small  part  of  the  population? — Yes.  The 
majority  of  people  having  incomes  are  exempted  from 
Income  Tax  by  reason  of  their  inability  to  pay  it. 

3312.  When  you  have  a bondholder  receiving  War 
Loan  interest,  he  now  pays  Income  Tax  on  the 
interest  on  his  bond? — Yes. 

3313.  That  is  not  generally  described  as  confisca- 
tion?— I do  not  think  so. 

3314.  Your  principle  is  exactly  parallel  -to  this 
principle? — Quite. 

3315.  If  your  owner  of  capital  happens  to  possess 
a certain  amount  of  War  Stock  amongst  his  capital, 
if  he  pays  his  tax  in  that  form,  that  is  exactly 
analogous  to  the  payment  of  Income  Tax  'by  the 
bondholder  on  his  interest.  Is  that  your  view? — 
Yes. 

3316.  Sir  William  McLintook : Have  you  con- 

sidered the  cases  of  large  holders  of  capital  in  the 
counti-y  who  do  not  hold  any  War  Bonds,  whose 
capital  is  sunk  in  their  industrial  activities? — Yes, 
we  are  aware  of  that. 

3317.  Shipyards  and  engineering  factories,  and  so 
on — have  you  considered  the  effect  that  a tax  on 
capital  is  going  to  have  on  them? — We  are  aware 
that  there  are  many  forms  of  capital  security  besides 
War  Bond  and  municipal  investments  and  so  on. 
We  are  aware  that  a good  deal  of  capital  is  held  in 
businesses  that  are  actively  productive,  but  we 
know  that  that  is  held  in  the  overwhelming  number 
of  cases  in  the  form  of  shares  on  the  joint  stock 
system  now  in  full  vogue  in  this  country,  and  we 
do  not  see  any  greater  hardship  in  a wealthy  man 
surrendering  some  of  his  wealth  in  that  form  for 
the  good  of  the  .State,  than  if  he  happens  to  have 
got  it  put  into  the  form  of  War  Bonds.  If  he  has 
got  amongst  other  things  £40,000  worth  of  4 per 
cent,  railway  debentures,  or  something  of  that  kind, 
we  see  no  practical  difficulty  and  no  injustice  in 
requiring  him,  if  he  elects  to  do  so,  to  hand  over 
those  in  payment  of  his  Capital  Levy. 

3318.  My  question  was  more  particularly  directed 
not  to  the  holders  of  shares  in  a limited  company 
but  to  the  large  number  of  owners  of  plant  and 
machinery  carrying  on  business  who  are  not  limited 
companies? — Our  observation  goes  to  show  that 
there  are  not  a large  number  of  industries  organised 
in  that  way  ip  single  hands  or  in  family  hands,  In 


cases  where  they  are,  we  do  not  see  any  practical 
difficulty  in  their  making  their  contribution.  They 
would  have  to  adopt  the  same  sort  of  expedients 
that  they  adopted  to  put  the  money  up  when  the 
country  wanted  it  for  the  War.  Take  the  case  of 
a man  who  owns  a works  worth  £100,000;  if  liis 
Capital  Levy  was  £10,000,  it  would  not  be  at  all 
a distressing  thing  for  him  to  raise  that  £10,000 
on  the  security  of  his  possessions.  That  is  how  they 
provided  the  money  when  the  War  was  being  fought. 

3319.  Do  you,  mean  on  his  buildings  and  plant? 
Who  do  you  suggest  is  going  to  lend  it  to  him? — 
That  is  usually  negotiated  through  banks. 

3320.  Do  you  find  the  banks  at  all  keen  to  lend 
more  or  less  permanently  on  that  class  of  security? — 
Our  experience  of  banks  is  that,  if  you  have  security 
or  scrip  or  title  or  what  not  which  you  can  hand 
in,  they  are  not  unwilling  to  provide  credit  if  you 
need  it;  they  do  that  even  with  Trade  Unions,  I am 
glad  to  say. 

3321.  I think  you  will  find  this  is  the  one  class 
of  security  that  the  banks  are  not  at  all  keen  to 
lend  money  on;  still,  that  is  the  method  you  suggest? 
— That  is  one  expedient  I suggest  off-hand.  People 
of  that  standing  in  the  country  are  usually  more 
successful ; they  have  greater  experience  of  raising 
money  when  they  want  it  than  we  poor  folks  have, 
and  they  did  it  so  rapidly  and  apparently  so  easily 
when  the  War  was  running,  that  I think  they  could 
do  it  just  as  well  to-day.  The  bankers  would  be 
conscious  of  the  fact  that  the  money  was  going  to 
be  used  to  redeem  the  debt,  and  on  the  repayment 
of  the  bondholders  their  money  would  come  into  the 
banks  in  rather  a big  flow;  it  would  come  in  on 
deposit. 

3322.  Sir  Arthur  Balfour : If  this  transfer  which 
Sir  William  McLintock  points  out  to  you  cleared 
them  out  of  their  liquid  working  capital,  and  they 
had  to  close  down  the  works  and  thereby  cause  unem- 
ployment, you  would  not  look  upon  that  as  satis- 
factory?— I cannot  see  that  it  would  have  that 
effect. 

3323.  It  does  not  follow  from  the  fact  that  a man 

had  works  running  in  full  capacity  that  he  would 
be  able  to  find  the  money.  (Mr.  Bowen) : Surely 
large  numbers  did  during  the  War.  (Sir  William 
McLintock ) : They  found  large  sums  of  money  and 
took  the  bonds,  and  they  afterwards  used  the  bonds 
to  discharge  their  debts  for  the  special  war  taxation, 
so  it  was  only  anticipating  a payment  in  many  cases 
that  they  were  bound  to  make  later  on.— (Mr. 
Walkden) : They  did  it  in  some  very  expeditious 

and  very  satisfactory  manner  from  the  country’s 
point  of  view.  The  money  was  forthcoming  when 
it  was  wanted  then,  and  it  is  inconceivable  to  us 
that  a £100,000  man  could  not  find  his  Capital  Levy 
money  on  the  strength  of  his  resources  in  one  way 
or  the  other.  It  is  very  unusual  that  they  have 
got  it  entirely  sunk  in  the  business,  but  if  they 
have,  there  the  value  is  and  they  can  get  help  from 
another  source  on  the  strength  of  that. 

3324.  Mr.  Bowen:  When  you  were  talking  about 
thrift,  Mr.  Bell  endeavoured  to  suggest  that  the 
thrifty  man  would  Jip  unjustly  treated  as  compared 
with  the  unthrifty  man.  I would  like  to  ask  you 
from  your  observation  and  knowledge  of  the  work- 
ing-class movement,  and  of  the  Friendly  Society 
movement,  whether  or  not  it  can  be  truly  stated  on 
behalf  of  the  working  class  generally  that  they  are 
quite  thrifty  within  the  measure  of  their  means? 

I ' think  they  are  extraordinarily  thrifty.  If  you 
look  at  the  deposits  in  the  Post  Office  Savings  Bank, 
in  local  Savings  Banks  and  the  co-operative  move- 
ment, where  they  do  deposit  their  capital  in  small 
sums,  in  the  Friendly  Societies,  where  it  accumulates 
in  the  shape  of  contributions,  in  Trades  Unions  and 
in  various  other  organisations  for  mutual  aid,  it  is 
astounding  to  see  the  amount  of  money  the  working 
classes  do  conserve  in  that  way. 

3325.  And  they  are  satisfied  with  a very  low  rate  ot 
interest? — Yes,  they  are  as  a rule.  They  want 
security,  and  they  are  content  with  a low  rate, 
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3326.  On©  point  with  regard  to  something  'brought 
to  my  mind  by  Sir  Alan  Anderson.  He  spoke  to  you 
of  the  difficulty  in  hie  mind  in  regard  to  the  failure 
that  we  should  experience  in  selling  our  goods  in  the 
world’s  market.  Have  you  any  views  with  regard  to 
the  operation  of  your  proposals  on  the  home  market, 
and  the  possible  demand  of  the  home  market  and 
the  position  of  the  working  class  being  improved? — 
Yes.  We  bring  that  out  rather  in  the  next  two 
Sections;  we  think  it  'would  have  a very  beneficial 
effect  on  the  home  market. 

3327.  Mr.  Hichens  : I gather  that  your  view  is  that 
this  Capital  Levy  and  the  extinction  of  the  debt 
would  achieve  a better  distribution  of  the  existing 
wealth;  it  would  not,  as  you  have  said  to  Sir  Alan 
Anderson,  create  any  fresh  wealth,  but  it  would  make 
a better  distribution  of  the  wealth  which  exists  in 
the  country  to-day? — Yes. 

3328.  Therefore  the  existing  distribution  is,  in  your 
opinion,  bad? — Yes. 

3329.  Am  I right  in  supposing  that  you  think  that 
the  rich  are  too  rich  and  the  poor  are  too  poor? — 
Yes. 

3330.  The  object  that  you  have  in  view  really  is  to 
take  more  from  the  rich  and  give  it  to  the  poor? — 
That  is  our  constant  object  always  as  organised 
people,  and  we  believe  that  that  is  a very  good  thing 
to  do,  and  that  we  are  performing  the  highest  possible 
social  service  in  working  in  that  direction.  We  have 
observed  that  in  countries  where  the  disparity 
between  rich  and  poor  becomes  very  acute,  other 
Empires  and  Nations  eventually  have  perished 
Where  you  can  get  the  inequalities  modified,  there 
you  can  have  a continuity  of  national  life  on  a satis- 
factory basis. 

3331.  What  are  you  aiming  at?  How  far  would  you 
go?  Would  you  give  everybody  exactly  an  equal 
income  through  taxation;  is  that  your  idea? — We 
limit  ourselves  here  to  the  consideration  of  the 
National  Debt,  and  taxation  which  now  operates. 

3332.  I want  to  know  what  you  are  aiming  at. 

Income  Tax,  to-day,  on  big  incomes  is  about  10s.  in 
the  £.  Obviously,  you  think  that  inadequate.  In 
your  opinion  what  would  be  enough  in  order  that  we 
may  have  a little  peace? — Our  immediate  aim  is  to 
get  rid  of  the  National  Debt  in  this  connection.  Our 
further  aim,  if  you  wi^h  a little  enlightenment  on 
that 

3333.  I do? is  that  the  process  of  making 

arrangements  to  equalise  or  minimise  the  differences  in 
distribution  of  wealth  should  be  continued;  that  it  is 
necessary  even  for  the  security  and  welfare  of  the 
rich  themselves. 

3334.  I want  to  know  how  far  yon  would  go.  Is 
there  anything  that  is  just,  except  absolute  equality 
of  income  as  between  one  individual  and  another  in 
your  view,  because  that  is  the  object  you  are  aiming 
at? — I am  not  here  to  postulate  absolute  equality  of 
income. 

3335.  What  are  you  here  to  postulate? — Among  the 
active  community  some  render  greater  service  than 
others;  some  have  special  values  which  may  have  to 
he  paid  for.  Our  object  is  to  prevent  the  vast 
accumulation  of  huge  volumes  of  wealth  in  certain 
hands.  That  is  a very  bad  thing  for  any  State  or 
any  community,  and  the  late  Andrew  Carnegie 
demonstrated  at  great  length  that  it  was  a very  bad 
thing  for  the  families  holding  that  wealth,  and  their 
first  duty  was  to  get  rid  of  it.  He  set  us  rather  a 
good  example  in  his  own  way  how  that  might  be  done. 

3336.  Then  we  have  got  to  this  point,  that  in- 
equality of  wealth  is  natural  and  reasonable  ?— It  is 
incidental  to  the  working  of  civilisation  to-day.  I do 
not  want  to  say  it  ,is  natural  or  reasonable,  but  it 
happens.  I would  rather  not  theorise  about  it. 

3337.  It  happens,  and  you  do  not  object  to  it.  You 
do  not  want  to  tax  it  out  of  existence.  Your  object 
is  not  to  secure  complete  equality  of  income  as 
between  one  individual  and  another? — With  great 
respect,  I think  that  goes  rather  beyond  the  terms  of 
reference,  but  I will  answer  the  question.  I do  think 
it  would  be  a social  advantage  and  an  advantage  to 
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every  individual  citizen  in  the  country  that  the  pro- 
gress of  any  measures  that  would  make  for  relative 
equality  is  beneficial  and  good  for  everybody  and 
should  be  encouraged. 

3338.  Mr.  Bramley:  By  “relative  equality”  you 
mean  income  in  proportion  to  the  actual  value  of 
services  rendered? — Yes. 

3339.  Mr.  Bramley : I should  like  this  point  to  be 
made  very  clear.  Is  there  any  proportion,  to  your 
knowledge,  of  the  wage-earning  community  th'at 
■actually  postulate  in  their  minds,  or  in  their 
doctrines,  the  suggestion  that  all  incomes  should  be 
equal?  And,  in  answering  that,  I would  like  you 
to  deal  further  with  the  second  half  of  the  ques- 
tion : Do  the  trade  union  organisations,  for  instance, 
practice  that  theory  in  relation  to  the  services  they 
pay  for? — No.  The  theory  is  not  held  by  any  appreci- 
able number  of  people;  it  is  only  held  by  a very  few 
theorists.  The  working  people  of  this  country  are 
willing  to  pay  full  value  for  services  rendered  to 
them  and  to  the  community,  as  they  claim  they 
should  be  paid  fair  value  for  the  services  they 
render.  If  they  have  valuable  officers  serving  them, 
they  are  not  unwilling  to  pay  what  they  consider 
mutually  is  a fair  value  for  the  services  rendered. 
They  are  not  favourable  to  extravagant  salaries, 
but  they  would  not  disagree  with  paying  a good 
salary  to  a very  valuable  public  servant  like  a town 
clerk,  nor  would  they  if  you  carried  out  some  of 
the  schemes  for  nationalising  industries;  for 
example,  if  the  mines  or  the  railways  were 
nationalised,  I do  not  suppose  for  a moment  they 
would  object  to  'a  very  good  salary  being  paid  to 
a very  capable  man  to  be  primarily  responsible  for 
the  conduct  of  the  business.  I dare  say,  for  instance, 
if  nationalisation  had  transpired  in  the  case  of  the 
railways  instead  of  the  scheme  which  has  been 
■adopted,  and  Sir  Eric  Geddes’  services  were  desired, 
that  none  of  the  working  classes  would  object  to 
paying  quite  a good  salary  to  a very  capable  and 
exceptional  man  like  him  to  organise  the  railway 
business  for  the  country. 

3340.  Mr.  Hichens : And  they  would  want  him 
to  pay  an  Income  Tax  of  20s.  in  the  £ on  it. 

( Professor  Hall ) : You  are  considering  what  you 

regard  to  be  equity  rather  than  equality.  {Mr. 
Hichens) : I do  not  mean  to  say  that  I disagree 
with  you ; probably  I agree  with  you  more  than 
you  think.  The  distribution  of  wealth  is  not  as 
good  'as  it  might  be  to-day? — {Mr.  Walkden):  No, 
it  is,  unfortunately,  very  uneven. 

3341.  But,  for  practical  purposes,  do  you  really 
go  further  than  to.  say  that  you  must  find  out  how 
far  it  is  practical  politics  to  tax  the  right  man 
without  destroying  the  qualities  for  which  he  is 
valuable  to  the  State,  namely,  his  capacity  for 
creating  wealth  and  saving  money?  Would  you 
go  further  than  that  as  a practical  proposition? — 
I am  not  sure  that  he  is  entitled  to  the  credit, 
as  high,  at  any  rate,  as  it  is  sometimes  put,  as  a 
saver  of  money;  he  is  often  a squanderer  of  money. 

3342.  He  is  entitled  to  something  as  a creator 
of  wealth,  is  he  not? — Rich  families  that  have  large 
incomes  have  often  dissipated  their  incomes  in  very 
reprehensible  ways,  and,  as  against  money  received 
by  working  people  inside  this  country,  wealthy 
families  often  dissipate  it  abroad,  which  is  unpro- 
ductive and  undesirable,  whereas  . the  working 
people  of  this  country  who  receive  their  money 
usually  spend  it  the  very  week  they  get  it  on 
commodities  that  give  employment  to  the  people  of 
this  country. 

3343.  There  are  black  sheep  and  white  sheep,  but 
if  you  have  a man  who  has  great  organising  ability, 
for  instance,  and  you  pay  him  a good  salary,  you 
want  to  encourage  such  a man  ? — We  want  to 
encourage  an  entrepreneur  or  other  man  who  can 
do  the  things  you  have  in  mind. 

3344.  And  you  want  to  encourage  the  saving  of 
money  for  capital  purposes,  do  you  not? — We  do 
not  feel  that  there  need  be  too  much  worry  about 
that.  Among  the  citizens  generally  the  virtue  of 
thrift  and  the  common  sense  of  thrift  prevails,  and 
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in  so  far  as  any  redistribution  of  incomes  brings 
more  money  to  the  working  people,  there  would 
bo  a larger  proportion  of  what  they  receive  con- 
served for  capital  purposes.  That  is  our  view,  and 
we  speak  with  knowledge  of  our  own  people  when 
we  say  it. 

3345.  The  reason  why  I attach  some  importance 
to  your  answer  is  because  we  have  had  it  in  evidence 
more  than  once  that  taxation  is  about  as  high  'as 
people  can  bear.  I should  like  to  know  what  you 
think  on  that  subject;  whether,  if  you  put  taxation 
higher  than  it  is  to-day,  that  is  to  say,  if  you 
effected  a redistribution  of  wealth  in  the  sense  that 
you  want,  you  might  not,  perhaps,  be  doing  more 
harm  than  good? — You  will  see  in  our  evidence  that 
we  are  not  proposing  higher  taxation. 

3346.  The  Capital  Levy  is  a sort  of  tax? — -Where 
one  may  want  to  get  to  eventually,  and  'as  to  how 
high  taxation  may  be,  is  a little  beyond  what  we 
expected  to  be  questioned  upon  to-day,  but  really, 
if  a man  has  an  income  of  £100,000  a year,  I 
should  think  it  would  be  far  easier  for  him  to 
pay  17s.  6d.  or  18s.  6d.  in  the  £ than  it  is  for 
the  poor  taxpayer  with  £500  a year  to  pay  his 
Income  Tax. 

3347.  So  your  view  would  be  that  taxation  has 
not  reached  the  limit  to  which  it  can  go  without 
affecting  the  wealth  of  the  community? — I might 
say  this,  that  when  preparing  our  evidence,  we  did 
consider  whether  the  method  to  be  adopted  should 
be  by  further  stiffening  up  the  Income  Tax  and 
Death  Duties  to  redeem  a larger  proportion  of 
debt,  or  whether  we  should  advocate  the  Capital 
Levy,  and  we  came  to  the  conclusion  that  any 
further  forcing  up  of  Income  Tax  would  not, 
probably,  yield  a sufficiently  appreciable  amount  of 
new  revenue  to  help  the  matter  forward  very  much. 
We  are  not  here  advocating  a further  increase  of 
taxation,  at  any  rate,  at  this  stage.  If  the  country 
needed  more  money  at  any  time,  we  might  have 
to  consider  that. 

3348.  But  the  Capital  Levy  is  a form  of  taxation, 
is  it  not? — It  is  a form  of  taxation. 

3349.  Just  as  much  as  Death  Duties  are  a form  of 
taxation? — Yes. 

3350.  And  you  are  considering  imposing  a Capital 
Levy;  therefore  you  are  considering  increasing  taxa- 
tion ? — Yes,  in  that  form — not  in  the  form  of  a higher 
Income  Tax. 

3351.  It  is  a form  of  taxation  and  you  are  doing 
it  for  the  express  purpose  of  securing  a.  better  dis- 
tribution of  the  existing  wealth? — Yes. 

3352.  Which,  as  I say,  you  are  trying  to  do  through 
the  means  of  taxation? — Yes. 

3353.  What  I want  to  get  at  is  whether  in  your 
view  the  amount  which  is  now  taken  in  taxation  is 
not  about  as  much  as  you  can  profitably  get.  You 
agree  that  that  is  so,  I understand,  in  the  case  of 
the  Income  Tax,  but  I take  it  you  think-  that  if  you 
impose  a new  tax  you  might  perhaps  take  people 
unawares  or  hit  them  in  some  new  place  which  they 
have  not  properly  guarded? — I could  not  very  weil 
admit  that  we  think  that  income  taxation  is  as  high 
as  it  could  possibly  be. 

3354.  I thought  you  just  said  so? — I said  we  have 
not  come  here  to  advocate  at  this  moment  that  it 
should  he  higher. 

3355.  For  the  reason,  I think  you  added,  that  it 
was  as  high  as  it  could  he;  did  not  you  add  that? — I 
do  not  think  so.  We  really  want  an  adjustment  of 
taxation  and  an  adjustment  of  the  burdens  that  are 
borne  by  the  people  in  one  way  or  another. 

3356.  Mr.  Lees-Smith, : I do  not  know  that  you 
have  tried  to  develop  it,  hut  is  not  the  view  which 
you  hold  this,  that  the  Income  Tax  and  the  Super-tax 
have  certain  defects,  to  which  Mr.  Hichens  has 
pointed  attention,  but  in  fact  one  of  the  great 
arguments  for  the  Capital  Levy  is  that  it  does  not 
suffer  from  the  defects  of  the  Income  Tax  and  the 
Super-tax ; it  really  is  not  a tax  upon  future  savings 
find  future  endeavour,  but  it  is  a tax  upon  vast 


accumulations,  and  therefore,  as  you  point  out,  it  has 
not  that  deleterious  effect  upon  industry? — That 
is  so. 

3357.  Therefore  it  is  quite  possible  that  a Capital 
Levy  may  lead  to  a generally  improved  system  of 
taxation,  and  under  those  conditions  you  would  get 
a greater  yield  without  the  same  disadvantage  as 
results  from  the  existing  system? — Yes,  we  think  that 
might  well  he  the  case. 

3358.  Mr.  Bell : There  never  has  been  any  sug- 
gestion here  that  the  working  classes  are  not  thrifty, 
and  I am  aware  of  very  remarkable  cases  of  it  where 
money  is  saved  by  a father,  never  touched,  and  passed 
down  to  a son,  never  touched,  and  passed  down  to 
another  son.  We  have  many  accounts  of  that  kind. 
My  point  is  not  that  of  two  classes  one  is  more 
thrifty  than  the  other,  but  that  of  two  people  in 
the  same  class  one  is  more  thrifty  than  the  other. 
The  example  ihas  been  given  recently  of  two  barristers 
getting  the  same  income,  one  of  whom  saves  con- 
sistently because  he  thinks  he  has  obligations  to  his 
people,  while  the  other  has  exactly  the  same  income 
but  spends  it.  That  is  the  point  I tried  to  put.  I 
do  not  want  it  to  be  thought  that  in  any  questions  I 
put  there  is  any  reflection  on  the  saving  habits  of 
either  one  class  or  the  other.  I want  to  be  fair 
about  this.  It  is  really  between  two  people  of  the 
same  class  with  the  same  opportunities,  that  I raised 
the  question  whether  it  was  really  thought  wise,  from 
the  point  of  view  of  thrift  in  the  nation,  that  one 
of  those  who  had  been  thrifty  should  be  imposed  upon 
and  the  other  practically  left  free? — I gather  that 
Mr.  Bell’s  statement  is  really  in  the  nature  of  an 
explanation  with  regard  to  thrift. 

3359.  Mr.  Bowen : I think  Mr.  Bell  will  remember 
a question  that  was  put  to  another  witness  who  held 
the  view  that  the  rich  people  were  the  saving  people, 
and  the  working  people  were  the  spending  people, 
and  it  is  highly  desirable  that  any  margin  that  there 
mav  be  should  be  in  the  hands  of  the  richer  people. 
Have  you  any  views  on  that  point? — It  rather  gave 
me  that  impression;  I am  glad  to  hear  he  did  not 
really  mean  that. 

3360.  Sir  Arthur  Balfour : Do  you  really  believe 
that  if  you  had  a Capital  Levy  it  would  not  tend  to 
destroy  a desire  for  thrift  and  saving  in  the  future? 
Would  you  not  create  a sense  of  insecurity  where 
nobody  would  wish  to  save?— No,  I do  not  think  so. 
We  should  create  a better  and  very  much  stronger 
confidence  in  -our  own  country  if  it  was  free  of  debt. 

3361.  Do  you  think  other  people  in  other  countries 
would  want  to  come  and  invest  their  money  here,  or 
would  want  to  come  and  live  here  with  their  money 
if  they  knew  there  was  a possibility  of  a Capital 
Levy? — I am  not  too  much  concerned  about  the  out- 
siders coming  into  this  country;  there  is  a good 
number  of  us  here. 

3362.  But  you  must  remember  that  we  have  a very 
heavy  international  trade,  and  we  cannot  very  well 
live  without  it,  because  we  cannot  feed  ourselves 
without  it,  and  therefore  it  is  necessary  at  times  that 
other  people  should  come  here  and  trade? — If  they 
are  coming  here  to  trade  to  their  own  advantage,  of 
course  they  will  keep  on  coming.  I do  not  think, 
if  we  put  on  a Capital  Levy  here,  it  would  deter 
them  from  doing  international  business. 

3363.  You  do  not  think  it  would  frighten  inter- 
national capital  away  from  us  altogether? — No.  I 
think  London  is  really  the  centre  of  the  world 
between  the  two  great  hemispheres,  and  the  influx  of 
people  into  London  from  all  parts  of  America  and 
Europe  and  Asia  would  continue. 

3364.  Is  not  the  reason  that  London  is  the  centre 
of  the  world  from  the  point  of  view  of  trade  the  fact 
that  we  have  accumulated  wealth? — That,  and  the 
fact  that  we  had  paid  off  our  debt  would  increase 
that  still  higher. 

3365.  Would  you  not  destroy  it  completely? — Ob. 
no. 

3366.  Chairman : I was  wondering  whether  my 
colleagues  would  think  that  this  discussion  should  be 
carried  on  a little  later,  because  we  have  only  got  to 
the  third  or  fourth  section  now.  We  could  offer  a 
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date,  supposing  my  colleagues  thought  it  would  be" 
wise,  on  the  5th  November.  I do  not  know  if  my 
colleagues  would  like  that,  or  whether  we  should  close 
at  1 o’clock  with  what  we  have  done? — As  you  have 
been  kind  enough  to  take  so  much  interest  in  sec- 
tions I and  II,  I think  we  must  have  another  day 
for  the  remainder  of  the  paper,  if  you  still  feel  as 
much  interest  in  it.  We  shall  be  very  glad  to 
comply  with  your  wishes  if  you  would  like  us  to 
attend. 

3367.  Mr.  Lees-Smith  : It  might  be  as  well  if  these 
gentlemen  came  back  specifically  when  we  get  to 
the  Capital  Levy  discussion? — We  should  like  to  con- 
tinue with  our  paper. 

3368.  Chairman : Is  it  the  wish  of  the  Committee 

that  we  should  do  this,  because  we  have  the  5th 
November  open? — ( Professor  Hall):  Does  that  mean 
that  we  shall  have  an  opportunity  of  asking  the 
witnesses  upon  these  further  matters,  because  I 
should  like  to  have  the  discussion  developed  further  ? 
— (Mr . Lees-Smith) : What  I meant  was,  as  we  are 
going  to  have  certain  special  papers  prepared  on  the 
Capital  Levy  going  into  very  much  greater  detail 
than  this,  and  presumably  inserting  some  of  the 
questions  that  have  been  put,  would  it  not  be  better 
for  the  Trades  Union  Congress  to  prepare  their 
evidence  in  reply  to  our  special  questionnaire  on  the 
Capital  Levy  and  let  us  examine  them  on  that? 
Otherwise  we  shall  have  the  same  position  next  time 
as  we  have  had  this  time,  that  a great  many  ques- 
tions have  been  put  on  the  Capital  Levy  to  which 
the  answers  ought  to  be  given  in  reply  to  the  pre- 
liminary questionnaire.  ( Sir  Arthur  Balfour)  : I 

think  there  are  other  points,  and  it  would  be  very 
much  more  satisfactory  to  go  through  to  the  end.  I 
think  it  is  a pity  to  leave  this  valuable  paper  at 
sections  II  and  III.  (Mr.  Bowen)  : I suggest  that 
Mr.  Walkden  and  his  friends  represent  so  considerable 
a proportion  of  the  organised  workpeople  that  what- 
ever view  they  can  give  in  addition  to  this  would 
help  the  Committee.  I would  suggest,  therefore, 
that  they  be  asked  to  continue  their  paper  and 
follow  it  on  another  date  if  necessary.  (Chairman)  : 
Then,  Mr.  Walkden,  if  you  and  your  colleagues  can 
fix  2.30,  the  5th  November,  we  shall  have  very  much 
pleasure  in  going  through  the  part  of  the  paper  that 
we  have  not  been  able  to  deal  with  this  morning. 
The  discussion  has  been  conducted  with  extremely 
good  temper  and  has  been  very  interesting  ? — (Mr. 
Walkden ) : That  would  be  quite  convenient  to  us,  and 
we  can  fix  the  appointment  now  if  that  suits  you. 

( Chairman ) : Very  well. 

3369.  Mr.  Bell : It  would  be.  a little  interesting 
if  you  would  discuss  a point  which  is  not  brought 
out  here.  I shall  be  in  America,  unfortunately;  I 
would  have  liked  to  ask  questions  upon  it.  You 


might  possibly  consider  a point  which  is  very  diffi- 
cult, but  which  I believe  is  quite  sound.  The  paying- 
off  of  the  War  debt  and  the  receipt  of  the  moneys 
therefrom  would  not  leave  the  position  the  same  as 
it  is  now,  with  the  money  left  where  it  is  and  the 
War  debt  left  where  it  is.  For  instance,  the  War 
debt  which  is  presently  in  existence  is  a great  instru- 
ment for  credit,  so  that  you  get  two  funds  of  credit, 
as  it  were,  the  sums  of  money  which  are  not  going 
to  be  absorbed  in  taking  up  the  War  Bonds  and  the 
War  Bonds  themselves.  I asksd  the  Director  of  a 
workmen’s  bank  if  I might  be  permitted  to  give  the 
figures,  and  I am  permitted  to  say  this : we  have 
evidence  of  very  small  people  with  small  amounts 
of  War  Bonds  who  are  using  them  continually  as  an 
instrument  of  credit,  and  borrowing  upon  those 
Bonds  a great  deal  of  money  to  carry  on  their  busi- 
ness, and  therefore  the  extinction  of  that  might  have 
a dynamic  effect  upon  trade  and  its  funds;  you  see 
the  point? — Yes.  We  can  quite  understand  that  the 
scrip  is  very  convenient  as  a security  on  which  to 
raise  money. 

3370.  You  have  two  funds ; that  is  the  great  point. 
When  you  have  paid  off  the  Bonds  you  are  not  in 
the  same  position  ? — Your  two  funds,  I take  it,  con- 
sist of  the  money  you  have  in  hand  from  your  clients 
— the  deposited  money. 

3371.  I am  talking  of  the  people,  not  of  the  banks? 
— I follow.  Our  yiew  is  that  if  the  War  Bonds,  which 
are  such  a convenient  security  for  business  purposes 
to-day,  were  redeemed,  the  people  who  get  the  money 
would  make  new  investments,  and  the  towns  in  which 
they  live  would  probably  find  they  could  get  money 
easier;  they  would  take  up  Municipal  or  Corporation 
Stock. 

3372.  That  is  the  point.  At  present  you  have  both 
funds,  and  you  will  reduce  by  this  process  the  funds 
which  -would  be  available  as  credit? — I cannot  quite 
see  that  the  War  Bond  scrip  fulfils  a function  that 
no  other  scrip  can  fulfil. 

33/3.  Oh,  no? — Take  the  case  of  a bank  who  had 
a shopkeeper  client,  or  a small  business  man  client, 
a little  printer  or  something  like  that,  in  Leeds,  if 
he  had  some  War  Bonds  when  he  wanted  money  to 
buy  paper,  and  so  on,  he  would  come  to  the  bank 
ivith  them.  If  he  had  got  Leeds  Corporation  Stock 
you  would  no  doubt  be  just  as  ready  to  accommodate 
him  on  that. 

3374.  I should  not  have  said,  if  I did  say  it,  War 
Bonds.  It  is  all  forms  of  bond  equally,  I agree. 
While  they  are  both  left  in  existence,  there  are  two 
funds.  I do  not  want  to  discuss  it  now,  but  if  you 
will  look  into  it  you  will  find  it  is  rather  difficult; 
it.  is  the  case  that  there  are  two  funds,  I think  you 
will  find? — We  will  certainly  look  into  that  further. 


(The  Witnesses  withdrew.) 
(Adjourned  for  a short  time.) 


Sir  Arthur  Lowes  Dickinson,  representing  the  Institute  of  Chartered  Accountants  in  England  and  Wales; 
Sir  John  Mann,  representing  the  Joint  Committee  of  Councils  of  the  Chartered  Accountants  of 
Scotland;  and  Mr.  George  Stanhope  Pitt,  representing  the  Society  of  Incorporated  Accountants  and 
Auditors,  called  and  examined. 


BviDENCE-rg-cHiEE  handed  in  by  Sir  Arthur  Dickinson,  Sir  John  Mann  and  Mr.  Pitt. 


1.  At  the  request  of  your  Committee  we  appear 
before  you  to  submit  a statement  on  behalf  of  the 
following  bodies  of  Accountants  : 

Sir  Arthur  Lowes  Dickinson,  a Member  of  the 
Council  of  the  Institute  of  Chartered  Accountants  in 
England  and  Wales,  is  nominated  by  that  body, 
which  now  has  a membership  of  6,450. 

Sir  John  Mann,  a Member  of  the  Council  of  the 
Glasgow  Institute  of  Chartered  Accountants  and 
Actuaries,  is  nominated  by  the  Joint  Committee  of 
Councils  of  the  Chartered  Accountants  of  Scotland, 
with  a membership  of  1,892, 

17800a 


Mr.  George  Stanhope  Pitt,  President  of  the 
Society  of  Incorporated  Accountants  and  Auditors, 
is  nominated  by  that  Society,  which  now  has  a 
membership  of  4,100. 

The  total  membership  represented  is  thus  12,442. 

2.  The  statement  which  follows  has  been  approved 
and  adopted  by  the  Councils  of  the  Institute  of 
Chartered  Accountants  in  England  and  Wales  and 
the  Society  of  Incorporated  Accountants  and 
Auditors  'and  by  the  Joint  Committee  of  the 
Councils  of  the  three  bodies  of  Chartered  Accountants 
in  Scotland  as  a fair  representation  of  their  views 
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on  the  important  questions  of  taxation  which  are 
now  under  the  consideration  ®f  your  Committee, 
and  with  the  hope  that  it  may  be  of  some  assistance 
to  you  in  forming  your  conclusions. 

3.  In  dealing  with  this  question  we  have  been 
guided  by  the  questionnaire,  which  has  been  put 
before  us  by  your  Secretary,  only  so  far  as  refers  to 
taxation,  and  have  limited  our  remarks  to  these  ques- 
tions and  to  subsidiary  questions  arising  therefrom. 
On  the  subject  of  the  National  Debt,  we  feel  that 
we  are  not  specially  qualified  to  speak,  and  prefer 
to  leave  such  evidence  to  be  given  by  bankers  and 
other  experts  in  that  subject.  We  have  also  en- 
deavoured to  avoid  questions  which  invite  acute 
controversy,  either  political  or  economic,  for  the 
reason  that  it  would  be  impossible  to  obtain  the 
unanimous  approval  of  the  respective  Councils  and 
Joint  Committee  to  such  matters,  upon  whioh  the 
opinion  of  members  may  differ  widely. 

4.  We  do  not  present  detailed  statistics,  as  these, 
to  such  extent  as  may  be  necessary,  will  have  been  fur- 
nished to  you  from  other  sources. 

5.  We  understand  that  the  statements  you  ask 
from'  us  should  be  confined  to  the  effect  of  existing 
taxation,  and  that  you  do  not  at  the  present  time 
ask  for  suggestions  as  to  possible  alterations  thereof. 

6.  While  the  statements  here  submitted  to  your 
Committee  express  the  general  views  of  our  con- 
stituents, it  should  be  understood  that  any  opinions 
in  explanation  which  may  be  given  verbally,  by  any 
one  of  us,  express  his  own  individual  views  only,  and 
do  not  hind  either  his  colleagues  or  his  constituents. 

7.  We  propose  to  deal  with  the  subject  of  taxa- 
tion under  the  following  headings:  — 
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I.  General  Effects  op  Taxation  upon  Trade  and 
Industry. 

8.  Taxation  based  on  ability  to  pay,  such  as 
Income  Tax  and  Super-tax  (as  distinct  from  rates), 
is  not  in  theory  an  item  of  costs,  but  a proportion 
of  profits  contributable  to  the  Government.  It 
should  not,  therefore,  in  theory,  be  a charge  upon 
trade  and  industry,  and  should  have  no  effect  upon 
prices. 

9.  In  actual  practice,  however,  high  taxation  has 
had  a considerable  influence  in  further  raising  the 
prices  of  commodities.  There  has  been  a scramble 
for  higher  wages,  salaries  and  prices,  in  which  only 
those  with  fixed  incomes  have  been  unable  to  take 
part,  and  in  which  old  standards  have  disappeared, 
as  a general  rise  of  prices  due  to  other  causes  has 
deprived  the  consumer  of  basic  standards  to  which 
he  bad  become  accustomed  over  a long  period  of 
years.  In  a few  years  general  prices  have  increased 
up  to  a maximum  of  nearly  three  times  those  pre- 
vailing for  many  years  before  the  War  and  have 
fallen  again  to  about  twice  that  level.  Under 
these  conditions  trade  and  industry  have  been  apt  to 
consider  taxation  as  part  of  their  costs  of  produc- 
tion ; and  have  tried  with  6ome  success  to  recoup 
themselves  by  raising  prices,  not  only  to  the  extent 
of  the  taxation,  but  so  as  to  include  a profit  on  the 


taxation.  This  tendency  is,  however,  limited  by  the 
ability  of  the  consumer  to  pay  the  prices  and  by  the 
effect  of  competition  in  keeping  prices  down. 

10.  The  effect  of  high  taxation  upon  the  profits  of 
trade  and  industry  is  considerable.  In  regard  to 
existing  business  it  causes  : — 

(1)  reduced  available  profits,  and/or 

(2)  increased  prices. 

11.  In  the  former  case  it  directly  reduces  either 
or  both  the  amount  available  for  extension  of  busi- 
ness and  the  amount  distributed  to  shareholders  and 
partners,  thus  in  the  majority  of  cases  reducing  the 
savings  of  the  individual  taxpayer. 

12.  In  the  latter  case  it  either : 

(a)  forces  a corresponding  reduction  in  consump- 

tion, i.e.,  a less  demand  for  commodities, 
and  so  ultimately  reduces  production  (and 
profits)  and  increases  unemployment;  or 

(b)  reduces  the  savings  of  the  individual  con- 

sumer available  for  investment  in  business 
enterprises. 

13.  So  far  as  the  profits  of  an  industry  are  distri- 
buted, the  Income  Tax  paid  is  passed  on  by  deduction 
to  the  owner  or  holder  of  the  investment.  If  dividends 
are  paid  free  of  tax  this  is  equally  true,  except  that, 
without  changing  the  nominal  rate,  a higher  real 
rate  may  be  distributed  than  would  otherwise  be 
the  case. 

14.  The  balance  of  profits  not  distributed  has  borne 
its  share  of  tax,  and  the  amount  retained  in  the 
business  is  reduced  thereby. 

15.  In  effect  therefore  the  accumulation  of  re- 
serves in  the  business  may  he  reduced  in  two  ways : 

(1)  by  increased  dividends  being  paid  to  share- 

holders to  make  up  for  the  high  rates  of 
taxation  : 

(2)  by  the  high  taxation  paid  on  the  profits  not 

distributed. 

16.  There  is  evidence  of  considerable  prosperity  at 
the  present  time  in  certain  industries  which  depend 
entirely  upon  the  home  market  and  among  those  who 
earn  their  living  in  or  through  those  industries. 
This  is  mainly  due  to  the  ability  of  those  industries 
to  pass  on  to  the  consumer  by  high  prices  their  addi- 
tional costs  and  taxation.  In  some  of  these  so- 
called  sheltered  industries  (i.e.,  those  not  subject  to 
foreign  competition)  salaries,  wages  and  prices  are 
high  as  compared  with  other  industries. 

17.  These  increases  have  reacted  disastrously 
upon  other  trades  and  industries  largely  dependent 


in  countries  which  have  been  greatly  impoverished 
by  the  War  and  its  after  effects,  both  financial  and 
economic.  The  result  is  that  in  these  industries 
the  wages  are  lower  than  in  the  sheltered  trades, 
though  still  too  high  for  economic  production,  and 
considerable  unemployment  exists. 

18.  The  War  and  post-war  conditions  _ must 
necessarily  result  in  a lower  standard  of  living . to 
the  community  as  a whole.  But  if  one  large  section 
engaged  in  sheltered  industries  continues  to  pay 
wages  sufficient  to  maintain  pre-war  standards  of 
living  and  still  makes  satisfactory  profits,  the  other 
section  must  suffer  correspondingly  by  making  no 
profits  or  even  losses;  by  paying  low  real  wages  and 
by  unemployment. 

II.  Effect  of  Taxation  on  Capital  Available 
for  Industry. 

19.  An  abundant  supply  of  capital,  security  and 
stability  are  the  basis  of  commercial  suocess  and 
progress.  The  expansion  of  British  industry  has 
been  largely  due  to  the  accumulation  of  capita 
from  the  profits  of  long  periods  of  successful  trading. 
Those  who  built  up  our  important  financial  an 
commercial  institutions  found  that  one  oi  the  prin- 
cipal reasons  for  their  success  was  their  abili  y 0 
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supply  their  expanding  businesses  year  by  year  with 
the  necessary  increase  of  capital,  derived  from 
accruing  and  accumulated  profits ; this  process  is  an 
essential  feature  of  successful  business  to-day. 

20.  Numbers  of  our  commercial  institutions  at  the 
present  day  find  themselves  embarrassed  by  their 
inability  during  the  War  and  post-war  periods  of 
high  taxation  to  accumulate  capital  and  are  com- 
pelled to  resort  to  their  bankers  for  the  necessary 
supply  thereof.  This  they  may  be  unable  to  obtain 
in  addition  to  the  temporary  accommodation  which 
they  require  to  meet  seasonal  demands  in  the  normal 
course  of  business. 

21.  Conservative  finance  in  commercial  and  indus- 
trial enterprise  implies,  inter  alia:  — 

(a)  that  each  undertaking  should  preserve  its 
capital  intact; 

( b ) that  it  should,  as  far  as  possible,  provide 
out  of  profits  from  year  to  year  the  addi- 
tional working  capital  necessary  to  meet 
the  normal  requirements  of  expanding 
trade ; 

(c)  that  it  should  only  resort  to  its  bankers  to 
provide  temporary  loans  required  either 
for  seasonal  requirements  regularly  dis- 
charged out  of  the  proceeds  of  sales  of 
produce,  or  tor  additional  capital  pending 
the  completion  of  arrangements  for 
obtaining  it  from  the  investing  public 
out  of  their  accumulated  savings. 

22.  Heavy  taxation,  to  meet  which  involves  a dis- 
proportionate appropriation  of  profits  at  the 
expense  of  the  ability  to  capitalise  profits,  is  detri- 
mental to  trade  expansion ; the  more  so  as  in 
consequence  of  the  great  increase  in  the  costs  of 
raw  material,  labour,  stock-in-trade,  the  replace- 
ment of  wasting  assets,  standing  charges  and  manu- 
facturing expenses,  trading  and  manufacturing 
companies  now  require  more  capital  for  the  same 
output  than  before  the  War. 

III.  The  Effect  of  Taxation  on  Savings. 

23.  The  continual  supply  of  additional  capital 
necessary  to  finance  the  growth  of  population,  to 
replace  lost  capital,  and  to  maintain  or  improve  the 
standards  of  life,  can  come  only  from  savings. 

24.  The  power  of  the  individual  to  save  is 
diminished  both  by  high  taxation  and  high  prices, 
and  the  effort  which  is  required  to  obtain  an  equal 
amount  of  purchasing  power  is,  in  many  cases, 
greatly  increased. 

25.  High  taxation  also  tends  to  extravagant 
business  administration,  and  to  lessened  incentive  to 
economy  and  thrift;  as  the  State,  by  taking  a pro- 
portion of  the  profits,  indirectly  bears  a proportion 
of  the  expenses. 

26.  The  great  bulk  of  direct  taxation  falls  upon 
those  who  have  not  only  the  largest  margin  available 
but  also  the  will  for  saving ; as  from  them  the 
necessary  increase  in  capital  mainly  comes. 

27.  A considerable  portion  of  the  expenditure 
out  of  taxation  goes  to  the  maintenance  of  those 
who  have  normally  a small  margin  for  saving,  and 
is  consumed  in  an  endeavour  to  maintain,  or  improve 
upon,  the  old  standard  of  living,  which  will  be  fruit- 
less unless  production  per  head  is  maintained  and 
indeed  increased.  The  accumulation  of  savings,  i.e, 
the  supply  of  capital  available  for  industry,  is  thus 
materially  reduced. 

IV.  Effect  of  Taxation  on  Enterprise. 

28.  An  important  feature  of  the  growth  of  pros- 
perity and  the  improvement  in  standards  of  living 
in  the  past  has  been  the  willingness  and  ability  of 
capitalists  (i.e.,  those  who  have  had  the  foresight 
and  ability  to  accumulate  savings)  to  venture  those 
savings  in  new  and  speculative  enterprises  which, 
where  they  have  been  successful,  have  brought  not 

47800a 


only  profit  to  the  venturer,  but  also  benefit  to  the 
community ; and,  even  where  they  have  failed,  have 
frequently  afforded  valuable  experience  to  the 
community. 

29.  The  high  rates  of  Income  Tax,  , Super-tax  and, 
to  some  extent,  Death  Duty,  tend  to  restrict  invest- 
ments in  new  enterprises  which  involve  more  than 
the  average  amount  of  risk  as  the  net  return  for 
such  risks  is  seriously  reduced. 

30.  The  persons  who  undertake  such  enterprises 
are  usually  amongst  the  largest  capitalists,  and  those 
subject  to  the  highest  rates  of  taxation,  but  the 
same  principle  affects  the  small  investor. 

31.  The  effect  of  the  high  rates  of  taxation  is  that 
if  the  enterprise  is  a success  the  State  may  take 
from  the  individual  adventurer  up  to  50  per  cent, 
of  the  profits  in  each  year,  and  up  to  a further  40 
per  cent,  of  the  accumulated  capital  on  death ; while 
if  the  enterprise  results  in  a loss,  the  whole  has  to 
be  borne  by  the  adventurer. 

32.  Under  such  conditions  prudence  suggests 
investment  in  safer  and  much  less  speculative 
enterprises ; and  the  result  is  the  loss  of  the  great 
benefits  to  the  community  that  have  accrued  in  the 
past  and  would  continue  to  accrue  in  the  future 
from  the  success  of  these  more  speculative  enter- 
prises to  which  so  much  of  British  dominance  and 
success  are  due. 

33.  A serious  position  also  arises  where  companies 
registered  in  England  with  business  abroad  have 
decided  to  liquidate  and  change  the  domicile  of  their 
head  offices  by  re-registering  abroad  with  a view  to 
escaping  or  reducing  heavy  taxation.  Similarly 
there  is  a tendency  for  new  enterprises  to  be 
domiciled  abroad,  and  for  individuals  to  reside  per- 
manently abroad  so  as  to  escape  taxation. 

V.  Effect  of  Taxation  on  Foreign  Investments. 

34.  One  effect  of  high  taxation  is  to  encourage 
residents  in  Great  Britain  to  make  investments  in 
foreign  countries  upon  which  a higher  rate  of  return 
is  obtainable  with  greater  possibilities  of  evading 
taxation.  Against  these  temptations  must  be  set  the 
greater  security  for  investments  normally  obtainable 
in  this  country. 

35.  Individuals  having  made  fortunes  abroad,  and 
holding  investments  there,  may  wish  to  return  home 
and  to  purchase  an  estate,  or  to  take  substantial 
interests  in  new  enterprises  at  home;  but  they  are 
quite  definitely  deterred  from  doing  this  by  the  heavy 
Income  Tax  and  Super-tax  and  the  Death  Duties, 
in  this  way  the  country  is  deprived  of  valuable  capital 
resources  from  savings  accumulated  abroad. 

VI.  Effect  of  Taxation  on  Foreign  Investors. 

36.  An  important  aspect  of  high  taxation  is  its 
effect  upon  business  done  in  this  country  by  foreigners 
dealing  through  this  country  with  other  foreign 
countries. 

37.  While  taxation  was  low  foreigners  made  use  of 
this  country  as  the  base  from  which  they  supplied 
other  foreign  countries,  e.g.,  American  producers 
controlled  their  European  and  Eastern  business 
largely  from  this  country'. 

38.  High  taxation  has  undoubtedly  driven  many  of 
them  to  deal  direct  with  other  foreign  countries  and 
has  deprived  this  country  of  tEe  income  which 
resulted  from  this  transit  business,  i.e.,  salaries  and 
wages  paid  and  expended  in  this  country  and  sup- 
plies, etc.,  purchased  here. 

39.  This  would,  it  is  believed,  have  occurred  on  a 
larger  scale  if  many  foreigners  had  not  found  it  pos- 
sible to  retain  the  advantage  of  using  this  country 
as  a base  and  to  reduce  the  burden  of  taxation  by 
reducing  the  profits  subject  to  taxation  in  this 
country. 
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Effect  of  Taxation  on  Exports. 

40.  High  taxation  does  not  in  theory  hamper  an 
exporter  in  competing  in  foreign  markets  unless  the 
balance  of  profit  left  to  him  after  sharing  with  the 
Government  should  be  so  small  that  it  is  hardly 
worth  while  to  continue  the  foreign  trade;  especially 
if  the  Government  does  not  equally  share  in  the 
losses. 

41.  But  in  practice  to  drop  the  foreign  trade  in 
such  a case  might  so  decrease  his  output  that  his 
overhead  costs  per  unit  would  be  materially  increased 
and  his  profit  on  the  domestic  trade  be  seriously 
reduced. 

42.  In  these  circumstances  it  might  pay  him  to 
continue  the  foreign  trade  even  if  he  made  no  profit 
(when  there  would  be  no  taxation  in  respect  of  it)  as 
the  greater  volume  of  production  would  result  in 
lower  costs  for  his  entire  output  both  domestic  and 
foreign. 

VIII.  General  Efpeot  of  Death  Duties. 

43.  Death  Duties  alienate  capital  from  individuals. 
They  do  not  destroy  it  in  the  sense  that  it  disappears, 
but  they  diminish  either  the  p'ast  or  the  future 
savings  of  the  individuals  concerned. 

44.  Death  Duties  press  hardly  and  unevenly  on 
different  estates  by  reason  of  the  fact  that  they  are 
payable  on  death  and  in  one  estate  the  frequency  of 
death  may  be  much  greater  than  in  another. 

45.  High  Death  Duties  like  any  other  high  taxit- 
tion  tend  to  discourage  savings  and  also  tend  to  a 
great  increase  in  free  gifts  to  heirs  during  the  life- 
time of  the  owner  in  order  to  avoid  not  only  Death 
Duties  but  also  Super-tax  and  to  some  extent  Income 
Tax. 

46.  Death  Duties  definitely  come  out  of  savings 
either  past,  present  or  future;  and,  together  with  all 
other  forms  of  taxation,  they  should  not  be  so  high 
as  to  diminish  savings  unduly. 

47.  In  other  words  the  aggregate  of  all  taxation 
should  bear  a fair  proportion  to  the  aggregate  of  all 
savings;  and  that  proportion  should  not  be  so  large 
as  to  unduly  diminish  the  accumulation  of  capital 
which  is  required  for  the  increasing  needs  of  trade 
and  industry. 

IX.  Taxation  in  its  relation  to  Repayment  of  the 
National  Debt. 

48.  Any  method  of  dealing  with  the  National  Debt 
should  have  regard  to  the  fact  that  it  was  raised  out 
of  individual  savings  accruing  over  a considerable 
period  and  should  be  liquidated  by  means  of  appro- 
priations by  the  State  from  future  individual 
savings. 

49.  The  need  for  capital  continues  to  increase  with 
the  increase  of  population  and  the  rise  in  the 
standard  of  living.  The  War  has  destroyed  past 
savings  (that  is,  capital);  retarded  development;  and 
reduced  the  margin  for  saving;  so  that  the  struggle 
for  improvement  in  the  standard  of  living  is  pro- 
portionately harder. 

50.  In  a long  period  of  trade  depression,  the 
Government  revenue  on  the  same  basis  of  taxation  is 
less ; and  it  must  either  reduce  its  expenses  or  its 
debt  service,  or  increase  taxation.  The  latter  course 
is  a bad  one,  so  that  it  must  either  reduce  expendi- 
ture or  debt  charges.  There  can  be  no  doubt  that  the 
soundest  course  is  reduction  of  expenditure.  A 
private  individual  faced  with  reduction  of  income 
will,  if  prudent,  reduce  his  expenditure  to  meet  his 
income,  and  will  endeavour,  by  increased  thrift,  to 
have  the  same  margin  over  for  savings  or  debt  reduc- 
tion as  he  had  before.  The  Government  should  act 
in  the  same  way. 

51.  A prudent  Government  will  set  for  itself  a 
minimum  standard  of  debt  reduction  in  good  times 
and  bad ; and  in  good  times  will  devote  a reasonable 


proportion  of  any  anticipated  surplus  to  reduction  of 
taxation,  before  it  launches  out  into  fresh  expendi- 
tures however  desirable  they  may  be. 

52.  The  rate  of  repayment  of  debt  (both  Funded 
and  Floating)  should  be  regulated  by  the  excess  of 
production  over  consumption,  that  is,  by  the  net 
savings  of  the  nation.  But  allowances  must  be  made 
for  accumulation  of  capital  (a)  to  provide  for  growth 
of  population;  (6)  to  replace  capital  lost  in  the  War; 
(c)  to  provide  for  new  undertakings ; and  (d)  to  per- 
mit improvements  in  the  standard  of  living. 

53.  In  considering  the  period  over  which  the 
National  Debt  should  be  redeemed,  it  is  important 
to  remember  that  the  earning  capacity  of  the  country 
has  been  materially  reduced,  not  only  by  the  destruc- 
tion of  capital  caused  by  the  War,  but  by  destruction 
of  man  power  and  ability. 

54.  An  allowance  of  time  should  be  made  for  the 
growth  of  a new  generation  of  workers  to  replace  the 
men  killed  and  wounded;  replacement  of  brains  and 
skill  is  as  urgent  as  replacement  of  capital  destroyed. 

55.  It  is  therefore  important  that  the  methods 
adopted  for  debt  repayment  should  in  no  way  reduce 
the  ability  of  the  nation  to  maintain  and  increase  its 
earnings  and  savings. 

56.  To  ensure  this  ability,  a continuous  increase 
in  the  supply  of  capital  is  necessary.  This  capital 
can  only  be  found  out  of  savings. 

57.  It  follows  that  the  annual  repayments  of 
National  Debt  should  at  no  time  exceed  the  amount 
of  the  annual  savings  of  the  nation  which  remain 
after  providing  for  interest  upon  debt,  for  the  neces- 
sary expenses  of  government,  and  above  all  for  -a 
sufficient  annual  increase  in  the  capital  of  the  nation. 

58.  Repayment  of  debt  should  be  steady  and  con- 
tinuous in  bad  times  and  good,  .so  as  to  maintain 
national  credit  and  tend  to  bring  about  a steady 
reduction  of  interest  rates,  without  disturbing  the 
stability  upon  which  the  progress  of  industry  and 
well-being  depends.  Slow  repayment  of  debt  retards 
the  recovery  of  national  credit;  but  quick  repayment 
may  deprive  industry  of  necessary  capital  and 
slacken  individual  effort.  Statistics  before  the  Com- 
mittee will  doubtless  afford  a guide  for  suggesting 
what  is  a reasonable  rate  of  reduction. 

X. — Taxation  as  Affected  by  the  Nature  of 
Government  Expenditure. 

59.  All  taxation  must  come  out  of  savings,  either 
accumulated  or  current.  If  the  taxation  is  so  large 
that  it  must  be  met  out  of  accumulated'  savings, 
the  effect  is  to  transfer  to  the  Government  the  owner- 
ship of  capital  invested  in  trade  and  industry.  If 
it  is  met  out  of  current  savings,  the  effect  is  to 
transfer  to  the  Government  a portion  of  these 
savings  as  they  accrue. 

60.  The  effect  of  taxation  is,  therefore,  to  some 
extent  a question  of  the  relative  benefits  derived 
from  the  use  of  these  savings  by  the  Government  or 
by  private  individuals.  The  nature  of  Government 
expenditure  is  thus  an  important  factor. 

61.  In  so  far  as  the  proceeds  of  taxation  are  applied 
to  the  service  of  debt  the  effects  are  clear.  Repay- 
ment of  and  interest  upon  internal  National  Debt 
transfers  these  proceeds  from  one  set  of  persons  to 
another.  Repayment  of  external  debt  transfers  from 
foreign  countries  to  this  country  the  ownership  of  a 
part  of  the  capital  of  the  country  which  had  been 
alienated.  Payment  of  interest  on  external  debt  is 
a continuous  drain  upon  the  savings  of  the  country 
in  favour  of  foreign  countries  in  return  for  past 
benefits.  Repayment  of  foreign  debt  is  thus  of 
greater  advantage  to  the  country  than  repayment 
of  internal  debt. 

62.  In  so  far  as  the  proceeds  of  taxation  are  applied 
to  other  purposes  than  the  service  of  debt,  there 
are  certain  well  understood  services  which  must  be 
performed  by  the  Government  and,  provided  these 
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are  performed  with  due  regard  to  strict  economy, 
they  contribute  to  maintain  or  increase  the  earning 
power  of  the  nation. 

63.  Outside  of  these  universally  admitted  functions 
of  Government,  there  are  many  others  around  which 
considerable  controversy  exists.  It  is  submitted  that 
if  Government  has  taken  upon  itself  functions  that 
might  have  been  more  efficiently  performed  by  private 
enterprise,  or  extends  its  activities  by  taking  over 
additional  functions,  without  overwhelming  evidence 
that  they  can  give  more  effective  service  than  private 
enterprise,  the  transfer  of  savings  from  individuals 
to  Government  for  this  purpose  can  only  result  in 
stagnation  or  loss,  and  will  not  produce  the  increase 
in  wealth  and  the  resulting  benefits  to  all  classes  of 
the  community  which  would  result  from  similar 
expenditures  by  individuals,  or  groups  of  individuals. 

64.  It  follows  that  high  taxation  of  all  kinds  beyond 
the  minimum  necessary  to  maintain  essential  services, 
must  interfere  in  the  long  run  with  that  steady 
growth  of  the  capital  of  the  nation  which  is  essential 
to  maintain  the  present  and  future  population  of  the 
country  in  those  standards  of  living  and  comfort  to 
which  they  are  now  accustomed. 

65.  In  other  words,  the  total  expenditure  of  the 
Government  must  be  kept  within  such  limits  of  taxa- 
tion as  will  not  unduly  restrict  production  and  enter- 
prise by  lack  of  the  necessary  supplies  of  capital. 

XI. — The  Effect  of  Customs  and  Excise  Duties  on 
Trade  and  Industry. 

66.  The  effect  of  taxes,  whether  Customs  or  Excise, 
on  commodities,  is  usually  to  increase  the  selling 
price  and  thus  to  reduce,  international  trade. 

67.  As  the  producer  or  distributor  has  to  advance 
the  amount  in  the  first  instance,  he  endeavours  to 
recoup  himself  by  adding  to  the  price  sufficient  to 
cover  not  only  the  tax  but  a profit  thereon ; his  power 
to  do  this  is  limited  only  by  competition. 

68.  If  foreign  competition  is  largely  eliminated, 
as  may  happen  in  the  case  of  an  import  duty,  he 
may  seek  to  add  to  the  price  a large  proportion  of 
the  duty.  But  the  rise  in  price  will  reduce  the 
demand,  and  it  may  pay  him  better  to  charge  some- 
what less  if  by  increased  production  he  can  so  reduce 
his  costs  as  to  make  the  same  rate  of  profit  on  a 
larger  production  at  a lower  price. 

69.  Excise  Duties,  being  usually  confined  to 
domestic  products  where  there  is  no  foreign  competi- 
tion, or  imposed  to  equalise  an  import  duty  on  a 
foreign  product,  are  perhaps  a greater  burden  on 
the  consumer  than  Customs  Duties,  as  they  are 
treated  invariably  as  part  of  the  cost  and  added  to 
the  price. 

70.  An  import  duty  on  competing  foreign  products 
is  usually  a benefit  to  the  particular  domestic  in- 
dustry affected;  but  it  is  a matter  of  considerable 
controversy  whether  it  is  a benefit  to  the  country 
as  a whole  or  whether  it  is  not  largely,  if  not  wholly 
or  more  than  wholly,  offset  by  damage  to  other  in- 
dustries. No  opinion  is  expressed  on  the  principle 
of  taxing  imports.  This  is  a question  upon  which 
sections  of  trade  or  groups  of  manufacturers  can 
supply  first-hand  information. 


XII. — General  Conclusions  on  Taxation. 

71.  The  effect  of  high  taxation  is  to  reduce  annual 
savings,  to  restrict  enterprise,  to  drive  both  domestic 
and  foreign  capital  out  of  the  country,  to  raise 
domestic  prices,  to  reduce  consumption  and  to  dis- 
courage thrift. 

72.  It  is  a sound  principle  that  taxation  should 
be  limited  to  such  a proportion  of  the  national 
savings  as  will  permit  the  accumulation  of  absolutely 
necessary  supplies  of  additional  capital,  as  well  as 
a steady  reduction  of  the  National  Debt. 

73.  To  attain  this  object  not  only  must  the  people 
practise  thrift  so  as  to  increase  savings  and  to  repair 
War  waste  but  also  the  Government  should  exercise 
the  strictest  economy  in  every  direction;  make  every 
endeavour  to  use  anticipated  surplus  for  the  purpose 
of  reducing  taxation,  and  avoid  or  postpone  all 
expenditure,  even  upon  desirable  objects,  that  is 
not  absolutely  necessary. 

74.  It  is  equally  necessary  that  every  effort  should 
be  put  forward  by  all  classes  to  increase  production 
and  Government  policy  should  be  directed  to  this 
end.  To  what  extent  Government  action  should 
regulate  or  leave  unaffected  Trade  Union  policy, 
which  limits  individual  output,  is  not  a matter 
within  our  compass;  though  that  policy  is  of  far- 
reaching  consequence  as  regards  cost  of  production 
and  ability  to  compete  with  imported  articles  and 
also  in  the  foreign  markets  of  the  world. 

75.  The  loss  of  capital  during  the  War  and  the 
lower  production  per  'head,  due  to  many  causes,  and, 
in  part,  to  the  effects  of  the  War,  must  tend  to 
reduce  the  standard  of  living;  and  attempts  to  in- 
crease or  even  maintain  that  standard  cannot  succeed 
without  greatly  increased  effort.  High  taxation  of 
annual  savings  does  not  promote  these  increased 
efforts,  and  the  heavy  taxation  of  large  incomes  has 
a specially  deterrent  effect  on  new  enterprises. 

76.  Any  attempt  to  tax  past  savings  or  to  increase 
the  National  Debt  for  objects  which  the  nation 
cannot  afford  to  carry  out  from  its  annual  savings, 
can  only  aggravate  the  situation  and  prevent  that 
recovery  which  is  essential  to  the  restoration  of  pre- 
war prosperity.  The  success  of  such  attempts  must 
mean  a transfer  to  the  Government  of  a part  of 
the  capital  of  trade  and  industry  and  lead  to  further 
loss  and  expense  if,  as  is  believed,  the  efficiency  of 
Government  ownership  and  management  must  be  less 
than  that  of  private  enterprise. 

77.  Taxation  on  a scale  which  must  seriously  hamper 
trade  and  industry  is  inevitable  as  a result  of  the 
War.  Its  ill-effects  may  be  increased  or  mitigated 
according  to  the  manner  in  which  the  proceeds  are 
employed  and  the  way  in  which  the  burden  is  dis- 
tributed. To  minimise  the  effects  of  War,  reductions 
in  personal  expenditure,  a higher  scale  of  individual 
effort  and  production,  and  increased  savings  result- 
ing in  additional  capital  are  necessary.  Economy  on 
the  part  of  Government,  and  >a  scale  of  taxation 
which  does  not  reduce  the  incentive  to  private 
savings  are,  it  is  submitted,  two  essentials  which 
would  be  most  effective  in  reducing  to  a minimum 
the  sacrifices  needed  to  make  good  the  ravages  of 
War. 


3375.  Chairman : I understand  that  .Sir  Arthur 
Dickinson  will  be  the  witness  mainly  to  express  the 
views  of  the  various  bodies  of  Accountants.  We  will 
take  your  paper  in  sections,  and  if  Sir  Arthur  Dickin- 
son will  explain  the  sections,  he  can  then  be 
examined.  I notice  you  state  in  Clause  6 that  while 
the  statements  here  submitted  to  the  Committee 
express  the  general  views  of  those  whom  you  repre- 
sent, it  should  be  understood  that  any  answers  which 


may  be  given  verbally  by  any  one  of  you  express  his 
own  individual  views  only.  That  we  understand,  so 
there  may  be  freedom  in  speaking  on  any  point? — 
( Sir  Arthur  Dickinson) : The  introductory  section 

deals  with  the  qualifications  of  our  individual  selves 
and  the  bodies  which  we  represent.  It  gives  the  total 
membership — I do  not  know  that  I need  deal  with 
that — and  it  mentions  the  limitation  which  the  Chair- 
man has  just  referred  to  regarding  any  views  which 
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wo  express  in  addition  to  those  contained  in  the 
statement.  I may  perhaps  emphasise  that  this  memo- 
randum has  been  considered,  approved  and  adopted 
by  the  Councils  of  all  the  three  bodies.  Then 
Section  I of  the  memorandum  deals  with  the  general 
effects  of  taxation  on  trade  and  industry  as  we,  as 
accountants,  come  across  them  in  the  course  of  our 
practice.  I might  perhaps  say  that,  as  accountants, 
we  are  obliged  to  take  an  impartial  view  on  all  these 
questions,  free  from  politics,  and  free  from  any  desire 
to  press  any  particular  line  of  argument  upon  any- 
body. The  practice  of  accountants  extends  very 
widely  over  all  kinds  of  industries  in  the  country, 
and  while  we  do  not  each  of  us  know  .individually 
about  all  those  industries,  which  would  be  impossible*, 
we  all  know  something  about  some  of  them,  and  our 
views  are  not,  or  should  not  be,  tinged  in  any  way 
with  politics  or  questions  of  that  sort.  I think  that 
the  section  as  we  have  put  it  is  fairly  clear.  The 
fact  of  the  enormous  change  in  prices  resulting  from 
the  War  upset  everybody’s  idea  of  what  was  a stan- 
dard price;  prices  went  so  widely  different  from  any- 
thing we  had  known,  that  the  whole  idea  of  what  a 
thing  ought  to  cost  went  by  the  board.  That  made  it 
comparatively  easy  to  force  prices  up.  For  instance, 
if  a 5 per  cent,  increase  in  price  was  justified  by 
something  or  other,  it  was  very  easy  to  say  that  the 
conditions  of  the  War  were  such  that  we  had  to  put 
UI‘  prices  10  per  cent.  I think  that  sort  of 
psychology  undoubtedly  had  a very  considerable 
effect  in  starting  the  rise  in  prices  which  was  so 
intensified  at  last  in  1920.  The  other  point  that  we 
bring  out  there  is  that  after  a War  such  as  we  have 
had,  with  the  loss  of  capital  and  loss  of  life,  it  would 
be  rather  unreasonable  to  expect  even  to  maintain 
the  same  standard  of  living  as  we  had  before 
the  War.  The  inference  would  be  rather  that  the 
standard  of  living  must  be  lower.  For  all  people 
with  fixed  incomes  it  is  considerably  lower  than  it 
was  before.  In  many  industries,  especially  those  that 
are  not  sheltered  industries,  as  they  are  called,  I 
doubt  if,  even  with  the  very  high  wages  that  there 
are  now,  the  standard  of  living  can  be  as  high  as 
iu  was  before.  It  seems  rather  a mistake  to  expect 
that,  until  there  is  a great  increase  in  production  per 
head  of  the  population. 

3376.  Have  you  gone  into  the  question  of  wages, 
comparing  the  difference  between  1914  and  the 
present  time? — No,  we  have  not  investigated  that 
specially;  but  from  general  knowledge  we  know  that 
there  is  a very  large  increase  in  wages. 

3377.  Sir  John  Mann,  have  you  anything  to  say  on 
Section  I ? — (Sir  J ohn  Mann)  : I should  like  to  supple- 
ment what  Sir  Arthur  has  said  with  regard  to  the 
accountant’s  functions.  Far  be  it  from  us  to  arrogate 
to  ourselves  any  particular  knowledge,  but  I think 
it  is  commonly  understood  that  from  the  nature  of  our 
work  we  do  get  at  the  heart  of  things,  and  we  are 
very  often  engaged  in  negotiations  in  such  matters 
as  price  fixing,  contract  terms,  and  things  of  that 
kind,  and  whether  it  is  logical  or  not,  it  is  borne  in 
upon  us  that  this  question  of  high  taxation  does 
enter  into  the  business  man’s  argument.  Just  this 
week,  if  I may  give  you  an  example,  that  arose  in  the 
matter  of  fixing  a price  for  certain  service  that  had 
been  rendered,  what  the  lawyers  call  a quantum 
meruit  the  very  point  was  suggested  and  admitted 
that  the  fact  that  the  resultant  sum,  whatever  it 
might  be,  would  be  subjected  to  very  heavy  taxation, 
was  an  argument  for  increasing  the  amount,  clearly 
in  that  particular  case,  which  is  typical,  showing  that 
the  taxation  is  being  passed  on  and  is  therefore 
increasing  the  cost.  Although  nominally  it  is  a tax 
upon  a surplus,  in  effect  very  often  it  does  enter 
directly  into  and  increase  and  swell  what  we 
nominally  call  costs.  It  may  not  be  logical;  it  is,  as 
1 am  inclined  to  contend,  largely  psychological,  and  a 
great  many  psychological  factors  enter  into  the  whole 

WT.U  1 questlon’  that  one  would  like  to  emphasise. 
While  logic  may  be  against  certain  facts,  psychology 
may  be  the  other  way. 


3378.  Mr.  Lees-Smith : In  the  case  you  have 

quoted,  it  was  not  a case  of  a competitive  price; 
it  was  a case  of  salary,  was  it? — Something 
equivalent  .to  that,  where  the  quantum  meruit  h'ad 
to  be  worked  out;  but  it  is  typical. 

3379.  The  case  of  a salary  is  not  very  typical 
of  prices  under  competition? — Not  under  keen 
competition. 

3380.  Mr.  Michens : Do  you  know  any  steel  maker 
to-day  who  puts  up  his  price  on  account  of  Income 
Tax  ? — ( Sir  Arthur  Dickinson)  : I should  say  that 
was  one  of  the  industries  in  which  it  could  not  be 
done,  because  of  competition.  ( Sir  John  Mann) : 
If  you  could  use  the  argument,  you  would  do  it. 

3381.  Sir  Arthur  Balfour:  But  you  do  not  con- 
tend that  everybody  could  put  up  their  prices? — No. 

3382.  Do  you  think  .that  industry,  as  distinct  from 
trading,  has  been  less  able  to  put  up  its  prices 
than,  say,  trades  retailing  clothing,  boots,  food- 
stuffs, and  so  on ; they  do  not  have  the  same 
competition  from  outside  ? — (Sir  Arthur  Dickinson) : 
It  is  much  easier  in  the  sheltered  trades. 

3383.  Do  you  think  that  in  the  sheltered  trades 
prices  have  been  put  up  and  kept  up  ? — Yes,  I think 
so,  certainly.  I think  they  have  in  the  big  in- 
dustries to  some  extent,  but  probably  not  enough 
to  compensate  for  the  higher  wages  and  higher  oosts. 

3384.  Then  it  comes  down  to  this,  that,  although 
in  looking  at  the  cost  of  production  you  do  not  see 
the  tax,  it  is  there  in  the  selling  price  eventually? — 
It  gets  there  if  it  can.  Of  course,  competition  may 
be  such  that  you  cannot  put  it  on.  It  ought  not 
to  get  there  theoretically,  as  theoretically  it  is  a 
share  of  the  profits  tnat  the  Government  takes. 

3385.  Actually  it  may  get  there,  or  it  would  not 
be  there  for  the  Government  to  take? — Yes;  that 
is  rather  psychological  too.  You  charge  as  much 
as  you  can  get,  and  in  considering  what  you  have  to 
charge  you  consider  the  tax  as  one  of  the  items. 

3386.  Professor  Mall : In  that  case,  I presume  that 
the  seller  gets  a higher  price  because  of  the  tax, 
and  he  would  not  ask  that  price  if  there  were  no 
bax  ? I think  he  gets  as  high  a price  as  he  can. 

3387.  Whether  there  is  a tax  or  not? — Yes, 
probably,  but  if  times  were  very  good — take  the 
case  of  the  steel  industry,  this  is  what  would 
happen.  In  considering  what  the  cost  of  the  product 
was  and  what  price  should  be  put  in  on  a contract, 
some  regard  would  be  h'ad  to  the  tax  as  well  as 
other  costs,  and  the  price  would  be  based  on  that. 

3388.  Sir  Arthur  Balfour : It  would  be  more 

necessary  to  get  a higher  price  if  there  were  a 
higher  tax  ? — Yes. 

3389.  Professor  Mali : But  the  seller  would  en- 
deavour to  get  the  highest  price  possible,  in  any 
event? — Everybody  does  that,  but  when  you  atre 
competing  on  tenders  and  things  of  that  sort,  you 
have  to  consider  how  high  you  can  put  the  price 
■and  be  pretty  safe  in  getting  your  tender  accepted. 
If  you  went  much  beyond  what  your  lactual  costs 
and  taxes  were,  you  might  find  the  work  would  go 
somewhere  else,  and  you  would  have  lost  it.  You 
cannot  say  it  is  actually  the  taxes  that  do  it;  that 
ns  merely  part  of  the  cost  with  other  things. 

3390.  Mr.  Bramley : You  mean,  I suppose,  that 
the  tax  is  utilised  as  'an  excuse  for  increasing  prices. 
Lt  is  not  that  the  tax  increases  the  cost  of  the 
product,  but  it  is  utilised  in  a way  to  bluff  the 
purchaser  ? -That  is  perhaps  a little  extreme  way 
of  putting  it,  but  it  is  something  of  that  sort. 

I will  give  you  an  instance.  I was  talking  to  a 
friend  of  mine  in  1913,  before  the  War,  when  I 
think  the  Income  Tax  had  jumped  to  Is.  9d.  or 
something  of  that  sort,  and  we  were  talking  about 
it-_  He  said:  “ Oh,  well,  we  will  just  put  up  our 
prices  to  cover  it.” 

3391.  You  state  that  in  some  cases  the  price  is 
raised  in  order  to  provide,  not  merely  for  the 
increased  taxation,  but  for  a profit  on  the  taxation 
itself?  Yes.  That  would  come  in  as  an  extreme 
case,  if  you  could  do  it. 

3392.  In  the  process  of  price  fixing,  is  it  your 
opinion  that,  in  general  terms,  prices  have  been 
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increased  beyond  the  increased  cost  of  production 
and  distribution  ? — I think  the  tendency  is  that  way 
most  emphatically. 

3393.  Frofessor  Hall : Would  you  say  that  a fall 
in  income  taxation  would  mean  a fall  in  prices? — 
Perhaps  not  immediately,  but  it  must  ultimately 
by  the  general  pressure  of  public  opinion,  and  so 
on.  I can  give  you  a case  which  only  occurred  the 
other  day;  it  is  not  on  income  taxation,  it  is  on 
tea  duty.  It  appears  that  the  price  of  tea  has  gone 
up  in  spite  of  the  reduction  of  the  duty  which  should 
have  brought  prices  down.  Somebody  must  have  had 
the  amount  of  the  duty.  They  are  selling  tea  at  a 
higher  price  than  they  were. 

3394.  That  is  true  of  the  wholesaler,  I believe,  but 
not  true  of  the  retailer? — This  was  a retail  shop,  a 
very  big  one  too,  where  they  were  supposed  to  charge 
low  prices. 

3395.  That  may  have  been  due  to  the  increased 
demand  following  the  lower  taxation? — It  may  have 
been  due  to  all  sorts  of  things. 

3396.  Mr.  Lees-Smith : Take  that  specific  case  that 
you  have  mentioned  of  the  man  who  said  before  the 
War  : “I  will  put  the  Income  Tax  on  to  our  prices.” 
Did  every  firm  in  the  industry  say  the  same  thing? — 
A great  many  did  to  my  knowledge.  That  is  one 
reason  why  I did  not  want  to  mention  the  industry; 
it  would  not  be  quite  fair.  It  was  an  industry  in 
which  it  was  possible  to  put  the  charges  on. 

3397.  The  argument  you  have  brought  before  us 
rather  assumes  a combination  in  industry.  If  this 
had  been  an  isolated  firm  and  other  firms  had  not 
added  the  taxation,  this  isolated  firm  would  have 
found  itself  at  a disadvantage? — Yes. 

3398.  Therefore  it  assumes  that  an  industry  is 
practically  controlled  to  a large  extent  or  to  somJ 
extent  by  combination? — Yes,  but  it  is  easier  to  con- 
trol it  by  combination  if  everybody  feels  that  they 
are  being  hit  and  their  profits  are  going  down.  It  is 
much  easier  for  them  then  to  agree  to  put  their  prices 
up.  If  they  are  all  doing  very  well  they  would  find 
difficulty,  because  competition  at  once  springs  up ; 
but  if  they  are  all  in  the  position  that  they  have  to 
pay  5s.  to  7s.  6d.  or  10s.  out  of  their  profits  in  Income 
Tax,  when  they  formerly  paid  Is.  6d.  or  2s.,  there  is 
a much  greater  tendency  for  them  all  to  increase 
prices,  especially  when  you  have  much  higher  prices 
at  the  same  time  and  have  to  pay  much  more  for 
everything  you  buy.  I might  just  add  this.  Those 
paragraphs  which  we  put  in  later  on  about  tariff 
duties  rather  apply  in  the  same  way.  If  you  have 
an  industry  like  a number  of  the  sheltered 
industries  which  are  not  subject  to  competition — 
take  electric  light  industries,  for  instance;  many  of 
them  are  governed  by  Act  of  Parliament  and  are 
regulated  in  that  way,  but  some  are  not.  I think  it 
is  generally  admitted  that  their  prices  have  gone  up 
much  more  than  any  others  have,  just  as  wages  in 
those  industries  have  gone  up  much  more  than  any 
others. 

3399.  Sir  Arthur  Balfour  : It  is  perfectly  true,  as 
anyone  can  see  for  himself  in  balance  sheets,  that 
the  average  profits  have  gone  down  as  the  result  of 
high  taxation. — On  the  whole;  not  in  every  case. 

3400.  In  a great  many  cases? — In  a great  many 
cases. 

J40I.  The  consequence  is  that  it  is  very  much 
harder  with  high  taxation  to  raise  capital  for 
industry  at  a reasonable  rate? — Yes;  and  I think 
people  ought  to  work  harder  still;  there  is  much 
greater  effort  required  to  get  the  same  results  than 
before  the  War. 

3402.  Mr.  Sickens  : I see  you  say  that  high  taxa- 
tion affects  saving.  Have  you  any  evidence  to  show 
that  saving  is  less  now  than  it  was  pre-War? — No,  I 
have  not  got  the  evidence.  You  remember  that  we 
state  here  that  we  have  no  doubt  you  will  have  been 
supplied,  with  these  figures.  Ours  is  merely  the 
general  impression  that  we  have  got  on  this  point  in 
the  course  of  our  practice. 

3403.  But  you  do  not  know? — I do  not  know  by 
ngures.  The  tendency  would  naturally  be  that  way. 


You  can  talk  to  your  friends  and  you  know  what 
they  all  say,  what  they  are  doing,  and  that  sort  of 
thing;  it  is  not  worth  saving  now,  the  Government 
takes  it  in  Income  Tax.  I have  heard  it  said  in  the 
time  of  Excess  Profits  Duty:  “We  will  put  this 

building  up.  The  Government  pays  80  per  cent, 
of  it.” 

3404.  It  is  merely  an  impression? — Yes,  that  is 
right.  You  see  it  in  the  case  of  companies  where 
they  are  paying,  for  instance,  ordinary  share  divi- 
dends at  the  same  rate  as  before  but  free  of  tax, 
instead  of  less  tax.  Many  preference  shares  issues 
since  the  beginning  of  the  War  have  been  made  on 
the  terms  of  dividends  free  of  tax,  which  was  a thing 
unknown  before.  All  that  results  in  paying  away 
more  of  the  profits  than  were  paid  away  before. 

3405.  That  leads  up  to  my  second  question,  which 
is  this.  The  reserves  of  companies  set  aside  out  of 
profits  are  liable  to  tax,  are  they  not? — Yes. 

3406.  Therefore  if  taxation  is  high,  that  hits  the 
reserves  very  heavily? — Yes,  it  does. 

3407.  You  have  had  a wide  experience  of  business. 
Is  it  your  experience  that  the  most  successful  firms 
are  those  which  have  been  built  up  generally  out  of 
reserves  ? — Most  emphatically. 

3408.  And  one  of  the  most  necessary  things  for  any 

business  is  that  it  should  set  aside  a substantial 
proportion  of  profits  in  order  that  it  may  have  a big 
reserve? — That  is  right.  I can  give  you  an  instance 
of  that.  It  is  in  America,  it  is  true,  but  it  is  just  as 
good.  A great  friend  of  mine  was  chairman  of  one 
of  the  great  railways  at  one  time  and  this  was  his 
theory.  He  said:  “For  every  dollar  we  pay  in 

dividends  we  want  another  dollar  to  put  back  into 
the  business  out  of  our  profits.”  Of  course,  that  is 
a new  country,  and  conditions  are  different  and  they 
have  a good  deal  more  development  perhaps  than  we 
have,  but  the  same  principle  applies. 

3409.  Is  it  your  experience  that  the  depreciation 
rates  which  are  allowed  for  taxation  purposes  are 
not  on  the  liberal  side? — Yes;  they  are  not  enough, 
or  they  were  not  enough,  I should  say,  before  the 
War. 

3410.  But  even  now? — They  were  increased  during 
the  War  a great  deal,  and  I am  not  quite  sure  how 
far  that  increase  has  been  kept  up.  To  some  extent 
it  has. 

3411.  What  about  buildings,  for  instance? — They 
never  allow  anything  for  Income  Tax  for  depreciation 
of  buildings,  and  buildings  get  obsolete  like  every- 
thing else. 

3412.  If  anybody  is  prudent  and  wishes  to  make 
a reserve  he  has  to  do  that  out  of  money  which  has 
previously  been  taxed? — Yes;  and  also  in  the  case  of 
the  exhaustion  of  minerals. 

3413.  So  the  net  upshot  of  it  is  that  the  businesses 
in  this  country  at  the  present  moment  tend  to  be 
setting  aside  inadequate  reserves  as  the  result  of 
high  taxation? — If  you  do  not  pin  me  to  figures  I 
should  say  yes,  that  is  my  impression. 

3414.  And  in  your  opinion  that  would  be  very 
grave? — Very  serious  indeed.  ( Sir  John  Mann ) : 
There  is  a struggle  to  pay  what  may  be  a more  or 
less  conventional  rate  of  dividend — a conventional 
rate  or  a uniform  rate — and  the  reserve  suffers. 

3415.  The  reserve  suffers  directly  because  if  you 
want  to  put  £100,000  to  reserve,  you  have  to  take 
4s.  6d.  in  the  £ off  it  and  give  it  to  the  Government  ? 
— That  is  so.  There  is  a sense  of  injustice  in  the 
community  with  regard  to  the  effect  of  the  tax  on 
the  reserves  that  you  have  to  lay  aside.  The  Govern- 
ment does  not  recognise  the  prudence  or  necessity 
of  building  up  a reserve  which  is  absolutely  essential 
to  meet  the  expenses  of  emergencies  and  extensions. 

3416.  What  would  you  say  about  depreciation? — 
We  feel  generally,  in  my  experience,  that  the 
Revenue,  in  its  methods,  is  over-exacting  with  regard 
to  the  rates.  It  is  defending  the  general  taxpayers’ 
point  of  view;  one  knows  that  there  is  a distinct 
conflict  of  interests,  but  the  application  of  the  law 
operates  very  severely  in  regard  to  the  low  rates  of 
depreciation  that  are  allowed. 
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3417.  So  that  the  result  of  high  taxation  and  of 
the  action  of  the  Government  in  respect  of  deprecia- 
tion is  to  over-capitalise  industries,  which  is  a bad 
thing  both  for  the  worker  and  for  the  capitalists 
themselves;  is  not  that  sop — That  is  so. 

3418.  Chairman : Have  you  anything  to  say  on 
these  points,  Mr.  Pitt  ? — (Mr.  Pitt) : I should  like 
to  say  that  I consider  that  one  of  the  greatest  needs 
of  the  commercial  community  to-day  is  increased 
capital.  It  is  perfectly  true  that  during  the  War 
certain  fortunate  industries  were  able  to  increase 
their  reserves  very  largely,  but  the  vast  majority 
were  not  successful  in  that  respect,  and  the  very  basis 
of  successful  commerce  is  naturally  to  capitalise  your 
profits ; that  is  to  say,  if  a man  makes  a certain 
profit,  if  he  is  going  to  look  forward  to  the  exten- 
sion of  his  business,  he  necessarily  must  capitalise. 
Large  numbers  of  our  trading  concerns  at  the  present 
time  are  extremely  short  of  capital.  Even  our  great 
combines,  it  is  within  my  knowledge,  are  pressed 
for  capital,  and  if  there  is  one  thing  more  necessary 
than  another  at  the  present  time,  I believe  it  is  that 
there  should  be  provision  for  increased  capital  in 
order  to  provide  for  an  expanding  population  and  for 
the  greatly  increased  cost  of  raw  material  and  for 
the  natural  increase  which  an  ordinary  trading  con- 
cern looks  forward  to.  So  far  as  depreciation  is  con- 
cerned, I feel  quite  strongly  on  that  subject,  because 
I do  believe  that  the  rates  of  depreciation  always 
have  been  inadequate.  It  seems  to  me  that,  in  the 
very  best  interests  of  the  country,  the  Government 
should  be  liberal  to  a degree  in  that  respect;  because 
after  all  they  are  partners;  and  it  is  a first  essential 
that  obsolete  machinery  should  be  scrapped,  and 
unless  you  allow  adequate  rates  of  depreciation  you 
will  get  badly  conducted  businesses  and  obsolete 
machinery.  I myself  feel  confident  that  the  policy 
of  the  past  has  been  mistaken  and  not  sufficiently 
liberal  and  that  if  the  Government  had  allowed  large 
rates  of  depreciation,  they  would  have  benefited  to 
a much  greater  extent  in  being  able  to  tax  larger 
profits. 

3419.  Sir  Josiah  Stamp:  On  the  point  that  has 
just  been  raised,  I would  like  to  develop  the  question 
of  the  allowance  for  depreciation  a little.  Suppose 
that  the  rates  of  depreciation  had  for  the  last  20 
years  been  half  as  much  again  as  they  were,  in  your 
judgment  would  the  total  amount  now  being  allowed 
for  wear  and  tear  be  greater  than  it  is  at  the 
moment? — (Sir  Arthur  Dickinson):  It  is  very  diffi- 
cult to  say.  I should  think  in  all  probability  it 
might  be  less.  It  is  taken  on  the  diminishing 
balances  in  this  country. 

3420.  That  (being  so,  in  view  of  the  fact  that, 
under  one  system  you  are  allowing  depreciation  on 
many  things  on  which,  under  the  other  system,  you 
would  have  ceased  to  allow  depreciation,  the  ques- 
tion is  whether,  in  the  long  run,  if  plant  is  allowed 
for  during  its  life,  either  by  wear  and  tear  and 
obsolescence  together,  or  by  way  of  wear  and  tear 
entirely,  there  is  the  slightest  difference  in  the 
aggregate  .amount  allowed  to  industry,  whatever 
your  rates  are? — I think  there  would  be,  for  this 
reason,  that  presumably  all  the  money  you  have 
written  off  in  depreciation  in  back  years  goes  back 
into  plant  and  gets  it  up  to  the  same  value.  You 
would  have  just  the  same  value  as  you  have  now, 
only  you  would  have  more  modem  plant.  A very 
eminent  steel  man  said  to  me  before  the  War : 

“ Our  steel  industry  is  a scrap-heap,”  and  compared 
with  America — I do  not  know  very  much  about  it, 
but  I have  been  over  many  works  both  here  and 
in  America' — certainly  the  condition  of  the  steel 
works  here  as  compared  with  those  in  America  was 
bad;  and  if  they  had  had  (of  course  it  is  only 
assumption)  much  higher  allowances  for  depreciation 
all  those  years,  it  is  quite  possible  you  might  have 
found  us  with  a modern  steel  industry  at  the 
beginning  of  the  War  instead  of  an  obsolete  one. 
You  would  have  had  just  the  same  depreciation  now 
because  they  would  have  built  it  up  again,  and  the 
value  would  have  been  higher  than  it  is  now.  Since 
the  War  things  have  changed;  great  improvements 


have  been  made,  and  a number  of  plants  have  been 
modernised.  But  take  it  before  the  War;  we  were 
running  our  steel  industry  into  the  ground  here  as 
compared  with  America,  and  Germany  too,  I believe, 
though  I do  not  know  much  about  Germany. 

3421.  I do  not  want  to  confuse  the  fund  with  the 
question  of  the  annual  allowance.  It  is  impossible 
to  think  that  the  mere  remission  of  a tax  on  the 
difference  of  an  annual  allowance  is  going  to  provide 
an  enormously  greater  fund  for  replacement? — 
Except  that  people  will  not  as  a rule  write  off 
more  depreciation  than  they  are  (allowed  for-  in 
Income  Tax. 

3422.  Until  the  War  the  effect  was  that  Is.  in 
the  £ had  to  be  paid  on  any  depreciation  written 
off  in  excess  of  the  'allowance.  Now  the  question 
is  whether  that  Is.  in  the  £ would  have  made  all 
the  difference.  But  this  is  getting  away  from  the 
point  at  which  I started.  I want  to  know  whether 
it  can  be  proved  that  if  you  do  allow,  one  way 
or  another,  either  early  or  late,  or  by  an  even  system 
or  an  erratic  system — if  you  do  allow  for  machinery 
during  its  'life  its  whole  value,  in  the  long  run  the 
rates  of  depreciation  can  make  any  difference 
whatever? — If  you  really  allow  the  whole  deprecia- 
tion during  the  whole  life,  I agree  with  you,  but 
I think  the  tendency  of  the  low  depreciation  rate 
is  to  extend  the  life  of  the  plant  unduly,  with  a 
very  bad  result;  you  get  a scrap-heap  instead  of 
a plant.  There  is  a psychological  result. 

3423.  The  effect  of  low  rates  of  depreciation  is 
to  create  a psychological  feeling? — Yes. 

3424.  It  is  not  a provable  actuarial  loss  to  in- 
dustry?— No,  I would  not  like  to  say  that. 

3425.  But  the  man  feels  that  he  is  getting  a 
lower  rate  of  depreciation  than  the  actual  wear 
and  tear,  and,  although  he  is  not  alive  to  the 
actuarial  position,  it  influences  his  mind  ? — If  you 
look  'at  the  funds  that  some  of  these  big  American 
companies  have  built  up  during  the  last  20  years 
— take  the  United  .States  Steel  Corporation,  with  a 
capital  of  1,400,000,000  dollars.  Before  the  War  they 
built  up  something  like  400,000,000  dollars  out  of 
surplus  and  put  it  back  into  the  property,  and  I 
suppose  their  properties  are  among  the  finest 
properties  in  the  world  to-day. 

3426.  Sir  Arthur  Balfour : Is  not  the  real  psycho- 
logical effect  this : If  a man  has  in  his  balance  sheet 
a machine  written  down  to  .a  low  figure  he  is  much 
more  likely  to  scrap  it  earlier? — That  is  right. 

3427.  Therefore  the  obsolescent  effect  afterwards 
■does  not  come  into  it  till  too  late? — That  is  right. 
People  have  not  been  encouraged  in  this  country. 

3428.  Sir  J osiah  Stamp : The  suggestion  is  that  a 
higher  rate  should  be  allowed? — Yes. 

_ 3429.  And,  therefore,  people  will  get  the  deprecia- 
tion earlier  in  the  life  of  the  machine  than  they  do 
at  present,  but  it  will  not  cost  the  Exchequer  any- 
thing in  the  long  run  ? — It  will  cost  them  more,  in 
this  way,  that  there  will  be  a higher  value  of  plant 
upon  which  depreciation  will  be  calculated.  Pre- 
sumably that  would  bring  in  much  better  results, 
and  that  would  be  a benefit  to  the  Government  in  a 
higher  yield  from  taxes. 

3430..  It  would  be  a benefit  on  the  hypothesis  that 
there  is  more  profit? — Yes,  it  is  a benefit  to  the 
revenue. 

3431.  I am  on  this  question  only.  We  .are  told 
that  industry  suffers  because  insufficient  rates  of 
depreciation  are  allowable  for  taxation.  I think  it  is 
agreed,  now  that  it  isi  psychologically  so,  but 
actuarially  it  is  not  so? — Possibly. 

3432.  Could  this  Committee  safely  report  that  the 
Exchequer  might  double  its  rates  of  depreciation  and 
it  will  not  cost  any  more  in  the  long  run  ? — It  is  very 
difficult  to  say.  I 'should  say  that  depreciation  would 
cost  more  in  the  long  run,  but  that  there  would  be  an 
increase  of  productive  capacity  in  the  plants,  and 
the  revenue  which  came  in  from  taxation  would  more 
than  offset  the  extra  depreciation  allowed. 

3433.  I want  to  get  it  quite  clearly  from  you 
whether  you  think  there  is  actually  a larger 
allowance  going  to  he  made  by  higher  rates  of 
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depreciation  in  the  long  run? — How  do  you  mean 
— a larger  allowance? 

3434.  Whether  the  total  annual  sum  being  allowed 
by  the  Exchequer  for  wear  and  tear  is  going  to  he 
any  larger  in  the  long  run  because  your  rates  are 
higher? — I think  it  must  be. 

3435.  But  why? — Because  more  money  is  put  back 
into  plant;  the  plant  is  kept  up  at  a higher  value. 
If  you  have  a plant  of  £100,000  and  you  write  off 
a diminishing  balance  of,  say,  5 per  cent,  for  a 
number  of  years,  in  20  years  it  is  down  to  about 
one-third  and  it  is  perfectly  useless ; you  could  not 
run  that  plant.  My  theory  of  depreciation  is  that 
you  write  off  depreciation  on  a new  plant  and  you 
get  down  perhaps  to  an  average  value  of  75  or  80 
per  cent,  on  that,  and  if  you  maintain  that,  you 
can  keep  your  plant  going  at  its  highest  rate  of 
efficiency.  You  cannot  keep  it  up  to  100  per  cent, 
because  it  would  not  be  economical.  You  cannot 
renew  every  single  little  hit  of  stuff  directly  it  wears 
out,  but  you  come  to  a point  to  which  you  must 
keep  your  value  up ; and  I think  the  tendency  in 
this  country  has  been  to  allow  the  average  value  to 
run  down  a great  deal  more  than  it  ought. 

3436.  To  keep  the  plant  working  longer  than  it 
should? — Yes. 

3437.  It  is  in  its  dynamic  effect  upon  the  renewal 
of  the  plant  and  not  in  the  way  in  which  you  get 
an  allowance  of  a particular  amount  on  the  value 
of  the  plant? — Yes,  but  I thought  you  asked  me  if 
it  was  going  to  mean  a higher  charge.  I think  it 
would  mean  a higher  charge,  because  it  would 
be  . kept  up  at  a higher  value.  Say  that  it 
goes  down  to  60  per  cent.  ; you  would  put  more 
money  into  it  and  it  would  go  up  again  to  70  or  75 
per  cent.  ; in  other  words,  you  would  have  deprecia- 
tion not  only  on  the  diminishing  value  of  the 
original  plant,  but  on  the  diminishing  value  of  the 
plant  put  in  to  make  good  depreciation. 

3438.  The  real  cost,  if  the  plant  were  to  last  the 
same  amount  of  time,  would  be  negligible,  but  under 
the  system  of  allowing  more,  the  plant,  instead  of 
being  kept  in  existence  20  years,  would  be  kept 
in  existence  15  years  and  the  revenue  would  get  an 
advantage  in  the  production  from  the  improved 
plant? — Yes. 

3439.  Sir  Arthwr  Balfour : Better  equipment  of 
the  industry  and  a higher  standard  of  production? 
— Yes.  ( Sir  John  Mann ) : The  policy  of  the  past 
tends  to  the  postponing  of  replacement  and  re- 
newals and  modernisation  and  that  policy  is  apt  to 
infect  men’s  minds.  A more  liberal  policy  would 
approximate  to  the  American  method  of  scrapping 
and  therefore  the  time  element  would  be  important. 
It  is  quite  true  theoretically  it  would  work  out  to 
the  same  in  the  long  run  if  the  plant  were  main- 
tained during  the  same  period,  which  is  fallacious, 
I think.  (. Sir  Josiah  Stamp):  I am  not  endeavour- 
ing to  contest  the  evidence  you  are  giving.  I am 
only  endeavouring  to  lay  bare,  if  I can,  the  funda- 
mental point  that  is  so  frequently  misconceived,  as 
1 see  it,  that  a high  rate  of  depreciation  on  par- 
ticular plant  makes  any  difference  at  all. 

3440.  Mr.  Lees-Smith : May  I ask  one  more  ques- 
tion on  your  statement,  Mr.  Pitt?  You  made  a 
statement,  I think,  with  regard  to  the  need  that 
industry  had  at  the  moment  for  capital?  Is  it  your 
experience  that  industry  at  this  moment  is  being 
starved  of  capital? — (Mr.  Pitt):  It  is  my  experience. 
I have  an  experience  extending  over  a very  large 
number  of  balance  sheets  and  it  is  my  experience 
that  that  is  so.  It  arises  of  course  for  a number 
of  reasons.  One  that  you  know  is  the  greatly  in- 
creased cost  of  manufacture,  and  if  it  is  an  ex- 
panding business  the  very  fact  that  there  is  a 
larger  business  to  be  done,  and  I find  that  the 
result  is  that  they  have  had  to  resort  very  largely 
to  the  banks,  who  of  course,  should  only  finance  on 
proper  banking  principles.  It  has  resulted  in  very 
unsatisfactory  trading  and  a want  of  enterprise  in 
the  men  who  are  short  of  capital.  I think  it  is  one 
of  the  first  necessities  of  commerce  to-day  that  it 


should  be  put  into  such  a position  that  it  can 
accumulate  capital  by  natural  processes,  that  is  to 
say,  out  of  profits,  in  order  to  cope  with  the  greatly 
increased  cost  of  raw  material  and  expanding 
business. 

3441.  The  reason  I ask  the  question  is  because  we 
have  had  evidence  in  a contrary  direction.  It  has 
been  stated  to  us  that  as  a matter  of  fact  at  this 
moment  if  there  were  a great  deal  more  capital,  in- 
dustry could  not  profitably  employ  it? — It  is  a per- 
fectly natural  position.  When  you  get  a period  of 
severe  trade  depression,  such  as  at  present,  natur- 
ally you  will  find  that  in  most  industries  money 
flows  in  from  book  debts  and  reducing  stocks  and 
unemployed  capital  results.  But  immediately  you 
return  to  normal  trade  you  get  acute  financial 
trouble.  That  must  be  so ; but  the  fact  remains 
that  under  normal  trading  at  the  present  time  in- 
dustry, I am  confident,  is  short  of  capital. 

3442.  Do  you  regard  the  present  time  as  normal 
trading? — No,  I refer  to  the  present  time  as  a time 
of  acute  depression,  when  capital  is  idle.  Of  course, 
there  are  many  exceptions  in  the  sheltered  trades 
and  so  on,  but,  generally  speaking,  I regard  it  as  not 
a normal  period  but  a period  of  acute  depression. 

3443.  Then  I understand  your  remarks  with  regard 
to  the  shortage  of  capital  do  not  refer  to  industry  at 
all  at  present,  but  to  industry  as  it  may  be  in  its 
future  development? — I refer  to  such  industry  as  is 
at  the  present  time  in  a normal  condition.  Naturally 
the  bank  accounts  of  those  industries  which  are 
abnormally  depressed  at  the  present  time,  are  over- 
flowing with  money.  That  is  perfectly  natural;  it 
must  be  so.  But  industries  where  there  is  a reason- 
able output  and  they  are  working  under  normal  con- 
ditions, I find,  are  very  short  of  capital,  and  I 
venture  to  state  this : that  immediately  these  very 
depressed  industries  get  back  a reasonable  volume  of 
trade,  they  will  also  be  in  distress.  I think  it  is  a 
fact  that  there  never  was  an  industry  in  this  country 
but  the  basis  and  the  whole  source  of  its  success  must 
be  the  constant  accumulation  of  capital  within  the 
business. 

3444.  If  there  are  these  industries  which  are  normal 
and  which  could  profitably  employ  capital,  and  if, 
at  the  same  time,  there  is  this  great  mass  of  capital 
lying  unused,  can  you  explain  how  it  is  that  these 
industries  are  not  able  to  obtain  it  by  ordinary  bank- 
ing processes? — It  is  because  when  you  go  to  your 
banker  you  are  asking  him  to  supply  you  not  with  a 
temporary  loan  but  with  a loan  which  is  in  the  nature 
of  a fixed  loan;  it  is  capital.  The  banker  will  only 
advance  you  money  for  temporary  purposes,  not 
for  capital  purposes.  Those  persons  are  short 
of  capital  constantly  and  the  bankers  will  not 
advance  under  such  conditions.  He  advises  them  to 
go  to  the  public  or  to  a legitimate  source  for  increas- 
ing capital,  and  when  they  attempt  to  do  so  they 
find  it  is  impossible  by  reason  of  the  fact  that  their 
profits  to-day  are  on  a very  low  scale.  ( Sir  Arthur 
Dickinson ) : I should  like  to  bring  out  two  points  on 
that,  if  I may.  In  the  first  place,  I think  if  a busi- 
ness is  in  low  water  as  to  its  trade  it  ought  not  in 
normal  times  to  have  any  bank  loans ; I mean,  if 
trade  is  bad  and  assets  have  consequently  been  con- 
verted into  cash,  all  bank  loans  ought  to  have  been 
paid  off.  Bank  loans  should  be  required  only  when 
business  is  flourishing.  I am  speaking  more  from 
impressions  than  actual  facts,  and  some  of  your 
banking  members  know  more  about  it  than  I do, 
but  I think  you  will  find  that  in  a great  many 
industries  which  are  sub-normal  at  the  present  time, 
bank  loans  are  being  carried  still,  and  for  this  reason, 
that  the  working  capital  required  even  for  the  much 
smaller  business  they  are  doing  is  far  larger  than  it 
was  before  the  War,  owing  to  the  high  costs  and 
prices  and  rates  of  wages  and  so  on.  The  high  rates 
of  interest  that  have  to  be  paid  for  new  capital  now, 
running  to  6,  6J,  7 or  7^  per  cent.,  tend  to  throw 
people  on  to  their  bankers  for  temporary  loans  for 
capital  expenditure  which  they  ought  to  have 
financed  from  permanent  capital  advances.  The  very 
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fact  that  the  rate  of  interest  is  so  high  shows  that 
the  capital  is  not  there;  if  there  was  a surplus 
people  would  be  willing  to  put  out  money  at  lower 
rates.  People  are  carrying  capital  expenditure, 
which  should  be  financed  by  permanent  capital,  on 
short  loans. 

3445.  Sir  Arthur  Balfour : Is  one  of  the  reasons 
for  the  high  rate  of  interest  that  industries  do  not 
earn  enough  at  present  to  cover  a large  amount  of 
debentures,  preference  shares  and  so  on.  They  are 
not  accumulating  the  surplus  of  working  capital 
which  they  want  and  which  ought  to  be  found  out 
of  accumulations  if  you  have  to  carry  larger  stocks 
and  larger  inflated  values  and  all  that.  They  have 
to  pay  a very  large  amount  of  their  liquid  assets 
in  taxation? — Yes. 

3446.  Sir  Alan  Anderson : This  tends  to  show  that 
they  have  not  succeeded  in  putting  their  prices  up 
to  get  back  the  Income  Tax? — The  export  trades 
certainly  have  not. 

3447.  But  those  trades  of  which  you  are  talking  ? — 
That  is  so. 

3448.  And  you  are  talking  of  the  ones  which  are 
doing  normal  trade  at  present? — There  are  not  many 
to-day. 

3449.  They  are  the  sheltered  trades? — Yes.  I 

think  the  export  trades  are  in  the  position  that  they 
cannot  put  their  prices  up ; they  cannot  sell  at  their 
present  prices. 

3450.  Sir  J osiah  Stamp : In  your  paragraph  8 you 
put  out  a general  proposition  which  you  say  is  right 
in  theory,  and  then  in  paragraph  9 you  give  an  ex- 
ception to  it,  namely,  what  happened  in  a regime 
of  rising  prices.  Is  there  any  other  exception  to  the 
general  principle  that  you  have  laid  down?  In  a 
time  of  normal  trade  without  inflation  can  the  home 
trader  succeed  in  passing  his  Income  Tax  into  prices? 
— If  there  is  no  competition  he  can,  largely  because 
people  have  lost  their  standards.  If  you  are  used  to 
paying  Is.  a lb.  for  butter,  you  would  strongly  object 
if  your  cheesemonger  put  it  up  to  Is.  4 d.,  hut  you 
have  lost  your  standard,  and  if  he  puts  it  up  to  2s.,, 
you  do  not  know  where  you  are. 

3451.  We  are  now  assuming  normal  conditions  in 
the  price  level  and  freedom  from  inflation.  Assuming 
that  large  sums  are  paid  in  taxation  to  the  Govern- 
ment and  the  Government  spend  that  money  in  the 
purchase  of  commodities  abroad,  what  is  your  view 
as  to  what  happens?  Is  the  effect  of  putting  on  a 
high  rate  of  Income  Tax  to  diminish  production  con- 
siderably below  its  present  figure?  Supposing  you 
represent  the  production  by  1,000  units  under  the 
existing  scheme  of  taxation,  and  then  you  put  on  a 
very  high  Income  Tax,  is  the  result  to  reduce  the 
production  from  1,000  to,  say,  950? — I would  say 
probably  you  would  get  the  1,000  and  put  on  a 
higher  price  to  recoup  the  Income  Tax. 

3452.  How  is  that  to  be  arrived  at,  having  regard 
to  the  existing  amount  of  currency?  Would  you 
create  a further  amount  of  currency  to  accommodate 
it? — If  we  were  back  on  the  gold  basis  we  could  not. 
You  can  now,  as  a matter  of  fact.  I do  not  think  we 
do  now.  I think  the  bankers  look  after  it  much  too 
well  to  let  us  do  so,  fortunately. 

3453.  Is  it  possible  for  there  to  be  a general  rise 
of  prices  due  to  Income  Tax  without  an  increased 
currency? — No,  I should  say  not,  on  the  whole. 

3454.  Therefore,  if  you  have  a steady  command 
over  inflation  at  the  time  of  heavy  Income  Tax, 
prices  cannot  rise  taken  as  a whole  ? — I am  not  clear 
on  that.  I do  not  know  that  I would  like  to  say.  It 
is  very  difficult  and  very  complicated.  They  might 
rise.  You  might  find  that  the  production  of  a smaller 
quantity  would  produce  just  as  much  profit  and  then 
you  would  put  the  price  up. 

3455.  If  you  tell  me  that  the  high  Income  Tax 
reduces  the  number  of  units  produced  from  1,000 
to  950  and  the  currency  remains  the  same,  then  you 
have  scope  for  increased  prioe,  but  if  you  still  pro- 
duce 1,000  units  and  your  currency  remains  the  same 
you  cannot  get  increased  price. — I quite  see  the 
difficulty,  but  is  not  the  real  point  this  : that  a man 
faced  with  high  Income  Tax  sets  to  work  to  see  how 


he  can  get  some  more  profit,  -and  he  does  it  by  any 
way  he  can  do  it,  and  I think  he  very  largely  succeeds 
in  one  way  or  another. 

3456.  He  tries  to  get  the  same  profit? — Or  he  tries 
to  get  more  as  a rule. 

3457.  I understand  that  ait  present  he  is  in  a 
favoured  position  of  being  able  to  get  in  somewhere 
where  there  is  a soft  spot  in  the  mechanism,  but  I 
am  asking  you  if  the  general  effect  can  be  that? — 
You  mean  for  all  industries  at  once? 

3458.  Can  you  frame  any  economic  theory  to  do  it? 
— -I  do  not  know  that  I can.  It  is  very  difficult.  In 
paragraph  9 we  have  got  the  conditions  under  which 
it  happened. 

3459.  Now  let  us  take  a case  where  the  amount  can 

be  passed  into  profit;  let  us  assume  that  it  oan  be 

done.  In  your  judgment  what  is  the  amount  of 

Income  Tax  that  is  passed  into  prices?  Is  it  2s.  in 
the  £,  or  is  it  10s.  in  the  £,  or  what  is  it? — I could 
not  say  at  all.  I cannot  get  it  any  nearer  than  this. 
My  general  opinion  on  the  whole  question  is  that 
everybody  tries  to  get  the  same  profit  as  they  had 
before,  after  they  have  paid  Income  Tax;  there  are 
numbers  of  ways  in  which  they  may  do  it ; some 
succeed  and  some  do  not. 

3460.  I want  to  get  it  as  far  as  possible  as  a ques- 
tion of  ■ degree.  If  you  have  in  three  leading 

businesses,  we  will  say  the  actual  controlling 

businesses  in  a particular  trade,  one  of  them  paying 
an  average  rate  of  tax,  say,  of  4s.  6d.,  another,  a 
smaller  business,  paying  2s.,  and  another,  a rich 
man,  paying  10s.,  and  they  are  all  of  them  wanting 
to  get  the  same  net  income  as  they  had  before,  and 
they  are  all  struggling  to  pass  their  Income  Tax  into 
prices,  how  far  do  they  succeed?  Do  they  succeed 
as  far  as  .the  lowest,  and  the  rest  have  to  whistle  for 
the  balance  that  they  cannot  get,  or  do  they  succeed 
so  far  as  the  highest  so  that  .the  lowest  is  in  a much 
better  position  than  before? — I am  inclined  to  think 
that  .they  force  prices  up  all  along  the  line,  and  it 
makes  higher  wages  equal  to  less  real  wages  than 
they  were  before. 

3461.  It  is  a very  difficult  point,  because,  if  we 
tried  to  make  the  point  in  our  report  that  this 
higher  rate  is  desirable,  we  have  to  think  of  reduc- 
tions of  the  Super-tax  as  affecting  the  body  politic; 
if  we  consider  it  is  a low  rate  we  have  to  consider 
pushing  the  tax  up  so  as  to  exempt  that  class  of 
person,  and  if  it  is  the  middle  road,  then  we  can 
make  recommendations  about  the  normal  rate.  It  is 
no  good  alleging  these  things  in  theory  unless  one 
has  the  courage  to  act,  and  it  is  no  good  acting  unless 
we  have  real  ground  to  go  upon. — I think  the  ques- 
tion you  ask  would  require  a great  deal  of  statistical 
information  for  its  answer,  and  I do  not  know  any- 
body who  is  competent  to  do  it  except  you. 

3462.  I have  had  that  answer  from  that  chair 
before,  but  I am  just  as  helpless  as  you  are  on  this 
point.  But  I do  want  to  know,  if  there  is  any 
successful  passing  of  Income  Tax  into  price  in  the 
home  trade  at  a time  when  there  is  no  inflation,  what 
it  is  that  is  passed.  Is  it  the  normal  rate  that  the 
small  man  pays  or  the  rate  that  the  big  man  pays? — 
I am  afraid  I cannot  help  you ; I have  to  give  it  up, 
I think. 

3463.  Professor  Hall : You  made  reference  to 

high  taxation  affecting  the  possibility  of  saving  for 
the  development  of  business,  and  you  made  reference 
to  the  efiort  to  secure  a conventional  return  upon 
capital.  Is  that  conventional  return  in  your  opinion 
a fixed  rate,  or  does  it  vary  over  a number  of  years? 
— ( Sir  John  Mann.)  There  is  not  a more  difficult 
question  to  answer  than  what  is  a conventional  or 
reasonable  rate.  Everyone  has  more  or  less  his  own 
standard,  and  he  struggles  to  reach  that  and  exceed 
it,  at  all  cost. 

3464.  The  point  I want  you  to  deal  with  really  i6 
this.  Does  not  taxation,  if  the  proceeds  are  applied 
to  debt  reduction,  tend  to  reduce  the  general  rate  of 
interest;  and  if  it  does  tend  to  reduce  the  general 
rate  of  interest  how  does  that  affect  your  idea  of  a 
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conventional  profit  or  return  upon  preference  shares, 
say;  that  was  mentioned? — That  is  another  question 
altogether. 

3465.  The  two  are  connected,  in  my  view? — Would 
you  just  repeat  your  question? 

3466.  I want  to  find  out  from  you  what  you  con- 
sider are  the  relative  advantages  of  high  taxation 
to  reduce  the  debt,  and  low  taxation  to  enable 
capital  to  be  accumulated  for  the  purposes  of  busi- 
ness development.  I want  to  get  from  you  your 
opinion  as  to  the  relative  advantage  of  the  two 
policies? — My  answer  would  be  something  like  this.  I 
concur  with  Mr.  Pitt  and  Sir  Arthur  Dickinson  that 
one  of  the  great  requirements  is  the  accumulation 
of  capital  to  replace  the  capital  lost  by  the  War,  to 
provide  for  losses  in  business  and  to  encourage  new 
enterprise,  and  to  finance  the  rising  standard  of 
living,  and  all  that  sort  of  thing,  and  it  is  more  im- 
portant to  increase  the  productive  capacity  and  so 
obtain  a greater  income  which  would  yield  a higher 
amount  of  tax  than  to  raise  taxes  for  a rapid  reduc- 
tion of  debt. 

3467.  You  think  our  needs  for  capital  are  of 
greater  importance  than  the  rapid  reduction  of  the 
debt? — It  is  a question  of  degree. 

3468.  I want  to  get  your  opinion  as  to  the  degree? 
— You  enter,  of  course,  upon  a question  of  statistics 
there.  We  have  indicated  later  on  in  our  memo- 
randum some  rough  ideas  of  the  basis  on  which  that 
very  difficult  calculation  has  to  be  made,  but  any- 
thing that  is  thought  by  the  taxpayer  to  be  a too 
rapid  reduction  of  debt  operates  in  a psychological 
manner  to  depress  him  and  make  him  labour  under 
a sense  of  grievance,  which  interferes  with  his 
efficiency,  and  therefore  interferes  with  the  produc- 
tion of  the  country.  If  he  thinks  the  debt  is  being 
too  rapidly  redeemed  he  resents  it.  You  asked 
another  question  a little  earlier,  I think,  which  is 
perhaps  the  same  one  put  in  another  way  : What  is 
the  effect  of  reduction  of  taxation?  My  answer  is 
that  it  would  have,  and  I think  it  has  already  been 
proved  to  have,  a certain  exhilarating  effect,  a re- 
bound and  a reaction.  People  begin  to  think  that 
the  times  are  improving.  Once  that  impression 
begins,  it  is  inclined  to  grow  and  grow  and  lead  to 
an  improvement.  That  is  a purely  psychological 
factor;  and  if  the  burden  of  taxation  is  thought  to 
be  heavy  it  does  depress,  whether  it  is  really  heavy 
or  not. 

3469.  I take  it  there  are  advantages  to  be  gained 
from  a reduction  of  taxation.  One  is  the  increase 
of  capital  and  the  other  is  the  psychological  influence 
which  will  tend  to  stimulate  productivity  ? — Yes,  and 
the  two  things  are  the  same  in  so  far  as  greater 
productivity  tends  to  greater  savings,  that  is  to 
greater  accumulation  of  capital. 

3470.  Sir  Arthur  Balfour : Do  you  think  the  pre- 

sent position  is  that  taxation  is  so  high  that  it  is 
having  a depressing  effect? — I think  it  is.  One’s 
experience  points  to  something  like  this.  It  is  a 
constantly  heard  question  nowadays  in  any  negotia- 
tion : “What  is  the  effect  of  taxation?  ” Before 

the  War  one  never  heard  it  at  all.  This  very  morn- 
ing I had  the  question  put  to  me  : “If  we  do  so-and- 
so  how  do  we  stand  with  Income  Tax?  ” It  has  a 
paralysing  effect  on  an  extraordinary  number  of 
things,  and  the  slightest  reduction  causes  a rebound. 

3471.  Sir  Josiah  Stamp:  Will  you  explain  that 

psychological  point?  I rather  question  the 
“ slightest.”  What,  in  your  judgment,  would  be  the 
minimum  figure  which  would  have  a psychological 
effect  on  a private  trader — 6d.  ? — I would  rather  not 
be  dragged  into  figures;  it  depends  on  the  individual. 

3472.  What  would  be  the  minimum  figure  to  have 
an  important  effect  on  the  community? — A penny  or 
so  is  negligible;  fid.  becomes  appreciable.  I am 
rather  thinking  aloud. 

3473.  Is  that  so  with  regard  to  the  private  trader? 
What  is  the  figure  for  limited  companies  which 
makes  all  the  officials  buck  up  and  everybody  work 
much  harder  and  get  very  much  more  profit? — Of 
course,  there  again  there  is  a distinction  between  a 


company  and  an  individual,  but  nowadays,  I think  I 
am  right  in  saying,  that  in  all  really  well  managed 
businesses  the  men  in  control  have  an  interest  in  the 
results,  and  therefore  what  applies  in  the  private 
case  applies  equally  to  most,  if  not  all,  the  big 
corporations.  There  is  a stimulus  that  they  are 
labouring  for  themselves  and  for  the  service  of  their 
organisation  and  not  for  the  mere  corporate  body. 
It  was  all  very  well  during  the  War  when  we  worked 
for  nothing,  but  to-day  is  different. 

3474.  Take  half-a-dozen  large  typical  businesses, 
such  as  Lever’s;  would  you  say  a reduction  of  6d. 
in  the  £ would  have  an  important  effect  on  that 
class  of  business? — I think  it  would. 

3475.  Mr.  Lees-Smith  : Did  you  notice  any  striking 
rebound  last  year? — Yes.  There  was  a general  feel- 
ing that  things  would  be  a little  easier.  How  far 
the  effect  persisted  in  spite  of  the  extraordinary 
difficulties  it  is  almost  impossible  to  say. 

3476.  If  you  reduce  Income  Tax  by  6d.  it  only  has 
an  effect  for  a time  and  the  effect  of  the  reduction 
is  less  as  time  passes? — That  proves  that  it  is  partly 
psychological. 

3477.  Mr.  Lees-Smith  : You  do  not  seem  to  get  a 
large  enough  psychological  result.  Sir  Arthur 
Balfour : It  really  lasted  until  about  May  ? — (Sir 
John  Mann ) : I would  not  like  to  put  a date  on  it. 
Sir  Arthur  Balfour : It  is  an  easy  date  if  you  look  at 
the  returns. 

3478.  Sir  J osiah  Stamp : You  will  not  put  it 

higher  than  that  it  has  less  effect  in  the  case  of  a 
large  limited  company  than  in  the  case  of  a private 
business? — That  is  so. 

3479.  Translating  that  psychological  effect,  having 
regard  to  the  magnitude  of  the  production  of  the 
two  classes  of  business,  have  you  worked  out  what 
might  be  expected  to  be  the  increase  in  the  production 
following  a certain  reduction  of  taxation  ? — It  is  quite 
impossible  to  put  it  in  figures. 

3480.  Would  you  say  that  a 10  per  cent,  alteration 
in  tax  would  mean  1 per  cent,  or  50  per  cent.  ? — I 
am  afraid  I must  ask  you  to  excuse  me  from  making 
the  calculation.  ( Sir  Josiah  Stamp)  : I suggest  to 
you  it  would  be  a very  useful  exercise.  1 have  done 
it,  and  you  get  down  to  a surprisingly  limited  field 
over  which  this  psychological  influence,  however 
pronounced,  can  act. 

3481.  Professor  Sail : In  those  industries  that  are 
normal  at  the  present  time,  and  you  have  made 
reference  to  the  fact  that  some  industries  are  normal, 
would  you  say  that  the  net  return  to  capital  is  as 
high  as  it  was  before  the  War  after  tax  has  been 
paid,  or  less? — (Mr.  Pitt):  Much  lower,  and  I would 
like  to  add  this,  that  if  I compare  the  effects  of  a 
reduction  in  interest  with  those  of  the  expansion  of 
trade  which  comes  about  by  increased  capital  flowing 
into  a business  the  former  is  a mere  bagatelle.  It 
is  of  the  utmost  importance  that  trade  should  be 
expanded  by  a continuous  flow  of  fresh  capital,  and 
the  reduction  in  the  rate  of  interest  would  be  a small 
matter  in  comparison  with  such  an  all-imp.ortant 
position.  The  first  essential  is  the  continual  feeding 
of  the  business  with  its  very  life  blood,  that  is  the 
capital,  and  the  question  of  a reduction  of  the  rate 
of  interest  is  a comparatively  small  matter. 

3482.  Would  you  say  that  the  net  return  on 
preference  capital,  or  debenture  capital,  is  less  than 
in  pre-war  days? — It  must  be  less  of  necessity.  It 
is,  of  course,  a fixed  return.  (Sir  John  Mann)  : You 
mean  new  issues? 

3483.  Yes. — (Mr.  Pitt)  : The  new  issues  have  had 
to  be  higher,  the  public  would  not  take  them  up 
unless  they  were  at  higher  rates. 

3484.  Therefore  the  net  return  is  probably  higher 
than  for  similar  capital  in  pre-war  days? — Not 
necessarily.  If  there  are  profits  to  pay  them,  yes,  but 
unfortunately  you  will  often  find  that  the  profits 
do  not  exist. 

3485.  I was  referring  to  those  industries  which  you 
spoke  of  yourself  as  being  normal  and  working  full 
time? — Yes,  but  whilst  normal  so  far  as  the  extent 


254 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


30  September,  1924.]  Sir  AjaTHUR  Lowes  Dickinson,  Sir  John  :Mann  [ Continued . 

and  Mr.  George  Stanhope  Pitt. 


of  their  trade  is  concerned,  yet  the  amount  of  their 
profit  has  been,  in  my  experience,  reduced. 

3486.  Mr.  Boiven:  I should  like  to  ask  Sir  John 

Mann  one  question  with  regard  to  what  he  said  was 
the  conventional  rate  of  dividend.  Could  he  tell  us, 
following  up  the  psychological  point  which  we  have 
been  discussing,  what  has  been  the  effect  on  the  mind 
of  the  shareholder  as  -regards  his  desire  for  a con- 
ventional rate  of  dividend  as  compared  with  his  desire 
to  place  money  to  reserve? — ( Sir  John  Mann):  I 

should  think  very  often  directors  are  moved  by  the 
desire  to  have  a uniform  or  conventional  return  to 
their  shareholders  at  the  cost  of  reserve.  In  other 
words,  the  reserve  is  the  surplus  after  meeting  the 
conventional  dividend. 

3487.  Why  should  the  director  have  a desire  to  meet 
a conventional  dividend  rather  than  think  of  the 
larger  policy  of  creating  a reserve? — I am  afraid  they 
are  very  largely  regulated  by  a desire  to  keep  then- 
shares  standing  at  a fair  price  in  the  market,  and  the 
fluctuating  amount  of  surplus  which  is  put  to  reserve 
one  year  and  another  is  nearly  always  fixed,  having 
first  considered  this  standard  or  conventional  rate 
of  interest. 

3488.  Having  regard  to  the  market  price  of  their 
shares? — Well,  that  is  an  element  they  are  not 
supposed  to  take  into  account,  but  inevitably  they 
do.  They  say  if  we  lower  our  dividend  our  shares 
go  down. 

3489.  Sir  Arthur  Balfo-ur : Or  if  you  put  less  to 
reserve  they  go  down? — Not  so  much.  I am  afraid 
the  public  look  at  the  dividend  and  not  at  the 
reserve. 

3490.  Mr.  Bowen : That  would  suggest  that  the 
shareholders  clamour  for  higher  dividends  without 
regard  to  reserve? — I am  afraid  they  do.  (Sir  Arthur 
Dickinson ) : I would  not  say  they  clamour  for  higher 
dividends.  They  clamour  for  dividends  which  are 
going  to  bring  them  in  the  same  as  they  had  before 
the  war. 

3491.  I am  just  coming  to  that  point.  The  sug- 
gestion was  made  that  there  should  be  a lower 
standard  all  round,  and  if  shareholders  insisted  upon 
getting  a dividend  which  wouild  be  proportionate  to 
the  amount  they  received,  or  equal  to  the  amount 
they  received  before  the  War,  that  point  oannot  arise. 
Sir  Arthur  Balfour : They  may  insist,  but  do  they 
ever  get  it? — (Sir  John  Mann)  : It  varies  in  different 
companies.  The  tendency  is  to  maintain  the 
dividend  at  the  expense  of  the  reserve. 

3492.  Mr.  Bichens:  I want  to  know  whether  you 
would  be  in  favour  of  exempting  reserves  from 
Income  Tax  or  not? — (Sir  Arthur  Dickinson)  : Yes. 
We  put  that  into  our  memorandum,  originally,  but 
just  at  that  time  a clause  was  brought  forward  on  the 
Finance  Bill  and  we  thought  it  was  not  necessary. 
(Mr.  Pitt)  : The  clause  was  rejected. 

3493.  Would  you  be  in  favour  of  exempting  them 
altogether  until  the  money  is  distributed? — (Sir  John 
Mann)  : Speaking  personally,  the  suggestion  was  that 
one-half  of  the  reserve  should  be  free  of  tax  which, 
while  open  to  very  practical  difficulties,  is  in 
principle  sound.  It  is  a rough  and  ready  compromise. 

3494.  Not  the  whole? — No.  ( Sir  Arthur  Dickin- 
son) : I think  the  nearer  you  can  get  to  a tax  on 
expenditure  instead  of  a tax  on  income  the  more 
savings  you  will  have. 

3495.  Sir  Josiah  Stamp:  On  the  question  of 

reserves  I would  like  to  ask  whether  jmu  think  any 
concession  should  apply  to  reserves  of  all  kinds. 
For  instance,  supposing  a oompany  has  a large 
amount  of  purchased  securities  at  cost  and  it  prefers 
to  carry  them  at  cost,  and  to  make  large  reserves 
against  any  depreciation  there  may  be  on  the  other 
side : contrast  that  with  the  policy  of  a.  company 
that  actually  writes  that  investment  down  to  market 
value.  One  has  made  a reserve  equally  with  the 
other  so  far  as  the  net  effect  is  concerned.  Would 
vour  remark  apply  to  that  reserve? — (Sir  Arthur 
Dickinson)  : That  is  not  a reserve  at  all.  (Mr.  Pitt)  : 
It  would  only  apply  to  free  reserves.  An  earmarked 
reserve  is  not  a reserve  at  all. 


3496.  Therefore  you  would  impose  your  view  on 
the  company  that  it  was  its  duty  to  write  down  that 
particular  investment  to  market  value.  You  would 
turn  it  from  a convention  into  something  which  was 
almost  a statutory  obligation? — Yes. 

3497.  That  being  so  with  regard  to  purchased 
securities,  supposing  you  get  securities  which  are  not 
quotable  strictly  as  such  but  which  vary  every  year, 
one  company  would  write  them  down  at  its  estimate 
of  their  value,  and  the  other  oompany  would  say : 
“ We  will  not  write  them  down  but  we  will  provide 
a large  reserve  against  them.”  How  would  you  act 
in  a case  like  that? — {Sir  Arthur  Dickinson)  : As  an 
auditor,  I should  say  that  is  not  a free  reserve. 

3498.  Who  is  to  determine  it? — The  auditors  would 
have  to  decide  it  in  every  balance  sheet.  (Sir  John 
Mann)  : That  is  not  the  type  of  reserve  which  we  have 
in  our  minds.  The  reserves  we  refer  to  are  simply 
undivided  profits  carried  to  what  one  may  call  a 
general  reserve  without  any  earmarking  for  the 
depreciation  of  a particular  investment — something 
which  might  have  been  distributed  in  profit  but 
through  prudence  or  otherwise  is  kept  in  reserve  for 
emergencies. 

3499.  I suggest  to  you  that  the  attempt  to  do  this 
means  that  you  have  to  put  the  whole  science  of 
making  a balance  sheet  on  an  absolutely  firm  founda- 
tion, whereas  it  is  only  a conventional  one  at  present? 
— Well,  that  would  be  all  to  the  good. 

3500.  Mr.  Bell:  Does  this  relaxation  of  taxation  on 
such  an  amount  as  they  consider  should  be  put  to 
reserve  also  apply  to  private  firms  individually? — 
(Sir  Arthur  Dickinson)  : I think  it  ought  to,  to  be 
fair;  I think  it  ought  to  apply  to  all  businesses. 

3501.  Do  you  not  see  a tremendous  difficulty  in 
that? — It  would  make  them  keep  proper  balance 
sheets ; that  is  one  good  thing. 

3502.  Sir  J osiah  Stamp  : I must  say  I take  such  a 
serious  view  of  this  evidence  coming  from  the  repre- 
sentative bodies  of  Accountants  that  I would  like  it 
developed.  The  practicability  of  this  as  against  the 
modern  conception  of  what  a balance  sheet  is,  is  such 
a tremendous  problem  that  unless  these  three  bodies 
of  Accountants  can  give  us  clear  light  and  leading 
upon  it,  we  are  in  a very  difficult  position  in  making 
recommendations  on  it.  I lhave  considered  this  thing 
myself  for  years  every  time  it  has  come  up  in  some 
Private  Member’s  amendment  to  the  Finance  Bill, 
and  it  has  been  my  duty  to  write  notes  on  it  for  the 
Finance  Minister  of  the  day.  I am  aware  of  some 
of  the  figures,  but  nothing  like  the  number  you  your- 
selves would  be  aware  of  if  you  work  it  out  on 
practical  cases,  and  I should  like  to  have  it  made 
much  more  clear  as  to  how  it  is  going  to  work  in 
practice?  I think  the  Finance  Bill  clause  which  was 
thrown  out  specified  a reserve  for  the  purpose  of 
development.  In  other  words,  the  company  would  he 
compelled  to  put  a reserve  aside  and  hold  it  for 
development  and  show  it  was  spent  on  development 
or  that  it  was  still  there. 

3503.  Mr.  Bell:  It  is  equally  prudent  to  put  a 
reserve  aside  for  possible  losses  as  it  is  for  the 
reinstatement  of  machinery,  for  instance? — That  is 
right,  but  if  there  are  possible  losses,  as  soon  as  they 
mature  as  losses  a great  many  of  them  are  allowed 
for  Income  Tax  purpoes,  and  in  so  far  as  they  are 
capital  losses  there  is  no  tax  on  capital  profits  and 
no  allowance  for  capital  losses. 

3504.  Supposing  you  put  aside  considerable  sums 
of  money  each  year  which  should  be  free  of  Income 
Tax  on  the  ground  that  they  were  reserves  for  pos- 
sible losses  in  the  future  you  would  have  a vast  amount 
of  taxable  money  withdrawn  ? — I agree,  but  the  sug- 
gestion we  started  with  was  that  it  was  moneys  put 
aside  for  the  purpose  of  development.  Writing  off 
bad  debts  is  not  development. 

3505.  Sir  Arthur  Balfour : Supposing  it  were 

moneys  put  aside  for  the  purpose  of  development  and 
afterwards  the  concern  got  into  difficulty  and  had  to 
use  its  reserves  for  something  else? — It  would  come 
back  into  oharge. 
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3506.  Sir  Josiah  Stamp  : Would  they  have  to  pay  to 
the  Revenue  on  those  reserves  at  a time  when  by 
hypothesis  they  most  wanted  the  money? — It  would 
be  the  same  thing  as  distributing  it. 

3507.  It  seems  to  me  that  what  the  concern  would 
have  to  do  would  be  to  make  a further  reserve  on 
that  for  the  potential  Income  Tax? — Possibly,  but 
those  would  be  very  exceptional  cases.  You  cannot 
provide  for  every  case. 

3508.  Mr.  Bell : It  seems  to  me  difficult  to  say  that 
a doctor  or  an  architect  or  an  Indian  merchant  has 
not  got  equally  a right  with  a limited  company  to  set 
aside  a certain  amount  which  is  not  to  be  taxable  ? — 
Unless  you  limit  it  to  purposes  for  the  development 
of  the  business. 

3509.  That  is  just  what  you  cannot  do,  in  my 
judgment,  because  what  you  describe  is  equally 
covered  by  a provision  for  bad  debts  or  calamity  or 
trouble  ? — That  is  not  developing  the  business ; that  is 
providing  against  a loss.  Developing  a business  means 
breaking  out  into  new  lines,  and  all  that  sort  of  thing. 

3510.  There  may  come  a point  at  which  the  two 
things  are  indistinguishable? — Doubling  your  plant, 
for  instance,  is  what  I should  call  developing  business, 
and  the  necessary  working  capital  which  it  calls  for. 

3511.  Mr.  Hichens  : In  France  there  is  a statutory 
reserve  which  is  compulsory? — Yes,  but  it  is  very 
small;  it  is  so  much  per  cent,  of  the  profits. 

3512.  Mr.  Bell : The  development  of  a business  is 
not  only  expressed  in  terms  of  the  machinery  of  a 
manufacturing  company;  it  is  also  the  capital  of  a 
trading  company? — Yes;  more  working  capital — that 
is  right. 

3513.  You  would  allow  a private  partnership  to  lay 
aside  a sum  on  the  ground  that  it  was  necessary  to 
keep  that  working  capital,  and  not  tax  it? — I do  not 
see  why  you  should  make  a distinction  between  a 
private  firm  and  a company  in  that  respect  provided 
they  went  through  the  same  formula  and  kept  the 
same  balance  sheets.  After  all,  you  might  have  a 
private  individual  running  a steel  works  just  as  you 
have  a company  running  a steel  works.  If  one  is 
allowed  development  then  the  other  would  be. 

3514.  Take  the  merchant;  what  is  he  to  be  allowed 
to  set  aside? — There  are  plenty  of  companies  who  are 
merchants.  If  they  say:  “ We  want  £50,000  to  set 
aside  for  development  for  increasing  our  business 
because  we  shall  want  a great  deal  more  working 
capital,”  as  long  as  they  keep  that  as  working  capital 
and  it  is  intact,  it  is  there  put  aside  for  developing 
the  business.  They  may  be  doing  four  times  the 
amount  of  trade  and  doing  it  upon  this  fund. 

3515.  Sir  Arthur  Balfour:  This  is  a highly  im- 
portant matter  : do  you  not  think  we  might  have  a 
memorandum  upon  it?  Chairman:  I was  going  to 
ask  Sir  Josiah  Stamp  if  he  could  draft  definite  ques- 
tions so  that  the  matter  can  be  put  into  a concrete 
form,  and  the  witnesses  might  answer  them  either 
later  on  in  the  proceedings,  or,  if  not,  by  letter.  Sir 
Arthur  Balfour  : It  can  be  answered  by  memorandum  ? 
—(Sir  John  Mann)  : I think  we  would  welcome  that; 
m fact,  I had  noted  down  to  make  the  suggestion  that 
Sir  Josiah  would  formulate  the  particular  points. 
We  are  rather  taken  at  a disadvantage  just  now.  We 
have  not  conferred,  and,  as  our  memorandum  says, 
we  are  not  speaking  for  the  profession  as  a whole. 
We  are  more  or  less  thinking  aloud  in  rather  a reck- 
less fashion.  It  is  a subject  of  extreme  difficulty. 
What  I did  say  a.  little  while  ago  I qualified  by  adding 
that  there  are  undoubted  practical  difficulties.  Chair- 
man : Very  well,  I think  we  may  now  pass  to  the  next 
Section. 

3516.  Professor  Sail : On  Section  III.  Would  you 
say  that  high  taxation  in  any  sensible  degree 
stimulates  saving  since  it  leads  people  to  be  more 
careful  than  otherwise  they  would  be? — (Sir  Arthur 
Dickinson)  : Yes,  it  would  in  some  cases,  but  my  own 
personal  opinion  is  that  the  effect  is  a great  deal 
more  the  other  way.  Undoubtedly  some  people  with 
less  income  to  play  with  would  spend  less  and  say : 

We  want  to  save  what  we  saved  before.”  The 
young  would  probably  do  that  more  than  the  old? — 
(Sir  John  Mann) : It  restricts  the  power  to  save. 


( 3517 . Mr.  Hichens  : In  paragraph  26,  you  say : 
“ The  great  bulk  of  direct  taxation  falls  upon  those 
who  have  not  only  the  largest  margin  available,  but 
also  the  will  for  saving;  as  from  them  the  neoessary 
increase  in  capital  mainly  comes.”  It  seems  to 
imply  that  it  is  the  richest  classes,  fewer  though  they 
be  in  numbers,  who  provide  the  greatest  amount  of 
capital? — (Sir  Arthur  Dickinson):  I think  it  is  best 
expressed  by  using  some  figures  of  Sir  Josiah  Stamp. 
I think  he  states  in  one  of  his  recent  books  which 
I have  read  with  much  pleasure  that  if  you  take  the 
whole  of  the  incomes  above  £250  a year  and  divide 
them  among  the  rest  of  the  population  it  would  add 
5s.  a week  to  each  family.  There  are  no  savings  to 
come  out  of  that. 

3518.  Sir  Alan  Anderson  : You  refer  in  paragraph 
33  to  companies  changing  the  domicile  of  their  head 
offices  by  re-registering  abroad,  and  say  that  there 
is  a tendency  for  new  enterprises  to  be  domiciled 
abroad,  and  for  individuals  to  reside  permanently 
abroad  so  as  to  escape  taxation ; is  that  common  ? — 
I have  come  across  cases  of  it,  and  there  would  cer- 
tainly be  more  if  it  were  not  for  the  fact  that  many 
foreign  concerns  have  found  a way  now — a perfectly 
legitimate  way,  I believe — of  lessening  their  profits 
in  this  country.  It  becomes  a small  matter,  and 
they  continue  here  for  other  advantages. 

3519.  Do  you  look  upon  Death  Duties  as  a more 
noxious  form  of  tax  than  the  others  which  you 
couple  with  it  in  paragraph  29  ?— Personally,  I do 
not.  I think  Death  Duties  are  quite  a good  tax. 
but  I do  not  want  to  be  taken  as  expressing  the  views 
of  anybody  else. 

3520.  Sir  Arthur  Balfour : On  paragraph  34  do  you 
regard  investments  abroad  as  detrimental  to  the 
interests  of  this  country? — No,  certainly  not. 

3521.  We  have  had  witnesses  who  did. — It  seems 
to  me  that  investment  abroad  is  to  a great  extent 
the  basis  of  our  foreign  trade  and  results  in  our 
increasing  exports  and  our  necessary  foreign 
supplies  of  food. 

3522.  Sir  Josiah  Stamp:  In  paragraph  29  you  say: 
“ Tile  high  rates  of  Income  Tax,  Super-tax,  and,  to 
some  extent,  Death  Duty,  tend  to  restrict  invest- 
ments in  new  enterprises  which  involve  more  than 
the  average  amount  of  risk  as  the  net  return  for 
such  risks  is  seriously  reduced,”  and  the  burden  of 
paragraph  32  is  similar.  It  has  been  put  to  us  that 
one  of  the  effects  of  high  taxation  is  to  starve  the 
investment  of  capital  in  what  you  might  call  the 
prudent  enterprises  and  to  induce  investment  in 
highly  speculative  things  that  promise  a large  return. 
The  investor  says  : “ Hang  it  all,  I must  have  the 
same  net  figure.  If  I cannot  get  it  from  a 6 per  cent, 
investment  I must  get  it  from  an  8 per  cent,  invest- 
ment.” Instead  of  being  content  with  home  indus- 
tries, the  safe  industries,  he  tends  to  launch  into 
speculative  ones  and  to  be  the  victim  of  bucket  shops 
and  highly  inflated  prospectuses.  That  seems  to  run 
counter  to  paragraphs  29  and  32:  will  you  give  us 
your  views  on  it? — I would  like  to  put  it  in  this 
way : how  much  of  South  African  territory  would 
have  been  developed  by  Rhodes  and  his  friends  if 
they  had  had  over  40  per  cent,  of  their  profits  taken 
in  Income  Tax,  and  another  50  per  cent,  of  the 
results  when  they  died?  They  would  have  said: 
“It  is  not  good  enough;  we  will  put  it  into  some- 
thing much  safer.  We  are  not  going  to  develop 
these  new  countries  at  big  risks,  the  Government 
taking  a very  large  slice  of  profits  the  whole  time 
and  making  no  compensation  whatever  if  we  lose 
the  whole  thing.” 

3523.  You  would  deny  as  a fact  that  high  taxa- 
tion is  tending  to  divert  investments  from  the  safer 
to  the  more  speculative? — No.  I think  you  have 
both  effects.  In  the  big  things  you  have  the  effect 
that  we  put  here.  On  the  other  side  you  have  the 
effect  on  the  people  who  invest  in  5 per  cent.  War 
Loan ; they  will  tend  to  invest  in  7 J per  cent, 
debentures  which  are  not  so  safe. 

3524.  There  is  a cross-over  in  the  two?— Yes, 
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3525.  Are  both,  forms  of  investments  left  where  they 
were  as  regards  the  supply  of  capital  then? — No.  I 
do  not  think  the  people  who  changed  from  5 to  7 J per 
cent,  would  ever  go  in  for  developing  a great  country 
like  South  Africa,  and  you  would  lose  that  altogether. 
The  great  bulk  of  our  foreign  trade  has  come  from 
the  development  of  India,  Australia,  South  America 
and  other  countries  due  originally  almost  entirely 
to  investments  made  by  the  richest  people  in  the 
country. 

3526.  The  effect  of  high  taxation  in  your  judgment 
is  to  concentrate  savings  more  upon  safe  and  well- 
known  industries? — Yes,  I think  so. 

3527.  And  make  it  easier  for  them  to  get  their 
money? — Yes.  I can  give  you  a case  in  point  in 
America;  you  are  probably  familiar  with  it.  You 
know  that  owing  to  the  high  rate  of  taxation  in  the 
United  States  there  has  been  an  enormous  increase 
in  tax-free  securities.  It  has  become  such  a big  thing 
that  Congress  is  now  thinking  of  taking  steps  to 
stop  it. 

3528.  That  is  rather  a different  point? — No;  they 
want  to  avoid  taxation. 

3529.  It  is  differential  advantage  in  taxation;  I 
am  not  on  that  point  at  all.  I am  assuming  that  the 
taxation  applies  to  both  cases,  and  your  evidence 
goes  to  show  that  the  high  rates  of  tax  concentrate 
investment  upon  established  and  safe  and  secure  well- 
known  businesses;  it  makes  it  easier  for  them  to 
raise  money? — I should  think  it  would  in  the  long 
run. 

3530.  And  that  it  starves  the  speculative  and  more 
progressive  element? — I think  it  would  in  the  long 
run. 

■3531.  Is  there  any  kind  of  statistical  proof  of  this, 
because  the  evidence  is  getting  so  conflicting  on  the 
point? — I really  do  not  know.  I do  not  know  whether 
you  could  analyse  the  investments  of,  say,  the  last 
four  years  and  the  four  years  before  the  War  for 
these  different  kinds  of  enterprises.  Could  anybody 
say  how  much  Rhodes  and  his  friends  put  into  South 
Africa,  for  instance? 

3532.  Could  you  take  the  total  amount  invested  in 
all  forms  and  divide  it  into  two  sections  in  both 
periods  and  then  indicate  any  striking  alteration  in 
the  percentage? — That  is  the  only  way  I think  you 
could  do  it. 

3533.  My  dilemma  is  this,  that  even  in  one 
eminent  witness’s  own  proof  we  have  both  con- 
tentions— it  is  true  that  they  are  separated  by 
two  or  three  pages  of  argument.  One  is  that  the 
effect  of  high  taxation  is  to  encourage  speculation, 
and  the  other  that  it  discouraged  the  speculative 
and  more  doubtful  things  but  focussed  money  on  the 
safest  and  securest.  When  asked  to  reconcile  them 
he  said  he  supposed  they  were  reconcilable,  but  he 
was  not  quite  sure  which  was  which? — Is  it  not  one 
of  those  things  which  depends  almost  entirely  on 
the  psychology  of  different  individuals? 

3534.  Sir  -Josiah  Stamp  : Very  good.  That  is  why 
I ask  what  is  happening  to  industry  on  balance. 
Mr.  Bell : Does  it  not  depend  on  a simple  matter, 
that  a-  rich  man  would  have  still  considerable  income 
even  if  he  reduces  the  amount  which  he  gets  . in 
return;  he  seeks  a safer  investment?  Sir  Josiah 
Stamp : I am  perfectly  willing  to  admit  that  both 
tendencies  exist,  but  it  is  put  not  as  what  the  indi- 
vidual is  doing;  we  were  told  that  a certain  branch 
of  industry  is  suffering  from  high  taxation  because 
it  cannot  get  funds;  we  want  to  know  if  that  is  the 
fact.  What  is  happening  to  it  on  balance?  Mr.  Lees- 
Smith  : Is  there  much  investment  by  men  who  buy 
a security  hoping  that  there  will  be  a great  increase 
in  capital  value  and  therefore  they  will  get  their 
profit  eventually  without  any  Income  Tax  at  all  ? — 
(Sir  Arthur  Dickinson) : There  is  always  some.  There 
is  a greater  tendency  to  do  that  now  most  emphati- 
cally ; I come  across  that  every  day. 

3535.  That  would  increase  investment  in  the  specu- 
lative enterprises? — Yes,  within  limits. 

3536.  Mr.  Bramley  : Would  it  be  possible  for  me  to 
raise  a question  on  paragraph  74  in  Section  XII ; I 


have  to  leave  soon,  and  I should  like  to  raise  this 
question  before  I go.  Chairman : Very  well.  Mr. 
Bramley : The  questions  I would  like  to  raise  on  that 
paragraph  are  in  relation  to  these  words  : “ To  what 
extent  Government  action  should  regulate  or  leave 
unaffeoted  Trade  Union  policy,  which  limits  individual 
output,  is  not  a matter  within  our  compass;  though 
that  policy  is  of  far-reaching  consequence.”  I want 
to  ask  if  you  have  any  evidence  to  support  the  sug- 
gestion that  there  is  a limitation  of  output  due  to 
Trade  Union  policy,  and  if  you  have  any  evidence 
that  you  can  put  before  us  showing  the  far-reaching 
consequences  that  you  refer  to  ? — The  case  of  the  brick- 
layers is  the  standard  case  about  restriction  of  output. 
The  number  of  bricks  laid  in  this  country  as  compared 
with  the  number  laid  in  America  is  enormously 
different.  I have  heard  of  cases  in  the  coal  mines 
during  control  where  there  were  circulars  issued  all 
over  South  Wales;  I would  not  like  to  say  it  was  done 
with  the  authority  of  the  Trade  Union.  Those  were 
circulars  urging  men  to  go  down  the  mines  for  the  full 
number  of  hours  work,  send  up  as  little  coal  as  pos- 
sible, and  force  the  mines  into  liquidation.  I have 
seen  those  circulars  myself. 

3537.  You  agree  that  this  is  a question  of  fact  and 
not  of  rumour.  This  is  a very  serious  contention  con- 
tained in  this  paragraph,  and  we  shall  have  to 
challenge  it.  It  is  so  serious  to  us  that  if  such 
evidence  does  exist  we  should  very  much  like  to  see 
it.  On  the  question  of  the  bricklayers,  for  instance, 
it  is  quite  a common  assumption  that  the  bricklayers 
lay  so  many  hundred  bricks  per  day  less  than  they 
could  lay.  I should  like  to  see — I have  not  seen  it 
yet — an  authoritative  record  showing  the  number  of 
bricks  laid  per  day  by  the  average  bricklayer  com- 
paring either  the  present  period  and  any  past  period, 
or  comparing  this  country  and  any  other.  I have  no 
evidence  of  that  kind,  and  personally  I should  very 
much  like  to  be  in  possession  of  it.  But  your  answer 
is  scarcely  a satisfactory  reply  to  the  second  question, 
which  is  this  : Have  you  any  evidence  to  show  that 
there  are  far-reaching  consequences  as  regards  cost 
of  production  arising  from  Trade  Union  policy? — I 
believe  at  the  beginning  of  the  War  there  was  an 
agreement  made  with  the  Trade  Unions,  by  which  a 
large  number  of  Trade  Union,  rules  and  regulations 
were  abolished  for  the  period  of  the  War  for  the  pur- 
pose of  increasing  output,  with  the  pledge  that  when 
the  War  ended  those  restrictions  would  be  removed 
and  the  people  put  back  into  the  same  condition.  I 
am  only  speaking  from  information,  and  I would 
not  like  to  say  that  this  is  authoritative  in  that 
sense,  but  my  information  is  that  to  a very  large 
extent  those  restrictions  were  put  back  again  after 
the  War.  Restrictions  of  that  sort  must  reduce 
output.  Reduction  of  output  means  increased  costs 
and  affects  our  ability  to  compete  with  foreign 
countries,  particularly  America  and  Germany. 

3538.  Of  course,  we  are  not  debating  this;  if  we 
were  I could  correct  your  statement.  The  Restora- 
tion of  the  Trade  Union  Rights  Bill,  which  subse- 
quently became  an  Act,  clearly  indicates  that  the 
Trade  Union  rules  that  were  suspended  were  rules 
not  regulating  output  at  all,  but  regulating  the  kind 
of  workmen  that  should  be  employed  on  certain  jobs. 
It  was  a question  of  demarcation  rather  than  a ques- 
tion of  output;  however  we  will  let  that  pass.  I take 
it  for  granted  that  you  have  no  evidence  to  show  the 
far-reaching  consequences? — May  I just  explain  that. 
We  have  not  evidence  of  that  sort.  One  has  the 
opinion  that  one  forms  generally  of  all  these  things 
and  the  knowledge  one  has  of  the  way  these  Trade 
Union  regulations  have  worked  according  to  popular 
information — you  may  call  it  that  if  you  like — but  I 
do  not  think  you  ought  to  rely  on  us  in  any  way  for 
what  you  call  authoritative  information.  We  have 
merely  indicated  what  in  our  minds  is  one  of  the 
really  dangerous  things  in  this  country  at  the  present 
time.  I personally,  and  I think  my  colleagues  too, 
all  firmly  believe  that  that  is  the  state  of  affairs. 
There  are  reasons  for  it.  I do  not  want  to  say  that 
there  are  no  reasons.  In  generations  past  employers 
were  very  largely  responsible,  I have  no  doubt,  by 
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fixing  piece  rates,  and  as  soon  as  the  production  went 
up  reducing  the  piece  rates.  That  does  not  alter  the 
serious  effect  on  the  country  of  the  limited  output  per 
person  as  compared  with  other  countries,  which  must 
prevent  us  from  competing  with  them,  and  certainly 
prevents  us  from  having  a higher  standard  of  living. 

3539.  Then  I understand  that  you  cannot  put  your 
finger  on  any  Trade  Union  document  or  prove  the 
application  of  any  Trade  Union  policy  which  has  the 
effect  of  limiting  output;  you  cannot  do  it? — Only  to 
the  extent  I have  told  you. 

3540.  Only  to  the  extent  of  expressing  this  opinion? 

I should  have  to  consult  a lot  of  people  whom  you 

could  with  great  advantage  call  before  this  Committee. 

3541.  You  did  not  do  it  before  this  paragraph  was 
drafted? — Only  in  the  general  way  that  I have 
stated.  I can  give  you  one  other  instance.  At  one 
colliery  company  that  I know  there  was  a strike 
Which  went  on  for  months  and  months,  because  the 
General  Manager  wanted  to  change  the  method  of 
work  for  a method  which  was  economically  far  better 
and  produced  better  output  and  was  better  for 
everybody.  The  Trade  Union  people  opposed  it  and 
would  not  have  it. 

3542.  I .am  getting  now  at  the  question  whether  any 
following  of  Trade  Union  policy  has  bad  the  effect 
you  suggest  in  this  paragraph.  Would  you  agree 
that  one  of  the  results  of  the  development  of  Trade 
Union  influence  on  industry  has  been  to  increase  the 
standard  of  subsistence  of  the  worker  by  relation  xo 
wages? — I think  so,  .most  certainly. 

3543.  Would  you  agree  that  that  is  an  advantage 
to  the  community? — Not  unless  it  is  accompanied  by 
increased  output;  it  is  a disadvantage  otherwise. 

3544.  Would  you  agree  that  the  effect  of  increasing 
the  standard  of  comfort  has  been  to  increase  the 
efficiency  of  the  worker?— It  has  not  in  the  coal 
industry.  The  output  per  person  in  the  coal 
industry  now  is  considerably  less  than  it  was  before 
the  Seven  Hour  Act  was  passed. 

3545.  The  output  per  man? — Yes. 

3546.  That  is  a question  of  figures,  of  course? — I 
know  the  figures  in  that  case,  so  I can  speak  there 
at  first  hand.  I have  studied  the  figures  very  care- 
fully, and  as  I was  financial  adviser  to  the  Coal 
Controller,  I know  what  they  were. 

3547.  Would  you  agree  that,  just  as  to  starve  an 
industry  has  a detrimental  effect,  so  to  starve  an 
individual  also  impairs  his  efficiency? — Yes. 

3548.  Therefore  if  any  policy  tends  to  increase  the 
standard  of  comfort  of  the  worker  that  policy  does 
increase  the  chances  of  increased  efficiency  and 
output? — It  ought  to,  but  I am  not  sure  that  it 
always  does. 

3549.  Of  course  we  are  theorising.  You  are  not 
sure  that  it  does  not? — I have  heard  it  stated  often 
and  often  in  the  coal  industry  that  directly  you  put 
wages  up  you  get  a reduced  output.  The  workers 
want  a certain  standard  of  living;  they  do  not  want 
any  more.  I have  heard  that  said  in  South  Wales 
and  other  districts  over  and  over  again  by  coal 
owners.  I would  not  like  to  say  that  what  coal 
owners  say  is  necessarily  always  right,  but  it  is  said 
so  muth,  and  with  such  support  from  figures,  that 
one  is  bound  to  believe  it. 

3550.  But  you  have  no  facts  to  justify  this  para- 
graph?— Those  are  the  facts  which  justify  it  in  my 
opinion.  I do  not  want  to  quibble  over  the  -word 
“ facts.”  You  may  say  those  are  not  facts,  but  those 
are  my  reasons  for  believing  it. 

3551.  Mr.  Bowen  : I would  like  to  suggest  that  the 
statements  here  are  so  sweeping  that  before  we  can 
adopt  them  in  any  form  we  ought  to  have  some  real 
evidence.  The  witness  has  been  talking  about  South 
Wales.  I lived  there  the  best  part  of  my  life  and 
among  the  miners  too.  Whatever  he  has  been  told. 

1 suggest  to  him  that  lie  has  not  been  told  every- 
thing?— May  I tell  you  one  other  thing  about  South 
Wales.  1 understand  the  South  Wales  miners — I do 
not  say  without  reason,  but  for  a reason  which  they 
considered  good — absolutely  declined  to  have  double- 
shift working.  If  they  had  double-shift  working  the 
whole  of  the  plant  would  be  used,  to  double  the 
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capacity,  and  the  cost  of  c-oal  would  be  reduced.  In 
the  ancillary  enterprise  in  the  Cardiff  Docks  they 
were  asked  to  work  two  shifts  for  loading;  they  tried 
it  for  a little  while  and  then  threw  it  up.  I do  not 
want  to  say  there  -is  no  reason  for  their  objections. 
Their  reason  is  that  they  say  their  safety  is  at  stake 
and  they  are  not  prepared  to  leave  the  safety  of  their 
lives  a.t  the  mercy  of  some  other  man  in  some  other 
shift  whom  they  cannot  control;  but  there  are  plenty 
of  ways  of  getting  over  that  kind  of  thing.  They 
work  double  shifts  almost  invariably  in  America. 

3552.  Do  you  not  think  when  you  enter  upon  con- 
troversial questions  like  that  that  it  is  proper  to 
bring  up  all  the  facts  of  the  case.  You  have  certain 
allegations  in  this  paragraph  based  upon  certain 
hearsay  evidence? — A great  deal  of  what  I am  saying 
about  coal  is  not  hearsay. 

3553.  The  statements  are  so  sweeping  and  sa 
serious  that  I personally  cannot  accept  them  until  I 
have  some  satisfactory  evidence. — That  is  quite  right , 
I agree. 

3554.  You  spoke  about  a circular  in  South  Wales. 
You  are  speaking  here  about  Trade  Union  policy. 
We  are  not  responsible  for  the  acts  of  any  individual 
of  extreme  views  among  the  workers  any  more  than 
we  are  responsible  for  the  actions  of  people  in  higher 
places. — I do  not  know  who  was  responsible  for  that 
circular,  of  course. 

3555.  You  said  there  was  a circular  in  South  Wales, 
and  you  seem  to  have  based  the  paragraph  on  that 
circular? — No,  I did  not  base  it  on  that;  you  asked 
for  an  explanation,  and  I thought  of  it. 

3556.  That  means,  therefore,  that  your  paragraph 
is  not  based  upon  Trade  Union  policy? — If  that 
circular  was  not  a Trade  Union  document,  I agree 
to  that  extent. 

3557.  Was  that  circular  a circular  of  the  Miners’ 
Federation? — No,  I do  not  think  it  was.  It  was 
circulating  all  over  South  Wales,  but  the  Miners’ 
Federation  never  took  the  trouble  to  disclaim  it  or 
protest  against  it. 

3558.  Well,  I do  not  know  about  that.  It  cannot 
be  a Trade  Union  circular,  and  therefore  that  cannot 
suggest  Trade  Union  policy. — May  I say  that  lately 
I have  seen  with  great  pleasure  that  a number  of  the 
Trade  Union  leaders  have  come  out  plainly  with  the 
statement  that  no  higher  standard  of  living  can  be 
obtained  without  a great  increase  -of  output  per 
person  employed  dn  the  country.  That  does  not 
mean  necessarily  that  individual  workmen  have  to  do 
more  work,  but  that  everybody  has  to  work  together 
to  get  that  result. 

3559.  You  spoke  of  South  Wales  and  reflected  on 
the  Trade  Unions  and  people  connected  with  them, 
but  you  say  nothing — and  I do  not  know  what  infor- 
mation you  have  upon  this — of  the  hours  which  the 
miners  spend  underground  without  proper  accommo- 
dation being  provided  for  output.  Do  you  know  that 
it  is  a well-established  fact  in  South  Wales,  or  was 
not  very  long  ago,  that  men  were  standing  idle  and 
could  not  dispose  of  their  coal  because  there  was  not 
sufficient  organisation  at  the  top  of  the  pit? — I know 
that  during  the  War  there  was  a certain  shortage  of 
tubs  and  other  things,  and  the  Controller  devoted  his 
energies  to  remedying  it  in  every  possible  way.  My 
information  is  that  that  shortage  of  tubs  and 
machinery  and  pliant  has  been  very  largely  made 
good.  Mind  you,  I do  not  say  that  a great  deal  more 
could  not  be  done;  I think  it  could. 

3560.  But  yon  have  not  got  that  qualification  in 
this  paragraph;  that  is  my  difficulty? — No.  Of 
course,  that  paragraph  is  merely  our  impression 
gathered  from  what  one  sees  and  reads  everywhere, 
with  the  result  that,  I think,  if  you  asked  99  people 
out  of  100  you  would  get  the  same  answer. 

3561.  Mr.  Lees-Smith:  On  a slightly  different 

point,  is  it  the  case  that  there  is  no  such  thing  as  a 
combination  of  employers  that  restricts  output? — I 
think  there  is  a good  deal  of  blame  on  both  sides.  I 
am  not  holding  a brief  for  the  employers. 

3662.  Can  you  point  out  in  what  part  of  your 
evidence  you  refer  to  the  combination  of  employers  ? 

- — I do  pot  know  that  we  have. 

R 


258 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


30  September,  1924.]  Sir  Arthur  Lowes  Dickinson,  Sir  John  .Mann  [Continued. 

and  Mr.  George  Stanhope  Pitt. 


3563.  That  is  what  surprises  us.  We  understand 
that  what  you  have  special  knowledge  about  is  the 
employers’  side? — I do  not  know  of  any  combination 
of  employers  that  has  restricted  output  except  rubber, 
where  they  tried  to  do  it  and  failed;  but  that  is 
abroad. 

3564.  I thought  you  s'aid  you  did  know? — No.  I 
say  there  may  be,  hut  I do  not,  personally,  know  of 
any  in  this  country.  It  is  dead  against  employers’ 
interests  -as  a rule  to  combine  to  curtail  supply  in  the 
big  -staple  industries.  It  would  Ibe  ruination  to  try 
and  combine  to  restrict  output  in  that  way.  The 
great  aim  and  object  of  -all  the  employers  in  all  the 
big  industries  is  to  get  the  greatest  output  possible. 

3565.  What  I have  in  mind  is  the  evidence  before 
the  Profiteering  Committees  during  the  War. — There 
was  a lot  of  that  sort  of  thing,  but  I hope  we  liave 
loet  it  now. 

3566.  1 should  have  thought  that  you  would  have 
given  -us  your  evidence  from  the  point  of  view  of 
employers  rather  than  from  the  point  of  view  of 
Trade  Unions,  of  which  you  have  not  special 
knowledge?- — I do  not  know  that  we  have  any  special 
knowledge,  except  what  we  come  -across  and  find  and 
see.  I do  not  happen  to  have  come  across  any 
detrimental  combinations  of  employers  in  my 
experience  in  the  big  industries. 

3567.  Mr.  Bramley:  I should  like  to  get  the  con- 
clusion from  this  discussion  on  this  -paragraph  very 
clear  and  very  definite.  I take  it  that  you  have  no 
facts  showing  the  respective  output  per  man  due  to 
Tiude  Union  policy  as  compared  with  the  period  when 
Trade  Union  policy  had  no  effect;  you  have  no  records 
or  proofs? — I do  not  know7  to  what  extent  Trade 
Union  policy  has  or  has  not  had  effect.  I have  got 
all  the  coal  output  figures  right  aw7ay  -back  from  the 
beginning  of  the  War  up-to-date. 

3568.  But  you  subscribed  to  this  paragraph  P — More 
or  less,  yes. 

3569.  With  the  exception  of  mining  you  have  no 
figures? — No,  I have  not,  personally. 

3570.  In  regard  to  mining,  I suppose  you  agree 
the  deeper  you  get  in  the  coal  mine  of  necessity  the 
more  difficult  it  is  to  get  coal? — Yes. 

3571.  And  you  can  only  expect  a diminished  out- 
put per  man  employed? — Yes.  That  is  why  the 

output  here,  when  it  was-  at  its  best,  was  about  1 cwt. 
per  man  and  in  America  it  was  about  3 owts.  per 
man,  because  theirs  -are  shallower  mines. 

3572.  It  is  not  due  to  Trade  Union  policy? — No. 
The  reduction  from  1 to  2 ow-ts.  before  the  War  to 
J to  ’-8  cwt.  I should  suggest  is  probably  due  to  the 
Seven  Hour  Act. 

3573.  Do  you  suggest  that  the  -Committee,  in  fact, 
should  not  take  much  notice  of  this  paragraph? — No. 
We  merely  put  it  in  as  a suggestion  of  -an  important 
thing  to  be  inquired  into  that  we  are  not  an 
authority  on. 

3574.  You  are  not  qualified  to  say? — We  say  we 
are  not  qualified. 

3575.  I want  to  have  in  the  minutes  of  evidence  tha 
admission  that  the  witnesses  are  not  qualified  to  say 
what  they  do  say  in  this  paragraph ; that  is  correct, 
is  it  not? — Yes.  All  that  we  say  in  this  paragraph 
is  that  it  is  not  within  our  compass  to  say  -whether 
Trade  Union  policy  should  be  -altered  or  should  not 
be  alterod,  but  Trade  Union  policy,  whatever  it  is, 
one  way  or  the  other,  has  ,a  great  effect  on  pro- 
duction; we  do  not  eay  which  way  it  has  that  effect. 

3576.  Again,  I want  to  be  perfectly  clear.  I under- 
stand you  agree  that  you  are  not  qualified  to  say 
what  is  said  in  this  paragraph  ? — Oh,  yes,  we  'are 
quite  qualified  to  say  what  we  said  in  that  paragraph 
if  you  look  at  what  we  have  actually  said. 

3577.  The  facts,  of  course?— What  we  have  said  is 

this:  We  have  merely  suggested  to  the  Committee 
what  we  regard  as  a very  important  matter  to  be 
inquired  into,  but  we  are  not:  qualified  to  speak  about 
it.  . The  effect  of  Trade  Union  policy,  whatever  it 
is,  is  of  very  great  importance;  we  do  not  say  which 
>vay  it  is,  ' ‘ 


3578.  Sir  Josiah  Stamp  : Arising  out  of  the  question 
by  Mr.  Lees-Smith,  there  is  a point  upon  which  1 
think  you  should  be  regarded  as  experts.  There  are 
in  existence,  are  there  not,  or  there  have  been  in 
existence  in  various  trades,  associations  of  people  in 
the  same  trade  in  which  there  are  understandings  of 
various  degrees  of  binding  character  in  relation  to 
price  and  other  matters? — Yes. 

3579.  And  in  nearly  all  those  cases  chartered  and 
incorporated  accountants  are  acting  in  some  capacity, 
secretarial,  auditorial  or  otherwise? — Yes. 

3580.  Would  it  be  the  experience  of  your  profession 
that  as  a whole  those  associations  deal  with  other 
questions  than  prico  and  deal  also  with  output? — l 
have  not  had  any  personal  association  with  any  of 
them,  hut  I think  Sir  John  Mann  has;  perhaps  he 
would  answer  that.  (Sir  John  Mann):  The  point  is 
whether  trade  associations  deal  with  problems  other 
than  price. 

3581.  Whether  it  would  he  right  to  say  that  the 
objects  of  the  trade  associations  include  control  of 
output  on  the  part  of  the  members? — I do  not  profess 
to  have  any  special  experience,  but  broadly  speaking 
when  the  question  of  output  does  come  up,  it  is  more 
a matter  of  allocating  it  geographically,  or  with 
regard  to  conditions  of  plant — not  to  restrict  the 
total  volume  of  output  but  to  re-allocate  it  and  run  it 
where  it  may  be  most  efficiently  and  properly  pro- 
duced. 

3582.  Would  it  he  true  to  say  that  in  so  far  as 
those  associations  do  touch  output  they  merely  deal 
with  allocation  amongst  different  firms? — That  is  my 
belief. 

3583.  And  the  characteristic  provision  would  be, 
where  they  do  deal  with  the  amount  of  output,  that 
anything  in  excess  of  a particular  amount  should 
involve  a contribution  to  a common  pool?- — There  are 
various  types,  and  that  is  one. 

3584.  Would  it  be  correct  to  say  that  none  of  them 
restrict  the  total  output  of  the  whole  trade?— I am 
not  aware  of  any. 

3585.  Have  you  ever  mot  the  case  where  the  effect 
of  the  association  rules  or  practice  is  to  limit  the 
total  national  jjroduction  jn  that  industry? — I cannot 
recall  anything  at  all. 

3586.  Professor  Hail : Does  not  the  fixing  of  price 
tend  to  restrict  the  quantity?  Sir  Joseph  Stamp:  I 
am  coming  on  to  that? — (Sir  Arthur  Dickinson) : The 
effect  of  these  pools  is  that  they  keep  alive  concerns 
which  in  the  course  of  competition  would  otherwise 
go  under,  and  thereby  they  tend  to  increase  the 
output. 

3587.  You  are  the  only  people  who  would  -have  this 
information,  because  individual  firms  belonging  to  the 
associations  do  not  know  as  much  as  those  who  act 
for  them  in  this  capacity? — No. 

3588.  Have  you  ever  had  any  case  at  all  in  which 
the  net  effect  has  been  a restriction  of  the  total 
output? — (Mr.  Pitt)  : I can  speak  in  regard  to  one 
very  large  combine,  and  the  negotiations  of  this 
association  with  the  trade  unions  always  have  been 
in  the  direction  of  endeavouring  to  get  a larger  out- 
put, while  the  negotiations  from  the  men  have  been 
in  the  opposite  direction.  The  Masters’  Association 
has  endeavoured  to  increase  the  output  necessarily. 
The  industry,  II  may  as  well  say  at  once,  is 
an  industry  in  an  extremely  difficult  situation 
where  large  losses  to-day  are  being  made.  There 
the  one  endeavour  of  the  Masters’  Association  has 
been  to  try  and  make  the  industry  pay  by  getting  an 
increase  in  output.  I have  never  seen  any  attempt 
in  the  opposite  direction,  it  seems  to  me  it  would  be 
absolutely  contrary  to  their  policy  and  would  be 
detrimental  to  the  trade  as  a whole. 

3589.  No  one  of  you  three  gentlemen  lias  come 
across  the  case  of  a price  fixing  association  or  an 
association  of  manufacturers  whose  rules  or  practice 
definitely7  limit  output? — No,  1 never  have.  (Sir 
Arthur  Dickinson)  : I have  heard  of  cases,  mostly  in 
America  certainly,  where  restriction  of  output  has 
oeen  tried  and  it  has  generally  resulted  in  the  break- 
up of  the  association, 


MINUTES  OF  EVIDENCE. 


259 


30  September , 1924.]  Sir  Ahthuh  Lowes  Dickinson,  Sir  John  .Mann  [Continued. 

and  Mr.  Geokge  Stanhope  Pitt. 


3590.  Now  coming  to  the  consequence  of  what  they 
do,  namely,  the  fixing  of  prices  for  a time  and  the 
pooling  of  output  and  the  settling  of  quotas  for  differ- 
ent firms — either  pooling  of  profits  or  the  pooling  of 
so  much  for  quantities  exceeding  their  allotted  pro- 
portions— has  it  been  your  experience  that  the  method 
of  price-fixing  under  these  arrangements  lias  been  to 
limit  the  total  output?  Take  the  case,  first  of  all, 
where  the  price  is  being  fixed  above  what  might 
otherwise  result  from  competition;  is  the  net  effect  of 
that  in  your  judgment  to  limit  output? — (Mr.  Pitt): 
I have  seen  attempts  in  that  direction,  but  they  have 
always  been  utter  failures,  because  the  members  of 
the  association  would  never  keep  together.  I have 
never  seen  it  successful  in  practice. 

3591.  What  would  be  the  effect  of  arranging  a price 
which  is  above  what  might  otherwise  be  a competitive 
price?  First  of  all,  what  would  be  the  effect  on  the 
producer?  He  would  at  that  price  probably  be  able 
to  produce  more,  would  he  not,  taken  as  a body  than 
he  could  at  the  lower  price? — Yes. 

3592.  .But,  on  the  other  hand,  the  consumer  could 
not  take  as  much  as  he  would  at  a lower  price  if 
there  is  any  reasonable  elasticity  of  demand? — The 
consumer  would  immediately  seek  competition  from 
abroad,  and  it  usually  has  the  effect  that  such  a 
combination  is  a failure,  or  a section  of  the  persons 
who  enter  into  such  a combination  will  not  keep  to 
it.  I have  not  seen  it  successful. 

3593.  You  cannot  answer  the  theoretical  question 
whether  fixing  a price  higher  than  the  competitive 
price  gives  a net  output  larger  or  smaller  than  would 
otherwise  result? — I should  'say,  distinctly  larger, 
simply  because  the  lower  price  is  a price  at  which 
they  cannot  make  profitable  trading,  and  that  is  the 
whole  object  of  the  thing.  These  combines  are  at 
the  present  timo  trading  at  heavy  losses,  and  if  they 
can  arrange  so  as  to  get  an  increased  price,  then  also 
they  can  do  an  increased  turnover. 

3594.  Have  you  known  any  cases  where  the  price- 
fixing  arrangement  has  been  designed  to  fix  a price 
lower  than  the  competitive  price? — No,  I never  have. 

3595.  You  have  known  the  case  where  it  is  higher? 
—I  have  known  attempts  to  fix  a price  higher,  but 
I never  have  known  an  attempt  to  get  lower  prices. 
(Sir  Arthur  Dickinson) : The  Steel  Corporation  of 
America  have  done  that. 


3596.  I know  of  that  case  ? — (Mr.  Pitt) : It  is  not 
within  my  knowledge.  These  arrangements  within 
my  experience  arise  from  the  desperate  competition 
which  exists  to-day,  particularly  foreign  competition, 
and  it  is  simply  a struggle  to  keep  their  heads  above 
water.  It  is  so  in  industry.  We  have  to 

compete  with  black  labour.  Take  cakes  coming 
to  this  country ; they  are  made  in  Egypt  by 
black  labour  at  very  low  rates  of  wages.  They  come 
into  our  country  without  any  form  of  taxation  at  all. 
they  do  not  pay  Income  Tax,  Super-tax,  or  any  form 
of  taxation.  They  come  in  duty  free  and  they  come 
all  round  our  mills.  We  have  to  pay  standard  trades 
union  rates  of  wages.  The  result  is  that  we  got 
consistent  losses.  When  the  mills  all  over  the  country 
found  this  sort  of  thing,  they  made  from  time  to  time 
attempts  to  get  .a  combination  between  them  of  prices 
m order  to  get  higher  prices  to  cover  the  expense, 
but  I must  say  those  attempts  up  to  the  present  have 
been  a failure,  and  that  industry  mostly  by  reason 
of  the  competition  of  coloured  labour  is  at  the 
present  time  in  a most  serious  position.  That  can 
he  proved  by  reference  to  any  of  the  balance  sheets. 


3597.  But  you  cannot  give  us  a firm  answer  to  the 
general  question  as  to  whether  price-fixing  asso 
ciations,  as  the  result  of  fixing  prices,  affect  outpu 
either  way — increase  it  or  diminish  it? — (Sir  Johr 
Mann):  There  are  cases  within  my  knowledge  when 
a higher  competitive  price  might  be  obtained  tliar 
prevails,  but  the  policy  of  the  employers  is  to  content 
themselves  with  a reasonable  profit  in  the  knowledge 
that  the  demand  would  be  stimulated  ; their  definite 
policy  is  to  accept  a lower  price  than  might  be 
extracted  from  the  consumer,  with  the  object,  taking 
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the  long  view,  of  increasing  aggregate  demand.  There 
are  cases  of  that  kind. 

3598.  I am  anxious  to  get  any  evidence  that  can 
be  got  from  you,  who  are  really  in  the  best  position 
of  anybody  to  give  it,  bearing  on  this  problem  of  the 
employers’  side  of,  we  will  say  if  you  like,  inter- 
fering with  the  natural  course  of  competition? — 
(Mr.  Pitt) : I think  employers  have  endeavoured  to 
interfere  with  the  natural  course  of  competition  from 
abroad — the  unnatural  competition  of  coloured  labour 
as  against  English  labour;  the  unnatural  competition 
of  coloured  labour  which  pays  no  taxation  at  all  and 
comes  into  competition  with  Great  Britain,  absolutely 
ruining  this  particular  industry  that  I have  referred 
to,  and  I believe  there  are  other  cases. 

3599.  But  there  are  cases,  are  there  not,  where 
there  have  been  price-fixing  arrangements  into 
which  foreign  competition  has  not  entered,  but  where 
there  has  been  very  keen  internal  competition? — I 
am  sorry  to  say  that  I am  not  in  a position  to  speak 
of  those  combinations  to  which  you  refer.  On  this 
particular  industry  I can  speak  with  absolute  cer- 
tainty, because  within  my  knowledge  and  within  my 
practice  the  masters  really  have  combined,  and  it  has 
been  to  meet  that,  which  I regard  as  unnatural  com- 
petition. But  the  competition  to  which  you  refer  or 
the  fixing  of  prices  to  which  you  refer  is  not  within 
my  knowledge. 

3600.  Sir  Alan  Anderson : In  paragraph  74  the 
witnesses  speak  about  trade  union  policy  limiting  indi- 
vidual output.  Is  that  any  part  of  our  business  at 
all,  because,  if  it  is,  it  seems  to  me  we  ought  scarcely 
to  leave  it  at  the  point  reached  so  far?  There  must 
be  a good  many  people  who  have  views  about  that, 
and  if  there  is  any  wish  to  crystallise  the  sort  of 
common  opinion  that  there  are  Trade  Union  acts  of 
policy  which  limit  output,  it  might  be  interesting 
to  hear  it,  but  1 do  not  know  that  it  is  part  of  our 
business.  There  is  the  question  of  payment  by  re- 
sults, for  instance.  Chairman:  It  would  have  an 
indirect  effect  undoubtedly.  Sir  Alan  Anderson:  I 
do  not  want  this  opinion  to  go  as  if  it  were  un- 
defended or  incapable  of  being  defended.  It  is  a 
very  interesting  point,  but  I do  not  know  that  it 
is  a point  for  us.  With  regard  to  Section  VII,  I 
understand  that  you  have  not  met  with  any  very 
serious  effect's  from  the  Death  Duties  as  they  exist 
now;  you  have  not  noticed  them  doing  any  great 
harm  to  trade? — ( Sir  Arthur  Dickinson)  : Speaking 
only  personally,  I think  it  is  quite  a good  tax,  and 
I always  have  thought  so.  (Sir  John  Mann) : May 
I be  permitted  to  mention  that  in  Scotland  there  is 
a strong  feeling  that  particular  emphasis  should  be 
laid  upon  the  peculiar  detrimental  effect  of  Death 
Duties  and  other  taxation  upon  agricultural  land. 
Instead  of  going  into  some  of  the  details  with  which 
I have  been  supplied,  I suggest  that  the  Committee 
might  see  its  way  to  invite  some  evidence  from  the 
Scottish  Land  and  Property  Association  of  Edin- 
burgh, consisting  mainly  of  land  owners,  who  I 
believe  have  very  strong  views,  particularly  as  to  the 
incidence  of  taxation  upon  land  and  the  detrimental 
effect  upon  what  is  one  of  our  largest  industries. 

3601.  Sir  Alan  Anderson:  But  in  ordinary  trading 
concerns  that  you  deal  with  you  have  not  met  with 
any  very  serious  effects? — No,  that  is  so. 

3602.  Chairman : We  have  had  the  Central  Land 
Owners’  Association  before  us  with  a written  state- 
ment ; perhaps  we  might  ask  the  Scottish  Associa- 
tion to  give  us  a memorandum? — If  you  care  to  ask 
whether  they  have  anything  to  supplement  it,  it 
might  be  sufficient.  The  body  of  which  I have  the 
name  is  the  Scottish  Land  and  Property  Associa- 
tion of  Edinburgh,  the  membership  of  which  is  com- 
posed of  landed  proprietors. 

3603.  We  could  ask  them  for  a memorandum? — I 
have  discharged  my  duty  if  I say  that ; it  saves  me 
submitting  anything  that  I should  not  be  able  to 
speak  to  in  detail. 

3604.  Mr.  I^ees-Smith  : I did  not  realise  that  you 
took  such  a favourable  view  of  Death  Duties  as 
compared  with  other  taxes,  Your  opinion  on  this 
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would  be  valuable.  We  have  had  some  very  import- 
ant witnesses  who  have  argued  that  Death  Duties 
are  really  more  disadvantageous  than  Income  Tax, 
because  they  come  to  a larger  extent  out  of  savings 
than  Income  Tax.  Would  you  as  accountants  tell 
us  whether  that  is  your  experience  or  not? — ( Sir 
Arthur  Dickinson)  : I would  not  have  thought  there 
was  very  much  difference.  After  all,  Death  Duties 
only  transfer  property  from  one  person  to  another ; 
that  is  what  it  comes  to. 

3605.  Chairman:  Do  your  colleagues  agree  wish 
what  you  have  said? — (Mr-  Pitt)  : I should  like  to  say 
that  I think  Death  Duties,  if  very  high,  defeat  then- 
own  ends.  I mean  to  say  that  we  have  cases  which 
are  quite  injurious.  There  is  the  case  of  a man — I 
should  not  mention  names  perhaps — who  was  re- 
puted to  be  a millionaire  caterer.  His  estate  was 
valued  and  paid  duty  upon  a sum  which  was  re- 
garded as  a bagatelle.  He  made  comments  in  his 
will  that  he  had  already  looked  after  his  children, 
for  whom  lie  had  the  very  highest  regard,  and  so  on. 
It  seems  to  me  that  the  present  rate  of  Death  Duties 
simp'ly  means  this,  that  men  during  their  lives,  if 
they  wish  to  protect  their  children,  simply  make 
away  with  their  estates,  notwithstanding  the  example 
of  King  Lear,  and  therefore  it  does  seem  to  me  that 
by  an  exaggerated  system  of  Death  Duties  you  are 
not  getting  the  highest  amount  of  revenue.  It  is 
similar  to  taxing  such  a thing  as  cigars.  We  had 
enormous  taxation  upon  cigars,  and  you  got  a re- 
duced revenue.  My  own  feeling  is  this,  that  the 
result  of  these  very  heavy  Death  Duties,  although  I 
am  not  against  them  in  principle — I think  they  are 
perhaps  the  least  objectionable  of  all  duties — is  that 
you  will  defeat  your  own  ends  in  making  them  too 
high,  and  particularly  is  that  the  case  where  you 
have  men  going  abroad  and  making  huge  fortunes. 

I had  a case  within  my  knowledge  about  three  weeks 
ago.  A man  wanted  to  come  back  to  England  with 
an  income  of  about  £30,000  a year,  and  he  came  to 
consult  me.  He  said:  “What  will  this  mean  in 
taxation?  ” I told  him  the  amount  of  taxation  in 
Income  Tax  (he  was  a man  of  60  years  of  age)  and 
then  I told  him  that  of  course  there  would  be  very 
heavy  Death  Duties  when  he  died.  Well,  he  fled 
the  country.  He  lived  for  a certain  number  of 
months  at  the  Savoy  Hotel,  and  immediately  his  time 
was  up  he  fled  to  France.  That  is  one  illustration 
of  many  others,  and  all  I can  say  on  Death  Duties 
is  that  although  in  principle  I am  in  sympathy  with 
them  within  reasonable  bounds,  yet  if  you  put  them 
too  high  you  are  simply,  instead  of  increasing  your 
revenue,  getting  a greatly  reduced  revenue. 

(In  the  absence  of  Lord  Colwyn , Sir  diaries  Addis 
took  the  Chair.) 

3606.  Mr.  Lees-Smith : That  is  not  exactly  the 
point  I wanted  to  get  your  views  upon.  In  the  case 
you  mention  of  course  if  Death  Duties  are  evaded 
they  are  not  paid,  and  therefore  these  ill-effects  do 
not  arise? — No. 

3607.  But  there  are  so  many  cases  in  which  they 
are  paid.  The  argument  that  has  been  made  before 
us  is,  that  in  the  case  of  Income  Tax  a certain  pro- 
portion at  any  rate  conies  out  of  economy;  it  does 
not  come  out  of  savings;  but  in  the  case  of  Death 
Duties  practically  the  whole  comes  out  of  savings, 
and  the  estate  is  reduced,  and  particularly  in  large 
businesses  a great  section  of  the  capital  of  the  busi- 
ness is  suddenly  taken  away  at  a death.  There  is 
only  a comparatively  small  amount  of  insurance 
against  Death  Duties,  and  therefore  it  is  far  more 
disadvantageous  than  Income  Tax? — My  experience 
of  that  is  this  : most  of  our  great  trading  institutions 
now  are  in  the  form  of  limited  liability  companies, 
and  they  are  of  course  not  affected  by  Death  Duties’ 
With  regard  to  private  firms,  they  are  comparatively 
small  and  provision  is  usually  made  in  one  form  or 
another  to  meet  Death  Duties;  that  is  my  personal 
experience.  (Sir  Arthur  Dickinson) : Probably  you 
know  better  than  I do  that  Italy  has  abolished 
Death  Duties  altogether  on  the  ground  that  they  were 


preventing  the  accumulation  of  savings  in  Italy,  and 
I was  told  by  an  Italian  friend  of  mine — it  is  only 
hearsay — that  the  effect  of  that  had  been  an  enormous 
increase  in  the  last  four  or  five  months  of  savings  in 
the  Savings  Bank.  He  was  most  enthusiastic  about 
it,  and  as  he  is  not  a rich  man  it  would  not  affect 
him  very  much. 

3608.  Mr.  Pell : Is  it  not  within  the  knowledge  of 
any  of  you  that  a big  call  upon  one  of  the  partners 
of  a firm  for  large  Death  Duties  really  does  great 
harm  to  the  firm  in  its  business  and  its  ability  to 
trade  to  the  same  extent  as  formerly?  (Sir  John 
Mann) : I have  a case  on  that  point  in  my  mind. 
The  tendency  to  form  large  businesses  into  companies 
is  so  very  prevalent  that  the  cases  are  very  few 
where  an  actual  business  might  be  crippled.  Private 
estates  are  undoubtedly  depleted,  and  after  all  the 
Death  Duties  come  out  of  either  past  savings  of  the 
individual  who  has  perhaps  insured  his  life  to  meet 
the  liability  or  the  heirs  may  have  to  borrow  money 
on  the  estate  to  pay  the  duties.  They  in  their  turn 
presumably  will  save  money  to  pay  for  the  redemp- 
tion of  that  amount,  so  that  in  one  form  or  another 
they  do  come  out  of  savings,  but  they  are  less  burden- 
some, I suggest,  on  industry  than  Income  Tax, 
because  they  are  not  foreseen  to  the  same  extent. 

3609.  Professor  Hall : Do  you  suggest  in  para- 
graph 58  that  6ums  applied  in  repaying  debt  represent 
capital  that  is  lost  to  industry?  Is  it  not  rather  a 
transfer  from  the  one  who  pays  the  tax  to  the  State 
and  from  the  State  to  the  one  who  has  held  the 
War  debt?  Is  it  lost  entirely  to  industry? — ( Sir 
Arthur  Dickinson) : Well,  it  may  be.  You  cannot 
tell  what  happens.  It  disturbs  the  channels  of  trade; 
it  has  been  in  a certain  channel  and  it  is  suddenly 
forced  into  another  one.  You  do  not  know  what  the 
former  debt  holder  is  going  to  do.  It  presumably 
flows  back  into  industry  in  some  shape  or  another, 
but  it  causes  a lot  of  disturbance  in  the  meanwhile. 

3610.  But  that  is  not  quite  the  same  as  depriving 
industry  of  capital? — No. 

3611.  Your  statement  sayis  that  it  may  deprive 
industry  of  necessary  capital? — Yes,  it  may. 

3612.  I want  to  know  how  far  you  think  industry 
is  deprived  of  capital  by  this  transfer? — As  far  as 
foreign  debt  is  concerned  the  money  goes  out  of  the 
country.  With  regard  to  the  internal  debt,  I think 
it  largely  depends  on  the  use  people  make  of  the 
money  when  they  get  their  War  Loan  paid  off. 

3613.  You  do  not  think  there  is  any  substantial 
deprivation  of  capital  for  industry  as  a whole? — No. 
So  long  as  the  amount  of  money  required  to  repay 
debt  can  be  raised  without  disturbing  industry 
materially,  there  is  no  harm  in  it. 

3614.  I am  not  thinking  of  the  question  of  dis- 
turbance; I am  considering  the  question  of  the 
loss  of  capital.  Is  there  any  loss  of  capital? — No. 
If  you  had  a very  extreme  repayment  of  debt  you 
would  be  merely  transferring  a lot  of  capital  that  is 
now  owned  by  individuals  to  the  State. 

3615.  I think  your  statement  in  this  paragraph  may 
be  rather  misleading.  You  say  that  a quick  repay- 
ment may  deprive  industry  of  necessary  capital.  It 
may  deprive  some  industries  of  capital  that  they 
can  use  profitably,  but  does  it  inevitably  deprive 
industry  as  a whole  of  capital? — If  you  put 
abnormally  high  taxes  on  for  the  purpose  of  repaying 
debt  you  take  away  from  every  industry  in  the 
country,  in  the  first  instance,  a large  sum  of  money. 
When  you  have  done  that  you  repay  debt  with  it, 
but  meantime  you  may  not  be  able  to  get  the  money 
from  those  industries.  They  cannot  pay  cash  so  they 
have  to  turn  capital  over  to  the  State.  Yon  may 
get  into  a position  in  which  the  State  owns  half  the 
industries  of  the  country,  if  you  make  the  tax  big 
enough. 

3616.  But  is  not  that  money  when  applied  in  debt 
repayment  transferred  again  to  industry  through  the 
medium  of  the  banks  and  other  ways? — It  stays  m 
industry,  but  the  disturbance  is  the  real  trouble. 

3617.  And  not  the  transfer? — Yes,  the  disturbance 
and  the  possibility  of  transferring  the  industries  to 
thb  State.  (Mr,  Pitt) : I would  ]ikp  to  say  a woi'4 
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on  debt  repayment.  I think  it  is  entirely  a ques- 
tion. of  degree.  So  long  as  debt  repayment  is  within 
the  savings  of  the  nation,  you  are  not  taking  capital. 
Immediately  you  exceed  that  figure  you  are  depriving 
industry  of  its  lifeblood.  It  is  simply  a question  of 
degree.  I dare  say  Sir  Josiah  could  give  us  the 
exact  figure  of  the  savings  of  the  nation  year  by 
year.  All  the  time  you  limit  repayments  of  War 
Loan  within  that  figure  you  are  not  reducing  capital, 
but  immediately  you  exceed  that,  of  course,  you  are 
reducing  capital.  As  we  have  stated  very  plainly 
here,  out  of  the  surplus  income  of  the  nation  year 
by  year  you  must  provide  for  the  national  expendi- 
ture, and  then  you  must  provide  an  adequate  sum 
for  increased  capital  for  industry  to  trade  upon;  and 
then  after  that  you  must  provide  for  paying  off  debt. 
Provided  those  three  figures  are  within  the  national 
savings  you  do  not  reduce  the  trading  capital  of 
the  country,  but  immediately  you  exceed  that  you 
take  the  lifeblood  from  trade  and  it  would  cause 
disaster. 

3618.  Do  you  think  the  amount  that  we  are  taking 
now  is  a dangerous  amount? — I consider  so,  yes.  I 
believe  at  the  present  time  that  it  is  a dangerous 
amount.  We  are  on  the  danger  line  to-day,  because 
I believe  that  this  enormous  taxation  in  all  directions 
which  is  taking  place  is  a real  danger.  I have  been 
passing  a good  many  balance  sheets  lately,  and  I 
think  you  will  see  that  the  result  of  the  trading 
of  the  last  12  months  bears  out  my  statement.  I 
believe  you  are  right  on  the  danger  zone  at  the 
present  time. 

3619.  Sir  Josiah  Stamp  : Do  you  mean  by  danger, 

that  by  repayment  of  debt  we  are  depleting  the 
national  savings? — Yes.  You  are  depleting  the 

national  savings  unduly.  In  my  view  just  in  the 
same  way  as  a private  individual  in  his  own  business 
should  constantly  increase  his  capital,  so  the  nation 
as  a whole  should  increase  its  capital,  and  by  this 
heavy  taxation  you  are  not  allowing  the  nation  to 
increase  its  capital,  its  lifeblood,  for  trading  pur- 
poses. The  amount  now,  I believe,  is  right  on  the 
danger  line. 

3620.  Will  you  tell  us  if  we  taxed  to-day  to  repay 
£100,000,000  of  debt  in  a year  where  the  money  gets 
to? — If  that  comes  out  of  the  national  savings  it 
does  not  decrease  the  capital  of  the  country. 

3621.  Supposing  it  is  saved  out  of  profits  : suppose 
instead  of  using  it  to  buy  things  people  are  taxed 
and  pay  it  over  and  War  Loan  is  repaid  with  it,  what 
happens  to  the  money  in  the  hands  of  the  people  who 
have  that  repayment  of  War  Loan? — That  question 
I am  afraid  is  rather  difficult  to  answer.  I should 
have  first  of  all  to  tell  you  what  I believe  is  the 
Government  balance  sheet,  and  then  the  national 
balance  sheet,  and  show  you  the  operations  upon  the 
national  balance  sheet  before  I could  really  visualise 
to  you  my  answer. 

3622.  You  say  we  are  on  the  danger  line  to-day  in 
the  amount  of  debt  we  are  repaying.  Supposing  that 
we  take  as  much  as  £100,000,000  by  taxation  from 
industry  and  repay  debt  with  it,  what  happens  to  it 
in  the  form  of  national  savings?  Do  the  people,' 
whose  debt  is  repaid,  go  and  spend  it  as  though  it 
were  income,  or  do  they  try  and  re-in  vest  it? — It  is 
simply  a cancelment  on  both  sides  of  the  national 
balance  sheet.  You  have  in  the  national  balance 
sheet  the  liability  of  the  War  Loan,  and  on  the 
other  side  it  is  held  by  other  persons.  The  repay- 
ment of  the  debt  simply  involves  a cancelling  cross- 
entry ; that  is  the  effect  on  the  national  balance 
sheet. 

3623.  This  evidence  is  so  much  in  conflict  with 
evidence  that  we  have  had  that  I must  ask  the 
other  witnesses  if  they  agree;  if  £100,000,00(1  is 
taken  by  taxation  and  applied  to  repay  War  Loan, 
are  not  the  national  savings  ipso  facto  increased  by 
£100,000,000? — Repayment  of  War  Loan  simply 
means  a cancelment  on  both  sides  of  the  national 
balance  sheet;  that  is  quite  clear. 

3624.  Sir  Alan  Anderson  : It  seems  to  me  that  what 
the  witness  said  was  a little  different.  I think  he 
was  speaking  of  the  total  burden  of  taxation.  Sir 
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Josiah  Stamp'.  I thought  you  meant  that  we  were 
on  the  danger  line  as  regards  the  amount  of  taxation 
we  were  raising  for  repayment  of  debt;  that  it  was 
decreasing  or  depleting  the  savings  of  the  country  P 
— (Mr.  Pitt)  : What  I meant  simply  was  that  if  you 
take  the  total  taxation  to-day,  Death  Duties,  and 
every  other  form  of  taxation,  I believe  that  they 
have  reached  their  limits,  and  anything  in  the  nature 
of  an  increase  would  bring  us  right  into  a grave 
danger  and  would  deprive  trade  of  capital  and  so  be 
a great  disaster  to  the  country. 

3625.  I would  like  to  know  whether  the  other 
witnesses  agree  that  heavy  taxation  for  the  purpose 
of  repayment  of  debt  does  deprive  the  country  of 
capital  ? — (Sir  Arthur  Dickinson) : Personally,  I do 
not  think  it  does.  I think  it  disturbs  the  flow  and 
it  entirely  upsets  everything,  but  I should  limit  it 
to  that.  (Sir  John  Mann) : There  is  a serious  dis- 
location; that  is  probably  common  ground;  but 
otherwise  it  seems  to  be  a transfer  of  the  ownership 
of  an  asset. 

3626.  Professor  Hall : I understood  the  view  to  be 
that  so  long  as  the  tax  did  not  exceed  the  surplus 
of  income  we  were  quite  safe,  but  if  the  capital  of 
business  was  trenched  on  for  the  purpose  of  paying 
the  tax  then  it  was  dangerous  to  industry? — (Mr. 
Pitt) : That  is  not  quite  sufficient,  but  very  nearly. 
What  I said  was  that  you  have  every  year  a definite 
surplus,  the  savings  of  the  nation.  Out  of  that  you 
have  to  pay  the  ordinary  expenses  of  government; 
you  have  to  put  increased  capital  on  one  side  for 
the  development  of  trade;  and  you  have  to  pay  off  a 
certain  amount  of  National  Debt.  Provided  those 
three  figures  do  not  exceed  the  total  savings,  then 
you  are  not  outside  the  danger  line;  I think  that  is 
clear.  I do  not  think  I am  in  conflict  with  Sir 
Arthur  there. 

3627.  Sir  J osiah  Stamp  : Supposing  they  do  exhaust 
the  savings,  what  does  it  come  out  of? — Then  it 
simply  means  the  transfer  of  capital. 

36128.  Professor  Hall:  What  becomes  of  that 

amount  which  is  applied  in  debt  redemption;  does 
-not  that  come  back  into  the  industry  for  the  purpose 
of  capital  expansion?  It  is  not  dissipated,  is  it? — 
It  is  simply  this,  that  the  nation  has  an  income,  and 
it  must  not  exceed  that  income. 

3629.  But  supposing  you  receive  back  £10,000  in 
debt  redemption,  you  seek  another  investment;  does 
not  that  find  its  way  back  into  industry  although  it 
may  have  been  paid  originally  in  taxes  by  some  other 
person  engaged  in  industry? — If  you  were  to  take 
your  national  balance-sheet  and  assume  that  your 
liabilities  were  on  the  one  side  £100  and  your  War 
Loan  held  by  individuals  £100,  if  you  tax  to  the 
extont  of  that  £100  and  cancel  your  War  Loan  you 
would  find  that  the  £100  had  been  cancelled  on  both 
sides,  and  the  machinery  of  credit,  the  £100  which 
was  in  the  hands  of  the  individual,  he  could  no  longer 
use  in  his  business. 

3630.  Quite,  so  far  as  that  £100  is  concerned  for 
use  as  credit  ? — Quite  so ; it  has  gone  for  business 
purposes. 

3631.  So  far  as  the  real  capital  of  the  country  is 
concerned  there  is  no  alteration? — iSo  far  as  the 
real  capital  of  the  country  is  concerned,  provided,  as 
1 stated,  that  you  do  not  exceed  the  national  savings, 
it  is  simply  a cancelment  on  both  sides  of  the 
account. 

3632.  Sir  Josiah  Stamp:  We  have  had  in  in  evi- 
dence from  other  witnesses  that  heavy  taxes  for  the 
purpose  of  debt  repayment  are  equivalent  to  com- 
pulsory saving  on  the  part  of  the  ordinary  individual 
and  increase  the  amount  of  national  savings  beyond 
what  they  would  otherwise  be. — (Sir  Arthur  Dickin- 
son) : Not  necessarily,  I think,  because  a concern  may 
not  have  enough  to  pay  the  taxes  that  are  required 
from  it  and  has  to  borrow  for  that  purpose  from  its 
bank  and  carry  on  in  that  way. 

3633.  The  witnesses  have  addressed  themselves  to 
its  general  effect.  They  admit  that  the  concern  that 
gave  up  the  money  may  not  be  the  concern  to  whom 
the  money  will  flow  back  ultimately,  but  they  have 
alleged  that  heavy  taxation  for  the  repayment  of  debt 
increases  national  capital? — -High  taxation  for  the 
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repayment  of  debt  is  not  as  bad  as  high  taxation  for 
other  purposes, 

3634.  You  do  not  agree  that  the  tendency  of  high 
taxation  for  debt  repayment  purposes  is  to  increase 
the  national  capital? — (Mr.  Pitt):  It  all  depends 
where  it  comes  from.  If  it  comes  from  the  surplus 
of  the  nation,  then  there  will  be  no  depletion  of 
capital,  but  if  it  comes  outside  that  range  then 
there  is. 

3635.  In  so  far  as  it  comes  out  of  capital  it  is 
merely  replacing  capital  by  another  entry  of  capital; 
in  so  far  as  it  comes  out  of  consumption,  it  is  increas- 
ing capital? — Not  so  far  as  .War  Loan  is  concerned. 
It  is  simply'  a cancelment  on  both  sides  of  the 
account,  and  you  take  away  from  the  individual  his 
machinery  of  credit  that  he  uses  for  his  business. 

( Sir  John  Mann):  Does  it  not  depend  on  the  source 
from  which  the  money  arises — whether  it  comes  out  of 
the  alteration  of  the  standard  of  living  or  restricted 
consumption  on  the  one  hand,  or  savings  on  the 
other. 

3636.  Certainly'  it  has  no  greater  effect  whether  it 
is  merely'  a transfer  of  capital  or  whether  it  is  an 
increase,  but  can  it  in  any  circumstances  be  a 
decrease?— It  seems  to  me  that  it  cannot  be  a 
decrease,  because  the  assets  remain  in  the  country. 
It  alters  the  ownership  justly'  or  unjustly.  It  leaves 
the  great  accumulation  of  capital,  irrespective  of 
who  is  the  owner  of  it. 

3637.  Professor  Hall:  Would  you  say,  if  a man  had 
to  pay  £100  in  taxation,  that  he  is  likely  to  save 
more  than  if ‘he  had  only  £50  to  pay  in  taxation? — 
The  more  taxation  he  has  to  pay,  naturally  the  power 
to  save  is  reduced.  The  incentive  to  save  may  be 
increased  in  some  individuals,  and  in  other  indi- 
viduals it  may  have  the  reverse  effect.  It  is  entirely 
a psychological  effect  varying  with  the  individual. 
The  power  is  distinctly'  reduced;  the  incentive  varies 
m the  different  cases;  I am  not  prepared  to  say  on 
balance  how  it  acts.  (Mr.  Pitt) : I think  if  you 
refer  to  paragraph  57  you  will  get  a complete  answer. 
We  state  here  definitely  : “It  follows  that  the  annual 
repayments  of  National  Debt  should  at  no  time 
exceed  the  amount  of  the  annual  savings  of  the  nation 
which  remain  after  providing  for  interest  upon  debt, 
for  the  necessary  expenses  of  government,  and,  above 
all,  for  a sufficient  annual  increase  in  the  capital  of 
the  nation.” 

3638.  Sir  Josiah  Stamp:  My  questions  have  been 
directed  to  find  out  what  that  sentence  means  rather 
than  being  answered  by  it? — (Sir  Arthur  Dickinson) : 
It  simply  means  that,  if  in  taxation  y'ou  exceed  the 
annual  savings  of  the  country,  you  are  transferring 
capital  to  the  Government;  it  does  not  destroy  it. 

3639.  But  compulsory  taxation  for  repayment  of 
debt  rather  induces  saving,  and  you  are  merely 
answering  the  question  by  asking  another  one.  The 
more  you  tax  for  repayment  of  debt  the  greater  the 
national  savings  are;  that  is  the  answer? — They  are 
not  necessarily. 

3640.  That  is  the  position  put  to  us? — (Mr.  Pitt): 
The  only  way  in  which  you  can  repay  debt  is  out 
of  savings ; that  is  my  view.  You  are  limited  to  that 
extent.  Once  you  get  beyond  that  then  you  are 
entrenching  upon  the  capital  of  the  nation,  but  you 
can,  and  you  can  rightly,  repay  a debt  out  of  the 
savings  of  the  nation. 

3641.  And  you  say  the  savings  of  the  nation  are 
not  affected;  they  are  a oonstant  thing? — No,  they 
allter  from  year  to  year. 

3642.  When  I say  constant  what  I mean  is  you 

would  not  admit  that  the  repayment  of  debt  increased 
the  amount  of  savings? — No.  The  repayment  of  debt 
is  simply  a writing-off  on  both  sides  of  the  national 
balance  sheet.  (Sir  Arthur  Dickinson) : Take  an 
extreme  case.  You  say:  “We  will  repay 

£8,000,000,000  of  National  Debt  this  year.”  You 
cannot  increase  the  savings  of  the  nation  to  the 
extent  of  £8,000,000,000.  You  are  going  to  transfer 
those  masses  of  capital  to  the  Government. 

3643.  All  that  means  is  that  there  is  a margin 
between  production  and  consumption,  and  by  heavy 
taxation  you  can  make  that  margin  larger,  but  if 


you  go  beyond  that  you  then  start  entrenching  on 
capital  and  change  its  ownership.  We  know  that; 
that  is  obviously  a question  of  degree.  The  point 
we  are  bn  is  this  : Does  heavy  taxation  actually  make 

the  margin  between  consumption  and  production 
larger  than  it  would  otherwise  have  been,  and  there- 
fore make  the  amount  of  saved  capital  larger  than 
it  would  otherwise  have  been? — In  other  words,  the 
higher  the  taxes  the  greater  the  savings. 

3644.  Yes.  That  has  been  put  to  us  by  eminent 
witnesses? — 'That  I do  not  believe  in. 

3645.  Sir  Alan  Anderson : Hie  higher  the  taxes  for 
debt  redemption? — I do  not  think  that  makes  any 
difference.  People  do  not  consider  what  they  are 
paying  the  tax  for.  They  know  they  have  to  pay 
4s.  fid.  in  the  £,  and  they  pay  it.  (MV.  Pitt) : I 
think  the  income  of  the  nation  is  a limited  quantity. 
It  is  a certain  definite  quantity  which  can  be  esti- 
mated. You  cannot  exceed  that  quantity,  and  out  of 
that  quantity  you  can  repay  debt,  but  you  cannot  go 
beyond  it. 

3646.  We  are  not  on  the  point  of  increasing  the 
gross  figure  but  on  the  point  of  diminishing  tho  con- 
sumed figure.  Supposing  the  produce  is  put  at 
£1,000  and  the  normal  consumption  at  £900,  you 
have  a saving  of  £100.  Supposing  the  State  says : 
“ We  will  take  another  £50  in  taxation,”  and  it 
succeeds  in  reducing  the  consumption  to  £850,  and 
the  £50  that  it  takes  gees  in  the  repayment  of  debt, 
have  not  you  then  increased  the  savings  of  the 
country  from  £100  to  £150? — If  you  can.  (Sir 
Arthur  Dickinson) : But  I should  not  accept  your 
premise.  Would  you  necessarily  decrease  it  by  £50? 
Why  should  it? 

3647.  I have  said  if  you  can  succeed  by  taxation  in 
reducing  tho  consumption  of  the  people? — That  is  a 
big  “ if.” 

3648.  That  is  what  heavy  taxation  did? — 1 suppose 
one  effect  of  paying  off  debt  would  be  deflation  to 
a,  certain  extent  which  would  mean  reduced  prices. 
It-  would  also  mean  reduced  incomes,  and  after  a 
very  short  period  of  adjustment  you  would  be  du  tlie 
same  position  as  you  were  in  before.  (Mr.  Pitt ) : 1 
do  not  believe  this  question  can  really  be  argued  to 
a finality  unless  you  put  down,  as  I stated  at  the 
commencement,  what  is  the  national  balance  sheet, 
and  when  you  have  down  on  paper  what  the  national 
balance  sheet  consists  of  then  you  can  ask  these 
questions  and  we  can  show  the  effect.  The  national 
balance  sheet,  as  I understand  it,  is  composed  of  an 
amalgamation  of  the  Government  balance  sheet,  of 
the  municipal  balance  sheets  throughout  the  country, 
the  joint  stock  companies’  balance  sheets,  and  the 
individual  balance  sheets.  When  you  have  got  the 
whole  thing  amalgamated  then  you  will  find  on  both 
sides  of  the  calculation  War  Loan  on  the  one  side 
and  War  Loan  on  the  other,  and  then  you  can  see 
the  cancelment  out. 

364(9.  I agree  that  might  bo  a very  useful  exercise 
to  trace  the  effect  of  it,  but  I suggest  the  point  is 
this  : Is  the  difference  between  high  and  low  taxa- 
tion on  the  whole  spent  by  tho  consumer  or  saved 
by  him  ? — I believe  it  is  spent. 

3650.  If  it  is  spent  by  him  then  surely  what  you 
take  away  from  him  over  and  above  low  taxation 
roust  increase  the  savings  of  the  country? — I do  not 
believe  that  taxation  does  in  fact  make  a man  save 
more  than  he  otherwise  would.  In  fact,  he  has  a. 
great  struggle  to  save  the  customary  amount,  but  if 
you  increase  the  taxation  upon  the  individual  you 
simply  make  his  savings  less. 

3651.  Sir  Alan  Anderson:  Supposing  you  reduce 
the  taxation,  would  the  individual  spend  a bit  more? 
— No,  the  prudent  man  would  save  more. 

3652.  I thought  you  said  the  effect  was  that  he 
spent  the  difference? — (Sir  Arthur  Dickinson .) : The 
aggregation  of  individuals  would  both  spend  more 
and  save  more. 

3653.  Professor  Hall : We  had  put  before  us  in  our 
discussions  on  the  equity  of  taxation  upon  people  who 
saved  and  people  who  did  not  save  the  case  of  two 
barristers,  one  of  whom  saved  and  the  other  of  wdiom 
was  reckless  and  spent  all  hie  income.  Apparently 
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he  spent  all  his  income,  whatever  ho  had.  If  ho  were 
taxed,  would  not  that  he  compulsory  saving?  Would 
not  you  be  compelling  that  man  to  contribute  to  the 
national  capital  by  compelling  him  to  restrict  his 
consumption  ? — He  might  spend  somo  of  his  capital 
instead. 

3654.  Mr.  Bell:  He  might  borrow? — Yes.  A man 

does  not  necessarily  make  his  income  meet  his  ex- 
penditure. When  a man  reaches  60  or  70  he  has  got 
perhaps  20,  15  or  10  years’  expectation  of  life.  He 
will  say : “ These  very  high  taxes  are  coming  in 

while  I am  old.  I am  not  going  to  curtail  my  ex- 
penditure; I am  going  to  reduce  my  capital.  I am 
going  to  live  comfortably  for  the  rest  of  my  life.” 

3655.  Professor  Hall : Supposing  'he  has  no  capital, 
lie  will  be  compelled  to  pay  his  Income  Tax? — Yes. 

3656.  And  therefore  compelled  to  restrict  his  con- 
sumption ? — Yes,  presumably. 

3657.  1 want  to  know  whether  on  balance  you  think 
that  taxation  of  that  sort  does  increase  saving? — I 
think  it  is  impossible  to  say  absolutely.  ( Sir  -John' 
Mann) : I agree,  because  it  varies  with  the  in- 
dividuals; it  depends  on  their  different  circumstances, 
their  state  of  health,  and  half-a-dozen  other  things. 
I do  not  think  we  could  here  venture  to  suggest  what 
the  effect  would  be. 

3658.  Do  you  think  that  high  taxation  tends  to 

stimulate  business  men  to  seek  economies  in  the  ad- 
ministration of  their  business? — (Sir  Arthur  Dickin- 
son) : No,  I do  not  think  so  very  much,  for  this 
reason,  that  if  their  profits  are  less  their  taxes  are 
less.  If  they  make  their  profits  more  they  have  to 
pay  a quarter  of  it  away  in  taxation.  Take  the 
Excess  Profits  Duty;  the  inducement  certainly  -was  to 
extravagance,  because  a man  said : “ The  Government 
paid  80  per  cent,  of  it.”  To  a lesser  extent  it  is  the 
same  tiling  with  the  tax  at  4s.  6d.  Where  it  ceases 
to  act  in  that  way  I do  not  know.  If  it  was  Is. 
probably  nobody  would  pay  any  attention  to  it.  There 
again  j'ou  have  imprudent  people  and  prudent  people. 
The  prudent  man  would  say  : “ If  I have  to  pay  more 
taxes  I have  to  make  more  profits  to  meet  it.”  The 
other  man  might  say:  “I  will  take  that  out  of 

savings  and  spend  the  same  as  I spent  before.” 

3659.  Sir  Charles  Addis  : I think  we  must  leave  the 
question  of  the  effect  of  taxation  upon  savings  in  a 
neutral  way  as  it  stands  at  present? — ( Sir  John 
Mann) : Might  I suggest  that  the  paragraphs  on  the 
question  of  repayment  might  be  read  with  53  and  54 
because  the  capacity  of  the  country  has  been  reduced 
not  only  by  the  loss  of  capital  but  by  the  lose  of  brains 
and  energy  through  the  destruction  of  man  power 
during  the  War. 

3660.  In  paragraph  51  you  say : “ A prudent  Gov- 
ernment will  set  for  itself  a minimum  standard  of 
debt  reduction  in  good  times  and  bad.”  Can  you 
make  any  suggestion  as  to  what  in  your  opinion  would 
be  a minimum  figure? — (Sir  Arthur  Dickinson) : I have 
always  had  the  impression  that  the  £60,000,000  a year 
that  the  Government  set  aside  is  a very  reasonable 
figure,  and  that  should  be  increased  by  any  surplus 
revenue.  At  present  if  there  is  any  surplus  revenue 
it  is  mopped  up  in  more  expenditure  and  not  put  to 
debt  reduction  the  next  year. 

3661.  Would  you  consider  then  that  we  ought  to 
budget  for  a.  surplus  expressly? — No,  I did  not  mean 
that  we  should  budget  for  a surplus.  What  I meant 
was  you  budget  for  a certain  year  and  budget  for  an 
equality,  and  it  happens  to  turn  out  that  there  is  a 
big  surplus.  That  naturally  goes  to  debt  reduction, 
but  that  forms  the  basis  for  the  budget  the  next  year, 
and  the  tendency  as  a rule  is  to  mop  up  a great  deal 
of  that  surplus  in  the  next  year  in  further  expendi- 
ture instead  of  reducing  taxation.  I think  you  will 
get  more  to  spend  in  a year  or  two  by  reducing  taxa- 
tion and  encouraging  industry — by  broadening  the 
basis  of  taxation  which  is  what  we  want.  A few  years 
of  that  will  produce  a greater  amount  of  taxation 
levied  at  a lower  rate  than  we  are  getting  now  from 
the  high  rate.  It  means  postponing  for  a year  or  two 
a lot  of  these  rather  sensational  improvements  that 
we  are  going  in  for. 


3662.  Generally  your  opinion  would  be  in  favour  of 
confining  debt  reduction  to  a fixed  figure? — Yes,  that 
is  what  is  meant  by  that.  Any  surplus  on  the  year 
would  go  in  as  well,  of  course.  (Sir,  John  Mann)  : If 
I understand  correctly  the  suggestion  is  that  there 
should  be  a regular  Sinking  Fund  or  debt  redemption 
fund  which  might  be  increased  according  to  the  state 
of  the  Budget  ascertained  at  the  end  of  the  year ; 
that  is  to  say,  the  surplus  would  go  into  a fixed 
steady  debt  redemption  scheme. 

3663.  Yes;  that  is  what  I understand  by  it.  You 
are  in  favour  of  a fixed  annual  Sinking  Fund? — And 
not  fluctuating  with  the  state  of  trade.  That  is  re- 
flected possibly  in  the  Budget. 

3664.  And  also  that  tliere-should  be  no  budgeting  to 
produce  a surplus,  but  greater  advantage  should 
be  taken  of  a surplus  if  a surplus  should  arise? — Yes. 

3665.  Professor  Dali : Would  you  increase  that 

£50,000,000  as  the  interest  charge  falls? — ( Sir  Arthur 
Dickinson) : I would  rather  use  it  to  reduce  taxation 
and  so  promote  increased  production,  and  by  so 
broadening  the  basis  of  taxation  you  will  get  a larger 
amount  available  for  debt  redemption  than  you 
would  with  the  present  high  taxes. 

3666.  I am  asking  you  whether  you  think  this 
£50,000,000  should  be  increased  if  conditions  become 
more  favourable? — Yes.  If  the  conditions  permit  at 
the  same  time  of  reduced  taxation  down  to  a more 
reasonable  limit. 

3667.  Sir  Alan  Anderson:  I understand  you  are 
satisfied  with  the  present  debt  redemption  arrange- 
ments, but  you  think  the  other  taxation  is 
dangerously  high,  and  you  think  bringing  it  down 
is  the  first  necessity  for  putting  trade  right? — Yes. 
(Sir  John  Mann):  May  I just  add  we  must  not  be 
held  as  speaking  for  the  profession  with  regard  to 
the  figure  of  £50,000,000  Which  Sir  Arthur  has  men- 
tioned; we  have  not  considered  it. 

3668.  Sir  Charles  Addis : It  is  Sir  Arthur’s 

personal  opinion.  May  I ask  if  the  other  witnesses 
agree  ? — (Sir  J oh  n Mann) : I would  rather  not  be 
held  committed  to  that. 

3669.  And  you  would  rather  not  he  committed,  Mr. 
Pitt?- — (Mr.  Pitt)  : No. 

3670.  There  is  a question  I wanted  to  ask  on  para- 
graph 52 : “ But  allowances  must  be  made  for 

accumulation  of  capital  (a)  to  provide  for  growth  of 
population ; (b)  to  replace  capital  lost  in  the  War ; 
(c)  to  provide  for  new  undertakings' ; and  (d)  to 
permit  improvements  in  the  standard  of  living.” 
Have  you  been  able  to  consider  what  provisions 
should  he  made  in  amount  for  those  purposes  in 
general  terms? — (Sir  Arthur  Dickinson):  No,  I do 
not  think  we  have  considered  that  at  all;  it  would 
seem  to  be  more  a political  question. 

3671.  With  regard  to  the  same  section,  you  refer 
in  paragraph  53  to  the  fact  that  the  earning 
capacity  of  the  country  has  been  materially  reduced. 
How  far  has  there  been  a counter  movement  to  that 
in  improved  organisation  and  the  greater  mechanical 
efficiency  which  has  arisen  as  one  of  the  effects  of  the 
War? — My  own  personal  opinion  is  that  there  has 
not  been  anything  like  as  much  as  there  ought  to 
have  been,  or  as  there  has  been  in  France  or  Switzer- 
land. (Sir  .John  Mann)  : There  is  a compensating 
effect,  but  it  is  impossible  to  get  at  it.  The  earning 
power  of  the  country  lis  its  large  asset;  it  is  one 
of  the  assets  which  has  been  cut  out  -altogether — 1 
mean  the  skilled  men  that  have  disappeared. 

3672.  Professor  Sail : Is  it  as  serious  as  it  is 

sometimes  considered? — I regard  it  as  very  serious. 
As  a rule  the  best  men  went  out,  and  in  many  cases 
-did  not  come  back  again.  Compared  with  the 
pre-war  position  there  has  been  a great  gap,  not  only 
in  the  capital  assets,  but  in  the  earning  power 
through  the  muscle  and  brain  and  skill  of  the 
country. 

3673.  It  is  suggested,  for  example,  that  despite  the 
amount  of  unemployment  there  are  as  many  men  at 
work  now  as  there  were  before  the  War? — I think 
that  is  so;  that  is  the  increase  in  population  which 
would  have  gone  on  in  any  case, 
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3674.  Sir  Charles  Addis  : At  the  same  time,  there 
has  been  a lower  standard  of  living — I am  referring 
to  paragraph  18. — Compared  with  before  the  War. 

3675.  Well,  that  is  rather  debateable.  The  post- 
war conditions  must  necessarily  result  in  a lower 
standard  of  living  as  a whole? — That  is  the  restricted 
power  of  spending. 

3676.  You  do  not  want  to  qualify  that  statement  as 
it  appears  here? — No.  ( Sir  Arthur  Dickinson) : I 
should  say  there  ds  certainly  a lower  standard  of 
living  taken  as  a whole. 

3677.  You  comment  on  the  fact  that  provision  lias 
to  be  made  for  the  increased  population  and  the  con- 
tinuing increase  in  the  standard  of  living.  In  para- 
graph 49  you  say  : “ The  need  for  capital  continues 
to  increase  with  the  increase  of  population  and  the 
rise  in  the  standard  of  living.”  Your  opinion  is 
that  there  has  been  no  rise  in  the  country  but  a fall 
in  the  standard  of  living? — -That  is  for  the  future. 
The  rise  in  the  standard  of  living  is  what  everybody 
is  working  for,  and  if  you  are  to  have  a rise  in  the 
future  you  must  have  more  capital  to  finance  it. 

3678.  Professor  Hall:  I wonder  if  the  witnesses 
could  give  us  any  indication  of  what  they  think  is  a 
reasonable  proportion  of  the  savings  of  the  country 
that  should  be  allocated  for  development? — No.  It 
would  rather  be  “ Think  of  a number.”  It  is  very 
difficult  to  specify  a particular  figure. 

3679.  A good  deal  of  capital  would  be  invested 
abroad  and  not  necessarily  invested  in  a manner 
helpful  to  this  country? — Yes.  Personally  I should 
say  capital  invested  abroad  was  very  helpful  to  this 
country.  It  brings  trade  and  business  and  helps  us 
to  increase  our  markets  without  which  we  cannot 
live. 

3680.  But  not  in  many  cases? — Everybody  invests 
money  foolishly  at  times. 

3681.  Are  you  inclined  to  suggest  any  restriction 
of  any  such  capital  investment? — No. 

3682.  What  troubles  me  is  to  find  out  the  margin 
which  you  think  should  be  applied  out  of  our  saviugs 
for  the  purposes  of  debt  redemption,  and  I want  to 
find  out  what  you  think  should  be  the  proportion  of 
national  savings  that  industry  should  take. — It 
would  be  very  useful,  but  it  is  almost  impossible  for 
anybody  but  a skilled  statistician.  (Mr.  Pitt)  : I do 
not  think  we  could  possibly  increase  it.  It  seems 
impossible  to  increase  the  existing  figures  having 
regard  to  the  fact  that  trade  is  in  want  of  capital 
for  development  purposes,  so  it  does  not  seem  to  me 
possible  to  increase  your  existing  figures  without 
serious  detriment  to  trade. 

3683.  I am  not  suggesting  that  we  should  increase. 
I really  want  to  find  out  the  standard  by  which  we 
can  judge  whether  we  have  more  available  for  this 
purpose  or  not.  I agree  with  you  that  capital  is 
required  for  the  purpose  of  development  to  meet  the 
needs  of  the  increasing  population,  but  how  much  ? 
What  is  to  be  the  standard?  What  is  to  be  the  rate 
of  interest  or  the  standard  that  must  guide  us  in 
deciding  the  available  margin  for  debt  repayment? 
Ye  may  be  paying  too  much  for  debt  repayment? — 
(Sir  John  Mann) : We  do  suggest  at  the  end  of  para- 
graph. 58  that  probably  the  Committee  has  the 
material  upon  which  that  calculation  must  be  based, 
but  I am  afraid  it  is  not  before  us  in  any  way.  We 


might  suggest  probably  after  a great  deal  ol:  consul- 
tation amongst  ourselves  a formula,  but  personally 
I should  be  very  unwilling  to  hazard  a guess  upon  it. 
It  is  not  perhaps  an  exact  proportion  of  the  savings, 
but  the  larger  the  savings  the  greater  the  proportion 
should  be,  and  otherwise  if  the  savings  are  a very 
small  figure  a very  small  proportion,  because  you  come 
down  to  a point  where  you  cannot  apply  a ruleof- 
three  sum. 

3684.  I think  we  all  agree  with  the  general  pro- 
position, but  it  is  rather  to  get  something  more 
definite  ? — (Sir  Arthur  Dickinson ) : I suggest  you  will 
find  a good  deal  about  it  in  Sir  Josiah  Stamp’s  book 
or  books,  the  basis  of  the  past,  the  annual  savings 
each  year,  the  additional  capital  for  each  year  before 
the  War,  the  basis  of  national  income  before  the 
War,  taxation  'before  the  War,  and  what  happened 
to  the  balance;  all  that  can  be  got  out  with  the 
present  figures,  the  much  higher  level  of  prices  and 
so  on;  and  I should  have  thought  he  could  arrive, 
and  probably  has  arrived,  at  some  figure. 

3685.  You  suggest  we  should  go  back  to  the  pre- 
War  standard? — No,  not  necessarily.  You  would 
have  to  take  the  present  figures  and  compare  them 
and  see  how  it  worked  out. 

3686.  i Sir  Charles  Addis : Section  X deals  with 

taxation  as  affected  by  the  nature  of  Government 
expenditure;  have  you  anything  you  wish  to  add  to 
that? — No.  (Sir  John  Mann):  May  I say,  to  my 
mind  it  is  one  of  the  most  essential  factors.  The 
application  by  the  Government  of  the  proceeds  of 
taxation  has  this  psychological  effect : if  the  tax- 

payer feels  that  the  money  is  not  being  applied  to 
the  best  advantage  lie  is  under  a sense  of  grievance, 
and  the  tax  becomes  more  of  a burden  and  more 
of  a trial  than  otherwise  it  would  be.  Of  course  if 
it  should  come  to  be  believed  that  the  Government 
is  taking  what  is  considered  to  bo  capital  and  apply- 
ing it  to  purposes  which  should  be  met  wholly  out 
of  income,  we  approach  the  condition  of  the  spend- 
thrift who  is  eating  up  capital,  and  that  has  again 
a psychological  effect.  That  is  beginning  to  worry 
people’s  minds.  That  policy  of  heavy  taxation  might 
prove  to  be  a transfer  of  capital,  and  applying  it 
through  various  Government  undertakings  in  a way 
in  which  only  income  should  be  applied.  That  is 
a particular  proposition  I should  like  to  make  clear. 

3687.  You  do  not  suggest  that  we  have  reached 
that  point  now,  I understand? — No,  but  that  is  a 
point  that  really  does  exist,  and  any  further  increase 
would  undoubtedly  be  open  to  that  challenge. 

3688.  Sir  Alan  Anderson : Any  further  increase  of 
taxation  for  what  are  known  as  social  services,  for 
instance? — Some  of  these  increase  the  capital  of  the 
country.  I should  say  some  education  or  housing 
expenses  are  on  capital  account,  but  if  capital  is 
applied  to  consumption  purposes,  unemployment 
and  others,  which  should  be  treated  as  income 
charges,  it  is  a different  story.  In  one  case  you  do  . 
not  disturb  the  capital  and  in  the  other  case  you 
eat  it  up. 

Sir  Charles  Addis  : Then  if  -there  are  no  further 
questions,  may  I,  on  behalf  of  Lord  Colwyn  and  my 
colleagues,  say  how  very  much  we  are  indebted  to  you 
for  coming  here  to-day  and  for  the  very  valuable 
evidence  that  you  have  given  us. 


(The  Witnesses  withdrew.) 


(Adjourned  to  to-morrow  morning  at.  10.30.) 
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ELEVENTH  DAY. 


Wednesday,  1st  October,  1924. 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 
Sik  CHARLES  ADDIS,  K.O.M.G. 

Sib  ALAN  G.  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  HENRY  BELL. 

Mr.  J.  W.  BOWEN. 

Mr.  FRED  BRAMLEY. 

Professor  FRED  HA'LL. 


Present  : 

Mr.  W.  L.  HICHENS. 

Mr.  H.  B.  LEES-SMITH. 

Sir  WILLIAM  MoLINTOCK,  K.B.E.,  C.V.O 
Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Professor  A.  L.  Bowley,  So.D.,  called  and  examined. 


Evidenoe-in-chief  handed  in  by  Professor  Bowley. 


A. — Note  on  the  Change  in  the  Numbers  of  the 
Working-class  Population  in  the  next  Decade. 

1.  The  following  estimates  relate  to  the  numbers  of 
males,  whether  working-class  or  not,  in  Great 
Britain.  There  are  no  sufficient  data  in  respect  of 
Ireland. 

2.  The  hypothesis  used  is  that  the  death-rates,  age 
by  age,  found  in  the  years  1910-12,  still  apply. 
There  is,  in  fact,  very  little  room  for  variation  in 
the  low  death-rates  in  the  age-groups  concerned. 

3.  The  lowest  age-group  (15  to  20  years)  in  1941 
depends  on  the  number  of  births  in  1921  to  1920. 
It  is  assumed  that  the  annual  average  of  the  births 
in  1921  to  1923  will  equal  the  annual  average  1921  to 
1926. 

4.  The  death-rates  are  applied  to  the  population 
as  enumerated  in  the  census  of  1921. 


Population  of  Great  Britain  if  there  were  no 
emigration. 


Ages. 

Males 

(thousands). 

Females 

(thousands). 

1921. 

1931. 

1941. 

1921. 

1931. 

1941. 

15  to  20 

1,967 

1,959 

1,868 

2,014 

1,943 

1,836 

20  to  45 

7,391 

8,282 

8,822 

8,643 

9,182 

9,138 

45  to  55 

2,394 

2,510 

2,494 

2,560 

2,933 

3,086 

55  to  65 

1,555 

1,953 

2,044 

1,719 

2,192 

2,509 

Total  15  to  65 

13,307 

14,704 

15,228 

14,936 

16,250 

16,569 

65  and  over  ... 

1,103 

1,386 

CO 

i — 1 

1,480 

1,790 

2,247 

5.  These  numbers  are  being  reduced  by  emigra- 
tion. An  alternative  estimate  has  been  made  ( see 
“ Is  Unemployment  Inevitable?  ” pp.  359  to  365) 
on  the  hypothesis  that  the  loss  by  migration  and 
deaths  combined  is  throughout  the  period  at  the 
same  rate,  age  hy  age  and  for  each  sex,  as  in  the 
decade  1901-11.  In  fact,  emigration  since  1921  has 
been  at  more  than  half  the  rate  found  in  that  decade. 
We  may  then  make  a rough  estimate  by  averaging 
the  results  of  the  two  hypotheses:  — 

(1)  As  above — no  emigration  and  death-rates  as 

in  1910-12. 

(2)  Emigration  and  death-rates  as  in  1901-11. 

ju* 


Population  of  Great  Britain,  allowing  for  moderate 
emigration. 


Ages. 

Males 

(thousands). 

Females. 

(thousands). 

1921. 

1931. 

1941. 

1921. 

1931. 

1941. 

15  to  20 
20  to  45 
45  to  55 
55  to  65 

1.967 

7,391 

2,394 

1,555 

1,931 

8,030 

2,467 

1,903 

1,843 

8,365 

2,420 

1,959 

2,014 

8,643 

2,560 

1,719 

1,926 

9,062 

2,875 

2,123 

1,840 

8,976 

2,946 

2,385 

Total  15  to  65 

13,307 

14,331 

14,587 

14,936 

15,986 

16,147 

65  and  over  ... 

1,103 

1,385 

1,704 

1,480 

1,860 

2,228 

6.  The  present  increase  of  the  population  (870,000 
births  in  Gfeat  Britain  in  1928  against  508,000 
deaths)  will  he  checked,  if  the  number  of  births 
does  not  increase,  as  the  existing  members  of  the 
population  reach  the  ages  of  high  death-rates.  The 
average  age  of  the  population  is  rising,  and  the 
proportion  above  65  years  is  rising  rapidly.  It  is 
evident  that  if  the  number  of  births  were  stationary 
and  the  death-rates  unchanged,  the  population 
would  tend  to  a stationary  maximum.  The  number 
of  births  has  in  fact  fallen  considerably  since  1903 
and  each  decade  the  effect  of  this  fall  is  shown  in 
a higher  age-group. 

B. — The  Course  of  Real  Wages  since  the  War 
and  Comparison  with  the  Pre-war  Level. 

7.  The  Ministry  of  Labour  Gazette  has  published 
from  time  to  time  estimates  of  the  changes  of  average 
wages  for  a great  number  of  industries  in  Great 
Britain,  which  give  as  definite  and  accurate  state- 
ments as  are  possible.  The  calculations  are  on  the 
assumption  that  all  workpeople  attached  to  indus- 
tries are  fully  employed  for  the  normal  week  without 
overtime. 

8.  The  well-known  cost  of  living  index  gives  the 
best  estimate  available  (except,  perhaps,  in  years  of 
special  inflation  or  of  restricted  prices  or  consump- 
tion) for  converting  money  wages  to  real  wages  for 
the  general  average.  For  separate  occupations  and 
districts,  however,  this  index  no  doubt  -would  require 
modification. 
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General  Index  Numbers. 


— 

Weekly  Full- 
time money 
wages  for  adults. 

Cost 

of 

Living. 

Real 

Wages. 

1914 

July 

100 

100 

100 

1920 

December . . . 

270  to  280 

265 

104 

1921 

December ... 

210  to  220 

192 

112 

1922 

December ... 

170  to  175 

178 

97 

1923 

December ... 

165  to  170 

177 

95 

1924 

August 

170  to  175* 

171 

100 

* Estimate,  not  given  in  the  Gazette. 


9.  Actual  earnings  of  those  employed  are  reduced 
by  short-time. 

10.  The  wages  in  and  after  1920  are  payable  for 
a working-week  reduced  by  about  10  per  cent.,  and 
real  wages  per  hour  are  proportionately  increased. 

11.  Since  average  weekly  real  wages  are  very 
nearly  equal  now  and  in  1914,  it  follows  that  in 
occupations  where  the  increase  of  money  wages  is 
greater  than  the  average  (as  in  the  case  of  railway 
workers,  unskilled  labourers  in  towns,  and  others), 
real  weekly  wages  are  greater  (and  real  hourly  wages 
considerably  greater)  than  in  1914.  In  occupations 
where  the  money  wage  has  increased  less  than  the 
average  (as  in  the  case  of  engineering  artisans), 
real  weekly  wages  have  fallen,  and  in  some  extreme 
cases  real  hourly  wages  have  fallen. 

Change  in  the  Division  of  the  Product  of  Industry. 

12.  The  pressure  on  the  part  of  workmen  to  obtain 
at  least  the  same  real  wages  as  before  the  War  for 
a shortened  week,  which  on  the  average  has  been 
successful  for  those  employed,  must  have  resulted  in 
a larger  share  of  the  product  of  industry  (including 
transport)  as  a whole  accruing  to  wages,  unless  "the 
efficiency  of  production  has  increased  so  as  to  com- 
pensate for  the  reduction  of  hours.  A source  from 
which  this  increment  has  been  drawn  is  incomes 
depending  on  fixed  rates  of  interest  or  fixed  rents. 
There  is  no  general  evidence  on  the  question  whether 
the  proportion  received  in  profits  or  salaries  has 
permanently  changed,  though  there  is  little  doubt 
that  the  share  of  profits  in  the  current  period  of 
depression  has  been  diminished,  whereas  in  1919  it 
had  been  increased.  If  in  the  revival  of  trade  the 
mass  of  the  population  can  be  employed  at  the 
pre-war  rates  of  real  wages  earned  in  the  shortened 
week,  it  is  probable  that  wages  will  then  account 
for  a larger  proportion  of  the  product  than  in  1914. 
It  does  not  appear  probable  that  capital  or  skill  of 
management  will  be  obtained  for  a smaller  absolute 
return  than  before,  but  it  is  possible  that  the 
pressure  for  high  wages  will  cause  greater  efficiency 
in  machinery  and  management  and  so  result  in  an 
increment  of  the  product  that  will  go  to  labour, 
and  further  that  higher  wages  will  result  in  better 
work  and  provide  the  fund  from  which  they  can 
be  paid. 

0. — -Should  the  amount  oe  the  Debt  repaid  vary 

FROM  ONE  YEAR  TO  ANOTHER? 

13.  Let  us  assume  that  periods  of  expansion  and 
contraction  of  industrial  activity  follow  one  another 
with  a certain  regularity,  and  that  it  is  possible  to 
ascertain  each  year  in  what  phase  of  this  industrial 
cycle  the  country  stands. 

14.  In  the  phase  of  expansion  the  market  value  of 

£100  War  Loan  is  relatively  low,  in  the  phase  of 
contraction  it  is  relatively  high.  In  expansion 

capital  is  needed  in  industry,  in  contraction  it  is 
less  needed.  It  is  therefore  to  the  national 

advantage  to  redeem  debt  more  rapidly  in  times  of 
industrial  expansion. 
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15.  The  receipts  from  taxation,  however,  do  not 
show  a marked  increase  in  the  actual  years  of 
expansion,  but,  owing  to  the  system  of  averaging 
years’  profits  for  Income  Tax  and  to  other  causes, 
their  movements  lag  behind  thoso  of  the  industrial 
cycle,  and  the  total  receipts  do  not  vary  greatly. 
On  the  whole,  it  is  probable  that  the  sum  available 
from  taxation  for  debt  redemption'  is  nearly  inde- 
pendent of  the  phase  of  the  cycle,  and  part  of  the 
small  variation  is  merged  in  realised  surpluses  which 
go  automatically  to  additional  redemption. 

16.  On  the  other  hand,  there  is  a need  for  expendi- 
ture to  diminish  unemployment  in  years  of  depression . 

17.  It  is  suggested  that  a policy  of  debt,  redemption 
can  be  closely  linked  with  a policy  for  the  diminution 
of  unemployment . 

18.  -Suppose  that  it  is  decided  to  set  aside 
£100,000,000  annually  to  he  used  cither  for  debt 
redemption  or  for  public  works,  so  that  in  eight  years 
£710,000,000  was  allotted  to  redemption  and 
£90,000,000  to  works. 

19.  The  works  in  question  are  those  on  which  public 
money  would  be  spent  in  any  case — such  as  buildings, 
docks,  roads,  and  loans  to  local  authorities  for  con- 
struction— and  the  programme  would  be  limited  to 
those  which  can  be  accelerated  or  postponed  one,  two 
or  three  years  without  serious  inconvenience.  It  is 
almost  certain  that  as  much  as  £11,000,000  annually 
could  he  administered  in  this  way.  Further  it  is 
estimated*  that  a sum  of  this  magnitude  would  go 
far  to  equalise  employment  one  year  with  another 
in  that  large  group  of  labour  (mainly  hut  not  wholly 
unskilled)  which  is  employed  in  public  works  and 
works  of  construction.  The  sum  would  be  expended 
in  part  directly  hv  (Government  Departments,  in 
part  by  loans  to  public  authorities.  Its  administra- 
tion would  need  a permanent  and  effective  committee 
having  considerable  power  and  authority. 

20.  In  the  year  of  greatest  trade  expansion  the 
whole  £100,000,000  would  be  devoted  to  debt  redemp- 
tion ; in  the  year  of  greatest  depression  about 
£55,000,000  to  redemption  and  £45,000,000  to  works. 
The  sums  expended  on  works  would  he  directly  or 
indirectly  remunerative,  and  would  provide  national 
assets,  (either  in  national  possessions  or  in  debts  from 
local  or  public  authorities). 

21.  The  policy  suggested  is  not  one  of  additional 
expenditure  or  of  making  work  for  the  unemployed, 
but  only  a systematic  transference  in  time  of  expendi- 
ture normally  incurred.  In  the  years  1922-4  the 
method  has  in  fact  been  followed,  for  during  these 
years  some  public  works  have  been  carried  out  which 
had  been  postponed  from  the  War  period,  and 
others  have  been  advanced  and  will  diminish  the 
need  for  such  undertakings  when  the  labour  market 
is  again  active.  Before  the  War,  however,  expendi- 
ture on  public  works  was  not  infrequently  greater 
in  times  of  activity  than  in  times  of  depression  of 
trade. 

3689.  Chairman : I propose,  with  your  approval, 

that  Professor  Bowley  should  go  straight  through  his 
Paper  and  amplify  any  points  that  he  may  desire 
unless  there  is  some  particular  point  of  which 
explanation  is  required,  or  some  point  of  order. 
Then  we  can  begin  the  examination  on  my  right.— 
The  material  given  under  my  Heading  A.  was  in 
answer  to  a request  forwarded  to  me  by  the 
Secretary,  and  is  a resume  of  statistics  'already 
published  in  the  “ Economic  Journal  ” and  elsewhere. 
I wish  you  to  note  that  the  figures  apply  to  Great 
Britain  only,  'and  the  first  table  depends  quite 
definitely  on  two  hypotheses  : one  is,  that  the  death 
rates  in  the  ages  concerned  will  not  change  sub- 
stantially before  1941,  and  that,  I think,  is 


* See  “ The  Regularisation  of  Industry  ” (Christian  Order  of 
Industry  Series— 5),  pp.  37-38  for  estimates,  and  pp.  34-41  tor 
discussion  of  the  whole  plan.  Also  see  “Is  Unemployment 
Inevitable?”  (Macmillan)  pp.  866-377. 
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reasonable,  because  tbe  death,  rates  between  the  ages 
15  and  65  are  low,  'and  there  is  very  little  room  for 
diminishing  them.  Secondly,  it  depends  on  the 
known  distribution  by  age  in  1921  in  the  census.  It 
depends  to  a very  small  extent  on  the  birth  rate. 
The  figuies  relate  to  persons  over  15.  For  1941  a 
person  of  that  age  must  have  been  born  in  1926  or 
before,  and  we  already  know  the  births  up  to,  at  any 
rate,  the  end  of  last  year.  These  figures  then 
depend  to  ia  very  limited  extent  indeed  on  what  may 
happen  to  births.  I think  then  that  the  first  taJble 
is  an  estimate  which  must  be  very  closely  accurate, 
on  the  assumption  that  there  is  no  migration  in  or 
out  of  Great  Britain.  I have  separated  that  table  in 
paragraph  4 from  the  table  in  paragraph  5 because 
it  is  as  far  as  we  can  go  on  quite  definite  evidence. 

In  paragraph  5 I come  to  the  question  of  emigra- 
tion. We  know  the  emigration  up  to  the  end  of  last 
June,  but  we,  of  course,  cannot  foretell  the  emigra- 
tion from  now  to  1941,  and  therefore  the  modification 
from  the  first  table  to  the  second  must  rest  on  a pure 
assumption  about  the  amount  of  emigration.  The 
assumption  made  for  working  out  the  table  is  that 
emigration  is  at  half  the  rate  of  1901  to  1911 ; in  fact, 
emigration  since  the  1921  Census  during  the  last 
three  years  has  been,  as  far  as  I can  judge,  in 
relation  to  the  figures  of  this  table,  much  more,  nearly 
five-sixths  of  tbe  rate  of  the  decade  1901-11,  but  I 
confess  that  the  emigration  statistics  are  so  difficult 
that  I should  bo  sorry  to  give  a quite  definite  figure 
there. 

The  second  table,  as  I say,  assumes,  as  before,  the 
j death  rates  that  were  known  in  1910-12,  the  popula- 
tion of  1921,  and  an  emigration  of  half  the  rate  of 
tlie  ten  years  shortly  before  the  War.  One  gets  as  a 
result — and  this  is  the  answer  to  the  question 
forwarded  to  me — that  tlie  number  of  males  of 
working  age  in  Great  Britain,  taken  as  tlie  ages  15 
to  65,  which  was  13,307,000  in  1921,  increases  by 
1,000,000  in  the  next  ten  years,  and  only  by  250,000 
in  tlie  ten  years  following.  '1’lie  slackening  off  of  that 
increase  is  entirely  attributable  to  the  fall  in  the 
number  of  births  from  the  year  1903  up  to  the  present 
time. 

Under  the  second  Heading  B.,  I have  tried  to 
make  an  answer  to  the  very  difficult  question  as  to 
the  -movement  of  real  wages  and  the  change  in  the 
division  of  tire  product  of  industry.  For  the  movement 
of  real  wages,  in  paragraph  8,  I give  figures  which 
are  well  known,  figures  from  the  “ Labour  Gazette,” 
showing  the  average  full-time  week’s  wage  for  adults 
as  a percentage  of  1914,  putting  with  that  the  cost  of 
living  index  number,  and  by  division  obtaining  the 
course  of  tbe  real  wages.  I cannot  suggest  any 
improvement  on  the  cost  of  living  index  number  for 
this  purpose  in  the  years  1922,  1923,  and  1924,  but 
I think  there  is  a margin  for  quite  considerable  error 
in  1920  and  1921.  The  result  is  that  real  wages  for 
those  people  at  work  are  substantially  the  same  as 
ten  years  ago  payable  for  a week  shorter  by  about 
one-tentli  part  by  reason  of  the  reduction  of  hours. 

3690.  Sir  Josiah  Stamp:  It  is  a higher  wage  per 
hour? — A higher  wage  per  hour,  and  the  same  wage 
per  iveek.  This  average  has  all  the  faults  of  an 
average,  and,  of  course,  everyone  know7s  that  some 
bodies  of  workers  are  getting  a smaller  real  wage  iier 
week  and  others  a larger  real  wage.  Since  the  infor- 
mation is  not  complete  it  is  quite  open  to  anybody  to 
argue  that  the  figure  100  should  be  2,  3,  4 or  5 points 
up  or  down  if  one  had  further  information. 

In  paragraph  12  I tried  to  trace  out  the  change  in 
the  division  of  the  product  resulting  from  this  higher 
wage  per  hour.  If  one  makes  the  hypothesis  that  the 
output  per  hour  has  not  changed,  then  it  would 
follow-  that  more  goes  to  wages  and  less  to  the  other 
participants  in  the  product.  If  one  made  the 
hypothesis  that  the  output  had  increased  just  to 
compensate  the  reduction  in  hours,  then  I see  no 
reason  why  the  -division  of  the  product  should  have 
changed,  except  so  Bar  as-  part  o-f  it  goes  in  fixed 
interest  debentures,  and  so  forth,  which  have  not 


increased  pa/ri  passu  with  the  value  of  money.  I 
would  sooner  not  express  an  opinion  as  to  how  far 
efficiency  has  increased  to  meet  the  reduction  in 
hours;  I have  no  special  information  that  I should 
wish  to  put  before  the  Committee. 

Under  Heading  0.  is  an  attempted  answer  to  one 
of  the  main  questions  circulated  as  to  whether 
redemption  of  debt  should  be  at  the  same  rate  every 
year,  or  whether  it  should  vary  according  to  any  rule 
or  according  to  circumstances.  The  suggestion  I put 
forward  is  connected  with  the  proposal  that  has  been 
before  tlie  public  for  more  than  20  years,  the  suiting 
of  public  expenditure  to  the  trade  cycle;  it  is  to  link 
that  proposal  with  a debt  redemption  policy.  If  I 
may  take  these  paragraphs  not  exactly  in  order  and 
explain  very  briefly  indeed  the  proposal — I have 
details  which  I can  communicate  if  you  wish- — it  is 
that  there  should  be  a policy  of  expenditure  on  public 
works,  by  which  expenditure  should  be  increased  as 
trade  became  bad  and  diminished  to  a minimum  when 
trade  w7as  good;  that  this  should  be  regulated  by  a 
definite  programme  so  far  as  the  programme  could 
be  foreseen;  that  it  should  he  -administered  by  a 
committee  or  organisation  which  stood  outside  party 
politics,  because,  in  order  that  it  should  have  any 
value  at  all,  the  programme  w7ould  have  to  be  a 
long-time  policy.  Supposing  certain  sums  to  be  set 
aside  for  regularising  employment,  and  supposing 
further,  a regular  sum,  which  I suggest  for  argument 
to  be  £100,000,000,  should  be  set  aside  every  year 
for  the  double  purpose  of  debt  redemption  and  regu- 
larisation,  then  debt  redemption  would  increase  when 
employment  was  good  and  decrease  when  employment 
w'as  had,  the  £100,000,000  being  divided  for  those 
tw7o  objects  in  tbe  proportion  which  I have  indicated. 
The  method  I point  out  has  the  double  advantage 
of  providing  sums  for  this  purpose  of  regularisation 
and  also  of  redeeming  debt  in  larger  proportions  at 
the  time  when  trade  is  good,  and  therefore  the  value 
of  £100  of  tlie  debt  is  probably  less,  so  that  the  larger 
sum  would  be  set  aside  for  debt  redemption  at  a time 
when  it  could  be  more  cheaply  redeemed. 

That  is  the  gist  of  the  argument  under  heading  C. 
I have  figures  wdiich  show7  how  it  w7ould  work  out  in 
various  ways,  which  I shall  be  happy  to  communicate 
in  answer  to  questions. 

3691.  Mrs.  Wootton:  Your  figures  in  Section  A. 
are  not  influenced  to  -any  large  extent  by  the  birth 
rate ; is  not  that  so  ?■ — That  is  so. 

3692.  That  is  because  you  have  confined  your  esti- 
mates to  a period  of  20  years? — Yes. 

3693.  Have  you  formed  any  opinion  by  taking  a 
longer  period  than  20  years  as  to  whether  wre  are 
working  towards  a stationary  population  of  industrial 
ages,  and,  if  so,  about  when  that  will  be  reached? — 
1 have  worked  out  the  detail  on  tbe  assumption  that 
the  number  of  births  will  continue  as  at  present  in 
the  June  number  of  the  “ Economic  Journal.”  That 
would  lead  to  a population  that  was  very  nearly 
stationary  after  1951,  and  quite  stationary,  I think, 
by  the  end  of  this  century. 

3694.  Is  that  a population  of  industrial  ages,  or 
the  total  population? — That  is  the  total  population, 
but  the  details  are  given  by  age  groups.  To  answer 
your  question  more  definitely,  I see  no  reason  to  think 
that  the  number  of  births  is  likely  to  increase  in  the 
near  future. 

3695.  So  that  the  probability  is  that  by  1961  we 
would  be  reaching  a stationary  population? — Yes. 
The  figures  given  here  for  1941  will  not  increase 
seriously.  I am  thinking  of  tbe  question  of  emigra- 
tion, of  course. 

3696.  Passing  then  to  Section  B.,  there  is  one  small 
point  on  the  table  in  paragraph  8.  You  have  in  the 
column  for  money  wages,  two  figures,  and  in  the 
column  for  real  wages,  one  figure.  Is  that  last  figure 
arrived  -at  by  taking  some  mean  between  the  first 
two? — Yes.  Evidently  it  lias  tbe  same  margin  as  in 
the  first  column;  perhaps  it  should  have  been 
printed  so. 


268 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


1 October,  1924.]  Professor  A.  L.  Bowley,  So.D.  [ Continued . 


3697.  But  it  is  a mean  figure! — Yes.  I regarded 
the  final  column  showing  real  wages  as  so  rough  that 
perhaps  it  was  not  worth  While  to  try  and  elabor- 
ate it, 

3698.  All  your  evidence  relates  to  real  wages,  that 
is  the  weekly  full-time  wages.  Have  you  formed  any 
estimate,  first  of  all,  as  to  the  absolute  amount  in 
terms  of  goods  going  to  labour?  You  discuss  the 
proportions;  have  you  formed  any  estimate  of  the 
absolute  amount  going  in  the  aggregate  to  labour 
as  compared  with  10  years  ago? — I should  think  it  is 
almost,  as  near  as  one  can  say,  the  same  as  in  1914, 
because  the  increase  in  population  would  counter- 
balance the  increase  of  unemployment. 

3699.  You  mean  the  actual  amount  per  head? — No, 
the  aggregate  amount.  If  the  real  wages  per  head 
employed  are  the  same,  then  the  increase  in  popula- 
tion roughly  balances  the  increase  of  unemployment. 

3700.  In  that  case,  the  population  being  slightly 
larger,  the  aggregate  amount  per  head  will  he 
slightly  less? — If  you  include  the  unemployed. 

3701.  Yes;  I am  taking  the  whole  industrial  popula- 
tion.— But  then,  of  course,  one  has  the  difficult 
question  of  the  insurance  payment,  and  I have  not 
thought  out  exactly  what  effect  that  has. 

3702.  In  your  estimate  you  are  not  allowing  for 
that? — No;  these  are  persons  really  employed. 

3703.  It  is  purely  earned  income? — Yes. 

3704.  You  think  that  of  earned  real  income  the 
absolute  amount  would  be  about  the  same? — About 
the  same  as  in  1914. 

3705.  And  therefore  the  probability  is,  if  you  take 
into  account  the  insurance  benefit,  and  so  on,  that 
the  amount  is  a little  larger? — Yes,  so  far  as  insur- 
ance payment  is  not  drawn  from  current  wages. 

3706.  That  in  the  aggregate  would  not  make  a very 
large  difference,  would  it,  spread  over  the  whole 
industrial  population? — I should  think  only  2 per 
cent.,  or  something  of  that  sort.  I am  not  quite 
certain  of  the  proportion  paid  out  of  current  wages 
and  out  of  other  sources. 

3707.  I think  the  proportion  out  of  wages  is  about 
25  per  cent.  ? — And  then,  of  course,  before  the  War 
there  was  also  a proportion  taken  in  the  same  way, 
but  a smaller  proportion. 

3708.  You  do  not  give  any  statistics  as  to  the 
accumulation  of  capital.  Have  you  any  views  on  a 
matter  which  has  been  put  before  this  Committee 
by  many  witnesses,  that  is,  the  rate  at  which  we  are 
accumulating  savings? — No;  I refrained  from  trying 
to  answer  that  question  in  what  I prepared,  becaii.se 
I think  that  the  information  is  so  very  slight  indeed. 
I think  the  question  should  be  rather  addressed  to 
bankers  than  to  others,  because  they  havet  more 
opportunity  of  knowing. 

3709.  You  think  it  is  difficult  for  anybody  even  to 
arrive  at  an  estimate  whether  we  are,  first  of  all,  sav- 
ing as  much  as  we  were  before  the  War,  and  secondly, 
saving  enough  to  maintain  the  standard  of  living? — 
I think  one  can  say  we  are  not  saving  so  much  and 
that  we  are  not  saving  enough.  I think  one  could 
go  as  far  as  that  without  committing  oneself  to  any 
definite  estimate  because,  if,  as  I think,  a larger 
proportion  is  diverted  to  wages,  a smaller  proportion 
is  probably  saved 

3710.  When  you  say  we  are  not  saving  enough, 
you  mean  enough  to  maintain  our  pre-war  standard? 
— And  increase  it  as  a growing  industry  should 
increase. 

3711.  Would  you  give  an  opinion  simply  on  tho 
question  of  maintaining  it? — I do  not  think  I can 
give  that.  That  gets  much  too  near  a definite  esti- 
mate, I think;  I should  be  sorry  to  give  an  opinion. 
I have  not  been  able  to  get  any  real  information. 

3712.  The  conclusion  of  the  argument  in  paragraph 
14  of  your  evidence  is  that  it  is  to  the  national 
advantage  to  redeem  the  debt  more  rapidly  in  times 
of  industrial  expansion ; that  follows  on  a sentence 
saying  that  capital  is  required  in  industry  during 
periods  of  expansion.  We  have  had  a good  deal  of 
rather  conflicting  evidence  put  before  us,  some  of 
which  put  the  point  of  view  that  debt  repayment 
withdraws  capital  from  industry.  1 take  it  from 


your  statement  that  that  is  not  your  view? — No,  it 
would  not  be  my  view. 

3713.  It  is  your  view  that  debt  repayment  increases 
the  amount  of  capital  available  for  industry? — I do 
not  know  that  it  increases  it,  but  when  capital  is 
desired  for  industry  I suppose  that  people  are 
willing  to  sell  War  Stock  in  order  to  have  liquid 
funds. 

3714.  Every  debt  holder  who  is  repaid  seeks  a new 
investment? — Yes.  He  is  not  bound  to  sell;  he  sells 
because  he  wants  money;  and  in  times  of  expand- 
ing industry  more  liquid  capital  is  wanted.  That 
was  the  argument  in  my  mind ; I do  not  know  whether 
it  is  the  final  argument. 

3715.  You  do  not,  therefore,  feel  that  there  is 
force  in  .the  view  that  debt  repayment  tends  to  make 
capital  scarce  for  industry ; that  is  a view  that  has 
been  put  before  us  ? — That  is  not  my  view,  but  I do 
not  regard  myself  as  an  expert  on  that  particular 
thing.  I defer  to  any  argued  expression  of  the 
opposite,  but  a priori  I should  have  thought  that  it 
is  the  case  that  it  provides  liquid  capital  as  it  is 
wanted. 

3716.  One  further  question  on  paragraph  18.  You 
mention  there  a figure  of  £100,000,000  to  be  allotted 
to  debt  redemption  or  accelerating  public  works,  is 
that  purely  by  way  of  illustration  or  does  it  repre- 
sent about  the  figure  that  you  would  think  suitable? 
— It  is  almost  purely  by  way  of  illustration,  but  the 
figure  of  £90,000,000  to  works  is  a definite  figure 
How  much  would  be  paid  off  in  debt  at  the  same 
time  I do  not  know,  but  to  make  the  regularisatiou 
scheme  effective  one  wants  for  it  a sum  commensurate 
with  £90,000,000  in  eight  years. 

3717.  That  is  a definite  figure? — Yes. 

3718.  Not  a definite  minimum  figure,  but  an  exact- 
figure? — I think  to  make  the  policy  of  regularisatiou 
at  all  effective  it  must  be  on  an  adequate  scale. 

3719.  So  that  it  is  a minimum  figure? — Yes. 

3720.  It  might  be  increased  if  you  had  exceptionally 
bad  trade? — Well,  the  details  are  worked  out  in  a 
lecture,  of  which  I sent  two  copies  to  the  Secretary. 

3721.  Yes;  that  has  been  circulated  to  us. — There 
it  assumes  a certain  flow  and  ebb  of  trade  with  a 
certain  employment.  If  that  was  increased  more 
money  might  be  needed,  but  I have  allowed  a fairly 
liberal  movement  for  unemployment. 

3722.  Is  it  your  view  that  the  permanent  com- 
mittee you  suggest  should  have  authority  to  decide 
the  proportions  that  go  to  debt  redemption  and  tho 
proportions  that  go  to  public  works? — No.  My  view 
was  that  it  should  be  entrusted  with  this  sum  of 
£90,000,000,  which  would  be  spent  in  the  eight  years 
and  should  draw  on  that  as  was  needed,  and  so  it 
would  decide  the  residue  to  be  redeemed  but  not  the 
total. 

3723.  The  committee  is  really  confined  to  the  public 
works  side  of  your  scheme? — That,  would  be  my  idea. 
Of  course,  naturally  it  would  have  to  work  intimately 
with  the  National  Debt  authorities,  but  its  actual 
administration  would  be  of  a sum  of  this  nature.  If 
it  found  it  too  much  or  too  little,  I presume  it  would 
apply  for  a change. 

3724.  Supposing  we  had  a figure  of,  say, 
£100,000,000  a year,  which  is  allocated  for  this  double 
purpose,  you  have  not  visualised  any  automatic  way 
of  dividing  it  out  according  to  the  state  of  trade 
between  the  two  purposes? — I think  I have  to  this 
extent : the  committee  would  be  watching  the  indices 
of  employment  and  trade,  and,  looking  ahead,  would 
say  that  out  of  the  £90,000,000  in  the  eight  years,  it 
needed  £20,000,000  in  the  next  year,  £25,000,000  the 
year  after,  or  £30,000,000  the  year  after,  communi- 
cate its  estimate  to  the  National  Debt  Commissioners, 
and  hope  that  they  would  provide  the  money. 

3725.  Your  principle  really  is  to  give  the  public 
works  the  priority? — Yes. 

3726.  You  think  that  is  a more  important  thing 
rather  than  maintaining  regularity  in  debt  repay- 
ment?— I think  so.  I think  there  is  probably  a con- 
venience in  budgeting  in  having  a constant  total  for 
the  tiro  purposes,  but  it  does  not  very  much  matter 
how  much  variation  is  given  to  the  payment  of  debt 
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from  one  year  to  another;  I am  quite  subject,  how- 
ever, to  other  people’s  opinion. 

3727.  Your  present  view  is  that  the  provision  of 

the  money  for  accelerating  public  works  is  really  the 
first  charge,  and  the  committee  ought  to  have  as 
much  or  as  little  as  they  need,  while  the  debt  would 
really  bear  the  fluctuations  rather  than  the  public 
works? — Yes.  I agree  at  any  rate  with  the  last 

sentence  that  the  debt  should  bear  the  fluctuations; 
1 do  not  know  whether  they  should  have  as  much  as 
they  please. 

3728.  Mr.  Lees-Smith : I want  to  ask  one  or  two 
rather  detailed  questions  on  your  evidence.  First  of 
all,  I will  ask  you  to  look  at  the  report  of  the 
Oversea  Settlement  Committee  for  1923.  " You  state 
in  paragraph  5 of  your  evidence  that  emigration 
since  1921  has  been  at  more  than  half  the  rate  of 
emigration  in  the  decade  1901  to  1911.  This  report 
of  the  Oversea  Settlement  Committee  has  a table  on 
the  last  page  giving  these  figures  : Outward  balance 
of  migration,  1901  to  1911,  annual  average  76,000; 
1921  to  1923,  outward  balance  of  migration, 
98,000.  According  to  these  figures  the  outward 
balance  of  migration,  so  far  from  being  decreased, 
has  increased  by  over  20  per  cent.  ? — Is  there  a more 
definite  head?  Migration  of  whom — British  subjects, 
men  ? 

3729.  Yes,  on  the  last  page? — The  1901  to  1911 
figures  on  the  final  page  of  this  pamphlet  are,  I 
think,  obtained  by  taking  births  and  deaths  for  1901 
to  1911  and  computing  the  amount  that  has  to  be 
accounted  for  by  migration.  The  76,000  per  annum 
I recognise  as  giving  very  nearly  the  result  of  that. 
I do  not  know  how  this  98,000  in  1921  to  1923  is  ob- 
tained. The  figures  I am  alluding  to  myself  are  the 
figures  of  net  emigration  from  Great  Britain  of 
pereons  of  British  nationality,  males.  That  is  a 
different  thing  from  the  net  passenger  movement, 
and  comparing  like  with  like  of  any  of  the  categories 
published  in  the  emigration  figures,  I find  the 
figures  of  the  last  three  years,  1921  to  1924,  less  than 
the  corresponding  figures  per  annum  of  the  decade 
1901*  to  1911;  but  I can  find  lots  of  totals  in  the 
emigration  figures,  and  they  are  not  easily  agreed. 

3730.  I wonder  whether  it  would  be  possible  for 
you  to  send  us  a short  note  on  that? — Yes,  I will 
note  this,  and  I will  write  what  I think  is  the  case.' 

3731.  Professor  Mall : May  I ask  if  you  have  taken 
into  account  immigration  as  well  as  births? — Yes,  my 
figures  are  net. 

3732.  Mr.  Lees-Smith  : In  your  table  in  paragraph 
5 1 see  the  proportion  of  males  over  the  ago  of  45 
would  be  very  much  higher  dn  1931  than  in  1921. 
The  report  published  by  the  Ministry  of  Labour  of 
an  investigation  into  the  personal  circumstances  of 
10,000  claimants  to  unemployment  benefit  states  that 
physique  falls  off’  steadily  from  the  age  of  45  onwards 
amongst  claimants  of  benefit.  Do  you  anticipate  that 
as  a.  result  we  are  going  to  have  a very  large  increase 
of  unemployment,  say,  10  years  hence,  in  consequence 
of  the  general  lowering  of  physique,  or  owing  to  the 
i aisiing  of  the  age  standard? — I think  the  falling  off 
from  45  to  55  in  that  report  is  quite  moderate,  and 
it  is  in  the  more  advancing  age,  at  about  55,  that 
the  figures  become  serious.  That  would  increase  a 
little  bit  the  incidence  of  unemployment,  but  apart 
from  that  it  would  suggest  that  the  working  popula- 
ion  would  be  physically  inferior  and  the  whole  body 
riom  16  to  65  and  over  more  liable  to  unemployment 
or  of  less  productive  power. 

37-33.  Your  figures  in  paragraph  8 state  that  real 
wages  are  broadly  the  same  now  as  in  1914.  Do  you 
think  that  there  has  been  any  alteration  in  the  method 
•ot  life  of  the  workers  and  in  their  habits  of  con- 
sumption, which,  with  the  same  real  wages,  would 
lend  to  an  increase  in  the  standard  of  life?— I do 
not  know  that  there  is  any  evidence  of  a general 
change,  but  since  the  greater  increase  has  been  ob- 
tamed  by  the  worse  paid  workers  there  has  been  a 
definite  improvement  in  the  standard  of  life,  -and 

* See  note  at  end  of  oral  evidence. 


no  doubt  a change  in  actual  custom  among  unskilled 
labourers,  I should  think. 

3734.  The  point  I was  thinking  -of  was  the  direc- 
tion of  their  expenditure.  For  the  same  real  wages, 
with  an  alteration  in  the  method  of  expenditure,  you 
may  get  a higher  standard  of  life? — I do  not  know 
that  there  is  any  evidence. 

3735.  Particularly  by  the  diminution  of  liquor  con- 
sumption. Are  there  statistics  which  give  us  any 
indication  in  that  direction? — There  are  statistics  of 
consumption  of  dutiable  and  some  other  articles 
mainly  imported  such  as  tea,  and  I think  it  could 
he  worked  out;  I have  not  studied  them. 

3736.  Sir  Arthur  Balfour : We  have  had  a paper 
giving  that.  ( Sir  Josiah  Stamp):  The  test  budgets 
taken  out  by  the  Ministry  of  Labour. — -( Professor 
Bowley ) : One’s  common  observation  would  be  that 
people  are  spending  their  money  very  much  as  be- 
fore, but  that  unskilled  workers,  having  more  to 
spend,  are  getting,  a better  living. 

3737.  That  would  be  over  a period  of  20  years, 
because  the  original  budgets  were  in  1904? — Yes.  One 
has  to  look  very  closely  at  the  budgets  t-o  find  any 
change  at  all,  and  the  changes  are  not  conspicuous 
and  perhaps  not  quite  certain.  Of  course,  there  has 
been  the  introduction  of  margarine  that  is  palatable 
and  useful,  and  that  no  doubt  is  used  more,  and  I 
presume  there  has  been  a reduction  in  the  consump- 
tion of  sugar  with  the  increase  in  price,  but  that 
1 have  not  verified ; I -do  not  know  -of  any  significant 
change. 

3/38.  Mr.  Lees-Smith  : In  your  scheme  of  having 
a definite  sum  set  aside  each  year  to  he  divided  be- 
tween works  and  debt  repayment,  have  you  considered 
whether  as  an  alternative  you  might  have  two  sums  ? 
One  of  the  difficulties  I foresee  is  that  if  you  have 
this  definite  sum  set  aside  to  he  spent  on  works  or 
debt  repayment  (I  am  speaking  now  rather  from  the 
point  of  view  of  what  actually  happens  in  the  House 
of  Commons),  then  the  possibility  is  that-  in  some 
year  when  you  have  this  large  sum  waiting  and  no 
particular  urgency  for  works,  there  will  he  excellent 
reasons  for  applying  it  to  something  else  which  will 
seem  just  as  urgent  as  works  are  at  other  times. 
Are  you  fairly  clear  in  your  own  mind  that  you 
can  guard  against  the  politicians? — I am  quite  certain 
that  I cannot,  but  if  the  committee  is  made 
sufficiently  independent  there  is  some  nossibility  of 
it.^  Of  course,  any  of  these  funds  is  liable  to  be 
raided  for  any  purpose. 

3739.  That  is  exactly  the  point.  There  never  yet 
has  been  a Sinking  Fund  which  has  not  been  raided, 
and  iif  you  establish  a Sinking  Fund  for  the  purpose 
that  it  shall  -be  raided  in  some  years,  can  you  devise 
any  reliable  machinery  which  will  prevent  it  from 
being  raided  in  other  years,  say,  in  case  of  war  or-  on 
some  other  occasion? — -In  case  of  war  of  course  it 
would  be  raided.  In  setting  up  the  commissioners 
powers  could  he  allotted  to  them,  and  the  sums  of 
money  for  which  they  were  entitled  to  go  to  the 
Treasury  would  be  stated,  not  definitely,  hut  the 
circumstances  under  which  they  should  come  to  the 
Treasury ; and  it  might  be  arranged  that  any  sum 
which  they  did  not  draw  would  go  automatically  to 
the  National  Debt;  then,  I take  it,  it  would  need  an 
Act  of  Parliament  to  raid  it  for  any  other  purpose. 

3740.  I notice  here  you  have  a figure  of  £11,000,060 
a year.  You  think  £11,000,000  -a  year  oonld  be 
expended  usefully  on  public  works'? — More  than 
£11,000,000  has  -been  spent  on  public  works  at  any 
time  in  the  century  except  during  the  war.  The 
lload  Board  itself  takes  quite  a proportion  of  that. 

3741.  There  was  an  apparently  comparable  figure 
given  in  an  article  by  Mr.  Keynes  in  “ The  Nation,” 
suggesting  that  the  Chancellor  of  the  Exchequer 
should  devote  the  Sinking  Fund,  not  to  redeeming 
the  old  debt,  hut  to  replacing  unproductive  debt  by 
productive  debt.  The  Treasury  should  not  shrink 
from  promoting  expenditure  up  to,  say,  £100,000,000 
a year  on  the  construction  of  capital  works  at  home. 
How  do  you  regard  that  figure? — Well,  I am  only 
asking  £11,000,000,  so  my  figure  is  a very  modest  and 
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possible  one.  But  the  £100,000,000  would  not  be  a 
regularising  sum;  only  a very  small  part  would  be 
regularising.  If  there  was  a scheme  for  investing 
national  capital  in  motor  roads,  or  whatever  it  might 
be,  then  it  could  very  well  work  in  with  this,  but 
I am  not  expressing  actual  approval  of  the  idea. 

3742.  Sir  William  McLintoch:  This  £90,000,000 

which  you  take  as  your  minimum  figure  would  be 
expended  over  a period  of  eight  years,  basing  it  on 
the  expenditure  which  in  the  past  has  taken  place 
lor  public  works? — I do  not  base  it  on  the  past 
expenditure  but  on  the  amount  of  unemployment 
which  can  be  remedied— the  past  experience  of  unem- 
ployment among  men  who  can  be  used  for  constructive 
works.  My  estimate  is  that,  one  could  level  one  year 
with  another  in  all  this  class  of  men  by  the  allotment 
of  this  £90,000,000  in  eight  years,  and  I point  out 
that  much  more  than  £90,000,000  has  been  expended 
in  fact  in  eight  years  in  previous  times,  only  it  has 
not  been  spent  on  the  system. 

3743.  Take  the  amount  that  is  set  aside  annually 
for  the  redemption  of  debt ; it  is  round  about 
£50,000,000,  is  it  not?— I think  it  is. 

3744.  Would  you  not  suggest  scaling  down  your 
total  figure  so  as  to  bring  it  in  relation  to  the  amount 
that  is  at  present  actually  used  for  debt  redemption  ? 
— Well,  I put  the  £100,000,000  so  as  to  be,  at  any 
rate,  big  enough.  My  own  view  is  that  a rathei 
larger  sum  should  be  devoted  to  redemption  of  debt, 
but  I am  not  pressing  that  forward.  If  £50,000,000 
per  annum  is  to  he  spent  in  redemption  of  debt, 
then  you  would  want  £300,000,000  less  in  those  eight 
years,  and  the  total  amount  allotted  would  be 
diminished,  or,  put  otherwise,  instead  of  redeeming 
£50,000,000  in  debt  every  year  you  would  set  aside 
£62,000,000,  for  debt  redemption  and  works,  and  that 
would  leave  the  £50,000,000  per  annum  on  an  average 
for  debt  and  £90,000,000  in  eight  years  for  works. 

3745.  Sir  Josiah  Stamp : May  I take  it  that  there 
is  no  actual  work  in  this  table  that  is  not  already 
in  the  “ Economic  Journal  ” and  “Is  l nemploy- 
ment  Inevitable”? — No,  none. 

3746.  In  “ Is  Unemployment  Inevitable”  there  are 
some  very  valuable  general  summarising  comments  in 
the  first  portion  of  the  book.  The  appendices  con- 
tained in  that  work  have  your  name  to  them,  but 
could  we  take  it  that  you  identify  yourself  generally 
with  the  comments  that  are  made  in  the  first  part  of 
the  book  on  those  results? — Yes.  I have  read  the 
whole  in  type  and  I approve  and  I agree  to  them. 

3747.  So  that  that  is  a very  -valuable  set  of  general 
expressions  of  opinion  about  these  figures?  Yes. 

3748.  We  have  had  this  question  of  the  future 
working  population  up  before  us  in  this  connection  : 
some  rather  alarmist  figures  in  relation  to  what  is 
required  in  the  way  of  accretion  of  national  capital 
have  been  given.  With  regard  to  the  figures  of 
future  working  population  which  you  have  given  us, 
in  order  that  we  may  know  clearly  where  we  are, 
could  you  tell  us  anything  about  the  figures  which 
have  held  the  field  until  this  Tecent  work  of  yours? 
I think  they  started  in  the  “ Manchester  Guardian.” 
Would  you  tell  us  whether  you  agree  with  them,  or 
whether  you  distinguish  them  from  yours,  or  in  what 
respect  they  differ,  in  order  that  we  may  clear  them 
out  of  our  minds  if  they  should  be  cleared,  or  that 
we  may  know  that  they  can  be  reconciled? — The 
article  in  the  “ Manchester  Guardian  ” was  by  Dr. 
Brownlee.  He  proceeded  on  the  same  basis  as  here, 
namely,  pre-war  experience  applied  to  what  he 
believed  to  be  the  post-war  population.  At  the  time 
he  wrote  he  had  not  the  1921  census  of  ages  and  had 
to  make  certain  estimates,  but  those  estimates  did 
not  seriously  vitiate  his  argument  'at  all. 

3749.  In  your  view  we  can  ignore  all  the  alarmist 
things  that  have  been  said  that  have  their  source  in 
that  particular  way? — Yes,  absolutely.  They  are  due 
to  a misunderstanding  of  Dr.  Brownlee’s  table. 

3750.  Do  you  know  of  any  other  authoritative  or 
effective  statements  that  have  held  the  field  up  till 
now  that  we  ought  also  to  dispose  of?— I think  they 
are  statements  of  this  sort,  that  the  number  of  deaths 


is  so  many,  and  the  number  of  births  is  so  many, 
and  therefore  population  is  increasing  with  alarming 
rapidity,  but  if  you  put  those  to  an  actuarial  cal- 
culation and  consider  what  part  of  the  population 
is  increasing,  you  get  to  my  figures.  It  is  a mis- 
taken actuarial  calculation. 

3751.  Assuming  that  we  can  clear  our  minds  of 
those  figures  and  start  from  here,  I should  like  to 
look  at  the  table  in  paragraph  5 from  this  point  of 
view  of  unit  capital.  In  it  there  is  a rise  in  the  age- 
groups  15  to  65  from  13-3  millions  to  143  millions 
in  the  10  years ; that  is  made  up  of  four  groups,  of 
which  the  heaviest  is  ages  20  to  45? — Yes. 

3752.  Have  you  got  any  reason  to  suppose  that  the 
amount  of  capital  to  be  associated  with  each  new 
worker  in  order  to  maintain  unit  production  per  head 
varies  at  all  with  the  age  group?  To  explain  my 
meaning  a little  further,  you  said  a little  while  ago 
that,  with  the  new  distribution,  you  might  have  a 
less  productive  power;  you  might  have  feebler  or 
less  effective  work  of  machines.  Does  it  mean  that 
you  want  more  capital  if  you  have  less  human  pro- 
ductive power  to  keep  up  your  net  product  per  person 
of  the  total  association  of  capital  and  labour? — You 
must  distinguish  between  efficiency  of  management 
and  capital.  It  is  more  difficult  to  get  the  full  output 
from  a man  who  is  not  quite  effective,  but  better 
management  may  do  as  well  as  more  capital  for  that 
purpose,  and  re-arrangement  is  not  necessarily 
expensive.  I think  it  would  be  dangerous  to  argue 
that  there  would  be  a serious  increase  in  the  demand 
for  capital,  because  of  the  not  very  great  change 
in  the  age  distribution. 

3753.  You  know  of  no  reason  why  we  should  look 
at  the  age  groups;  we  can  look  at' the  total  pretty 
safely  in  considering  the  upkeep  of  the  national  unit 
production? — I should  think  it  is  as  near  an  approxi- 
mation as  you  are  likely  to  get,  ‘but  you  might  con- 
sult an  employer  upon  that  question. 

3754.  There  might  be  a difference  as  between  two 
totals  if,  in  the  one  case,  the  increase  were  entirely 
of  young  fellows  and  young  girls,  and.  in  the  other 
case,  entirely  in  the  old  people.  It  might  be  found 
that  the  association  of  capital  with  those  people, 
following  out  this  argument  that  has  been  put  to 
us,  would  be  different  in  the  two  cases? — Yes. 

3755.  But  it  is  less  likely  to  be  important  if  it 
occurs  at  the  mean  age,  as  it  would  appear  to  ho 
from  the  table  at  about  35? — I do  not  think  it  is 
likely  to  lie  very  important  in  any  case  except 
possibly  as  between  the  sexes,  because,  after  all 
there  is  not  much  to  choose  between  a workman  of 
25  .and  a workman  of  50  if  he  is  in  good  health. 
You  have  got,  I suggest,  in  the  older  age  enough 
men  of  responsibility  to  manage  the  machinery.  1 1 
there  is  a dearth  of  experienced  people  then  I think 
the  question  might  become  acute,  but  that  is  not 
what  you  have  got. 

3756.  One  other  question  on  the  distribution 
problem.  Some  of  our  industries  are  more  dependent 
on  female  labour  than  others,  and  female  labour  of 
a particular  age.  Is  there  anything  in  this  change 
in  the  distribution  in  the  next  20  to  25  years  which 
makes  you  think  that  there  may  be  a difficulty  in 
some  industries  carrying  on  relatively  to  others  ? 
For  instance,  take  the  cotton  industry  and  the 
employment  of  female  labour? — Yes,  I think  so.  1 
think  the  industry  of  domestic  service  is  going  to 
be  extraordinarily  difficult  to  carry  on,  and  I should 
think  the  textile  trades  may  find  a difficulty  in 
getting  enough  girls  to  train,  and  that  the  age  dis- 
tribution in  those  trades  will  rise.  That  applies  also, 
of  course,  to  young  hoys  in  the  cotton  trade,  and 
all  the  way  through  I see  a shortage  of  boys  and 
girls  for  training  which  may  become  acute  very  soon. 

3757.  Before  I leave  this  question  of  the  amount 
of  capital  required  to  keep  up  unit  production,  there 
is  one  more  point,  and  I am  only  labouring  it  for 
the  reason  that  we  have  a lot  of  generalities  and 
vague  evidence  given  us  as  to  the  amount  of  capital 
that  ought  to  be  saved  and  put  by  every  year.  We 
do  not  get  down  to  any  concrete  test  except  this  one 
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that  has  been  put  up  to  us,  that  there  must  be  at 
least  sufficient  saved  to  maintain  the  unit  production 
to  keep  up  the  average  real  wage  or  real  wealth  of 
the  country.  Can  you  point  us  to  any  given 
statistical  test  of  the  amount  of  capital  per  bead  in 
our  industries  as  such,  particularly  the  increase  in 
the  last  20  years  rather  than  the  absolute  amount? 
—No.  I think  there  is  no  evidence  except  the  Census 
of  Production  of  1907,  but  I can  get  it  a little 
indirectly  like  this;  if  one  takes  whatever  is  the 
current  estimate  of  saving  before  the  War,  which 
from  recollection  I should  give  at  £300,000,000  per 
annum — — 

3758.  Home  and  foreign? — The  total  saving  per 
annum. 

3759.  Both  invested  at  home  and  abroad? — Yes- 
then,  subtracting  the  amount  invested  abroad,  one 
would  have  an  idea  of  the  amount  invested  at  home 
between  1901  and  1913,  we  will  say.  That  accom- 
modated the  then  increasing  population  with,  I sup- 
pose, on  the  whole  adequate  machinery,  and  it  seems 
to  me  that  we  want  a sum  of  the  same  amount  as 
in  1913  for  the  same  purpose  and  increasing  slowly 
with  the  slow  increase  in  the  effective  population. 

3760.  1 take  it  you  deduct  the  n on-industrial 
capital  like  dwelling-houses? — Well,  yes.  You  have 
to  find  more  capital  for  dwelling-houses  just  as  for 
everything  else. 

3761.  But  if  we  are  testing  the  capital  required 
for  the  output  of  industry  you  could  not  get  a larger 
output  of  industry  because  the  workers  had  larger 
houses? — 1 agree  that  it  might  he  well  to  keep  that 
separate. 

3762.  There  is  no  other  way  of  getting  it  then  ? — 
I do  not  know  of  any  other  way  until  we  get  the 
new  Census  of  Production. 

3763.  Chairman. : Is  that  £300,000,000  up  to  1914? 
Sir  Josiah  Stamp-.  I take  Professor  Bowley’s  figure. 

I think  it  is  between  £350,000,000  and  £400,000,000 
for  the  years  immediately  before  the  War,  both  home 
and  abroad  ? — ( Professor  Bowley ) : I will  certainly 
take  (Sir  Josiah  Stamp’s  estimate.  I am  giving  the 
figures  from  recollection,  and  he  has  probably  looked 
at  them. 

3764.  I think  £350,000,000  to  £400,000,000  is  a 
figure  we  have  used  of  which  about  £200,000,000  was 
at  home? — Then  one  might,  of  course,  say  that  one 
has  some  estimate  of  the  amount  of  capital  now- 
being  invested  abroad,  and  we  have  to  add  to  that 
the  necessary  amount  for  home,  which,  on  that  basis, 
would  be  something  like  £200,000,000  including 
housing. 

3765.  Supposing  with  the  statistical  data  existing 
we  could  get  at  some  figure  and  by  compilation  of 
the  population  we  could  arrive  at  a figure  of  increas- 
ing capital  per  annum  which  would  keep  up  unit 
production,  would  that,  in  your  judgment,  be  any 
guide  as  a test,  or  have  any  relevance  to  the  question 
of  debt  redemption? — I do  not  think  it  would  have 
an  immediate  effect  on  it,  because  debt  redemption 
seems  to  be  in  the  nature  of  a transference  more  than 
anything  else;  it  does  not  supply  new  capital 
ultimately. 

3766.  It  has  been  put  to  us  that  if  you  tax  heavily 
for  .repayment  of  debt  you  may  be  increasing  the 
capital  of  the  nation  more  than  it  would  otherwise 
increase  if  you  let  people  spend  freely.  You  might 
compel  people  to  save  the  amount  that  was  necessary 
for  this  purpose.  Supposing  you  were  to  repay  in 
a given  year  £150,000,000  of  debt,  and  all  that 
£lo0, 000,000  finds  its  way  back  on  repayment  into 
productive  work,  yoit  then,  by  taxation,  compel  the 
aigest  thrift? — It  depends  on  how  an  average  man 
arranges  bis  expenditure  and  saving. 

3767.  Exactly? — I suggest  if  you  invite  persons 
with  incomes,  of  £50,000  a year  and  upwards  and  study 

leir  mentality  that  would  be  the  -way  you  would  get 
the  most  information. 

3768.  Do  you  go  so  far  as  to  say  that  this  particular 
criterion  of  what  is  a right  amount  for  the  nation  to 
save,  or  a right  amount  to  apply  to  debt  repayment 
annually  is  invalid?— As  you  state  it,  I should  think 


it  is;  I should  think  it  has  a certain  relevance,  but 
not  so  direct  a relevance. 

3769.  We  are  steering  round  for  anything  that  is 
firm  enough  to  hold  our  weights;  we  are  being  given 
all  sorts  of  theories,  but  nobody  has  given  us  any 
absolute  test  except  this  one.  If  this  is  no  good  we 
want  to  find  others  ? — I am  afraid  I cannot  help  you 
there;  it  is  not  really  in  my  range. 

3770.  May  I take  your  interesting  final  proposals? 
Would  it  help  you  from  the  point  of  your  scheme 
for  unemployment,  if  you  were  indirectly  to  apply 
to  your  scheme  the  amount  devoted  to  debt  reduc- 
tion, by  redeeming  debt  and  effecting  a conversion  of 
war  debt  on  favourable  terms  into  public  works  loans 
and  other  productive  debts.  I do  not  know  whether 
I make  my  meaning  clear.  You  have  contemplated  a 
certain  amount  being  divided  into  two  by  a division 
fluctuating  year  by  year  according  to  requirements, 
and  the  first  charge  against  that  amount  is  what  is 
required  for  public  works  expenditure.  Now  that  is 
an  outright  expenditure  from  tax  revenue  and  it 
builds  up  no  National  Debt.  The  balance  is  applied 
to  National  Debt  redemption.  Supposing  that  while 
you  apply  it  to  debt  redemption  you  alter  the 
character  of  the  debt  from  deadweight  debt  into  new 
constructive  public  works  debt,  a very  considerable 
proportion  of  the  money  repaid  might  be  deflected 
or  diverted  away  from  where  it  otherwise  might  go — 
foreign  investments — into  that  very  kind  of  public 
works  that  you  want?— Yes,  I agree.  I had  in  mind 
that  some  expenditure  on  public  works  would  be 
remunerative. 

3771.  It  does  not  conflict  at  any  rate  with  your 
system  ? — No. 

3772.  Sir  Arthur  Balfour-.  We  have  had  witnesses 
who  have  told  us  that  the  adult  working  population  is 
less  than  pre-war.  We  have  had  other  figures  put  in 
which  would  lead  us  to  suppose  that  the  adult  work- 
ing population  is  greater  owing  to  the  stoppage  of 
emigration  and  war  deaths  not  being  as  great  as  the 
emigration.  Can  you  just  clear  that  up  for  us  and 
tell  us  what  is  really  the  position? — We  have,  of 
course,  the  census  of  1921.  The  number  of  males  in 
Great  Britain  recorded  in  1921  was  20,421,000,  and 
the  number  recorded  in  1911  was  19,763,000. 

3773.  What  proportion  of  that  is  due  to  the  fact 
which  I have  just  stated,  the  stoppage  of  emigration 
less  the  war  losses  of  adults?  It  has  been  said  that 
there  is  an  increase  of  700,000  male  adults? — The 
figures  I have  given  show  an  increase  of  670,000. 
There  are  three  things,  the  natural  increase  of  popula- 
tion, the  loss  owing  to  the  War,  and  the  gain  or 
negative  loss  owing  to  the  check  on  emigration  during 
the  five  years.  The  three  things  result  in  this  670,000 
increase,  which  is  half  what  -would  have  occurred  if 
■wo  had  had  the  same  surplus  as  in  the  previous 
decade. 

3774.  Is  it  true  to  say  that  owing  to  the  stoppage 
of  emigration  and  to  the  War  the  numbers  of  our 
unemployed  are  increased? — I do  not  think  I should 
agree  it  causally  like  that.  I attribute  unemployment 
very  much  to  the  absence  of  training  and  the  un- 
settlement of  young  men  in  the  War. 

3775.  That  is  loss  of  production  ? — A loss  of  adapta- 
bility for  work. 

3776.  On  the  question  of  cycles  of  trade,  is  it  your 
idea  that  a cycle  of  trade  from  the  top  of  one  ex- 
pansion to  the  top  of  the  next  expansion  was  between 
seven  and  eight  years  pre-war? — No.  I think  it 
varied  enormously.  I took  eight  years  because  I had 
to  take  one  number  rather  than  another. 

3777.  I think  eight  years  is  pretty  near  the  mark? 
— There  have  certainly  been  cycles  of  about  eight 
years. 

3778.  On  the  other  hand,  have  not  the  War  con 
ditions  and  the  total  alteration  of  the  normal  situa- 
tion, and  so  on,  altered  that  cycle  very  considerabljr 
and  will  it  not  take  a long  time  to  settle  down  again  ? 
— I think  very  likely  it  has  altered  the  period  of  it. 

3779.  That,  of  course,  may  have  a very  large  effect 
on  any  of  the  schemes  which  you  are  proposing? — I 
do  not  think  it  will  have  a very  large  effect. 
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3780.  There  will  have  to  be  latitude  in  the  scheme 
to  meet  the'  possibility  P — The  Commissioners  would 
have  to  watch  these  indications,  'and  it  would  be  a 
more  difficult  thing  to  decide  on  what  is  happening 
now  than  it  would  have  been  15  years  ago,  but  1 do 
not  think  that  it  would  be  impossible,  and  I do  not 
know  that  the  vibration  has  a different  amplitude 
over  a period. 

3781.  Is  it  your  view  that  the  present  high  taxation 
does  not  enable  us  to  save  sufficient  to  maintain  our 
industrial  efficiency? — I do  not  think  that  is  my  view. 

I have  not  formed  a very  definite  judgment. 

3782.  Do  you  think  the  high  taxation  is  diminish- 
ing the  savings  that  are  going  into  industry  to  keep 
plant  efficient? — If  high  taxation  is  for  the  payment 
of  interest  on  debt,  the  effect,  I should  think,  would 
not  be  very  great.  If  bigh  taxation  were  for  non- 
productive expenditure  or  if  it  were  for  example,  for 
the  interest  on  the  American  Debt,  then  it  does 
diminish  the  amount  saved.  It  seems  to  me  to  depend 
on  the  character  of  the  expenditure. 

3783.  It  is  important  to  reduce  our  external  debt 
more  quickly  than  our  internal  debt? — Other  things 
being  equal,  yes.  External  debt  service  is  a definite 
abstraction  from  saving. 

3784.  I gather  you  would  not  hope  to  be  able  to 
balance  unemployment  by  your  scheme  of  postponed 
public  work  or  controlled  allocation  of  public  work? 
— The  scheme,  which  is  the  President  of  the  Board 
of  Trade’s  scheme  to  some  extent,  in  my  view  can 
only  apply  to  a rather  limited  range  of  labour.  It 
cannot  apply  to  textile  workers  or  to  skilled  specialists 
of  any  kind  whatever.  If  one  was  going  to  regularise 
all  unemployment  it  would  involve  moving  them. 

3785.  It  would  mean  moving  workers  from  one 
district  to  another? — Yes.  Changing  districts  I do 
not  think  really  is  impossible,  but  it  would  mean 
changing  occupations. 

3786.  Would  you  hope  really  to  balance  unemploy- 
ment some  time,  but  not  to  eliminate  it? — In  these 
very  big  regions  of  employment  of  general  labour 
I should  hope  to  reduce  the  fluctuation  of  moving 
from  one  to  ten  per  cent,  to  something  like  a moving 
from  four  to  six  per  cent.,  with  possibly  a reduction 
altogether. 

3787.  Sir  Alan  Anderson : Just  a question  about 
the  future  numbers  of  our  people.  Do  you  estimate 
at  all  what  the  state  of  trade  in  the  country  is;  does 
that  affect  it?  Does  bad  trade  cause  a low  birth  rate? 

■ — I do  not  think  it  is  the  major  consideration,  but  I 
think  a low  birth  rate  is  definitely  connected  with 
want  of  houses.  That  is  partly  the  reason  why  it  is 
difficult  to  make  any  forecast. 

3788.  Is  it  connected  with  the  improved  standard 
of  life?  As  people  get  up  a little  bit  in  the  social  scale 
they  are  more  prudent  and  they  do  not  have  so  many 
children.  Is  that  so? — I think  that  is  so.  I believe 
an  examination  of  pre-war  figures  shows  that  there 
is  a definite  connection  between  the  birth  rate  and 
trade,  but  it  is  not  at  all  a major  consideration. 

3789.  Anyway,  you  have  not  taken  that  into 
account  in  saying  that  you  thought  it  would  get 
stationary  in  the  middle  of  - this  century? — No.  The 
assumption  of  a stationary  number  of  births  would 
depend  on  a balance  of  a number  of  factors.  There 
would  be  an  increased  number  if  there  were  more 
houses  and  an  increased  number  if  there  was  less 
emigration,  and  quite  possibly  a diminished  number 
if  the  population  became  better  off;  but  that,  of 
course,  is  disputed.  On  the  whole,  I think  there  will 
be  a tendency  for  the  present  conditions  to  continue 
for  quite  a long  while,  that  the  number  of  births  is 
not  likely  to  change  very  much  in  the  near  future. 

3790.  Is  the  birth  rate  declining  at  an  accelerating 
speed? — The  decline  has  been  quite  rapid  recently. 

3791.  But  that  is  peculiar,  you  think.  Then,  of 
course,  the  number  of  population  is  tremendously 
affected  by  infant  mortality,  is  it  not?— Yes,  the 
number  subsequent  to  1941,  and  of  course  the  total 
in  any  case  of  the  working  population  in  subsequent 
years;  and  infant  mortality  has  diminished  somewhat 


since  the  birth  rate  used  for  my  table  and  may 
diminish  somewhat  more. 

3792.  It  has  got  to  diminish  a great  deal  before  it 
would  bring  it  to  the  level? — If  you  bring  the  worst 
district  up  to  the  best  of  course  it  would  diminish  it 
very  much  indeed. 

3793.  You  are  saying  that  we  should  get  to  a steady 
point.  I think  in  Australia  the  natural  increase  is 
considerably  higher  than  it  is  here,  in  spite  of  the 
very  low  birth  rate,  or  in  spite  of  a lower  birth  rate. 
Do  you  happen  to  know  of  that? — I have  not  looked 
at  the  figures.  Of  course  it  is  possible  that  if  infant 
mortality  diminished  the  number  of  births  would  also 
diminish. 

3794.  I was  just  wondering  whether  you  have  taken 
it  into  account  in  this  estimate  that  we  should  reach 
a stable  point.  As  the  social  conditions  improve,  I 
believe  it  is  found  that  the  birth  rate  declines,  but. 
the  death  rate  of  infants  declines  more  rapidly,  so 
you  get  a quicker  natural  increase? — Yes,  that  is 
quite  possible,  and  of  course  there  is  great  hesitation 
in  saying  this;  I do  not  say  there  is  going  to  be  a 
stationary  population;  I only  say  if  the  number  of 
births  is  the  same  there  will  be,  and  we  are  consider- 
ing how  it  could  be  influenced  if  it  were  not  the  same. 
But  up  to  1941  that  question  hardly  arises. 

3795.  Paragraph  7 states  that  the  calculations 
are  on  the  assumption  that  all  workpeople  attached 
to  industry  are  fully  employed  for  a normal  week. 
I suppose  in  a time  of  bad  trade  like  this  they  are 
not? — Not  all  employed,  and  not  all  for  the  full 
week. 

3796.  That  would  tend  to  make  these  figures 
rather  more  optimistic  than  the  facts  warrant,  would 
it  not? — The  figures  are  quite  definitely  what 
happens  when  a person  is  in  full  work.  I agree 
that  in  fact  a very  large  number  are  not  in  full 
work. 

3797.  And  therefore  they  are  receiving  less? — Yes. 
That  is  assuming  they  were  in  full  work  in  July, 
1914.  Of  course  want  of  work  is  no  new  thing. 

3798.  You  said  earlier  that  you  think  our  national 
savings  now  are  smaller  than  pre-war  and  less  than 
was  needed  to  maintain  and  improve  our  standard 
of  living;  at  least,  that  is  what  T thought  you  said. 
I was  not  quite  sure  whether  you  repeated  that  in 
answer  to  what  Sir  Arthur  Balfour  asked  just  now 
— .Mrs.  Wootton  originally  asked  me  for  an  estimate  of 
the  amount  of  capital,  and  I then  refused  to  commit 
myself.  I think  I have  only  gone  so  far  as  to  say 
that  I think  there  is  less  capital  available  than  there 
was  before  the  War,  and  that  the  amount  before 
the  War  was  not  more  than  was  needed. 

3799.  It  -would  follow  from  that,  that  we  are  not 
at  present  saving  quite  enough  to  keep  the  machine 
running? — I think  that  is  quite  probable. 

3800.  And  Sir  Arthur  Balfour’s  question,  I think, 
was  intended  to  lead  up  to  that  point.  I think 
what  he  asked  was ; Was  the  taxation  so  high  now 
that  we  could  not  put  by  enough  to  keep  the  machine 
running? — Yes,  but  I think  I should  put  along  with 
that,  a larger  proportion  is  going  to  payment  of 
wages  of  unskilled  labour,  and  that  on  that  part  the, 
saving  is  relatively  small.  It  is  not  merely  the 
amount  of  taxation,  but  it  is  the  change  in  the 
distribution  of  income. 

3801.  In  regard  to  your  stabilising  scheme,  I 
suppose  you  would  agree  that  we  must  have  our 
foreign  trade;  we  must  be  able  to  sell  in  the  world’s 
market  in  order  to  keen  the  country  going? — Yes. 

3802.  And  therefore  anything  which  prevented  us 
from  meeting  tho  market,  decreasing  our  costs, 
might  in  the  long  run  be  a very  cruel  remedy  lor 
us? — Yes. 

3803.  I suppose  that  is  one  of  the  reasons  why 
you  would  not  try  to  stabilise  fully? — To  stabilise 
employment  fully? 

3804.  I suppose  the  obvious  way  of  meeting  the 
market  is  that  people  take  less  for  their  energies, 
wages  go  down,  and  everything  yon  do  to  stabilise 
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tends  to  check  the  fall  of  wages  at  a time  of  ibad 
trade,  does  it  not? — Yes,  I think  so. 

3805.  If  the  fall  of  wages  was  really  essential  in 
order  to  get  our  trade  in  the  world’s  market  it 
would  he  like  telling  the  tide  not  to  come  up;  we 
should  only  get  into  a worse  position  than  if  we 
had  faced  the  facts  and  got  down  on  to  a competi- 
tive basis,  would  we  not?— I am  not  sure  that  this 
regularisation  would  have  much  effect  on  the  rate 
of  wages,  especially  in  post-war  conditions.  On 
the  whole,  I think  people  are  more  willing  than  they 
were  before  to  be  unemployed  rather  than  to  sacri- 
fice wages.  I.  do  not  see  that  the  retention,  if  it 
was  a retention,  of  the  wages  of  labourers  em- 
ployed in  construction  and  building  would  have  any- 
thing more  than  a very  remote  effect  on  the  wages 
of  cotton  operatives,  for  example,  or  skilled  en- 
gineers, who  are  the  kind  of  people  whom  one  looks 
to  for  the  world  market.  I think  to  some  extent 
we  have  two  different  groups. 

3806.  You  do  not  think  they  would  react  on  each 
other  through  the  cost  of  living?— -ff  think  there 
would  be  a reaction  hut  I do  not  think  we  can 
quite  trace  what  it  would  be,  nor  would  it  be  very 
big.  I recognise  the  theoretic  importance  of  that; 

I am  not  quite  certain  of  the  degree. 

3807.  I thought  it  was  more  the  psychological  im- 
portance of  it.  It  is  very  difficult  to  get  an  im- 
mense population  to  realise  that  they  have  to 
tighten  their  belts  and  have  less  money  for  their 
services? — There  is  no  necessity,  in  the  working  of 
the  scheme,  that  the  wages  paid  in  had  times  should 
be  the  same  as  the  wages  paid  in  good  times. 

3808.  It  would  be  very  difficult  to  do  anything 
else,  would  it  not? — Perhaps  the  more  effective  the 
scheme,  the  more  difficult  it  would  be,  .but  then  one 
must  not  give  up  the  hope  of  stabilising  employ- 
ment. 


3809.  I am  suggesting  that  it  might  be  a very 
damaging  thing  to  do  if  you  succeeded.  If  you  do 
not  fully  succeed  I am  prepared  to  agree  with  you? 

I do  not  think  any  of  these  efforts  will  meet  with 
such  great  success  as  to  be  dangerous.  Perhaps  the 
danger  you  suggest  would  show  itself  in  time  to  be 
avoided. 


3810.  Mr.  Bramley : Regarding  the  table  in  para- 
graph 8,  is  it  based  on  the  Ministry  of  Labour 
Gazette  returns  showing  wage  increases?— Yes, 
from  the.  article  given  annually  summarizing  all  the 
information  in  the  possession  of  the  Ministry,  ex- 
cept so  far  as  the  last  figure  is  concerned. 

3811.  As  a rule  what  number  of  wage  earners  do 
the  leturns  on  which  this  table  is  based  cover? — 
A very  large  proportion. 

3812.  About  7,000,000,  I think,  is  it  not?— I should 
have  thought  quite  that  number  ocf  males  only 
because  there  . are  returns  of  wage  movements  in 
nearly  every  industry  and  these,  I presume,  are 
weighted  and  put  together  in  the  Ministry  of 
.-labour  so  as  to  give  a figure  which  covers  all  trades 
in  which  one  could  state  any  definite  change  at  all. 
1 can  only  suggest  that  the  actual  article  in  the 
Labour  Gazette  early  in  1923  will  give  you  substan- 
tially  the  number. 


3813.  My  recoil! ection  is  that  there  were  for  each 
year  between  seven  million  and  7J  million.  Could 
you  tell  us  what  is  the  total  of  wage  earners  in  the 
coun  iyp  J am  afraid  not  off-hand ; I am  afraid  of 
giving  a wrong  figure  from  recollection.  I think  it  is 
some  ten  million  adult  males  together  with  women 
and  children. 


--,?814'  1 ,t5™k  we  can  get  it  in  this  way.  Do  you 
si.ee  tn at  there  are  approximately  twelve  miliion 

millions  C°Tered  ?y  the  Insurance  Acts?— Yes,  11* 


3815.  There  are  important  occupations  not  included 
—■Yes  In8uranoe  Acte>  agriculture,  for  instance? 

3816.  Public  services? — Yes, 
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3817.  Distributive  trades? — There  are  1,300,000  in 
distributive  trades  included,  and  of  course  there  are 
some  persons  who  are  not  manual  labourers  included 
in  the  llj  millions. 

3818.  W e have  a substantial  number  of  wage 
earners  not  included  in  the  Insurance  Acts? — Yes, 
especially  agricultural  labour  and  domestic  service. 

3819.  So  that  we  could  reasonably  estimate  on  those 
figures  in  view  of  the  fact  that  we  should  have  at 
least  800,000  employed  on  agriculture,  the  number  of 
wage  earners  would  be  at  least  from  14  to  15 
millions? — Are  you  speaking  of  Great  Britain? 

3820.  I am  speaking  of  Great  Britain?— Yes. 

3821.  So  that  the  official  figures  dealing  with  the 

wage  changes  cover  approximately  one  half  the 
wage-earning  population  ?— That,  of  course,  depends 
on  these  seven  millions  being  the  actual  figures,  and  I 
myself  should  have  thought  it  was  very’  much 
greater  than  that.  I do  not  remember  any  definite 
number  being  given  in  the  “ Labour  Gazette.” 
there  have  ’been  a number  of  wage  changes  given  of 
course.  ’ 

3822.  There  are  some  questions  of  fact  involved 
here  that  we  shall  have  to  look  up;  but  you  will 
agree,  I suppose,  on  the  -information  you  have  at 
1 011  v disposal  that  the  number  of  wage  earners 
covered  by  these  official  figures  is  substantially 
below  the  total  number  of  wage  earners  employed?— 
No,  I do  not  agree  with  that,  except  in  the  case  of 
domestic  servants,  of  whom  there  is  no  information  in 
that  summary.  It  seems  to  me  that  all  the  principal 
industries  are  brought  into  their  proper  relation 
before  that  summary  -is  given.  I know  of  no 
important  industry  that  is  not  included  there. 

3823.  Would  you  agree  that  the  occupations  not 
included  in  the  returns— for  instance,  you  have  men- 
tioned domestic  service — would  be  the  occupations  in 
which  it  would  be  less  likely  that  they  do  participate 
m readjustments?— I should  have  said  in  the  case  of 
domestic  service  the  real  wages  are  definitely  higher 
now  than  ten  years  ago,  whereas  the  average  I give 
is  the  same,  and  I do  not  know  of  any  other 
important  industry  excluded. 

3824.  It  is  y-our  opinion  then  that  if  all  the  wages 
readjustments  were  recorded  your  statement  regard- 
ing real  wages  would  be  undisturbed  to  any  great 
extent?— -I  do  not  think  it  would  be  disturbed  in  the 
way  you  suggest,  and  certainly  I do  not  know  in 
what  direction  it  would  be  disturbed.  One  under- 
stands it  is  the  round  hundred,  as  I have  said;  there 
may  very  well  he  some  few  points  out  on  either  side. 

3825.  In  paragraph  12  yon  say : “The  pressure  on 
the  part  of  workmen  to  obtain  at  least  the  same  real 
wages  as  before  the  War  for  a shortened  week,  which 
on  the  average  has  been  successful  for'  those 
employed,  must  have  resulted  in  -a  larger  share  of 
the  product  of  industry  (including  transport)  as  a 
whole  accruing . to  wages  unless  the  efficiency  of 
production  has  increased  so  as  to  compensate  for  the 
reduction  of  hours.  A source  from  which  this  incre- 
ment has  been  drawn  is  incomes  depending  on  fixed 
rates  of  interest  or  fixed  rents.”  I take  it  the 
important  qualification  there  is  “ unless  the 
efficiency  of  production  has  increased.” — Yes,  I put 
that  in  deliberately  so  as  not  to  express  an  opinion 
where  I had  not  sufficient  information. 

38(26.  You  have  no  information  showing  any 
difference  in  the  output  per  unit  employed  in  relation 
to  the  actual  time? — No. 

3827.  So  we  should  have  to  examine  this  qualifica- 
tion ? There  may  quite  possibly  be  people  who  have 
definite  information  -as  to  the  output  of  labour, 
employers  and  others ; hut  the  evidence  I have  seen 
has  been  so  imperfect  as  not  to  lead  to  a 
generalisation. 

3828.  Would  it  be  reasonable  to  assume  that  with 
the  improvements  of  machinery  effected  during  the 
War  in  a great  many  industries  the  output  per  unit 
employed  would  be  increased? — In  the  case  of 
engineering  industries  I think  that  would  he  reason- 
able. In  the  case  of  the  cotton  -industry  I gather 
that  it  would  not  he  reasonable.  The  evidence 
seems  to  be  in  the  cotton  industry  that  the  output 
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has  remained  about  the  same  per  hour.  That  is  one 
of  the  few  things  where  I have  seen  evidence.  May 
ll  just  say  that  I think  some  generalisations  have  been 
made  based  on  the  experience  of  engineering  which  in 
fact  are  not  true  for  textile  and  clothing  trades  and, 
say,  for  agriculture. 

3829.  So  that  where  there  has  been  an  increase 
in  output  capacity  it  is  limited  to  one  or  two 
industries.  That  is  your  opinion? — The  very  big 
industry  of  engineering  I should  judge  has  probably 
a greater  output  per  hour  than  before  the  War. 

3830.  Professor  Hall : Regarding  the  validity  of 
these  population  figures,  how  do  you  think  the 
slowing  in  the  increase  of  population  would  affect 
the  population?  Do  you  think  it  would  have  any 
important  effect  at  all? — I think  it  would  have  quite 
an  important  effect.  I presume  that  emigration  is 
rapid  now  owing  to  the  difficulty  of  getting  work 
and  of  getting  houses,  and  is  definitely  associated 
with  the  growth  of  population.  The  force  propelling 
people  to  go  from  this  country  would  be  definitely 
diminished.  Whether  the  force  attracting  them  to 
others  would  change  is  another  matter. 

3831.  I want  to  know  how  far  you  have  taken  into 
account  the  probability  of  emigration  being  affected 
in  arriving  at  your  figures  here  for  1931  and  1941. 
Would  you  expect  that  these  figures  would  be  an 
under-statement,  a correct  statement  or  an  over- 
statement of  the  adult  population  of  those  years? — 
Up  to  1931  I should  judge  that  the  rate  of  emigration 
I have  allowed  is  as  likely  a rate  as  any;  some 
diminution  over  the  years  1922  and  1923;  after  1931 
the  difference  in  increase  is  not  so  big  whether  one 
allows  for  emigration  or  not,  I think.  As  you  get 
towards  the  stationary  population  I think  emigration 
has  less  and  less  effect.  But  so  far  as  emigration 
is  checked  by  the  absence  of  growth  and  a diminu- 
tion of  unemployment,  so  far  the  population  will 
be  slightly  greater  than  is  indicated  here,  but  I do 
not  think  up  to  1941  there  could  be  any  very  great 
difference  owing  to  that.  But  one  cannot  forecast 
emigration  just  off-hand  in  that  sort  of  way. 

3832.  So  that,  if  anything,  the  increase  in  1941 
would  be  rather  greater  than  is  shown  in  this  table? 
— Rather  greater  than  in  the  table  in  paragraph  5, 
but  still  less  than  the  table  in  paragraph  4. 

3833.  On  this  question  of  capital  per  head  of 
worker,  on  which  many  of  our  witnesses  have  laid 
great  stress,  would  you  agree  that  over  a long  period 
there  is  an  increase  in  the  amount  of  capital  employed 
per  worker? — In  pre-war  times,  do  you  mean? 

3834.  Over  a long  period,  either  pre-war  or  post- 
war. Do  you  think  there  is  a 'tendency  for  the  amount 
of  capital  to  be  increased  ? — Under  pre-war  condi- 
tions, yes ; under  post-war  conditions  it  is  doubtful 
whether  the  capital  has  been  available  for  an  increase, 
but  owing  to  the  great  development  of  plant  during 
the  War  it  is  quite  likely  that  the  capital  per  head 
in  1919  was  greater  than  the  capital  per  head  in 
1914. 

3835.  Presuming  we  get  back  to  something  like 
pre-war  conditions,  would  you  expect  the  amount  of 
capital  per  head  employed  in  industry  to  be  greater 
as  the  years  go  on? — Yes,  if  the  capital  is  available. 

3836.  Machinery  replacing  hand  processes  and  so 
forth  ? — Yes. 

3837.  You  would  expect  that,  and  therefore  in 
looking  to  the  future  we  should  have  to  look  to  the 
necessity  of  having  more  capital  per  head  rather 
than  less  ? — Yes,  if  we  were  to  keep  abreast  of 
possible  developments. 

3838.  Would  you  agree  that  changes  in  the  nature 
of  our  national  industries  would  affect  that  answer? 
— Clranges  of  what  character? 

3839.  Supposing  that  certain  industries  declined 
and  others  took  their  place,  do  you  think  that  would 
tend  to  affect  the  position? — Yes,  undoubtedly.  If 
the  industry  of  distilling  vanished  it  would  make  a 
difference,  because  there  the  capital  per  head  is 
greater  than  anywhere  else. 

3840.  Have  you  any  ideas  on  the  question  of  the 
relative  numbers  of  people  engaged  in  distribution 


as  compared  with  production? — I have  no  figures  in 
my  mind  and  I have  not  studied  the  1921  census  yet 
from  that  point  of  view. 

3841.  From  some  figures  I have  seen  I should  be 
inclined  to  suggest  that  the  number  of  people  engaged 
in  distribution  tends  to  increase.  I should  like  to 
know  how  far  you  think  that  affects  this  question  of 
capital  required  per  head.  For  example,  a great 
many  more  people  are  waited  upon  than  formerly. 
There  seem  to  be  more  people  engaged  in  the  actual 
processes  of  distribution  of  commodities  than 
formerly.  I wonder  if  you  think  that  tendency,  if 
continued,  would  have  any  effect  on  this  question  of 
capital  required? — In  the  case  of  railways  the  capital 
per  head  is  quite  considerable,  and  in  the  case  of 
distribution  by  car  the  capital  per  head,  if  you  in- 
clude the  roads,  is  quite  considerable.  In  the  case 
of  hotel  waiting  and  that  kind  of  thing,  and  simple 
porterage,  it  is  small. 

3842.  Would  you  think  that  the  general  tendency 
would  be  to  affect  very  seriously  the  answer  that  you 
have  given? — No,  I do  not  think  so.  I do  not  see 
any  reason  to  think  that  a larger  relative  number 
will  be  engaged  in  personal  service  in  the  future  than 
is  now  engaged,  and  if  they  are  in  distribution  in- 
volving railways  or  roads,  there  is  a lot  of  capital 
behind  it.  Might  I supplement  that  answer?  In 
some  cases  there  would  be  more  capital  employed  if 
work  is  put  out  of  the  house  into  a factory  instead 
of  being  done  by  the  woman  at  home.  Of  course 
there  you  get  additional  capital. 

3843.  That  is  a change  in  productive  methods? — 
Yes,  from  domestic  to  factory  methods;  some  part 
of  the  service  is,  of  course,  of  that  nature. 

3844.  On  this  question  of  real  wages,  do  you  think 
the  existence  of  the  Rent  Restriction  Acts  has  had 
any  important  effect  upon  it? — Very  important.  I 
should  suppose  not  so  much  on  real  wages  as  on 
money  wages. 

3845.  If  the  Acts  were  removed,  would  there  be  a 
serious  decrease  in  real  wages,  do  you  think  ? — I 
think  that  depends  very  much  on  the  methods  by 
which  they  were  removed.  I can  conceive  that  the 
Acts  could  have  been,  or  could  still  be,  removed  in 
such  a way  as  to  keep  real  wages  steady,  money  wages 
rising  and  the  cost  of  living  index  rising,  of  course, 
as  the  rent  index  came  in. 

3846.  Could  you  suggest  exactly  how  that  might  be 
carried  out? — I think  it  is  rather  too  large  a question 
for  me  to  discuss  here. 

3847.  In  paragraph  12  you  say  : “If  in  the  revival 
of  trade  the  mass  of  the  population  can  be  employed 
at  the  pre-war  rates  of  real  wages  earned  in  the 
shortened  week,  it  is  probable  that  wages  will  then 
account  for  a larger  proportion  of  the  product  than 
in  1914.”  Do  you  think  it  is  possible  for  the  wage- 
earners  to  secure  permanently  an  increased  propor- 
tion of  the  national  income? — I think  that  is  very 
doubtful  indeed.  As  I suggest,  the  increase  in  recent 
years  has  been  due  to  the  restriction  of  rents  and  to 
fixed  interests,  and  if  that  restriction  continues  it 
will  diminish  the  necessary  supply  of  capital. 

3848.  So  you  do  not  expect  that  in  the  future  the 
wage-earners  will  be  able  to  bear  increased  taxation 
as  comfortably  as  other  sections  of  the  community? 
Would  you  say  that  is  a reasonable  conclusion  to  draw 
from  your  statement? — I think  it  tends  to  revert  tc 
the  pre-war  proportion  between  the  wage  share  of  the 
product  and  the  other  share;  that  it  has  a little 
changed  in  favour  of  the  wage-earner  at  present  and 
therefore  is  likely  to  revert. 

3849.  Is  the  pre-war  proportion,  if  recovered,  likelj 
to  be  a permanent  proportion? — It  seems  to  have 
endured  for  several  decades  before  the  War  and  to 
be  similar  in  other  countries,  and  assuming  the  con- 
tinuance of  the  capitalist  system  and  of  the  various 
forces  which  made  for  that  before  the  War,  then  it 
does  seem  to  be  of  a fairly  permanent  character. 
Change  any  of  these  forces  and  one  cannot  say  what 
happens,  of  course. 

3850.  Yon  have  made  a special  study  of  this  ques- 
tion, have  you  not? — I have  studied,  as  far  as 
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materials  are  available,  this  proportion,  and  the  con- 
clusion is  its  stationariness  and  its  similarity  in 
different  countries. 

3861.  Then  you  would  say  that  the  power  of  Trade 
Unions  to  affect  this  proportion  is  very  limited? — To 
affect  it  permanently — yes. 

3852.  Mr.  Lees-S'mith  : May  I supplement  that?  Is 
the  power  of  taxation  to  affect  it  equally  limited? 
Take  the  case  of  taxation  levied  for  the  purpose  of 
Widows'"  Pensions  or  Old  Age  Pensions;  is  your  view 
that  that  would  react  and  that  finally  the  wage- 
earners  would  lose  in  some  other  direction? — I think, 
finally,  yes. 

3853.  Then  they  would  finally  lose  in  some  other 
direction? — Yes,  I think  it  is  probable  that  the  pro- 
portion paid  by  the  employers  for  insurance  is 
ultimately  coming  out  of  wages,  not  out  of  the 
employers’  pockets,  if  that  is  a similar  thing. 

3854.  I am  talking  of  taxation.  Do  you  think  the 
Old  Age  Pension  is  finally  really  coming  out  of  the 
wage-earners’  pockets? — No,  I beg  your  pardon,  I do 
not  think  that  is  so.  Old  Age  Pensions  and  Widows’ 
Pensions  would  not  necessarily,  I think,  in  so  far  as 
they  are  things  that  the  wage-earner  has  not  pro- 
vided for  himself  otherwise.  That  seems  to  me  to 
come  out  of  the  rentiers’  income. 

3855.  Professor  Sail : To  that  extent,  then,  if  the 
worker  is  relieved  of  saving  for  old  age  because  a 
pension  is  provided  by  the  State,  he  could  get  a 
larger  share  of  the  national  income  ? — I am  not  sure. 
I was  rather  assuming,  in  my  answer  to  Mr.  Lees- 
Smith,  that  the  workman  was  not  saving  for  old 
age,  but  so  far  as  he  has  been  saving,  I think  it  is 
possible  he  may  still  have  to  provide  as  much  towards 
his  own  pension.  It  involves  a very  different  theory 
on  the  incidence  of  taxation  and  I do  not  want  to 
be  dogmatic  about  it. 

3856.  You  seem  to  have  suggested  that  the  propor- 
tion is  pretty  definitely  settled  in  this  country  over  a 
long  period  and  in  other  countries  in  comparison,  with 
this  country;  would  you  therefore  suggest  that  it  is 
futile  on  the  part  of  the  worker  to  attempt  to  increase 
his  proportion — that  he  would  get  it  naturally  without 
any  effort  and  that  there  is  no  possibility  of  his 
increasing  the  proportion  that  he  gets? — No,  I would 
not  like  to  suggest  that.  The  proportion,  as  I said 
just  now,  results  from  the  balance  of  certain  forces 
which  apparently  remain  of  the  same  relative  in- 
tensity over  a long  time.  Alter  any  of  these  forces 
and  you  alter  the  balance.  I can  quite  suppose  that 
there  are  forces  which  would  alter  the  balance,  though 
I am  not  certain  that  I can  name  one  at  the  moment. 
I should  think  that  one  might  say  that  an  increased 
efficiency  of  production  might  turn  the  balance  in 
favour  of  the  workman,  and  a decreased  efficiency, 
against  him. 

3857.  You  would  not  suggest  that  a relief  in  indirect 
taxation  would  increase  his  share?  Would  he  get  as 
much  benefit  from  a reduction  in  Income  Tax  as  from 
a reduction  in  Tea  Duty  or  Sugar  Duty? — I think  in 
the  long  run  it  would  come  to  very  much  the  same 
thing,  but  in  the  short  run  if  he  is  relieved  from 
indirect  taxation  and  the  Income  Tax  is  increased,  I 
presume  that  the  worker  would  get  a larger  share 
immediately  and  then  after  there  would  be  a tendency 
to  restore  the  former  balance. 

3858.  So  that  if  we  took  £-5,000,000  less  from 
indirect  taxation  and  secured  that  £5,000,000  from 
Income  Tax,  temporarily  you  think  the  worker  would 
benefit,  but  permanently  there  would  be  no 
alteration? — Yes,  I think  so,  but  you  understand  it  is 
a highly  theoretical  question  as  to  what  would  be  the 
effect.  I can  only  give  you  my  impression. 

3859.  It  is  a rather  important  question  for  us  to 
consider,  if  we  are  discussing  the  incidence  of  taxa- 
tion and  its  effect  upon  the  community? — I am 
inclined  to  agree  with  the  theory  that  it  tends  to 
bring  back  things  to  the  same  proportion,  though  I 
know  it  is  not  indisputable. 

3860.  You  have  mentioned  in  your  written  state- 
ment the  figure  of  £100,000,000  for  debt  redemption 
and  public  works,  but  you  have  rather  qualified  that 

47800a 


in  your  examination.  Have  you  any  definite  ideas 
regarding  the  amount  which  it  is  desirable  and 
possible  for  us  to  -apply  to  debt  reduction? — No,  I 
have  nothing  that  I think  is  worth  giving  to  the 
Committee.  I have  not  considered  that  subject. 

3861.  Mr.  Bramley  : With  the  Chairman’s  permis- 
sion, I would  just  like  to  clear  up  this  question 
about  the  figures  in  paragraph  8.  I do  not  know 
whether  you  have  the  annual  summary  there? — I 
have  the  article  to  which  I w-as  referring.  The  date 
is  April,  1923. 

3862.  Does  it  give  you  there  the  total  number  of 
wage-earners  affected? — No. 

3863.  The  total  is  built  up,  of  course,  from  month 
to  month  during  the  year.  For  instance,  in  1923  the 
total  result  is  a net  reduction  of  £3,600,000  in  the 
weekly  wages  of  7,500,000.  That  goes  on  from  month 
to  month  increasing  until  you  get  to  the  November 
return,  1923,  -and  then  you  get  a reference  to  the 
summary  as  follows : In  the  corresponding  II  months 
of  1922  there  was  a net  reduction  of  £4,200,000  in 
the  weekly  wages  of  over  7,500,000  workpeople.  The 
only  point  I am  urging  there  is  the  number  of  wage- 
earners  affected,  not  the  amount  of  reduction  or  the 
increase,  but  the  number  of  wage-earners  affected  by 
this  official  return,  and  I think  you  will  find  that 
from  year  to  year  it;  is  approximately  7,000,000  or 
7,500,000,  the  -point  being  that  they  are  the  same 
industries  from  year  to  year.  That  leaves  you  with 
about  7,000,000  wage-earners  unaccounted  for  in 
these  official  returns.  That  is  my  point? — The 
figures  quoted  are  for  those  persons  who  had  wage 
changes,  but  they  do  not  include  any  persons  who  -did 
not  have  -any  w-age  changes  during  the  year  or  during 
the  period  under  review.  I do  not  think  one  can 
assume  that  every  operative  has  one  change  in  the 
year.  If  one  is  combining  the  various  statements 
about  wage  changes,  as  in  the  article  I have  before 
me,  in  the  “ Ministry  of  Labour  Gazette  ” of  April, 
1923,  p-age  121,  one  would  go  not  to  the  number  of 
persons  whose  wages  were  changed,  but  to  the 
number  of  persons  in  the  industry ; and  the  industries 
covered  are  very  numerous,  an-d,  I should  judge, 
applied  to  very  much  more  than  half  of  the  wage- 
earners.  On  page  122  it  says:  “ Many  changes,  not 
of  a general  character,  d-o  not  come  to  the  notice  o-f 
the  Department,  and  in  some  industries  the  par- 
ticulars available  may  fall  short  of  indicating  the  full 
amount  of  the  increase,  and,  on  the  other  hand,  in 
some  unorganised  industries  the  increases  may  not 
have  been  so  great.”  Therefore,  it  contemplates  some 
industries  being  outside,  but  not,  I think,  anything 
near  half,  as  is  suggested,  and  it  also  shows  that  so 
far  as  can  be  judged,  if  they  were  all  included,  it 
would  leave  the  increase  very  much  -as  it  is.  That 
would  be  my  judgment  fro-m  the  article. 

3864.  Mrs.  Wootton : That  annual  general  review 
includes  agriculture,  does  it  not? — Yes.  It  does  not 
include  domestic  service,  as  far  as  I can  see. 

3865.  Mr.  Bell:  In  answering  an  earlier  question, 
you  spoke  about  the  amount  in  paragraph  18, 
£100,000,000,  being  conditioned  rather  as  to  the 
amount  required  for  works  than  the  amount  required 
for  debt  -redemption.  I think  that  was  the  question 
which  w-as  -put.  But  the  proportions  you  give  here 
for  these  eight  years  are  something  like  £90,000,000 
per  annum  in  respect  of  debt  redemption,  and 
£12,000,000  set  aside  fen’  works? — Yes. 

3866.  It  does  not  seem  to  ibe  conditioned  there,  at 
all  events  to  -any  practical  figure,  that  the  amount  of 
redemption  will  depend  upon  the  amount  of  works. 
That  is  to  say,  you  might  have,  presumably, 
£12,000,000  or  £13,000,000  or  £14,000,000  one  year, 
but  the  point  is  that  the  great  proportion  of  the  total 
sum  set  aside  and,  I suppose,  derived  from  taxation, 
would  go  to  debt  redemption.  You  contemplated 
that  in  the  example  you  gave? — Yes,  I contemplated 
that  the  majority  would  go  to  debt  redemption.  In 
the  actual  figure  I gave  I put  a big  round  figure  so 
as  to  make  sure  that  I w-as  not  cutting  into  the 
present  £50,000,000.  But  my  argument  does  not 
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depend  in  the  least  upon  that  being  £100,000,000 
rather  than  £60,000,000  or  £80,000,000. 

3867.  I am  talking  now  of  the  proportions  between 
the  figures  P — If  the  total  is  put  down,  then  the  pro- 
portion to  the  works  is  obviously  greater. 

3868.  But  they  do  not  come  anywhere  near.  My 
point  for  the  moment  is  that  you  do  contemplate 
setting  aside  a very  much  greater  sum,  whether  it  is 
£100,000,000  or  £60,000,000  or  £50,000,000  for  the 
purpose  of  debt  redemption  as  against  works? — Yes. 

3869.  I just  wanted  to  get  that  clear? — I was  not 
suggesting  that  the  amount  of  debt  redemption 
should  be  reduced. 

3870.  Would  you  say  a minimum  of  £50,000,000, 
or  something  of  that  kind  ? — Yes,  and  I deliberately 
took  the  figure  big  enough  here. 

3871.  We  have  had  evidence  here,  or,  at  all  events, 
the  expression  of  opinion  by  a witness,  as  to  the  effect 
on  work  and  thrift,  of  the  payment  of  unemployment 
relief.  One  has  seen  in  newspapers  comments  on 
various  cases  in  the  magistrates’  courts  as  to  money 
being  drawn  when  there  was  really  no  right  to  have 
it,  and  so  on.  Have  you  any  opinion  as  to  the  effect 
upon  work  and  thrift  of  the  unemployment  relief 
payments? — Except  in  what  I presume  are  very  rare 
cases  of  benefit  being  paid  when  a man  could  get 
work,  and  taking  the  general  case  that  the  payment 
is  for  a man  who  is  definitely  out  of  work,  I can  only 
presume  that  the  greater  regularity  of  income  is 
encouraging  to  thrift;  and  that  I should  judge  to  be 
much  the  most  important  case. 

3872.  Mr.  Sickens  : I think  you  said,  did  you  not, 
that  the  workers’  share  of  the  product  of  industry 
had  recently  somewhat  improved?  Did  I understand 
that  aright? — I have  got  that  guiding  “unless,” 
in  my  paragraph  12,  which  depends  on  the  extent 
to  which  there  has  been  an  increased  output. 

3873.  If  it  has  improved,  at  whose  expense  would 
you  think  it  has  improved? — My  view  is  that  apart 
from  the  ups  and  downs  of  good  and  bad  years,  the 
only  source  of  the  increase  to  the  working  class  has 
been  the  rentier  who  has  been  dependent  on  fixed 
rents  or  fixed  interests;  I see  no  other  source  from 
which  it  can  have  come,  and  that  seems  to  me  a 
sufficient  source. 

3874.  How  far  would  it  be  affected  if  saving  became 
more  general  and  capital  became  cheap  ? Would  that 
mean  that  the  share  the  worker  could  earn  might  be 
greater? — That  depends  on  the  elasticity  of  the 
demand  for  capital,  I think.  If  capital  were  cheaper, 
more  would  be  used  per  worker  and  then  it  is  a 
question  of  a balance,  how  the  proportion  would  go. 


3875.  I rather  mean  this.  I understood  your  view 
was  that  capital  must  have  a certain  reward  or  else 
it  would  not  be  forthcoming? — Yes. 

3876.  If  it  is  exacting  and  demands  a high  reward, 
there  will  be  less  left  for  others,  that  is  to  say,  if 
the  supply  is  falling  and  the  demand  is  great? — I 
think  it  depends  on  the  elasticity.  There  will  be  a 
change  in  two  factors  and  I do  not  at  present  see 
what  would  be  the  resultant.  With  less  capital  at  a 
higher  rate,  I do  not  know  how  it  would  work. 

3877.  You  would  not  be  prepared  to  say  that 
greater  saving  would  probably,  on  the  whole,  be  a 
substantial  benefit  to  the  worker  inasmuch  as  he  would 
be  likely  to  improve  his  share  of  the  product  of 
industry?  You  would  not  think  that  was  a safe 
proposition  to  put  forward? — I do  not  know  that 
it  would  improve  his  share,  but  I think  it  would 
improve  his  aggregate  amount. 

3878.  Chairman  : You  gave  some  very  interesting 
information  to  the  Income  Tax  Commission  regarding 
the  pre-war  condition  of  the  woiking  classes.  How 
do  present  conditions  compare  with  pre-war  condi- 
tions?— Of  course  employment  is  much  worse.  For 
those  fully  employed  at  present  I think  this  table  in 
paragraph  8 suggests  the  average ; and  one  has  the 
comment  on  it  that  unskilled  workers,  in  many  cases, 
have  gone  up  further  than  this  average,  and  skilled 
workers  in  many  cases  have  gone  down  or  have  not 
gone  so  far  up.  I think  the  general  movement  must 
have  been  in  regard  to  those  not  unemployed,  that 
if  they  are  unskilled  they  are  doing  better  and  have 
improved  their  standard  of  living,  and  if  they  are 
skilled  they  are  doing  worse.  I think  one  can  pro- 
bably observe  confirmation  of  the  fact  that  the 
employed  unskilled  on  the  whole  are  better  off. 
For  myself,  I have  not  noticed,  though  I have  no 
doubt  one  can  get  evidence,  that  the  skilled  who  are 
employed  are  worse  off.  I do  not  know  that  it  meets 
the  eye  so  much,  because  they  still  can  carry  on  in 
a tolerable  way. 

3879.  Mr.  Hall  asked  you  a question  about  the 
comparative  effects  of  relief  from  direct  or  indirect 
taxation.  Which  is  ultimately  better  for  the  nation, 
the  reduction  of  Income  Tax  or  the  reduction  of  taxa- 
tion on  necessaries  of  life,  such  as  sugar  'and  tea? 
— That  depends  on  your  view  of  the  advantage  of 
equalisation  of  incomes.  If  it  is  an  advantage  to 
transfer  from  the  rich  to  the  poor,  and  if  it  can  be 
done  without  injuring  the  supply  of  capital,  then 
T presume  the  transference  would  be  to  the  good : 
but  if  you  attach  importance  to  the  present  inequality 
of  incomes,  the  answer  is  different. 

Chairman  ■.  We  are  much  indebted  to  you,  Professor 
Bowley. 


(The  Witness  withdrew.) 
(Adjourned  for  a short  time.) 


The  following  note  was  subsequently  received  from . Professor  Bowley  on  the  Migration  Statistics  given 
on  page  32  of  the  lieport  of  the  Oversea  Settlement  Committee  ( Cmcl . 2107  of  1924). 


1.  The  figures  in  question  are  : — 

Outward  Balance  of  Migration,  Great  Britain. 

1901-11  annual  average  ...  ...  76,000 

1921-22  „ ,,  98,000 

2.  The  76,000  is  obtained  by  starting  with  the  re- 
corded population  at  the  1901  Census,  adding  births 
and  subtracting  deaths  for  10  years,  and  comparing 
the  result  with  the  recorded  population  in  1911.  The 
deficit  resulting  is  approximately  760,000,  which  is 
accountable  to  migration,  if  the  population,  birth 
and  death  records  are  correct.  The  net  migration 
includes  excess  of  travellers  from  Europe  over  tra- 
vellers to  Europe,  and  any  net  movement  between 
Great  Britain  and  Ireland,  as  well  as  the  better- 
known  figures  of  migration  to  or  from  non-European 
countries, 


3.  On  the  other  hand,  the  98,000  is  a rough  esti- 
mate mainly  based  on  the  records  of  passenger  move- 
ment to  and  from  Great  Britain  to  all  other 
countries  combined. 

4.  These  are  the  figures  necessary  in  the  study  of 
the  aggregate  resident  (or  rather  present)  popula- 
tion, without  distinction  between  aliens  and  British 
subjects  or  between  visitors  and  residents. 

5.  Emigration  has,  however,  generally  a narrower 
significance  than  has  passeziger  movement,  and  the 
statistics  generally  used  relate  to  migration  between 
the  United  Kingdom,  or  Great  Britain,  and  non- 
European  countries.  The  unadjusted  United  King- 
dom statistics  exclude  South  Ireland  since  April  1st, 
1923. 
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6.  Neb  outward  movement  of  passengers  to  Non- 
European  Countries  from  the  United  Kingdom. 


Total 

British  Subjects. 

(thousands) 

(thousands) 

1900 

123 

71 

1 

138 

72 

2 

216 

102 

3 

249 

147 

4 

212 

127 

5 

254 

139 

6 

328 

195 

7 

341 

235 

8 

43 

91 

9 

213 

140 

10 

320 

234 

1 

272 

262 

2 

316 

268 

3 

329 

242 

1919 

8 

27* 

20 

153 

172* 

1 

150 

119 

2 

119 

100 

3f 

253 

190 

4+ 

(six  months) 

19 

17 

* In  these  years  there  was  a net  inflow  of  aliens, 
t Excluding  (South  Ireland  after  April  1st  1923. 


7.  It  is  recognised  that  the  statistics  prior  to  the 
War  were  of  no  great  precision,  and  that  no  fine 
arguments  can  be  based  on  them.  If  they  were  cor- 
rect they  would  show  that  during  the  ten  years  1901 
to  1911  the  whole  outward  flow  to  non-European 
countries  from  the  United  Kingdom  was  about 

2.400.000,  the  inward  flow  from  Europe  about 

1.300.000,  and  the  net  loss  of  population  about 
1,100,000;  that  is  annually  76,000  from  Great  Britain 
and  34,000  from  Ireland.  These  statistics  are  only 
approximate. 

8.  If  we  take  only  migrants  of  British  nationality, 
meaning  by  emigrants  persons  who  intend  to  remain 
abroad,  and  by  immigrants  those  who  intend  to 
lemain  in  the  United  Kingdom  at  least  a year,  we 
have  more  detailed  statistics,  of  which  the  following 
are  an  example  : — 


9.  Migrants  of  British  nationality  between  the 
United  Kingdom  and  non-European  countries: — - 


Outwards. 

Inwards. 

Total. 

Excess  outwards. 

Males  over  12 
years 

(thousands). 

(thousands) . 

1913 

389 

86 

303 

135 

1921 

199 

71 

128 

50 

1922 

174 

67 

107 

51 

*1923 

256 

58 

199 

113f 

*1924  (6 

74 

32 

42 

23 

months). 

* Excluding  South  Ireland  since  April  1st  1923. 
t If  South  Ireland  is  included  in  1923  this  number  becomes 
118.  See  Board  of  Trade  Journal,  August  28th  1924,  page  230. 


10.  A general  conclusion  is  that  though  the  net 
loss  by  migration  in  1921-3,  as  shown  in  paragraph 
1,  is  at  a higher  rate  than  in  1901  to  1911,  this  is 
due  to  a diminished  inflow  from  Europe  which 
counterbalances  a diminished  outflow  to  non- 
European  countries. 

I he  following  table,  deduced  from  the  inaccurate 
statistics  already  cited,  supports  this  conclusion  : — 


Annual  passenger  movement  ( approximate ). 


United  Kingdom 
to  all 
countries. 

Europe  to 
United 
Kingdom. 

United  Kingdom 
to  non-European 
countries. 

A verage. 

Outward. 

Inward. 

Outward. 

April  1901- 
April  1911. 

110,000 

130,000 

240,000 

June  1921- 
June  1923. 

111,000* 

26,000* 

137,000* 

* In  the  last  line  an  adjustment  should  be  made  for  South 
Ireland,  which  is  excluded  since  April  1st  1923. 


In  the  first  column  Great  Britain  accounts 
annually  for  76,000  in  the  first  period  and,  if  we 
accept  the  figures  in  paragraph  1,  for  98,000  in  the 
second. 

11.  It  seems  impracticable  to  use  the  pre-war 
figures  as  any  guide  to  the  weight  of  those  since  1921, 
which  must  stand  on  their  own  merits.  In  consider- 
ing the.  near  future  the  most  recent  statistics  should 
be  studied  as  well  as  those  quoted  above. 


Mr.  J.  M.  Keynes,  c.b.,  called  and  examined. 
Evidenoe-in-ohiee  handed  in  by  Mr.  Keynes. 


. Income  Tax  is  especially  deterrent  to  saving 
111  so  Iar  as  it  falls  on  funds  which  naturally 
accumulate  at  compound  interest  and  where  no  ques- 
tion of  personal  expenditure  can  enter  in,  e.g.,  the 
mnds  of  insurance  companies  and  the  reserves  re- 
tained by  joint  stock  companies  to  provide  further 
capital  against  an  increase  of  their  business.  The 
fitter  m particular  is  increasingly  the  way  'by  which 
industry  secures  additional  funds.  Since  Income  Tax 
is  a tax  on  income  as  it  accrues,  whether  in  the  hands 
o a corporation  or  of  an  individual,  whereas  Super- 
ax  is  a personal  tax  falling  upon  individuals  alone, 
redistribution  of  the  burden  of  taxation,  by  lowering 
le  standard  rate  of  Income  Tax,  bringing  the  Super- 
ax  limit  lower,  and  increasing  the  Super-tax  rate, 
voulcl  be  the  most  convenient  way  of  exempting  some 
terms  , of  savings  from  taxation  if  it  is  thought  to 
e in  the  interests  of  the  community  to  do  that.  An 
xpen  ltuie  Tax,  though  perhaps  theoretically 
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sound,  as  practically  impossible.  But  our  British 
distinction  between  Income  Tax  and  Super-tax  might 
be  so  handled  as  to  achieve  to  some  extent  the  same 
object. 

2.  The  criterion  as  to  the  amount  of  debt  to  be 
held  in  a short-dated  form  should,  I think,  be 
given  by  the  appetite  of  the  investment  market 
for  that  type  of  security.  The  Government  can 
borrow  most  cheaply  by  offering  various  types  of 
bonds  in  such  proportions  as  each  is  required  by  the 
investment  market  and  the  money  market.  A large 
sum,  probably  a very  large  sum,  can  be  borrowed 
more  cheaply  in  the  form  of  short-term  debt  period- 
ically renewed,  than  iin  the  form  of  long-term  debt. 
It  would  be  a sound  policy  to  maintain  the  short- 
dated  debt  permanently  at  a high  figure  if  that  high 
figure  could  be  kept  afloat  at  a rate  of  interest  lower 
(on  the  average)  than  the  rate  on  long-term  debt. 
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In  the  case  of  short-term  debt  the  capital  value  is 
guaranteed  and  the  interest  as  fluctuating;  in  the  case 
of  long-term  debt  the  income  is  fixed  but  the  capital 
value  is  fluctuating.  Abstractly  there  is  nothing  to 
be  said  in  favour  of  the  one  rather  than  of  the  other. 
The  idea  that  there  lis  something  unsafe  in  main- 
taining the  short-term  debt  permanently  at  a high 
figure  is  based  for  the  most  part  on  false  analogy.  I 
may  add  that  it  would  probably  assist  the  steadiness 
of  credit  if  the  volume  of  the  short-term  debt  were 
to  be  somewhat  reduced  in  good  times  and  somewhat 
increased  in  bad  times. 

3.  Since  it  is  sound  policy  always  to  have  a certain 
margin  in  budgeting,  it  is  right  that  a certain  amount 
of  debt  should,  if  possible,  be  repaid  every  year.  But 
it  is  not  advisable  to  attempt  blindly  to  repay  large 
sums  merely  on  the  ground  that  the  debt  is  something 
to  be  got  rid  of.  This  idea  again  is  based  on  false 
analogy.  Repayment  of  debt  out  of  taxation  is  partly 
at  the  expense  of  current  expenditure  and  partly  at 
the  expense  of  other  forms  of  saving.  The  higher  the 
taxation  becomes  the  larger  is  the  proportion  which 
is  .at  the  expense  of  saving.  But  even  that  part  which 
is  at  the  expense  of  expenditure  is  not  necessarily  in 
the  public  interest.  If  we  confine  our  attention  to 
that  part  which  is  at  the  expense  of  saving,  the  effect 
of  the  repayment  of  debt  is  to  drive  the  savings 
into  a particular  channel  instead  of  letting  them  find 
their  own  outlet.  When  holders  of  debt  are  repaid 
they  will  probably  prefer  to  re-invest  the  money  in 
bonds  of  the  gilt-edged  type.  If,  on  the  other  hand, 
the  savings  are  left  in  the  pockets  of  the  taxpayer 
there  is  no  such  presumption,  and  they  may  find  their 
outlet  either  in  industry  or  in  any  other  way.  In 
present  conditions,  therefore,  a rapid  Repayment  of 
debt  affords  an  artificial  stimulus  to  savings  to  flow 
into  the  channel  of  gilt-edged  investments.  At  a time 
when  there  is  a very  heavy  demand  for  this 
particular  type  of  investment  this  may  be  sound 
policy.  For  example,  if  the  Local  Loans  Authori- 
ties,' or  Borough  and  County  Authorities,  are 
involved  in  heavy  expenditure  for  housing  or  public 
works,  which  they  can  only  cover  by  borrowing  in 
the  gilt-edged  market,  then  a simultaneous  repay- 
ment of  National  Debt  by  the  Treasury  may  be  just 
the  right  thing  to  do.  But  it  is  not  necessarily  right 
in  all  circumstances.  If  the  supply  of  new  gilt-edged 
securities  is  limited,  thus  indicating  that  the  demand 
for  capital  by  borrowers  of  that  type  is  not  extensive, 
then  repayment  of  National  Debt  on  a large  scale 
may  be  very  harmful.  This  sort  of  consideration 
should  weigh  more  than  the  mere  idea  that  blind 
repayment  of  debt  must  be  good  for  its  own  sake. 
To  take  money  from  industry  and  from  individuals  by 
taxation  and  give  it  back  to  the  gilt-edged  section  of 
the  Stock  Exchange,  regardless  of  whether  there  is 
a ready  outlet  for  it  there,  is  injudicious. 

4.  In  an  address  which  I delivered  recently,  and 
copies  of  which  have,  I understand,  been  circulated 
to  members  of  the  Committee,  I gave  reasons  for 
thinking  that  the  present  Trustee  Acts  should"  be 
considerably  modified.  Some  of  the  considerations 
which  I urged  may  not  be  particularly  germane  to 


the  inquiry  of  this  Committee.  But  in  so  far  as  they 
are  concerned  with  the  renewal  of  the  abnormally 
large  amount  of  debt  which  falls  due  between  now 
and  10139,  the  desirability  of  the  Treasury  exercising 
a more  effective  control  over  rival  trustee  issues,  than 
it  has  at  present,  is  worth  emphasising.  Both  in  the 
interests  of  the  investors  themselves  and  of  the  com- 
munity as  a whole  and  of  the  Treasury,  I think  it 
would  be  better  to  allow  no  securities  in  the  future 
to  enjoy  the  benefit  of  the  Trustee  Acts  except  home 
securities  of  certain  specified  types. 

My  anxieties  under  this  heading  are  connected  with 
those  under  paragraph  3.  If  our  own  National  Debt 
is  repaid  on  a large  scale,  and  if  the  bulk  of  the  new 
issues  of  trustee  securities  consist  of  Colonial  obliga- 
tions, the  effect  of  these  two  things  together,  namely 
repayment  of  debt  and  the  Trustee  Acts,  is  to  affoid 
an  artificial  stimulation  to  foreign  investment  which 
may  be  exceedingly  contrary  to  the  public  interest. 
Repayment  of  debt  takes  forcibly  resources  from  the 
community  at  large  and  compels  their  utilisation  in 
securities  of  the  trustee  type;  and  it  may  then  happen 
that  the  bulk  of  the  net  additions  to  the  list  of  trustee 
securities  are  overseas  investments. 

5.  I have  mentioned  above  that  the  Government 
will  borrow  most  cheaply  by  supplying  such  types  of 
bonds  as  the  different  sections  of  the  investing  public 
find  suitable  to  their  requirements.  I suggest  that 
there  is  one  further  type  of  bond  not  yet  in  issue 
which  might  prove  popular  with  particular  indivi- 
duals and  so  enable  the  State  to  raise  funds  a little 
more  cheaply.  I suggest  that  there  should  be  issued 
bonds  of  which  the  capital  and  the  interest  would  be 
paid  not  in  a fixed  amount  of  sterling,  but  in  such 
amount  of  sterling  as  has  a fixed  commodity  value 
as  indicated  by  an  index  number.  I think  that  an 
official  index  number  should  be  established  for  such 
purposes  on  the  lines  of  the  optional  tabular  standard 
recommended  long  ago  by  Dr.  Marshall,  and  that  it 
should  be  open  to  anyone,  including  particularly  the 
Treasury,  to  offer  loans,  the  payment  of  the  interest 
on  which  and  the  repayment  of  the  capital  of  which 
would  bo  governed  by  movements  of  the  index  num- 
ber. I can  say  from  knovdedge  that  there  are  many 
investors,  who,  wishing  to  take  no  risks  would 
naturally  confine  themselves  to  trustee  stocks,  yet 
feel  a natural  anxiety  in  being  compelled  to  invest 
their  whole  resources  in  terms  of  legal  tender  money, 
the  relation  of  which  to  real  value  has  been  shown 
by  experience  to  be  variable.  Throughout  almost  the 
whole  of  Europe  investors  of  the  trustee  type  have 
been  deprived  in  the  past  ten  years  of  the  greater 
part  of  the  value  of  their  property.  Even  here  in 
England  all  such  investors  have  suffered  a very  large 
real  loss.  We  may  hope  that  great  instability  in  the 
value  of  the  currency  may  not  be  one  of  the  things 
which  the  future  has  in  store  for  us.  But  it  is 
natural  that  some  people  should  be  anxious  about  it. 
Unless,  therefore,  the  Treasury  hopes  to  make  a profit 
through  the  depreciation  of  legal  tender,  it  would 
lose  nothing,  and  might  gain  something  in  terms  of 
interest,  by  issuing  such  bonds  as  I have  indicated. 


3880.  Chairmo.n  : Will  you  first  of  all  amplify  the 
points  in  your  paper? — I should  like,  if  I may,  in 
dealing  with  the  first  heading  of  my  evidence,  to  put 
the  matter  a little  differently  from  the  way  in  which 
I have  put  it  in  my  written  summary.  In  England 
historically  the  Income  Tax  has  been,  not  a personal 
tax,  but  a tax  on  income  as  it  accrued,  in  whatsoever 
hands  it  was.  That  is  a point  which  is  not  always 
well  understood,  but  it  has  been  a very  vital  feature 
of  our  Income  Tax  system.  We  have  gradually  been 
compelled  to  depart  from  that  system  as  the  rates  of 
Income  Tax  have  increased,  and  it  has  become  in- 
creasingly a personal  tax.  The  personal  side  of  it 
is  represented  most  completely  in  the  Super-tax.  I 
believe  that  this  distinction  between  the  tax  on  income 


as  it  accrues  and  the  personal  tax  might  be  developed 
so  as  to  take  taxation  to  a certain  extent  off  what 
we  can  presume  to  be  savings,  and  throw  it  a little 
more  heavily  on  to  that  part  of  income  which  we 
cannot  presume  with  equal  likelihood  to  be  savings. 
I would  suggest  that  if  it  is  desirable  to  move  in 
that  direction  we  might  reorganise  our  system  of 
Income  Tax,  and,  instead  of  having  two  taxes  called 
Income  Tax  and  Super-tax,  have  two  taxes  called 
“standard  tax”  and  “personal  tax”;  that  the 
standard  tax  should  be  like  the  old  Income  Tax  and 
fall  upon  all  income  as  it  accrued,  subject,  as  the 
old  Income  Tax  was,  to  certain  total  exemptions  at 
the  bottom  of  the  scale;  and  that  the  personal  tax 
should  absorb  the  fluctuating  part  of  Income  Tax 
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and  Super-tax  and  should  be  avowedly  a tax  on 
individuals  in  proportion  to  their  capacity  to 
bear  it.  That  would  have  the  effect  that 

corporations  who  are  not  spenders,  except  in 
so  far  as  they  pay  dividends,  would  pay  only 
at  the  standard  rate  on  that  part  of  their  income 
which  they  put  aside  and  did  not  distribute.  The 
most  obvious  cases  are  insurance  companies,  where 
the  money  accumulates  at  compound  interest,  and 
industrial  companies,  which  retain  for  further 
development  of  their  business  a certain  part  of  their 
profits.  In  both  those  cases  there  is  strong  presump- 
tion that  the  income  in  question  is  saved  and  is  not 
spent.  If  the  standard  rate  of  tax  was  to  be  lowered 
and  the  loss  of  receipts  in  that  way  was  to  be  made 
good  by  regraduating  the  Super-tax  and  bringing  it 
down  to  incomes  of  a much  lower  limit  than  £2,000, 
you  would  be  exempting  a certain  part  of  income 
which  goes  to  savings.  I think  it  is  difficult  to 
know  how  much  is  now  saved  in  that  way  and  how 
much  in  other  ways,  but  I am  sure  that  important 
sums  are  now  saved  by  corporations  rather  than  by 
individuals,  that  is  the  tendency  nowadays,  and  it 
is  one  which  it  may  be  worth  while  to  encourage  and 
of  which  our  tax  system  ought  to  take  account.  In 
the  old  days,  when  Income  Tax  was  at  moderate 
rates  and  no  steep  graduation  was  necessary,  there 
was  much  to  be  said  for  the  old  system.  In  the 
early  days  of  Super-tax,  when  the  machinery  of 
Super-tax  was  in  its  infancy,  it  would  probably  have 
been  very  difficult  to  have  worked  a personal  tax 
of  the  kind  that  I suggest.  But  in  the  present  con- 
ditions it  merely  means  an  extension  of  our  existing 
Super-tax  machinery  under  a different  name,  and 
with  Super-tax  down  as  low  as  £2,000  and  with 
further  graduation  below  that  point,  a large  part  of 
our  taxation  is  in  effect  personal  tax,  even  that 
part  which  is  collected  ostensibly  at  the  standard 
rate  of  Income  Tax.  We  should  get  clearer  and  per- 
haps have  greater  simplicity  in  the  end  if  we  were 
to  recognise  that  change,  and  it  would  have  the 
advantage  that  money  which  accrued  in  the  hands 
of  corporations  which  could  not  be  spenders,  would 
be  exempted. 

3881.  Mr.  Bell:  By  corporations  do  you  mean 

limited  companies  only? — No,  I include,  for  example, 
insurance  companies,  whether  they  are  limited 
liability  companies  or  not.  But  generally  speaking, 

1 should  make  exactly  the  same  distinction  as  is  now 
made  by  Super-tax;  that  is  to  say,  my  personal  tax 
would  fall  upon  the  classes  of  persons  who,  if  they 
had  large  enough  income,  would  now  be  liable  to 
Super-tax. 

3882.  I was  wondering  whether  the  actual  standard 
tax  would  fall  equally  upon  a partnership? — What  is 
the  present  position  as  regards  Super-tax  P 

3883.  Would  the  same  facility  for  saving  be  granted 
to  a private  partnership  as  to  a limited  company, 
for  instance? — There  are  certain  marginal  cases  at 
present  which  are  dealt  with  under  Super-tax  lines 
as  carefully  as  the  officials  can.  I am  not  very  well 
acquainted  with  just  where  they  draw  the  line. 

3884.  Sir  Alan  Anderson : Private  partnerships  or 
the  individual  partners  have  to  pay  Super-tax  on 
the  reserves  held  by  the  partnership.  Sir  Josiah 
Stamp : And  instead  of  extending  the  principle  of 
limited  companies  to  partnerships,  you  would  extend 
the  principle  of  partnerships  to  limited  companies, 
and  say  that,  in  so  far  as  you  have  limited  companies 
which  approximate  in  their  true  character  to  a 
partnership,  they  shall  be  deemed  to  be  partnerships; 
but  because  there  has  been  very  grave  abuse  of  the 
distinction  between  limited  company  and  partnership 
in  the  past  in  regard  to  Super-tax,  therefore  recent 
legislation  has  assimilated  all  limited  companies  with 
a few  shareholders,  to  partnerships. — (Witness.)  Per- 
haps I could  answer  Mr.  Bell’s  question  by  taking  up 
the  point  just  made  by  Sir  Josiah  Stamp.  Hitherto 
the  distinction  between  Super-tax;  and  standard  tax 
has  been  the  amount  of  a man’s  income,  and  therefore 
tie  arrangements  to  which  he  refers  were  quite  dis- 

mctly  of  the  nature  of  evasion.  But  suppose  that 
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the  criterion  which  we  have  in  our  mind  was  whether 
the  money  was  locked  away  in  a form  in  which  it 
could  not  be  spent  on  current  expenditure,  then  we 
should  not  object  so  much  to  individuals  or  partners 
who  were  in  fact  behaving  in  that  way  imitating  the 
formal  company,  because  they  would  have  met  our 
criterion. 

3885.  Mr.  Bell : That  is  the  only  point  I wanted 
to  elicit — that  they  would  have  just  as  much  advan- 
tage by  putting  to  reserve  as  a limited  company 
would. — I do  not  like  to  answer  that  quite  definitely, 
because  it  is  a technical  Inland  Revenue  point.  I 
should  like  to  do  that  in  so  fax  as  it  is  compatible 
with  preventing  evasion  of  taxation.  In  all  those 
cases  you  must  not  go  beyond  a point,  because  it 
can  be  abused  by  those  who  seek  to  evade,  and  that 
is  an  Inland  Revenue  matter  on  which  I am  not  an 
expert. 

3886.  All  I wanted  to  ask  was  whether  they  should 
be  treated  as  a limited  company  in  every  way  in 
which  it  can  be  done  fairly  and  rightly?— I should 
aim  at  that,  but  I should  have  thought  that  any 
Inland  Revenue  authority  w'ould  say  that  you  would 
have  to  be  stiffen  with  private  partnerships  just  as 
you  are  now. 

388/.  Would  that  be  just? — As  just  as  the  present 
system. 

3888.  I should  have  thought  not.  If  you  were 
going  to  put  a premium  upon  saving  and  .the  holding 
of  reserves  it  should  be  done  equally  with  a private 
partnership  as  with  a company? — It  is  not  done  at 
the  present  time.  I did  not  raise  that  point,  because 
I propose  no  change. 

3889.  I mean  standard  tax,  not  Super-tax? — I am 
making  exactly  the  same  point. 

3890.  Sir  William  McLintoch : There  is  a distinc- 
tion between  a limited  company  and  a private  com- 
pany formed  before  1914  and  after? — Yes. 

3891.  After  1914  certain  private  limited  com- 
panies were  treated  as  partnerships? — Yes. 

3892.  This  suggestion  of  yours,  would  mean  that  all 
the  pre-1914  companies  would  get  off  with  a lower- 
rate  of  tax  and  the  amount  placed  to  reserve  would 
not  be  questioned,  whereas  in  the  case  of.  the  after- 
1914  companies,  to-day  the  Inland  Revenue  go  very 
exhaustively  into  all  the  circumstances  of  the  case? 

Yes,  but  I suggest  that  these  questions  are  not 
really  relevant  to  what  I am  trying  to  say. 

3893.  Sir  .Josiah  Stamp:  I think  we  are  drifting 
rather  too  much  into  the  technical  difficulties  of 
carrying  out  general  principles.  I would  like  to  ask 
you  whether  something  in  the  nature  of  a division 
between  the  normal  tax  and  the  Super-tax  as  they 
have  it  in  the  United  States  would  be  possible?— I 
am  inclined  to  have  a somewhat  higher  standard 
tax  than  they  have,  at  any  rate  at  first.  I think  it 
would  be  too  great  a change  in  the  existing  system 
to  put  the  standard  tax  as  low  as  in  America.  I 
should  suggest  3s.  in  the  £ as  the  figure. 

3894.  That  is  to  say,  you  would  lower  the  present 
Super-tax  down  to  the  class  of  those  who  in  effect 
pay  at  the  rate  of  3s.  P — Yes. 

3895.  It  was  started  at  £5,000,  dropped  to  £3,000, 
and  then  dropped  to  £2,000;  with  every  drop  in  the 
level  a large  number  of  people  come  in,  and  there 
is  an  inevitable  loss,  through  evasion,  every  time? 
— 1 think  that  is  the  main  objection  to  my  pro- 
posal. Every  tampering  with  the  level  of  the 
standard  tax  leaves  more  room  for  evasion. 

3896.  The  Chairman  will  remember  that  the  point 
where  Super-tax  was  brought  down  to  a lower  level 
was  seriously  considered  by  the  Income  Tax  Com- 
mission?— But  I think  that  now  the  situation  is  so 
different  from  what  it  was  even  a very  few  years 
ago,  we  have  gone  so  far  in  this  direction,  that  if 
there  were  other  advantages  to  be  gained  I -would 
risk  this  objection;  but  it  is  a great  objection. 

3897.  Sir  Charles  Adctis : With  regard  to  the 

effect  of  Income  Tax  on  companies’  savings,  is  it 
your  view  that  it  acts  by  tempting  companies  xo 
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distribute  a larger  amount  in  dividends  than  they 
put  to  reserve? — No,  I think  it  acts  by  diminishing 
the  amount  that  they  have  available  for  reserve. 

3898.  But  not  in  the  direction  of  encouraging  in- 
creased distribution? — lit  may  a little,  (but  I do 
not  think  much. 

3899.  Do  you  think  in  practice  it  has  had  the 
effect  of  reducing  the  amount  of  reserves? — Yes,  I 
think  so. 

3900.  We  have  had  evidence  given  here  iby  Mr. 
Layton  that  so  far  as  he  could  judge,  the  reserves 
of  the  companies  that  he  examined  all  kept  pace 
with  the  increase  in  prices.  Do  you  think  that  was 
correct? — I should  have  been  surprised  that  you 
could  get  any  sound  statistical  argument  on  that 
point,  owing  to  the  great  changes  by  amalgamation 
and  otherwise  that  have  taken  place  in  the  character 
of  companies  in  the  past  10  years ; but  in  any  case 
it  does  not  follow  that  the  proportion  put  to  reserve 
before  the  War  was  the  ideally  correct  proportion. 

3901.  Is  there  any  real  distinction  in  the  position 
of  a shareholder  who  receives  a sum  in  dividends 
which  might  have  been  put  to  reserve,  and  himself 
invests  it  in  some  other  industrial  security? — I do 
not  quite  follow  the  question. 

3902.  Supposing  that  a company,  instead  of  put- 
ting to  reserve,  pays  the  amount  in  dividend  and 
that  the  shareholder  who  receives  that  dividend  in- 
vests it  in  some  other  industrial  security? — It  does 
not  follow  that  he  will.  If  he  does,  it  does  not 
make  very  much  difference;  hut  I am  inclined  to 
think  that  the  new  money  for  industry  is  being 
found  more  and  more  out  of  the  reserves  of  existing 
companies.  The  tendency,  in  the  case  of  a really 
progressive  industry,  is  for  those  who  manage  that 
industry  to  pay  the  shareholders  something  to 
satisfy  them  and  to  retain  as  much  as  they  possibly 
can  in  the  business  for  the  further  expansion  of 
that  business.  I think  that  is  one  of  the  most 
healthy  ways  in  which  additional  capital  for  busi- 
ness is  obtained,  and  I think  that  this  suggestion 
of  mine  would  leave  more  in  the  hands  of  the 
managers  of  the  business,  which  they  could  retain  in 
the  business  without  disappointing  their  share- 
holders. They  could  in  fact  use  it  as  an  argument 
with  the  shareholders  that  it  brings  them  within 
this  lower  rate  of  tax  if  they  retain  it  in  the  busi- 
ness. 

3903.  If  you  take  two  classes  of  shareholders : if 
you  take  Class  A,  who  receives  the  amount  in  divi- 
dend, and  'Class  B,  where  the  amount  is  retained 
by  a company  and  placed  to  reserve,  the  distinction 
is  really  between  borrowed  money  and  compulsory 
saving.  In  the  case  of  A,  he  may  save  or  he  may  not  ? 
— I think  the  argument  is  purely  psychological.  You 
might  say  that  if  you  could  earn  2s.  and  give  your 
shareholder  Is.,  your  20s.  shares  will  then  be  worth 
21s.,  whereas  if  you  gave  him  2s.,  they  would  be 
worth  20s.  Therefore  your  shareholder,  by  selling  5 
per  cent,  of  his  holding,  could  be  exactly  as  he  was 
previously;  he  would  have  obtained  his  2s.  But  in 
practice  people  do  not  act  in  that  way.  If  the  money 
is  retained  in  the  business,  it  is  much  less  liable  to 
be  spent  by  the  shareholder  releasing  a portion  of  his 
holding  than  if  it  is  paid  to  him  as  dividend ; because 
ho  looks  on  the  one  as  capital  and  he  looks  on  the 
other  as  income.  There  is  also  a further  point.  The 
expenses  of  raising  new  capital  are  heavy,  and  one 
of  the  great  advantages  of  increasing  capital  by 
retaining  money  in  the  business  is  that  it  is  a very 
cheap  way  by  which  companies  can  increase  their 
funds.  If  they  have  to  issue  new  shares  or  borrow 
in  the  market,  in  modern  conditions  they  have  to 
give  away  a dangerously  high  sum  in  order  to  make 
a successful  flotation.  If  they  retain  money  in  this 
way  it  costs  them  nothing;  they  have  a perpetual 
regular  flow  instead  of  an  occasional  large  but 
expensive  issue. 

3904.  The  point  I wanted  to  make  was  this,  if  I 
may  make  it  clear.  In  the  case  of  two  shareholders, 


A and  B,  the  one  receives  the  dividend  and  the  other 
has  it  invested  for  him.  Would  there  be  no  inequity 
in  taxing  the  one  and  exempting  the  other  according 
to  your  proposal? — 1 do  not  think  that  any  system  ol 
taxation  is  perfectly  fair.  I do  not  think  that  you 
would  increase  the  existing  unfairness.  It  exists  in 
every  case  of  the  Super-tax  payer  at  present. 

3905.  It  seems  to  me  that  it  would  have  the  effect 
of  encouraging  a certain  kind  of  saving,  namely, 
compulsory  saving,  as  against  voluntary  saving.  I 
do  not  press  that  point,  but  there  is  a difficulty,  I 
think? — It  seems  to  me  that  you  are  imputing  to  a 
new  system  of  taxation  an  inequity  that  exists  at 
present. 

3906.  Sir  JosiaJi  Stamp:  On  that  point  raised  by 
Sir  Charles  Addis,  there  is  rather  an  assumption  that 
Super-tax  is  being  lost  at  the  present  time  on  the 
amount  retained  by  the  company.  But  those  sums 
are  due  not  merely  to  people  with  incomes  charge- 
able at  a higher  rate  than  the  normal  rate,  but  are 
also  due  to  people  chargeable  at  a lower  rate  and 
on  the  average  probably  there  is  not  much  loss, 
because  there  is  no  repayment  to  anybody  on  the 
money  that  is  invested  for  them  by  the  company. 
The  shareholder  may  be  hit  by  having  the  tax  paid 
at  4s.  6d.  in  the  £ on  something  for  which  he  is 
only  liable  to  2s.  3d.,  and  if  you  take  the  whole 
amount  there  is  no  statistical  evidence  to  show  that 
the  real  rate  on  the  whole  lot  is  higher  than  the 
normal  rate.  The  thing  is  unfair  in  both  directions. 
On  this  statistical  point  about  reserves,  supposing 
that  the  company  makes  £10,000  profit  and  looks  at 
its  balance  sheet  and  sees  that  all  its  assets  are  intact, 
and  says:  “ We  will  pay  £5,000  in  dividend  and 
put  £5,000  to  reserve,”  and  that  goes  into  the 
business,  that  is  the  kind  of  thing  that  ought  to  be 
encouraged? — That  is  my  suggestion. 

3907.  Now  supposing  the  company  looks  at  its 
assets  and  says  : “ Wo  have  got  some  holdings  in 
Dunlop  that  have  depreciated  in  value;  we  must 
write  that  asset  down,”  and  they  deplete  their  profit 
and  loss  account  by  £5,000,  they  show  £5,000  profit 
and  they  pay  that  away  in  dividends,  apparently 
they  make  no  reserve,  but  do  they  not  in  effect  do 
exactly  the  same  as  the  first  company  ?— Yes,  I think 
so. 

3908.  Then  one  way  of  doing  it  is  to  put  it  into 
reserve  when  it  is  obviously  reserve,  but  we  none  of 
us  know  how  large  sums  out  of  profits  have  been 
saved  in  the  writing  down  of  assets? — No. 

3909.  Which  makes  it  almost  impossible  to  judge 
how  much  of  current  profits  have  been  kept  intact 
without  distribution.  It  would  seem  to  show  that  it 
is  a favourable  time,  would  it  not,  for  an  increase  in 
capital  when  everything  slumps  in  value.  By  the 
modern  ideas  of  a balance  sheet  you  compel  every- 
body to  put  money  on  one  side? — There  is  a striking 
instance  of  that  in  the  case  of  banks. 

3910.  Professor  Sail : That  would  apply,  of  course, 
to  depreciation  of  plant  as  well.  Sir  Josiah  Stamp: 
That  is  a more  regular  thing,  but  this  seems  to 
show  that  industry  is  being  particularly  hit  in  the 
saving  of  capital  at  a time  when  capital  values  are 
being  depreciated? — (Mr.  Keynes):  Of  course  it  does 
not  always  happen  that  companies  do  write  down 
assets  as  much  as  they  should. 

3911.  Sir  William,  McLintock : There  are  two 

methods.  One  company  writes  down  a specific  asset 
and  reduces  its  value,  probably  they  have  only  written 
it  down  to  market  value  and  then  they  hide  it  up  m 
a big  total;  another  company  actually  shows  the 
reserve  on  the  other  side,  and  the  result  is  exactly 
the  same  for  the  two  companies? — Yes. 

3912.  Would  you  consider  there  is  an  essential 
difference  between  the  one  which  shows  it  as  a true 
reserve  and  the  one  which  writes  it  down  to  its 
market  value  as  a legitimate  business  expense?  I 
think  the  existence  of  those  two  methods  renders  all 
estimates  of  amount  nearly  valueless  on  this  matter. 
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3913.  I agree.  They  will  have  to  reform  their 
methods  of  stating  balance  sheets  for  statistical 
purposes.  Sir  Josiah  Stamp  : What  I want  to  know 
is  whether  you  would  allow  the  writing  down  of 
capital  assets  to  be  charged,  as  a business  expense? 
— (Mr.  Keynes ) : I think  there  is  a great  difficulty 
about  it,  because  there  is  also  the  question  of  writing 
up.  If  you  are  to  allow  companies  to  write  down 
depreciation  of  assets  as  .a  business  expense  then  you 
must  compel  them  to  write  up,  and  that  would  in- 
volve valuations  on  the  part  of  the  Inland  Revenue, 
which  would  probably  be  impracticable.  I have 
always  regarded  the  unwillingness  of  the  Inland 
.Revenue  to  allow  writing  down  as  a balancing  item 
against  the  impracticability  of  compelling  companies 
to  write  items  up. 

3914.  Sir  Alan  Anderson : You  can  practically 

choose  now  for  a great  many  things,  can  you  not, 
whether  you  will  bring  in  the  rise  and  fall,  or  whether 
you  will  not? — Also  it  seems  to  me  that  if  you  have 
writings  up  and  down  in  accordance  with  fluctuations 
in  the  value  of  money  and  include  these  in  income 
account,  you  would  reach  an  impossible  situation. 

3915.  Sir  -J osiah  Stamp : I was  going  to  ask  you 
how  you  would  avoid  the  appalling  mess  that  Wash- 
ington has  got  into  the  last  three  or  four  years? — I 
do  not  quite  understand  the  relevance  to  what  I was 
proposing,  because  I was  not  suggesting  any  change 
in  this  particular  respect. 

3916.  We  were  on  the  question  of  the  method  of 
handling  reserves  in  the  different  kinds  of  companies. 
I was  wondering  if  you  were  going  to  have  differential 
treatment  at  all? — Your  point  relates  to  the  definition 
of  profit.  My  suggestion  does  not  really  touch  that. 

3917.  You  would  allow  profit  to  be  defined  as  now? 
—Yes. 

3918.  And  you  would  get  over  all  difficulties  about 
exempting  reserves  or  giving  preferential  treatment, 
by  charging  companies  at  a low  rate  of  tax? — Yes. 

3919.  Mr.  Bell : What  would  be  the  additional  tax 
to  the  widow  who  lives  in  Hyde  or  the  physician 
who  lives  in  Harley  Street?  How  is  it  to  be  made 
UP  ? — It  does  not  affect  his  position,  because  he  is  at 
present  liable  to  Super-tax. 

3920.  I take  it  that  the  net  result  of  this  proposal 
would  be  that  companies  would  be  relieved  of  a good 
deal  of  taxation  as  long  as  they  kept  certain  reserves 
intact.  How  will  the  revenue  make  that  up  ? — It 
would  be  made  up  in  various  ways,  partly  by  a general 
regraduation  which  will  bring  the  Super-tax  limit 
down  and  partly  by  some  increase  in  the  personal 
tax  all  along  the  line.  But  the  Harley  Street  prac- 
titioner would  not'  be  injured  by  that  any  more  than 
any  other  individual  of  equal  income. 

3921.  But  individuals  would  have  to  find  the 
amounts  of  which  industrial  concerns  are  given  the 
benefit? — Yes,  wherever  you  relieve  ,a  particular  sort 
of  income  from  taxation  you  must  make  it  up  on 
some  other  sort  of  income,  certainly. 

3922.  Do  you  not  fear  that  that  might  be  a pre- 
ferential treatment  of  one  sort  of  people? — It  depends 
how  much  public  opinion  was  influenced  by  the 
desirability  of  exempting  what  are  certainly  savings. 
I think  it  may  be  that  the  encouragement  to  savings 
is  rather  a fetish  sometimes ; I do  not  think  it  ought 
to  be  pushed  to  its  extreme  point.  But  I am  assum- 
ing that  in  existing  conditions  we  want  to  do  a little 
to  help  savings. 

3923.  All  sorts  of  savings  equally?— All  those  that 
we  can  encourage  without  opening  doors  to  evasion, 
and  L think  that  confines  rather  narrowly  the  types 
that  you  can  assist. 

3924.  Would  that  really  be  possible  in  regard  to 
individuals,  do  you  think?— No,  I do  not  think  it 
would. 

3925..  Then  it  would  in  effect  be  letting  savings  of 
a cei  ain  class  off  taxation  and  not  letting  off  another 
c ass  of  savings  ? — I am  inclined,  perhaps  wrongly, 
rush  on  one  side  all  these  minor  questions  of 
eTiuty  between  individuals,  because  I think  that  line 


of  argument  leads  always  to  abusing  a new  tax  as 
against  an  old  tax.  Every  tax  that  has  ever  been 
devised  is  packed  full  of  these  small  inequities. 

3926.  The  inequity  seems  to  me  to  be  a pretty  big 
one? — If  these  are  emphasised  it  suggests  that  the 
new  taxes,  because  they  have  them,  have  them  more 
than  the  old  taxes.  If  we  were  to  go  through  the 
old  taxes  we  should  find  just  as  many  anomalous 
cases . 

3927.  Sir  Alan  Anderson : I suppose  there  is  an 
inherent  objection  to  every  new  tax.  You  do  not 
want  to  change  the  method  of  taxation? — There  is 
always  an  objection  to  a new  system  of  taxation. 
One  never  wants  to  alter  our  system  of  taxation  for 
no  reason  at  all. 

3928.  Svr  Josiah  Stamp:  There  is  no  enormous 
difference  in  the  question  of  equity  between  one 
individual  and  another  and  the  social  value  of  savings. 
In  your  judgment,  the  social  value  of  savings  might 
be  allowed  to  prevail? — Yes,  but  I sympathise  with 
Mr.  Bell’s  point  of  view.  I think  there  is  a danger 
of  going  too  far  in  the  other  direction. 

3929.  Mr.  Bramley  : What  would  be  the  effect  on 
the  banks?  Would  your  proposal  tend  to  reduce  the 
total  amount  of  savings  in  the  hands  of  banks,  and 
increase  the  total  amount  of  savings  in  the  hands 
of  companies? — I do  not  think  so.  Do  you  mean  that 
it  would  increase  the  amount  of  the  deposit  accounts 
in  banks  ? The  .alternative  to  the  money  being  re- 
tained by  the  companies  is  that  the  investor  would 
either  spend  it  or  invest  it  in  some  other  way.  Of 
the  other  ways  in  which  they  can  invest  it,  putting 
it  on  deposit  at  their  banks  is  only  one  of  many. 

3930.  The  temptation  would  be  to  leave  more  money 
in  the  hands  of  the  companies,  would  it  not? — Not 
so  much  the  temptation  as  the  compulsion. 

3931.  That  would,  of  course,  reduce  the  amount  of 
bank  deposits,  would  it  not? — It  would  reduce  the 
amount  of  money  available  for  investment  in  other 
ways,  and  it  is  only  in  so  far  as  interest-bearing 
deposits  at  the  bank  are  a form  of  investment  that 
they  would  be  affected.  It  would  not  affect  the 
amount  on  current  account,  and  I should  not  think 
it  would  much  affect  the  amount  held  on  deposit;  but 
it  might. 

3932.  Mrs.  Wootton:  I understand  you  do  not  in- 
tend to  alter  seriously  the  present  graduation  of 
Income  Tax? — No.  I think  that,  if  you  were  to 
merge  Super-tax  and  the  fluctuating  part  of  Income 
Tax,  as  I suggest,  there  are  certain  adjustments  that 
one  would  inevitably  think  it  wise  to  make;  there 
are  certain  small  adjustments  which  at  present  arise 
inevitably  out  of  there  being  two  taxes,  which  you 
would  take  the  opportunity  of  correcting. 

3933.  Your  proposal  is  to  relieve  savings  much  more 
than  to  make  any-  change  in  general  taxation? — Yes. 

3934.  Mr.  Bowen : Would  your  proposal  mean  less 
revenue? — It  would  mean  less  revenue  from  a par- 
ticular source,  which  would  have  to  be  made  up  from 
other  sources. 

3935.  Have  you  in  mind  what  those  sources  would 
be? — My  idea  was  that  the  total  receipts  from  Income 
Tax  and  Super-tax  would  not  be  diminished  unless 
there  were  other  reasons  for  diminishing  them;  that 
it  would  be  a redistribution  between  Income  Tax  and 
Super-tax  payers  rather  than  a relief  of  those  classes ; 
but  if  there  was  money  which  was  available  to  relieve 
some  class  or  other,  personally  I think  the  Income 
Tax  payers  are  those  who  ought  to  receive  it.  I 
think  that  of  the  present  taxes  the  Income  Tax  and 
Super-tax  are  the  most  excessive. 

3936.  Sir  William  McLintoch  : Assume  that  a lower 
rate  of  tax  is  applied  to  limited  companies ; they  have 
a bigger  sum  available  then  for  either  distribution  or 
reserve? — Yes. 

3937.  If  you  assume  that  they  pay  a larger  divi- 
dend by  reason  of  the  lower  Income  Tax,  that  larger 
dividend  will  in  turn  be  subject  to  the  higher  rate 
of  Super-tax  that  you  suggest? — Yes. 

3938.  One  may  very  well  off-set  the  other?— I assume 
that  the  companies  would  to  a certain  extent  increase 
their  nominal  rate  of  dividend. 
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3939.  Sir  Josiah  Stamp:  You  do  not  think  that 
they  would  retain  in  their  business  the  whole  of  the 
difference? — No.  I do  not. 

3940.  A great  many  of  them  already  retain  all  they 
want  and  they  would  have  no  use  for  this  money,  and 
they  would  pay  it  out  as  a larger  gross  dividend? — 
Yes,  and  in  so  far  as  they  paid  it  out  as  a larger  gross 
dividend,  no  revenue  would  be  lost. 

3941.  Sir  William  McLintock : And  the  revenue 
would  gain  on  the  higher  Super-tax? — Yes. 

3942.  That  would  be  the  tendency,  would  it  not? — 
I think  the  tendency  would  be  that  a certain  amount 
extra  ■would  be  retained  in  the  business. 

3943.  A portion  of  it? — A portion  of  it.  All  this 
discussion  has  been  based  upon  joint  stock  companies. 
But  the  case  of  insurance  companies  is  very  import- 
ant, because  the  amount  of  the  additional  savings  of 
the  country  that  accrues  in  the  hands  of  insurance 
companies  per  annum  is  something  prodigious,  and 
that  part  automatically  accumulates  at  compound 
interest  and  it  is  an  increasingly  large  source  of 
savings.  If  they  accumulated  at  a higher  net  rate 
of  interest  than  they  do  now  it  would  make  a very 
material  difference  to  the  amount  of  savings.  I 
attach  more  importance  to  that  so  far  as  the  magni- 
tude of  the  additional  savings  is  concerned  than  I do 
to  the  other  point. 

3944.  Would  it  increase  the  bonuses  paid  by  insur- 
ance companies? — It  would  increase  them,  certainly, 
if  you  mean  the  ordinary  type  of  bonus  which  is  a 
deferred  bonus;  it  means  that  the  insured  person 
at  the  maturity  of  the  policy  receives  a larger  sum. 
If  money  is  accumulating  in  the  hands  of  the  insur- 
ance company  at  a higher  rate  of  interest  there  is 
a larger  fund  to  be  returned  to  the  policy  holder  at 
the  end  of  the  period,  and  that  is  simply  another 
nay  of  saying  that  the  bonuses  are  higher. 

3945.  In  that  case  no  tax  would  ever  be  paid  on 

those  bonuses?  I do  not  say  no  tax;  they  would  pay 
standard  tax.  1 J 

3946.  Except  the  standard  tax.  A limited  company 
might  distribute  surplus  profits  at  some  future  date? 
— Yes. 


3947.  Sir  Alan.  Anderson:  Does  not  an  insurant 
company  pay  income  Tax?-It  pays  Income  Tax 
certainly;  that  is  the  point  of  my  answer;  it  wouk 
continue  to  pay  standard  tax. 

3948.  When  one  takes  out  a policy  one  escapes  tin 
Income  lax  on  the  premium?— Up  to  a certain  point 
the  company  pays  Income  Tax  all  the  time. 

3949.  When  you  answered  about  the  doctor  or  the 
lawyer,  the  man  who  is  making  a personal  income,  1 
think  you  said  that  he  was  a hard  case,  did  you  not?- 
I said  that  lie  is  a hard  case  now. 

Tn'  flt  ® DO  iTf®  than  'a  ^rivate  now. 

You  say  they  would  be  hard  cases,  too?— They  are  a 
hard  case  too.  It  is  simply  that  anybody  who  is 
liable  to  Super-tax,  and  who  saves  out  of  his  income 
is  m a worse  position  than  a company  which  saves 
correspondingly  My  proposal  slightly  aggravates 
that  inequity  But  any  scheme  for  helpinfsJS 
311  SaVingS  C^a]I-y  » inequitable 

Mr  Bellk:  Thf-  ]S  an  lllstance  of  my  objection  tc 

J ’ ®el1  s suggestions  m some  of  his  questions  whicl 
aie  along  these  lines:  No  way  of  helping  savings 
uould  help  all  savings  to  an  exactly  equal  extent 
therefore  an  element  of  unfairness  is  involved;  there 

rkTJrUofmpht+neVer  hrlp  Savings'  This  result  is  the 
nangei  of  that  way  of  arguing. 

3951  Mr.  Bell  : Still,  of  course,  it  is  the  wish  of  all 

notUSa  bn^fV1'  ^ fan'  f°  a11  classes  if  wc  can-  It  is 

lot  a bad  thing  m itself  to  be  rather  careful?— No 
certainly  not;  I agree  with  that;  but  I think  tint 

ofeactk>n? % PerS°n  ^ t0  retire  from  a11  f°rme 

r>ofnf2':ohtlTman : •]Vi11  y°U  proceed  with  the  next 
point  in  your  evidence ?— There  is  the  question 

as  to  what  part  of  our  debt  we  should  be  prepared 
keep  permanently  m a short-dated  form.  1 I think 

s fn  ind?dmonn  “ °ften  because  it 

as  founded  on  a fake  analogy  with  the  case  of  a 


private  individual  or  of  a company.  It  is  clearly 
advantageous  for  a company  to  have  its  debentures 
of  a long  date,  so  that  there  may  not  be  any  risk  of 
their  falling  due  at  a time  when  the  company  is 
embarrassed,  or  less  easily  able  to  raise  money.  I 
think  the  extension  of  that  to  the  State  is  a false 
analogy.  I see  nothing  unsafe  in  the  fact  that  the 
amount  of  short-dated  debt  falling  due  for  renewal 
year  by  year  is  one  figure  rather  than  another  figure. 
My  criterion  would  be  determined  by  the  amount  of 
debt  which  could  be  kept  floating  one  year  with 
another  in  a short-dated  form  at  a lower  average 
rate  of  interest  than  if  it  were  in  long-dated  form.  I 
believe  that  the  amount  that  could  he  kept  floating 
on  that  criterion  is  very  large,  simply  for  the  reason 
that  there  are  a large  number  of  holders  of  funds, 
particularly  banks,  to  whom  it  is  so  advantageous 
to  have  debt  which  is  regularly  maturing  that  they 
are  prepared  to  accept  a lower  rate  of  interest  on  it 
than  on  debt  which  does  not  mature  in  that  way.  In 
a long-dated  debt  the  lender  knows  what  interest  he 
will  receive  annually  for  a long  time  ahead;  he  does 
not  know  for  certain  what  the  market  value  of  his 
loan  will  be;  in  the  short-dated  debt  he  knows  what 
the  market  value  will  be  year  by  year  in  the  near 
future;  he  does  not  know  for  certain  exactly  what 
rate  of  interest  he  will  receive.  From  the  point  of 
view  of  the  State  it  seems  to  me  indifferent  in  which 
form  they  borrow,  but  there  is  a certain  class  of 
lenders  to  whom  one  kind  is  very  much  preferable 
and  there  is  -another  class  to  whom  the  other  kind  is 
very  much  preferable,  and  I think  the  division 
between  the  two  forms  of  debt  ought  to  be  deter- 
mined by  the  proportionate  appetites  of  those  two 
classes  of  investors. 

3953.  Mr.  Bell:  In  the  result,  I take  it,  you  agree 
that  there  has  been  an  enormous  saving  to  the  State 
by  the  cheaper  form  of  borrowing  on  short-term 
security? — Very  great  indeed. 

3954.  Sir  Josiah  Stamp:  Would  you  agree  that  tlio 
appetite  will  vary  according  as  the  times  are  good  or 
had  ? — Yes. 

3955.  Would  you  settle  it  by  the  period  of  minimum 
appetite? — There  is  a certain  difficulty  there.  It  is 
in  the  interests  of  the  trading  community  that  the 
short-dated  debt  of  the  Government  should  be  some- 
what reduced  in  good  times  and  somewhat  increased 
in  bad  times.  But  those  dates  may  not  coincide  with 
the  dates  at  which  it  is  most  profitable  for  the 
Government  to  convert  its  debt  from  one  form  into 
the  other.  You  may,  I think,  have  a dilemma  some- 
times between  which  objective  to  follow.  If  you  can 
fund  your  debt  more  satisfactorily  in  good  times,  that 
is  the  moment  to  fund  rather  than  in  bad  times. 

3956.  Therefore  you  would  not  object  to  the  step 
taken  in  reducing  the  huge  Floating  Debt  that  was 
frequently  coming  on  the  market  in  1920  to  more 
man  ageable  dimensions  ? — No. 

3957.  It  was  a source  of  great  danger  at  the  time, 
and  was  in  constant  competition  with  the  gluttonous 
demands  for  money  in  the  industrial  market? — I 
think  it  was  healthy,  because  it  tended  to  direct  new 
savings  into  the  commercial  market  rather  than  into 
the  investment  market.  It  is  a characteristic  of  good 
times  that  the  new  savings  of  the  community  ought 
to  be  put  iat  the  service  of  trade  rather  than  flow 
into  investments.  If  the  Government  at  that  time  is 
floating  long-dated  loans  to  the  investor  and  using 
the  proceeds  to  repay  the  market  its  short-dated 
loans  it  does  just  what  is  wanted ; it  brings  the  new 
savings  of  the  community  into  the  service  of  com- 
rnerce.  On  the  other  hand,  in  bad  times,  when  the 
demands  of  commerce  are  reduced,  the  opposite  is 
true;  but  I believe  that  the  fluctuations  which  would 
be  practicable  in  the  volume  of  the  floating  debt  as 
between  good  times  and  bad,  would  not  be  a very 
large  percentage  of  the  whole. 

3958.  Not  more  than  10  per  cent,  probably- — No, 
not  more  than  10  per  cent. 

3959.  Mr.  Bell : I am  quite  clear  that  there  is  a 
fallacy  in  the  argument  that  a shorteterm  debt  is 
bad,  but  it  seems  to  have  been  laid  down  almost  as 
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a financial  principle  that  yon  must  get  rid  of  a 
short-dated  debt  of  this  kind.  You  are  entirely 
opposed  to  that? — Yes,  entirely  opposed  to  it;  indeed, 

1 think  if  it  were  carried  very  far  it  would  put  our 
banking  system  into  an  extremely  difficult  situation. 

It  would  be  driving  bankers  into  a form  of  security 
which  is  not  the  most  suitable  for  them. 

3960.  Sir  Charles  Addis  : Can  you  make  any  sug- 
gestion as  to  the  amount  of  Floating  Debt  that 
might  be  considered  permanent? — Is  it  possible  to 
arrive  at  an  estimate? — It  is  rather  difficult  to  give 
a figure,  because  one  does  not  quite  know  at  what 
point  to  draw  the  line,  whether  1929  War  Bonds  are 
short-dated  debt,  whether  1932  Treasury  Bonds  are. 

3961.  Might  I take  Treasury  Bills  as  an  instance  of 
Floating  Debt? — I should  certainly  merge  with 
Treasury  Bills  all  the  National  War  Bonds  which  are 
of  quite  short-date — up  to  1927/1928.  I do  not  see 
anything  very  wrong  in  the  present  amount. 

3962.  You  do  not  think  there  is  any  danger  with 
the  amount  at  the  present  level? — No. 

3963.  That  is  to  say,  if  a demand  were  made  for 
money,  the  Government  could  always  command  the 
situation  by  raising  the  interest  on  short-dated  loans? 
— That  is  so,  but  supposing  trade  was  to  revive  very 
definitely,  I think  it  would  be  a sound  policy  if  the 
Government  tried  to  fund  some  of  it  and  then  was 
prepared  to  allow  some  to  be  reconverted  into 
short-period  debt  later  on.  I do  not  think  they 
should  aim  at  a much  lower  figure  than  the  present 
figure  as  an  average. 

3964.  Mr.  Bell : Might  not  the  existence  of  the 

Floating  Debt  hamper  the  Government  in  any  con- 
version scheme  by  making  it  more  difficult  to  raise 
the  cash  if  the  conversion  terms  offered  were  not 
accepted? — I think  that  assumes  that  we  are  always 
wanting  to  have  conversion  schemes,  that  the  ultimate 
object  of  the  Treasury  is  to  convert  everything.  I 
do  not  think  it  would  make  very  much  difference. 
Supposing  you  had  a certain  part  of  the  public 
naturally  attracted  by  long-dated  debt  and  a 
certain  part  of  the  public  naturally  attracted  by 
short-dated  debt,  you  do  not  get  any  rapid  change 
between  those  Wo  classes  of  investors,  and  therefore 
the  market  for  the  long-dated  debt  would  be  much 
the  same  at  one  time  as  at  another.  In  fact  by 
having  mopped  up  all  the  really  short-dated  lenders 
into  your  short-dated  debt,  you  have  a more  steady 
supply  of  lenders  for  your  long-period  debt. 

3966.  Sir  Charles  Addis  : If  the  rate  of  interest  on 
the  short-dated  debt  eventually-  became  the  same  as 
on  the  long-dated  debt,  would  there  not  be 
competition? — If  that  happened,  I should  say  it  was 
a sign  that  the  short-dated  debt  was  getting  excessive. 

3966.  You  would  consider  whether  it  was  a good 
opportunity  to  fund.  You  would  take  the  two 
circumstances  together? — I think  it  is  inevitable  that 
you  should.  When  the  Government  has  been  erring 
a little  in  one  direction,  it  would  probably  be 
difficult  to  correct  it,  because  it  is  just  that  difficulty 
which  has  probably  led  to  the  situation  which  is 
making  the  trouble. 

3967.  In  your  view  the  management  of  this  amount 
of  Floating  Debt,  which  I take  it  on  your  suggestion 
would  have  to  be  increased  and  diminished  in 
accordance  with  the  fluctuations  in  the  competition  of 
trade  for  funds,  would  involve  a certain  amount  of 
control? — It  would  involve  a certain  amount  of 
intelligence. 

3968.  You  are  not  apprehensive  as  to  the  degree 
of  intelligence  that  would.. be  available  for  controlling 
credit  in  that  way,  are  you? — I think  it  is  quite 
impossible  to  write  down  certain  rules  in  a book  and 
then  have  the  Treasury  run  by  clerks  from  that  time 
onwards  by  reference  to  the  book. 

3969.  Professor  Hall : I think  you  mentioned  that 
you  would  convert  from  short-dated  loans  to  funded 
loans  in  times  of  good  trade? — That  is  a secondary 
point.  I should  do  that  if  it  was  not  too  expensive. 

3970.  Would  not  that  be  rather  an  unfavourable 
time  for  funding  ? — It  would ; that  is  the  difficulty. 


The  reason  for  that  is  that  during  trade  booms, 
owing  to  the  nature  of  our  credit  system,  the  price 
of  long-dated  securities  is  unduly  affected. 

3971.  Sir  Alan  Anderson:  Does  it  not  come  to  this, 
that  you  would  go  on  with  the  short-dated  securities 
you  have  got  now,  unites  you  found  you  would  save 
money  by  converting? — Yes,  that  is  what  it  comes  to. 

3972.  Sir  Charles  Addis : In  times  of  commercial 
expansion  do  you  regard  the  existence  of  the  Floating 
Debt  as  tending  to  raise  the  rate  of  interest  for 
business  purposes? — No,  I do  not  think  it  does  that, 
but  the  existence  of  a Floating  Debt  affords  an 
opportunity  for  diverting  savings  into  the  direction 
of  'business  in  the  way  in  which  I have  indicated. 

It  gives  to  the  Treasury  an  opportunity,  by  funding 
its  debt,  of  getting  savings  from  the  public  and 
putting  those  savings  at  the  disposition  of  commerce, 
and  if  it  is  practicable  to  do  that,  it  is  a good  thing 
to  do;  but  if  it  cannot  be  done,  then  it  cannot. 

3973.  Chairman : Will  you  go  on  to  your  next  point 
now? — My  next  point  is  the  one  to  which  I really 
attach  most  importance.  It  relates  to  times  of  re- 
payment. I think  some  debt  should  he  repaid  every 
year  in  the  interests  of  sound  budgeting  and  sound 
finance  generally.  It  is  a sound  principle  to  have 
some  margin,  and  the  policy  of  having  a Sinking 
Fund  of  a certain  amount  is  a way  of  insuring  that. 
But  when  you  consider  repayments  of  debt  on  a 
larger  scale  than  is  required  by  sucb  considerations, 

I think  again  there  is  a danger  of  applying  the  false 
analogy  of  .an  individual  who  is  in  debt,  who  would 
naturally  wish  to  clear  off  his  obligations  at  the  first 
possible  moment.  The  effect  of  paying  off  debt  is 
to  take  money  from  the  body  of  taxpayers  and  to 
place  it  at  the  disposal  primarily  of  a particular  form 
of  investment.  If  a holder  of  Government  debt  is 
paid-  off  he  will  probably  want  to  reinvest  in  some- 
thing of  the  same  kind.  Thus  I should  say  that  the 
main  effect  of  debt  repayment  at  a rapid  rate  is  to 
divert  the  surplus  resources  of  the  community  into 
the  gilt-edged  stock  market.  Sometimes  this  may 
be  a very  right  thing  to  do.  If  the  demand  for 
capital  which  is  offered  in  that  particular  form  is 
brisk,  then  that  is  a good  opportunity  to  pay  off  debt. 
But  the  policy  of  paying  off  debt  regardless  of  the 
outlet  is,  I think,  a very  doubtful  one.  I think  that 
probably  mistakes  were  made  on  those  lines  in  the 
’nineties,  though  I do  not  know  the  history  of  that 
period  well  enough  to  he  sure.  I am  clear  that  if 
at  the  present  time  upwards  of  one  hundred  million 
pounds  of  debt  is  repaid  annually,  that  may  take  a 
larger  part  of  the  surplus  of  the  community  and  put 
it  at  the  disposal  of  the  gilt-edged  market,  than  is 
desirable.  But  I should  look  to  the  criterion  of  the 
demand  for  the  outlet  for  savings  in  investments  of 
the  trustee  type  rather  than  to  any  other  criterion 
in  deciding  how  fast  I should  repay  debt,  once  I 
had  got  a sufficient  balance  on  the  right  side  to 
satisfy  the  requirements  of  ordinary  good  finance. 

3974.  Sir  Josiali  Stamp : As  a corollary  to  that 
point  we  have  had  the  amount  of  diversion  that 
excessive  debt  repayment  introduces  put  to  us  in  this 
form.  You  draw  your  taxes  from  businesses  which 
are  progressive  but  relatively  obscure,  and  you  de- 
plete what  they  would  otherwise  have  had  for  their 
development.  Yon  direct  money  by  debt  repayment, 
a.s  you  say,  to  the  gilt-edged  market,  which  is  not 
big  enough  or  extensive  enough  to  absorb  the  sums 
so  directed,  and  they  seek  the  next  best  thing,  which 
are  debentures,  and  good  industrial  shares  in  very 
large  undertakings.  Therefore  an  excessive  debt  re- 
payment has  the  effect  of  encouraging  the  financing 
of  the  largest  and  best  known  concerns  and  discourag- 
ing private  enterprise? — T think  that  is  true,  hut  I 
should  put  even  more  strongly  the  point  that  it 
has  the  effect  of  encouraging  Colonial  investments  as 
against  all  types  of  English  industrials. 

3976.  And  even  against  English  debentures  ? — Even 
against  English  debentures;  because  Colonial 
securities  are  considered  by  the  public  as  nearer  to 
the  true  gilt-edged  type  than  even  English  industrials 
are. 
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3976.  Mr.  Bramley : The  continuation  of  the 

interest  liability  is  a question  of  distribution,  not  of 
total  wealth  of  the  community? — Provided  that 
interest  is  being  met  by  taxation  on  the  right  class 
of  the  community,  I do  not  think  that  ought  to  be 
a determining  consideration.  It  is  out  of  one  pocket 
into  another ; whereas  the  other  considerations  that  I 
have  been  mentioning  have  regard  to  the  growth  of 
the  aggregate  wealth  of  the  community. 

3977.  Mrs.  Wootto-n:  What  prevents  this  diversion 
from  correcting  itself?  What  prevents  the  tendency 
to  invest  in  gilt-edged  securities  to  straighten  it  out 
again  ? — The  fact  that  there  is  very  imperfect  fluidity 
in  the  investment  market.  It  is  not  true  that  capital 
seeks  the  channels  of  most  lucrative  investment  by 
itself.  It  does  nothing  of  the  kind.  The  business  of 
investment  is  most  unsuccessfully  carried  on,  because 
it  is  largely  conducted  by  persons,  namely,  the 
individual  investors,  who  know  nothing  whatever 
about  it.  It  is  lack  of  knowledge. 

3978.  Sir  Josiah  Stamp : It  is  conservatism,  too? — 
It  is  conservatism,  obedience  to  convention,  and  lack 
of  knowledge.  That  is  inevitable,  and  those 
characteristics  exist  in  the  greatest  degree  in  the  gilt- 
edged  type  of  investor.  He  goes  into  that  class  of 
security  precisely  because  he,  rightly,  does  not  like  to 
trust  his  own  judgment.  Therefore,  you  are  putting 
the  resources  of  the  community,  if  you  repay  debt  too 
fast,  into  the  hands  of  the  class  of  persons  who  have 
least  courage  and  least  skill  in  the  utilisation  of 
resources. 

3979.  Mrs.  Wootton:  There  is  not  a sufficient 
margin  also  in  the  gilt-edged  market  ? — The  gilt-edged 
market  is  so  enormously  large  as  compared  with  the 
industrial  market  that  there  is  not  a sufficient 
margin.  I am  convinced  that  the  disparity  in  the  size 
of  the  gilt-edged  market  and  the  other  markets  is 
much  greater  than  is  commonly  appreciated. 

3980.  Is  that  lack  of  fluidity  constant,  or  does  it 
increase  and  decrease? — I think  it  varies.  At  times 
when  the  general  investing  public  have  suffered  mis- 
fortunes so  that  they  have  no  courage,  the  lack  of 
fluidity  is  much  greater  than  when  they  have  been 
having  a rather  fortunate  time  and  are  speculatively 
inclined. 

3981.  Mr.  Sickens : It  has  been  put  to  us  in 
evidence  that  if,  by  means,  for  instance,  of  a Capital 
Levy,  we  could  pay  off  the  whole  of  the  debt  and 
thus  relieve  the  State  of  some  £300,000,000  a year 
m the  way  of  interest,  that  £300,000,000  would  be 
available  for  other  public  purposes,  such  as  education 
and  so  forth.  Would  you  regard  that  as  a fallacy 
or  as  a fact? — The  only  valid  distinction  between  a 
Captal  Levy  and  taxes  of  the  class  of  the  Income 
Tax,  is  that  one  falls  more  upon  those  who  hold  wealth 
and  the  other  more  on  those  who  earn  incomes.  That 
is  to  say,  one  is  on  the  existing  holders  of  wealth, 
the  other  is  on  the  potential  future  holders  of  wealth. 

3982.  That  is  to  say,  it  might  re-distribute  the 
burden,  it  would  not  affect  the  magnitude  of  it? — 
It  would  re-distribute  the  burden  in  the  interests  of 
persons  who  are  now  earning  their  wealth,  as  against 
persons  who  have  earned  their  wealth  in  past  times. 

3983.  Mrs.  Wootton-.  It  might  be  better,  might  it 
not,  for  the  State  to  extend  it  in  certain  directions, 
rather  than  in  others,  from  a purely  psychological 
consideration? — I think  that  would  be  very  small, 
compared  with  the  point  that  I have  mentioned. 
The  evil  seems  to  arise  when,  in  order  to  make  the 
Budget  balance,  the  rate  of  Income  Tax  upon  current 
effort  gets  so  high  as  to  discourage  that  effort.  1 
think  the  evil  of  discouraging  that  effort  may  be 
greater  than  the  evil  of  disappointing  the  expecta- 
tions of  persons  who  earned  their  wealth  in  the 
past. 

3984.  Sir  Alan  Anderson : In  fact  it  is  better  to  go 
on  collecting  money  from  Income  Tax,  so  long  as  you 
are  not  pushing  it  too  far  ? — Yes. 


3986.  Mrs.  Wootton  : There  is  a sort  of  convention 
that  you  ought  not  to  spend  out  of  the  National 
Exchequer  more  than  a certain  sum,  partly  for 
psychological  reasons.  If  you  are  relieved  of  the 
obligation  of  spending  the  amount  of  the  debt 
interest,  it  might  be  possible  to  divert  it  to  the  other 
objects? — I doubt  if  that  convention  would  last  long 
if  it  was  divorced  from  the  real  burden  of  taxation. 
I should  not  attach  much  importance  to  that  argu- 
ment in  founding  a permanent  system  of  taxation  for 
the  country,  because  those  conventions  have  a very 
short  life.  The  position  now  is  totally  different  from 
what  it  was  a very  few  years  ago. 

3986.  Mr.  Sickens : Another  point  of  view  that 
was  put  to  us  was  that  the  question  of  debt  repay- 
ment is  not  really  a very  serious  matter,  that  the 
general  public  are  used  to  a debt  of  £6,000,000,000 
odd,  and  that,  as  it  falls  due,  it  will  be  a matter 
of  no  difficulty  to  replace  it;  therefore  there  is  no 
urgency  in  redeeming  the  debt? — My  view  is  that 
there  is  no  urgency  to  redeem  the  debt  unless  the 
State  has  other  important  objects  for  which  it  wants 
the  money;  that  is  to  say,  if  it  is  a question  of 
replacing  unproductive  debt  by  productive  debt,  that 
may  be  a very  strong  reason  for  reducing  the  unpro- 
ductive debt,  but  if  there  is  no  argument  of  that  kind, 
reducing  debt  for  its  own  sake  I think  is  an  undesir- 
able policy,  because  it  is  not  really  increasing  the 
wealth  of  the  community,  it  is  forcing  the  surplus 
of  the  community  into  a particular  channel,  which 
may  not  be  the  channel  into  which  it  ought  to  flow. 

3987.  Sir  Alan  Anderson  : You  mean  the  argument 
in  favour  of  the  reduction  of  debt  is  primarily  to 
retain  the  credit  of  the  State  so  that  it  can  borrow 
more  if  it  wants  to? — That  is  an  argument  which 
is  used. 

3988.  That  is  what  you  think,  is  it  not : you  would 
not  do  it,  except  for  the  credit  of  the  State? — I 
would  not  call  it  the  credit  of  the  State.  I would 
say  that  if  the  State  has  a demand  for  the  money, 
if  the  State  is  itself  in  the  gilLedged  market  as  a 
borrower,  directly  or  indirectly,  for  productive  pur- 
poses, then  in  order  to  make  that  productive  borrow- 
ing easier  there  is  a good  deal  to  be  said  for  paying 
off  the  debt.  But  if  there  is  no  natural  outlet  for 
the  sums  released  by  repayment  of  debt,  then  it  is 
a mistake  to  repay  debt. 

3989.  Sir  Charles  Addis  : Supposing  the  demand  for 
gilt-edged  securities,  both  at  home  and  abroad,  was 
relatively  small,  the  effect  would  be  to  drive  money 
into  industry,  would  it  not? — The  investor  would  be 
tempted  probably  into  the  second-rate  bond,  than 
which  there  is  no  worse  investment. 

3990.  Might  there  not  be  also  a favourable  result 
in  the  reaction  on  rates  of  intorost  from  the 
reduction  of  debt? — It  is  a roundabout  way  of  pro- 
ducing your  result,  to  take  money  from  industry  in 
the  hope  that  some  of  it  may,  by  another  channel 
find  its  way  back  there. 

3991 . Mr.  Bramley  : May  I just  ask  for  information 
on  this  sentence  in  paragraph  3 of  your  paper  : “ For 
example,  if  the  Local  Loans  Authorities  or  Borough 
or  County  Authorities,  are  involved  in  heavy  expen- 
diture for  housing  or  public  works,  which  they  can 
only  cover  by  borrowing  in  the  gilt-edged  market, 
then  a simultaneous  repayment  of  National  Debt  by 
the  Treasury  may  be  just  the  right  thing  to  do.” 
Does  that  mean  that  if  you  could  encourage  local 
expenditure  proportionately  to  the  repayment  of  the 
debt,  that  would  be  an  advantage? — Perhaps  I can 
illustrate  it  in  this  way.  ,1  think  about  two  years 
ago  (I  am  not  sure  of  my  exact  dates)  various  local 
authorities,  county  and  municipal  boroughs,  and  those 
authorities  who  borrow  through  the  Local  Loans 
Fund,  had  big  schemes  on  hand  which  required  large 
issues  by  them.  At  that  same  date  we  were  in  fact 
repaying  Government  debt  at  a very  rapid  rate. 
One  of  those  things  offset  the  other.  I think  it  was 
quite  a healthy  thing.  Money  which  had  been  repaid 
by  the  Government  found  an  outlet  in  these  loans  of 
local  authorities.  At  the  present  time,  when  local 
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authorities  have  operations  on  foot  on  a much 
smaller  scale,  the  amounts  they  are  borrowing  are 
relatively  trifling.  An  equal  repayment  of  . debt 
therefore  at  the  present  time  would  be  less  advisable 
than  it  was  in  the  circumstances  of  two  years  ago. 

3992.  Sir  Charles  Addis:  You  say:  “ If  the  supply 
of  new  gilt-edged  securities  is  limited,  thus  indicat- 
ing that  the  demand  for  capital  by  borrowers  of  that 
type  is  not  extensive,  then  repayment  of  National 
Debt  on  a large  scale  may  be  very  harmful.”  Would 
you  expand  that? — Because  it  forces  the  surplus 
resources  of  the  community  into  a channel  where 
they  are  not  particularly  wanted. 

3993.  Mr.  Sickens : We  have  been  told  that  there 
is  a psychological  effect,  that  if  there  is  a large 
Government  debt  and  the  Government  bondholders 
are  people  who  are  rather  apt  to  look  askance  at  it, 
money  is  being  wasted  by  paying  interest  on  the 
debt,  whereas  on  the  other  hand  if  this  debt  were 
paid’  off  and  the  capital  were  disseminated  to 
industry,  the  same  objection  would  not  quite  hold? — 

I think  that  state  of  mind  exists  to  a certain  extent. 

I think  it  is  a relic  of  mid-19th  century  sound 
financial  maxims  which  have  extremely  little  appli- 
cation to  the  present  day.  But  owing  to  the  fact 
that  the  present  application  is  so  slight,  conventional 
feelings  of  that  sort  gradually  disappear.  It  is  un- 
sound to  base  the  policy  of  the  future  on  the  decaying 
conventions  of  the  past. 

3994.  Mr.  Bromley : I would  like  to  be  perfectly 
clear  as  to  whether  the  evils  arising  from  repayment 
of  debt  arise  purely  from  the  process  of  repayment 
or  whether  they  are  attached  to  some  method  of 
Obtaining  the  means  of  repayment.  Supposing  the 
United  States  of  America  were  to  be  inspired  with 
a desire  (this  is  merely  supposition,  of  course)  to 
improve  the  credit  of  this  country  and  they  came 
along  and  said : ic  We  will  make  you  a present  of 
£2,000,000,000  sterling  to  help  you  out  of  debt,”  and 
we  accepted  it  and  repaid  our  debt  to  that  extent, 
would  that  be  a disadvantage  to  this  country? — I 
think  that  the  advantage  of  receiving  a present  of 
£2,000,000,000  would  far  outweigh  _ the  incon- 
veniences of  the  financial  problem  of  tidying  things 
up  with  the  proceeds. 

3995.  But  still,  the  evils  arising  from  the  process 
of  repayment  would  remain  the  same,  would  they 
not? — I do  not  think  that  the  evils  of  repaying 
£100,000.000  are  £100,000,000. 

3996.  Sir  Alan  Anderson:  The  evil  is  that  the 
investors  may  waste  some  money  ? — Yes,  the  evil 
is  not  that  you  would  lose  all  that  £100,000,000, 
but  that  the  £100,000,000  might  not  be  used  quite 
as  well  as  it  might  be  under  other  arrangements. 

3997.  If  the  American  gave  us  £2,000,000,000,  we 
should  have  to  do  something  with  it? — It  depends 
on  what  was  offering,  but  here  is  a great  benefit 
of  £2,000,000,000,  and  however  inadvisedly  it  was 
used,  you  would  hardly  waste  all  of  it. 

3998.  Mr.  Sickens : At  iany  rate,  if  the  American 
chose  to  take  some  money  out  of  hie  pocket  and 
put  it  into  yours,  you  would  not  mind  if  a little 
dropped  on  the  way,  whereas  you  might  not  think 
it  worth  while  to  change  your  own  money  from 
one  pocket  to  another  and  lose  some  of  it? — 
Precisely. 

3999.  Mr.  Bell:  There  is  considerable  unanimity, 
I think,  in  regard  to  the  amount  of  £50,000,000 
for  the  new  Sinking  Fund.  All  sorts  of  people 
say  they  think  that  £50,000,000  a year  is  a 
reasonable  amount  to  pay  off.  Is  that  so,  in  your 
judgment? — I should  say  something  round  about 
that  figure. 

4000.  Chairman  : Will  you  pass  to  your  next  point  ? 

My  next  point  is  closely  connected  with  what  we 

have  been  discussing.  It  arises  out  of  the  character  of 
the  present  Trustee  Acts.  Until  1889  only  Consols  were 
available  for  trustees.  During  the  ’nineties,  great 
trouble  began  to  arise  because  the  amount  of  funds 
available  for  trustee  investment  was  always  increas- 
mg,  whereas  the  volume  of  Consols  was  falling.  To 
meet  this  certain  alterations  were  made  by  the 
Colonial  Stock  Act  of  1900  which  greatly  extended 


the  range  of  trustee  investments.  At  that  time,  the 
amount  of  Colonial  loans  was  not  very  great,  and 
it  is  only  comparatively  recently  that  these  loans 
have  become  very  great.  Now  the  Colonies  are  pre- 
pared to  borrow  practically  as  much  as  we  are 
prepared  to  lend  them.  The  consequence  is  that  if 
money  is  available  in  the  gilt-edged  market,  and 
there  is  no  new  home  investment  to  take  off  those 
surplus  funds,  they  almost  automatically  find  their 
way  to  the  Colonies.  Thus  the  diversion  of  money 
into  the  gilt-edged  market  now  creates  an  unduly 
strong  presumption  in  favour  of  its  leaving  the 
country.  The  Colonies  have  socialised  a number  of 
services  which  we  have  not  socialised.  Thus  the 
money  required  for  such  services  in  the  Colonies  is 
easier  to  borrow  than  money  required  for  similar 
services  in  this  country ; and  in  many  ways,  which 
I have  elaborated  in  a paper  which  I think  some 
members  of  the  Committee  have  seen,  the  extension 
of  the  Trustee  Acts  so  as  to  cover  nearly  all  Colonial 
Government  securities,  when  at  the  same  time  the 
volume  of  home  trustee  securities  is  being  reduced, 
creates  a dangerous  bias  in  favour  of  excessive 
foreign  investment.  The  conditions  which  led  to 
the  extension  of  the  Trustee  Act  no  longer  exist.  It 
would  not  be  wise  or  practicable  to  make  any  change 
as  regards  existing  trustee  securities,  but  I think 
that  so  far  as  future  additions  to  the  list  are  con- 
cerned, the  rules  ought  to  be  tightened  up  very 
much.  In  a paper  that  I read  lately  I suggested 
that  the  Treasury  should  have  a certain  power  of 
license.  That  proposal  has  been  much  criticised, 
and  I think  there  is  force  in  the  criticism.  I should 
like  to  avoid  that.  I would  therefore  either  abolish 
the  Trustee  Acts  altogether,  for  which  there  is  a 
great  deal  to  be  said,  or  if  they  are  retained,  I 
would  allow  as  new  trustee  securities  ionly  home 
securities  of  specified  types.  Those  types  would  in- 
clude all  securities  guaranteed  by  the  British 
Government;  they  would  include  the  existing  home 
securities  such  as  prior  charges  on  railways  and 
county  and  municipal  loans,  and  I should  extend  the 
list  so  as  to  include  a number  of  public  utility  ser- 
vices of  the  type  of  the  Port  of  London,  and  so  on. 
I attach  considerable  importance  to  this  point, 
though  of  course  if  the  volume  of  debt  reduction  is 
reduced,  it  is  not  so  important  as  it  would  be  other- 
wise. In  a.ny  case  there  is  not  much  prospect  of  the 
volume  of  Home  Government  debt  increasing,  where- 
as the  volume  of  investment  which  seeks  an  outlet 
in  the  gilt-edged  market  is  always  increasing.  I 
think  it  is  dangerous,  therefore,  that  the  surplus 
should  tend  to  be  drawn  off  into  foreign  investment, 
without  more  inquiry  as  to  the  relative  advantage 
of  the  different  channels  of  investment  than  is  made 
at  present. 

4001.  Sir  Charles  Addis:  Do  you  advocate  any 
control  of  the  market  in  order  to  effect  that  object, 
apart  from  the  repeal  or  the  amendment  of  the 
Trustee  Acts? — I am  personally  not  so  much  afraid 
of  allowing  discretion  to  a central  authority  as 
some  people  are.  That  is  why  I originally  suggested 
that  the  Treasury  should  have  a certain  power  of 
license.  I think  it  is  very  difficult  to  define  before- 
hand just  what  types  of  securities  you  will  wish 
to  include  in  the  trustee  list,  and  I believe  that  the 
Treasury  could  be  trusted  to  use  its  discretion  wisely. 
There  are  many  people  who  believe  that  all  officials 
and  all  bankers  are  devoid  of  intelligence  and  that 
no  discretion  should  ever  be  allowed  to  them. 

4002.  Would  the  amendment  of  the  Trustee  Act 
itself,  in  your  judgment,  produce  any  considerable 
effect?  Would  it  not  merely  amount  to  this,  that 
the  Colonies,  who  are  eager  borrowers,  would 
borrow  very  much  the  same  amount  at  a slightly 
higher  rate?: — I think  that  the  rate  would  lapidly 
become  somewhat  deterrent  to  them.  It  would  very 
much  encourage  them  to  float  as  much  as  they  could  at 
home.  There  are  several  Colonies  now  where  they 
are  rather  near  the  line.  Canada  is  a little  across 
the  line.  It  is  now  cheaper  for  Canada  to  borrow 
at  home  than  to  borrow  here;  but  there  is  always 
the  danger  in  a new  country  where  the  rates  are 
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relatively  high,  that  if  you  give  them  the  benefit 
of  our  trustee  rates,  which  are  lower  than  theirs, 
you  encourage  them  to  borrow  outside  the  country 
instead  of  at  home.  Besides,  there  is  the  United 
States  market,  which  is  likely  to  be  attractive  to 
them ; and  there  again  an  extra  half  per  cent,  in 
the  London  rate  for  Colonial  loans  would  increase 
the  chance  of  the  Americans  being  able  to  meet  the 
requirements  of  our  Colonies  at  a competitive 
figure. 

4003.  Mr.  Bowen : Have  you  considered  the 

effect  of  your  proposals  upon  Colonial  markets  and 
the  effect  it  would  have  upon  inter-Colonial  trade 
or  trade  between  ourselves  and  the  Colonies!' — I do 
not  think  it  would  have  any  great  influence. 

4004.  ‘If  the  Colonies  require  money — and  we  are 
told  that  they  do — do  you  think  this  would  act  as 
a deterrent  to  their  obtaining  money  and  directly 
or  indirectly  affect  their  prospects  of  trade  with 
the  home  country? — That  raises  the  whole  question 
of  the  use  of  our  own  resources.  We  have  certain 
surplus  available  for  foreign  investment  which  is 
best  invested  in  that  way.  My  criticism  is  not 
against  all  foreign  investment  as  such,  but  a legis- 
lative contrivance  which  gives  an  undue  advantage 
to  it. 

4005.  But  we  are  up  against  public  policy  in 

some  respects.  If  we  are  to  encourage  the  Colonies, 
do  you  not  think  it  would  have  a very  injurious  effect 
upon  Colonial  trade,  if  you  were  to  say  to  our  in- 
vestors : “ You  must  not  invest  in  Colonial 

investments”? — We  should  not  say  that. 

4000.  But  it  would  amount  to  that.  It  would 
very  substantially  restrict  their  operations,  any- 
how, and  people  who  had  money  and  who  could 
invest  only  in  gilt-edged  securities,  would  be  debarred 
from  the  Colonial  market  altogether  by  your  pro- 
posals. The  Cdlonial  market  would  be  open,  there- 
fore, only  to  the  other  people  who  had  money  to 
invest? — -There  are  some  people  who  think  it 
primarily  important  to  develop  the  Colonies;  there  are 
others  who  think  it  primarily  important  to  develop 
good  conditions  at  home.  It  is  a question  of  the 
balance  between  those  two  ideas.  I believe  that  we 
ought  to -pay  more  attention  than  we  have  paid  lately 
to  the  conditions  at  home,  and  that  there  is  an  outlet 
for  the  use  of  capital  at  home,  the  return  on  which, 
in  terms  of  public  welfare,  would  be  quite  as  great  as 
the  return  we  get  from  loans  to  the  Colonies. 

4007.  I should  be  inclined  to  agree  with  you  on 
that,  but  at  the  same  time  in  making  this  distinc- 
tion you  make  such  a sweeping  suggestion  here  that 
it  would  help  my  view  if  you  would  suggest  any 
margin  or  line  of  demarcation.  How  far  would  it 
prevent  trustees  from  investing  in  Colonial  stock? — 
The  present  law  is  that  there  are  certain  stocks  to 
which  trustees  are  limited  if  they  are  not  specially 
empowered,  but  there  are  a great  many  investors  in 
the  gilt-edged  market  who  are  not  limited  in  that 
way.  Many  trustees  themselves  are  not  limited  in 
that  way.  It  happens  that  there  are  now  a number 
of  Colonial  loans  which,  for  technical  reasons, 
because  they  stand  above  'par  and  are  redeemable 
within  a certain  number  of  years,  are  not  available 
as  trustee  investments,  and  they  consequently  carry  a 
higher  rate  of  interest.  It  would  not  follow  from 
my  proposal  that  no  investment  would  be  made  in 
the  Colonies.  It  merelv  means  that  a special 
artificial  stimulus  to  investment  there  would  be 
removed. 

4008.  You  think  that  if  debt  were  repaid  m any 
substantial  sum  above,  say.  £50,000,000  a year,  all 
that  would  be  directed  into  the  gilt-edged  market 
again.  Could  you  tell  us  why  you  have  come  to  that 
conclusion  ? — Not-  all  of  it,  but  if  a man  holds  gilt- 
edged  securities  there  is  a presumption  that  that  is 
the  type  of  security  which  suits  him.  Therefore,  if 
you  repay  him,  there  is  a presumption  that  he  will 
reinvest  the  proceeds  in  a similar  type  of  security. 

4009.  But  we  have  been  told  so  often  that  there 
are  people  who  invested  in  War  Loan  beoause  of  the 
national  difficulty  at  the  time,  not  exactly  because 
it  was  a gilt-edged  security.  Could  it  be  assumed 


that,  if  debt  were  repaid  in  larger  measure 
than  £50,000,000  a year,  at  least  a great  portion 
of  the  sum  so  repaid  would  find  its  way  back  into 
industry? — I should  have  thought  that  the  propor- 
tion of  holders  of  gilt-edged  securities  who  held 
them  for  those  reasons  was  now  small.  That  was 
a strong  reason  for  taking  up  the  loans  when  issued, 
but  it  is  rather  a muddle-headed  reason  for  going 
on  holding  them  now.  It  does  no  injury  to  the 
State  if  a man  sells  War  Loan.  It  did  give  assis- 
tance to  the  State  when  he  subscribed  to  it. 

4010.  Sir  Alan  Anderson : With  regard  to  the 
Treasury  having  a voice  in  saying  what  should  be 
trustee  securities  and  what  should  not.  it  does  not 
reflect  at  all  upon  one’s  confidence  in  the  brains  of 
the  Treasury,  but  at  first  it  would  put  them  in  an 
impossible  position  with  regard  to  the  Colonies,  would 
it  not? — I think  the  method  would  be  that  the 
Treasury  would  decide  that  over  a given  period  of 
time  a certain  amount  of  loan  was  to  be  allocated 
to  Colonial  borrowers,  and  they  would  then  call  a 
conference  of  the  various  Colonial  borrowers  and 
arrange  the  division  amongst  them.  In  the  case  of 
the  Australian  Commonwealth,  which  is  much  the 
most  important,  it  would  probably  take  the  form 
of  the  Commonwealth  itself  deciding  how  the  amount 
was  to  be  distributed  between  the  Commonwealth 
and  the  various  States.  I think  it  would  be  much 
simpler  to  work  if  all  except  home  investments  were 
cut  out,  but  I think  it  is  going  too  far  to  say  that 
the  other  arrangement  is  unworkable. 

4011.  Chairman : Sup-pose  the  Australian  Govern- 
ment gets  £4,000,000  loan  from  us,  how  is  that 
£4  000,000  paid?  Do  they  get  it  m the  form  ol 
money  or  goods?— They  get  it  in  the  form  of  goods 

in  the  end.  . , , 

4012.  That  bears  on  -the  point  of  whether  there 
is  an  advantage  in  lending  money  for  the  sake  of 
the  home  trade?— I -do  not  think  there  m ever  any 
advantage  in  getting  rid  of  goods  just  for  the  sake 
of  getting  rid  of  them.  An  equal  home  investment 
would  cause  just  as  great  a demand  for  labour. 

4013.  Would  there  he  the  demand?— I am  assuming 
that  that  is  so.  If  there  was  no  eligible  home 
borrower  on  a sufficient  scale  then  my  objection  to 
Colonial  loans  would  drop;  but  my  argument  is  that 
there  are  outlets  at  home  which,  owing  to  the 
character  of  our  organisation,  at  present  do  not  get 
their  fair  chance  as  compared  with  Colonial  loans. 

4014.  Sir  Alan  Anderson  : You  say  that  because  of 
this  inequity  of  the  Trustee  Act  we  are  unfairly 
handicapped  in  favour  of  the  Colonies  ? — Yes,  we  are 
handicapping  ourselves. 

4015.  Chairman:  What  is  your  next  point P—My 
next  point  is  one  which  may  not  interest  the  Com- 
mittee at  all.  I am  continuing  the  same  line  of 
argument  that  I was  on  before— that  the  cheapest 
way  of  carrying  the  National  Debt  is  to  create  the 
type  of  bond  that  the  investor  wants.  I gave  that 
as  the  criterion  between  short-dated,  long-dated  and 
intermediate-dated  debt,  because  there  are  some 
people  who  want  their  interest  fixed  and  some  people 
who  want  their  capital  value  fixed.  But  there  is 
also  another  class  of  person,  namely,  persons  who 
want  to  he  free  from  risks  arising  out  of  variations 
in  the  value  of  money.  I do  not  know  how  large 
that  market  is,  but  I know  that  such  people  do 
exist,  and  I think  that  the  State  could  float  a certain 
volume  of  bonds  economically  by  catering  for  that 
particular  class.  My  proposal  would  he  that  the 
Board  of  Trade  or  some  suitable  body  should  prepare 
an  index  number  in  accordance  with  the  variations 
of  which  the  interest  and  the  capital  of  the  loan 
would  he  paid.  No  one  would  be  compelled  to  subscribe 
to  such  a loan  except  persons  who  fancied  tha 
arrangement.  But  particularly  those,  who  are  con- 
nected with  corporations  which  have  -a  very  long 
life,  have  a natural  anxiety  on  matters  of  this  kind. 
T might  perhaps  speak  for  myself  as  Bursar  of  a 
Cambridge  college.  The  colleges  in  the  past  have 
held  the  greater  part  of  their  property  in  the  form 
of  land.  They  have  also  held  property,  pai  - y 
manorial  dues,  which  have  been  fixed  in  terms  o 
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money.  In  the  course  of  time  all  their  property 
which  was  fixed  in  terms  of  money  has  ceased  to  be 
of  significant  value.  They  have  been  entirely 
dependent  for  their  continued  prosperity  on  the  fact 
that  their  fortunes  were  not  wholly  committed  to 
legal  tender.  Recently  for  obvious  reasons  there 
has  been  a strong  tendency  to  sell  their  land  and  to 
invest  in  gilt-edged  securities.  They  are  therefore 
getting  into  the  position,  which  is  dangerous,  of 
having  their  fortunes  in  legal  tender  instead  of  in 
real  property.  I think  it  is  correct  to  say  that  in 
past  history  every  long-lived  institution  which  has 
had  its  property  in  legal  tender  instead  of  in  real 
values  has  been  ultimately  ruined,  because  in  the  long 
run  the  value  of  any  legal  tender  always  falls  towards 
zero,  if  you  are  considering  considerable  periods  of 
time.  There  are  other  investing  bodies,  particularly 
those  who  are  engaged  in  building  up  pension  funds, 
who  are  interested  in  their  fund  having  a given  pur- 
chasing power  at  the  end  of  a considerable  period  of 
years.  Any  pension  fund  in  any  part  of  the  Continent 
of  Europe  which  was  invested  in  gilt-edged  securities 
before  the  War,  has  now  lost  by  far  the  greater  part 
of  its  value.  It  has  been  the  case  in  this  country 
that  all  funds  invested  in  this  way  prior  to  the  War 
have  lost  a large  part  of  their  value.  We  may  hope 
that  that  kind  of  misfortune  will  not  occur  in  this 
country  in  future,  but  if  you  are  considering  a long 
period  nobody  can  feel  sure  that  it  will  not.  There- 
fore there  are  certain  investors  who  would  be  pre- 
pared to  take  a slightly  lower  rate  of  interest  in 
order  to  insure  themselves  against  that  type  of  mis- 
fortune. I think  it  would  be  proper  for  the  State 
to  cater  for  that  class,  and  I think  it  would  also  be 
advantageous  to  have  an  official  index  number  of 
this  sort,  which  could  be  taken  advantage  of  by  other 
borrowers  than  the  State  if  they  thought  fit.  The 
proposal  I am  making  is  nearly  the  same  as  one 
which  was  made  by  the  late  Professor  Marshall  when 
he  gave  evidence  before  the  Commission  on 
Depression  of  Trade  in  1886,  and  again  before  the 
Gold  and  Silver  Commission  of  1888.  I believe  the 
advantages  which  were  claimed  for  it  then  are  even 
greater  now. 

4016.  Sir  Charles  Addis : Would  there  not  be  a 
difficulty  in  regard  to  dealings  in  those  bonds? — That 
would  depend  on  their  popularity. 

4017.  You  would  have  to  make  your  estimate  of 
what  the  changes  would  be  in  the  years  ahead? — You 
could  assume  that  they  would  have  a certain  value 
on  the  hypothesis  that  prices  would  remain  the  same. 
As  regards  the  future,  you  would  have  to  make  no 
more  calculations  than  you  have  to  make  at  present. 
Anyone  who  invests  in  gilt-edged  securities  as  against 
ordinary  shares,  has  to  make  the  calculation  of 
whether  he  thinks  over  a period  of  time  prices  are 
going  to  rise  or  fall. 

4018.  You  do  not  think  there  is  much  difficulty  in 
regard  to  dealing  with  these? — It  would  be  a little 
less  easy  to  bury  your  head  in  the  sand. 

4019.  Sir  Alan  Anderson  : And  the  interest  would 
be  settled  each  year? — Yes. 

4020.  Mrs.  Wootton : Do  you  think  there  is  any 
prospect  of  converting  any  of  the  existing  debt  to  a 
bond  of  that  land? — I think  there  would  be.  1 think 
many  people  would  dislike  them  intensely.  The 
element  of  variability  of  money  income  would  not 
appeal  to  certain  classes;  there  would  be  a complica- 
tion about  it;  it  would  be  more  difficult  to  under- 
stand. On  the  other  hand,  I think  there  are  types  of 
investors  who  would  like  them  very  much,  and  it 
would  depend  on  the  number  of  such  persons  when  you 
oame  to  test  the  market. 

4021.  Mr.  Bowen  : What  would  be  the  basis  of  your 
intlex  figures? — I do  not  think  it  would  make  very 
much  difference  which  of  the  standard  types  of  index 
number  was  selected,  but  1 should  aim  at  something 


rather  like  the  cost  of  living  index  number,  than  the 
wholesale  index  number;  I should  prefer  a special 
index  number  for  the  purpose. 

4022.  Sir  Charles  Addis  : You  contemplate  the  issue 
of  bonds  for  a considerable  period  of  years  ? — Yes. 

4023.  Mrs.  Wootton:  May  I put  a question  on 
another  point?  In  an  article  which  was  written  by 
you  some  time  ago,  you  made  a suggestion  that 
instead  of  devoting  Sinking  Fund  moneys  to  repay 
debt,  the  Treasury  should  lay  out  a sum,  possibly 
£100,000,000  a year,  on  obtaining  productive  assets. 
Would  you  explain  that,  and  could  you  at  the  same 
time  give  us  your  views  on  the  proposal  that  was  put 
up,  that  a similar  sum  should  be  earmarked  for  debt 
reduction  or  the  acceleration  of  public  works  ? — It  is 
a big  question  : if  you  can  spare  me  a few  minutes, 
I could  develop  it.  My  view  is  that  in  modern  con- 
ditions there  has  been  an  insufficient  supply  of  capital 
at  moderate  rates  for  public  utility  enterprises,  which 
would  absorb  large  sums  of  money.  Owing  to  the 
control  of  profits  and  rates,  and  so  forth,  which  is  now 
popular,  an  investment  in  a public  utility  enterprise 
is  very  unlikely  to  yield  the  investor  any  unusual 
gains ; he  will  never  be  allowed  to  obtain  more  than  a 
certain  rate  of  interest.  On  the  other  hand,  he  is 
not  secured  against  loss.  The  result  is  that  the 
inducement  to  the  investment  of  money  in  large  public 
utility  enterprises  is  very  much  less  than  it  was,  for 
example,  during  the  period  of  the  railway  boom,  when 
our  railways  were  built.  In  those  days  it  was  realised 
that  it  was  a speculation,  in  a sense,  but  it  was 
hoped  that  if  railways  proved  a good  thing,  the 
investor  would  make  a great  deal  of  money. 
Supposing  that  steam  locomotion  was  discovered 
to-day,  the  investor  would  know  that,  owing  to  the 
control  of  rates  and  so  forth,  he  would  never  be 
allowed  to  make  anything  substantial;  and,  on  the 
other  hand,  he  might  lose  his  money.  I am,  there- 
fore, very  doubtful  whether,  in  present  conditions,  the 
railway  system  of  England  could  be  built  by  unaided 
private  enterprise.  I believe  that  considerations  of 
this  sort  stand  in  the  way  at  this  moment  of  the 
development  of  our  ports,  of  our  transport  system, 
and  of  our  power  system,  and  that  the  policy  of 
leaving  these  to  unaided  private  enterprise  is  a thing 
which  is  no  longer  practicable.  As  to  the  forms  in 
which  the  State  can  help,  I think  there  ought  to  be 
great  variety.  In  the  quotation  to  which  Mrs. 
Wootton  referred,  I do  not  mean  to  suggest  that  the 
Treasury  should  put  this  amount  of  money  in  directly, 
but  that  it  should  facilitate  the  investment  of  some 
such  sum  in  various  ways. 

4024.  Guarantees? — Guarantees;  and  I think  that 
a number  of  experiments  might  be  made  as  to  the 
best  channel  for  doing  this. 

4025.  Chairman : The  Treasury  give  guarantees 

now? — We  are  drifting  in  that  direction  ; it  is  already 
being  done.  I should  like  to  do  it  more  consciously 
and  on  a larger  scale.  I believe  that  the  public 
utility  enterprise  is  a thing  which  as  an  object  of 
private  investment,  we  have  killed  already  by  our 
control  of  profits,  and  so  forth,  and  we  are  liable  to 
suffer  because  we  are  now  in  an  interregnum  period 
in  which  in  half  of  our  ideas  we  have  a sort  of  semi- 
socialism  and  in  another  half  of  our  ideas  we  still 
depend  upon  unaided  private  enterprise.  Public 
utility  enterprise  is  the  sort  of  thing  which  particu- 
larly suffers  in  a situation  of  that  kind.  This  is 
closely  connected  with  this  drift  of  money  abroad  to 
the  Colonies.  In  the  Colonies  they  have  gone  faster  : 
they  are  not  in  that  interregnum ; the  State  assists 
all  sorts  of  things  which  are  not  assisted  here.  I think 
that  is  dangerous,  and  I think  that  the  situation 
wants  looking  into.  I cannot  think  that  there  is  so 
small  a need  for  investment  in  public  utility  enter- 
prise as  is  actually  going  on . 

Chairman  : Thank  you  very  much. 


(The  Witness  withdrew.) 
(Adjourned  to  4-th  November  next.) 
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TWELFTH  DAY. 

Tuesday,  4th  November,  1924. 


Present  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman 
Sir  CHARLES  ADDIS,  K.C.M.G 
Sir  ALAN  G.  ANDERSON,  K.B.E. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  J.  W.  BOWEN. 

Professor  FRED  HALL. 

Mr.  W.  L.  HICHENS. 


Mr.  H.  B.  LEES-SMITH,  M.P. 

Sir  WILLIAM  MoLINTOCK,  K.B.E.,  C.V.O. 
Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Sir  James  Martin,  F.S.A.A.,  representing  the  Association  of  British  Chambers  of  Commerce,  called  and 

examined. 

Evidence-in-chiee  handed  in  by  Sir  James  Martin. 


Sir  James  Martin  will  state : 

Witness  attends  on  behalf  of  the  Association  of 
British  Chambers  of  Commerce,  which  comprises  in 
its  membership  oyer  100  Chambers  in  Great  Britain 
and  the  North  of  Ireland,  the  individual  membership 
of  which  is  over  40,000  persons  and  firms  engaged  in 
all  branches  of  industry,  commerce  and  the  pro- 
fessions immediately  concerned  therewith. 

The  Association  took  steps  to  secure  the  views  of 
the  Chambers  upon  the  questions  submitted  by  the 
Committee. 

The  questions  put  and  the  views  of  the  Chambers 
thereon  have  received  the  consideration  of  the  Finance 
and  Taxation  Committee  of  the  Association  and  the 
opinions  set  out  hereafter  are  the  result  of  this  con- 
sideration as  finally  approved  by  the  Executive 
Council  of  the  Association  on  the  1st  October. 

While  the  statements  herewith  submitted  are  the 
considered  opinions  of  the  Association,  witness  desires 
at  the  outset  to  explain  that  any  opinion  in  explana- 
tion which  he  may  give  to  the  Committee  will  be  his 
own  individual  opinion  and  will  not  bind  either  the 
Chambers  forming  the  Association  or  his  colleagues 
of  the  Executive  Council  which  acts  for  the  Associa- 
tion. 

Question  1. — How  does  the  National  Debt  affect  the 
supply  of  credit  and  the  supply  of  permanent  capital 
for  trade  and  industry,  with  particular  reference  to 
the  effect  of  the  Floating  Debt? 

1.  At  the  time  of  issue  Government  stock 
necessarily  has  a disturbing  effect  on  the  capital 
market,  but  once  such  issues  have  been  assimilated 
into  the  financial  life  of  the  country,  the  debt  hold- 
ings are  largely  used  as  a security  for  loans  and  in 
this  way  tend  to  increase  the  available  supply  of 
credit.  Thus,  a not  unduly  high  National  Debt,  if 
maintained  on  a sound  basis  with  reasonable  provi- 
sions for  a Sinking  Fund,  does  not  permanently  affect 
adversely  to  any  large  extent  the  supply  of  credit  or 
trade  capital. 

2.  The  great  increase  in  the  last  decade  in  the 
amount  of  Government  borrowings  'and  the  large 
figure  at  which  the  National  Debt  now  stands  has, 
however,  affected  the  supply  of  credit  and  the  supply 
of  permanent  capital  for  trade  -and  industry  in  two 
ways.  (1)  The  capital  available  for  industry  has  been 
reduced  to  the  extent  of  the  difference  between  the 
amount  borrowed  by  the  Government  and  the  credit 
created  thereon,  and  (2)  It  has  increased  the  rate  of 
interest  at  which  capital  can  be  obtained. 

3.  The  effect  of  the  National  Debt  on  the  supply 
of  permanent  capital  for  trade  and  industry  can  be 
measured  by  the  difference  between  the  rate  of 
interest  at  which  the  Government  could  borrow  prior 
to  1914  and  now. 


4.  The  very  high  taxation  necessitated  to  pay 
interest  upon  the  debt  withdraws  liquid  assets  from 
business,  and  in  this  way  limits  the  credit  facilities 
in  industry. 

5.  Distinction  must  be  drawn  between  the  effect  of 
Funded  Debt  and  Floating  Debt.  The  effect  of  the 
Funded  Debt  so  far  as  it  is  held  at  home  or  internally 
is  as  previously  mentioned,  but  the  Funded  Debt 
held  abroad  raises  the  cost  of  imports  and  depresses 
the  exchanges. 

6.  With  regard  to  the  Floating  Debt  there  are 
certain  advantages  and  also  certain  disadvantages  in 
connection  with  it.  It  provides  an  outlet  during 
short  periods  for  a large  amount  of  capital  not 
immediately  required  for  the  purposes  of  trade  and 
industry.  As  the  charge  on  the  Floating  Debt  is 
considerably  less  than  the  interest  charge  upon  the 
Funded  Debt,  being  some  2^  to  3J  per  cent,  on  the 
£800,000,000  now  outstanding,  so  long  as  there  are 
ample  funds  available  at  low  rates  of  interest,  resort 
to  Floating  Debt  is  an  advantage  to  national  finance 

7.  A great  proportion  of  the  total  of  the  Floatinf 
Debt  is  held  by  joint  stock  banks  in  the  country  and 
other  large  financial  trading  institutions. 

8.  Apart  from  the  question  of  interest  advantages 
on  Floating  Debt,  to  fund  the  whole,  or  a large  part 
of  the  amount  would  mean  that  a considerable  portion 
of  the  money  would  come  from  bank  deposits  and 
would  probably  lead  to  the  restriction  of  the  supply 
of  credit  and  through  such  procedure  ultimately  upset 
the  bankers’  proportion  of  liquid  assets  to  liabilities. 
There  is  a danger,  however,  in  a large  Floating  Debt 
that  should  trade  revive  and  the  temporary  invest- 
ments in  Floating  Debt  be  called  in  for  trade  pur- 
poses, rates  might  be  pushed  up,  money  made  dear 
and  credit  restricted.  Although  this  might,  to  some 
extent,  be  set  off  by  the  attraction  to  this  country  of 
foreign  capital,  it  is  in  the  interests  of  the  stabilisa- 
tion of  credit  that  there  should  be  a prudent  and 
gradual  diminution  of  the  Floating  Debt  by  the 
processes  of  liquidation  and  funding. 

Question  2. — How  does  it  affect  the  terms  on  which 
capital  can  be  raised? 

9.  The  rate  of  interest  paid  by  the  Government  on 

the  funded  National  Debt  undoubtedly  rules  the 
rates  paid  by  other  borrowers  and  fixes  the  basis  of 
the  terms  on  which  capital  can  be  raised.  r 

10.  The  national  credit,  owing  to  the  increase  in 
the  National  Debt  in  relation  to  the-national  wealth, 
has  fallen  from  a 34  to  4i  per  cent,  basis.  Traders 
have  to  pay  this  additional  rate,  as  a minimum  on 
new  permanent  capital  raised,  and  rates  payable  on 
the  money  market  must,  to  a large  extent,  be 
governed  by  the  rate  of  interest  paid  by  tho 
Government  on  their  loans. 
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11.  The  recent  large  borrowings  by  the  Govern- 
ment, and,  up  to  a certain  date,  the  continuous 
increase  in  favour  of  the  investor  on  which  successive 
borrowings  were  made,  compelled  many  industrial 
concerns  to  issue  debentures  and  preference  shares 
at  much  higher  rates  of  interest  or  fixed  dividend 
respectively  than  previously  had  either  been  necessary 
or  customary. 

12.  The  improvement  of  national  credit  as  shown 
by  the  funding  by  the  Government  of  their  securities 
at  lower  rates  of  interest  as  in  the  case  of  the  recent 
conversion  of  £150,000,000  of  5 per  cent.  War  Loan 
into  a security  yielding  a lower  rate  of  interest  has 
permitted  of  industrial  undertakings  which  made 
issues  at  high  rates,  but  for  short  dates,  to  replace 
the  capital  at  lower  interest. 

Question  3. — To  what  extent  is  it  desirable  to 
pursue  a policy  of  debt  repayment  during  a period 
of  trade  depression  or  to  what  extent  should  it  rather 
wait  upon  the  prosperity  of  trade?  In  other  words, 
should  repayment  be  adjusted  according  to  the  con- 
ditions of  trade,  and,  if  so,  on  what  principle? 

13.  Repayment  of  Funded  Debt  should  be  gradual 
and  steady,  on  a consistent  and  regular  scale,  as  this 
would  tend  to  stabilise  the  price  and  prevent  fluctua- 
tions. A steady  reduction  of  the  National  Debt  is 
more  satisfactory  than  a fluctuating  scheme,.  which  it 
would  be,  if  not  impossible,  at  any  rate  difficult  to 
arrange  equitably. 

14.  The  Sinking  Fund  operations  should  be 
persistent  in  character.  The  amount  to  be  provided 
out  of  taxation  for  the  Sinking  Fund  should  be  fixed 
at  an  amount  which  the  country  can  provide  in  good 
and  bad  times.  This  should  be  accompanied,  however, 
by  cautious  budget  estimates,  and  large  budget  sur- 
pluses should  be  avoided,  but  when  a surplus  does 
arise  it  would  be  well  that  it  should  be  used  for  debt 
redemption,  as  it  affords  means  whereby  good  years 
provide  more  than  the  minimum  amount  fixed. 

15.  In  recent  years,  however,  the  surplus  on  the 
budget  estimates  has  been  abnormally  high.  If  this 
continues  there  will  be  a demand  from  many  membeis 
of  the  trading  community  that  the  surplus  moneys 
in  any  year  over  and  above  the  prescribed  regular 
Sinking  Fund  should  not,  as  provided  by  the  Sinking 
Fund  Act,  1875,  be  wholly  applied  as  an  additional 
contribution  to  the  reduction  of  the  debt,  but  should 
be  dealt  with  in  the  light  of  the  financial  position 
so  that  some  portion  of  such  surplus  might  be  utilised 
for  the  relief  of  taxation  in  the  following  year. 

16.  The  view  of  some  Chambers  of  Commerce  is 
that  in  this  way  the  ta-xpayer  will  obtain  a partial 
refund  of  the  amount  of  Income  Tax  paid  in  excess 
the  previous  year  owing  to  the  rate  being  higher  than 
was  necessary. 

Question  4.- — How  far  does  the  high  income  taxa- 
tion necessitated  by  the  debt  involve  the  withdrawal 
of  trade  'income  which  could  otherwise  be  counted  on 
for  the  expansion  of  business,  and  which,  so 
oapitalised,  would  produce  a high  rate  of  profits  due 
to  managing  ability  and  to  the  calculated  risks  of 
personal  enterprise? 

17.  It  is  the  general  view  of  commercial  men  that 
the  effect  of  such  high  taxation  as  the  present  de- 
prives them  of  a good  deal  of  the  surplus  which  they 
would  otherwise  be  able  to  use  for  the  development  of 
their  businesses  and  that  the  heavy  withdrawal  from 
business  of  otherwise  available  cash  for  Income  Tax 
and  Super-tax  is  limiting  the  power  of  the  community 
to  extend  enterprise  either  at  home  or  abroad 

18.  The  reduction  of  the  sums  available  for  the 
purpose  of  extension  is  especially  noticeable  in  those 
businesses  which  are  at  present  making  profits  below 
the  normal,  and  which,  owing  to  the  existence  of  the 
three  years’  average,  are  paying  annually  large  sums 
for  Income  Tax. 

19.  In  considering  the  effect  of  the  high  taxation 
in  relation  to  the  reinvestment  of  profits  or  the  in- 
vestment of  savings,  'it  has  to  be  borne  in  mind  that 


by  reason  of  increased  present  prices  as  compared 
with  those  in  pre-war  times,  increased  capital  is  re- 
quired to-day  to  carry  on  the  same  amount  of  business 
as  in  pre-war  times. 

20.  In  addition,  with  an  increasing  population, 
and  the  ever  increasing  needs  of  the  community,  the 
capital  required  for  the  development  of  new  indus- 
trial methods  has  to  be  supplied. 

21.  Ability  to  compete  in  foreign  markets  generally 
depends  upon  full  employment  of  the  business  plant 
and  undertaking,  which  'in  turn  depends  upon  free 
supplies  of,  and  increase  in  capital. 

22.  High  taxation  has  adverse  psychological  and 
economic  effects,  as  it  represses  individual  effort  and 
retards  enterprise  on  a large  scale,  both  of  which 
are  detrimental  to  trade.  Many  people  will  not  run 
risks  for  a possible  reward  which  will  be  greatly 
diminished  by  a high  tax.  The  high  taxation  not 
only  lessens  the  funds  available  for  investment  in 
trade  in  this  country,  but  it  also  lessens  the  amount 
available  for  foreign  loans  which  bring  trade  to  the 
country. 

23.  With  a view  of  increasing  the  supply  of  capital, 
it  has  been  suggested  that  on  the  amounts  of  profit 
carried  to  reserve,  traders  should  pay  a lower  rate 
of  taxation  than  on  profit  used  as  income  or  distri- 
buted amongst  shareholders. 

Taxation  could  be  reduced  in  several  ways : 

(a)  By  economy  in  Government  expenditure.. 

(b)  By  continuance  of  the  process  of  funding 

debt  on  a lower  interest  basis  provided 
national  credit  can  be  still  furthei 
improved. 

(c)  By  expansion  of  trade  whereby  the  burden  is 

made  less  difiicult  to  carry.  Increase  of 
assessment  arising  therefrom  would  permit 
substantial  reduction  in  the  rate  of  the 
tax. 

( d ) By  a settlement  of  allied  indebtedness  on  a 

fair  basis. 

Question  5.— How  far  does  the  burden  of  taxation 
fall  upon  the  business  itself  and  hamper  'its  opera- 
tions? In  particular  does  it  contribute  to  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

24.  Taxation  limits  the  available  resources  of  a 
trader  proportionately  to  its  extent.  It  also  limits 
his  efforts  to  extend  his  business  and  in  the  case 
of  an  exporter  weakens  his  power  of  competing  in  the 
world  markets. 

25.  Taxation,  in  the  opinion  of  some,  adds  to  the 
cost’  of  business  through  increased  charges  for 
salaries,  and  diminishes  the  fund  available  for  depre- 
ciation and  wasting  assets  which  business  men  have 
to  provide  for  in  excess  of  Inland  Revenue  allowances. 

26  In  the  view  of  others  Income  Tax  does  not 
technically  enter  into  cost,  but  it  affects  prices  and 
this  handicaps  the  exporter  when  it  forces  the  selling 
price  of  the  manufactured  article,  allowing  for  a 
reasonable  profit,  to  a higher  level  than  that  of  similar 
foreign  goods. 

27.  The  measure  of  the  handicap  of  taxation  on 
foreign  goods  can  be  indicated  by  a comparison  of  the 
amount  of  taxation  in  this  country  per  head,  which 
exceeds  that  of  any  other  country  in  the  world. 

28.  By  its  effect  on  prices  through  the  limitations 
of  purchasing  power  the  demand  for  supplies  is 
limited.  Apart  from  absolute  necessities,  the  public 
will  rather  do  without  other  goods  than  purchase 
them  at  a price  beyond  what  they  consider  should  be 
the  maximum. 

29.  Where  merchants  or  manufacturers  are  not  in 
competition  with  foreign  markets  they  may  endeavour 
to  pass  the  burden  of  taxation  on  to  the  consumer, 
but  when  there  is  competition  from  abroad  a certain 
proportion,  and  possibly  the  whole,  of  the  tax.  falls 
on  the  merchant  or  manufacturer,  as  the  price  is 
then  determined  by  the  cost  to  the  competitor  abroad. 
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30.  In  view  of  its  additions  to  the  cost  of  inter- 
mediate products,  of  transport  and  other  Charges 
incidental  to  cost  of  production  and  distribution, 
high  taxation  is  cumulative  in  its  effects. 

31.  One  of  the  most  detrimental  effects  of  high 
taxation  in  relation  to  foreign  trade  is  the  fact  that 
the  entry  into  such  trade  means  taking  a risk  in 
order  to  secure  a possible  profit.  This  is  considered 
so  much  less  worth  the  while  when  it  is  recognised 
that  whilst  any  loss  on  an  enterprise  falls  on  the 
trader,  a large  portion  of  the  profit,  if  it  accrues, 
is  taken  by  the  State. 

Question  6. — How  far  can  the  receipts  of  industry, 
as  holder  in  the  debt,  be  set  against  the  tax  paid 
by  industry  for  its  service? 

32.  This  question  is  somewhat  ambiguous,  as,  in  the 
main,  industry  is  not  a permanent  holder  of  War 
debt,  and  consequently  the  question  of  the  income 
received  therefrom,  being  a compensation  for  exces- 
sive taxation,  does  not  appear  to  arise. 


article  passes,  in  allowing  for  the  margin  of  profit, 
also  considers  the  diminution  of  that  profit  by  taxa- 
tion. Thus  the  price  of  the  article  is  raised  by  the 
necessity  of  providing  a margin  for  taxation 
although  theoretically  it  should  not  enter  into  cost.  ’ 

43.  In  the  opinion  of  some,  high  taxation  is  the 
recurring  link  that  does  more  than  anything  else  to 
enlarge  the  vicious  circle  of  high  prices  and  decreased 
purchasing  power,  resulting  in  bad  trade  and  lack  of 
employment.  Whilst  the  trader  can,  to  some  extent 
pass  the  tax  on,  those  who  are  suffering  most  acutely 
as  the  result  of  existing  taxes  ore  probably  those  with 
fixed  incomes  who  have  no  means  open  to  them  of 
easing  the  burden  imposed  by  the  State.  To  the 
extent  to  which  high  Income  Tax  reduces  savings  the 
capital  available  for  investment  is  diminished. 

Question  9.  How  far  does  the  heavy  Income  Tax 
deter  the  foreigner  from  investing  in  this  country? 
How  far  does  it  induce  the  British  resident  to  invest 
outside  this  country? 


33.  Where  industry  is  a holder  of  the  War  debt  the 
receipt  by  industry  cannot  be  set  against  the  tax 
paid,  as  investment  in  the  debt  involves  investment 
of  capital  not  employed  in  the  business. 

34.  The  receipts  of  industry  invested  in  the 
National  Debt  are  earning  the  current  value  of 
money  and  apparently  it  is  not  equitable  to  seek 
to  set  the  earnings  of  the  receipts  of  industry  invested 
in  National  Debt  against  tax  paid  by  industry  for 
its  services,  for  industry  receives  comparatively  small 
direct  benefit  as  holder  of  the  debt  in  comparison  to 
the  burden  it  has  to  bear  in  taxation  as  the  result 
of  the  debt. 

Question  7.  What  is  the  effect  of  Income  Tax  on 
companies’  undistributed  reserves? 

35.  j.he  tax  of  course  tends  to  decrease  the  amount 
available  for  reserves,  but  has  no  effect  on  the 
reserves  after  they  are  made,  although  the  natural 
tendency  of  a high  rate  of  Income  Tax  levied  on 
undistributed  reserves  is  to  check  their  increase. 

36.  It  has  been  suggested  that  within  reason,  and 
as  a matter  of  logic  and  sound  finance,  Income  Tax 
should  not  be  levied  on  such  reserves  as  are  capitalised 
for  revenue  production  and  consequently  are  produc- 
tive of  further  taxation  on  profits  earned. 

Question  8. — What  is  the  effect  of  the  existing 
taxes  on  the  supply  of  capital  from  the  public  and 
on  total  purchasing  power  ? 

37.  Taxation  being  a burden  on  income  lessens  the 
purchasing  power  of  the  individual,  and  in  cases  of 
heavy  taxation  may  tend  to  deteriorate  the  standard 
of  living. 

. ^8.  Existing  taxes  reduce  the  public  capacity  to 
invest,  but  in  so  far  as  taxes  received  are  expended 
by  the  Government  in  the  redemption  of  the  internal 
Funded  Debt,  the  total  purchasing  power  of  the 
country  is  not  affected,  whereas  if  used  in  redemp- 
tion of  the  external  Funded  Debt,  it  reduces  the 
total  purchasing  power. 

39.  The  decrease  in  purchasing  power  consequent 
upon  . taxation  means  reduced  demand  for  com- 
modities, and  reduced  demand  for  commodities 
involves  higher  cost  of  production.  Whether  taxa- 
tion leads  the  recipient  of  income  to  either  spend 

, s or  saYe  less  depends  upon  the  mental  vision  of 
the  individual. 

40.  There  are  indications  that  some  people  who 
might  save  .a  little  are  deterred  from  doing  so  by 
the  thought  that  the  income  from  their  savings  would 
be  so  depleted  by  taxation  as  to  make  s-aving  hardly 
worth  while. 

41.  The  loss  on  purchasing  power  owing  to  taxa- 
tion is  cumulative  and  far-reaching. 

42.  Most  goods  before  they  go  into  consumption 
pass  through  many  hands.  The  finished  article  of 
one  manufacturer  is  often  the  raw  material  of 
another  and  each  set  of  hands  through  which  the 
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investment  by  the  foreigner  in  this  country  except 
m those  cases  when,  owing  to  anxiety  with  regard 
to  the  credit  and  currency  of  his  own  country  he  is 
determined  to  put  his  capital  outside  it.  ’ The 
Government  itself  has  recognised  this  by  making 
some  of  its  issues,  when  in  foreign  hands,  free  of 
British  taxation,  and  there  are  provisions  for  relief 
to  foreigners  in  matters  of  Income  Tax. 

45.  It  was  in  virtue  of  these  arrangements  that  a 
large  amount  of  foreign  money  was  invested  in  the 
o per  cent.  War  Loan  and  certain  other  loans  which 
are  paid  free  of  tax  to  the  foreigner.  The  Income 
lax,  however,  does  not  deter  the  foreigner  from 
investing  m this  country  if  he  can  obtain  as  good  or 
a better  return  or  better  security  than  he  can  obtain 
abroad. 

46.  There  are  large  sums  made  abroad  by,  and  paid 
abroad  to,  merchants  handling  goods  between  one 

oreogn  country,  and  another,  or  by  rendering  services 
to  those  countries  for  which  they  are  paid. 

47.  Piemiums  are  received  by  some  insurance 
companies  m connection  with  insurance  business 
abroad,  and  there  is  considerable  money  paid  to 
British  shipping,  companies'  abroad  for  trade  and 
other  services  which  do  not  enter  into  this  country. 

48.  One  effect  of  high  taxation  here  is  to  lead  to 
these  sums  being  invested  abroad  if  good  investments 
are  obtainable  which  yield  better  results  than  would 
be  obtainable  here.  Because  their  income  from  such 

sZe  nTntS  18  b^Ie  t0  British  Income  Tax,  such  tax 
should  have  no  effect  m inducing  British  residents-  to 

au+h  -°utside  *he  c°nntry,  for  the  Inland  Revenue 
authorities  endeavour  to  tax  foreign  incomes  of 

when  they  'aTe  spent  abroad 
and  not  remitted  to  this  country. 

49.  High  taxation  has  some  tendency  to  drive  out 

°ountry  t5Jose  who  would  otherwise  be  British 
T ° ?fad  them  to  take  such  steps  with 
dirtfon  t0  dm?IC1  0 as  place  them  outside  the  juris- 
capttd’  ThlS  may  alS°  imply  a withdrawal  of 

taxati.on  has  resulted  in  some  foreign  and 
T 01iia  , hitherto  administered  from 

wblb0n+,tra“ferTg  theb  domicile  to  the  country  in 
+ ,•  ley  °Perate.  It  is  a fair  assumption  that  if 

T CaUS6S  companies  already  established  in 

, f o.iemove  from  it,  that,  for  similar  reasons, 

hu.-L  °reignnCOmpanleS  are  deterred  from  starting 
business  in  this  country. 

nndT/i*0”!  dd'~Boes  Income  Tax  enter  into  prices, 

] . r °w ' In  particular  does  it  contribute  to 
aidmap  the  exporter  in  competing  in  foreign 
markets  against  world  prices  p 

A rradei'  f not>  as  a rule>  look  at  his  gross 
xx  ’T  u his  net  profits  or  disposable  income 

HPnLf  C,°,m6r  TaX  has  heen  deducted.  Although 
e ica  y Income  Tax  is  levied  on  profits,  when  a 
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trader  endeavours  to  ascertain  his  costs  with  a view 
of  fixing  prices,  he  often  takes  into  account,  at  least 
indirectly,  the  amount  of  Income  Tax  he  will  have 
to  pay  ancT,  if  the  market  conditions  permit,  fixes 
his  prices  at  such  a level  as  would  yield  to  him  the 
minimum  net  income  he  desires  to  obtain  or  actually 
needs. 

52.  As  previously  mentioned  theoretically  Income 
Tax  does  not  enter  into  coat  of  production,  hut  it 
does  affect  prices. 

53.  As  regards  the  exporter,  if  the  effect  is  to 
increase  his  prices  and  make  them  higher  than  world 
prices,  he  will  be  hampered  in  competition  with 
foreign  markets. 

Question  11. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  part 
of  the  individual  engaged  in  trade  and  the  investor 
generally?  Do  they  similarly  affect  joint  stock 
companies  ? 

54.  This  question  involves  matters  of  individual 
psychology.  Some  men  will  work  harder  when  the 
Income  Tax  is  increased  in  order  to  have  the  same 
net  income,  and  they  may  save  a larger  portion  of 
that  income  although  they  know  the  interest  on  the 
savings  will  be  taxed. 

55.  Other  men  do  not  think  it  worth  while  to 
increase  their  earnings  when  the  State  takes  so  large 
a proportion  of  any  increase. 

56.  Generally  high  rates  of  tax  discourage  thrift, 
and  this  is  typified  by  the  remarks  one  often  hears 
given  expression  to  by  otherwise  thrifty  people, 
“ What  is  the  use  of  saving  when  the  Government 
takes  so  large  a proportion?” 

57.  In  the  view  of  some  traders  the  existing  rates 
of  tax  tend  to  extravagance,  as  in  the  consideration 
of  expenditure  the  portion  of  it  that  will  decrease 
the  amount  becoming  due  to  the  Government  as 
naturally  taken  into  account.  In  some  few  cases  the 
high  rate  of  taxation  may  encourage  ev'asion  by  the 
inclusion  in  trade  expenses  of  some  expenditure 
which  is  on  the  border-line  'between  personal  and 
business  expenditure. 

58.  The  existing  taxes  have  a specially  deterrent 
effect  on  the  small  and  energetic  trader  as  limiting 
his  savings  and  restricting  his  enterprise. 

59.  Of  the  recipients  of  the  large  incomes  from 
industry  in  this  country,  some  take  the  view  that 
as  any  increase  in  their  profits  will  be  mulcted  in 
taxation,  sometimes  to  the  extent  of  50  per  cent.,  it 
is  not  worth  while  to  take  the  trouble  and  the  risk 
of  extending  their  business  in  this  country,  whether 
for  home  or  export  trade. 

60.  In  the  opinion  of  traders  generally  it  should  be 
the  first  object  of  the  Government  to  remove  or 
diminish  the  deterrent  effect  of  high  taxes  by 
reducing  them. 

Question  12. — -How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  How  far  can  they  be  said 
to  com©  ultimately  out  of  the  national  income? 

61.  Death  Duties  are  in  substance  a form  of  capital 
levy,  and  unless  utilised  directly  in  reduction  of 
capital  indebtedness,  they  involve  the  application  of 
capital  to  meet  expenditure  that  should  be  borne 
out  of  income. 

62.  Put  into  effect  once  in  the  lifetime,  or  to  speak 
more  accurately,  on  the  death  of  each  possessor  of 
capital,  subject,  however,  to  modification  as  regards 
rapid  successions,  they  constitute  a diversion  of 
capital  from  an  individual’s  estate  to  the  State. 

63.  By  some  traders  an  analogy  is  drawn  between 
the  action  of  the  State  in  using  capital  for  Income 
Tax  purposes  and  that  of  a public  company  owning 
a number  of  freehold  shops;  such  a company  would 
not  be  allowed  to  sell  some  of  these  freeholds  and 
distribute  the  profits  as  dividend,  but  would,  to  the 
extent  required,  have  to  apply  the  proceeds  to 
replace  the  assets. 


64.  Death  Duties  ought  to  be  used  for  the  reduc- 
tion of  debt  and  not  for  current  expenditure.  To 
the  extent  to  which  the  internal  National  Debt  is 
redeemed  out  of  the  proceeds  of  Death  Duties  they 
cannot  be  described  as  destroying  capital. 

65.  Death  Duties  cannot  be  said  to  come  out  oi 
national  income,  except  m so  far  as  provision  by 
insurance  or  by  saving  during  his  lifetime  over  and 
above  the  savings  he  would  otherwise  have  made  in 
order  to  meet  the  Death  Duties  payable  out  of  his 
estate  on  his  death,  is  made  by  the  possessor  of  the 
capital. 

66.  It  is  considered  by  some  that,  to  a certain 
extent,  Death  Duties  represent  a postponed  Income 
Tax.  In  any  event  Death  Duties  dissipate  and  divert 
capital  from  business  channels  often  at  a critical 
moment  in  the  life  of  a concern,  and  make  serious 
inroads  in  the  credit  of  these  affected. 

67.  It  has  been  suggested  by  some  traders  that  if 
the  Death  Duties  are  continued  their  evil  incidence 
would  be  mitigated  by  some  modification  being  made 
for  the  payment  of  Death  Duties  on  personalty  by 
instalments  as  is  done  in  rhe  case  of  realty. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment,  and,  if  so, 
in  what  manner? 

68.  Stamp  Duties  on  the  sale  of  securities  through 
the  Stock  Exchange,  are  not  only  detrimental  to 
business,  but  are  considered  unfair  as  compared  with 
Stamp  Duties  levied  on  the  transfer  of  other 
property. 

69.  Speaking  generally,  the  Chambers  take  the  view 
that  the  increases  of  Stamp  Duties  which  have 
occurred  in  recent  years  are  excessive  and  a hind- 
rance to  business.  It  is  considered  also  that  the 
duty  of  1 per  cent,  on  the  nominal  capital  in  con- 
nection with  the  registration  of  companies  has  the 
effect  of  restricting  the  number  of  new  companies, 
and/or  of  'diminishing  the  amount  of  capital  for 
which  registration  should  be  sought. 

70.  In  turning  a private  concern  into  a limited 
company,  the  amount  of  the  capital  is  a matter  of 
serious  consideration,  and  it  is  not  uncommon  for 
private  companies  to  be  formed  with  inadequate 
capital,  and  to  rely  on  loan  money  for  the  additions 
they  require. 

71.  Although  in  certain  businesses  the  charge  in 
connection  with  bill  stamps  is  considered  as  a serious 
detriment,  there  is  a general  consensus  of  opinion 
that  the  Stamp  Duty  on  cheques,  even  if  it  is  not 
abolished,  should  be  reduced.  The  increase  in  the 
amount  of  the  currency  in  circulation  has  brought 
with  it  an  increase  in  the  number  of  cheques  drawn, 
but  this  number  would,  it  is  considered,  have  been 
greater  if  there  were  no  Stamp  Duty.  The  duty 
discourages  the  use  of  cheques  and  tends  to  increase 
the  quantity  of  loose  money  in  circulation. 

72.  The  reduction  of  the  amount  of  loose  money  in 
circulation  would  reduce  the  need  and  us©  of  Treasury 
notes.  Both  Stamp  Duties  on  cheques  and  receipts 
should  be  reduced  to  pre-war  rates  and  against  the 
loss  of  revenue  through  reduced  rates  by  reason  of 
the  lessened  charges  there  should  be  the  set-off  of 
increased  revenue  accruing  from  the  increased  use  of 
the  facilities. 

73.  In  his  letter  to  the  “ Times  ” on  September  3rd, 
urging  the  reduction  of  the  cheque  duty,  Sir 
Drummond  Fraser  estimates  the  loose  money  in  cir- 
culation to  be  not  less  than  £100,000,000  and  the 
receipts  from  the  duty  to  be  less  now  than  in  1920-21. 

Question  14. — What  distinction,  if  any,  can  be 
drawn  between  the  incidence  of  Income  Tax  and  that 
of  Corporation  Profits  Tax?  What  are  the  general 
effects  of  the  latter  on  trade,  industry  and  employ- 
ment  ? 

74.  In  view  of  the  abolition  of  the  Corporation 
Profits  Tax  no  answer  to  this  question  is  put 
forward. 
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Question  15. — To  what  ©stent  (a)  in  the  present 
depression  and  (6)  in  the  period,  of  normal  trade,  is 
the  ordinary  assumption  correct  that  th©  tax  on  com- 
modities is  horn©  by  the  consumer  P 

75.  Speaking  generally,  not  only  at  times  such  as 
th©  present  hut  in  periods  of  normal  trade,  taxes  on 
commodities  increase  the  price  to  the  consumer. 

76.  As  regards  commodities  not  produced  in  this 
country,  the  tax  or  duty  is  borne  by  the  consumer  to 
the  full  extent.  As  to  commodities  wholly  produced 
in  this  country  and  with  which  there  is  no  effective 
competition,  it  is  also  borne  by  the  consumer  to  the 
full  extent.  With  commodities  subject  to  foreign 
competition,  in  a period  of  depression,  the  home  pro- 
ducer in  order  to  maintain  his  output  may  consider 
it  worth  while  to  fix  his  price  at  less  than  the  cost  of 
the  imported  article  plus  tax,  thus  in  effect  bearing 
part  of  the  tax  out  of  his  profit,  provided  the 
foreigner  for  the  same  reason  is  not  exporting  his 
goods  at  less  price  than  he  is  selling  them  at  in  his 
own  country. 

Question  16. — What  is  the  effect  of  the  Customs 
and  Excise  duties  on  the  prices  of  commodities?  How 
does  this  affect  internal  and  external  trade? 

77.  Generally  speaking,  Customs  and  Excise  duties 
increase  the  prices  of  commodities.  The  increase  is 
not  only  their  amount,  but  an  addition  is  made  to 
the  price  in  order  to  recoup  the  dealer  as  by  way  of 
interest  for  the  further  capital  employed. 

78.  In  the  case  of  necessities  of  life,  Customs  and 
Excise  duties  raise  the  cost  of  living,  and  conse- 
quently of  labour  engaged  in  both  home  and  external 
trade.  In  the  case  of  raw  materials  for  home  con- 
sumption, they  raise  the  cost  and  consequently  reduce 
consumption,  and  equally  so  for  export,  unless  th© 
materials  are  dealt  with  in  bond. 


79.  The  Customs  and  Excise  duties  do  not,  how- 
ever, have  the  same  effect  in  the  case  of  external 
trade  as  in  the  case  of  home  trade,  as  a drawback 
would  be  allowed  on  goods  exported.  Some  expense, 
however,  is  caused  by  the  merchants  being  obliged  to 
pay  th©  duties  when  not  in  bond,  and  the  cost  of 
storing  when  in  bond. 


Conclusion. 

80.  In  considering  the  incidence  of  existing  taxa- 
tion and  its  effect  on  trade,  industry,  employment 
and  national  credit,  the  Chambers  of  Commerce  are 
mindful  of  th©  necessity  for  the  maintenance  of 
British  credit.  This  imposes  on  the  Government 
and  th©  nation  a scrupulous  regard  for  the  fulfil- 
ment of  all  the  obligations  of  th©  State,  together 
with  the  exercise  of  the  utmost  oar©  in  not  adding 
to  those  obligations  additional  burdens  for  any 
objects,  however  praiseworthy,  which  the  country 
cannot  afford  under  existing  conditions. 

81.  In  the  levying  of  taxation  no  discrimination 
should  be  possible  as  between  individuals  except  in 
regard  to  their  ability  to  pay,  so  that  all  classes  of 
His  Majesty’s  subjects  may  be  assured  that  no  taxa- 
tion will  be  levied  i'or  the  purpose  of  penalising  in- 
dividuals, but  only  for  the  purpose  of  meeting  the 
legitimate  obligations  of  the  country  incurred  under 
Parliamentary  authority.  High  taxation  is  a burden 
difficult  to  carry,  but  any  feeling  of  insecurity 
engendered  by  proposals  for  appropriating  the  just 
rewards  of  initiative  and  enterprise  must  lead  to  an 
increase  of  suffering  and  unemployment  by  prevent- 
ing the  recovery  of  British  trad©  and  industry  from 
the  wounds  inflicted  by  the  World  War. 


4026.  Chairman:  Sir  James,  one  of  the  Committee’s 
earliest  invitations  to  give  evidence  was  addressed  to 
the  Association  of  British  Chambers  of  Commerce.  At 
the  time  of  its  issue  we  were  basing  our  inquiry  on  a 
list  of  questions  relating  to  existing  taxes.  We  are 
still  doing  this,  although  we  hope  soon  to  give  special 
attention  to  the  Capital  Levy  question.  Some 
witnesses  have  already  touched  on  this,  and  the  Trade 
Union  Congress,  as  was  shown  in  our  press  notice, 
made  it  a central  feature  of  their  evidence,  for  the 
reason  that  they  regarded  it  as  the  only  proper  way 
of  attacking  the  debt.  Up  to  the  present,  however, 
we  have  not  issued  any  questions  relating  to  the 
Capital  Levy,  though  we  hope  to  do  so  in  the  near 
future.  If  you  like  to  make  any  general  statement 
on  the  subject  to-day  we  shall  be  very  glad,  but  I 
should  like  to  say  that  a fuller  opportunity  will  be 
given  by  the  issue  to  the  Association  of  a special 
questionnaire  when  it  is  ready? — With  regard  to  that, 
I have  had  no  opportunity  whatever  of  ascertaining 
the  opinions  of  the  respective  Chambers  of  Commerce, 
as,  in  the  questions  which  were  issued  to  the  Chambers 
of  Commerce,  there  was  no  mention  of  the  subject  of 
a Capital  Levy.  In  fact  I do  not  think  that  we  were 
asked  to  suggest  anything  in  the  way  of  alternative 
taxation.  Therefore  I am  not  in  a position  to 
express  the  views  of  the  Chambers  of  Commerce  upon 
that.  All  I could  possibly  do  would  be  to  express 
some  view  of  my  own. 

4027.  Will  you  take  your  paper,  and  amplify  any 
points  you  wish,  then  we  can  examine  you  on  each 
question  ? — These  are  reasoned  statements  gathered 
from  a great  number  of  replies  that  we  have  received. 
We  have  reasoned  them  out  so  fully  that  I do  not 
know  that  I can  add  very  much  to  what  appears  in 
the  paper.  In  paragraph  6 I see  the  interest  charged 
upon  the  Floating  Debt  is  put  down  as  2^  to  3J  per 
cent.  That  perhaps  requires  a little  revision  as  to 
the  rate,  as  I think  the  average  is  about  2£  to  3J  per 
cent.  What  I should  like  to  urge  is  this.  In  regard 
to  dealing  with  the  Floating  Debt,  it  does  seem  to 


the  Chambers  that  this  is  a matter  which  requires 
very  careful  and  gradual  handling  for  the  reasons 
which  are  recited  here,  and  that,  without  unduly 
disturbing  the  market,  the  Government  should  take 
any  opportunities  that  arise  for  funding  as  large  a 
proportion  of  the  debt  as  they  possibly  can  on  favour- 
able terms.  But,  on  the  other  hand,  I think  we  are 
fill  agreed  in  saying  that  any  operations  of  that  sort 
must  be  conducted  with  very  great  care. 

4028.  You  do  not  think  the  present  time,  perhaps, 
is  satisfactory  for  that  ? — No ; but  there  is  one  opera- 
tion which  has  been  carried  through,  and  which, 
under  the  circumstances,  must,  I think,  be  regarded 
as  satisfactory,  that  is,  the  conversion  of  £150,000,000 
5 per  cent.  War  Loan. 

4029.  Sir  Josiah  Stamp:  Probably  the  explanation 
of  this  is  quite  simple,  but  I am  a little  puzzled  by 
the  latter  part  of  paragraph  2.  That  paragraph 
suggests  that  the  capital  available  for  industry  has 
been  reduced  to  the  extent  of  the  difference  between 
the  amount  borrowed  by  the  Government  and  the 
credit  created  thereon.  Is  the  idea  that  if  there  had 
been  no  war  an  amount  equivalent  to  Government 
borrowings  would  or  could  have  been  saved  for 
industry? — I should  think  that  is  very  probable. 

4030.  Is  it  not  putting  it  rather  too  high  to 
imagine  that  the  immense  efforts  that  were  made 
to  produce  capital  and  to  economise  during  the  War 
would  in  any  case  have  taken  place?  Would  it  not 
have  meant  a jump  in  the  amount  of  national  savings 
from  1913  onwards  to  something  like  twice  or  treble 
its  amount? — I have  not  got  the  figures.  Your  ques- 
tion implies  that  the  saving  was  in  effect  a compul- 
sory saving  and  not  a voluntary  one. 

4031.  It  was  a saving  under  the  stress  of  immense 
moral  pressure,  and  it  is  almost  inconceivable  that 
the  ordinary  affairs  of  industry  would  have  called 
forth  the  same  amount  of  effort.  The  idea  that 
industry  has  been  starved  through  the  War  would 
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no  doubt  be  true,  but  that  the  same  amount  of 
capital  would  have  been  available,  that  we  should 
have  had  £8,000,000,000  put  into  industry  in  three 
or  four  years,  seems  to  me  an  extraordinary  pro- 
position ? — I think  the  statement  here  is  quite  clear  : 

“ The  capital  available  for  industry  has  been  reduced 
to  the  extent  of  the  difference  between  the  amount 
borrowed  by  the  Government  and  the  credit  created 
thereon.”  That  relates  back  to  the  question.  One 
must  take  it  in  the  context.  It  is  not  a question 
that  is  shot  at  me  without  any  context.  It  is  an 
argument  in  regard  to  the  effect  of  the  National 
Debt. 

4032.  The  debt  has  affected  the  supply 
of  credit  and  capital  in  the  past,  but  surely 
it  does  not  affect  it  to  the  extent  indicated  by  the 
answer?  That  is  what  is  worrying  me. — A very 
great  deal  of  the  amount  which  was  collected  by  the 
Government  has  disappeared  altogether ; it  is  capital 
which  has  been  destroyed. 

4033.  This  answer  says  that  if  there  had  been  no  war 
and  no  such  destruction  of  capital,  an  equivalent 
amount  of  capital,  which  is  now  National  Debt, 
would  have  been  put  into  industry? — Pardon  me; 
does  it  say  that  ? 

4034.  That  is  what  I want  to  see.  I want  to  see 

what  it  means  if  it  does  not  mean  that? — (Sir  Alan 
Anderson) : Ought  the  statement  not  really  to  have 
this  assumption  put  before  it : Assuming  that  the 
money  which  has  been  borrowed  by  the  Government 
would  have  been  available  for  industry,  then  it  would 
have  this  effect. — (Sir  Josiah  Stamp) : That  is  a mere 
statement  of  an  equation.  Then  in  paragraph  (2)  you 
say  that  the  debt  has  increased  the  rate  of  interest 
at  which  capital  can  be  obtained.  I could  understand 
it  if  it  said  “ could  be  obtained  at  the  time  at  which 
Government  borrowing  was'  going  on,”  but  does  that 
paragraph  mean  that  the  debt  is  affecting  the  rate 
of  interest  at  which  capital  can  be  obtained  for  the 
future? — (Sir  James  Martin):  I should  say  so, 

because  before  the  War  the  Government  obtained 
capital  at  a very  much  lower  rate.  The  Government 
still  does  pay  a higher  rate,  and  if  the  Government 
pays  a higher  rate  it  affects  the  rate  at  which  traders 
can  raise  capital.  The  credit  of  the  trader  is  not 
better  than  the  credit  of  the  Government. 

4035.  Would  you  not  think  there  was  something 
in  the  view  that  the  rate  of  interest  depends  not  only 
upon  the  stock  of  capital  existing,  but  also  upon  the 
rate  at  which  capital  will  come  in  out  of  new 
savings  in  response  to  the  demand  for  it — the  supply 
and  demand  of  new  savings  ? — Certainly ; the  rate  at 
which  capital  is  obtained  must  depend  to  some  extent 
upon  the  supply  of  new  capital;  but  the  rate  has 
been  forced  up  by  Government  borrowings,  and  at 
present  sufficient  has  not  happened  to  bring  it  down 
to  the  extent  that  traders  would  desire. 

4036.  Recognising  that  all  existing  borrowings  and 
the  rate  of  interest  thereon  are  thrown  into  equili- 
brium with  the  present  market  rate  by  changes  in 
their  capital  values? — Recognising  all  the  facts  of  the 
situation,  whatever  they  may  be,  I would  say  that 
traders  cannot  borrow  on  the  same  favourable  terms 
as  they  could  before  the  War,  and  that  Government 
borrowing  has  very  much  affected  the  rate  at  which 
they  can  borrow. 

4037.  At  which  they  could  borrow? — At  which  they 
could  and  at  which  they  can. 

4038.  Is  that  going  on — that  is  the  point — how  long 
will  that  effect  last? — That  effect  will  last  until 
matters  right  themselves  by  the  accumulation  of 
savings,  and,  we  hope,  by  the  reduction  of  debt  out  of 
the  savings. 

4039.  Sir  Arthur  Balfour : In  paragraph  4 you  say  : 

The  very  high  taxation  necessitated  to  pay  interest 

upon  the  debt  withdraws  liquid  assets  from  business, 
and  in  this  way  limits  credit  facilities  in  industry.” 
That  does  not  only  affect  credit;  it  affects  also  the 
expansion  of  business.  You  mean  that  it  reduces 
the  amount  that  firms  could  put  to  reserve,  do  you 
not? — It  withdraws  liquid  assets  from  business  to 
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pay  taxes,  and  certainly  prevents  the  accumulation 
of  reserves. 

4040.  And  therefore  damages  the  efficiency  of  the 
business  ?— Certainly . 

4041.  Mr.  Hichens : In  the  previous  paragraph, 
No.  3,  you  say:  “ The  effect  of  the  National  Debt 
on  the  supply  of  permanent  capital  for  trade  and 
industry  can  be  measured  by  the  difference  between 
the  rate  of  interest  at  which  the  Government  could 
borrow  prior  to  1914  and  now.”  What,  roughly, 
would  be  the  difference  in  the  rate  of  interest? — It 
is  about  1 per  cent.,  if  you  average  it.  I think  I 
state  that  later  on — that  it  has  altered  the  position 
from  a 3i  to  a 4J  per  cent,  basis. 

4042.  Then  do  you  mean  to  say  that  the  measure 
of  the  effect  of  the  National  Debt  in  regard  to 
industry  is  1 per  cent.,  because  that  is  what  I seem 
to  gather  from  this? — Do  you  mean  the  whole 
measure  of  it? 

4043.  I am  taking  your  phrase  in  paragraph  3. 
You  say  that  the  measure  is  the  difference  in  interest, 
which  is  1 per  cent.  You  would  contend  that  the 
effect  of  the  National  Debt  has  been  just  to  increase 
the  rate  of  interest  1 per  cent,  and  nothing  more? — 
No,  I do  not  say  that,  and  I think  if  you  fake  my 
answers  as  a whole  you  will  find  that  I try  to  reason 
it  out. 

4044.  What  does  paragraph  3 mean?  It  does  not 
convey  anything  to  my  mind,  I confess.  I could 
imagine,  for  instance,  that  if  a certain  amount  of 
debt  was  paid  off  in  the  next  few  years  the  rate  of 
interest  might  go  down  and  be  the  same  as  it  was 
pre-War,  but  I,  for  one,  should  not  be  prepared  to 
believe  that  because  that  had  happened  therefore 
the  effect  of  the  debt  was  nil? — I do  not  say  the 
effect  of  the  National  Debt.  I say:  “ The  effect  of 
the  National  Debt  on  the  supply  of  permanent  capital 
for  trade  and  industry  can  be  measured  by  the 
difference  between  the  rate  of  interest  at  which  the 
Government  could  borrow  prior  to  1914  and  now.” 
The  answer  is  quite  limited. 

4045.  The  only  thing,  I should  say,  is  that  I very 
much  doubt  if  it  can  be  measured  in  that  way.  Sup- 
posing you  could  get  the  rate  of  interest  down  in  a 
few  years’  time  by  means  of  a sinking  fund,  and  so 
forth,  I doubt  that  the  effect  of  the  debt  would  have 
disappeared  altogether? — But  I do  not  say  so.  I 
limit  my  answer  to  the  effect  on  the  supply  of  capital 
for  trade;  that  is  the  only  point  I am  dealing  with 
in  that  paragraph. 

4046.  Sir  Arthur  Balfour : And  there  is  also  the 
effect  of  high  taxation  resulting  from  the  debt? — 
These  questions  put  to  me  strike  at  the  whole  root  of 
the  difficulties  of  this  questionnaire.  Certain  ques- 
tions have  been  issued,  iand  have  had  to  be  circulated. 
1 am  bound  to  say  that  they  are  not  quite  the  sort 
of  questions  that  business  men  are  used  to-,  and  we 
have  done  the  best  we  can  to  confine  ourselves  within 
the  terms  of  the  questions  put,  and  that  .accounts  for 
the  difficulties  in  some  of  these  answers.  In  fact,  I 
think  you  will  find  some  repetitions,  and  possibly  you 
may  find  some  inconsistencies,  but  I have  done  my 
best  in  collecting  masses  of  answers.  It  has  been  a 
great  trouble  to  prepare  the  proof  of  evidence 
because  of  the  large  number  of  people  we  have  had 
to  consult. 

4047.  Mr.  Hichens : You  understand  what  one 

wants  to  get  at  is  what  is  in  your  mind,  and  it  is 
not  quite  clear  to  me.  Trade  has  to  pay  1 per  cent, 
more  -for  its  money  now  than  it  did  before  the  War? 
—Yes. 

4048.  Is  that  your  experience  ? — I think  that  is 
about  it,  on  an  average  now.  It  has  been  as  high  as 
7 per  cent. 

4049.  Does  not  that  depend  very  largely  on  the 
general  demand  for  money  -all  over  the  world? — As  I 
replied  to  Sir  Josiah  Stamp,  the  question  of  supply 
and  demand  must  enter  in. 

4050.  Supposing  Germany  was  a very  insistent 
borrower  and  could  put  forward  highly  attractive 
propositions,  and  supposing  many  other  countries 
wanted  money,  is  it  not  possible  that  the  rate  of 
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interest  might  go  up,  quite  regardless  of  what 
happened  to  our  National  Debt?  That  is  only  one 
factor  in  the  problem;  that  is  what  I am  getting  at, 
and  you  cannot  measure  by  that  alone? — I quite 
agree  that  if  there  is  a great  demand  for  capital  for 
industry  here  it  must  affect  the  rate.  But  after  all, 
this  is  only  in  the  nature  of  a generality;  I could 
not  bring  it  down  to  closer  terms. 

4051.  The  point  really  is  this  : that  this  is'  a factor, 
not  the  only  factor,  and  not  necessarily  the  most 
important  one? — It  is  a factor,  but  not  the  only 
factor. 

4052.  Sir  Charles  Addis : I am  not  quite  clear  as 
to  the  distinction  drawn  in  paragraph  i,  between 
capital  and  credit.  Granted  that  debt  holdings  are 
largely  used  as  security  for  loans,  is  it  your  view 
that  the  existence  of  the  debt  necessarily  increases 
the  supply  of  credit — quite  apart  from  capital? — I 
think  the  effect  of  my  answer  is  that  the  National 
Debt  does  not  necessarily  diminish  the  supply  of 
credit.  Then  the  subsequent  paragraph,  I think, 
rather  explains  the  reason  for  that  answer. 

4053.  It  does  not,  for  example,  affect  the  ratio  of 
bank  cash  to  deposits? — Of  necessity  it  would  not, 
but  it  might  do  so. 

4054.  That  is  my  difficulty  in  your  answer.  I do 
not  quite  see  how  that  would  follow;  and  if  that  did 
not  follow,  it  appears  difficult  to  establish  that  there 
would  be  an  increase  of  credit  due  to  the  existence 
of  the  debt. — I think  I have  just  answered  that.  I 
said  I did  not  think  there  was  an  increase,  but  I did 
not  consider  that  a National  Debt,  managed  as  ours 
is,  would  necessarily  diminish  credit. 

4055.  There  is  one  other  point  arising  out  of  that. 
In  your  opinion  how  far  do  you  consider  that  the 
existence  of  the  debt,  by  enabling  borrowers  who  do 
not  possess  any  other  security  to  obtain  credit  on 
their  debt  holding,  affects  the  direction  of  credit? 
Supposing  that  there  are  a certain  number  of 
borrowers  who,  in  order  to  obtain  credit,  must  pledge 
their  holdings  in  War  debt  as  they  have  no  other 
security  to  offer,  to  some  extent  that  would  affect 
the  direction  of  credit,  that  is  to  say,  it  would  affect 
it  in  the  direction  of  those  borrowers  who  had  only 
that  security  and  no  other?— I do  not  understand 
the  meaning  of  the  word  “ direction.” 

4056.  I mean  this.  There  are  certain  competing 
industries  ? — May  I put  it  in  this  way  : that  every- 
body who  has  War  stock  can  go  to  a banker  and  get 
an  advance  on  it;  the  amount  of  advance  depends 
upon  how  much  cover  the  banker  wants. 

4057 . Credit  then  would  tend  to  flow  to  those  who 
held  War  stock?- — Certainly.  Anybody  who  has  War 
stock  or  any  other  Government  security  can  take  it 
to  his  banker  and  raise  money  on  it. 

4058.  Sir  Arthur  Balfour : I presume  if  they  had 

not  had  that  War  stock  they  would  have  had  the 
money  equivalent  or  some  other  security  which  they 
could  have  pledged.  ( Sir  Josiah  Stamp)-.  By  the 
hypothesis  there  would  have  been  as  much  saving 
as  if  there  had  been  no  War  loan.  They  would  have 
had  other  securities.  ( Sir  Charles  Addis) : If  you 

except  the  effect  of  inflation,  but  the  point  is,  I 
think,  that  inflation  created  securities  to  an  amount 
which  would  not  otherwise  have  been  in  existence, 
and  to  that  extent  did  affect  the  direction  of  credit  ? 
—(Sir  ■ James  Martin) : Yes,  I think  that  is  so. 

4059.  Then  in  the  last  sentence  of  paragraph  5 you 
say  : “ The  Funded  Debt  held  abroad  raises  the  cost 
of  imports  and  depresses  the  exchanges.”  Is  this  a 
double  effect?  Is  the  effect  to  increase  the  cost  of 
imports  and  to  depress  the  exchanges,  or  do  you 
mean  that  by  depressing  the  exchanges  it  increases 
the  cost  of  imports  ? — I think  that  is  a more  correct 
way  of  putting  it. 

4060.  Professor  Nall : I would  like  to  ask  you  some- 
thing -about  the  constitution  of  the  various  Chambers 
for  whom  you  are  speaking.  How  far  do  the 
Chambers  include,  say,  manufacturers?  I really 
want  to  find  out  whether  these  are  the  views  of 
merchants  o-r  of  manufacturers? — They  are  the  views 
of  both.  The  Chambers  of  Commerce  in  the  manu- 
facturing districts  to  a very  large  extent  consist  of 


manufacturers;  -but  in,  say,  London,  Liverpool  and 
Manchester  the  merchant  interest  would  have  a big 
representation. 

4061.  And  the  membership  includes  persons  engaged 
in  export  as  well  as  home  trade? — Quite,  and  profes- 
sional men,  too. 

4062.  So  we  may  say  that  this  evidence  represents 
really  the  combined  views  of  both  the  merchant  and 
the  manufacturing  classes? — That  is  so. 

4063.  Mr.  Bowen : -What  professions  are  chiefly  re- 
presented in  the  Chambers  of  Commerce? — I should 
think  possibly  my  own  profession,  the  accountants, 
would  have  the  largest  representation  in  Chambers 
of  Commerce.  There  are  also  solicitors  and 
engineers. 

4064.  Sir  Alan  Anderson : We  have  already  on 
the  first  question  had  some  talk  about  paragraph  10. 
I should  like  to  ask  whether  this  rise  in  the  interest 
that  we  have  to  pay  is  peculiar  to  British  national 
credit?  Is  it  not  common  throughout  the  world? — 1 
should  say  it  is,  but  the  circumstances  are  common, 
too. 

4065.  Except  the  National  Debt.  You  are  relating 
this  rise  in  the  rate  of  interest  to  the  increase  in  the 
National  Debt,  and  I am  suggesting  to  you  that 
similar  variation  in  the  cost  of  money  has  taken  place 
elsewhere? — It  is  a question  how  far  the  World  War 
has  affected  other  nations  which  were  engaged  in  it, 
and  possibly  the  circumstances  of  other  nations 
(except  that  they  do  not  pay  their  debts,  like  we  do) 
would  be  very  similar  to  ours. 

4066.  Here  is  an  increase  in  the  cost  of  -money  of 
one-third.  Everything  has  gone  up  in  the  same 
way,  has  it  not — all  commodities  and  labour,  and 
everything  have  risen-.  Surely  all  over  the  world 
you  find  that  money  has  tended  to  rise,  too,  has  it 
not? — Of  course,  'it  is  quite  true  to  say  there  are 
other  factors,  but  to  my  mind  this  is  the  principal 
one.  I should  certainly  not  exclude  the  considera- 
tion of  other  factors. 

4067.  Sir  Charles  Addis  : You  say  that  the  rate  of 
interest  paid  by  the  Government  fixes  the  basis  of 
the  terms  on  which  capital  can  be  raised.  Is  it  not 
rather  the  case  that  it  is  the  market  rate  of  money 
which  determines  the  rate  which  Government  stocks 
yield  and  which  the  Government  must  pay  for  new 
money  ? — That  is  so;  but  the  Government  coming  into 
the  market  for  large  loans  must  affect  the  rate  at 
which  the  market  will  advance. 

4068.  Sir  Josiah  Stamp:  In  the  past,  you  would 
not  say  in  the  future? — I do  not  agree  altogether. 
The  bigger  the  amount  which  is  wanted  from  the 
market,  the  more  the  market  will  charge  for  it. 

4069.  Is  there  not  a little  confusion  here  in  the 
term  “funded”?  Take  the  ordinary  definition  of 
funded  debt — I am  distinguishing  now  the  unfunded 
debt,  but  not  the  Floating  Debt.  It  is  quite  true 
that  if  £100  is  borrowed  by  anyone  and  5 per  cent, 
interest  is  being  paid  on  it,  and  that  £100  is  repay- 
able in  five  or  six  years’  time,  it  cannot  move  very 
far  away  from  the  £100  with  any  change  in  the  rate 
of  interest.  But  if  you  have  a Funded  Debt  which 
has  no  fixed  period  for  repayment,  it  goes  up  and 
down  surely  with  the  market  rate  of  interest,  and 
so  far  from  the  rate  of  interest  paid  by  the  Govern- 
ment ruling  the  rate  in  the  market,  the  rate  ruling 
in  the  market  affects  the  price  of  the  particular 
stock  on  which  the  Government  are  paying  a certain 
rate  ? — I agree,  but  what  I say  is  this : that  the 
Government  having  come  into  the  market  and 
borrowed  enormous  sums  in  that  way  affected  the 
rate. 

4070.  Sir  Arthur  Balfour : Surely  the  big  effect 
on  the  rate  has  been  through  taxation  leaving  a 
lower  return? — I agree,  and  that  aspect  -of  the  matter 
is  dealt  with  later  on.  I am  trying  to  apply  my 
mind  to  the  question  which  has  just  been  put  to  me. 

4071.  Sir  Charles  Addis:  The  question  of  the  actual 
Funded  Debt  is  the  point  I want  to  put.  In  para- 
graph 9 you  say  the  rate  of  interest  paid  by  the 
Government  on  the  Funded  National  Debt  fixes  the 
terms.  The  point  that  I want  to  get  at  is  how  does 
it  affect  the  terms  now,  if  it  has  ever  done  so?  Is 
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it  not  the  terms  of  the  market  which  affect  the  yield 
of  the  Government  stock  ? — My  contention  is  that  the 
private  borrower  cannot  borrow  on  better  terms  than 
the  Government  can,  and  the  Government  by  their 
huge  borrowing  have  put  up  the  rate,  and  at  present 
they  have  not  been  able  to  make  arrangements  by 
which  it  could  be  brought  down  again,  at  any  rate 
to  any  appreciable  extent. 

4072.  Sir  Josiah  Stamp:  To  take  Sir  Charles 

Addis’  question  a little  further : Supposing  the 

market  supply  of  capital  and  the  demand  for  it  is 
such  that  the  rate  of  interest  on  gilt-edged  stocks 
sinks  to  2j  per  cent.,  we  should  expect  to  see  Consols 
go  to  pretty  near  double  their  present  price.  Now 
in  what  way  would  the  rate  of  interest  paid  by  the 
Government — 2J  per  cent,  for  Consols — affect  the 
rate  at  which  an  industrial  concern  could  borrow? 
It  seems  to  me  that  it  is  putting  the  thing  the  other 
way  round? — I quite  agree  that  the  smaller  fluctua- 
tions are  regulated  in  the  way  that  is  stated,  but 
my  contention  is  that  the  huge  Government  borrow- 
ings have  forced  the  rate  up. 

4073.  In  the  past? — Very  well,  I will  take  it  that 
way,  in  the  past,  and  you  are  still  feeling  the  effect 
of  the  past.  Until  fresh  arrangements  develop  you 
cannot  get  rid  of  the  effect  of  the  past.  It  over- 
shadows the  market. 

4074.  Professor  Hall : Would  you  say  that  the  rate 
at  which  conversion  can  be  effected  would  depend 
upon  the  supply  of  capital  in  the  market  at  the  time 
of  the  conversion? — Not  altogether,  because  the 
loan  is  there,  fresh  money  will  not  be  wanted.  It  is 
a question  of  converting.  When  the  market  is  suit- 
able the  Government  can  convert.  They  can  say  : 
“You  must  take  a lower  rate  of  interest  or  we  will 
pay  you  off.” 

4075.  Does  not  that  really  admit  the  point  that 
Sir  Charles  Addis  has  been  trying  to  make,  that  the 
rate  at  which  the  Government  can  effect  a conver- 
sion depends  upon  the  market  rate  of  interest? — 
Some  members  of  the  Committee  are  trying  to  pin 
me  down  to  one  exact  statement  and  I do  not  want 
to  be  pinned  down  in  that  way.  It  is  affected  by  a 
variety  of  circumstances,  all  of  which  must  be  judged 
together. 

4076.  Sir  Josiah  Stamp  : I think  the  substance  of 
what  you  have  given  us  in  Questions  1 and  2 is  that 
past  borrowing  has  run  the  rate  of  interest  up  to  a 
high  figure,  and,  although  the  ordinary  principles 
of  supply  and  demand  apply  to  industrial  capital, 
they  may  be  very  considerably  affected  for  some  years 
until  we  get  away  from  that  high  rate  ? — I think  you 
have  put  it  more  lucidly  than  I could. 

4077.  Sir  Charles  Addis : In  regard  to  para- 

graph 14,  have  you  any  suggestions  as  to  how  the 
amount  which  the  country  can  provide  in  good  and 
bad  times  for  the  Sinking  Fund  is  to  be  arrived  at? 
— I do  not  think  I can  make  any  suggestions.  The 
Chancellor  of  the  Exchequer,  with  the  advice  of  his 
permanent  officials,  can  fix  the  Sinking  Fund  at  an 
amount  which  should  be  adhered  to.  I think  our 
trouble  with  regard  to  the  Sinking  Fund  in  the  past 
is  that  some  Chancellors  have  found  themselves  in 
difficulties,  and  they  have  looked  at  the  Sinking  Fund 
as  a means  by  which  they  can  get  themselves  out  of 
those  difficulties. 

4078.  'Mr.  Hicliens-.I  think  you  suggest  in  answer 
to  Question  No.  12  that  the  Death  Duties  should  be 
to  some  extent  a measure? — Yes,  I deal  with  that 
later  on. 

4079.  Perhaps  that  Tvould  be  the  answer  to  Sir 
Charles  Addis’  question,  in  your  view? — I have  stated 
■ ater  on  that  the  Death  Duties  should  be  regarded 
as  capital  and  not  spent  as  income.  I want  just  to 
get  back  to  this  Sinking  Fund.  If  I have  found 
unanimity  in  anything  amongst  the  Chambers  of  Com- 
merce, it  is  on  this  question  of  Sinking  Fund.  They 
do  not  urge  that  the  Sinking  Fund  should  be  put  too 
high,  because  they  know  very  well  that  they  have  to 
bear  it,  but  what  they  do  feel  is  that  the  Sinking 
Fund  must  be  dealt  with  by  the  Chancellor  of  the 
Exchequer,  on  the  advice  of  his  permanent  officials. 
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4080.  Sir  Arthur  Balfour  : Should  there  be,  as  at 
present,  a fixed  Sinking  Fund  of  £50,000,000  as  a 
minimum? — Personally  I think  the  existing  arrange- 
ment with  regard  to  the  Sinking  Fund  is  a very 
reasonable  arrangement.  Speaking  from  memory,  I 
believe  it  was  £40,000,000,  then  £45,000,000,  and  then 
it  goes  up  to  £50,000,000.  I think  that  is  an  arrange- 
ment which  has  met  with  a good  deal  of  acceptance 
throughout  the  country. 

4081.  Do  you  not  think  it  is  much  safer  to  have 
a fixed  amount  rather  than  leave  the  whole  thing 
open? — I entirely  agree.  What  I am  dead  against, 
and  I think  all  the  Chambers  of  Commerce  are  dead 
against,  is  the  Chancellor  having  to  find  sums  of 
money  for  certain  purposes,  and  then,  finding  the 
revenue  of  the  country  is  not  elastic  enough,  making 
up  his  deficiency  at  the  expense  of  this  Sinking 
Fund.  That  is  absolutely  unsound  finance. 

4082.  You  think  it  is  better  to  leave  any  further 
repayment  of  debt  from  surplus  revenue  to  the 
advisers  of  the  Chancellor  of  the  Exchequer? — I 
agree.  Of  course,  I am  always  very  happy  when  there 
is  a surplus  which  will  go  to  add  to  it,  but  as  I say 
later  on  in  my  paper,  if  there  is  an  abnormal  surplus, 
people  have  the  feeling  at  the  end  of  the  year  that 
they  have  been  “ had  a bit  ” and  that  they  have 
been  taxed  higher  than  they  should  have  been,  and 
it  creates  an  unsatisfactory  feeling.  But  I do  not 
want  an  idea  to  go  forth  in  regard  to  my  views  that 
I wish  in  any  way  to  blame  the  officials  who  advise 
the  Chancellor  of  the  Exchequer;  because  they  have 
had  a very  difficult  position  to  fill,  and  I really  think 
we  should  be  very  grateful  to  them  for  all  that  they 
have  done. 

4083.  Supposing  that  in  these  conditions  you  had 
a surplus  equivalent  to  a shilling  in  the  £ Income 
Tax,  which  do  you  think  would  be  the  best  thing  to 
do  at  the  moment — to  use  that  to  pay  off  debt  or 
to  use  it  to  reduce  Income  Tax? — Provided  you  give 
me  my  £50,000,000,  I have  not  the  least  doubt  what- 
ever I should  reduce  taxation.  I have  not  the 
shadow  of  a doubt  about  that. 

4084.  You  think  it  would  widen  the  basis  of  taxa- 
tion?— Certainly,  I do. 

4085.  Sir  Josiah  Stamp:  Is  that  quite  the  dilemma 
that  the  Chancellor  is  in?  When  he  realises  a 
surplus  of  £50,000,000,  that  is  something  that  he 
has  got  from  that  year  only.  If  it  is  clear  that  he 
'is  going  to  have  that  same  figure  every  year, 
obviously  reduce  taxation;  but  the  point  that  is  put 
to  us  is,  what  should  he  do  with  the  £50,000,000 
surplus  realised  on  the  year? — It  is  the  destination 
of  the  surplus  which  is  actually  realised  that  is  in 
question.  I say  in  paragraph  14  that  it  should  be 
used  as  an  additional  contribution  to  the  reduction 
of  debt.  I think  I must  keep  to  that.  At  the  same 
time,  of  course,  I do  argue  that  there  should  not  be 
these  big  surpluses. 

4086.  Sir  Alan  Anderson : In  fact,  you  approve  of 
the  present  Sinking  Fund,  but  you  hope  that 
budgeting  will  be  a little  closer? — That  is  it. 

4087.  Sir  Josiah  Stamp:  I have  not  yet  cleared 
up  my  difficulty  on  paragraph  15,  which  says : 
“ Some  portion  of  such  surplus  might  be  utilised  for 
the  relief  of  taxation  in  the  following  year.”  I 
cannot  understand  how  you  can  take  the  surplus 
of  one  year  and  relieve  taxation  in  the  following 
year  with  that  surplus?  Sir  Alan  Anderson:  You 
also  say,  if  this  surplus  continues? — { Sir  James 
Martin)  : I am  trying  to  put  to  the  Committee  the 
thought  which  went  through  the  minds  of  our 
members  who  sent  me  this  answer.  Wo  had  some 
very  strong  letters  about  these  surpluses,  and  what  I 
say  here  conveys  their  views  : “In  recent  years,  how- 
ever, the  surplus  on  the  Budget  estimates  has  been 
abnormally  high.  If  this  continues  there  will  be  a 
demand  from  many  members  of  the  trading  com- 
munity that  the  surplus  moneys  in  any  year  over 
and  above  the  prescribed  regular  Sinking  Fund 
should  not,  as  provided  by  the  'Sinking  Fund  Act, 
1875,  be  wholly  applied  as  an  additional  contribution 
to  the  reduction  of  the  debt,  but  should  be  dealt  with 
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in  the  light  of  the  financial  position,  so  that  some 
portion  of  such  surplus  might  'be  utilised  for  the  relief 
of  taxation  in  the  following  year.”  It  seems  to  me 
it  'is  hypothetical.  If  large  surpluses  do  not  con- 
tinue and  the  Budget  balances,  the  question  will 
not  arise. 

4088.  Sir  Josiah  Stamp-.  Shall  we  put  it  this 
way?  Supposing  you  had  a surplus  of  £50,000,000 
in  a given  year  and  that  is  equal  to  a shilling  in  the 
£ Income  Tax,  you  say:  “ Now  we  do  not  want  to 
put  that,  as  under  the  old  methods,  to  the  reduction 
of  debt;  we  will  apply  it  to  the  reduction  of  taxation 
next  year.”  Now  next  year  you  could  reduce  the 
Income  Tax  from  4s.  6d.  to  3s.  6d.,  but  the  following 
year,  having  used  up  the  surplus  in  that  way,  you 
would  have  to  restore  the  Income  Tax  to  4s.  Gd. 
again.  That  is  one  way.  Or  you  could  take  the 
£50,000,000  and  purchase  a reduction  of  Income  Tax 
in  perpetuity  with  it  of,  say,  £d.,  if  you  like.  That 
is,  after  all,  the  problem  that  we  have  to  face : what 
is  meant  by  reducing  the  future  taxation  by 
£50,000,000? — I suppose  what  they  mean  is  this,  that 
if  you  have  a surplus  of  £50,000,000,  do  not  use  it  for 
the  reduction  of  debt — under  certain  conditions;  1 
am  not  going  away  from  the  answer  I previously 
gave — but  carry  it  forward  like  a company  does. 

4089.  That  either  means  reducing  to  a very  slight 
extent  all  future  taxation,  or  reducing  to  a large 
extent  the  taxation  of  one  year? — I cannot  see  any 
great  objection.  Why  should  the  Chancellor  be 
absolutely  obliged  to  square  every  payment  with 
every  receipt? 

4090.  What  I want  to  know  is,  what  do  you  mean 
by  reduction  of  taxation?  Do  you  mean  that  you 
should  reduce  the  taxation  of  the  following  year  by 
the  amount  of  the  surplus  ? — I do  not  think  any 
Chancellor  ever  does  deal  with  more  than  one  year 
at  a time,  and  if  at  the  end  of  the  year  he  finds  his 
hopes  are  falsified  he  puts  the  taxes  on  again.  If 
these  surpluses  are  abnormal,  they  should  not  be 
used  for  the  reduction  of  debt;  that  is  what  it  really 
amounts  to.  In  other  words,  these  people  say:  “ We 
are  Income  Tax  payers  and  you  have  got  out  of  us 
more  than  you  ought  to  have  got  out  of  us ; therefore 
charge  us  less. 

4091.  Mr.  Bowen:  What  is  an  abnormal  surplus? 
— We  had  an  abnormal  .surplus  I think  the  year 
before  last,  £100,000,000.  We  ought  never  to  have 
a surplus  on  a Budget  like  that. 

4092.  Sir  J osiah  Stamp : I want  to  understand 
this  proposal  that  is  made  for  the  reduction  of  taxa- 
tion. Would  you  on  that  occasion  have  reduced  the 
rate  of  Income  Tax  by  2s.  in  the  £ in  the  following 
year,  and  then  in  succeeding  years  put  it  back  again  ? 
— I could  answer  that  better  if  I were  Chancellor  of 
the  Exchequer.  I will  not  commit  myself  to  the  exact 
figure  on  every  one  of  these  things. 

4093.  I want  the  principle.  I am  still  asking 
whether  the  principle  is  a fluctuating  scheme  of 
taxation  varying  with  surpluses? — What  you  want 
me  1 1 do  is  to  go  into  details.  I have  given  you  my 
answer,  and  I want  to  ask  you  to  accept  it.  You 
have  asked  me  what  I would  do.  I say  I would  carry 
it  forward  if  the  surplus  was  an  abnormal  one.  The 
Chancellor  of  the  Exchequer,  when  he  starts  his  year, 
would  have  something  in  hand. 

4094.  You  would  leave  it  for  other  people  to  say 
whether  it  should  be  applied  for  that  one  year  'in 
reduction  of  taxation  or  for  all  years  in  reduction 
of  taxation? — I cannot  see  how  you  can  provide  for  all 
years  in  reduction  of  taxation.  I do  not  remember 
any  Chancellor  ever  providing  for  more  than  one 
year. 

4095.  You  could? — I do  not  say  you  could  not,  but 
in  fact  it  is  not  done  in  this  country. 

4096.  No,  we  always  apply  the  surplus  for  the 
year? — The  only  point  in  difference  between  us  is 
this.  If  you  get  an  abnormal  surplus— I am  not 
speaking  of  a small  one — what  shall  be  done  with 
it?  Shall-  it  be  applied  for  the  reduction  of  debt 
or  shall  it  be  utilised  for  the  reduction  of  taxation? 


You  say  you  cannot  deal  with  this  for  the  reduction 
of  taxation  in  the  ordinary  way.  Then  I answer, 
cany  it  forward  to  the  next  year. 

4097.  tl  do  not  say  you  cannot.  1 only  want  to 
know  what  this  really  is  intended  to  mean,  whether 
it  is  intended  to  apply  a realised  surplus  literally 
to  the  reduction  of  taxes  in  the  next  year  or  to 
make  it  a permanent  relief  of  taxes.  The  way  you 
would  make  it  a permanent  relief  of  taxes  would  lie 
to  apply  it  to  reduce  the  Sinking  Fund  so  as  to 
have  lees  to  pay  in  future.  How  can  you  carry  it 
over  as  a matter  of  financial  machinery?  At  present 
the  excess  of  revenue  over  expenditure  is  automati- 
cally applied  to  the  reduction  of  debt,  therefore  it 
is  impossible  to  do  what  the  papers  are  always 
clamouring  for,  extricate  it  and  use  it  in  the  follow- 
ing year’s  Budget.  Should  this  be  held,  as  it  were, 
in  a cash  box? — If  my  idea  be  accepted,  I should 
come  to  you  for  advice  how  to  deal  with  it. 

4098.  Sir  Alan  Anderson : I take  it  that  this 
paragraph  15  was  intended  to  be  read  as  it  was 
written.  As  it  is  written,  it  does  not  say  that  this 
is  the  considered  view  of  the  Chambers  of  Commerce, 
but  it  is  a sort  of  warning,  I take  it? — I agree. 

4099.  If  there  are  continuing  surpluses  of  large 
size  on  the  Budget,  the  commercial  men  will  say 
that  this  is  something  more  than  normal,  and  we 
might  reduce  taxation . It  will  not  be  a question  of 
taking  it  off  one  year  and  putting  it  on  again; 
because  it  is  going  on ; it  is  a continuing  high 
surplus.  So  they  would  say,  if  this  rather  lax  bud- 
geting continues,  we  must  do  something  with  the 
surplus  to  reduce  taxation  rather  than  to  wipe 
off  debt.  That  is  how  I read  it? — I agree. 

4100.  Sir  William  McLintock  : If  the  Government 
invested  the  surplus  in  some  security  other  than  their 
own,  you  would  then  proceed  to  realise  that  in  the 
next  year  in  order  to  supplement  the  revenue? — No, 
I do  not  say  that  at  all.  I rather  feel  I am  taking 
up  the  time  of  the  Committee  in  going  over  the  same 
ground  again.  Sir  Alan  Anderson  has  just  ex- 
plained to  the  Committee  what  was  in  my  mind,  and 
in  the  minds  of  the  people  who  asked  me  to  put  that 
down.  You  have  to  deal  with  the  average  taxpayer. 
If  you  charge  him  4s.  6d.  in  the  £ Income  Tax  and 
at  the  end  of  the  year  he  sees  there  is  a surplus  of 
from  £50,000,000  to  £100,000,000,  he  says : “ I have 
been  had.  The  Government  have  taken  more  out  of 
my  pocket  than  they  should  have  done,  and  they 
ought  to  make  some  arrangement  whereby  I get  re- 
couped in  the  following  year.”  I recognise  all  the 
difficulties;  and  S'ir  Josiah  Stamp  pressed  me;  and 
you  know  my  answer.  I said  I should  go  to  him  to 
get  me  out  of  them.  Naturally,  I do  not  expect 
the  Government,  as  money  comes  in,  to  keep 
it  in  a cash-box  or  let  it  lie  idle.  They 
utilise  it  as  advised  from  day  to  day,  very  pro- 
perly. But  the  question  is  one  of  very  considerable 
importance,  because  you  have  to  carry  the  assent 
of  the  taxpayer  with  you  in  levying  taxation,  and 
the  only  way  you  can  carry  the  assent  of  the  tax- 
payer with  you  is  not  to  tax  him  more  than  is  neces- 
sary. I think  that  all  of  us  must  be  agreed  when  we 
see  these  big  Budget  surpluses  that  the  taxpayer  has 
had  taken  out  of  him  more  than  is  necessary.  Then 
people  who  are  struggling  in  trade  and  in  industry, 
say  : “ Why  take  it  out  of  my  business  if  it  'is  not 
wanted?  We  will  pay  the  interest  on  the  debt  and 
a proper  amount  for  Sinking  Fund,  but  we  do  not 
want  to  pay  any  more.”  If  you  ask  me  to  work  out 
the  machinery,  I say  you  must  go  to  the  Chancellor  of 
the  Exchequer  and  his  advisers';  I cannot  do  ’it. 

4101.  Mr.  Bowen:  Would  it  not  be  good  business, 
if  by  some  .accident  the  Chancellor  had  an  -abnormal 
surplus,  that  such  surplus  or  a portion  of  it  should  go 
to  the  .reduction  of  debt  ? — That  is  what  is  done  with 
it  at  the  present  time.  I quite  agree  that  if  the 
surplus  is  not  abnormal  the  Budget  surpluses  should 
go  to  the  reduction  of  debt,  but  I am  really  arguing 
against  these  two  big  surpluses  which  we  have  had. 
They  took  nearly  £150,000,000  in  two  years,  and  that 


MINUTES  OF  EVIDENCE. 


297 


4 November,  1924.]  Sir  James  Mabtin,  FjS.A.A.  [ Continued . 


lias  created  a grievance— the  grievance  of  over-taxa- 
tion- and  when  people  are  hard  put  to  it  to  find 
money,  they  naturally  say  that  the  Government 
should  not  have  taken  it  out  of  their  pockets. 

4102.  Mr.  Bowen:  But  we  are  the  Government,  are 
we  not?  If  it  is  coming  out  of  our  pockets  and  it  is 
utilised  for  other  purposes  connected  with  national 
welfare,  either  in  reduction  of  debt  or  in  some  other 
purpose,  we  all,  theoretically  at  any  rate,  benefit? — 
We  benefit  by  the  reduction  of  the  National  Debt. 
But,  of  course,  that  is  limited.  If  you  are  to  take 
out  of  trade  and  industry  more  than  trade  and 
industry  can  afford  to  pay,  you  are  damaging  the 
chances  of  trade  and  industry  earning  profits  which 
the  Government  can  tax. 

4103.  I have  an  eye  to  the  answers  you  have  put  to 
other  questions,  and  I do  not  think  that  is  quite 
consistent  with  what  you  say  later  on? — Can  I carry 
this  much  further?  Have  I not  already  explained 
to  the  Committee  that  this  answer  is  hypothetical. 
We  have  tried  to  convey  our  thoughts  to  this 
Committee. 

4104.  Sir  Josiali  Stamp  : May  I sum  up  the  effect 
on  my  mind  now  of  the  discussion  as  it  stands.  It 
really  is  this : that  whenever  the  Government  has 
been  faced  with  a large  surplus,  and  that  has  been 
an  'indication  that  future  revenue  would  be  equally 
good,  they  have  in  fact  reduced  taxes? — Yes. 

4106.  But  a succession  of  large  surpluses  shows 
that  they  have  not  budgeted  well  enough,  and  they 
ought  to  have  been  more  courageous  and  reduced 
still  further? — Yes,  that  is  quite  right. 

4106.  Mr.  Bowen : In  paragraph  22  the  statement 
is  made  that  high  taxation  has  adverse  psychological 
effects,  and  so  on,  and  is  detrimental  to  trade.  I 
can  understand  quite  clearly  that  must  have  its  effect 
all  round,  but  would  it  not  be  a permanent  effect  if 
the  Sinking  Fund  was  to  be  retained  at  only 
£60,000,000? — I rather  felt  I was  arguing  the  other 
way.  Your  question  would  seem  to  imply  that 
£50,000,000  should  be  the  minimum  of  a Sinking 
Fund,  which  could  be  increased — that  is,  the  debt 
should  be  paid  off  more  rapidly. 

4107.  That  is  not  my  personal  view  at  the  moment. 
What  we  are  trying  to  discover  is  the  general  trend 
of  thought  as  to  what  is  a safe  figure  for  the  reduc- 
tion of  debt.  If  £50,000,000  is  to  be  the  minimum 
and  if  your  members  argue  that  there  should  be 

anything  more  or  higher  taxation ? — No,  I have 

not  said  that.  What  I did  say  was  that  the  Chan- 
cellor of  the  Exchequer  should  take  the  opinion  of 
those  impartial  people  who  are  competent  to  advise 
him  and  who  do  advise  him,  and  he  should  fix  the 
Sinking  Fund.  I do  not  say  that  it  should  be  fixed 
for  all  time  according  to  the  laws  of  the  Medes  and 
Persians. 

4108.  But  this  Committee  is  going  to  advise  the 
Chancellor,  and  we  are  trying  to  get  from  business 
people  as  much  information  as  we  can  as  to  what 
their  view  is  ? — My  argument  is  that,  having  got  the 
Sinking  Fund  fixed,  it  should  not  be  raised,  but  that 
it  should  be  maintained. 

4109.  I do  not  object  to  that  in  the  slightest  degree, 
but  here  you  say  that  high  taxation  has  a depressing 
effect  upon  trade,  and  I think  that  is  generally 
agreed? — It  has  a depressing  effect  because  in  some 
cases — I am  speaking  from  actual  knowledge — trade 
has  had  a difficulty  in  finding  the  money  to  pay  its 
taxes,  and  in  some  others  a trader  said : “ Why 
should  I worry  and  bother  myself  to  earn  money, 
when  so  big  a proportion  goes  to  the  Government?  ’’ 
That  person’s  mind  is  affected  in  that  way  and  he 
slacks  off,  which  is  to  the  detriment  of  the  country. 

4110.  If  we  are  all  agreed  that  high  taxation  is 
bad,  and  if  we  are  still  further  agreed  that  efforts 
should  be  made  to  reduce  our  National  Debt,  what  is 
the  best  means  of  doing  it? — By  a steady  Sinking 
I und  and  by  co-operation  in  trade  and  commerce 
so  as  to  bring  about  better  conditions  in  this  country 
anu  get  a bigger  output.  That  is  the  only  way  we 
can  save  ourselves — by  everybody  giving  to  the  State 
the  best  he  can  give. 


4111.  Is  the  bigger  output  necessarily  the  best 
means  of  paying  off  our  debt? — Personally  I do  not 
see  any  other  way. 

4112.  Take  the  tea  planter,  for  example? — Tea 
planters  are  not  resident  in  this  country. 

4113.  No,  but  it  does  not  follow  that  people  in  this 
country  are  not  interested.  Restriction  of  output 
after  all  said  and  done  is  something  which  affects 
all  the  people? — I am  dealing  here  with  what  I 
know;  I cannot  deal  with  tea  planters.  I see  tea 
planters’  accounts,  but  I know  nothing  about  tea 
planting ; but  I do  know  something  about  English 
factories,  and  I know  that  many  factories  are  not 
working  their  proper  output.  The  consequence  is 
that  their  overhead  charges  are  out  of  all  proportion 
to  the  amount  of  work  they  are  turning  out.  What 
does  that  result  in?  It  results  in  high  prices  and 
less  consumption. 

4114.  But  you  do  represent  the  Chambers  of  Com- 
merce who  are  in  'direct  contact  with  all  these  people, 
and  I thought  you  might  be  able  to  help  us  with 
some  suggestions  in  that  way? — If  you  will  go  on 
with  your  questions,  I will  answer  them  to  the  best 
of  my  ability. 

4115.  What  I am  trying  to  get  to  is  this : there 
is  a general  objection  to  high  taxation  and  a general 
admission  that  the  National  Debt  must  be  reduced; 
it  must  not  be  more  than  above  a certain  figure;  do 
you  agree  that  £50,000,000  is  sufficient  or  insufficient? 
— To  my  mind  £50,000,000  is  quite  sufficient  under 
existing  conditions. 

4116.  It  will  take  us  140  years  to  pay  off  the  Debt? 
— It  does  not  follow. 

4117.  It  is  a simple  sum  in  arithmetic? — I dare 
say  the  simple  sum  would  be  so  but  other  factors 
enter  in.  We  are  dealing  with  a National  Debt. 
W7hen  you  speak  to  me  like  that  you  are  dealing 
with  the  National  Debt  as  if  we  owed  this  money 
and  had  not  got  a halfpenny  of  assets  in  the  world. 

I give  certain  ways  by  which  the  debt  could  bs 
dealt  with,  and  also  I want  the  Government  to  look 
after  the  assets  of  the  nation. 

4118.  Forgive  me;  I was  not  thinking  of  that  at 
all? — But  then  that  is  the  Janswer  to  your  sum. 
It  will  take  so  many  years  to  pay  off  the  National 
Debt  if  we  owed  all  that  money  and  had  not  got  a 
ha’porth  of  assets,  yes;  but  we  have. 

4119.  Of  course,  if  we  could  realise  our  assets  it 
would  be  a different  thing  ? — Or  if  we  could  get 
interest  on  them,  or  if  we  could  get  some  disposition 
on  the  part  of  people  who  owe  us  money  to  pay. 

4120.  Now  we  are  getting  down  to  somewhere  else. 
Is  your  suggestion  that  we  ought  to  advise  the 
Chancellor  to  see  to  it  that  we  get  some  of  the  debts 
repaid  by  other  countries? — Yes;  that  is  one  of  my 
suggestions  in  this  proof. 

4121.  We  are  told  so  often  by  the  representatives 
of  trade  that  high  taxation  depresses  trade.  What 
I want  to  find  out  is  how  can  we  get  away  from 
that?  I think  you  did  say  that  we  ought  to  be 
paying  our  debts,-  and  we  compliment  ourselves  on 
paying  our  debts;  if  we  have  to  pay  our  debts  how 
can  we  avoid  high  taxation? — Well,  there  are  other 
ways.  The  nations  ought  to  do  as  individuals  do. 
The  old  saying  is,  “ Cut  your  coat  according  to  your 
cloth.”  We  shall  not  pay  our  debts  if  we  go  launch- 
ing out  into  all  sorts  of  new  schemes  when  we  have 
not  got  the  money  .to  pay  for  them. 

4122.  Is  that  what  you  mean  by  “ economy  in 
Government  expenditure”? — Yes,  to  some  extent. 

4123.  Could  you  tell  us  what  you  mean  in  that 
phrase  precisely;  I see  it  so  often — “ economy  in 
Government  expenditure.”  I should  like  to  have 
some  clearer  information  as  to  what  you  mean  by 
it? — By  not  entering  into  any  scheme  where  the 
finance  has  not  been  clearly  worked  out  beforehand, 
and  by  not  incurring  liabilities  which  we  cannot 
afford. 

4124.  Mrs.  Wootton : But  is  not  the  present 

position  rather  that,  if  you  are  to  meet  Mr.  Bowen’s 
difficulty,  you  have  to  economise  on  the  existing 
expenditure  apart  from  incurring  new  liabilities, 
otherwise  you  only  have  your  £50,000,000  which  ia 
going  to  take  a long  time  to  repay  the  debt.  Have 
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you  formed  any  idea  on  what  existing  expenditure 
we  should  economise? — Well,  I have  not  gone  into 
it  in  detail  during  the  last  two  years.  I admit  that 
there  is  a very  great  deal  of  expenditure  at  the 
present  time,  interest  on  War  Debt,  pensions,  and  so 
on,  which  we  cannot  cut  down,  but  at  the  same  time 
schemes  are  put  forward  which  do  not  commend 
themselves  to  business  men.  I am  using  the  words 
“ business  men  ” without  any  relation  to  party 
politics  which  are  outside  our  calculations  in  discuss- 
ing these  matters.  We  want  to  see  the  finances  of 
the  country  conducted  more  on  the  lines  that  the 
finances  of  businesses  are  conducted  upon,  and  that 
obligations  are  not  incurred  unless  funds  are  avail- 
able or  within  sight  for  paying  for  them. 

4125.  Sir1  Arthur  Half  our : What  you  really  mean 
is  that  under  to-day’s  trading  conditions  £50,000,000 
is  a reasonable  sum  to  fix  because  taxation  is  at  a 
certain  level,  but  if  later  on  trade  conditions  improve 
there  is  no  reason  why  that  view  should  not  be  re- 
considered?— Not  a bit. 

4126.  But  for  the  moment  you  would  handicap 
trade  more  by  increasing  it? — £50,000,000  is  quite 
enough  to-day,  and  if  that  is  the  opinion  of  the 
Chancellor  of  the  Exchequer,  whoever  he  may  be, 
then  the  £50,000,000  must  be  obtained,  and  I would 
not  vary  it;  but,  on  the  other  hand,  in  dealing  with 
the  National  Debt  I do  say  this,  that  you  must  go 
a little  bit  further  than  always  looking  to  the  British 
taxpayer'  to  find  both  the  interest  and  the  Sinking 
Fund  on  it.  What  I want  the  Government  to  do  is 
to  have  a look  at  the  national  balance-sheet  and 
consider  what  the  liabilities  of  the  country  are  and 
what  the  assets  of  the  country  are,  and,  if  I may 
put  it  so,  not  ask  me  to  bear  the  burden  which 
belongs  to  a Frenchman  or  an  Italian;  that  is  one 
of  my  points. 

4127.  Mr.  Bowen:  You  have  used  the  word 

“ assets  ” a few  times;  what  do  you  mean  by 
“ assets  ”? — The  debts  that  are  owing  to  us. 

4128.  You  do  not  mean  anything  here  in  this 
country  ? — I do  not  mean  the  fixed  assets  in  the  shape 
of  land  and  buildings.  There  are  the  debts  owing 
to  us,  and  there  are  the  Suez  Canal  shares,  and  things 
of  that  sort;  that  is  what  I call  assets.  Of  course, 
the  buildings,  and  so  on,  which  belong  to  the 
Government  are  only  revenue  producing  in  the  way 
that  they  possibly  save  money  for  the  nation  if  they 
are  well  bought  and  well  built;  but  they  axe  not 
realisable  assets  having  regal'd  to  the  requirements 
if  the  nation. 

4129.  At  the  risk  of  being  called  political,  I am 
very  interested  to  know  how  traders  regard  questions 
of  social  reform  which  are  a liability  on  the  nation 
in  the  desire  and  intention  to  improve  the  health 
of  the  people? — Wall  you  take  my  own  answer 
because  I have  not  put  this  to  those  1 represent? 

4130.  Certainly? — il  consider  myself  that  the 
health  and  the  well-being  of  the  people  are  a national 
asset,  not  one  that  you  can  write  down  in  a balance 
sheet,  and  I do  not  want  in  anything  I say  or  do 
to  retard  in  any  way  reasonable  reforms  which  are 
for  the  welfare  of  the  people  of  this  country;  in 
fact,  I think  it  is  to  the  advantage  of  the  country 
that  they  should  never  be  lost  sight  of. 

4131.  I am  not  trying  to  debate,  or  anything  of 
the  sort? — Certainly  not;  but  I submit  that  busi- 
ness men  are  not  people  without  souls. 

4132.  Oh,  I know  better  than  that,  of  course. 
What  I am  really  trying  to  get  at  is  a clear  exposi- 
tion of  the  meaning  of  the  phrase : u By  economy  in 
Government  expenditure”;  we  see  it  so  often,  and 
it  is  not  always  defined.  The  suggestion  here  is 
that  the  Government  must  cut  down  some  social 
service  or  other? — No.  it  is  not,  surely.  Supposing 
I said  to  a client  of  mine : 1 1 You  must  be  economical 
in  your  expenditure,”  what  does  that  mean?— that 
he  must  not  spend  any  money  without  the  utmost 
consideration  to  every  farthing  he  spends.  That  is 
what  it  means,  and  that  is  what  we  have  to  say  to 
our  Government,  and  what  we  do  say  to  our  Govern- 
ment. 


4133.  Sir  Arthur  Balfowr : It  may  even  go  further 
than  that.  You  may  have  some  social  advantage 
which  you  wish  to  give  the  people;  you  may  say: 
“ Well,  we  cannot  afford  to  do  it  this  year  or  next 
year,  but  in  three  or  four  years,  if  conditions  are  dif- 
ferent, we  might  do  it  there.”  It  is,  as  you  say, 
a question  of  examining  everything  before  you 
commit  yourself  to  it? — I quite  agree;  I would 
examine  everything  most  carefully;  but  where  it  'is 
a question  of  health  or  sanitation,  or  anything  of 
that  sort,  of  course  the  money  must  be  spent.  But 
you  are  taking  me  a great  deal  further  than  my 
proof  has  gone,  which  is,  of  course,  confined  within 
the  terms  of  reference  to  the  Committee,  because  a 
lot  of  the  reforms  which  I think  are  in  your  mind 
and  which  have  entered  into  my  mind  now  through 
the  lead  you  have  given  me  must  be  paid  for  out 
of  the  rates,  and  then  we  are  coming  on  to  another 
branch  of  the  subject  which  is  very  big  and  very 
involved. 

4134.  I think  you  have  run  away  from  me  there; 
I did  not  mean  all  that? — Of  course,  questions  of 
social  reform  are  paid  for  largely  and  borne  by  the 
rates,  as  well  as  out  of  taxes. 

4135.  By  “ economy  in  Government  expenditure  ” 
I take  it  you  mean  just  economy  in  administration? 
— No,  I am  not  going  to  confine  myself  to  that.  I 
say  that  the  Cabinet  as  a whole  which  governs  this 
country  must  consider  the  means  of  the  country  and 
the  burden  of  taxation  imposed  on  the  people,  and 
if  schemes  are  suggested  to  them  to  increase  those 
burdens  they  must  ruthlessly  reject  them  or  cut  them 
down. 

4136.  Or  postpone  them? — Yes. 

4137.  Sir  Josiah  Stamp:  When  you  say  in  para- 
graph 23,  “ taxation  could  be  reduced,”  is  'it  not  a 
case  of  eliminating,  as  Mrs.  Wootton  says,  some 
existing  services? — You  have  there  to  take  (a)  plus 
(6)  plus  (c)  plus  ( cl ) ; you  have  to  put  them  all  to- 
gether. The  only  one  that  is  at  all  indefinite  'is  the 
one  that  Mr.  Bowen  has  referred  me  to  : (a)  “ By 
economy  in  Government  expenditure,”  but  I have 
tried  to  explain  what  I mean  by  that.  The  others 
are  more  precise. 

4138.  An  economy  in  Government  expenditure  in 
declining  to  deal  with  future  projects  that  are  not 
self-supporting,  or  not  financially  sound,  we  under- 
stand, but  we  do  not  see  how  you  can  reduce  taxa- 
tion in-  that  way ; you  can  refrain  from  increasing  P 
— Certainly. 

4139.  Sir  Arthur  Balfour  : Do  you  not  surely  mean 
that  if  there  had  been  more  consideration  for  economy 
in  the  past  we  would  not  have  had  to  raise  taxation  P 
— That  is  so. 

4140.  Sir  J osiah  Stamp  : Well,  it  is  not  too  late  to 
remedy  it  by  cutting  the  improper  thing  out,  but  what 
is  the  improper  thing  that  ought  to  be  cut  out? — Oh, 
no;  I shall  'be  called  to  order  by  the  Chairman.  Sir 
Alan  Anderson : It  is  not  only  outside  his  proof,  but 
outside  our  terms  of  reference,  surely.  Chairman  ■ 

I am  afraid  there  are  a number  of  things  that  are 
outside  our  reference  which  are  still  very  interesting. 

4141.  Sir  Josiah  Stamp:  I have  just  one  or  two 
points  on  Question  4.  I take  it  that  the  result  of 
paragraph  18  is  that  you  and  those  you  represent 
reaffirm  the  desire  expressed  several  years  ago  for  an 
alteration  of  the  three  years’  -average  basis  for  Income 
Tax  to  the  basis  of  the  previous  year? — Well, 
you  must  not  take  that  as  a specific  answer.  I will 
say  this,  that  when  the  Government  introduced  the 
Revenue  Bill  some  time  ago  the  Chambers  of  Commerce 
were  prepared  to  assent  to  it,  but  doubtless  you 
remember  there  was  a great  agitation  got  up  against 
it,  and  we  were  rather  submerged  over  it. 

4142.  Were  the  Chambers  of  Commerce  influenced  at 
all  by  the  great  profit  the  individual  taxpayer  would 
have  made  in  that  year  P — I do  not  suppose  they  were 
altogether  unmindful  of  the  fact,  but  my  answer  to 
this  is,  we  have  said  to  the  Chancellor  of  the  Ex- 
chequer that  we  would  not  be  indisposed  to  change 
over  from  a three  years’  average  to  the  profits  of  the 
preceding  year  provided  it  could  be  done  at  a time 
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when  it  oould  be  fairly  carried  out  both  in  the  inter- 
ests of  the  State  and  of  the  taxpayer. 

4143.  I will  not  pursue  that. — It  was  dealt  with  in 
the  Report  of  the  Royal  Commission  on  the  Income 
Tax,  I believe. 

4144.  Yes,  but  it  is  interesting  to  know  if  it  is  the 
opinion  of  commerce  generally  that  that  is  an  up-to- 
date  opinion? — No.  It  is  merely  a statement  of  fact. 
There  is  no  opinion  expressed  in  paragraph  18.  We 
say  only  that  owing  to  the  existence  of  the  three  years’ 
average  we  are  paying  annually  large  sums  for  Income 
Tax  on  profits  which  we  are  not  now  earning. 

4145.  The  inference  is  that  if  you  had  not  got 
that  system  you  would  have  larger  sums  available  for 
extension? — The  inference  is  if  we  had  not  got  that 
system  we  should  not  be  paying  these  big  sums  for 
taxation  at  the  present  moment,  and  I do  not  think 
you  can  carry  it  any  further  than  that. 

4146.  That  you  would  have  larger  sums  for  exten- 
sion; that  is  the  inference  of  the  paragraph? — That 
is  the  conclusion  you  draw  from  it. 

4147.  It  seems  to  me  to  be  the  logical  deduction 
from  it. — Well,  I let  you  have  it. 

4148.  What  I want  to  know  is,  can  we  carry  it  to 
this  point,  that  they  would  like  to  have  that  system 
altered  at  some  future  time? — No;  you  must  not  do  it 
on  this  proof,  because  1 have  not  put  that  question  to 
the  Chambers  of  Commerce  in  connection  with  this 
matter,  and  if  you  want  an  answer  to  that  I must  go 
to  each  Chamber  of  Commerce  and  say:  “ Are  you 
prepared  to  assent  to  the  abolition  of  the  three  years’ 
average?  ” If  I did  not  do  that  there  would  be 
trouble. 

4149.  You  spoke  about  the  bad  psychological  effect 
on  the  taxpayer  of  having  a Sinking  Fund  and  then 
running  away  from  it,  or  altering  it,  or  raiding  it? — 
Yes,  business  people  do  not  like  playing  fast  and 
loose  with  these  sorts  of  things.  I am  sure  no  average 
trader  who  is  going  to  create  a reserve  fund  would 
play  fast  and  loose  with  it. 

4150.  Have  we  got  any  illustrations  of  late  years  of 
raiding  the  Sinking  Fund? — Well,  not  since  the  War. 

4151.  I mean  of  recent  years  at  all;  in  modern 
times? — Yes,  I can  remember  it  being  done.  I 
believe  Mr.  Asquith  did  it  once;  I am  not  quite  sure. 
It  is  very  difficult  for  me  to  say,  but  T should  think 
it  has  not  been  done  since  1912. 

4152.  It  is  not  a factor  which  is  bothering  the 
commercial  community  at  the  present  time  in  our 
general  national  economy? — No,  but  I can  quite 
imagine  some  Chancellor  of  the  Exchequer  being 
pressed  with  a proposed  reform  which  his  party 
wanted  and  his  not  being  able  to  find  the  money  out 
of  ordinary  taxation,  saying:  “Well,  now,  I am 
going  to  be  met  with  a deficiency ; I shall  have  to  take 
it  out  of  the  Sinking  Fund.”  This,  I should  think 
— I ido  not  want  to  put  it  too  high — ’would  be  a 
breach  of  trust  under  existing  conditions. 

4153.  You  speak  of  the  repayment  of  debt  by  Allies 
as  one  of  the  methods  which  we  should  follow  to 
relieve  the  present  situation? — Yes.  I should  like 
them  either  to  repay  the  debt  or  to  give  us  some 
thing  on  account  of  interest. 

4154.  It  is  rather  important  that  we  should  take 
it  as  an  expression  of  the  majority  of  those  you 
represent  that  they  do  not  fear  at  all  the  effects  of 
that  on  trade? — Now  you  are  leading  me  into  some- 
thing else,  and  quite  rightly,  but  it  wants  very  care- 
fully considering  how  that  is  going  to  be  done.  There 
are  more  ways  of  dealing  with  it  than  one,  as  you 
know.  It  is  most  necessary  to  my  mind  for  this 
country  that  we  should  say  to  our  Allies  : “ Well, 
as  a matter  of  business,  we  must  enter  into  a general 
scheme  of  debt  settlement.”  The  terms  of  that 
scheme  I^am  sure  will  be  drawn  up  by  Government 
advisers  in  such  a way  as  not  to  affect  detrimentally 

lade  as  a whole,  but  at  the  same  time  bring  relief 
to  the  nation  as  a whole. 

415o  Then  the  real  feeling  on  the  part  of  the  com- 
ercial  community  is  that  this  ought  to  be  done 
provided  it  can  be  done  without  upsetting  their  trade, 


or  in  spite  of  it  upsetting  trade,  shall  I say? — I 
would  say  it  should  be  done;  it  must  be  done;  but 
the  method  of  doing  it  must  be  very  carefully  studied. 
It  is  only  the  method.  There  is  no  ambiguity  about 
my  answer  that  it  should  be  done. 

4156.  No;  I am  not  suggesting  it.  I only  wanted 

to  know  what  their  feeling  is.  I am  just  on  this 
alternative ; do  the  commercial  community  say  that 
this  thing  ought  to  be  done  if  it  can  !be  done  without 
damaging  commerce  and  trade,  or  do  they  say  : “ This 
thing  ought  to  be  done  in  spite  of  the  fact  that  it 
will  damage  commerce  and  trade  ” ? — We  say  neither. 
We  say:  “This  thing  must  be  done”;  that  is 

number  one.  Then  number  two  we  say:  “The 
method  of  doing  it  must  receive  the  most  careful 
consideration  by  the  Government  so  as  not  to  injure 
trade.” 

4157.  Sir  Josiah  Stamp:  Thank  you;  that  is  the 
answer  I wanted  to  get  at.  Sir  Arthur  Balfour : Or 
the  least  possible  damage  to  trade? — ( Sir  James 
Martin) : Or  the  least  possible  damage  to  trade,  but 
my  own  feeling  is  : Why  should  you  make  me  pay 
Income  Tax  in  order  to  save  a Frenchman  or  an 
Italian  ? I cannot  see  it.  I do  not  see  any  justice 
in  it.  I want  him  to  pay  his  proportion  of  the  tax 
and  let  me  pay  mine. 

4158.  Sir  J osiah  Stamp  : Why  I am  pressing  this 
question  is  that  we  are  getting  constant  oscillation 
of  opinion  as  between  a desire  to  be  repaid  and  the 
dislike  of  the  process  of  being  repaid,  and  I want 
to  know  which  predominates? — Well,  I am  sure  there 
are  members  on  this  Committee  who  will  be  able  to 
advise  the  Government  on  those  points. 

4159.  On  paragraph  23  you  say  that  it  has  been 
suggested  that  on  the  amounts  of  profit  carried  to 
reserve,  traders  should  pay  a lower  rate  of  taxa- 
tion; oould  you  tell  us  whether  that  suggestion  was 
made  by  a majority  of  the  people  you  represent,  or 
is  it  only  raised  here  and  there?  We  want  to  know 
the  force  or  power  of  it? — There  is  a strong  feeling 
on  the  part  of  the  traders. 

4160.  Could  I put  a figure  to  it — would  half  your 
traders  have  put  this  suggestion  forward? — Well,  I 
want  just  to  explain  it  to  you.  I think  there  is  a 
strong  feeling  in  the  Chambers  of  Commerce  that  this 
should  be  done,  but  so  far  I am  afraid  that  I myself 
am  rather  a stumbling  block.  I have  asked  them  is 
tell  me  how  it  is  going  to  be  done. 

4161.  I was  coming  to  that  in  my  next  question. 
You  tell  us  that  the  accountancy  profession  is 
well  represented  amongst  your  people? — Yes. 

4162.  Could  you  tell  us  what  proportion  of  the 
Accountants’  representatives  would  have  put  this 
forward? — Might  I,  instead  of  answering  that  for 
the  accountants  generally,  answer  it  for  myself;  would 
you  allow  me  to  do  that? 

4163.  Both.  I value  your  own  answer,  but  I would 

still  more ? — Well,  I have  not  put  'it  to  them,  but 

I will  be  perfectly  frank  with  the  Committee  : I told 
the  Chancellor  of  the  Exchequer  myself  that  I had 
every  sympathy  with  it,  but  I did  not  quite  see  how 
it  could  'be  done.  That  was  my  answer  to  Mr. 
Snowden  only  this  year. 

4164.  It  has  not  been  put  specifically  to  your 
accountancy  members? — No,  not  as  a body. 

4165.  Sir  William  McLintock:  Would  you  suggest 
extending  it  to  other  than  traders  ? Do  you  mean 
traders  in  commodities  like  goods? — By  “traders” 
I would  mean  all  traders.  I should  say  the  defini- 
tion of  “ trader  ” would  be  the  same  as  in 
the  Finance  Act  with  regard  to  Excess  Profits  Duty. 

4166.  Sir  Josiah  Stamp:  Excluding  the  profes- 

sions?— .Excluding  the  professions,  yes. 

4167.  Sir  William  McLintock  : You  would  not  ex- 
tend it  to  bankers,  for  example  ? — I have  already 
told  the  Chancellor  of  the  Exchequer  that  I do  not 
quite  see  my  way  to  argue  it.  I have  tried  to  think 
this  out  in  every  possible  way,  and  my  great  objec- 
tion to  it  is  this  : Who  'is  to  decide  what  proportion 
of  profits  should  be  retained  in  the  business? 

4168.  And  having  decided  the  amount  the  pur- 
pose to  which  the  reserve  is  put? — Yes,  but 
first  of  all  who  is  to  decide  it?  Is  the  trader  himself 
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to  decide  it,  or  is  the  Inland  Revenue  to  decide  it, 
or  is  the  trader’s  accountant  to  decide  it?  I do  not 
know.  That  is  the  difficulty  I have  felt,  but  at  the 
same  time  you  have  to  recollect  that  some  of  these 
things  that  emanate  from  trade  you  must  have  regard 
to  as  a cry  of  pain  which  is  going  up. 

4169.  It  would  he  very  risky  to  leave  the  decision 
to  the  trader  himself? — Yes. 

4170.  Just  one  point  on  paragraph  18  : Is  that  point 
a very  real  one?  You  are  assuming  that  there  have 
been  high  profits  earned  in  the  past,  and  you  strike 
a period  of  depression  in  which  you  earn  very  little 
profit,  and  the  operation  of  the  average  gives  you  a 
high  Income  Tax  payment  in  a particular  year;  is 
not  that  the  point  that  is  suggested  here? — That 
statement  arises  owing  to  the  conditions  of  to-day. 
I do  not  want  myself  to  argue  against  the  three  years’ 
average. 

4171.  I am  not  discussing  the  merits  of  the  three 
years’  average,  but  the  point  is  this : If  a trader 
earns  a large  sum  of  money  'in  a particular  year,  he 
does  not  pay  the  tax  on  that  for  probably  three  years, 
and  therefore  he  has  that  tax  on  the  profit  left  in 
his  possession  for  a period  of  time? — Yes,  that  may 
be  so. 

4172.  And  the  prudent  trader  to-day  who  has  a good 
year  in  these  days  of  high  tax  sets  aside  the  amount? 
— He  may  not  'be  able  to.  I have  a case  in  my  mind 
at  the  present  moment  where  a firm  which  has  been 
earning  profits  owes  the  Government  for  Income  Tax, 
Excess  Profits  Duty,  and  Corporation  Profits  Tax. 
It  is  perfectly  true  that  they  have  earned  profits,  but 
they  have  never  realised  them,  and  never  been  able 
to  pay. 

4173.  Sir  Josiah  Stamp  : They  are  locked  up? — The 
profits  are  locked  up. 

4174.  Mr.  Sickens  : They  have  paid  no  dividend  for 
all  these  years  ? — They  did  pay  dividends  up  to  a point. 
Now  they  have  come  to  this  position  : they  first  of  all 
gave  up  their  ordinary  dividend;  then  they  gave  up 
their  preference  dividend;  and  to-day  they  are  not 
even  paying  their  directors.  The  profits  of  a business 
are  not  always  the  realised  profits  of  a business;  that 
is  the  trouble. 

4175.  Chairman : Is  there  anything  on  Question 
No.  5? — There  is  just  a point  under  this  head,  on 
paragraph  2-5 : “ Taxation,  in  the  opinion  of  some, 
adds  to  the  cost  of  business  through  increased  charges 
for  salaries  and  diminishes  the  fund  available  for  de- 
preciation and  wasting  assets  which  business  men  have 
to  provide  for  in  excess  of  Inland  Revenue  allow- 
ances.” It  is  perfectly  clear  that  to-day  in  many 
cases,  owing  to  the  high  rate  of  taxation,  the  salaried 
staff  of  one’s  business  has  to  be  paid  at  a very  con- 
siderably higher  rate  in  order  to  enable  a man  to  have 
anything  like  the  same  amount  of  income  that  he  had 
before.  I think  there  is  also  a tendency,  when  you 
think  that  the  State  has  got  to  bear  a proportion  of 
it,  not  to  scrutinise  expenditure  perhaps  as  closely  as 
it  ought  to  be  scrutinised.  That  was  more  clearly 
shown  in  the  Excess  Profits  Duty  than  it  is  in  con- 
nection with  Income  Tax.  To  my  knowledge  there  are 
some  businesses  struggling  with  some  very  high 
charges  which  were  incurred  at  the  time  when  the 
State  was  receiving  a very  high  proportion  of  the 
profits.  In  fact,  they  got  extravagant,  and  now  they 
have  returned  to  more  normal  times  they  are  not  able 
to  return  to  more  normal  expenditure.  In  that  way 
high  taxation  has  its  bad  effects. 

4176.  Sir  William  M.cLintock  : Is  it  the,  opinion  of 
the  Chambers  generally  that  they  add  to  regular 
salaries  a sum  to  enable  the  employees  to  pay  Income 
Tax? — It  is  very  largely  done. 

4177.  And  that  salary  enters  into  the  cost  of  the 
goods  and  is  recovered? — In  that  way  in  my  opinion 
it  has  sent  up  costs. 

4178.  Therefore  it  does  not  diminish  the  fund  avail- 
able for  depreciation? — Those  two  arguments  are 
distinct,  but  put  together.  Taxation  adds  to  the  cost 
of  business  through  increased  charges  for  salaries, 
and  it  also  diminishes  the  fund  available  for  depre- 
ciation and  wasting  assets.  They  are  two  separate 
things;  one  is  not  dependent  on  the  other. 


4179.  Sir  Josiah  Stamp:  Would  it  ibe  correct  to 
say  that  salaries  have  risen  in  a higher  ratio  than 
pirofits? — It  is  rather  difficult  to  make  a general 
statement  to  that  effect. 

4180.  That  would  seem  to  follow  from  this.  It 
would  seem  that  profits  have  got  depleted  owing  to 
the  necessity  for  making  salaries  up  ? — Yes.  Well, 
what  I really  mean  to  infer  is  this:  salaries  have 
gone  up  and  profits  have  gone  up;  profits  have  come 
down,  but  salaries  have  not. 

4181.  So  that  we  ought  to  find,  statistically,  that 
salaries  have  gone  up  in  a greater  ratio  at  the  present 
time  than  profits? — I think  my  answer  is  correct, 
that  the  salaries  and  profits  went  up  together.  The 
profits  have  come  down,  but  the  salaries,  owing  to 
the  difficulty  of  cost  of  living,  remain  up. 

4182.  Would  you  add  that  the  statistics  of  assess- 
ment under  Schedule  E on  the  employees  of  a trading 
company  ,and  the  assessments  under  Schedule  D on 
employments  would  have  gone  up  in  a higher  ratio 
than  ordinary  trading  profits  have? — Well,  those 
figures  are  available.  I would  rather  not  speculate 
on  them. 

4183.  That  would  seem  to  follow  from  your 
answer,  if  it  is  at  .all  general? — It  would  seem  to 
follow. 

4184.  Sir  Arthur  Balfour : But,  in  fact,  anything 
that  raises  cost  of  production,  as  this  particular 
thing  does,  interferes  with  the  selling  of  the  goods, 
and  may  therefore  increase  overhead  charges  on 
turnover  ? — Yes. 

4185.  Sir  Josiah  Stamp:  In  paragraph  25.  Could 
you  tell  us  how  much  you  think  the  fund  available 
for  depreciation  and  wasting  assets  is  diminished? 
Is  the  amount  that  has  to  be  provided  in  excess  of 
the  Inland  Revenue  allowance  a big  figure? — I have 
no  statistics,  but  I know  enough  about  business  to 
say  this,  that  when  profits  are  diminishing  the 
reserves  which  should  be  accumulated  are  not  dealt 
with  so  liberally  as  they  are  in  more  prosperous 
times. 

4186.  Businesses  have  to  provide  or  wish  to  pro- 
vide in  excess  of  the  Inland  Revenue  allowances? — 
Yes. 

4187.  Is  that  excess  a big  thing  or  a small  thing? 
— Very  often  it  is  pretty  big. 

4188.  It  is  big  in  the  aggregate? — I think  so,  yes. 
You  pay  Income  Tax  on  it  first,  you  know. 

4189.  Yes;  I am  not  challenging  it;  I only  want  to 
know  the  size  of  it.  My  personal  view  is  that  there 
is  nothing  in  it,  but  I want  to  know  what  the  trading 
community  think? — There  is  a lot  in  it. 

4190.  Sir  Alan  Anderson : It  would  vary  in  the 
different  trades?- — It  would  vary  in  the  different 
trades,  yes.  I cannot  lay  down  any  general  rules, 
but  all  prudent  people  make  liberal  reserves  in  good 
years. 

4191.  Sir  Josiah  Stamp:  In  order  to  provide  this 
necessary  excess  above  the  Inland  Revenue  allow- 
ances?— Yes,  you  may  put  it  so. 

4192.  Is  that  for  obsolescence? — I state  as  a fact 
that  it  is  in  excess  of  the  Inland  Revenue  allowance, 
but  they  do  not  bother  about  the  Inland  Revenue 
allowance  in  making  their  reserves.  They  make  their 
reserves  in  accordance  with  the  class  of  business  they 
are  carrying  on  and  the  life  of  the  assets,  and  various 
other  things  enter  into  it. 

4193.  Your  point  is  that  in  the  long  run  a business 
finds  that  a certain  amount  is  necessary,  and  they 
do  not  get  this  allowance  from  the  Inland  Revenue, 
and  the  ability  to  supply  that  balance  is  impaired 
by  taxation? — Yes,  but  you  must  not  regard  the 
Inland  Revenue  allowance  as  a standard  allowance. 

4194.  I am  not  doing  so;  I only  want  to  know 
whether  this  fund  that  they  have  to  provide  in 
excess  of  the  allowances  is  a very  large  one? — In 
many  cases  it  is. 

4195.  Taking  business  as  a whole? — Yes,  it  is. 

4196.  The  Inland  Revenue  allowances,  therefore, 
are  not  really  in  the  long  run  adequate  for  business 
purposes? — Oh  no. 
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4197.  They  fall  short? — Yes. 

4198.  Having  regard  to  the  fact  that  you  have  to 
pay  £22  10s.  tax  out  of  every  £100  that  you  have, 
you  are  deprived  to  that  extent  of  your  ability  to 
make  good  that  fund? — Yes.  You  must  give  people 
some  reward — something  to  live  on — either  by  way 
of  taking  a certain  percentage  of  the  profits  out  or 
by  way  of  dividend,  and,  of  course,  if  the  profits  are 
diminishing  it  is  the  reserves  that  have  'to  suffer 
very  often. 

4199.  Sir  Arthur  Balfour : It  is  this  type  of 
reserve  that  you  are  talking  about  that  has  really 
built  up  British  industry? — Yes.  If  you  have  not 
got  reserves  you  may  have  important  business  come 
along  and  you  are  not  able  to  take  it  without  resort- 
ing to  your  banker.  You  are  handicapped  to  start 
with.  If  you  have  the  reserves  you  are  in  a far 
better  condition  to  compete  for  business  than  the  man 
who  has  not  got  them. 

4200.  So  it  is  not  only  reserve  for  obsolescence? — 
No,  not  only  reserve  for  obsolescence. 

4201.  Sir  Arthur  Balfour  : Sir  Josiah  Stamp  was 
rather  tying  it  down  to  that.  Sir  Josiah  Stamp: 
Yes;  I was  taking  his  answer  literally.  I did  not 
want  to  take  the  witness  beyond  his  answer,  which 
is  that  business  men  have  to  provide  an  allowance 
for  depreciation  and  wasting  assets  in  excess  of  the 
Inland  Revenue  allowance  ? — ( Sir  James  Martin) : 
Yes,  but  Sir  Arthur  Balfour  has  extended  the  idea 
that  was  in  my  mind. 

4202.  Sir  J osepli  Stamp  : I do  not  want  to  extend 
it.  Sir  Arthur  Balfour : You  meant  to  go  further, 
did  you  not? — ( Sir  James  Martin):  I am  afraid  I 
must  be  bound  by  what  has  been  put  down  there. 

4203.  Sir  Josiah  Stamp:  I would  rather  stick  to 
this,  and  I do  want  to  know  really  particularly  what 
the  accountancy  members  that  you  represent  say  on 
this  point? — I can  tell  you  if  you  want  to  know  the 
accountancy  view  : we  get  all  the  reserves  we  possibly 
can. 

4204.  To  what  extent  are  the  Revenue  allowances 
for  depreciation  inadequate  from  the  long  run  point 
of  view  of  business? — I should  have  to  go  into  the 
schedule  with  you.  I am  afraid,  with  the  material 
in  front  of  me  here,  I cannot  go  into  each  allowance 
that  we  get  from  the  Inland  Revenue.  Take  the 
question  of  the  preliminary  expenses  of  a company 
where  you  get  no  allowance  whatever  from  the  Inland 
Revenue:  supposing  you  have  £20,000  or  £30,000 
preliminary  expenses  in  a company  in  a balance- 
sheet,  it  is  no  good  to  anybody ; it  is  a paper  asset. 
You  get  rid  of  it,  but  the  Inland  Revenue  allows  you 
nothing. 

4205.  I am  sorry ; I was  not  thinking  of  that  class 
of  asset.  Is  that  one  of  the  assets  you  have  in  mind  ? 

It  is  one  of  the  class  of  assets1. 

4206.  Do  you  include  machinery  and  plant  in  this  ? 
—In  certain  circumstances  machinery  and  plant  are 
included.  If  you  take  me  to  machinery  and  plant,  I 
think  you  must  go  over  the  whole  range  of  trades. 

tn^ii  wairt  know  the  general  effect  ? — Some  of 
the  allowances  are  not  adequate,  but  I should  have 
to  go  over  the  whole  range  of  trades,  and  I should 
Keep  you  here  for  a long  time. 

4208.  Mr.  Hichens : There  is  no  allowance  for 

buildings  at  all?— No. 

. ^7??'  ^llicl  they  depreciate? — I have  known  cases  of 
midings  where  the  whole  building  has  had  to  be 
scrapped  because  it  is  inadequate  for  modern 
machinery.  The  owners  have  had  to  build  a new 
nn  c mg  in  order  to  fit  in  modern  machinery  and 
have  had  to  scrap  the  old  building.  That  is  the  sort 
0 thing  you  have  to  guard  against,  for  which  you 
get  no  allowance  from  the  Inland  Revenue. 

4210.  Sir  J osiah  Stamp : The  answer  is  not  so 

^ythh  what  business  men  have  to  provide  in  excess 
0 le  Inland  Revenue  allowances,  where  allowances 
a^e.  nihd®)  but  in  excess  of  that  field  of  allowance 

ich  is  made  by  the  Inland  Revenue? — Again  your 
expression  is  better  than  mine.  I wish  I had  had 
your  help  in  drawing  the  proof. 


4211.  All  I mean  is,  if  you  had  held  the  former 
view  I would  want  to  get  the  permission  of  the  Com- 
mittee to  address  some  questions  in  writing  designed 
to  elicit  how  it  can  come  about;  but  I will  not  pursue 
it,  because  you  distinguish  it.  Now  you  have  in- 
stanced buildings  and  preliminary  expenses,  I under- 
stand the  answer  thoroughly,  but  I thought  at  first 
it  meant  that  over  the  field  where  the  Inland  Revenue 
allowances  do  extend  they  are  inadequate.  It  does 
not  mean  that;  it  means  that  the  Inland  Revenue 
allowances  do  not  extend  over  a sufficiently  wide  field  ? 
— ‘Well,  I would  not  have  put  it  that  way.  I should 
have  expected  the  Chairman  to  call  me  to  order  here. 

4212.  Sir  William  McLintoch  : If  all  these  allow- 
ances and  reserves  were  given,  it  would  mean  that 
there  would  be  a very  big  diminution  in  the  yield 
of  the  tax? — Of  course,  it  would  mean  a big  diminu- 
tion in  the  yield  of  the  tax,  but  these  questions  I 
ought  to  have  answered  before  the  Royal  Commis- 
sion on  the  Income  Tax — not  here. 

4213.  Mr.  Bowen:  In  paragraph  43,  and  also  in 
paragraph  51,  you  refer  to  the  question  of  the  trader 
passing  on  his  tax.  The  phrase  here  is : “ Whilst 
the  trader  can,  to  some  extent,  pass  the  tax  on.” 
Could  you  tell  us  to  what  extent  the  trader  does  pass 
on  tax  ? — Income  Tax  does  not  enter  into  cost  at  all  ; 
it  is  no  part  of  costing.  In  considering  cost  and 
profits  it  should  not  enter  into  it,  but  I have  ex- 
plained in  paragraph  51;  if  I might  read  that  I think 
it  answers  your  question.  “ A trader  does  not,  as 
a rule,  look  at  his  gross  profits,  but  at  his  net  profits 
or  disposable  income  after  Income  Tax  has  been 
deducted.  Although  theoretically  Income  Tax  is 
levied  on  profits,  when  a trader  endeavours  to  ascer- 
tain ‘his  costs  with  a view  of  fixing  prices,  he  often 
takes  into  account,  at  least  indirectly,  the  amount 
of  Income  Tax  he  will  have  to  pay,  and  if  the  market 
conditions  permit,  fixes  his  prices  at  such  a level  as 
would  yield  to  him  the  minimum  net  income  ho 
desires  to  obtain  or  actually  needs.” 

4214.  Sir  Josiah  Stamp  : Does  the  word  “ trader  ’’ 
include  a public  limited  company? — Oh,  I think  so, 
yes. 

4215.  Mr.  Bowen:  The  trader  complains  of  having 
to  pay  tax,  but  if  he  passes  his  tax  on  to  the  person 
who  is  buying  his  commodity,  what  is  his  grievance? 

He  does  not  actually  pass  it  on,  as  I have  explained 
in  that  answer.  A man’s  income  to  a great  extent 
must  be  judged  by  his  expenditure.  That  sounds 
rather  a curious  way  of  putting  it,  but  everybody  who 
has  got  trade  and  business  obligations  must  earn  a 
certain  income  in  order  to  meet  them,  and  the  effect 
upon  a man’s  mind  is  this:  “In  order  to  give  me  the 
net  income  which  is  necessary  to  meet  my  obligations  I 
must  by  some  means  or  another  increase  my  profits,” 
and  to  that  extent  he  is  influenced  to  get  a rather 
higher  price,  because  he  has  got  to  pay  a higher  tax. 

4216.  So  that  the  trader  directly  or  indirectly  does 
pass  his  tax  on  ? — Indirectly  he  tries  to.  I think  it  is 
only  human  nature.  He  tries  to  get  the  highest 
amount  the  market  permits  for  the  commodity  which 
he  has  got  to  sell. 

4217.  Sir  William  McLintoch  : The  trader  who  is  k 
limited  company  passes  part  of  the  tax  on  to  the  con- 
sumer, and  then  he  takes  another  bit  of  it  off  his 
shareholder  when  he  pays  him  his  dividend? — I must 
say  this  : you  do  not  pass  the  specific  tax  on ; it  is 
only  the  effect  it  has. 

4218.  Sir  J osiah  Stamp : Does  a company  like 
Lipton’s  consciously  strive  to  get  a higher  price  be- 
cause the  rate  of  Income  Tax  is  higher,  having  regard 
to  the  fact  that  it  has  shareholders  of  every  descrip- 
tion of  income  liable  to  all  sizes  of  tax  ? — It  is  a very 
difficult  question  to  put  to  me.  First  of  all,  I do  say 
this,  that  the  average  company  or  firm  or  individual 
in  calculating  cost  does  not  take  any  tax  into  con- 
sideration; that  is  outside. 

4219.  But  in  fixing  price — — ?— Of  course,  bringing 
the  company  in  rather  obscures  the  point  I want  to 
make  ; but  the  individual  says  : “ I have  need  of  a 
certain  amount  of  income,”  and  he  tries  to  get  that 
income.  To  that  extent  I think  he  must  be  affected 
in  attempting  to  get  a higher  price. 
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4220.  It  applies  to  individual  traders  rather  than 
companies  ? — I think  it  applies  rather  to  individual 
traders. 

4221.  What  proportion  of  the  total  products  coming 
on  the  market  would  come  via  limited  companies  and 
via  private  traders  respectively? — That  I could  not 
tell  you. 

4222.  If  the  proportion  for  the  private  trader  were 
98  per  cent,  and  that  for  the  limited  company  were 
2 per  cent.,  then  that  would  be  a very  important 
factor  in  the  fixation  of  price,  but  if  the  limited  com- 
pany is  by  very  much  the  more  powerful  element  in 
the  fixation  of  price,  how  would  it  work  then?— I 
think,  of  course,  the  competition  of  these  trading 
companies,  of  which  you  have  just  given  an  example, 
has  a great  effect  in  keeping  down  prices;  that  is  a 
question  of  competition ; but  I am  only  trying  to  put 
before  the  Committee  the  bad  effect  which  high  taxa- 
tion must  have  upon  a man’s  mind  who  lias  got  to  get, 
as  I said,  a certain  income  and  that  income  being 
necessary  in  many  cases  not  for  his  own  luxuries,  but 
because  he  has  certain  obligations  resting  on  his 
shoulders  which  he  has  got  to  discharge. 

4223.  Mr.  Bowen  : Would  not  that  apply  whether 
taxation  was  high  or  low? — Yes ; quite  true.  He 
wants  to  get  the  income,  but  when  the  Income  Tax 
and  the  Super-tax  come  in  and  take  a big  proportion 
of  it,  he  must  get  more. 

4224.  Professor  Sail:  It  makes  him  try  for  a 

higher  income? — Yes;  it  makes  him  try  for  a higher 
income  in  order  to  get  the  same  net  result. 

4225.  Sir  Alan  Anderson : Does  it  not  _ do  rather 
more  than  that?  I suppose  he  always  tries  for  the 
highest  income  he  can  get,  but  surely  what^  tends  to 
happen  is  that  the  level  on  which  competition  takes 
place  is  raised.  You  have  mentioned  that  the  salaries 
of  employees  go  up? — Yes. 

4226.  And  that  there  are  a certain  number  of  com- 
petitors or  potential  competitors  who  are  private 
firms  who  would  feel  this,  ,and  I suppose  the 
capitalist  who  has  to  live  and  has  to  lend  his  money 
is  seeking  to  get  a bit  more ; does  it  not  tend  to 
raise  the  level  of  competition? — I think  it  does.  I 
think  high  taxation  has  its  effect  in  that  way. 

4227.  Mr.  Bowen : I quite  agree,  and  I can  see  all 
that,  but  what  I am  trying  to  get  to  is  this:  the 
trader  complains  that  he,  personally,  is  affected  by 
taxation,  but  if  he  passes  on  that  tax  to  the  pur- 
chasers of  his  goods  he  has  no  individual  complaint. 
He  suffers  the  general  national  inconvenience  of 
taxation,  but,  personally,  he  does  not  pay  his  tax  in 
the  same  w.ay  as  a man  with  a fixed  income  will? — ■ 
The  man  with  the  fixed  income,  I agree,  has  the 
greatest  grievance;  I think  you  will  find  wo  say  that 
in  our  paper.  The  man  with  a fixed  income  cannot 
pass  anything  on;  he  has  got  to  bear  it.  I think  the 
effect,  as  I put  it,  is  that  the  trader  does  strive  to 
get  over  it.  I think  it  would  be  hypocrisy  to  siay 
anything  else. 

4228.  Sir  Alan  Anderson:  It  is  his  business,  in 
fact? — yes  For  the  reasons  I have  given,  I do  not 
say  he  is  always  successful,  for  you  have  also  to 
remember  that  if  he  puts  the  price  too  high  he 
reduces  the  consumption,  and  in  that  way  he  gets 
caught  again. 

4229.  So  that  the  trader’s  real  grouse  about  if,  is 
that  he  certainly  will  pass  it  on  if  he  can  ? — Yes. 

4230.  What  he  cares  about  is  whether  his  customers 
will  continue  to  buy  his  goods?— That  is  so.  You 
cannot  get  over  a certain  price  for  your  goods, 
because  the  market  goes,  and  at  last  you  come  to 
people  who  cannot  (afford  to  buy. 

4231.  Chairman:  Perhaps  you  will  deal  with  Ques- 
tion 12  on  Death  Duties  now,  and  this  might  also  be  a 
convenient  point  for  you  to  give  us  your  personal 
views  about  the  Capital  Levy  ? — It  has  always  seemed 
to  me  that  Death  Duties  are  a tax  on  capital,  and  I 
do  not  think  that  the  Chancellor  of  the  Exchequer 
in  his  Budget  should  utilise  them  in  the  way  they 
are  utilised  to-day  for  the  purpose  of  meeting  the 


current  expenditure  of  the  nation.  Of  course,  I know 
in  saying  that  it  means  an  alteration  in  the  whole 
system  of  budgeting,  but  I think  it  is  ia  misfortune 
that  these  duties  are  not  regarded  as  a levy  on 
capital.  To  the  minds  of  most  people  who  do  not 
think  much  about  these  things,  there  is  no  such 
thing  in  existence  as  a levy  on  capital,  but  I contend 
that  the  Death  Duties  constitute  one.  I understand 
that  the  question  which  conf  ronts  this  Committee  is : 
shall  we  go  on  as  we  are  going,  raising  annually 
a certain  'amount  of  taxation  and  so  much  money  for 
the  Sinking  Fund,  or  shall  there  be  what  is  called  a 
Capital  Levy  for  the  purpose  of  reducing  the 
National  Debt.  I gave  some  evidence  on  this  matter 
before  the  Select  Committee  of  the  House  of 
Commons  on  the  Increase  of  War  Wealth. 
Of  course,  the  question  then  was  confined 
to  a comparison  of  people’s  assets  after  the 
War  and  before  the  War;  the  Inquiry  was 
consequently  limited  in  scope.  But  I do  not  think 
myself,  and  I am  giving  you  my  own  personal  view, 
that  a real  Capital  Levy  can  ever  be  regarded  as  a 
proper  part  of  the  system  of  taxation  of  this  country, 
and  one  of  the  reasons  why  at  the  present  day 
(perhaps  I might  limit  it  to  the  present  day!  ifb 
cannot  be  so  regarded  is  this,  that  the  introduction  of 
a Capital  Levy  has  been  put  before  the  people  of 
this  country  as  a means  to  effect  a redistribution  of 
wealth,  and  it  has  been  held  out  that  by  means  of  a 
Capital  Levy  there  will  be  taken  away  from  the 
rich  a certain  amount  of  money  which  will  be  used 
for  social  and  other  schemes.  I think  that  a very 
large  number  of  the  taxpayers  of  this  country  would 
not  regard  a Capital  Levy  as  part  of  the  machinery 
for  raising  taxes,  but  they  would  regard  it  as  some- 
thing punitive  against  people  who  possess  so-called 
fortunes  above  £5,000.  Then  my  principal  objection 
to  a Capital  Levy  as  a business  man,  and  speaking 
with  all  reserve  in  the  presence  of  those  who  sit 
round  this  table,  is  that  I cannot  see  how  it  can  be 
paid.  The  State  would  have  to  take  payment  in 
different  ways  from  what  it  does  now.  You  could 
not  possibly  collect  in  money.  The  State  would  have 
to  come  down  upon  businesses  and  take  part  of  their 
assets.  They  would  never  get  payment  in  liquid 
cash.  The  result  of  that  would  be  that  we  should 
have  the  State  participating  in  a great  variety  of 
businesses  and  in  many  cases  they  would  take  shares 
and  debentures  over  from  individuals,  and  we  should 
have  a great  State  holding  in  trade.  It  is  only 
bringing  about  by  means  of  a Capital  Levy  an 
alteration  in  the  system  under  which  we  live,  and 
from  the  taxation  standpoint  it  should  be  accom- 
plished by  other  means  altogether  if  it  is  to  be 
accomplished  at  all.  I think  it  would  be  a very 
grave  misfortune  if  the  State  were  able  to  interfere 
with  the  carrying  on  of  businesses  of  all  kinds.  We 
have  .a  very  clear  warning  of  what  the  position  is 
likely  to  be  from  the  way  the  Excess  Profits  Duty 
has  worked  out.  I harm  not  got  the  figures  in  front 
of  me,  but  to-day  there  is  a very  large  sum  of  money 
due  to  the  State  for  Excess  Profits  Duty.  In  the 
last  Budget  a certain  figure  was  'budgeted  for.  Not 
a halfpenny  was  received.  What  the  excess  of  pay- 
ments over  receipts  was  I do  not  know ; I have  never 
seen  the  figures;  but  I do  know  there  was  not  a 
halfpenny  received,  although  there  were  some 
hundreds  of  millions  of  pounds  due  to  the  State  for 
Excess  Profits  Duty.  I do  not  believe  the  State  will 
ever  receive  that  money,  unless  they  take  over  assets 
of  some  kind  or  another.  Fortunately,  up  to  the 
present  the  Treasury  and  the  Inland  Revenue 
authorities  have  been  very  considerate,  and  while 
they  do  not  release  taxpayers  and  they  do . not 
intend  to  release  them  from  their  obligations) 
yet  they  have,  so  far  as  I know,  done  nothing 
to  close  up  businesses  and  bring  concerns  to 
an  end  and  create  unemployment.  I look  upon  a 
Capital  Levy  as  a most  impracticable  way  of  attempt- 
ing to  deal  with  the  National  Debt.  It  would  lead 
to  a grave  disturbance  of  trade  and  business,  and  in 
fact  to  my  mind  it  would  go  further  than  that;  i 
would  be  a real  disaster  for  the  country. 
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4232.  Mr.  Bowen  : You  say  there  are  large  sums 
of  money  due  to  the  State  for  Excess  Profits  Duty; 
that  would  mean  large  sums  of  money  due  from  people 
who  are  reputably  well  off? — Reputably  well  off,  yes. 

4233.  And  have  their  money  locked  up  in  busi- 
ness?— Locked  up  in  assets  which  they  cannot  realise. 

4234.  To  what  extent  do  you  think  it  would  present 
any  difficulty  if  the  State  were  to  take  over  shares 
in  any  business? — Well,  they  could  only  get  shares 
of  course,  where  the  debtors  would  be  under  the 
Limited  Liability  Act;  where  they  were  private  firms 
they  could  not  get  any  share  of  the  business. 

4235.  The  State  has  large  holdings  in  tlhe  Suez 
Canal,  has  it  not? — Yes. 

4236.  Do  you  think  there  is  any  difficulty  about 
the  State  holding  those  Shares? — Not  in  that  parti- 
cular case.  Of  course  one  has  to  go  right  back  to  the 
time  when  Disraeli  bought  those  shares  and  examine 
the  circumstances  under  which  they  were  taken  over 
but  there  is  a very  grave  difficulty  in  the  State  inter- 
fering in  private  businesses.  The  Suez  Canal  is  more 
than  a national  undertaking ; it  is  an  international 
undertaking.  It  is  not  like  a private  business. 

4237.  Sir  William  McLintoch  : Sir  James  raises  one 
new  point  on  question  13,  and  that  is  the  question 
of  the  high  Stamp  Duty  on  forming  a limited  com- 
pany?— Yes. 

. 4238-  I suppose  your  point  there  is  that  the  cumula- 
tive effect  of  these  taxes  on  trade  and  of  the  Stamp 
Duties  generally  is  to  impose  a heavy  burden? — Well, 

I think  that  is  so.  The  great  difficulty  in  attacking 


all  these  things  is  in  our  knowledge  that  a certain 
amount  of  money  has  to  be  found  to  meet  national 
obligations.  But  I felt  it  necessary  to  draw  attention 
to  that,  because  I think  companies  are  being  regis- 
tered with  insufficient  capital  in  order  to  avoid  pay- 
ment of  the  higher  duty. 

4239.  Chairman : Is  there  anything  on  question 
16? — May  1 just  say  one  word  in  regard  to  the  con- 
clusion. The  Chambers  of  Commerce  do  not  feel  that 
we  should  get  out  of  our  difficulties  by  any  attempt 
on  the  part  of  the  State  to  get  out  of  its  obligations. 
We  do  feel  that  if  we  enter  into  obligations  we  (have 
got  to  carry  them  out  in  the  most  scrupulous  manner. 

_ 4240.  I have  seen  suggestions  put  forward  from 
time  to  time  that  lower  rate  of  interest  should  be 
paid  on  the  existing  debt? — If  the  Chancellor  of  the 
Exchequer  can  accomplish  it  as  he  did  recently,  and 
he  will  have  plenty  of  opportunities  because  he  has 
got  bonds  falling  due  in  every  year,  he  can  either 
ask  the  holders  to  take  a less  rate  of  interest  or  he 
can  pay  them  off,  but  anything  in  the  nature  of 
confiscation  we  are,  of  course,  wholly  opposed  to. 

4241.  Chairman:  We  propose  to  deal  with  the 

question  of  the  Capital  Levy  in  detail  a little  later 
on,  and  if  you  would  like  to  be  heard  again  on  a 
considered  statement,  we  would  be  very  glad  if  you 
would  help  us?— I should  like  to  put  it  to  the 
Chambers  that  this  question  is  coming  up  and  to 
know  what  they  would  wish  to  be  said  on  their  behalf. 

Chairman:  We  are  very  much  obliged  to  you  for 
the  evidence  you  have  given. 


(The  Witness  withdrew.) 
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Congress. 


1.  Tllie  evidence  is  submitted  by  Alderman  F 
Hayward,  Managing  Secretary  of  the  Burslem  anc 
Histrict  Industrial  Co-operative  Society;  Vice-Chair, 
man  of  the  Joint  Parliamentary  Committee  of  the 
Oo-operative  Congress;  and  Chairman  of  the  Centra 
Jmard  of  the  Co-operative  Union;  Mr.  W.  R.  Blair, 
lcctoi  of  the  Co-operative  Wholesale  Society, 
united;  and  Mr.  T.  Goodwin,  Manager  of  the 
wanking  Department  of  the  Co-operative  Wholesale 
‘ °“e  J’  on  behalf  of  the  Joint  Parliamentary  Oom- 
ittee  of  the  Co-operative  Congress,  which  Congress 

p 16  ®,_nnual  meeting  of  the  members  of  the 
^o-opera tive  Union. 

trM  TheC°-°Perative  Union  is  a federation  of  Indus- 
dh+;.;w-  Provldent  societies — retail  and  wholesale, 
tbe,™6/^  productive.  At  the  end  of  1923 
sociefWei?  societies  in  membership  and  these 

memW,  ^ ln  a11’  °Tei'  million  individual 
one+v-  16Piesentmg,  with  their  families,  between 
one-haIf  of  the  population  of  the 
Kingdom.  The  share  capital  of  these  societies 


amounted  to  £83,000,000  (of  which  individuals 
possessed  £75,000,000),  and  their  trade  for  1923 
amounted  to  £250,000,000. 

3.  In  response  to  the  questions  prepared  by  the 
Committee  on  the  National  Debt  and  Taxation  the 
following  replies  are  submitted  : — 

Questions  1 and  2.— How  do  the  National  Debt 
(apart  from  the  taxation  which  it  necessitates)  and 
movements  in  the  National  Debt  through  repayment, 
conversions,  etc.,  affect  (I)  the  supply  of  credit,  and 
(2)  the  supply  of  permanent  capital  for  trade  and 
industry,  both  in  volume  and  direction?  Does  any 
distinction  exist  between  the  effects  of  the  Floating 
Debt  and  the  longer-term  debt?  Does  the  existence 
of  the  debt,  or  movements  in  the  debt  affect  the 
terms  upon  which  capital  can  be  raised  for  trade  and 
industry? 

4.  The  National  Debt  has,  in  part,  been  built  up 
on  the  basis  of  inflated  prices,  and  its  growth  has 
been  an  important  contributory  cause  of  inflation. 
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Except  in  respect  to  a small  proportion  of  the  total 
there  are  no  tangible  assets  to  be  set  against  the 
amount  of  the  debt.  Its  effect  on  credit  is  that  it  has 
already  set  a higher  standard  of  interest,  and  if  the 
Government  had  further  occasion  to  borrow,  more 
difficulty  in  getting  the  necessary  funds  would  be 
experienced,  and,  in  all  probability,  a still  higher 
rate  of  interest  would  have  to  be  paid.  This  would 
stiffen  the  terms  on  which  trade  and  industry  could 
obtain  credit.  There  is,  therefore,  an  argument  for 
repaying  the  debt  as  rapidly  as  possible. 

5.  The  existence  of  the  debt,  however,  appears  to 
have  artificially  augmented  the  volume  of  credit  avail- 
able for  trade  through  the  increased  purchasing 
power  which  was  created  by  the  Government’s 
gigantic  expenditure  during  the  period  of  the  War. 
There  does  not  appear  to  be  any  shortage  at  the 
present  moment  of  capital  for  permanent  industrial 
or  commercial  investments.  The  oversubscription  of 
new  loans  'and  share  issues  seems  to  be  evidence  of 
this  fact.  The  following  are  a few  of  the  recent 
issues  that  have  been  oversubscribed  : — 


German  Loan  ... 

Hungarian  Loan 
Queensland  Loan 
South  African  Loan  ... 
Brisbane  Tramway  Trust 
Lautaro  Nitrates 
Daily  Sketch 

County  of  London  Electric 
Southern  Railway 
Crittall  Manufacturing 
Peter  Walker  and  Robert  Cain 
Gray,  Dunn  & Co. 

United  Dairies  — 

6%  Pref.  Shares 
Ordinary  Shares 
Bank  Line 
City  of  Bradford 
Ayrshire  Electric 
London  Underground  Railway 


...  £12,000,000 
...  £7,000,000 
...  £4,000,000 
...  £8,000,000 
...  £1,500,000 
...  £1,500,000 
...  £1,584,000 
...  £1,496,000 
...  £2,000,000 
£140,000 
...  £1,000,000 
...  £100,000 

250.000 

150.000 

...  £1,800,000 
...  £1,000,000 
...  £750,000 

4%  Stock  @ 95i 


6.  Repayment  of  the  longer-term  debt  would  not, 
in  our  opinion,  diminish  the  amount  of  capital,  rather 
would  it  tend  to  increase  it,  if  the  debt  were  repaid 
by  taxation  provided  out  of  savings,  i.e.,  if  the 
taxation  compelled  individual  economy. 

7.  An  increase  of  the  Floating  Debt  tends  to  have 
an  inflationary  effect  and  a reduction  a deflationary 
effect.  The  Floating  Debt  differs  from  the  permanent 
in  not  decreasing  the  purchasing  power  of  the  country 
as  measured  by  bank  deposits,  which  amounted 
to,  approximately,  £1,000,000,000  in  1913  and 
£2,000,000,000  in  1923.  It  also  contains  a more 
unstable  element  by  reason  of  the  fact  that  Treasury 
Bills,  in  case  of  a trade  revival  for  instance,  may  not 
be  taken  as  readily  on  maturity,  thus  forcing  the 
Government  to  borrow  at  a higher  rate  of  interest, 
and  setting  a higher  standard  of  bank  charges  for 
financial  accommodation  required  by  trade  and 
industry.  Treasury  Bills,  however,  form  a very 
useful,  convenient,  and  profitable  medium  whereby 
bankers  and  others  can  temporarily  employ  their 
liquid  funds.  They  also  enable  the  Government  to 
borrow,  as  a rule,  at  an  easy  rate  of  interest  and  to 
adjust  its  requirements  from  week  to  week  by 
increasing  or  decreasing  the  volume  of  bills  running. 

8.  Notwithstanding  these  mutual  facilities,  the 
Floating  Debt  is  a type  of  debt  which  should  be 
reduced  to  minimum  proportions,  because  of  its 
special  tendency  towards  inflation,  the  difficulty 
that  its  existence  may  create  if  large  amounts  of 
debt,  such  as  War  Bonds,  fall  due  for  repayment, 
and  the  psychological  effect  which  it  has  upon  the 
money  market.  We  should  say  the  Government 
should  aim  at  the  gradual  establishment  of  some- 
thing like  the  equivalent  of  the  proportion  borne  by 
the  Floating  Debt  to  the  total  debt  in  pre-war  days. 
We  should  say  that  the  reduction  of  the  Floating  Debt 
would  tend  to  increase  the  credit  facilities  by  the 
bankers  to  trade. 


9.  The  co-operative  movement,  though  not  isolated 
from  the  financial  institutions  of  the  country,  is 
largely  independent  of  them  because  of  the  nature 
of  its  financial  organisation,  which  has  been  found 
hitherto  to  provide  practically  all  the  funds  required, 
and  on  more  favourable  terms  than  is  possible 
through  ordinary  channels.  In  this  respect,  there- 
fore, the  finances  of  the  movement  are  not  subject 
to  the  extreme  oscillations  which  prevail  in  the 
financial  world  generally. 

Question  3. — (Should  provision  be  made  for  repay- 
ment every  year  of  the  debt?  In  that  case — 

(a)  Should  the  same  amount  be  repaid  every 

year,  and,  if  so,  is  the  present  Sinking 
Fund  of  £50,000,000  satisfactory?  If  it. 
is  not  sufficient  ought  it  to  be  increased, 
even  if  taxes  have  to  be  increased?  Or 

( b ) Should  the  amount  repaid  vary,  and,  if  so. 

on  what  principle?  Should  it  be  less  in 
years  of  bad  trade?  Should  the  varia- 
tion be  subject  to  the  maintenance  every 
year  of  a fixed  minimum  repayment,  and, 
if  so,  of  what  amount? 

If  any  alteration  of  the  existing  annual  provision 
for  the  debt  (interest  and  redemption)  is  suggested, 
what  would  be  its  effect  upon  trade,  conversion 
of  the  debt,  and  credit? 

10.  The  co-operative  movement,  which  we  repre- 
sent, has  declared  itself  at  its  annual  Congress  as 
favourable  to  the  imposition  of  a War  Debt  Redemp- 
tion Levy  upon  individual  wealth,  this  levy  being, 
in  the  opinion  of  the  Congress,  the  most  effective 
means  of  reducing  the  National  Debt.  This  subject, 
however,  is  not  included  in  the  list  of  questions  sub- 
mitted to  us,  and  we  refrain  from  discussing  it,  but 
we  are  prepared  to  submit  a statement  of  our  case 
if  required  and  appear  before  the  Committee  in 
support  of  it. 

11.  Dealing  more  particularly  with  the  questions 
asked,  in  the  absence  of  a War  Debt  Redemption 
Levy,  or  supplementary  thereto,  we  would  offer  the 
following  observations:  — 

12.  Repayment  of  debt  by  means  of  sums  raised 
by  taxation  need  not  directly  reduce  the  productive 
capacity  of  the  community,  as  the  amount  of  debt 
repaid  will  be  available  for  investing  elsewhere;  and 
one  of  the  effects  of  debt  redemption  will  be  a ten- 
dency to  a reduction  in  the  general  rate  of  interest 
which  will  benefit  both  the  organiser  of  industry  and 
the  general  community.  Interest  rates  are  higher 
than  in  pre-war  days.  In  1914,  with  Consols  round 
about  75,  tho  return  was  3)  per  cent.  The-  return 
upon  Government  investments  to-day  is  over  4)  per 
cent.  It  would,  therefore,  appear  desirable  to 
facilitate  by  all  practicable  means  the  redemption  of 
debt.  Whilst  periods  of  good  trade  offer  possibilities 
for  temporarily  increasing  the  rate  of  repayment, 
yet  the  practical  difficulties  of  anticipating  such 
periods  and  devising  a suitable  method  resting  upon 
an  equitable  basis  seem  so  great  that  we  consider 
the  application  of  Budget  surpluses  in  the  year  they 
are  realised  to  be  the  most  convenient  method  of 
increasing  the  annual  provision  made  possible  by  a 
period  of  good  trade. 

13.  Having  regard  to  the  burden  of  taxation  at 
present  borne  by  industry,  an  increase  in  the  rate 
of  taxation  in  order  to  increase  the  provision  for 
debt  redemption  would  be  a heroic  policy;  but 
increased  trade  prosperity  may  make  an  increased 
provision  possible  without  increasing  the  rate  and  the 
burden  of  taxation.  It  will  be  remembered  that  in 
the  financial  year  1923-24 — a year  of  trade  depression 
— nearly  £100,000,000  was  available  for  debt 
redemption,  and  in  our  opinion  this  amount  could 
be  again  applied  when  trade  recovers  and  it  should 
be  budgeted  for.  The  annual  contribution  for  sinking 
fund  purposes  should,  in  the  meantime,  be  not  less 
than  the  present  £50,000,000,  plus  any  Budget 
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surpluses.  As  the  interest  charge  falls,  the  amount 
applied  for  sinking  fund  purposes  should  be  increased. 
The  carrying  out  of  such  a policy  would,  we  believe, 
inspire  confidence  and  would  enable  the  State  and 
traders  to  borrow  on  easier  terms  and  would  help 
to  stimulate  trade  by  the  confidence  that  would  be 
inspired. 

Question  4. — Is  it  thought  to  be  desirable  to  convert 
any  or  all  of  the  Floating  Debt? 

14.  See  answer  under  (1).  The  Floating  Debt 
should  be  reduced  by  repayment  or  conversion. 

Question  5. — To  what  extent  is  the  debt-charge  held 
to  necessitate  any  injurious  restriction  of  public  ex- 
penditure upon  desirable  objects? 

15.  As  there  is  a limit  to  the  amount  of  taxation 
that  can  be  raised  without  injuriously  affecting  trade, 
the  greater  the  amount  of  taxation  required  for  debt 
service  the  smaller  must  be  the  amount  available  for 
desirable  objects  which  may  be  desired  from  time  to 
time.  We,  therefore,  are  confirmed  in  our  view  that 
the  debt  should  be  paid  off  as  quickly  as  possible. 
The  repayment  of  the  debt  will  tend  to  bring  down 
the  rate  of  interest  and  will,  by  reducing  capital 
charges,  make  more  easily  possible  the  development 
of  public  works  and  social  services. 

Question  6.- — Does  repayment  of  the  debt  necessarily 
involve  deflation  of  prices,  such  as  is  likely  to  be 
injurious  to  trade? 

16.  Opinion  as  to  the  effect  upon  prices  of  large 
reductions  in  the  debt  is  divided,  but  we  are  of 
opinion  that  reduction  of  debt  will  not  have  any 
harmful  deflationary  effects;  and  in  any  case  other 
factors  affecting  prices  are  likely  to  have  a more 
pronounced  effect. 

Question  7. — What  is  the  effect  of  the  existing  taxes 
on  the  supply  of  permanent  capital  from  the  public, 
and  on  total  purchasing  power?  Is  there  any 
evidence  of  a present  shortage  of  capital  for  industry  ? 
Is  it  anticipated  that  there  will  be  a shortage  of 
capital  when  trade  improves? 

17.  In  answering  this  question  we  would  refer  the 
Committee  to  our  answers  to  Questions  1 and  2,  but 
we  also  desire  to  point  out,  however,  that  the  motives 
operating  in  non-co-operative  trade  differ  from  those 
operating  in  co-operative  trade.  In  the  former  the 
investor  is  seeking  as  large  a return  as  possible  upon 
his  capital;  and  high  taxes,  by  reducing  the  net 
return,  may  affect  enterprise  and  effort  as  well  as 
power  to  accumulate  capital.  In  the  co-operative 
movement  the  motive  is  different.  Capital  is 
employed  to  subserve  the  principal  trading  object  of 
a co-operative  society,  which  is  to  supply  its  members 
with  the  goods  they  need,  and  the  interest  paid  on 
capital  is  limited  to  5 per  cent,  or  less.  As  almost 
all  the  members  of  societies  have  incomes  below  the 
amount  which  creates  liability  for  Income  Tax  the 
rate  of  tax  upon  their  share  and  loan  interest  does 
not  directly  affect  their  power  to  save.  On  the  other 
hand,  societies  being  liable  for  irrecoverable  tax  under 
Schedules  A and  B,  the  working  expenses  of  these 
societies  are  increased  by  higher  Income  Tax,  and  this 
reduces  the  dividend  returned  to  members  and  the 
power  of  societies  to  add  to  their  reserves.  In  this 
respect  a high  rate  of  Income  Tax  does  impair  the 
accretion  of  permanent  capital  by  co-operators. 
Since  Income  Tax  under  these  schedules  payable  by 
the  co-operative  movement — estimated  at  £600,000  a 
year  increases  working  expenses  and  prices  it  does 
reduce  purchasing  power,  which  is  a serious  matter 
for  the  poorer  members  of  the  community.  At  the 
same  time,  it  should  be  added  that  a reduction  of 
indirect  taxation  increases  purchasing  power  more 
than  a reduction  of  direct  taxation.  Some  figures 
showing  the  effect  of  reduced  indirect  taxes  are  given 
in  answer  to  Question  14. 

18.  As  mentioned  in  the  answer  to  Questions  1 
and  2,  there  does  not  appear  to  be  a dearth  of 
capital;  in  our  opinion  the  supply  is  increasing,  and 
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its  adequacy  will  'depend  upon  the  future  demand 
for  capital  which  it  is  difficult  for  us. to  estimate. 

Question  8. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  part 
of  the  individual  engaged  in  trade  and  the  investor 
generally?  Do  they  similarly  affect  joint-stock 
companies? 

19.  This  question  has  been  answered  fairly  fully 
in  the  answer  to  Question  7.  No  simple  answer 
can  be  given  to  the  general  question  respecting  saving. 
Higher  taxes  may  stimulate  saving  as  well  as  deter 
saving  and  enterprise. 

Question  9. — How  far  does  the  high  Income  Tax 
(including  Super-tax)  withdraw  money  which  could 
otherwise  be  counted  on  for  the  expansion  of  business, 
and  which,  so  capitalised,  would  produce  a rate  of 
profits  proportionate  to  managing  ability  and  to  the 
risks  of  personal  enterprise,  and  higher  on  the 
average  than  the  rate  of  interest  on  Government 
debt? 

20.  As  mentioned  in  answering  Question  7,  our 
members  are  not  of  a class  much  affected  by  Income 
Tax  or  Super-tax;  but  it  is  obvious  that  taxation 
withdraws  revenue  from  particular  businesses  that 
might  employ  it  more  remuneratively  as  capital  than 
the  persons  to  whom  the  proceeds  of  the  taxation  are 
paid  as  interest  or  in  repayment  of  War  Loan,  etc. 
At  the  same  time,  the  tax  falls  also  upon  persons  who 
are  not  primarily,  or  at  all,  interested  in  business, 
and  the  effect  of  taxation  in  their  case  may  be  to 
curtail  wasteful  expenditure  and  increase  the  amount 
of  capital  available  for  industry.  Also,  it  may  be 
pointed  out  that  although  taxes  may  withdraw  money 
which  could  he  employed  for  the  expansion  of  busi- 
nesses, the  same  money  may  be  employed  for  social 
purposes  which  may  confer  greater  benefits  upon  the 
community  than  the  expansion  of  certain  businesses. 

Question  10. — How  far  does  the  burden  of  the 
Income  Tax  fall  upon  the  business  itself  and  hamper 
its  operations?  What  is  its  effect  on  (1)  the  ability 
of  companies  to  build  up  reserves,  and  (2)  the  policy 
of  companies  as  between  distribution  in  dividend  and 
allocation  to  reserve? 

21.  We  have  nothing  to  add  to  previous  answers. 

Question  11. — Does  Income  Tax  enter  into  prices, 
and,  if  so,  how?  Does  it  in  this  or  any  other  way 
handicap  the  exporter  in  competing  in  foreign 
markets  against  world  prioes? 

22.  In  our  opinion  Income  Tax  under  Schedules  A 
and  B does  tend  to  enter  into  prices,  being  in  this 
respect  similar  to  local  rates;  but  the  latter  more 
certainly  enter  into  prices  and  are  more  burdensome 
because  they  have  to  be  borne  whether  the  individual 
has  a taxable  income  or  not.  In  respect  to  Income 
Tax  under  Schedules  A and  B,  co-operative  societies 
have  a distinct  grievance  ®s  the  amounts  paid  under 
these  schedules,  recoverable  by  the  ordinary  trader, 
are  not  recoverable  by  co-operative  societies,  although 
practically  all  of  their  members  have  incomes 
■below  the  taxable  figure.  There  is  always  a tendency 
for  a trader  to  pass  on  any  taxes  he  may  have  to  pay, 
and  if  all  traders  are  similarly  trying  to  pass  on  then- 
taxes  there  will  be  an  unconcerted,  but  general,  effort 
to  raise  prices  which  will  be  limited  in  its  success  by 
the  conditions  of  supply  and  demand.  In  theory, 
Income  Tax  does  not  enter  into  prices,  and  we  con- 
sider that  theory  is  substantially  correct,  but  for  the 
reasons  given  above  a portion  may  be  passed  on  in 
some  cases.  The  co-operative  movement  has  little 
experience  m export  trade,  and  we  therefore  do  not 
express  ourselves  on  the  second  part  of  this  question 
except  to  say  that  in  our-  opinion  other  causes,  such 
as  disturbed  political  conditions,  poverty  of  our 
foreign  customers,  and  special  causes,  such  as  short- 
age of  supplies  of  raw  cotton  and  defective  organisa- 
tion of  industry,  are  more  potent  factors  than  Income 
Tax  in  depressing  our  export  trade. 
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Question  12. — How  far  do  Deal*  Dutiee  involve  a 
destruction  of  capital?  Do  they  inflict  special 
damage  on  private  businesses,  and,  if  so,  can  any 
suggestion  be  made  for  amending  the  duties  so  as  to 
obviate  this  special  effect  without  reducing  the  yield  ? 

23.  So  far  as  the  proceeds  of  Death  Duties  are 
usefully  employed  there  may  be  transference'  of  capital 
but  not  destruction ; the  productive  power  of  the 
country  is  not  reduced  or  destroyed  in  any  way.  The 
process  of  transference  may  cause  special  damage  in 
particular  cases,  but  the  merits  and  demerits  of  a tax 
must  be  viewed  as  a whole ; and  we  consider  the 
merits  of  Death  Duties  far  outweigh  the  disadvan- 
tages they  create  for  individuals.  We  have  no  sug- 
gestions to  make  respecting  amendment  except  that 
the  adequacy  of  the  time  for  payment  might  be  con- 
sidered in  cases  where  estates  pass  in  quick  succession. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry,  or  employment,  and,  if  so, 
in  what  manner? 


24.  The  present  Stamp  Duties  are  not,  in  our 
opinion,  crippling  trade.  We  should  say  from  our 
banking  experience  that  cheques  would  be  more 
generally  employed  in  making  payments  if  the  Stamp 
Duty  were  reduced  or  abolished. 

Question  14. — To  what  extent  is  a tax  on  com- 
modities borne  by  the  consumer?  How  are  internal 
and  external  trade  affected? 

25.  Except  in  very  special  circumstances,  where 
supply  and  demand  are  more  potent  than  the  duty 
in  affecting  the  price,  it  is  certain  that  a tax  on 
commodities  increases  the  price — often  by  more  than 
the  amount  of  the  tax — and  has  to  be  borne  by  the 
consumer.  The  recent  reduction  of  taxes  on  food- 
stuffs has  resulted  in  lower  prices  for  the  consumer, 
and  trade  in  the  artioles  affected  has  been  stimulated. 
Taking  only  tea  and  sugar,  the  following  figures  show 
how  much  the  sales  of  these  commodities  have  been 
affected  by  the  reduction  of  prices  due  to  lower 
taxes  : — 


(1)  Wholesale  Sales. 

Weights  of  Sugar  and  Tea  Sold  by  the  Co-operative  Wholesale  Society,  Limited,  and  the  Scottish 
Co-operative  Wholesale  Society,  Limited,  before  and  after  the  Budget  of  1924. 


— 

Sales  before  the  Budget. 

Sales  after  the 
Budget. 

Comparison  of  sales  after  1924  Budget  with  sales 
before  the  Budget. 

(1)  For  the 
14  weeks  to 
8th  Sept.,  1923. 

(2)  For  the 
14  weeks  to 
29th  March,  1924. 

i.e.,  for  the 
14  weeks  to 
6th  Sept.,  1924. 

With  (1)  the  corresponding 
period  last  year. 

With  (2)  period  immediately 
prior  to  the  Budget. 

Increase. 

Bate  per  cent. 

Increase. 

Bate  per  cent. 

Cwts. 

Cwts. 

Cwts. 

Cwts. 

Cwts. 

Sugar 

1,066,819 

1,045,430 

1,323,461 

256,642 

24-0 

278,031 

26-5 

lbs. 

lbs. 

lbs. 

lbs. 

lbs. 

Tea 

13,075,646 

12,283,061 

15,217,172 

2,141,526 

16-3 

2,934,111 

23-8 

(2)  Retail  Sales. 

26.  We  are  not  able  to  supply  for  all  our  societies 
complete  information  relating  to  the  retail  sales  of 
tea  and  sugar  before  and  after  the  alteration  in  the 
rates  of  duty;  but  we  have  received  information 
from  a number  of  large  societies  whose  members, 
with  their  families,  represent  about  3,000,000  of 
the  population.  We  find  that  the  benefits  of  the 
reduction  in  taxation  were  immediately  passed  on  to 
the  consumers  and  that  the  trade  in  tea  and  sugar 
immediately  expanded.  The  expansion  was  not 
uniform  throughout  the  country,  and  an  increase  of 
10  per  cent,  in  the  sales  of  tea  and  of  5 per  cent, 
to  10  per  cent,  in  the  sales  of  sugar  may  be  taken  as 
typical;  but  the  increases'  were  greater  in  some 
societies. 

27.  The  effect  upon  the  general  internal  trade  of 
the  country  of  a reduction  of  such  taxes,  as  taxes  on 
tea  and  sugar,  is  to  stimulate  increased  purchases 
not  only  of  the  goods,  the  prices  of  which  are 
reduced  when  taxation  is  reduced,  but  of  other  com- 
modities as  well.  Statistics  supplied  to  us  by  our 
societies  show  that  trade  all  round  was  affected  by 
the  reduction  of  tea  and  sugar  duties.  The  increased 
trade  in  other  commodities  is  a stimulus  to  increased 
output,  reduced  costs  of  production  and  prices, 
increased  employment,  and  a higher  standard  of 
living  and  industrial  efficiency.  The  reduction  of  the 
taxes  on  tea  and  sugar,  by  promoting  increased  con- 
sumption and  importation  of  these  commodities 
tends  to  increase  the  demand  for  British  exports. 

Question  15. — Is  importance  to  be  attached  to  the 
maintenance  of  a particular  ratio  between  direct  and 
indirect  taxation,  and,  if  so,  on  what  principles 
should  the  ratio  be  determined? 

28.  We  believe  the  State  should  rely  for  its  income 
mainly  upon  direct  taxation  on  monopoly  revenues 
and  surplus  incomes  n.bove  the  amount  required  to 


maintain  a reasonable  standard  of  life,  the  funda- 
mental basis  then  being  ability  to  pay;  and  we 
recommend  the  abolition  of  all  indirect  taxation  upon 
foodstuffs,  particularly  the  taxes  upon  tea  and  sugar, 
as  an  instalment  of  the  necessary  reform  of  taxation 
we  have  advocated.  The  proportion  of  the  national 
revenue  raised  by  indirect  taxes  should  be  reduced 
as  soon  as  possible  to  this  extent. 

Question  16. — What  effect  does  the  present  system 
of  taxation,  tend  to  have  upon  the  distribution  of 
wealth?  Is  it  considered  that  these  effects  are  in 
the  best  interests  of  the  country  in  the  long  run  ? 
If  any  broad  amendment  of  the  system  is  advocated, 
how  would  such  an  amendment  affect  the 
distribution  ? 

29.  The  present  system  of  taxation  (with  its 
graduated  Income  Tax,  Super-tax,  and  Death  Duties) 
must  affect  the  distribution  of  wealth  since  it 
imposes  unequal,  but  not  necessarily  inequitable, 
burdens  upon  different  members  of  the  community. 
To  impose  taxation  upon  members  of  the  community 
whose  standard  of  life  is  a low  one  is  not  only  to 
cause  suffering  to  these  members  of  the  community, 
but  to  lower  their  efficiency  and  thus  injure  industry 
and  commerce.  In  fact,  we  are  of  the  opinion  that 
too  great  a burden  is  at  present  imposed — through 
indirect  taxation — upon  the  poorer  members  of  the 
community,  and  accompanying  a reduction  of 
indirect  taxes  upon  foodstuffs  we  should  welcome  a 
tax  upon  increments  of  land!  values,  and,  where 
practicable,  upon  monopolies.  Such  alterations  of 
taxation  appear  to  us  in  the  best  interests  of  the 
country. 

Question  17. — Can  existing  taxation  be  varied  with 
advantage,  and,  if  so,  how  far  and  in  what  ways, 
without  increasing  the  total  amount  raised  by 
taxation  ? 

30.  We  would  refer  the  Committee  to  our  views 
on  direct  and  indirect  taxation  as  expressed  in  the 
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answer  to  Question  16,  and  also  to  our  views  regard- 
ing taxation  upon  increments  of  land  values.  In 
our  opinion,  taxation  could,  with  advantage,  be 
varied  in  the  ways  suggested  by  us. 

Question  18. — How  far  would  increased  produc- 
tivity in  trade  and  industry  affect  the  burden  of 
the  debt? 

31.  It  is  fairly  obvious  that  increased  productivity 
would  enable  a given  amount  of  debt  burden  to  be 
borne  with  greater  ease.  A given  rate  of  tax  will 
then  produce  more  income  and  be  more  easily  borne. 
For  this  reason  careful  consideration  should  be  given 
to  all  proposals — political  as  well  as  economic — for 
restoring  the  prosperity  of  trade  and  commerce.  We 
are  of  opinion  that  reduction  of  indirect  taxation  in 
particular  would  help  to  stimulate  trade  and  increase 
productivity.  A reduction  of  local  taxation,  i.e., 
rates,  would  also  be  particularly  helpful.  Indeed, 
in  our  opinion,  in  any  consideration  of  national 
taxation,  regard  should  be  paid  to  local  finance. . We 
consider  that  the  relations  existing  between  national 
and  local  taxation  should  be  reviewed.  If  possible, 
a more  equitable  system  of  raising  local  taxes  should 
be  devised,  and  the  system  of  _ grants  from  the 
national  revenue  to  local  authorities,  including  the 
purposes  for  which  the  grants  are  paid  or  should  be 
paid,  ought  to  be  thoroughly  examined. 


Question  19. — To  what  extent  can  taxation  (as 
distinguished  from  changes  in  taxation)  be  regarded 
as  a determinant  of  employment  or  unemployment? 
If  it  is  held  that  the  aggregate  demand  for  labour  is 
permanently  reduced  by  taxation,  does  the  effect 
show  in  unemployment  or  in  a lower  level  of  wages? 

If  taxation  is  a cause  of  unemployment  to  what 
extent  is  this  due  to  (a)  the  effect  of  taxation  in 
reducing  new  savings,  or  ( b ) the  effect  of  taxation 
in  reducing  consumers’  demand  for  goods? 

32.  Statistics  do  not  show  that  employment  or 
unemployment  varies  with  taxation.  Countries  with 
light  taxation  and  those  with  heavy  taxation  are 
alike  subject  to  the  evils  arising  from  unemployment 
which  is  the  result  of  various  causes.  Permanent 
high  taxation — other  than  taxes  upon  surplus 
incomes — shows  itself  in  a lower  level  of  real  wages 
rather  than  unemployment.  So  far  as  changes  in 
taxation  affect  unemployment  the  effect  will  depend 
upon  the  nature  of  the  taxes.  An  abnormally  high 
rate  of  Income  Tax  may  check  accumulation  of 
capital  and  the  development  of  old  and  new 
businesses;  but  indirect  taxation  upon  imports  un- 
doubtedly reduces  consumers’  demand  for  goods  and 
indirectly  affects  foreign  trade  since  our  smaller 
demand  for  foreign  goods  reduces  the  power  of 
foreign  countries  to  buy  from  us. 


4242.  Chairman:  I think  it  would  be  a good  plan, 

Mr.  Alderman,  if  you  would  read  your  paper  ; it  is 
not  very  long,  .and  it  will  give  an  opportunity  for 
members  to  note  questions  to  be  put  to  you . 
(Alderman  Hayward) : If  you  please.  (Evidence-in- 
chief  read.)  Chairman : I compliment  you  on  the 

lucid  way  in  which  you  have  answered  our  questions. 
This  is  an  excellent  paper  and  very  well  put  together. 

4243.  Sir  Alan  Anderson:  In  paragraph  4 you  eay 
that  the  effect  of  having  to  raise  this  National  Debt 
was  to  reduce  credit  and  put  up  the  rate  of  interest. 
Then  paragraph  5 says  the  existence  of  the  debt  has 
augmented  the  volume  of  credit  available  for  trade 
and  there  does  not  appear  to  be  any  present  shortage 
of  permanent  capital.  Do  those  paragraphs  not  say 
opposite  things  ? — (Mr.  Goodwin) : I do  not  think  so. 
The  National  Debt,  while  it  was  growing,  naturally 
caused  competition  for  available  funds,  and  interest 
had  to  be  increased.  As  soon  as  borrowing  ceased, 
there  was  some  reaction,  and  the  rate  of  interest 
has,  since  its  highest  point,  been  reduced.  But  the 
point  I want  to  put  forward  here  is  that  the  existence 
of  the  debt  has  artificially  augmented  the  volume^  of 
credit  ias  shown  by  deposits  in  the  banks.  I think 
the  two  statements,  whilst  there  may  be  some  little 
difference,  are  not  altogether-  antagonistic. 

4244.  I quiite  see  your  point  that  when  the  debt 
was  first  floated  it  naturally  started  competition  for 
money  and  put  up  the  rate  of  interest;  but  that  has 
finished  now  and  the  debt  exists.  On  your  para- 
graph 5,  I should  have  thought  again  it  was  quite 
obvious  that  we  have  got  a large  number  of  assets 
they  may  be  paper  assets,  but  still  they  are  based  on 
the  good  credit  of  the  State,  are  they  not? — On  the 
credit  of  the  State. 

4245.  And  they  have  augmented  the  volume  of 
trade.  Then  you  give  instances  to  show  that  credit 
is  not  short  to-day.  I should  have  thought  that 
paragraph  4 was  just  historical,  about  the  time  < f 
change,  and  paragraph  5 is  really  the  one  which 
applies  to  the  conditions  of  to-day? — Yes,  very 
largely.  My  view  is  that  the  increase  in  rates  of 
interest,  owing  to  the  continuous  'borrowings  of  the 
Government,  reached  a certain  point,  and  the 
increase  ban  been  maintained  because  of  the  debt  not 
having  been  repaid.  The  debt  still  remains  after 
having  raised  the  standard  of  interest  from,  say, 

to  4-}  per  cent.  Consequently  any  fluctuation 
of  rates  of  interest  is  now  on  the  higher  standard. 
That  is  the  view  we  put  forward. 

47800a 


4246.  You  say : “ Repayment  of  the  longer  term 
debt  would  not,  in  our  opinion,  diminish  the  amount 
of  capital.”  But  surely  taxation  would,  would  it 
not,  unless  it  is  paid  out  of  savings  ? — 01  think  we 
might  just  expand  that  and  say : “ Repayment  of  the 
longer-term  debt  would  not,  in  our  opinion,  diminish 
the  amount  of  capital  available  for  trade,  rather 
would  it  tend  to  increase  it,  if  the  debt  were  repaid 
by  taxation  provided  out  of  savings.” 

4247.  Does  not  the  truth  of  tharti  rest  on  the 
phrase  “by  taxation  provided  out  of  savings”? — 
Yes,  very  largely. 

4248.  So  that  if  taxation  was  provided  otherwise 
than  out  of  savings,  the  amount  of  capital  available 
for  trade  would  be  diminished? — There  would  be 
some  difference  in  the  effect.  It  may  be  it  would 
have  some  influence  in  regard  to  the  diminish- 
ing of  capital.  We  do  not  take  that  point  to-day, 
as  it  may  involve  a discussion  of  the  Capital  Levy. 

42  49.  I think  that  is  the  inference  from  your 
paragraph  there.  What  you  say  is  based  upon  the 
tax  being  met  out  of  savings? — Yes. 

4250.  Then  with  regard  to  the  Floating  Debt. 
You  dislike  the  Floating  Debt  very  much? — Yes. 

4251.  Would  you  just  explain  in  a little  more 
detail  what  dangers  you  see  in  the  Floating  Debt? — 
I see  the  one,  that  people  might  not  be  prepared  at 
a moment  of  crisis  to  renew  the  Floating  Debt.  That 
is  possible? — That  is  one  great  danger. 

4252.  Is  that  the  only  one? — We  have  paid  more 
particular  attention  to  the  Floating  Debt  in  this 
respect,  because  I think  the  co-operative  movement 
generally  feels  that  this  debt  wants  tackling.  We 
do  not  want  to  leave  the  debt  indefinitely  and  make 
no  sacrifice  whatever  in  order  to  get  it  down.  We 
would  like  to  see  a substantial  reduction  made. 

4233.  That  is  all  debt? — That  is  all  debt.  Now 
when  we  come  to  consider  the  class  of  debt,  we  say 
the  Floating  Debt  is  the  one  we  think  should  be 
reduced  first,  because  of  its  danger  in  the  case  of 
complications,  political  or  foreign,  and  the  possi- 
bility of  further  borrowings  say,  in  the  event  of 
another  war,  and  so  on ; we  should  have  very  little 
margin  of  credit  for  getting  further  capital.  If  we 
had  a less  Floating  Deb't  the  Government  would  he 
in  a much  sounder  and  stronger  position  to  deal  with 
emergencies  than  they  are  now.  The  Floating  Debt 
has  its  danger  not  only  in  the  way  referred  to  but 
also  because  of  what  we  think  is  its  inflationary 
tendency  and  the  fact  that  the  Floating  Debt  is 
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mostly  held  by  bankers  and  financiers  as  an  invest- 
ment; foi  their  surplus  funds.  In  that  respect  it 
does  not  reduce  the  purchasing  power  of  the  country 
as  measured  by  deposits;  consequently  it  tends  to 
keep  up  prices,  where  a fixed  debt  would  have  a 
different  effect.  Those  are  the  main  points  which 
we  have  in  mind,  and  with  which  we  think  the 
co-operative  movement  is  quite  in  sympathy. 

4254.  The  inflationary  effect,  and  so  on,  is  a very 
technical  point.  The  other  point,  that  it  might  be 
difficult  for  the  Government  to  renew  their  Floating 
Debt  at  a critical  moment,  is  a question  of  judgment 
of  the  money  markets,  is  it  not? — The  Government 
might  have  to  give  a very  high  rate  of  interest. 

4255.  We  have  had  people  who  have  passed  their 
lives  in  that  market,  telling  us  that  they  think  it  is 
quite  safe  to  have  a Floating  Debt,  and  that  it  is  a 
great  saving  of  money  not  to  convert  into  a fixed 
debt? — There  is  something  in  that.  I think  we  ought 
to  have  a certain  amount  of  Floating  Debt,  giving 
sufficient  margin  for  fluctuations  in  the  amount 
required  by  the  Government.  A permanent  debt 
does  not  give  this  elasticity.  But  in  a Floating  Debt 
you  have  an  automatic  way  of  increasing  the  volume 
of  the  debt  or  reducing  it  as  may  be  necessary.  It  is 
a very  useful  form  of  debt,  and  as  a rule  the  Govern- 
ment get  it  cheaper.  I quite  agree  with  having  a 
substantial  Floating  Debt,  but  nearly  £800,000,000 
seems  to  be  a dangerous  amount. 

4256.  You  would  like  it  to  be  reduced  to  about 
£250,000,000  apparently,  the  equivalent  of  the  pro- 
portion of  pre-war  Floating  Debt  to  the  total  pre-war 
debt? — That  was  2J  per  cent.  2}  per  cent,  on 
£7,000,000,000  is  about  £200,000,000. 

4257.  Have  you  any  particular  reason  for  suggest- 
ing that  figure? — No,  it  is  just  a kind  of  business 
idea  that  one  has. 

4258.  You  think  it  worked  all  right  before  the  War 
and  it  might  work  all  right  again? — Yes. 

4259.  In  paragraph  3 you  say  : “ We  should  say 
that  the  reduction  of  the  Floating  Debt  would  tend 
to  increase  the  credit  facilities  granted  by  the  bankers 
to  trade.”  Does  not  that  again  depend  upon  how 
the  Floating  Debt  is  reduced? — When  the  Govern- 
ment repay  Floating  Debt  banks  have  more  cash  to 
deal  with  in  granting  credits  to  trade. 

4260.  I am  just  trying  to  find  out  what  you  mean 
by  reduction  of  the  Floating  Debt.  You  mean  sub- 
stituting fixed  debt  for  Floating  Debt,  do  you? — 
That  method  would  probably  answer,  but  my  idea  is 
to  reduce  the  Floating  Debt  by  the  same  means  which 
the  Government  would  take  to  reduce  the  total  debt 
They  would  apply  themselves  first  to  the  reduction  of 
the  Floating  Debt,  and  in  doing  that  they  would  find 
more  cash  for  the  bankers  to  allow  for  trade. 

4261.  Is  this  again  based  upon  taxation  being  met 
out  of  savings? — I do  not  think  this  quite  applies  to 
taxation  when  you  are  paying  off  debt  from  the 
Government  surplus.  'Certainly  it  must  come  from 
taxation  eventually. 

4262.  You  said  in  an  earlier  paragraph  that  if  the 
debt  were  paid  by  taxation  provided  out  of  savings, 
capital  would  not  be  reduced? — That  still  applies 
here. 

4263.  Sir  Alan  Anderson : In  paragraph  12  you 
say  : “ One  of  the  effects  of  debt  redemption  will  be 
a tendency  to  a reduction  in  the  general  rate  of 
interest  which  will  benefit  both  the  organiser  of  in- 
dustry and  the  general  community.”  That  seems 
to  me  to  clash  with  paragraph  5,  which  states:  “ The 
existence  of  the  debt,  however,  appears  to  have  arti- 
ficially augmented  the  volume  of  credit  available  for 
trade.”  If  the  existence  of  the  debt  increases  the 
■Volume  of  credit,  I do  not  see  how  wiping  out  the 
debt  will  also  increase  the  volume  of  credit  which 
seems  to  be  the  implication  of  bringing  down  the  rate 
of  interest? — There  are  other  conditions;  you  bring 
down  the  rate  of  interest  if  you  reduce  the  debt. 

4264.  It  does  seem  to  me  there  is  a clash  between 

two  ideas,  and  it  comes  in  other  paragraphs.  In 
paragraph  13  you  say : “ Having  regard  to  the 

burden  of  taxation  at  present  borne  by  industry,  an 


increase  in  the  rate  of  taxation  in  order  to  increase 
the  provision  for  debt  redemption  would  be  a heroic 
policy.”  I suppose  you  mean  by  “ heroic  policy  ” 
that  it  would  be  a very  severe  burden  on  trade? — 

( Alderman  Hayward) : Yes.  We  should  be  asking 
the  people  to  make  sacrifices  which  we  think  they 
should  not  be  asked  to  make,  for  stated  reasons. 

4265.  A heroic  policy  is  a picturesque  way  of  say- 
• ing  that  it  is  something  you  would  not  like  to  put 
on  trade  ? — Yes,  as  a last  resort. — (Mr.  Goodwin) : I 
would  like  to  put  it  that  perhaps  the  country  itself 
would  come  forward  and  volunteer  to  make  some 
sacrifice  to  pay. 

4-266.  I do  not  know  that  that  would  help  much. 
It  is  going  to  be  a very  serious  burden  on  trade.  It 
might  be  a foolish  thing  to  do.  I suppose  the  foolish 
thing — if  it  is  foolish — is  the  increase  in  the  rate  of 
taxation ; the  purpose  for  which  you  use  the  taxa- 
tion would  not  really  affect  the  heroism  of  the  act, 
would  it? — ( Alderman  Hayward)  : I should  think  the 
result  of  the  application  of  the  taxation  would 
materially  affect  what  you  call  the  justification  for 
a heroic  policy. 

4267.  If  it  is  dangerous  to  increase  the  rate  of 
taxation  in  order  to  redeem  debt,  it  would  surely 
be  more  dangerous  to  increase  the  rate  of  taxation 
for  any  other  purpose,  would  it  not;  because  re- 
demption of  debt  after  all  is  the  safest  investment 
we  can  have;  it  is  lightening  our  burdens? — The 
question  with  regard  to  the  use  of  the  tax  of  course 
has  to  be  considered,  but  in  our  judgment  there  are 
matters  which  are  of  urgent  importance,  social  ser- 
vices, which  ought  not  to  be  neglected. 

4268.  You  would  say  that  it  might  be  rather  too 
bold  or  almost  foolish  to  increase  the  rate  of  taxa- 
tion in  order  to  redeem  the  debt,  but  it  might  be 
wise  and  prudent  to  increase  the  rate  of  taxation 
in  order  to  promote  certain  social  servioes? — Of 
course  the  whole  question  has  to  be  taken  as  one. 
You  cannot  quite  separate  them  in  that  clear-cut 
manner,  but  there  are  certain  things  in  connection 
with  social  services  which  need  extension,  and  if 
those  cannot  be  provided  except  by  an  increase  in 
taxation,  then  an  increase  in  taxation  has  to  be 
faced.  I think  we  have  to  look  at  the  taxable  posi- 
tion of  the  country  in  relation  to  the  obligations 
which  the  country  is  under  in  regard  to  its  indebted- 
ness, and  to  make  provision  for  whatever  sacrifice 
is  necessary  in  order  to  liquidate  that  indebtedness, 
at  the  same  time  not  overlooking  social  necessities. 

4260.  I do  not  quite  understand.  You  say  they  are 
not  quite  clear-cut.  One  does  not  want  to  be  misty 
about  opinions,  and  here  you  give  an  opinion  which 
seems  to  be  quite  plain-spoken,  that  the  rate  of 
taxation  is  just  .about  as  high  as  industry  can  bear. 
That,  I gather,  is  the  meaning  of  those  three  lines; 
and  even  for  redeeming  the  debt  you  say  it  would 
be  rather  unwise  to  make  taxation  higher.  That  is 
your  meaning  there,  is  it  not? — Yes. 

4270.  Then  you  said  something  about  social 
services.  I was  trying  to  find  out  just  what  you 
mean,  and  I gather  what  you  mean  is  that,  although 
industry  may  not  be  able  to  bear  extra  taxation  to 
redeem  debt,  it  may  be  necessary  to  force  it  to  bear 
extra  taxation  to  promote  certain  social  services? — 
Yes ; the  interests  of  the  State  demand  that  certain 
things  must  be  tackled  in  order  to  avoid  something 
worse. 

4271.  If  the  tackling  of  them  breaks  down  industry, 
then  the  interests  of  the  State  would  not  be  served? 

If  it  follows  that  the  whole  community  was  going 
to  smash  because  of  an  increase  in  taxation,  of 
course,  nobody  would  recommend  that,  but  it  would 
not  be  anybody’s  argument  that  that  would  be  so. 

4272.  “ Heroic  ” is  a word  that  implies  risk,  does 
it  not? — I should  say  you  might  transpose  that  and 
say  a “ bold  ” policy. 

4273.  I think  what  you  mean  by  “ heroic  ” is  that 
it  does  involve  considerable  risk.  That  is  its  ordinary 
meaning.  A hero  takes  considerable  risks? — He  is 
bold.  (Mr.  Goodwin) : I think  the  Government  would 
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not  impose  that  taxation  unless  it  was  backed  by  the 
country.  If  it  was  backed  by  the  country,  and  they 
decided  to  do  it,  you  would  say  that  is  a heroic 
thing  to  do  to  meet  your  indebtedness  in  a bold  way. 

4274.  You  would  say  if  the  psychology  was  right, 

if  everyone  wanted  to  do  it,  it  would  not  be  im- 
possible?— Yes.  A Government  could  not  do  it 

against  the  general  opinion  of  the  whole  country. 

4275.  You  give  us  information  about  retail 

sales.  Have  you  any  evidence  to  show  whether 

the  poorest  classes  of  wage-earners  are  consum- 
ing more  or  less  than  they  were  before  the  war 

in  such  articles  as  tea,  sugar,  tobacco,  alcohol  and 
so  on  ? I will  tell  you  how  we  come  to  this . We 
have  had  some  evidence  regarding  tire  amount  of 
indirect  taxation  borne  by  people  with  certain 
incomes.  Sir  Herbert  Samuel  read  a paper  on  it 
before  the  Royal  Statistical  Society  in  1919,  and 
we  have  had  more  recent  information  given  us.  I 
thought  perhaps  you  would  be  able  to  tell  us  about 
it? — [Alderman  Hayward) : We  might  be  able  to  get 
some  figures.  We  have  figures  with  regard  to  tea 
showing  that  the  consumption  of  tea  compared  with 
the  population  is  increasing,  but  we  have  not  got 
the  same  figures  worked  out  for  sugar. 

4276.  Can  you  say  that  a person  with  an  income 
of  say,  £100  a year  is  now  consuming  more  tea  than 
he  was  before  the  war? — (Mr.  Blair):  No,  I do  not 
think  so.  We  have  figures  here  which  show  that  tea 
consumption,  which  was  6J  lbs.  in  1913,  has  risen 
to  8J  lbs.  per  head  in  the  last  year.  That  is  an 
increase  of  33i  per  cent,  roughly.  But  of  course 
there  lias  been  a lot  more  tea  drinking  since  the 
war.  Men  are  drinking  more  tea  than  they  used 
to.  (Mr.  Alexander)  : I could  submit  actual  figures 
of  the  consumption  of  sugar  per  head  over  a number 
of  years.  I have  that  information  in  the  office  if 
that  would  be  any  help. 

4277.  I think  it  would  be  interesting.  Could  you 
also  say  whether  the  poorer  classes  of  your  customers 
are  buying  more  than  they  were  as  compared  with 
the  slightly  better  classes? — I think  that  is  very 
difficult.  What  we  could  say  is  this,  that  we  have 
sufficient  information  to  show  that  about  90  per  cent, 
of  our  members  are  under  the  taxable  limit  for 
Income  Tax.  You  would  then  have  to  take  out  the 
consumption  per  head  in  that  mass  of  people  under 
the  Income  Tax  level.  We  could  not  give  any  figure 
other  than  that. 

4278.  That  would  show  the  well-paid  artisan  as 

well  as  the  low-paid  person,  would  it  ,not? — 
(Alderman  Hayward)  : Yes.  It  is  rather  difficult 

unless  you  set  out  to  make  a sort  of  census  of  the 
supplies  to  different  members. 

4279.  One  piece  of  evidence  that  sticks  in  my  mind 
is  that  the  lowest-paid  manual  worker  is  getting 
more  money,  more  real  wage,  than  he  was,  and  the 
better-paid  man  is  getting  less.  I was  wondering 
whether  you  have  any  evidence  bearing  on  that? — 
Do  you  mean  the  better-paid  artisan? 

4280.  The  engineer  and  steel-worker,  and  so  on. — 
Yes,  he  is  worse  off. 

4281.  Professor  Hall : That  could  be  obtained  from 
the  rates  of  wages  of  different  classes  of  workers, 
probably. — (Sir  Alan  Anders, on) : I was  thinking  if 
we  could  get  direct  to  the  consumption  of  those 
people,  then  you  would  short-circuit  all  the 
ambiguities  about  money.  If  you  find  that  a man 
is  now  consuming  more  tea  and  bacon  and  sugar 
than  he  was  in  1913,  it  shows  that  his  real  standard 
is  better.  If  you  find  that  he  is  consuming  less, 
then  it  shows  his  real  standard  is  worse,  and  it  does 
rule  out  the  difficulty  of  deciding  exactly  how 
many  pounds  to-day  are  equal  to  so  many  pounds  in 
1913.  So  if  you  had  got  the  consumption  figures,  it 
would  be  very  interesting  ? — ( Alderman  Hayward) : 
The  only  way  in  which  that  could  be  got,  I think, 
would  be  by  talcing  representative  establishments, 
say  one  in  a colliery  district  where  the  whole  of  the 
members  are  comprised  of  workers  in  the  mine,  and 
another  where  practically  the  whole  of  them  are 
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working  in  engineering  works  or  steel  works,  and 
getting  comparative  figures  in  respect  of  the  people 
trading  at  these  shops  pre-war  and  after  the  war. 

4282.  Sir  Alan  Anderson:  In  your  answer  to 

question  15,  you  speak  about  monopoly  revenues  and 
about  the  ability  to  pay.  What  are  monopoly 
revenues,  things  like  land  values  and  that  sort 
of  thing  ? — (Mr.  Blair) : Land  values,  mining 

royalties,  etc. 

4283.  You  say:  “The  fundamental  basis  then 

being  ability  to  pay.”  Do  you  contemplate  taking 
100  per  cent,  of  the  surplus  of  anyone,  or  do  you  see 
any  point  at  which  you  must  stop? — That  is  a 
matter,  I think,  in  which  a certain  amount  of 
reason  must  prevail.  If  your  standard  is  £1,000  a 
year  and  a man  has  an  income  of  £50,000,  and  you 
are  going  to  take  the  whole  of  the  £49,000,  that 
seems  to  me  unreasonable. 

4284.  And  rather  worse  than  that.  That  is  ability 
to  pay,  is  it  not? — Yes;  but  with  regard  to  the 
fundamental  basis,  you  would  have  to  have  some  sort 
of  sliding  scale  of  taxation,  going  up  with  the  higher 
incomes;  the  bigger  the  surplus  the  bigger  the  pro- 
portion which  would  be  payable  to  the  State. 

4285.  But  I submit  to  you  that  the  fundamental 
basis  really  is  ability  to  collect  without  upsetting 
industry  rand  human  life  ? — You  suggest  that  we 
should  say:  “ ability  to  collect  ” -instead  of  “ ability 
to  pay.” 

4286.  Yes;  collect  without  disturbance? — If  they 
can  pay,  it  can  be  collected. 

4287.  No,  just  for  the  reason  you  have  given — that 
the  effect  on  the  well-to-do  people  would  be  to  stop 
them  from  engaging  in  enterprise,  which  would  not 
suit  anyone? — That  depends  on  the  proportion  which 
they  use  for  new  enterprise  and  the  proportion  they 
use  for  luxury  living. 

4288.  Mr.  Bo-wen : Were  you  not  thinking  of  the 
other  end  of  the  scale,  where  you  have  the  poorer 
classes  who  are  your  members  who  find  that  if  they 
are  to  maintain  a reasonable  standard  of  life  at  all 
they  cannot  pay  Income  Tax? — That  is  so. 

4289.  You  would  not  impose  a tax  upon  those 
people  who  had  nothing  to  pay  with? — At  the  present 
moment,  of  course,  our  poorest  members  have  to  pay 
a considerable  amount  in  indirect  taxation  on  the 
foodstuffs  which  they  consume,  and  also  on  other 
lines,  such  as  tobacco,  beer  and  so  on.  But  we  are 
keener  on  the  question  of  freedom  of  all  food  from 
taxation,  than  anything  else,  because  we  consider 
that  is  the  basis  on  which  the  worker  depends  for  his 
efficiency.  If  he  is  not  well  fed  and  if  he  cannot  get 
his  food  cheaply,  he  is  handicapped. 

4290.  Chairman  : You  do  not  want  a reduction  of 
taxation  on  drink,  do  you  ? — That  is  a matter  we  have 
not  considered  specifically.  We  have  considered  the 
question  of  foods,  in  the  main.  If  you  take  it  off 
the  foods  for  a commencement,  we  would  be  well 
satisfied. 

4291.  Sir  ArtMir  Balfour:  Mta.y  the  Committee 

infer,  from  paragraph  8 of  your  paper,  that  co- 
operators  as  a whole  are  dead  against  inflation? — • 
(Mr.  Goodwin) : Yes,  I think  you  may  take  that  as 
the  inference. 

4292.  In  paragraph  12  you  say  that  the  return  on 
Government  investments  to-day  is  over  4-J  per  cent. 
Is  it  over  4J  per  cent,  after  you  deduct  Income  Tax 
and  Super-tax? — No,  that  is  the  gross  amount. 

4293.  So  that  after  you  have  deducted  Income  Tax 
and  Super-tax,  or  in  some  cases  Income  Tax  only, 
the  return  is  not  greater  than  pre-war? — The  net 
return  is  not  very  much  greater. 

4294.  In  the  next  paragraph  you  say  that  in 
1923/24,  a year  of  trade  depression,  there  was 
£100,000,000  available  for  debt  redemption.  You  are 
not  overlooking  the  fact  that  that  is  based  on  a three 
years’  average,  are  you?- — Yes,  that  is  so. 

4295.  That  makes  a considerable  difference  to  it. 
Then  on  paragraph  20  I would  like  to  go  a little 
further  on  the  question  that  Sir  Alan  Anderson  asked 
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you.  I take  it  tliat  as  co-operators,  dealing  princi- 
pally with  foodstuffs,  you  do  appreciate  the  import- 
ance of  keeping  up  our  export  trade;  otherwise,  of 
course,  you  could  not  get  food  at  a reasonable  price. 
Do  you  not  think  the  burden  we  are  already  bearing 
for  social  services  is  as  much  as  we  can  stand  without 
interfering  further  with  our  export  trade? — 
Probably  that  is  so.  What  we  are  arguing  is  that 
if  we  were  to  tackle  the  debt  problem  and  reduce 
charges,  we  should  then  get  more  money  available 
for  social  purposes  than  what  we  have  to-day. 

4296.  But  the  whole  thing  must  be  a balancing, 
must  it  not,  between  how  much  you  would  wish  to 
spend  internally  on  social  services,  and  the  effects 
of  the  taxation  necessary  to  provide  the  money,  I am 
taking  that  particular  point  where  it  interferes  with 
export  trade,  because  then  immediately  you  increase 
the  cost  of  food,  and  you  have  just  said  that  cost 
of  food  is  the  most  vital  question? — (Alderman  Ray- 
ward)  : We  should  agree,  of  course,  that  taxation 
would  not  be  taken  to  the  breaking  point;  but  the 
whole  question  is  where  is  that  breaking  point. 

4297.  Can  you  expect  to  get  any  loose  money  or 
money  that  can  be  used  for  social  services,  without 
putting  up  the  taxes? — That  is  difficult  to  say,  of 
course,  unless  there  are  internal  economies  on  the 
present  expenditure.  The  social  services,  in  our 
judgment,  are  of  such  urgent  importance  that  unless 
that  breaking  point  has  been  reached  and  is  demon- 
strably reached,  the  social  services  will  not  admit  of 
long  delay. 

4298.  It  has  been  put  to  us  by  people  of  great 
experience,  that  a reduction  of  Income  Tax  to-day 
say  of  Is.  or  of  Is.  6d  in  the  £,  would  do  more  to 
re-start  trade,  particularly  our  export  trade,  than 
almost  anything  else  that  could  be  done? — We  do 
not  agree  with  that. 

4299.  You  do  not  think  if  we  re-start  our  export 
trade  we  would  be  able  to  get  our  food  cheaper? — 
We  believe  you  would  do  more  for  the  community 
and  more  for  trade  by  an  equivalent  reduction  of 
indirect  taxation. 

4300.  You  cannot  do  anything  for  the  community 
if  you  make  food  dear,  can  you  ? — By  reducing  the 
taxation  on  it  you  would  .make  it  cheaper. 

4301.  By  reducing  indirect  taxation  you  would 
make  it  cheaper,  but  if  you  increase  your  export 
trade  you  would  buy  your  food  cheaper  and  you 
would  have  cheaper  rates  for  carrying  it,  too? — 
(Mr.  Blair) : We  fail  to  see  how  reducing  Income 
Tax  is  going  to  increase  the  export  trade. 

4302.  You  do  not  realise,  then,  that  “the  high 
Income  Tax  has  diminished  the  resources  of  business 
and  the  possibility  of  improving  the  efficiency  of 
business  to  a very  large  extent.  If  you  pay  money 
away  in  Income  Tax,  you  cannot  build  up  your 
business.  You  know  what  building  up  your  business 
is — putting  reserves  into  your  business;  you  have 
had  a great  deal  to  do  with  that.  If  you  cannot 
use  your  money  for  improving  efficiency,  because  you 
are  paying  it  away  in  taxes,  you  are  not  in  the  same 
position  to  do  your  export  trade? — (Mr.  Goodwin)  : 

I think  our  view  is  that  the  export  trade  will  only 
increase  very  gradually,  and  it  will  not  come 
properly  until  our  foreign  customers  are  able  to 
buy.  It  is  no  good  our  making  more  than  could 
be  sold. 

4303.  Would  our  customers  not  be  able  to  buy  if 
prices  were  lower?  You  have  just  told  us,  if  you 
sold  more  sugar  and  tea,  the  prices  would  go  lower  ? 
— (Mr.  Blair) : In  this  country. 

4304.  If  we  are  able  to  produce  food  a little 
cheaper,  should  we  not  perhaps  stimulate  our  ex- 
port trade? — It  might  do  a little.  In  the  main,  it 
is  the  break  up  of  the  purchasing  power  abroad 
which  is  one  of  the  chief  causes  of  our  decline  in 
exports,  and  until  those  countries  are  resuscitated 
there  will  be  la  lack  of  demand  for  our  goods. 

4306.  There  is  a price  at  which  they  oan  buy,  and 
the  nearer  you  can  get  to  that  price,  the  nearer  you 
get  to  having  the  trade? — Yes,  stimulating  it. 


4316.  In  1924-25  the  estimated  revenue  from 
Customs  and  Excise  was  £237,000,000,  whereas 
Income  Tax,  Super-tax  and  Excess  Profits  Duty  was 
put  at  £432,000,000.  Do  you  not  think  direct  taxa- 
tion is  already  bearing  a fairly  heavy  load  there? — 
(Alderman  Hayward) : Yes,  but  the  difference  in  the 
proportion  between  the  direct  and  indirect  to-day 
as  compared  with  1913-14  is  not  material.  The 
alteration  of  taxation  in  this  year,  I think,  only 
increased  direct  taxation  by  one  point,  or  1'3.  The 
percentage  of  direct  as  against  indirect  is  not  sub- 
stantially more  than  it  was  at  the  beginning  of  the 
War. 

4307.  It  is  about  the  same  relation.  In  1920-21 
indirect  taxation  per  head  of  the  population  was 
£7  2s.  5d.  and  that  has  now  fallen  in  1924-25  to 
£6  os.  lid.,  so  there  has  been  a very  substantial  fall 
in  indirect  taxation  and  a less  fall  really  in  direct 
taxation? — But  the  percentages  remain  substantially 
the  same. 

4308.  They  may  be  about  the  same? — (Mr. 
Alexander) : Is  not  nearly  all  that  fall  due  to  defla- 
tion of  prices? 

4309.  I do  not  think  so,  but  some  of  it  may  be. 
If  so,  of  course,  it  makes  it  important  that  direct 
taxation  should  have  a greater  reduction  than  in- 
direct taxation.  But  what  I wanted  to  bring  to 
your  attention  is  this.  You  said,  and  quite  rightly, 
that  taxation  should  bo  backed  by  the  country. 
But  here  you  have  got  at  the  present  time  20,000,01X1 
voters;  you  have  only  got  4,700,000  people  subject 
to  Income  Tax  at  all,  of  whom  2,200,000  have  remis- 
sions, so  that  you  have  2,500,000  taxpayers,  and  1 
think,  if  my  memory  is  right,  85,000  Super-tax 
payers.  If  you  are  going  to  put  a large  portion  of 
that  £237,000,000  on  to  a few  people  in  the  country, 
what  chance  have  you  to  do  away  with  indirect 
taxation?  Surely  you  have  to  spread  it  in  some 
way  so  that  the  people  who  pay  can  know  what 
they  are  voting  for? — (Alderman  Hayward):  I think 
we  should  agree  that  everybody  should  be  guaranteed 
the  means  of  subsistence,  and  anything  above  that 
should  be  liable  to  taxation. 

4310.  In  view  of  the  fact  of  their  responsibility  to 
the  State? — Yes;  but  in  so  far  as  indirect  taxation 
is  concerned,  our  view  is  based  on  the  fact  that  it 
is  levied  without  any  regard  to  the  ability  of  the 
individual  to  pay,  and  that  people  who  have  been 
almost  on  the  point  of  starvation  have  been  over- 
taxed to  the  detriment  of  their  health  and  their 
children’s  health  and  of  the  future  prosperity  of 
the  State. 

4311.  Do  you  not  think  the  great  difficulty  in 
levying  direct  taxation  and  bringing  it  to  a very 
low  scale,  would  be  the  collection?  Indirect  taxa- 
tion is  a method  of  collection  really,  is  it  not? — 
The  method  of  collection,  of  course,  is  a matter  that 
belongs  to  the  Treasury,  and  the  principle  being 
admitted,  it  is  for  the  Treasury  to  make  the 
arrangements. 

4312.  On  the  other  hand,  it  is  no  use  putting  up  a 
proposition  to  the  Treasury,  if  we  know  in  advance 
that  it  would  he  absolutely  impossible  to  collect  at 
all  upon  that  basis? — If  it  is  impossible  to  collect,  it 
does  not  alter  the  position,  so  far  as  we  are  con- 
cerned at  any  rate,  that  until  a person  is  able  to 
live  a decent  life,  he  ought  not  to  have  to  pay  taxes, 
and  his  foodstuffs  ought  not  to  he  taxed. 

4313.  You  are  not  confining  yourself  to  the  point 
where  you  would  have  20,000,000  voters  and  only 

2.000. 000  or  2,600,000  direct  taxpayers? — The  point 
of  view  with  regard  to  that  is  that  the  2,500,000 
direct  taxpayers  are  mostly  getting  a substantial 
income  out  of  the  work  of  the  20,000,000.  Hie 

20.000. 000  must  be  employed  in  order  to  produce  the 
incomes  of  those  people  who  are  paying  direct  taxes. 

4314.  On  the  other  hand,  it  is  just  possible  that 
the  savings  of  the  2,500,000  are  keeping  the  20,000,000 
employed,  is  it  not?  (Mr.  Bowen)  : May  I put  it  m 
this  way?  Can  you  tell  us  the  relation  of  the  dis- 
tribution of  the  wealth  of  the  country  between  the 
2,500,000  direct  taxpayers  and  the  remainder,  who 
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are  indirect  taxpayers? — ( Alderman  Hayward):  Not 
without  going  into  the  point,  but  of  course  tlie  whole 
problem  is  there.  The  2,500,000  are  the  holders  of 
the  wealth  of  the  country  and  are  consequently  Income 
Tax  payers,  while  the  20,000,000  are  not.  I could 
give  you  the  figures,  but  I have  not  got  them  with 
me. 

4315.  As  to  the  method'  of  collection,  on  the  point 
made  by  Sir  Arthur  Balfour,  do  you  agree  the  present 
method  of  collection  of  Income  Tax  is  absolutely 
watertight? — It  is  anything  but  that. 

4316.  Professor  Hall : I take  it  that  your  point 
is  that  the  collection  of  indirect  taxation  from  many 
people  is  uneconomic  in  the  6ense  that  it  forces  them 
down  to  a real  income  that  does  not  maintain 
efficiency  ? If  they  had  a higher  real  income  resulting 
from  the  reduction  of  indirect  taxes,  they  would  be 
more  efficient,  and  industry  would  benefit  from  that 
greater  efficiency? — That  is  so;  industry  and  the 
State  generally  would  be  better  for  a minimum 
standard  of  life  being  guaranteed. 

4317.  Then,  above  that  minimum,  you  would  say 
that  every  citizen  should  be  liable  to  make  a contri- 
bution to  the  maintenance  of  the  State? — Yes. 

4318.  Sir  Arthur  Balfour:  Can  you  give  us  some 
explanation  of  this?  If  you  take  the  food  imports 
of  this  country  in  1913  as  100,  do  you  realise  that  in 
1923,  bringing  them  back  to  the  same  value  so  as  to 
get  the  proper  comparison,  they  are  114;  there  must 
have  been  a bigger  consumption  of.  food? — -What  is 
the  increase  of  population? 

4)319.  The  increase  of  population,  I suppose,  is 
about  600,000,  or  perhaps  it  is  just  under  1,000,000? — 
There  has  been  an  increase  of  14  per  cent,  in  our 
food  imports. 

4320.  But  the  serious  point  about  it  is  that  our 
imports  of  raw  materials  have  fallen  from  100  to  79, 
so  that  our  production  is  very  heavily  down? — (Mr. 
Blair) : I was  not  aware  of  the  figures. 

4321.  Professor  Hull : Would  you  not  have  to  take 
that  importation  of  food  in  relation  to  the  quantity 
of  food  raised  at  home? — That  is  so. 

4322.  Sir  Arthur  Balfour : I was  trying  to  find  out 
from  the  witnesses  whether  there  had  been  such  a 
reduction  in  food  raised  at  home  as  would  account 
for  the  very  big  difference.  Is  there  less  home-grown 
food  being  consumed  to-day  than  in  1913? — 1 could 
not  answer  that;  we  have  not  gone  into  that  side  of 
it;  we  have  simply  dealt  with  the  taxation.  (Mr. 
Alexander) : I could  supply  you  with  that  informa- 
tion. There  are  some  things  in  which  we  know  the 
reduction. 

4323.  Sir  Arthur  Balfour : It  comes  right  back  to 
the  fundamental  question  of  paying  for  our  food. 
Professor  Hall : I believe  you  could  supply  the  Com- 
mittee with  information  regarding  food  purchases 
and  prices  over  a series  of  years,  both  with  regard 
to  total  purchases  and  perhaps  with  regard  to  par- 
ticular articles.  By  taking  selected  societies  as 
samples  you  might  get  out  the  average  consumption 
per  head  of  tea,  sugar  or  butter,  or  something  of 
that  sort? — (Alderman  Hayward ) : It  could  be  done 
quite  readily. 

4324.  Mrs.  Wootton  : In  paragraph  12  you  say  you 
consider  the  application  of  Budget  surpluses  to  be 
the  most  convenient  method  of  increasing  the  provi- 
sion for  debt  reduction  during  periods  of  good  trade, 
but  in  the  next  paragraph  you  say  that  we  should 
have  a contribution  for  sinking  fund  purposes  of  not 
less  than  the  present  £50,000,000,  and  when  trade 
recovers  you  suggest  we  should  budget  for 
£100,000,000.  How  far  are  those  two  statements 
consistent?  I gather  from  the  first  that  your  idea  is 
that  we  should  have  a definite  minimum  provision 
and  leave  the  rest  to  Budget  surpluses? — Yes. 

. 4325.  But  lower  down  you  say  £60,000,000  is  all 
right  now,  but  when  trade  recovers  we  should 
definitely  budget  for  £100,000,000  and  not  loave  it 
to  the  Budget  surplus? — The  opinion  expressed  in  the 
evidence  was  that  the  present  minimum  of 
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£50,000,000  should  be  retained  until  trade  revived, 
but,  in  our  judgment,  in  view  of  the  urgent  neces- 
sity of  reducing  the  indebtedness  of  the  country,  all 
surpluses  accruing  in  the  year  should  be  applied  to 
debt  redemption.  If  and  when  trade  revives  the 
probability  is  that  without  increasing  the  ordinary 
taxes  of  the  country  the  revenue  would  be  greater, 
and  instead  of  anticipating  that  larger  revenue  by 
a reduction  of  taxes,  provision  for  debt  redemption 
should  be  increased  by  such  a sum  as  was  estimated 
to  be  received  in  increased  revenue. 

4326.  So  that  the  statement  that  you  think  Budget 
surpluses  are  the  beet  way  of  increasing  provision 
in  periods  of  good  trade  does  not  preclude  you  from 
also  increasing  provision  by  definitely  budgeting  for 
more? — That  is  so. 

432?.  It  is  not  intended  to  rule  that  out? — Not  at 
all.  Assuming  that  the  Chancellor  estimated  that 
he  would  get  £30,000,000  additional  revenue  without 
altering  the  basis  of  taxation,  he  can  provide 
£80,000,000  for  the  redemption  of  debt  and  still 
have  a surplus,  which  would  ultimately  go  the  same 
way. 

4328.  In  answer  to  Question  5 yoiu  say  that  the 
greater  the  amount  of  taxation  required  for  debt 
service  the  smaller  must  be  the  amount  available 
for  desirable  objecte.  The  point  of  view  has  often 
been  put  to  us  that  the  amount  the  country  can 
afford  to  spend  on  social  services  is  limited  not  by 
taxation  but  by  the  whole  income  of  the  country — 
that  there  is  a certain  proportion  of  the  whole  income 
of  the  country  which  we  can  afford  to  lay  out  in 
social  services — and  from  that  the  inference  may  be 
drawn  that  the  volume  of  taxation  required  for  the 
debt  service,  since  it  does  not  affect  the  national 
income,  does  not  affect  what  we  can  pay  for  social 
services ; what  would  be  your  view  on  that  argu- 
ment?— Social  services  in  respect  of,  for  instance,  the 
development  of  electricity,  development  of  afforesta- 
tion, road  development,  housing  development  and 
matters  of  that  kind  would  be  increases  in  what  one 
might  call  the  social  value  of  the  community,  and 
the  results  on  industry  and  commerce  and  the  general 
trade  of  the  country  would  be  entirely  different 
from  other  expenditure  from  taxation. 

4329.  Those  things  are  of  the  nature  really  of 
national  investments? — Yes,  that  is  so. 

4330.  Do  you  confine  that  to  the  kind  of  thing  yon 
have  mentioned?  What  is  your  view  of  what  are 
generally  called  social  services? — You  could  extend 
the  list — development  of  schools,  development  of 
widows’  pensions,  development  of  health  services; 
there  are  quite  a lot  of  social  services  which  would 
come  under  the  same  category. 

4331.  You  regard  those  things  also -as  being  of  the 
nature  of  national  investments? — That  is  so. 

4333.  And  you  think  that  the  obstacle  which  pre- 
vents due  investment  in  them  at  present  is  the 
amount  of  taxation  required  for  the  debt  service? — 
Certainly;  that  has  a very  deterrent  effect  on  the 
raising  of  money. 

4333.  That  rather  presupposes  that  there  is  a 
certain  proportion  of  income  which  you  can  raise  in 
taxation,  and  if  yon  have  to  spend  it  on  one  thing 
you  cannot  spend  it  on  another? — That  is  so. 

4334.  Even  with  a constant  national  income? — 
That  is  so. 

4335.  In  paragraph  17  there  is  a matter  upon 
which  it  would  he  very  interesting  to  have  your 
view.  You  discuss  the  possibilities  of  raising 
capital.  Could  you  tell  us  what  the  experience  of 
the  co-operative  movement  has  been  in  getting 
capital  for  your  Societies?  If  my  memory  serves 
me  rightly,  at  one  time  you  had  a very  great 
abundance  of  capital  ? — The  position  in  connection 
with  our  movement  has  been  that  np  to  almost  the 
end  of  the  War  we  experienced  no  difficulty  at  all, 
but  owing  to  the  competition  for  capital  for  State 
purposes  towards  the  end  of  the  War,  and  after, 
we  had  to  raise  our  rates  of  interest  over  the  figure 
at  which  they  had  hitherto  been,  and  I think  some 
Societies  went  up  to  5i  per  cent,  and  in  one  ca3e 
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to  6 per  cent.  Since  that  time  there  has  been  no 
difficulty,  and  now  we  have  plenty  of  available  capital 
for  any  'developments  which  we  choose-to  undertake. 

4336.  You  can  get  all  you  want  now? — Yes,  ample. 

4337.  Mr.  Hichens  : At  5 per  cent.  ? — At  a maxi- 
mum of  5 per  cent. 

4338.  Professor  Hall : Is  it  not  a fact  that  you 
have  two  Societies,  each  of  which  has  more  than 
£1,000,000  of  share  capital,  which  have  never  paid, 
even  during  the  War,  more  than  3J  per  cent.  ? — That 
is  so;  3J  per  cent.  I think,  one  is  paying. 

4339.  Chairman:  Have  you  got  any  money  put 
outside  at  all? — Yes.  Occasionally  our  surplus  funds 
are  invested  in  Corporation  Stocks,  and,  of  course, 
War  Loan. 

4340.  Sir  Arthur  Balfour:  You  do  not  consider  it 

wicked  to  hold  War  Loan? — (Mr.  Goodwin):  No. 

During  the  War  I think  we  did  our  duty  in  regard 
to  that,  because  the  Co-operative  Wholesale  Society 
undertook  to  put  in  War  Loan  the  whole  of  the 
surplus  funds  of  the  movement,  and  for  that  purpose 
the  retail  societies  were  advised  to  place  with  the 
Wholesale  Society  all  capital  not  required  in  their 
local  trading  operations. 

4341.  Mrs.  Wootton : Practically  the  whole  of  that 
capital  you  have  got  from  what  are  generally 
described  as  working  class  people? — ( Alderman 
Hayward) : Yes.  The  maximum  holding  in  a society 
is  £200  in  shares,  and  I think  it  is  safe  to  say  that 
in  very  few  Societies  have  more  than  20  per  cent, 
of  the  members  the  total  holding. 

4342.  In  answer  to  Question  14  you  said  that  except 
in  very  special  circumstances  a tax  on  a commodity 
increases  it  price — often  by  more  than  the  amount 
of  the  tax? — Yes. 

4343.  Is  the  converse  true ; does  the  reduction  of 
a tax  on  a commodity,  except  in  very  special  circum- 
stances, decrease  its  price  ? — (Mr.  Blair) : Yes. 

4344.  You  think  it  is  generally  true? — Yes. 

4345.  Of  course,  one  knows  of  a good  many  reduc- 
tions of  taxation  which  have  not  led  to  a reduction 
of  price.  Are  you  speaking  solely  from  the  point  of 
view  of  the  co-operative  movement  and  your  prices? 
— We  know  that  does  take  place  with  regard  to  tea 
and  sugar,  but  we  know,  of  course,  that  the  reduction 
in  the  tea  duty  has  been  nullified  since  by  advances 
in  market  prices.  That  has  had  nothing  to  do  with 
the  question  of  the  reduction  of  the  tax;  that  is 
not  the  reason  why  tea  has  gone  up;  it  is  due  to  'an 
increase  in  the  world  consumption  of  tea.  As  re- 
gards sugar,  the  consumption  has  increased 
enormously,  and  the  price  has  fallen.  The  wholesale 
price  of  sugar  to-day  is  roughly  about  a penny  a 
pound  less,  apart  from  the  tax,  than  it  was  before 
the  tax  was  reduced. 

4346.  But  the  case  of  tea  is  one  of  very  special 
circumstances  which  you  have  very  definitely 
excepted? — Yes;  it  is  due  to  an  increase  in  the  world 
consumption.  Some  other  countries  have  come  into 
the  market  for  tea  this  year.  Russia  is  in  for  a 
considerable  amount,  and  India  has  commenced  to 
consume.  I am  told  that  the  Indian  requirements 
this  year  will  be  about  80,000,000  lbs. 

4347.  Mrs.  Wootton:  What  I was  really  thinking 
of  was  whether  the  special  circumstances  do  not 
happen  rather  more  often  than  perhaps  your  state- 
ment suggests.  I was  not  only  thinking  of  the 
latest  Budget  reductions.  Have  you  ever  examined 
the  question  by  going  back,  say,  half  a century,  and 
tracing  the  various  reductions  in  food  taxes  and  the 
movements  of  prices  afterwards? — No,  I must  admit 
that  I have  not.  I have  taken  the  immediate  cir- 
cumstances here.  We  go  back  to  the  pre-war  figures, 
and  the  figures  of  to-day;  that  is  what  we  have  got. 
We  have  not  gone  further  back. 

4348.  I was  wondering  if  your  general  experience 
over  a long  period  does  confirm  the  view  that  it  is 
exceptional  for  a consumer  not  to  get  the  benefit? — 
I am  sorry  I could  not  give  you  any  more  informa- 
tion. We  do  know  this  with  regard  to  our  statement, 
that  a tax  increases  the  price  often  more  than  the 


tax,  because  we  have  to  allow  for  interest  on  the 
capital  employed.  If  we  have  to  pay  duty  and  hold 
the  stocks  for  long,  we  have  to  add  interest  for  that. 
Of  course,  the  bigger  your  capital  turnover  the  more 
your  profit  on  it. 

4349.  There  is  one  other  small  point  on  the  table 
in  paragraph  25.  You  do  not  give  there  the  prices 
and  the  dates  of  the  periods  to  which  your  figures 
refer.  May  I take  it  that  for  the  14  weeks  to 
the  6th  September,  1924,  with  both  commodities  the 
price  was  reduced  over  the  whole  of  that  period  by 
the  full  amount  of  tax  reduction? — Yes.  Although 
there  has  been  a marked  advance  in  tea,  the  Whole- 
sale Society  did  not  advance  prices  until  the  middle 
of  October. 

4350.  Sir  Arthur  Balfour : On  this  question  of 

social  services,  of  course,  we  are  all  anxious  to  spend 
as  much  as  we  can  on  it,  but  I wanted  to  ask  if  you 
realise  that  in  1901  we  spent  on  education 
£17,000,000,  and  on  poor  relief  £11,500,000;  that  is 
£28,500,000  on  those  two  things.  In  1911  we  spent 
£29,000,000  on  education,  £15,000,000  on  poor 
relief,  and  £6,250,000  on  old  age  pensions,  a total 
of  £50,000,000.  In  1922  we  spent  £80,000,000  on 
education,  £42,500,000  on  poor  relief,  £19,500,000  on 
old  >age  pensions,  £26,000,000  on  Health  Insurance, 
and  £62,000,000  on  Unemployment  Insurance;  that 
is  £230,000,000,  and  £80,000,000,  of  course,  on  War 
Pensions,  but  that  is  a separate  thing.  We  have 
had  to  find  £310,000,000  in  1922  for  the  same  sort 
of  services  for  which  we  found  in  1911  £50,000,000, 
and  in  1901  £28,000,000.  Do  you  not  think  that  is 
a tremendous  burden  on  trade  and  may  have  some- 
thing to  do  with  unemployment? — (Alderman  Hay- 
ward) : I agree  that  civilisation  has  advanced  since 
1911,  and  anybody  who  attempted  to  carry  on  any 
department  of  work  on  the  lines  of  1901  would  be 
rapidly  laughed  out  of  court. 

4361.  Do  you  not  think  we  have  made  very  sub- 
stantial progress? — YTes. 

4352.  Do  you  not  think  we  have  made  perhaps 
almost  too  rapid  progress  and  put  too  big  a burden 
on  industry? — I do  not.  I think  we  have  to  go 
still  further  on  the  same  lines. 

4353.  I admit  that  there  is  the  War  to  consider, 
but  still  the  general  situation  of  our  trade  and  of 
unemployment  is  much  worse? — Unemployment  is 
much  worse,  but  that  is  not  due  to  the  development) 
of  social  services. 

4364.  I am  not  quite  certain  that  that  burden  of 
£310,000,000  on  trade  has  not  some  connection  with 
costs  of  production,  and  therefore  with  our  inability 
to  sell  as  many  goods,  and  consequently  to  employ 
people? — I am  not  satisfied  that  any  evidence  has 
been  shown  to  me  which  indicates  that  British 
trade  is  shut  out  of  foreign  countries  by  reason  of 
taxation  for  social  services. 

4355.  But  you  realise  there  is  a very  big  difference 
in  the  burdens  in  the  three  years  I have  given  you? 
— Yes,  but  I also  agree  there  is  a very  great 
difference  in  the  ability  to  pay  in  the  three  years. 

4356.  Mrs.  W ootton  : There  has  been  a very  con- 
siderable increase  in  the  national  income? — Yes. 

4357.  There  might  be  some  social  services  which 
could  be  regarded  as  perhaps  not  completely  a 
burden  on  industry.  The  particular  service  of 
education,  for  instance,  is  contributing  to  the 
national  income? — That  is  so.  The  figures  quoted  by 
Sir  Arthur  Balfour,  I suppose,  represent  twice  the 
national  expenditure  in  1901. 

4358.  Sir  Arthur  Balfour : I want  you  to  under- 
stand that  1 am  not  against  social  services  in  the 
slightest  degree,  but  I do  want  to  bring  to  your 
attention  that  we  must  not  overdo  it  if  we  expect 
to  do  our  export  trade,  get  our  food  cheap  and 
employ  our  people? — Exactly. 

4359.  Mr.  Bell : Looking  at  the  end  of  paragraph  8, 
as  bankers  as  well  as  traders,  do  you  not  think  you 
put  the  cart  before  the  horse  in  these  words : “ We 
should  say  that  the  reduction  of  the  Floating  Debt 
would  tend  to  increase  the  credit  facilities  granted 
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bY  the  bankers  to  trade.”  The  fact  is  that  the 
banks,  as  you  know,  put  surplus  money  into  Ireasury 
Bills  while  they  cannot  use  it?— (Mr.  Goodwin)  : 


Yes,  that  is  so.  jn  ,, 

4360.  The  moment  they  want  to  use  it  they  sell 

those  Treasury  Bills? — Yes. 

4361.  So  it  is  not  the  holding  of  the  Treasury  Bills 
that  debars  them  from  lending;  it  is  only  that  they 
are  waiting  to  lend  it?— I think  the  argument  would 
rather  be  this— that,  being  unable  to  put  the  money 
into  Treasury  Bills,  they  would  be  compelled  to  look 
for  fresh  means  of  employing  their  money,  and  they 
would,  perhaps,  more  freely  lend  to  trade. 

4362.  I hope  they  will  never  lend  unwisely  to  trade, 
because  they  happen  to  have  the  money?  Quite  so, 
but  there  is  this  inducement — if  you  cannot  put  your 
money  out  one  way  you  will  put  it  out  in  another, 
and  if  you  cannot  put  it  in  Treasury  Bills,  trade  will 
probably  get  rather  more  than  it  would  have  done 


otherwise. 

4363.  Our  complaint  is  the  other  way — that  we  have 
not  sufficient  demand,  and  therefore  the  money  is 
put  into  Treasury  Bills.  I do  not  want  you  to  think 
that  the  holding  of  Treasury  Bills  is  withdrawing 
facilities  by  the  banks?— I quite  appreciate  your 


point.  . 

4364.  I want  to  draw  your  attention  to  a point  m 
paragraph  20.  We  are  not  considering  the  Capital 
Levy  to-day,  and  I do  not  want  to  go  into  this,  but 
you  say  here : £ ‘ It  is  obvious  that  taxation  withdraws 
revenue  from  particular  businesses  that  might  em- 
ploy it  more  remuneratively  as  capital  than  the 
persons  to  whom  the  proceeds  of  the  taxation  are 
paid  as  interest  or  in  repayment  of  War  Loan.”  If 
that  is  true  of  taxation  it  would  be  equally  true  of 
the  levy,  would  it  not?— I take  it  this  means,  that 
if  you  pay  off  the  debt,  capital  is  set  free  for  invest- 
ment in  a productive  capacity ; in  this  way  you  may 
make  more  of  it  than  the  person  who  held  the  debt 
made  of  it  in  the  receiving  of  his  interest. 

4366.  No;  that  is  not  what  it  says.  Taxation  not 
only  withdraws  revenue  from  people  who  have  no 
business,  but  from  people  who  are  engaged  in  busi- 
ness, and  who  have  capital  invested  in  War  Loan? 
(Alderman  Hayward) : As  I view  the  position,  we 
say  that  while  it  may  be  true  that  in  particular 
cases  taxation  would  withdraw  revenue  from  par- 
ticular businesses  that  might  employ  it  more  re- 
muneratively than  the  persons  who  get  it  as  the 
proceeds  of  interest  or  repayment  of  War  Loan,  yet 
this  tax  falls  upon  other  people  besides. 

4366.  But  you  say  it  is  obvious  that  it  is  so;  you 
do  not  say  “ While  it  may  be  so  ”? — We  grant,  of 
course,  in  some  cases  it  may  be  so.  We  do  not  mean 
that  it  is  of  general  application  in  every  case. 

4367.  Mr.  Bowen  : Do  you  not  mean  that  if  capital 
is  tied  up  either  by  being  taken  in  Income  Tax  or 
by  being  invested  in  War  Loan  it  could  be  used  far 
better  by  being  released  from  War  Loan  and 
employed  more  remuneratively  in  business  ? — It  is 
obvious,  of  course,  if  the  proceeds  of  tax,  whether 
Income  Tax  or  any  other  tax,  are  used  for  the 
redemption  of  debt,  the  person  who  receives  that  is 
at  once  open  for  re-investment. 

4368.  Mr.  Bell:  No,  excuse  me;  you  say  “that 
might  employ  it  more  remuneratively  as  capital  than 
the  persons  to  whom  the  proceeds  of  the  taxation  are 
paid.”  Professor  Hall : I take  it  you  mean  there 
that  whilst  that  may  be  true,  you  must  take  the 
auestion  of  policy  as  a whole,  and  even  though  it 
does  mean  that  there  is  a transfer  from  persons  able 
to  employ  it  more  remuneratively  to  somebody  else, 
still,  viewing  the  tax  as  a whole,  it  is  not  of  sufficient 
unpoi-tance  to  cause  you  to  alter  your  view  regarding 
the  tax? — (Alderman  Hayward) : That  is  the  idea 
that  I tried  to  express  a minute  ago. 

4369.  Mr.  Bell:  I want  to  follow  up  the  questions 
that  were  put  to  you  by  Sir  Alan  Anderson  and  Sir 
Arthur  Balfour  in  regard  to  the  important  [joint 
111  paragraph  28.  where  you  recommend  that  the 
State  should  rely  for  its  income  mainly  upon  direct 
taxation.  You  made  lit  quite  clear,  did  you  not, 


that  except  in  the  ease  of  the  very  poor  you  would 
not  fail  to  offset  that  by,  say,  a lowering  of  the 
Income  Tax  standard? — I think  the  point  of  view 
is  that  foodstuffs  should  be  liberated,  because  it  is  a 
tax  upon  tbe  stomach  and  lowers  the  efficiency  of 
the  worker-  and  the  worker’s  family  through  under- 
feeding, particularly  in  the  case  of  orphans,  as  I 
know  from  my  own  experience.  So  far  as  the  duty 
of  the  citizen  to  the  State  is  concerned,  I take  the 
point  of  view  that,  after  having  secured  a reason- 
able standard  of  living,  t-he  citizen  should  make  his 
contribution  of  income  to  the  State,  over  and  above 
providing  for  the  standard  of  living. 

4370.  That  would  probably  be  done  by  lowering 
the  exemption  level  of  Income  Tax? — Yes,  if  the 
exemption  at  present  is  above  the  standard  required 
for  decent  living.  (Mr.  Blair) : The  only  question  is, 
it  is  difficult  to  collect.  Where  we  had  quarteily 
collection  of  Income  Tax,  when  a number  of  the 
wage  workers  were  paying  Income  Tax,  very  often 
it  happened  that  they  were  unemployed  or  working 
short  time  when  the  tax  came  to  be  collected. 

4371.  That  could  be  obviated  by  a deduction  from 
wage? — If  the  wage  holds  good  for  52  weeks  in  the 
year;  but  there  is  a difficulty,  because  of  tbe  casual 
nature  of  employment. 

4372.  Mr.  Bowen:  You  represent  4,600,000  people, 
miainly  of  the  working  classes,  and  you  therefore 
know  a good  deal  about  their  lives  and  social  con- 
ditions. Have  you  found  that  your  members  are,  in 
the  main,  saving  people? — (Alderman  Hayward): 
Certainly.  The  co-operative  movement  depends 
absolutely  on  tbe  thrifty  instincts  which  you  can  get 
developed  ill  the  people.  The  business  of  a society  is 
dependent  on  the  pence  and  shillings  of  the  worker, 
and  excepting  in  cases  of  little  windfalls  in  the  shape 
of  small  legacies,  and  that  sort  of  thing,  there  is 
nothing  else  to  rely  on. 

4373.  To  what  do  you  attribute  that;  is  it  a motive 
of  co-operative  service,  or  is  it  antagonism  to  general 
industry? — I am  afraid  I do  not  follow  the  point. 

4374.  Let  me  put  it  in  a positive  sense.  They  are 
interested  in  their  business,  because  they  have  the 
motive  of  co-operation  ? — Yes . 

4375.  And  they  find  they  can  do  this  even  with 
taxation,  when  they  have  that  motive  behind  them? 
— Yes.  The  position,  as  I see  it,  is  that  the  indi- 
vidual sees  that  by  joining  with  his  fellows  to  do  cer- 
tain tilings  he  can  improve  his  own  social  position 
and  get  an  opportunity  of  advantage  in  culture  and 
education,  and  so  on,  through  co-operative  organisa- 
tions, which  he  cannot  get  by  remaining  outside.  As 
a consequence  of  association  his  thrifty  habits  develop 
and  the  co-operative  movement  itself  expands. 

4376.  You  were  leading  up  to  the  suggestion 

throughout  your  paper,  1 think,  that  taxation  is 
burdensome  now  because  of  tbe  existence  of  huge 
debts  that  we  have,  and  that  it  was  necessary  that 
the  country  should  pay  some  heed  to  what  you 
describe  as  social  services.  The  question  has  been 
already  asked  whether  the  burden  of  taxation  is  not 
now  as  much  as  we  can  bear  to  preserve  industry 
genefally  from  going  under.  The  point  I want  to 
put  to  you  is  that  you  cannot  contemplate  that 
your  idea  of  extension  of  social  services  would  bring 
that  about? — No.  I am  of  the  opinion  that  the 

development  of  social  services  will  be  to  the  advan- 
tage of  the  community,  and  that  assuming  an  increase 
of  taxation  is  necessary  (which,  of  course,  remains 
to  be  seen  after  an  investigation  of  the  whole  ques- 
tion of  taxation  and  the  relationship  of  collection  to 
expenditure),  then  that  increase  could  be  justified  on 
the  ground  of  the  urgency  of  the  need. 

4377.  You  lead  up  to  the  efficiency  of  the  worker? 
— Yes,  exactly;  the  general  welhbeing  of  the 
community. 

4378.  And  in  that  measure  get  a bigger  productive 
effect  in  industry? — Yes. 

4379.  If  you  do  not  get  your  social  services  even 
at  the  cost  suggested  by  Sir  Arthur  Balfour  is  it 
your  opinion  that  industry  must  suffer  for  lack  of 
efficiency?— That  is  so;  I think  that  is  the  position 
somewhat  to-day. 
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4380.  It  is  a question  whether  and  how  far  all  the 
industrial  workers  should  bear  a share  -of  the  taxation 
of  the  country.  You  say  there  is  a limit  to  the 
amount  of  taxation  that  can  he  raised  without 
injuriously  affecting  trade;  hare  you  any  idea  what 
that  limit  is? — I do  not  think  I could  put  the  limit 
m actual  figures.  It  has  got  to  be  taken,  of  course, 
in  relation  to  the  general  conditions  obtaining  from 
time  to  time.  What  might  be  a bearable  burden  one 
year  might  be  unbearable  another.  I do  not  think 
you  could  dogmatise  with  regard  to  any  particular 
standard. 

4381.  In  paragraph  18  you  say  that  there  does 
not  appear  to  be  a dearth  of  capital,  and  in  your 
opinion  the  supply  is  increasing.  What  is  producing 
that  increase? — The  increase,  of  course,  in  my  judg- 
ment is  very  largely  sayings,  and  the  fact  that  there 
are  increases  is  demonstrated  by  the  list  of  issues 
which  have  been  over  subscribed.  Since  the  date  of 
the  evidence  we  have  Lewis’s  of  Manchester  offer 
ing  £1,500,000  and  it  was  over-subscribed  6 to  1C 
times;  the  Leicester  Corporation  offering  £1,500,000, 
3 times  over-subscribed ; the  Southern  Railway  offer- 
ing £2,000,000,  10  times  over-subscribed;  Spillers 
offering  £1,000,000,  10  times  over-subscribed;  ths 
Sudan  Government  Loan,  8 times  over-subscribed. 
In  the  face  of  those  figures  it  would  seem  that  there 
is  not  only  no  dearth,  but  that  there  is  plenty  of 
capital  for  investment. 

4382.  Even  during  the  hard  times? — Even  during 
these  past  years. 

4383.  I think  the  total  savings  of  last 
year  have  been  put  at  £300,000,000  to  £400,000,000. 
That  would  be  the  effect  of  trade  probably  during 
1022  and  1923,  in  1922  particularly  we  had  bad  times  ? 

• — Yes . 

4384.  There  is  a statement  in  paragraph  19  that 
higher  taxes  may  stimulate  saving  as  well  as  deter 
saving  and  enterprise.  I should  be  glad  if  you  could 
help  me  by  amplifying  that  somewhat.  How  does 
higher  taxation  stimulate  saving  ? — If  you  have 
persons  getting  a fixed  income  and  the  tax  is  raised, 
instead  of  that  Income  Tax  demand  cutting  into  the 
margin  of  saving,  they  effect  economies  on  what  one 
may  call  luxury  expenditure  and  pay  the  tax  with 
the  savings  thereby  made. 

4385.  You  think  that  high  taxation  exercises  a 
certain  disciplinary  effect  on  the  taxpayer  ? — I do  not 
think  there  is  any  doubt  about  it. 

4386.  You  would  not  for  that  particular  purpose 
urge  that,  because  you  think  it  is  necessary  in  the 
interests  of  the  nation  that  people  should  be  so  dis- 
ciplined, we  should  put  up  our  taxation? — No,  I 
would  not  suggest  that. 

4387.  In  paragraph  22  you  make  a point  that  I 
have  seen  in  the  evidence  of  other  witnesses,  and  to 
my  mind  it  is  a very  important  point.  You  say  here 
that  there  is  always  a tendency  for  a trader  .to  pass 
on  any  taxes  he  may  have  to  pay,  and  you  also  say  : 

“ In  theory  Income  Tax  does  not  enter  into  prices.” 
Then  you  go  on  to  say : “ For  the  reasons  given 
above  a portion  may  be  passed  on  in  some  cases.” 
Am  I correct  in  assuming  that  it  is  your  belief  that 
Income  Tax  payers  pass  on  their  direct  Income  Tax 
to  indirect  taxpayers? — What  we  tried  to  convey  in 
this  paragraph  is  that  in  theory  we  believe  that 
Income  Tax  does  not  enter  into  prices,  but  running 
through  the  whole  of  the  industrial  world  is  the 
tendency  to  add  to  the  costing,  or  to  the  rate  of 
profit  that  is  required,  an  amount  to  cover  Income 
Tax,  and  particularly  so  when  Income  Tax  is  high. 

4388.  Mrs.  Wootton : Something  must  be  wrong 
with  theory  then  ? — •'What  we  say  is  that  the  tendency 
is  for  this  to  happen.  Against  that  tendency  there 
would  operate,  of  course,  the  law  of  supply  and 
demand  and  the  competition  of  other  people  who 
were  not  passing  on  the  tax,  but  who  were  out  for 
larger  trade  and  were  prepared  to  keep  their  prices 
down  in  order  to  get  the  larger  trade.  But  certainly 
the  tendency  in  our  judgment  is  to  take  these  items 
into  account  wherever  it  is  possible'  to  do  so  and 
maintain  the  business  in  which  they  are  engaged. 


4389.  Sir  Arthur  Balfowr  : Is  not  that  the  trouble 
of  all  taxation ; everybody  tries  to  pass  it  on  to  some- 
body else?- -Exactly. 

4390.  Whether  direct  or  indirect.  Indirect  is 
perhaps  passed  on  in  wages,  and  direct  in  some  other 
way  ? — Yes. 

4391.  Mr.  Bowen:  The  main  point  we  have  had  is 
that  there  are  a large  number  of  direct  taxpayers  and 
a large  number  of  indirect  taxpayers;  in  a measure 
you  would  say  that  in  practice  the  number  of  direct 
taxpayers  would  be  considerably  reduced  by  the 
tendency  to  transfer  direct  taxation?  Sir  Arthur 
Balfour:  Is  it  not  the  cumulative  effect  of  passing 
on  taxes  that  is  the  whole  trouble? — ( Alderman  Hay- 
ward) : Yes.  (Mr.  Alexander) : I think  the  substance 
of  our  evidence  is  that  we  say  the  theory  is  sub- 
stantially correct,  but  that  it  is  more  difficult  to  pass 
on  direct  taxation  than  indirect.  The  human 
tendency  will,  of  course,  be  there  to  pass  on  taxation. 

4392.  Mr.  Bowen : I am  not  quarrelling  with  it;  I 
am  only  wanting  to  elucidate  the  point? — Before  the 
Income  Tax  Commission  some  of  the  witnesses 
definitely  said  they  did  pass  it  on,  or  try  to  pass  it 
on.  (Mr.  Blair ) : It  depends  on  the  nature  of  the 
business.  If  you  have  anything  like  a monopoly,  or 
some  arrangement  for  fixing  prices,  you  can  arrange 
to  pass  it  on. 

4393.  Mr.  Bowen : In  paragraph  28  you  speak 
about  the  ability  to  pay.  You  say  there:  “ The 
fundamental  basis  then  being  ability  to  pay.5’  You 
want  to  maintain  a reasonable  standard  of  life  and 
then  you  want  to  declare  that  the  fundamental  basis 
of  taxation  shall  be  ability  to  pay.  Have  you  any 
figure  in  your  mind  below  which  we  should  not  im- 
pose direct  taxation  if  we  were  to  abolish  indirect 
taxation? — We  have  not  considered  that  point. 
That  is  a matter  which  would  really  require  to  be 
fixed  by  an  enquiry  into  the  cost  of  living  and  main- 
taining a family.  We  have  not  attempted  to 
enquire  into  our  members’  family  budgets  in  any 
way.  That  is  a matter  that  I think  is  a necessary 
duty  of  any  Committee  dealing  with  taxation,  but 
we  have  not  attempted  to  go  into  the  details.  A 
good  deal  will  depend  on  the  circumstances. 

4394.  Chairman : I think  you  will  find  that  each 
man  thinks  that  the  basis  of  taxation  should  be  just 
above  his  own  income?— Well,  that  is  human  nature, 
but,  after  all  said  and  done,  we  have  to  take  a con- 
sidered view. 

4395.  Mr.  Bowen : You  have  not  got  what  we 

could  call  a co-operative  standard  of  life? — No. 

4396.  Anything  based  upon  your  own  trading  or 
your  own  experience? — ( Alderman  Hayward)  : No. 
Our  members  vary  from  the  lowest  paid  people  who 
are,  as  a matter  of  fact,  dopendent  on  public  charity 
to  the  lower  middle  classes,  and,  of  course,  there 
would  be  all  the  gradations  between  what  one  might 
call  extreme  poverty  and  a moderate  affluence. 

4397.  Mr.  Bell:  Do  you  debar  anybody  from  join- 
ing the  Co-operative  Society;  can  anybody  join? — 
Anybody,  whatever  .their  means,  or  want  of  means — 
anybody  who  can  find  a shilling.  (Mr.  Blair)  : And 
some  of  them  less.  With  some  of  them  w©  have  no 
entrance  fee  at  all;  they  join  right  away  and  pay  up 
their  shares  by  tbe  accumulation  of  their  surplus  on 
the  trade. 

4398.  Chairman : You  are  not  a political  organisa-- 
tion,  but  a social  organisation? — Social : we  are  not 
party  political. 

4399.  Professor  Hall : I take  it  from  your  evidence 
and  from  the  statements  made  that  in  your  opinion, 
whilst  taxation  may  have  some  effect  upon  industry, 
the  chief  things  that  a/re  preventing  a restoration  of 
trade  are  the  political  conditions  abroad  and  the  lack 
of  prosperity  in  the  countries  where  our  customers 
are  principally  situated? — (Alderman  Hayward): 
That  is  our  view,  that  the  impoverishment  of  Con- 
tinental countries  and  the  political  relationships 
existing  between  the  various  countries,  and  that  sort 
of  thing,  are  the  main  influences  of  our  present 
declining  trade. 


MINUTES  OF  EVIDENCE. 


315 


2 December,  1924.]  Alderman  H.  Hayward,  Mr.  W.  R.  Blair,  Mr.  T.  Goodwin  and  [ Continued . 

Mr.  A.  V.  Alexander,  M.P. 


4400.  And  that  employment  would  be  more 
assisted  by  a restoration  of  world  prosperity  than  by 
any  reduction  of  taxation  in  this  country? — That  is 
so. 

4401.  In  regard  to  debt  repayment  and  social  ser- 
vices, did  I rightly  understand  the  evidence  and  the 
answers  you  gave  to  lead  to  this  conclusion,  that  if 
debt  were  repaid  you  believe  that  interest  rates 
would  fall,  and  that  capital  charges  borne  by  public 
authorities  would  be  reduced;  they  would  thus  be 
enabled  to  develop  social  services  of  various  kinds 
like  education — sinking  fund  charges  would  not  De 
high — and  other  services  of  a like  character? — (Mr. 
Goodwin ) : I think  that  is  the  basis  of  our  evidence. 

4402.  Mr.  Bell : Is  it  clear  that  interest  charges 
would  be  lowered? — The  effect  of  the  debt  has  been, 
in  my  view,  to  increase  the  standard  of  interest,  and 
if  you  reduce-  it  to  normal  proportions  again  I think 
the  tendency  would  be  to  have  a less  rate  than  we 
have  now. 

4403.  Mr-  Hicliens  : If  I might  just  intervene,  as 
a matter  of  fact  they  have  eliminated  their  debt 
altogether  in  Germany,  have  they  not? — Yes. 

4404.  But  the  rate  of  interest  has  not  fallen  much? 
— That  is  the  exchange. 

4405.  Mr.  Bell:  The  withdrawal  of  that  capital 
might  not  by  any  means  necessarily  bring  down  the 
rate  of  interest.  ( Professor  Hall):  But  the  German 
debt  was  not  wiped  out  by  repayment  in  the  same 
way  as  the  witnesses  here  are  suggesting.  (Mr- 
Hicliens):  Well,  it  vanished.  (Mr.  Bell):  I am  only 
querying  the  suggestion  that  there  would  necessarily 
be  a drop  in  interest  ? — (Alderman  Hayward) : In  one 
case  it  is  equivalent  to  repudiation  and  the  other  to 
redemption.  In  the  case  of  redemption  you  get  the 
repaid  debt  available  for  reinvestment  by  the  in- 
dividual owning  the  debt  after  repayment,  and  the 
volume  of  funds  for  industry  would,  of  course, 
apparently  be  increased.  (Mr.  Blair) : Is  not  the 
high  German  interest  due  to  a certain  extent  to  the 
feeling  of  insecurity  at  the  present  time? 

4406.  Mr.  Hichens  : Shortage  of  credit;  but  is  not 
that  the  point?  It  is  not  merely  the  quantity  that 
you  have  got,  large  or  small,  which  affects  the  ques- 
tion; it  is  the  degree  of  your  credit,  good  or  bad? — 
But  that  is  dependent  -on  security. 

4407.  Very  likely,  yes.  All  that  that  means  is  that 
you  can  wipe  your  capital  out  and  find  yourself  in 
a.  worse  position  than  you  were  before? — If  there  is 
a feeling  of  insecurity. 

4408.  Quite  so  ? — But  if  we  get  debt  gradually 
written  down  and  there  is  a feeling  of  security  in 
the  country,  that  is  another  matter.  We  do  not 
want  to  undermine  the  feeling  of  security  in  the 
country.  You  may  have  thought  some  of  our  replies 
are  rather  tentative,  -but  it  is  because  we  are  not 
absolute  on  some  of  the  points.  We  see  that  there 
aro  two  sides  to  the  question.  I think  if  the  feeling 
of  security  in  the  country  is  maintained  and  there 
is  a reduction  of  debt  there  would  be  a fall  in  interest 
which  would  tend  to  approximate  more  to  the  pre-war 
level. 

4409.  Professor  Hall : I was  really  leading  up  to 
the  point  as  to-  your  reasons  for  favouring  a reduc- 
tion of  the  debt.  In  the  first  place  you  favour  it, 
according  to  what  Mr.  Goodwin  says,  because  co- 
operators  take  the  view  that  you  would  be  in  a 
stronger  position  for  borrowing  again  if  the  debt  had 
in  the  interval  been  substantially  reduced? — (Mr. 
Goodwin)  : Tha-t  is  one  reason. 

4410.  The  second  reason  is  that  you  think  that 
the  reduction  of  the  debt  would  lower  the  rate  of 
interest  and  cheapen  the  cost  of  social  services  ? — 
Yes.  I do  not  think  you  must  look  at  the  debt  as  an 
asset  to  the  nation  as  some  perhaps  are  inclined  to 
do.  I think  the  sooner  we  get  it  down  on  a more 
solid  foundation  the  higher  will  be  our  credit  in  our 
general  trade.  In  that  process  we  do  not  want  to 
kill  trade;  we  want  to  redeem  the  debt  in  a reason- 
able way. 

4411.  Mr.  Bell:  It  is  the  rate  of  acceleration? — 

Yes. 


4412.  Professor  Hall : But  on  the  one  side  you 
have  the  effect  upon  industry? — Yes. 

4413.  On  the  other  side  you  feel  that  there  is  an 
increasing  strength  of  credit,  or  reputation  if  you 
like,  because  we  are  paying  off  the  debt  fairly 
rapidly  ? — Yes. 

4414.  And  that  is  a benefit  to  all  the  people  in 
the  country? — Yes,  just  as  when  a person  is 
hampered  by  a debt  he  wants  to  pay  it  off  as  soon 
as  he  can.  There  is  that  feeling  in  the  minds  of 
co-operators. 

4415.  You  come  from  a movement  that  does  not 
believe  in  credit  trading  very  much? — Yes;  getting 
into  debt  is  not  encouraged  by  the  co-operative 
movement. 

4416.  I take  it  that  the  movement  you  represent 
favours  the  reduction  of  indirect  taxation  because 
of  its  effect  upon  the  standard  of  living? — Yes. 

4417.  And  from  the  answers  you  have  given  you 
believe  that  to  be  of  immense  importance  to  industry. 
You  look  upon  it  as  being  the  case  that  labour  is  as 
necessary  as  capital  for  the  development  of  industry  ? 
— (Alderman  Hayward) : Yes. 

4418.  And  that  whilst  accumulation  of  capital 
might  be  desirable  for  industrial  development  the 
efficiency  of  labour  is  equally  important  for  the 
development  of  industry? — That  is  our  point  of  view 
exactly — that  the  well-being  of  the  individual  and 
the  efficiency  of  the  individual  is  as  important  as  the 
efficiency  of  the  capital  employed  in  it. 

4419.  Those  two  factors,  the  sufficiency  of  capital 
and  the  efficiency  of  labour,  have  both  to  be  con- 
sidered and  the  advantages  of  a policy  considered  in 
relation  to  the  balance  of  advantage  in  the  two 
respects? — -Yes,  that  ie  ao. 

■4420.  Mr.  Hichens : I think  in  answer  to  Mrs. 
Wootton  you  said  that  in  some  cases  and  to  some 
extent  a reduction  of  taxation  on  food  commodities 
might  be  upset  by  an  increase  in  price,  and  you  gave 
the  example  of  tea  where  that  has  happened? — 
(Mr.  Blair) : Yes. 

4421.  And  it  was  suggested  that  that  might  have 
happened  in  a number  of  other  cases? — Yes. 

4422.  But  it  does  not  necessarily  always  happen; 
I think  that  was  the  point  of  view  you  took  there, 
did  you  not? — Yes. 

4423.  How  far  do  you  think  that  a reduction  in 
taxation  of  food  might  be  reflected  in  any  wages 
adjustments  which  were  made  subsequently  ? Would 
it  be  pointed  out  that  the  taxation  of  tea  and  sugar 
had  gone  down  and  therefore  that  ought  to  influence 
the  wage  that  was  paid,  do  you  think? — Of  course, 
there  was  an  immediate  fall  in  the  cost  of  living 
figures  after  the  reduction  in  the  Budget,  and  those 
figures  were  immediately  reflected  in  some  trades 
owing  to  the  nature  of  the  wage  agreements,  but  as 
that  has  been  neutralised  by  an  increase  in  cost  of 
flour  and  other  commodities,  including  tea  which  is 
a smaller  item,  that  has  been  wiped  out,  and  the 
increases  have  gone  on  again.  If  we  could  maintain 
a permanent  reduction  by  taking  off  this  taxation  I 
think  that  there  would  be  some  possibility  c f 
stabilising  wages.  As  it  is  there  is  a tendency  c n 
the  part  of  the  Unions  at  the  present  time  to  ask 
for  higher  wages  because  the  cost  of  living  is  going 
up  again. 

4424.  I have  seen  it  stated  that  in  Germany,  for 
example,  wages  have  been  reduced  to  some  extent 
on  account  of  the  very  low  rents  that  they  have  to 
pay  through  the  Restriction  of  Rent  Act  there? — Yes. 

4425.  You  would  think  that  was  probably  true, 
would  you  not? — Well,  I do  not  think  quite  that. 
That  is  only  a small  portion.  Actually  the  cost-of- 
living  figures  in  Germany,  apart  from  the  Rent  Acts, 
were  much  higher  than  pre-war — much  higher  than 
the  wages  were.  The  wage  level,  according  to  the 
figures  I was  supplied  with  some  time  ago  of  the 
German  worker,  is  considerably  lower  than  before 
the  War  in  spite  of  -the  reduction  in  the  rent. 

4426.  The  point  I want  to  get  from  you  is  this  : 
it  always  6eems  to  me  that  there  is  likely  to  be  a 
tendency  that  the  more  there  is  provided  by  the 


316 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


2 December,  1924.]  Alderman  H.  Hayward,  Mr.  W.  R.  Blair,  Mr.  T.  Goodwin  and  [ Continued . 

Mr.  A.  V.  Alexander,  M.P. 


State  in  one  way  or  another  for  the  individual  the 
less  will  his  wage  become;  that  is  to  say,  that 
supposing  he  gets  a free  house  from  the  State,  free 
education,  free  doctors  for  his  children,  free  food 
for  his  children,  free  food  for  himself,  those  things 
which  we  are  inclined  sometimes  to  look  at  as  social 
benefits,  the  other  side  of  the  picture  would  he  that 
those  advantages  would  be  reflected  in  the  wage  that 
he  received ; that  would  be  more  or  less  inevitable, 
would  it  not? — A good  deal  would  depend  on  the 
state  of  organisation  of  labour,  and  whether  there 
was  a general  feeling  in  the  community  that  the 
standard  of  living  ought  to  be  advanced.  I think 
the  feeling  now  is  that  it  should  advance  and  remain 
advanced. 

4427.  I am  not  denying  that;  I am  only  trying 
to  elicit  from  you  whether  you  thought  that  there 
would  be  an  almost  inevitable  tendency  to  take  these 
things  into  account? — You  have  referred  to  free 
food;  I thought  you  meant  food  free  from  taxes. 

4428.  I was  taking  an  extreme  case  just  to  make 
my  point? — (Mr.  Alexander)  : I think  it  is  contrary 
to  50  years’  experience.  Take  the  development  of 
the  social  services;  take  the  point  of  the  School 
Board  Act,  from  then  onwards  in  all  -directions ; one 
would  not  say  that  that  had  resulted  in  a lower  level 
of  real  wages. 

4429.  Your  opinion  is  that  real  wages  to-day  are 
definitely  better  than  they  were? — Than  at  that  time 
when  we  first  began,  as  we  should  put  it,  to  become 
socially  conscious. 

4430.  And  there  has  been  a definite  improvement 
in  wages  in  addition  to  the  social  work  that  has  been 
done  ? — Yes. 

4431.  So  your  view  at  any  rate  would  be  that  there 
would  be  no  fear  if  one  reduced  indirect  taxation 
that  the  tendency  would  be  for  such  a reduction 
ultimately  to  re-act  upon  wages;  you  would  not  fear 
that? — (Mr.  Blair)  : No.  I think  the  social  conscious- 
ness of  the  workers  would  tend  to  prevent  that.  You 
might  get  one  or  two  particular  industries  where 
the  cost  of  living  might  be  very  seriously  reduced  like 
the  engineering  trade  and  the  miners,  who  are  both 
below  the  pre-war  standard  at  the  present  time  based 
upon  the  cost  of  living  figures,  but  that  is,  I think, 
mainly  exceptional. 

4432.  Again,  you  suggest  in  your  evidence  that  the 
money  set  free  by  the  reduction  in  the  taxes  on  food 
is  better  used  than  would  be  a similar  sum  set  free 
by  a reduction  in  Income  Tax? — Yes.  Our  view  there 
is  that  working-class  consumption  sets  a greater 
amount  of  labour  to  work  than  the  consumption  of 
the  well-to-do  classes.  Theirs  is  in  a luxury  direc- 
tion, whereas  the  other  is  an  increase  in  what  we 
might  term  the  domestic  necessities,  the  every  day 
requirements  of  life.  We  further  find,  for  instance, 
one  very  striking  fact,  and  that  is,  that  the  decrease 
in  the  price  of  sugar  has  resulted  in  an  increase  in 
the  making  of  jam.  Our  pre-war  sugar  consumption 
in  our  factories  was  much  greater  than  it  is  to-day 
owing  to  the  lesser  cost  of  sugar  at  that  time  and 
the  consequently  bigger  consumption  of  jam.  That 
has  stimulated  employment  in  the  jam  trade,  and  the 
same  in  the  confectionery  trade. 

4433.  Quite ; it  may  be  a good  thing  from  that 
point  of  view;  but  it  might  be  argued,  I suppose, 
that  the  Income  Tax  payer  would  save  his  money 
and  that  would  be  available  as  capital  which 
would  stimulate  trade,  too.  That  might  be  a desir- 
able thing,  might  it  not?— Well,  capital  is  not  in- 
vested in  trade  unless  there  is  a likelihood  of  a good 
return.  I think  the  most  serious  feature  we  have 
had  to  face  has  been  the  big  reduction  in  working 
class  expenditure  in  the  last  few  years.  I have  seen 
it  estimated  that  there  is  a net  reduction  of  working 
class  wages  of  about  £10,000,000  per  week,  which  is 
£500,000,000  per  annum,  which  in  itself  is  almost  as 


big  as  our  total  foreign  trade.  That  expenditure  has 
been  lost  to  the  industries  of  the  country,  and  there 
has  been  so  much  worse  trade  internally,  in  my  view, 
through  that  cause.  The  consequence  is  that  there 
is  so  much  less  employment  in  industries  which  are 
catering  for  domestic  supply,  that  is  to  say,  for  home 
consumption. 

4434.  Your  point  is  that  it  is  better  spent  in  that 

way.  I suggest  that  one  alternative  is  that  an 
Income  Tax  payer  might  conceivably  spend  his  money 
just  as  wisely  in  the  direction  of  saving  money  or 
encouraging  trade  abroad,  and  another  alternative  is 
that  the  money  might  be  more  profitably  used  in 
promoting  education  rather  than  buying  tea;  is  not 
that  a possible  alternative? — Well,  it  might  be  de- 
voted in  that  way.  The  whole  experience  of  our 
movement  and  the  basis  of  the  theory  on  which  we 
are  built  up  is  that  it  is  better  for  4,500,000  of  our 
people  to  have  a surplus  of  perhaps  £3  or  £4  a 
year  returned  to  them  to  spend  in  domestic  necessi- 
ties, or  possibly  they  may  save  it  for  the  development 
of  our  industry 

4435.  Rather  than  that  you  should  educate  them? 
— Rather  than  that  it  should  be  handed  over  to,  say, 
40  or  50  people  who  may  own  a business  which  in 
itself  would  be  as  great  as  the  co-operative  move- 
ment. It  is  much  better  for  that  to  be  spread  over 
those  millions  of  folk  than  to  go  into  the  hands  of 
a few.  It  is  quite  true  that  the  others  may  accumu- 
late a lot  of  that  as  capital  for  reinvestment,  but 
unless  there  is  the  effective  demand  for  the  goods 
which  they  might  invest  their  money  in,  it  will 
not  be  invested.  People  do  not  invest  money  in  trade 
simply  for  the  sake  of  investing  it;  they  want  to  see 
some  return  for  their  money,  do  they  not? 

4436.  Thej’  do.  I do  not  know  about  your  particu- 
lar business,  but  in  mine  they  do,  certainly.  What 
you  really  mean  from  your  point  of  view  is,  is  it  not, 
increased  wages? — Increased  wages;  increased  spend- 
ing power. 

4437.  Which  would  you  prefer  that  a man  had,  an 
increased  wage,  or  that  he  had  increased  spending 
power  through  his  taxation  being  reduced;  which 
would  be  sounder  in  the  interest  of  the  country  and 
the  community  as  a whole,  that  the  man  should  be 
the  master  of  his  own  wage  and  resources,  or  that 
he  should  be,  so  to  speak,  to  some  extent  supported 
by  the  State? — I am  speaking  now  personally:  I am 
not  a believer  in  State  maintenance;  I am  a believer 
in  self-help;  and  the  more  independent  spirit  you 
can  create  in  the  minds  of  the  individuals  I think  the 
better.  But  you  are  putting  to  me  an  alternative 
question;  it  does  not  follow  that  they  are  alternatives. 

4438.  Well,  it  may  be  just  as  much  as  what  you  have 
put;  that  is  what  I am  trying  to  get  at;  but  it  does 
not  necessarily  follow. — We  have  found  that  helping 
our  members  in  this  way  we  have  not  lowered  their 
standard;  we  have  bettered  their  standard.  The 
more  we  have  helped  our  members  the  more  inde- 
pendent we  have  made  them,  and  the  more  thrifty  we 
have  made  them.  The  fact  that  we  have  given  them 
something  which  they  have  not  had  before  has  not 
lowered  their  standard.  I do  not  want  to  suggest 
that  it  has  increased  their  acquisitiveness,  but  it 
has  made  them  feel  more  independent  and  the  neces- 
sity of  a higher  standard.  (Alderman  Hayward) : ' 
With  regard  to  the  taxation  of  foodstuffs,  you  have 
to  consider  the  considerable  number  of  the  popula- 
tion who  are  not  in  receipt  of  wages  and  are  outside 
Trade  Union  influence  to  whom  the  tax  is  a most 
onerous  burden,  and  from  that  point  of  view,  of 
course,  we  are  strongly  of  opinion  that  these  food 
taxes  should  be  abolished  in  the  interests  of  the  lower 
people  whose  efficiency,  and,  in  many  cases,  nealtli, 
is  being  affected  by  the  imposition. 

Chairman  : We  are  very  much  obliged  to  you ; we 
hope  to  see  you  again  later  on  another  subject. 


(The  Witnesses  withdrew.) 
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FOURTEENTH  DAY. 
Wednesday,  3rd  December,  1924. 


Present  : 

Sir  ARTHUR  BALFOUR,  K.B.E.  (in  the  Chair).  Mr.  W.  L.  HICHENS. 

Sir  ALAN  G.  ANDERSON,  K.B.E.  Sir  JOSIAH  STAMP,  G.B.E. 

Mr.  HENRY  BELL.  Mrs.  BARBARA  WOOTTON. 

Mr.  J.  W.  BOWEN.  « 

Professor  FRED  HALL.  Air.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  iISMAY,  Assistant  Secretary. 


Mr.  J.  Beaumont  Pease,  called  and  examined. 


Evidence-in-chief  handed 

Question  1. — How  do  the  National  Debt  (apart  from 
the  taxation  which  it  necessitates),  and  movements  in 
the  National  Debt  through  repayment,  conversions, 
etc.,  affect  (1)  the  supply  of  credit  and  (2)  the  supply 
of  permanent  capital  for  trade  and  industry,  both  in 
volume  and  direction?  Does  any  distinction  exist 
between  the  effects  of  the  Floating  Debt  and  the 
longer  term  debt? 

1.  This  question,  which  I take  it  refers  to 
banking  credit  and  not  to  credit  in  the  sense  of  the 
estimation  in  which  any  person  or  institution  is  held, 
is  split  up  into  several  sub-divisions,  and  I will  try 
to  answer  them  in  order. 

How  does  (a)  the  existence  of  the  National  Debt 
and  (6)  increases  in  the  National  Debt  affect 

(1)  the  supply  of  credit? 

2.  To  the  extent  that  the  existing  National  Debt 
was,  and  further  issues  may  be  taken  up  by  banks,  or 
out  of  the  proceeds  of  loans  made  by  banks  to  their 
customers,  the  supply  of  banking  credit  is  diminished. 
Banks  can  only  provide  credit  to  an  extent  limited 
by  the  ratio  of  cash  to  deposits  which  they  deem  it 
prudent  to  keep.  If  they  are  over  invested  their 
capacity  to  lend  is  diminished.  If,  on  the  other  hand, 
the  public  out  of  their  deposit  balances  are  the  sub- 
scribers to  issues  of  National  Debt,  the  supply  of 
credit  remains  unaltered. 

3.  I shall  be  glad  to  show  specimen  bank  balance 
sheets,  which  illustrate  the  different  effects  upon  the 
balance  sheet  and  the  capacity  therefore  of ''the  bank 
to  grant  credit  in  the  two  cases,  firstly  where  the 
public  subscribe  to  the  National  Debt  issues,  and, 
secondly,  where  those  issues  are  subscribed  to  by 
banks. 

(c)  How  do  movements  in  the  National  Debt  through 
repayment  affect  the  supply  of  credit? 

4.  Seeing  that  repayment  of  the  National  Debt  can 
only  be  effected  through  taxation,  and  under  the 
terms  of  the  question  the  effect  of  taxation  is 
definitely  ruled  out,  I am  not  clear  how  I should 
answer  this  question;  but  I am  'inclined  to  think 
that  this  is  not  the  interpretation  which  is  meant 
to  be  put  upon  it.  My  answer  to  it,  therefore, 
is  the  reverse  of  that  under  (a.),  viz.,  if  repay- 
ment of  the  National  Debt  is  made  to  banks,  or  to- 
wards the  repayment  of  loans  by  the  banks  to  the 
investing  public,  the  supply  of  credit  will  be  in- 
creased. If  it  is  repaid  to  the  ordinary  public,  there 
will  be  no  change. 

(d)  How  do  conversions  affeot  the  supply  of  credit? 

5.  Conversions  from  a shorter  date  to  a date  of  a 
onger  maturity  would  not  affect  the  supply  of  credit, 
with  the  limited  exception  indicated  under  ( e ). 


in  by  Mr.  Beaumont  Pease. 

(e)  Does  any  distinction  exist  between  the  effects 
of  the  Floating  Debt  and  the  longer  term  debt  ? 

8.  The  only  distinction  that  is  apparent  and  which 
operates  to  a limited  extent,  is  one  which  affects 
banks.  If  the  resources  of  banks  are  held  in  the  form 
of  short  term  Treasury  Bills,  the  bank  is  able  to  lend 
more  readily  than  would  be  the  case  if  they  were 
locked  up  in  less  easily  realisable  long  term  invest- 
ments. 

(2)  How  do  the  National  Debt  and  movements  in 
the  National  Debt  affect  the  supply  of  permanent 
capital  for  trade  and  industry,  both  in  volume  and 
direction  ? 

7.  In  answering  this  question  I am  disregarding  one 
important  factor,  viz.,  the  use  or  uses  to  which  the 
State  puts  the  proceeds  of  its  loans.  Of  course,  if 
the  State  spend  all  the  money  they  receive  on  perma- 
nent plant,  real  assets,  &c.,  this  expenditure  remains 
part  of  the  permanent  capital  of  the  country.  If  it 
is  blown  away  into  the  air  in  the  form  of  shells1,  as 
was  done  largely  in  the  case  of  the  War  Loans,  there 
is  a destruction  of  capital.  Apart  from  this  question 
of  the  method  of  expenditure  by  the  State,  it  is  pos- 
sible to  argue  theoretically,  at  any  rate,  that  there 
is  no  change  in  the  volume  of  capital  available  for 
trade  and  industry  caused  by  repayment  of  debt,  on 
the  grounds  that  if  repayment  of  debt  is  effected 
merely  by  taxing  “ A ” to  repay  “ B ” the  ultimate 
amount  of  capital  remains  unchanged.  There  may, 
hoivever,  be  a great  change  in  the  direction  of 
capital,  and  a large  displacement  of  capital  may 
have,  and  probably  will  have,  serious  effects.  In 
practice,  however,  I think  my  answer  must  be  'at 
variance  with  the  theoretical  answer  given  above. 
In  actual  practice  it  does  not  appear  to  me  to  be 
possible  to  say  all  that  has  happened  is  to  give  to 
“ B ” what  “A”  had  previously,  and  that  all  you 
have  done  is  to  tear  up  a piece  of  paper  which  “ B ” 
formerly  possessed.  It  is  undeniable,  of  course,  that 
the  amount  of  permanent  plant,  real  assets,  &c.,  in 
the  country  remains  precisely  the  same  as  before,  but 
for  all  practical  purposes  something  has  been  taken 
away  from  “ A ” which  undoubtedly,  as  far  as  he 
is  concerned,  makes  his  capital  permanently  smaller, 
whereas  “ B ” remains  as  before,  except  that  he 
now  has  his  capital  in  the  more  liquid  form  of  cash 
instead  of  in  War  Loan.  Something  has  disappeared 
which  to  a practical  banker  possesses  the  attributes 
of  capital.  It  is  taxed  as  capital  when  a man  dies; 
it  can  be  exchanged  into  other  forms  of  capital,  or 
sold ; and  it  can  be  lodged  with  a banker  as  security 
for  loans  ivith  which  to  develop  business.  Further- 
more, owing  to  the  graduated  scale  of  estate  duties, 
if  the  estate  of  a rich  man  is  heavily  taxed,  the 
amount  of  capital  on  which  the  State  can  continue 
to  levy  capital  taxes  is  not  only  lessened  by  the 
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diminution  of  capital  left  in  the  hands  of  the  original 
owner,  or  his  successors,  hut  it  produces  in  the  future 
less  tax  to  the  State,  owing  to  the  smaller  rate  at 
which  that  tax  is  levied. 

Question  2. — Does  the  existence  of  the  debt,  or 
movements  in  the  debt,  affect  the  terms  upon  which 
capital  can  be  raised  for  trade  and  industry  P 

8.  The  existence  of  the  National  Debt  introduces 
an  added  element  of  competition  amongst  those 
seeking  for  capital.  Also  the  outstanding  amount  of 
debt  affects  the  terms  upon  which  capital  can  be 
raised.  Other  things  being  equal,  if  the  debt  is 
large  the  terms  are  more  onerous  than  they  would 
be  if  it  were  smaller,'  or  vice  versa.  These  terms 
themselves  affect  the  terms  on  which  permanent 
capital  for  industry  can  be  raised.  If  the  National 
Debt  returns  5 per  cent.,  for  instance,  to  the  holder, 
anyone  seeking  investments  would  look  for  a higher 
return  from  a more  risky  industrial  investment.  The 
terms  for  temporary  capital  for  industry  by  way  of 
bank  loans  are  influenced  by  the  Bank  of  England 
rate  of  discount,  and  are  not  directly  affected  by  the 
existence  of  the  debt  or  movements  in  the  debt.  The 
reverse  side  of  the  picture  is  equally  true,  and  the 
rate  which  an  investor  can  get  from  industrials  would 
undoubtedly,  at  the  time  of  any  new  issue  of  National 
Debt,  affect  the  terms  upon  which  the  latter  could  be 
raised. 

Question  3. — Should  provision  be  made  for  repay- 
ment every  year  of  debt?  In  that  case: 

(a)  should  the  same  amount  be  repaid  every 
year,  and,  if  so,  is  the  present  Sinking 
Fund  of  £50,000,000  satisfactory  ? If  it  is 
not  sufficient,  ought  it  to  be  increased,  even 
if  taxes  have  to  be  increased? 
or  (b)  should  the  amount  repaid  vary,  and  if  so, 
on  what  principle?  Should  it  be  less  in 
years  of  bad  trade?  Should  the  variation 
be  subject  to  the  maintenance  every  year 
of  a fixed  minimum  repayment,  and,  if 
so,  of  what  amount? 

If  any  alteration  of  the  existing  annual  provision 
for  the  debt  (interest  and  redemption)  is  suggested, 
what  would  be  its  effect  upon  trade,  conversion  of 
the  debt  and  credit  ? 

Is  it  considered  desirable  to  apply  any  Budget 
surplus  to  repayment  of  debt? 

9.  The  only  wise  course,  in  my  opinion,  is  to 
make  .annual  provision  for  the  steady  reduction  of 
the  debt.  Sudden  deflation  would  be  a very  bad 
thing  for  trade,  because  it  can  only  be  effected  out 
of  capital  which  is  required  for  trade  and  purchasing 
power.  But  gradual  deflation  out  of  income,  i.e., 
annual  taxation,  is  sound  policy  and  indeed  the 
only  one  in  the  long  run,  although  it  may  temporarily 
bear  hardly  upon  trade. 

10.  I think  £50,000,000  a year  is  adequate  as  a 
minimum  and  all  that  we  can  afford  at  present.  I 
hope,  however,  that  in  future  it  may  be  possible  to 
budget  with  more  .approximation  to  accuracy  than  in 
the  past,  and  if,  without  increased  taxation,  which  we 
cannot  bear  at  the  present  time,  a surplus  is  shown, 
I think  such  surplus  should  continue  to  be  added  to 
the  minimum  Sinking  Fund.  But  in  certain  circum- 
stances it  might  be  wiser  to  budget  for  reduced 
taxation  rather  than  continue  debt  redemption  on 
such  a large  scale.  It  is  difficult  to  give  a precise 
answer  to  this  question. 

Question  4. — Is  it  thought  to  be  desirable  to  oon- 
vert  any  or  all  of  the  Floating  Debt? 

11.  From  the  point  of  view  of  the  Treasury  it 
is  no  doubt  desirable  to  keep  the  Floating  Debt 
within  reasonable  dimensions,  as  its  liability  to  repay- 
ment at  short  notice  constitutes  an  inconvenience  or 
even  a danger.  I do  not  think  there  is  any  absolute 
necessity  for  the  conversion  of  any  part  of  the 
Floating  Debt,  more  especially  as  this  would  add  to 


the  annual  cost,  to  the  extent  of  the  higher  interest 
payable  on  long  term  debt.  I think  it  would  be  well 
to  reduce  it  to  some  settled  figure,  say  £500,000,000. 

12.  In  the  absence  of  the  normal  supply  of  cotamer- 
cial  bills,  which  is  the  present  situation,  the  banks  find 
Treasury  Bills  an  exceedingly  useful  substitute. 
Without  them,  their  bill  portfolio,  which  provides 
their  second  line  of  defence,  would  be  comparatively 
empty. 

Question  5. — To  what  extent  is  the  debt  charge 
held  to  necessitate  an  injurious  restriction  of 
public  expenditure  upon  desirable  objects? 

13.  The  interest  on  the  debt  (roughly  £350,000,000) 
no  doubt  absorbs  a large  part  of  the  proceeds 
of  taxation,  and  to  that  extent  prevents  these 
proceeds  being  applied  for  other  purposes  whether 
“ desirable  ” or  not.  But,  seeing  that  such 
interest  can  only  be  reduced  by  the  repayment  of 
debt  which  can  only  come,  whether  as  capital  or 
revenue,  out  of  the  pockets  of  the  people — in  other 
words  that  the  burden  is  there  and  cannot  by  any 
means  be  got  rid  of,  though  it  can  be  transferred 
from  one  set  of  pockets  to  another — such  repayment 
would  not  render  it  any  easier  for  the  community  as 
a whole  to  devote  larger  sums  to  such  objects. 

Question  6. — Does  repayment  of  the  debt  neces- 
sarily involve  deflation  of  prices,  such  as  is  likely  to 
be  injurious  to  trade? 

14.  It  is  very  difficult,  if  not  impossible,  to  fore- 
see what  effect  a large  repayment  of  debt  would 
have  upon  prices.  On  the  one  hand  such  repayment 
would  reduce  purchasing  power  and  thereby  reduce 
the  demand  for  goods  and  services  of  all  kinds, 
which  would  certainly  be  injurious  to  trade,  and,  on 
the  other,  by  creating  an  artificial  scarcity  of  capital, 
it  might  possibly  increase  the  cost  both  of  capital  and 
credit  and  therefore  tend  to  raise  prices.  The  con- 
verse argument  to  that  used  in  the  answer  to  Ques- 
tion 1 (a)  I think  applies  to  this  question.  That  is  to 
say,  if  repayment  of  debt  is  made  to  banks,  deflation 
occurs  and  the  volume  of  deposits  is  decreased;  if  it 
is  made  to  the  public  the  volume  of  deposits  remains 
the  same.  It  is  not  easy,  however,  to  say  what  effect 
this  would  have  upon  prices,  the  rapidity  of  turnover 
of  the  purchasing  power  of  the  public  being  as  im- 
portant a factor  on  the  question  of  prices  as  its 
amount. 

Question  7. — What  is  the  effect  of  the  existing 
taxes  on  the  supply  of  permanent  capital  from  the 
public,  and  on  total  purchasing  power  ? Is  there  any 
evidence  of  a present  shortage  of  capital  for  industry? 
Is  it  anticipated  that  there  will  be  a shortage  of 
capital  when  trade  improves? 

15.  Taxes  tend,  of  course,  to  reduce  both  capital 
and  purchasing  power  in  so  far  as  they  reduce 
the  capacity  to  save,  from  which  capital  is  mainly 
derived.  The  annual  rate  of  saving  used  before  the 
War  to  be  estimated  at  about  £400,000,000,  but, 
though  I have  no  statistics  to  guide  me,  it  must  be 
much  less  at  present. 

16.  I should  not  say  that  at  present,  with  trade  so 
inactive,  there  is  any  actual  shortage  of  capital, 
and  I do  not  anticipate  a shortage  of  permanent 
capital  when  trade  revives.  At  present  we  are  suffer- 
ing from  an  excess  of  capital  in  the  form  of  pro- 
ductive capacity  in  the  way  of  plant,  machinery,  etc., 
beyond  the  effective  demand.  When  trade  revives 
there  may  be  a shortage  of  working  capital  as  dis- 
tinct from  permanent  capital.  This  is  very  notice- 
able at  present  in  Germany,  for  instance,  where  very 
heavy  rates  of  interest  are  charged  for  working 
capital,  but  where  the  productive  capacity  of  per- 
manent plant,  etc.,  is  not  fully  developed. 

Question  8. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the  pai  j 
of  the  individual  engaged  in  trade  and  the  investor 
generally?  Do  they  similarly  affect  joint  stock 
companies? 
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17.  Taxes  must  reduce  the  capacity  to  save  and 
the  anticipation  of  increased  taxation,  especially 
of  a capital  nature,  certainly  acts  as  a deterrent  to 
saving.  This  is  more  the  case  -with  individuals  than 
with  companies,  because  in  so  far  as  profits  are 
actually  distributed  the  latter  recoup  themselves  by 
deducting  Income  Tax  from  the  dividends1,  so  that 
Income  Tax  only  affects  them  as  regards  undivided 
profits  and  reserves.  If  allocation  of  profits  to  re- 
serves were  freed  from  liability  to  Income  Tax,  the 
amount  of  profits  put  to  reserve  would  be  largely 
increased. 

Question  9. — How  far  does  the  high  Income  Tax 
(including  Super-tax)  withdraw  money  which  could 
otherwise  be  counted  on  for  the  expansion  of  business, 
and  which,  so  capitalised,  would  produce  a rate  of 
profits  proportionate  to  managing  ability  and  to  the 
risks  of  personal  enterprise,  and  higher  on  the 
average  than  the  rate  of  interest  on  Government 
debt?” 

18.  As  previously  explained,  both  Income  Tax 
and  Super-tax  must  reduce  the  capacity  of  the  in- 
dividual to  save  money  which  becomes  capital  in  his 
hands  available  for  investment  in  trade,  or  otherwise, 
according  to  his  occupation  and  inclination.  A man 
engaged  in  business  would  naturally  put  a part,  at 
least,  of  his  savings  into  his  business.  Others  might 
invest  it  in  shares  or  securities  of  companies,  or  other 
securities  outside  his  own  business. 

Question  10. — How  far  does  the  burden  of  the 
Income  Tax  fall  upon  the  business  itself  and  hamper 
its  operations?  What  is  its  effect  on  (1)  the  ability 
of  companies  to  build  up  reserves,  and  (2)  the  policy 
of  companies  as  between  distribution  in  dividend 
and  allocation  to  reserve?  • 

19.  The  provision  for  a high  (Income  Tax  out 
of  profits  certainly  is  a burden  upon  a business,  as 
it  diminishes  the  amount  which  can  be  put  to  re- 
serve. The  burden  is  especially  heavy  when,  as  it 
may  happen  under  the  three  years’  average  system 
the  payment  of  a large  Income  Tax  falls  to  be  made 
in  a year  when  profits  are  low.  I do  not  think  under 
wise  management  that  it  affects  the  policy  as  to  divi- 
dends and  reserves. 

Question  11. — Does  Income  Tax  enter  into  prices, 
and  if  so,  how?  Does  it  in  this  or  any  other  way 
handicap  the  exporter  in  competing  in  foreign 
markets  against  world  prices? 

20.  Income  Tax  ought  not  directly  and  in  theory 
to  enter  into  the  question  of  prices,  as  it  i« 
only  levied  on  profits.  But  in  practice  Income  Tax 
becomes  a charge  on  a business  like  any  other 
expense,  and  in  so  far  as  Income  Tax  on  salaries 
is  paid  either  directly  or  indirectly  by  the  company, 
the  profits  are  diminished.  This  effect,  moreover, 
is  accumulative  in  so1  far  as  the  price  of  the  raw 
material  for  one  industry  is  affected  by  the  Income 
Tax  charge  on  another  company  which  produces  the 
raw  material.  Apart  from  this,  it  ought  not. 
theoretically,  to  handicap  our  manufacturers  in  com- 
petition with  others.  But  it  is  difficult  to  say  it  does 
not  actually  do  so,  as  wa.s  certainly  the  case  with  the 
Excess  Profits  Duty,  and  in  so  far  ias  it  diminishes 
the  prospect  of  obtaining  a reasonable  margin  of 
profit  over  and  above  the  cost  of  production,  I think 
in  practice  it  does  militate  against  the  chances  of 
favourable  competition  with  foreign  manufacturers. 

Question  12. — How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  Do  they  inflict  special 
damage  on  private  businesses,  and,  if  so,  can  any 
suggestion  be  made  for  amending  the  duties  so  ias  to 
obviate  this  special  effect,  without  reducing  the 
yield  ? 

21.  This  question  has  been  largely  answered 
under  1 (2).  In  private  businesses  they  often  inflict 
special  damage,  and  even  if  my  view  that  in  practice 
they  involve  a destruction  of  capital  is  not  accepted, 
undoubtedly  they  cause  a disturbance  and  trans- 
ference of  capital  which  is  highly  detrimental  to  the 


future  of  the  business  concerned.  In  partnerships 
and  in  the  case  of  large  estates,  Death  Duties  are 
largely  provided  for  by  life  insurance  out  of  income. 
It  has  always  seemed  to  me  that  it  is  a great  hard- 
ship that  such  provision  made  out  of  income  should 
itself  be  subject  to  Death  Duties,  and  should,  in  many 
cases,  actually  increase  the  rate  of  such  duties  pay- 
able by  the  estate.  I think  it  would  greatly 
encourage  the  provision  for  such  duties  by  insurance, 
which,  economically,  is  a very  sound  thing  to  do,  if 
the  provision  itself  were  exempted,  subject  to  proper 
limitations  and  safeguards. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment  and,  if  so, 
in  what  manner  ? 

22.  Yes : in  the  sense  that  all  taxation  is  detri- 
mental to  trade.  Foreign  loans  are  subject  to  a 
2 per  cent,  tax  which  operates  against  this  country, 
as  compared  with  our  chief  rival  in  this  respect, 
America.  Foreign  loans,  within  proper  limits,  are 
of  advantage  to  trade,  as  the  proceeds  have  to  he 
taken  ultimately  in  the  form  of  goods. 

23.  I cannot  find,  on  the  other  hand,  that  the 
increased  penny  stamp  on  cheques  has  diminished  the 
amount  of  cheques  used,  though  it,  of  course,  adds  to 
the  expenses  of  trade. 

Question  14. — To  what  extent  is  a tax  on  com- 
modities borne  by  the  consumer?  How  are  internal 
and  external  trade  affected? 

24.  Nearly  all  taxes  on  commodities  tend  ulti- 
mately to  fall  on  the  consumer,  unless  the  ratio 
of  profit  is  high  enough  to  enable  the  producer,  as 
the  result  of  competition,  to  bear  them  or  a portion 
of  them. 

Question  16. — Is  importance  to  be  attached  to  the 
maintenance  of  a particular  ratio  between  direct  and 
indirect  taxation,  and,  if  so,  on  what  principles 
should  the  ratio  he  determined? 

25.  Yes,  because  with  the  present  exemptions 
from  direct  taxation,  averaging  in  the  case  of 
Income  Tax,  up  to,  say,  £200  a year,  only  about 
2,500,000  people  are  chargeable  to  that  tax  out  of 
say,  42,000,000.  If,  therefore,  indirect  taxation  is 
abolished,  the  remaining  39,500,000  will  be  paying 
no  taxation  at  all,  and  it  is  entirely  anomalous  that 
-those  who  pay  no  taxes  should  have  entire  control, 
through  their  votes,  of  Parliament  and  the  Executive. 
What  the  ratio  should  be,  should  be  reckoned 
according  to  -ability  to  pay.  If  indirect  taxation 
were  entirely  abolished,  then  Income  Tax  (graduated) 
should  be  made  practically  universal  with  a much 
lower  exemption  limit. 

Question  16. — What  effects  does  the  present  system 
of  taxation  tend  to  have  upon  the  distribution  of 
wealth  ? Is  it  considered  that  these  effects  are  in  the 
best  interests  of  the  country  in  the  long  run  ? If  any 
broad  amendment  of  the  system  is  advocated,  how 
would  such  an  amendment  affect  the  distribution? 

26.  I do  not  think  that  redistribution  of  wealth 
ought  to  he,  or  can  in  fact  be  permanently 
brought  about  by  taxation.  That  is  not  a proper 
fiscal  object.  Redistribution  of  wealth  must  be 
brought  about  by  different  means,  by  going  to  the 
source  of  things,  rather  than  by  dealing  with  them 
at  a later  stage,  e.g.,  by  profit  sharing.  Taxation 
should  be  confined  to  purely  fiscal  objects  and 
regulated  fairly  and  equitably  by  ability  to  pay. 

Question  17. — Can  existing  taxation  be  varied  with 
advantage,  and,  if  so,  how  far  and  in  what  ways, 
without  increasing  the  total  amount  raised  by 
taxation  ? 

27.  This  question  would  require  an  essay  in 
reply.  Taxation  of  expenditure — as  opposed  to 
income — turnover  taxes,  luxury  taxes,  taxes  on 
newspapers  and  -other  articles  of  common  use,  have 
all  much  to  he  said  for  them,  but  all  involve  great 
difficulties.  There  are  many  abuses  in  Income  Tax, 
e.g.,  the  non-allowance  of  any  sinking  fund  for 
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wasting  assets,  wliicli  ought  to  be  rectified,  but  the 
question  is  can  we  now  afford  this? 

Question  18. — How  far  would  increased  productivity 
in  trade  and  industry  affect  the  burden  of  the  debt? 

28.  It  would  reduce  it  by  widening  the  field  over 
which  it  is  spread. 

Question  19. — To  what  extent  can  taxation  (as 
distinguished  from  changes  in  taxation)  be  regarded 
as  a determinant  of  employment  or  unemployment? 
If  it  is  held  that  the  aggregate  demand  for  labour 
is  permanently  reduced  by  taxation,  does  the  effect 
show  in  unemployment  or  in  a lower  level  of  wages? 

If  taxation  is  a cause  of  unemployment,  to  what 
extent  is  this  due  to  (a)  the  effect  of  taxation  in 
reducing  new  savings,  or  (b)  the  effect  of  taxation 
in  reducing  consumers’  demand  for  goods? 


29.  Any  taxation,  for  the  reasons  already  given, 
tends  to  reduce  employment,  but  it  is  a ques- 
tion of  degree.  It  reduces  the  capacity  of  employ- 
ment by  limiting  the  fund  available  for  enterprise 
and  trade,  upon  which  employment  ultimately 
depends.  It  has,  as  pointed  out  in  the  question,  the 
double  effect  of  reducing  the  capacity  to  produce, 
whilst  .at  the  same  time  reducing  purchasing  power. 

30.  The  amount  of  our  National  Debt  and  the  heavy 
burden  of  taxation  in  consequence,  with  its  resultant 
effect  upon  unemployment  and  other  similar  evils, 
are  all  part  of  the  cost  of  the  War.  This  heavy  cost 
can  only  ultimately  be  met  by  saving,  and  only  when 
we  have  saved  an  equivalent  amount  to  what  we 
have  expended  can  the  position  be  the  same  as  it  was 
before  the  War.  No  financial  device,  ns  far  as  I can 
see,  can  really  get  round  this  plain  fact. 


ANNEX  1. 

Hypothetical  Bank’s  Balance  Sheet  in  Original  Form. 


Liabilities. 

Deposits...  ...  ...  ...  ...  £100,000,000 

Assets. 

Cash  (equals  50  per  cent,  of  liabilities)  £50,000,000 

Investments  £50,000,000 

£100,000,000 

£100,000,000 

1.  First  Stage. 

Appearance  of  Balance  Sheet  after  subscription  of  £25,000,000  by  the  Public. 


Liabilities. 

Deposits...  ...  ....  ...  ...  £75,000,000 

«•  ' Assets. 

Cash  (equals  33  per  cent,  of  liabilities)  £25,000,000 

Investments  £50,000,000 

£75,000,000 

£75,000,000 

Second  Stage. 

Appearance  of  Balance  Sheet  after  distribution  by  the  State  of  the  proceeds  of  Loan  subscribed 

by  Public. 


Deposits ... 

Liabilities. 

..  £100,000,000 

Assets. 

Cash  (equals  50  per  cent,  of  liabilities 

£100,000,000 

as  in  original  B/S.)  ... 
Investments 

£50,000,000 

£50,000,000 

£100,000,000 

2.  First  Stage. 

Appearance  of  Balance  Sheet  after  subscription  of  £25,000,000  by  Banks. 


Deposits ... 

Liabilities. 

£100,000,000 

Assets. 

Cash  (equals  25  per  cent,  of  liabilities) 
Investments 

£25,000,000 

£75,000,000 

£100,000,000 

* 

£100,000,000 

Second  Stage. 

Appearance  of  Balance  Sheet  after  distribution  of  Loan  subscribed  by  Banks. 


Deposits ... 

Liabilities. 

£125,000,000 

Assets. 

Cash  (equals  40  per  cent,  of  liabilities 
as  against  the  original  50  per  cent.) 
Investments 

£50,000,000 

£75,000,000 

£125,000,000 

£125,000,000 

MINUTES  OF  EVIDENCE. 
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4439.  Sir  Arthur  Balfour : II  is  not  necessary  for 
you  to  read  your  evidence;  we  have  all  read  it  very 
carefully.  Would  you  like  to  take  it  paragraph  by 
paragraph  and  see  if  you  would  like  to  enlarge  on  it 
at  all? — I have  tried,  rather  especially  in  connection 
with  questions  of  credit  in  which  the  banks  are 
naturally  chiefly  engaged,  to  answer  your  questions 
from  the  point  of  view  of  the  practical  effect  on  the 
banks  as  I see  it.  That,  I think,  is  illustrated  in 
the  answer  to  the  first  part  of  the  first  question.  It 
appeal's  to  me,  from  the  result  I see  on  a bank 
balance  sheet,  that  the  answer  to  this  question 
depends  largely  on  whether  the  National  Debt,  in 
the  first  instance  when  it  came  into  existence,  was 
taken  up  by  banks,  or  whether  it  was  taken  up  by 
the  public  who  have  deposits  with  banks. 

4440.  You  have  illustrated  that  on  the  last  page? 
— I have  illustrated  that  with  a hypothetical  balance 
sheet  which  I hope  makes  my  argument  clear.  You 
will  see,  in  the  first  of  the  two  sets  of  conditions 
which  I contrast,  where  the  subscriptions  to  National 
Loan  are  made  by  the  public,  that  after  the  loan 
lias  been  made  and  after  the  proceeds  of  that  loan 
have  been  re-distributed  by  the  State  in  wages,  and 
so  on,  the  percentage  of  cash  which  the  banks  hold 
in  proportion  to  their  liabilities  to  meet  public 
deposits  remains  unaltered,  and  therefore  their 
oapacity  for  giving  credit  remains  exactly  as  it  was. 
But  in  the  second  set,  where  the  loans  have  been 
taken  up  by  the  banks,  the  first  effect  when  the  sub- 
scription is  made  is  that  the  cash  held  by  the  banks 
is  reduced  to  25  per  cent,  of  the  liabilities,  and  their 
investments  have  been  increased  to  a similar  extent 
by  their  participation  in  the  War  Loan,  and,  after 
the  distribution  of  the  loan  throughout  the  country 
generally  by  the  State,  they  have  the  same  amount 
of  cash,  namely,  £50,000.000  (on  these  hypothetical 
figures)  as  against  an  increased  liability  under 
deposits  of  £125,000,000  ; that  is  to  say,  their  cash 
ratio  has  decreased  from  the  original  50  per  cent,  to 
40  per  cent,  of  their  liabilities,  and  they  are  in 
consequence  of  course  lessened  in  their  oapacity  to 
grant  credit.  That,  of  course,  is  a fact  which  came 
out  very  strongly  during  the  War  when  these  loans 
were  in  process  of  being  issued. 

4441.  Would  you  like  to  say  anything  as  to  how 
the  conversion  of  short  date  to  longer  date  securities 
would  affect  the  supply  of  credit? — On  the  face  of  it. 
my  view  is  that  it  would  not  affect  the  supply  of 
credit.  If  you  take  the  simplest  case  of  nil,  the  case 
of  the  Government  coming  to  the  banks  and  saying, 
“ We  will  give  you,  without  any  transfer  of  cash  or 
anything  else,  in  exchange  for  the  Treasury  Bills 
which  you  now  hold  an  equivalent  amount  of 
Treasury  Bonds,”  their  position  would  be  unaffected 
except  to  the  limited  extent  which  I have  referred 
to  in  my  answer ; that  is  to  say,  banks  might  be 
inclined,  and  probably  would  be  inclined  to  a small 
extent,  to  grant  rather  less  credit  when  their  funds 
are  in  a less  liquid  form  in  the  shape  of  Bonds  of 
comparatively  long  maturity  as  compared  with 
Treasury  Bills  which  are  at  three  months. 

4442.  My  colleagues  will  ask  you  questions  at  the 
end,  but  would  you  like  to  raise  any  other  point  on 
the  question  we  are  taking  now? — In  regard  to  that 
last  point  I think  there  are  various  conditions  and 
suppositions  which  might  alter  that  question  a little; 
that  is  to  say,  if  in  a conversion  scheme  money  is 
taken  from  the  public  to  repay  the  Treasury  Bills 
held  by  the  banks,  and  the  banks  get  cash  instead 
of  Treasury  Bills,  obviously  their  capacity  to  grant 
credit  is  increased.  Of  course,  it  is  at  variance 
with  some  opinions  which  I have  heard,  but  I cannot 
see  any  fallacy  in  my  answer. 

4443.  Now  may  we  pass  to  the  question  : “ How 
do  the  National  Debt  and  movements  in  the 
- ational  Debt  affect  the  supply  of  permanent 
capital  for  trade  and  industry,  both  in.  volume  and 
cnection?  would  you  like  to  enlarge  on  your 
answer  at  all  there? — As  you  see  from  my  answer, 

am  eliminating  the  question  as  to  how  the  State 
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used  the  money  when  it  first  got  it,  and  I take  it 
manent  capital  when  the  State  got  money  from  its 
citizens  and  spent  it  in  making  shells  which  were 
we  all  agree  there  was  a real  destruction  of  per- 
blown  off  into  the  air.  I confess  I have  had  a lot 
of  thought  over  this  particular  question.  From 
what  I have  seen  in  the  papers  and  from  conversa- 
tions which  I have  had  with  individuals  I think  there 
are  three  views  taken  about  this.  One  person  will 
say  that  the  actual  amount  of  capital  available  for 
trade  and  industry  is  increased  by  repa3rment  of  the 
National  Debt,  and  I take  it  his  argument  is  that 
capital  is  made  fluid  for  the  moment,  as  the  holder 
of  'debt  who  receives  cash  in  place  of  his  certificate 
is  immediately  looking  out  for  fresh  loans.  To  that 
extent  anjdrody  who  wants  capital  finds  him  with 
cash  instead  of  an  investment,  and  it  is  argued,  1 
think  falsely,  that  that  really  means  that  there  is 
an  increase  of  capital  available  for  industry. 
Others  take  the  view  that  if  you  are  taxing  A in 
order  to  repay  B no  change  in  the  amount  of  capital 
has  taken  place. 

4444.  But  a change  in  its  direction,  of  course? — 
Certainly  a change  in  its  direction.  In  regard  to 
that  everybody  is  agreed  that  that  is  a dislocation, 
and  there  may  be  a great  deal  of  harm  done  to 
industry  because  of  that  change  of  direction. 

4445.  If  there  was  a very  big  reduction  what 
would  your  view  be  then? — The  harm  would  be  still 
further  increased,  but  my  own  answer  to  this  ques- 
tion is  that,  as  far  as  I can  see  it  from  a practical 
point  of  view,  there  is  a destruction  of  capital. 

4446.  Sir  J osiah  Stamp  : At  the  time  of  raising  the 
original  War  Loan,  or  at  the  time  of  repayment? — 
I meant-  at  the  time  of  repayment.  You  can  argue, 
of  course,  that  when  it  is  repaid  it  is  really  onty  like 
writing  off  a bad  debt,  and  that  that  destruction 
of  capital  took  place  when  the  loan  was . origin-ally 
spent. 

4447.  It  does  not  alter  the  -physical  aspects  of 
capital? — The  actual  plant  and  machinery,  and  so 
on,  in  the  country,  of  course,  must  remain  exactly 
the  same  as  it  was  'before,  but  I cannot  see  the  real 
strength  and  truth  of  the  argument  that  nothing  has 
happened  except  that  you  have  taken  a certain 
amount  from  one  person  and  repaid  the  War  Loan 
held  by  another.  If  you  treat  the  whole  of  the 
citizens  as  consisting  of  one  individual,  and  the  form 
of  taxation  took  the  course  of  his  handing  over  cer- 
tain scrip  to  the  State — Victory  Bonds,  or  some- 
thing of  that  sort — I think  obviously  then  the  total 
capital  must  have  been  reduced,  or  a-t  any  rate, 
something  has  disappeared  which  has  the  attributes 
of  capital,  which  can  be  taken  to  a banker  and 
borrowed  on  for  the  purpose  of  development  of 
business,  and  which  is  taxed  as  capital ; that  is  my 
answer. 

4448.  Sir  Alan  Anderson  : If  you  put  it  the  other 
way  -round,  that  the  State  was  issuing  capital  just 
at  the  time  when  its  credit  was  good,  would  you  say 
the  capital  was  increased  because  the  State  had  got 
out  a million  of  paper  ? — For  practical  purposes  I 
think,  yes,  because  I think  it  takes  the  form  of  a 
piece  of  paper;  there  is  something  that  you  can 
negotiate  on  or  use.  You  can  say,  I suppose,  in 
theory,  that  all  it  represents  is  -a  certain  taxable 
capacity  of  the  citizens;  it  is  the  credit  of  the  State. 
But,  in  practice,  if  a citizen  were  to  come  to  a 
banker  and  say,  “ Because  War  Loan  has  been  re- 
duced and  my  War  Loan  has  been  ’ paid  off,  I am 
better  off  to  the  extent  that  the  State  will  tax  me 
less  in  future,  and  that  difference,  when  capitalised, 
represents  the  amount  of  the  loan  which  the  State 
has  just  paid  off,  and  I therefore  want  you  to  make 
me  an  advance  against  that  reduced  taxable  position 
that  I am  in,”  the  banker,  of  course,  would  say  he 
could  not  do  anything  of  the  kind.  But  he  is  in  a 
much  stronger  position  if  he  wants  to  raise  capital 
for  his  own  business,  if  he  takes  to  the  banker  a 
piece  of  paper  which  can  Be  used  for  the  purposes 
of  security  and  says ; “ Will  you  lend  me  money 
against  this?  ” 
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4449.  Sir  Josiah  Stamp  : What  the  State  has  really 
done  is  to  add  to  the  number  of  negotiable  instru- 
ments that  are  obvious;  those  are  obvious  additions 
to  credit  facilities ; but,  in  doing  so,  it  has  lowered 
everybody’s  real  credit  by  the  amount  of  extra  taxa- 
tion which  is  going  to  be  charged  in  future  on  their 
resources,  and  that  is  not  obvious  but  invisible? — Tt 
would  not  even  be  that  necessarily,  would  it?  It 
might  be  that  the  taxes  would  have  to  remain  in  the 
future  exactly  as  heavy  as  they  were  before. 

4450.  I am  assuming  that  the  charges  would  have 
to  be  heavier.  I am  taking  Sir  Alan  Anderson’s 
point  that  the  State  creates  a loan  in  this  form, 
and  in  your  judgment  that-  is  added  to  the  national 
capital  because  it  is  added  to  the  number  of  capital 
negotiable  instruments  that  are  obvious;  but  there 
is  a secret  or  less  obvious  subtraction  from  the  national 
capital  that  has  gone  on;  every  individual  credit  is 
reduced  by  the  greater  burden  of  taxation  it  will 
have  to  bear  in  the  future,  and  nobody  takes  any 
notice  of  that  because  it  is  too  intangible ; but  it  is 
there  all  the  same.  (Mr.  Belt)  : It  may  not  result 
in  increase  of  taxation  at  all;  it  may  result  in  the 
continuation  of  a tax  that  might  have  been  dropped? 
— (Witness) : I agree  that  the  reverse  of  my  argu- 
ment, which  would  seem  to  imply  that  by  increasing 
National  Debt  you  are  increasing  capital,  sounds 
fallacious. 

4451.  Sir  Josiah  Stamp : It  is  a good  test,  is  it 
not? — One  is  so  often  in  these  matters  up  against 
what  ought  to  happen  in  theory,  and  what  happens 
in  practice.  Certainly  anybody  who  is  looking  out 
for  money  for  the  development  of  his  business  would, 
I should  say,  find  it  much  more  easy  to  get  it. 

4452.  Suppose  that  the  liability  on  this  new  capital 
spread  over  the  citizens  were  not  in  the  form  of 
taxation  but  were  in  the  form  of  deliberate  mort- 
gages. I have  in  mind  the  recent  German  settlement, 
in  which  a part  of  the  burden  is  to  be  met  by  actual 
individual  debentures.  It  might  have  been  done  by 
taxation;  they  would  pay  the  same  amount  of  tax 
as  they  are  now  paying  in  Sinking  Fund.  In  the 
case  of  the  tax  nobody  would  bother  themselves 
about  it,  but  in  the  case  of  the  debenture  debt  it  is 
immediately  and  definitely  taken  into  consideration. 
You  are  really  balancing  obvious  negotiable  additions 
against  intangible  and  nominal  subtractions  from  a 
man’s  power  taken  by  taxation.  (Sir  Arthur 
Balfour) : It  becomes  a direct  overhead  charge  put 
in  that  form.  (Sir  Josiah  Stamp)  : The  rate  of  taxa- 
tion is  not  taken  into  account  in  judging  a man’s 
credit,  but  individual  mortgages  and  debentures  are; 
whereas  they'  are  really  only  convertible  terms? — • 
(Witness) : Of  course,  the  .actual  capital  and  ail 
visible  tangible  signs  of  it  must  remain  the  same. 
Then  there  is  something  which  you  would  call  capita], 
which  is  the  capacity  of  the  sum  of  the  individuals 
forming  the  State;  capital  in  that  form  is  neither 
increased  nor  decreased,  I take  it,  eitheT  on  the  one 
hand  by  being  put  into  the  form  of  State  loans,  or 
on  the  other  hand  when  those  loans  are  repaid.  B it 
the  issue  of  a State  loan  does  bring  the  taxable 
capacity  of  the  citizens  into  some  sort  of  negotiable 
shape,  does  it  not? 

4453.  I agree  very  largely  with  your  view  that  you 
do  add  to  obvious  things  which  people  take  notice  of, 
but  you  are  subtracting  from  the  general  capacity 
which  people  take  notice  of  in  judging  commercial 
credit? — Yes,  I think  that  must  be  so. 

4454.  Sir  Alan  Anderson : Do  we  not  arrive  at 
this,  that  Mr.  Pease’s  argument  is  all  right,  even 
when  it  is  stated  in  the  reverse  direction  where  it 
looks  rather  fallacious,  subject  to  your  point, 
and  subject  to  the  other  point  which  is  just  an  exten- 
sion of  yours,  that  if  the  State  went  on  issuing  paper 
long  enough  its  credit  would  disappear? — (Sir 
J osiah  Stamp) : You  would  be  forced  to  take  notice 
of  the  intangible  then? — (Witness) : Quite  so. 

4455.  It  is  quite  obvious  that  the  State  might  say : 
££  We  are  not  going  to  make  a charge  in  future  by 
way  of  taxation,  but  we  are  going  to  put  a mortgage 
over  everybody’s  capital,”  just  as  they  did  in 


Germany.  In  that  case  it  would  be  taken  into  con- 
sideration by  every  banker  when  the  man  who  had 
that  mortgage  over  his  capital  came  up.  You  would 
have  the  sum  total  of  that  man’s  borrowing  power 
reduced  ? — Yes. 

4456.  But  you  do  not  do  that  in  the  case  of  taxa- 
tion ? — No,  I think  that  is  true. 

4457.  Sir  Arthur  Balfour : Would  you  like  to  go  to 
the  next  question  : “ Does  the  existence  of  the  debt 
or  movements  in  the  debt,  affect  the  terms  upon 
which  capital  can  be  raised  for  trade  and  industry  ”? 
— I think  it  does  affect  the  terms.  If  there  was  no 
National  Debt  the  competition  for  getting  capital 
would  be  lessened,  and  the  National  Debt  does 
introduce  an  added  element  of  competition. 

.4458.  Sir  Josiah  Stamp:  Do  you  mean  at  the  time 
it  is  being  raised? — Yes,  and  even  when  it  is  in 
existence. 

4459.  We  have  had  a lot  of  evidence  on  that.  Does 
the  existence  of  the  National  Debt  in  the  past 
influence  at  all  the  rates  at  which  money  can  be  bor- 
rowed now  and  in  future  ? — The  existence  of  it  at  the 
moment  I think  does  influence  the  terms  on  which 
capital  can  be  borrowed.  It  is  : “ capital  borrowed 
for  trade  and  industry  ” in  this  particular  question. 
I think  anybody  who  is  going  into  the  market  and 
wants  to  apply  for  permanent  capital  for  his  busi- 
ness would  be  guided  no  doubt  by  what  the  State 
have  to  pay  for  their  loans,  in  fixing  the  terms  which 
would  make  it  likely  that  the  public  would  take  his 
issue  up. 

4460.  Sir  Josiah  Stamp:  But  supposing  the  State 
are  not  borrowing  any  more  money? — Then  it  is  the 
yield  which  the  State  loans  give  to  the  investor. 

4461.  Sir  Alan  Anderson:  The  market  price? — 
The  market  price  would  certainly  affect  the  terms  on 
which  capital  for  industry  could  be  got. 

4462.  Sir  J osiah  Stamp  : Is  not  that  rather  the 
reverse  of  cause  and  effect?  You  have  the  yield  of 
Government  securities  very  largely  settled  by  existing 
borrowing  conditions ; which  is  cause  and  which  is 
effect? — I am  quite  sure  if  you  go  to  any  issuing 
house  and  say : “I  want  to  apply  to  the  public  for 
capital  for  my  own  business,”  they  will  say:  “ What 
is  the  nature  of  it?  ” compare  it  with  the  security 
it  gives,  and  see  what  terms  the  National  Debt  gives, 
and  how  it  is  priced  by  the  public;  and  in  fixing  the 
price  at  which  the  issue  for  industry  should  be  issued, 
the  practical  man  certainly  takes  that  into  account. 

4463.  Is  not  that  rather  the  appearance  of  what 
happens  than  the  actual  thing?  Otherwise  the  rate 
of  capital  before  the  War  ought  to  have  been  more 
or  less  constant  for  very  many  years,  having  regard 
to  the  rate  of  interest  paid  on  Consols,  but  as  a 
matter  of  fact  the  rate  of  interest  paid  on  Consols 
went  all  over  the  place  over  a long  period  of  years? 
— Every  time  you  have  capital  issued  for  industry, 
the  issuer  will  look  at  these  comparative  rates. 

4464.  Sir  Arthur  Balfour  : The  condition  of  trade 
and  industry  and  the  possible  return  must  be  a very 
big  factor? — Yes. 

4465.  Sir  Alan  Anderson  : The  market  rate  of  the 

National  Debt  depends  on  the  individual’s  oppor- 
tunity of  investing  in  other  things.  ( Sir  Arthur 
Balfour) : That  is  so.  (Sir  Alan  Anderson) : So  the 
market  rate  of  the  National  Debt  on  which  the 
issuing  house  bases  its  price  is  in  itself  based  on 
the  opinion  of  all  these  individuals  of  what  they 
can  get  the  money  at.  (Sir  Arthur  Balfour ) : It  is 
the  effect  on  the  conditions  of  industry  and  com- 
merce?— (Witness):  The  reverse,  I think,  also 

happens,  as  I think  I point  out  here,  if  the  Govern- 
ment wants  to  borrow  money.  It  has  to  take  into 
account  what  return  the  public  can  get  on  competing 
issues. 

4466.  Mr.  Bowen : If  the  Government  wished  to 
borrow  money  anew  it  would  have  to  take  into 
account  the  existence  of  a 5 por  cent.  Stock  now 
which  may  be  on  the  market  available  for  purchase 
to  anybody  who  wants  to  invest  in  that  form? 
Certainly. 
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4467.  Sir  Arthur  Balfour : The  situation  would  he 
also  very  much  affected  by  the  condition  of  trade  and 
industry,  and  the  return  you  get  from  trade  and 
industry  at  the  time,  obviously? — Yes. 

4468.  And  that  again  would  affect  the  return  on 
the  War  Bonds? — Yes;  they  affect  each  other. 

4469.  Sir  J osiah  Stamp  : We  have  had  it  put  to  us 
in  this  way,  that  the  real  effect  of  each  Government 
rate  at  par — not  on  market  values — is  a psychological 
influence  on  the  mind  of  the  individual  saver.  It  is 
such  a large  mass  that  it  is  rather  as  if  a standard 
was  fixed  of  the  least  amount  he  would  like  to  get 
for  his  thrift,  or  his  saving.  If  he  cannot  get  it, 
he  is  disinclined  to  save;  it  forms  a fundamental 
fact  in  the  psychology  of  saving  in  the  future? — I 
should  have  thought  that  the  practical  determining 
factor  was  not  the  amount  of  interest  at  par,  but 
the  yield  which  National  Debt  gave  to  the  holder  of 
the  investment.  The  fact  that  there  is  a loan  issued 
at  5 per  cent.  I do  not  think  has  any  bearing  on  the 
matter.  That  5 per  cent,  stock  may  have  gone  down 
to  90,  or  may  have  gone  up  to  120;  it  is  the  actual 
yield  which  it  gives  that  would  influence  the  public. 

4470.  Sir  Alan  Anderson  : You  do  not  think  the 
nominal  value  has  any  psychological  effect  on  the 
demands  of  the  investor? — It  is  rather  slight. 

4471.  Sir  Arthur  Balfour : Now  may  we  go  to 

Question  3 which  deals  with  the  rate  of  repayment 
of  the  debt  and  with  the  Sinking  Fund;  would  you 
like  to  add  anything? — I had  a difficulty  in  being  at 
all  precise  about  this  answer,  and  I have  really  no 
means  of  saying  whether  £50,000,000  is  the  correct 
figure  or  not. 

4472.  But  you  do  think  it  is  important  to  have 
some  figure  fixed  ? — Certainly.  My  difficulty  is  this  : 
it  is  a case  of  weighing  advantages  and  disadvant- 
ages. At  some  periods  it  might  be  an  advantage  lo 
have  the  amount  as  high  as  possible  for  the  redemp- 
tion of  debt,  and  at  other  times  it  might  be  more 
to  the  advantage  of  the  country  that  the  Sinking 
Fund  should  be  less  and  the  freedom  from  taxation 
should  be  more. 

4473.  We  have  had  several  proposals  put  to  us 
that  there  should  be  some  kind  of  sliding  scale  for 
the  Sinking  Fund;  would  you  approve  of  that,  or  do 
you  think  it  is  better  to  have  a fixed  sum,  and  take 
in  addition  any  surplus? — At  present,  under  law,  the 
surplus  has  to  be  applied  to  Sinking  Fund. 

4474.  So  it  is  a question  to  a certain  extent  of 
exact  budgeting  ? (Sir  Josiah  Stamp) : The  point  is, 
assuming  exact  budgeting  and  no  casual  surplus, 
would  you  favour  any  fluctuation  in  the  regular  rate 
of  Sinking  Fund  application  ? — ( Witness ) : I think 
it  would  be  a good  thing  to  have  a safe  minimum 
under  all  ordinary  circumstances. 

4475.  Sir  Arthur  Balfour : That  is  really  what  we 
have  now — a reasonable  minimum? — Yes.  That 
seems  to  me  to  be  the  right  principle  to  go  on — to 
increase  it  where  you  can,  where  the  advantages  out- 
weigh the  advantages  of  reducing  taxation. 

4476.  Sir  Josiah  Stamp:  How  would  you  deter- 

mine it  then?  Would  you  say,  in  a given  year,  it 
seems  that  you  have  more  prosperity  and  you  should 
therefore  have  a percentage  addition  to  that  mini- 
mum; would  you  have  a scale? — I think  it  would  be 
very  difficult  to  lay  down  such  a hard  and  fast  rule 
as  an  actual  scale  or  percentage,  but  on  general 
principles  I take  it,  it  would  be  a good  thing  that 
in  prosperous  times 

4477.  The  Chancellor  would  come  into  the  House 
and  say:  “Here  is  your  £50,000,000  minimum;  I 
think  it  is  going  to  he  a good  year;  we  ought  to  add 
£15,000,000  to  it  ” and  budget  for  that? — And  not 
reduce  taxation. 

4478.  Sir  Josiah  Stamp:  If  you  like.  (Sir  Arthur 
Balfour) : You  say  in  paragraph  10  : “ But  in  certain 
circumstances  it  might  be  wiser  to  budget  for  reduced 
taxation  rather  than  continue  debt  redemption  ”? — 
( Witness ) : Yes,  that  is  the  difficulty  I have  in  giving 
a definite  answer  to  the  question.  I think  it  would 
depend  so  much  on  the  circumstances  of  the  time. 
If  trade  really  looked  prosperous  and  if  it  could 
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stand  the  burden  of  taxation,  then  I am  all  for 
increasing  the  credit  of  the  country  by  reducing  the 
amount  of  outstanding  debt. 

4479.  Do  you  think  that  a reduction  of,  say, 
Is.  6d.  in  Income  Tax  would  be  very  valuable  in 
increasing  trade  and  employment — sufficiently  valu- 
able to  make  it  right  to  postpone  paying  off  debt  or 
not  to  pay  quite  so  much  off? — It  is  very  difficult  to 
answer  a question  of  that  sort.  I think  it  would  be 
of  very  great  value  from  the  point  of  view  of  in- 
creasing the  prosperity  of  trade,  increasing  the 
capacity  for  demand,  making  the  demand  effective; 
and  it  is  a matter  of  weighing  in  the  balance  at  the 
time,  taking  all  the  factors  into  consideration,  as  to 
which  of  the  two  is  desirable. 

4480.  Of  course  it  might  widen  the  base  of  taxa- 
tion too? — It  might  widen  the  base  of  taxation,  as 
you  say. 

4481.  We  now  come  to  Question  4 : “ Is  it  thought 
to  be  desirable  to  convert  any  or  all  of  the  Floating 
Debt  ”;  I do  not  know  if  you  would  like  to  enlarge 
on  that? — Is  that  from  the  point  of  view  of  the 
Treasury,  or  from  the  point  of  view  of  trade,  or 
from  the  point  of  view  of  the  banks? 

4482.  From  the  point  of  view  of  trade  and  the 
country  as  a whole;  it  is  the  effect  on  trade? — From 
the  point  of  view  of  the  Treasury  obviously  it  is  a 
good  thing.  From  the  point  of  view  of  the  com- 
paratively low  rate  of  interest  it  is  a good  thing  to 
have  a large  Floating  Debt. 

4483.  But  from  the  point  of  view  of  the  trade  of 
the  country  as  a whole  the  question  is  asked? — Yes. 
I look  at  this  question  largely  from  the  point  of  view 
of  those  who  are  to  supply  credit  for  trade  as  a 
whole,  and  there  is  no  doubt  that  the  Treasury  Bills 
at  present  are  fulfilling  a very  useful  function  to 
those  who  have  to  supply  credit.  I do  not  know 
what  the  proportions  are,  but  I should  imagine 
roughly  the  proportions  of  Treasury  Bills  to  ordinary 
trade  bills  held  by  banks  would  be  something  like 
three-quarters . 

4484.  But  that  is  owing  to  the  condition  of  trade 
largely? — Owing  to  the  condition  of  trade  very 
largely,  but  unless  trade  were  to  improve  and  the 
supply  of  ordinary  commercial  bills  were  to  be  largely 
increased,  the  banks  would  be  in  great  difficulty  in 
their  credit  operations  if  Treasury  Bills  were  taken 
away. 

4485.  Sir  Josiah  Stamp:  Look  at  it  from  the  point 
of  view  of  the  Treasury;  you  have  looked  at  it  from 
the  point  of  view  of  the  banker.  Trade  is  good  and 
the  bank  facilities  are  absorbed  by  trade  bills,  and 
the  banks  no  longer  want  Treasury  Bills;  what  is 
the  Treasury  to  do  in  order  to  renew? — Do  you  mean 
they  might  have  to  compete  in  rates? 

4486.  They  become  a competitor,  do  they  not,  for 
the  funds? — They  do,  and  of  course  the  more  active 
trade  is  I take  it  the  greater  the  competition  would 
be  in  that  respect. 

4487.  That  is  the  state  of  affairs  you  had  in  March 
and  April,  1920,  particularly,  where  it  seemed  as  if 
there  was  .violent  competition  between  the  Treasury 
demand  for  renewals  and  the  trade  demands  on  a 
boom. — There  was  a great  deal  of  competition  as  far 
as  rates  were  concerned,  but  I do  not  think  the 
proportions  between  Treasury  Bills  and  ordinary 
trade  bills  were  very  different  from  what  they  are 
now. 

4488.  Sir  Josiah  Stamp  : But  the  Treasury  could 
only  maintain  that  position  and  get  renewals  by 
paying  a high  competitive  rate? — Yes. 

4489.  Do  you  see  any  objection  to  that  state  of 
affairs,  which  was  supposed  to  be  very  dangerous  and 
objectionable? — Of  course,  in  1920  I should  imagine 
the  amount  of  Treasury  Bills  to  be  very  much  higher 
than  at  the  present  time. 

4490.  Yes,  it  was  about  double.  (Sir  Alan 
Anderson) : Is  the  danger  you  are  referring  to  the 
danger  of  having  to  quote  high? — (Witness) : Well, 
it  comes  to  that,  but  the  danger  was  having  a very 
large  debt,  repayable  at  very  short  notice. 
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4491.  Sir  Arthur  Balfour:  Disturbing  the 

market? — Dangerous  to  the  Treasury,  I mean. 

4492.  Sir  Josiah  Stamp  : Could  you  give  us  some 
guidance  as  to  how  you  would  arrive  at  the  amount 
that  would  be  dangerous  and  the  amount  that  would 
be  safe.  Would  you  say  that  £1,300,000,000  is 
dangerous,  and  £700,000,000  is  safe? — ( Sir  Arthur 
Balfour) : You  mentioned  £500,000,000. — ( Witness ) : 
I put  £500,000,000  as  a very  rough  figure,  of  course. 
I do  not  think  we  have  ever  discovered  accurately 
what  proportion  of  Treasury  Bills  is  held  by  the 
credit-giving  institutions,  and  what  is  held  by  the 
public,  but  I should  say  it  was  roughly  something 
like  one-third  held  by  the  credit-giving  institutions. 

4493.  Would  there  be  as  much  as  two-thirds  of  the 
Treasury  Bills  held  by  the  public? — I rather  base 
that  calculation  very  roughly  on  the  main  hig  banks ; 
I have  not  taken  the  Scotch  and  provincial  banks. 
It  probably  would  be  rather  more  than  one-third. 

4494.  Sir  Arthur  Balfour : Now  we  can  go  to 

Question  5 : “To  what  extent  is  the  debt  charge 
held  to  necessitate  an  injurious  restriction  of  public 
expenditure  upon  desifiable  objects?  ” Have  you 
anything  you  would  like  to  add  to  your  answers 
there? — No  doubt  taxation  does  take  away  money 
which  might  be  used  for  various  other  objects,  but  we 
have  got  the  debt  in  its  present  very  large  form,  and 
there  is  no  way  of  getting  rid  of  it  except  by 
taxation. 

4495.  Is  there  any  way  of  getting  rid  of  it,  which 
would  be  warranted  in  order  to  get  these  desirable 
objects — I mean,  could  you  risk  some  drastic  step 
to  get  rid  of  it,  and  what  would  be  the  effect  of  that 
risk  on  trade  and  commerce  if  you  took  it  in  trying 
to  carry  out  such  desirable  objects  as  housing,  educa- 
tion, and  so  on? — That  is  rather  the  argument  of 
the  poor  man,  who  steals  a load  of  bread  for  his 
starving  family.  He  has  a very  desirable  object,  but 
he  does  commit  a robbery  in  the  process.  I do  not 
see  how  you  can  really  get  over  the  facts  which  are 
staring  you  in  the  face,  however  desirable  the  objects 
may  be. 

4496.  Then  I think  we  may  pass  to  Question  6 : 
“Does  repayment  of  the  debt  necessarily  involve  de- 
flation of  prices  such  as  is  likely  to  be  injurious  to 
trade?  ” — I am  afraid  I have  given  rather  an  in- 
conclusive answer  there.  I pointed  out  that  it  is 
exceedingly  difficult  to  say  what  the  actual  effect  on 
prices  would  be  of  the  large  repayment  of  debt.  On 
the  one  hand  it  reduces  purchasing  power,  and  on 
the  other  hand  it  might  create  an  artificial  scarcity 
of  capital,  and  increase  both  the  cost  of  capital  and 
credit,  and  tend  therefore  to  raise  prices;  but  I also 
have  in  mind  what  I said  in  the  earlier  part,  that  if 
the  repayment  of  debt  is  made  to  banks,  then  defla- 
tion does  occur;  the  volume  of  deposits  is  decreased. 
I think  you  will  follow  that  from  the  hypothetical 
balance  sheets  which  I have  annexed  to  my  evidence. 

4497.  Sir  Alan  Anderson : What  sort  of  figure  have 
you  in  mind  when  you  say  “ large  repayment  ” — 
£100,000,000  or  £300,000,000? — I think  what  was 
roughly  in  mind  mind  was  the  question  of  a Capital 
Levy  there. 

4498.  Thousands  of  millions  ?— Well,  many  hundreds 
of  millions. 

4499.  Getting  up  to  £3,000,000,000?  — Yes, 
£3,000.000,000. 

4500.  Sir  Arthur  Balfour  : Question  7 relates  to  the 
position  of  industry  in  the  matter  of  capital.  Would 
you  like  to  enlarge  upon  that  at  all  ? — I did  not  feel 
that  there  were  any  signs  of  shortage  of  capital  at 
present.  As  I point  out  later  on  in  the  answer,  a 
great  deal  of  our  permanent  plant  is  not  employed 
up  to  its  capacity  at  the  present  time. 

4501.  Then  you  say  you  do  not  anticipate  a short- 
age of  permanent  capital,  even  when  trade  revives? — 
Of  course,  that  must  be  a question  of  degree.  If 
trade  were  so  prosperous  and  conditions  looked  so 
favourable  that  many  people  were  trying  to  come 
into  those  trades  which  were  enjoying  this  height  of 
prosperity,  there  might  be  a considerable  demand 
for  capital  which  could  not  very  well  be  supplied 


4502.  Demand  for  working  capital? — No;  I mean 
for  permanent  capital  there;  but  I do  not  anticipate 
that.  The  question  of  working  capital  is  not  so 
easy  to  answer.  It  might  be  that  rates  would  go  up 
and  there  might  be  rather  a shortage. 

4503.  In  your  view  there  is  a certain  amount  of 
latent  capital  in  the  way  of  plant,  buildings,  and  so 
on,  which  is  not  in  full  use? — Certainly  at  present. 

4504.  To  operate  those,  of  course,  large  working 
capital  would  be  necessary? — Yes. 

4505.  Question  8 deals  with  the  question  how  far 
existing  taxes  act  as  a deterrent  to  savings;  do  you 
wish  to  add  anything  there? — I can  only  give  the 
answers  I have  done,  that  taxes  must  reduce  the 
capacity  to  save. 

4506.  Have  you  considered  how  you  could  exempt 
from  taxation  reserves  kept  in  a business?  It  has 
been  put  to  us  by  a number  of  witnesses  that  it  is 
very  desirable,  but  we  have  not  yet  had  an  answer 
from  anybody  who  could  tell  us  how  to  do  it  equit- 
ably.— No;  it  is  very  difficult.  In  the  first  place,  I 
suppose  it  rvould  cost  the  Treasury  a great  deal;  I 
do  not  know  whether  they  could  afford  it.  There 
is  something  of  the  kind  abroad,  is  there  not — 
something  that  indicates  a possible  sort  of  rough 
scheme  that  profits  put  to  reserve  up  to  a certain 
percentage  of  the  capital  might  be  free  from  Income 
Tax  until  the  reserves  had  reached  the  amount  of 
the  capita],  for  instance;  that  is  a suggestion. 

4507.  Sir  Josiah  Stamp:  That  is  the  only  form  in 
which  it  is  found,  is  it — a fixed  percentage? — As  far 
as  I know. 

4508.  Mr.  Bell:  Is  that  in  Italy? — In  Italy  you 
have  to  put  to  what  they  call  a legal  reserve  10  per 
cent,  of  the  profits. 

4509.  Sir  Arthur  Balfour  : You  have  legal  reserves 
in  France  too? — Yes. 

4510.  Mr.  Bell:  Is  it  in  Italy  where  it  is  exempt? 
— No.  That  is  only  what  suggested  this  to  my  mind — 
the  fact  that  legal  reserves  are  compulsory  in  certain 
countries  up  to  a certain  proportion  of  the  profits 
until  they  reach  a certain  proportion  of  the  capital. 
You  might  apply  some  argument  of  that  kind  for 
exempting  taxation  of  profits  when  put  to  reserve, 
until  the  reserve  reached  a certain  proportion  of  the 
capital. 

4511.  Sir  Josiah  Stamp  : In  effect  you  would  charge 
your  rate  of  Income  Tax  upon  a certain  percentage 
of  the  total  profits  rather  than  on  the  whole  ? — Yes. 

4512.  Say,  90  per  cent.,  or  whatever  it  was? — Yes. 

4513.  In  what  way  does  that  really  differ  from 
having  a lower  rate  on  the  whole  of  the  profits? — I 
do  not  think  it  does. 

4514.  Sir  Arthur  Balfour  : We  have  had  this  ques- 
tion up  with  the  accountants,  and  Sir  Josiah  Stamp 
has  drawn  up  for  the  Committee  a number  of  ques- 
tions which  the  accountants  are  now  trying  to  answer 
on  this  subject  of  exempting  reserves  in  business;  I 
do  not  know  whether  you  would  like  to  look  at  that 
at  some  time?  It  is  a fairly  long  document,  but  it 
is  very  interesting.  We  have  not  had  the 
accountants’  reply  yet? — It  would  be  very  interesting 
to  see  it. 

4515.  Sir  Arthur  Balfour : Question  9 asks  how  far 
high  Income  Tax  withdraws  money  which  could 
otherwise  be  counted  on  for  the  expansion  of  business, 
and  so  on;  have  you  anything  to  add  there? — I think 
it  certainly  would  reduce  the  capacity  of  the 
individual  to  save  and  invest  his  money  in  trade  or 
anything  that  he  likes.  Of  course,  as  to  his  choice 
of  investment,  I am  not  quite  clear  what  the  ques- 
tion means,  or  what  I am  supposed  to  infer  from  it. 

4516.  That  money  is  supposed  to  fructify  better  if 
left  in  the  hands  of  an  individual  who  has  an 
established  business  than  if  it  is  taken  out? — I follow. 

4517.  Sir  Josiah  Stamp : It  is  put  to  us  very 
strongly  that  the  evil  effect  is  not  so  much  that  you 
annihilate  capital  by  taxation,  as  that  you  divert 
it  in  a direction  where  less  profitable  use  will  he 
made  of  it? — It  is  a very  sound  principle  that  a map 
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should  put  his  profits  and  savings  into  a business  he 
is  conducting  himself,  and.  which  he  knows  all  about, 
and  which  it  is  to  his  interest  should  prosper. 

4518.  Sir  Arthur  Balfour : Particularly  if  it  is  used 
for  extending  our  exports? — Yes.  Of  course,  as  to 
what  he  would  do  with  the  money  if  he  had  not  got 
a business  depends  on  the  idiosyncracies  of  the 
individual. 

4519.  Question  10  is  : “ How  far  does  the  burden 
of  the  Income  Tax  fall  upon  the  business  itself  and 
hamper  its  operations,”  etc.  Have  you  anything  to 
add  there? — It  does,  as  we  have  seen,  hamper  its 
ability  to  build  up  reserves.  In  regard  to  the  policy 
as  between  distribution  of  dividend  and  allocation  to 
reserve,  I do  not  think  in  any  good  companies  there 
would  he  very  much  effect  in  that  respect. 

4520.  You  deal  with  the  three  years'  average  there  ; 
do  you  think  the  three  years’  average  is  a good 
'system? — No,  personally  I do  not.  There  are 
occasions  when  it  seems  to  be  a relief;  in  fact  it  is 
made  a five  yeaTs’  average  in  some  particular  busi- 
nesses, is  it  not? 

4521.  Would  you  rather  pay  on  the  year? — In  the 
majority  of  businesses  I should  say  yes. 

4522.  Woidd  you  not  have  enormously  fluctuating 
budgets  in  the  alternations  of  good  and  bad  trade? 
— I was  not  looking  at  it  from  the  point  of  view  ot 
the  Treasury  then;  I was  looking  at  it  from  the 
point  of  view  of  the  majority  of  traders. 

4523.  From  the  practical  point  of  view,  from  the 
Chancellor  of  the  Exchequer’s  point  of  view,  would 
you  not  have  enormously  fluctuating  budgets  and 
very  great  difficulty  in  regulating  your  expenditure 
in  consequence? — Yes,  I think  you  would.  Of  course, 
as  a banker  one  is  constantly  up  against  the  difficulty 
of  a man  in  a bad  year  having  to  pay  a large  Income 
Tax  for  a previous  good  year. 

4524.  Because  he  has  not  provided  for  his  Income 
Tax  in  advance  really? — Well,  it  is  not  in  a liquid 
form. 

4525.  Mr.  Bell : When  was  the  three  years’  average 
system  introduced? — ( Sir  Josiah  Stamp):  In  1842. 
For  certain  sections  it  was  three  years  and  five  years, 
and  there  were  certain  businesses  that  were  one  year. 
It  was  five  years  for  mining,  and  one  year  for  certain 
restricted  subjects  like  tolls.  For  a small  section  of 
the  tax  there  was  ia  period  of  11  years,  when  it 
reverted  to  a single  year  basis. 

4526.  Mr.  Bowen : What  do  you  call  a high  Income 
Tax? — (Witness) : Well,  the  present  one,  I think, 
is  high. 

4527.  How  far  do  you  think  the  present  one  ought 
to  be  reduced? — I think  even  the  Chancellor  of  the 
Exchequer  would  find  some  difficulty  in  answering 
that  question.  Yoti  have  to  meet  your  liabilities; 
that  is  the  first  essential;  and  if  high  Income  Tax 
is  necessary  for  that,  there  is  no  way  out  of  it.  I 
think  a reduction  of  the  Income  Tax  would  certainly 
stimulate  trade  very  considerably. 

4528.  But  calling  an  Income  Tax  high  or  not  is 
purely  relative ? — Certainly. 

4529.  In  proportion,  therefore,  to  our  turnover  as 
a national  concern,  the  present  rate  of  Income  Tax 
may  not  necessarily  be  high  ? — I do  not  know  whether 
°ur  turnover  has  increased  to  the  same  extent  as  our 
taxation  has. 

4530.  Sir  Josiah  Stamp  : Would  you  regard  a 

standard  rate  of  Is.  3d.  in  the  £ as  a crippling  high 
rate  ? — No. 

•ro31.  If  you  read  Hansard  of  1914  and  the  previous 
y°u  will  find  that  all  the  speeches  in  the  House 
of  Commons  refer  to  it  as  an  absolutely  criminal  rate, 
and  a rate  throwing  us  into  bankruptcy.  I only 
want  to  elicit  your  view  as  to  the  relativity  of  this 
word  “ high  ” ? — I believe  you  can  get  accustomed 
to  most  forms. 

4532.  Mr.  Bowen:  So  many  people  speak  about 

'gh  Income  Tax,  but  I have  never  yet  heard  a 
witness  say  what  would  be  an  Income  Tax  accept- 
able to  everybody  or  good  for  trade. — I agree  there 
16  a difficulty.  It  is  to  a certain  extent  a matter 
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of  what  you  are  accustomed  to,  what  you  have  laid 
your  plans  for  and  been  obliged  to  put  up  with. 

4533.  One  particular  witness  told  us;  that  he  would 
not  be  very  much  worried  about  the  National  Debt 
at  its  present  figure;  we  were  getting  used  to  it. 
Would  you  say  we  are  also  getting  used  to  the  present 
rate  of  Income  Tax? — Yes;  from  one  point  of  view 
you  are  getting  used  to  it. 

4534.  Sir  Arthur  Balfour : But  the  Income  Tax 
begins  to  be  high,  surely,  when  it  kills  enterprise 
and  interferes  with  competition  with  other  countries 
— with  your  export  trade. — The  higher  it  is  the  more 
it  must  do  so  really. 

4535.  Mr.  Bowen : But  that  is  applicable  to  any 

tax  you  care  to  mention,  high  or  low.  ( Sir  Arthur 
Balfour):  Yes.  (Sir  Josiah  Stamp):  Would  that  be 
true  if  the  Income  Tax  in  the  other  countries  were 
high  also? — (Witness) : Well,  the  competition  of 

course  from  the  other  countries  would  be  lessened  if 
their  taxation  were  high. 

4536.  Sir  Arthur  Balfour:  Or  equalised? — Yes, 

equalised.  I mean,  if  they  are  at  present  competing 
unfairly,  so  to  speak,  with  us,  that  capacity  would 
be  lessened. 

4537.  Mr.  Bowen : But  you  remember  that  some 
countries  are  not  attempting  in  any  way  to  reduce 
their  debt,  and  do  not  appear  to  be  very  particularly 
concerned  about  it.  There  are  people  who  say  that 
that  is  going  to  lead  to  disaster  by-and-by.  Would 
you  regard  that  as  a correct  policy  for  this  country 
to  adopt? — No,  I should  not. 

4538.  So  therefore  it  comes  back  really  to  what 
is  relatively  good  for  this  country,  having  regard  to 
all  the  factors? — You  have  to  look  at  it  from  two 
different  points  of  view.  From  the  point  of  view 
of  what  is  good  for  our  credit — certainly  reducing  our 
debt  fulfils  that  object.  From  the  point  of  view  of 
what  is  good  for  trade,  anything  in  the  way  of  high 
taxation,  which  would  be  necessitated  in  the  scheme 
of  reduction  of  the  debt,  would  cause  trade  to  suffer. 

4539.  But  in  proportion  as  our  credit  is  improved, 
so  will  our  industry  benefit? — I do  not  know  whether 
that  is  in  exact  proportion  or  not. 

4540.  Mr.  Bowen  : I would  not  like  to  dogmatise 

about  it;  I just  put  the  questions  to  you.  (Sir 
Arthur  Balfour) : You  have  to  take  every  country 
on  its  merits.  We  being  a great  food-importing 
country  it  makes  a considerable  difference  to  ou.- 
position? — (Witness):  We  are  very  much  handi- 

capped in  that  respect,  of  course. 

4541.  We  now  come  to  Question  11  as  to  whethei 
Income  Tax  enters  into  prices.  We  have  had  a great 
deal  of  contention  upon  this,  and  we  are  very  much 
interested  in  your  reply? — I have  made  rather  a 
stupid  answer,  I think,  in  a way,  because  I say  in 
theory  it  is  one  thing  and  in  practice  it  is  another, 
which  logically  means  that  the  theory  is  wrong.  I 
think  certainly  it  does  enter  into  prices.  The  simplest 
and  most  direct  proof  of  that,  I think,  is  in  con- 
nection with  one  form  in  whioh  taxation  is  borne, 
that  is,  if  an  industry  or  a particular  company  is 
paying  its  employees’  salaries  free  of  Income  Tax,  it 
is  admittedly  bearing  the  burden  of  that  tax  and 
making  it  a charge  on  the  business  just  as  the  rest 
of  the  expenses,  rent  and  so  on,  are  a charge  on  the 
business. 

4542.  Sir  Josiah  Stamp:  Do  they  in  fact  pay  the 
same  salaries  as  the  others  ? Do  you  mean  that  for 
the  same  ability  they  will  pay  not  only  the  same 
salary,  but  also  the  tax  on  top  of  it?  What  induces 
them  to  do  that? — I agree;  I think  it  is  an  entirely 
wrong  principle. 

4543.  You  say  its  costs  go  up  because  it  does  that; 
therefore,  you  mean  it  pays  the  same  salaries  as  the 
other  firm,  and  it  pays  the  tax  in  addition  ; there- 
fore, its  costs  go  up  and  prices  go  up.  How  does 
that  firm  ever  remain  in  business? — I think  it 
obviously  does  that.  If  the  Income  Tax  were  to  go 
up  now,  all  the  salaries  would  go  up  also. 
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4644.  The  real  salaries? — The  actual  amount  paid 
by  the  firm  to  its  employees  would  be  increased  in 
all  those  cases  where  the  firm  undertakes  to  pay  the 
tax. 

4645.  Sir  Arthur  Balfour : Is  it  not  going  further 
than  that? — It  goes  further  than  that. 

4546.  In  the  case  where  you  have  a large  staff  who 
have  family  obligations,  schooling  and  so  on,  the  tax 
goes  up  and  their  real  wage  goes  down;  therefore, 
you  have  to  increase  their  wage  to  make  up  the 
amount? — You  may  have  to  do  that,  but  what  I had 
in  mind  was  that  it  is  cumulative  in  its  force;  that  an 
industry  which  does  pay  its  employees’  Income  Tax 
depends  for  its  raw  material  on  other  companies  who 
are  presumably  doing  the  same  thing,  directly  or  in- 
directly, and  the  price  of  that  raw  material  goes  up. 

4547.  Sir  Josiah  Stamp  : Can  you  tell  us  which  in- 
dustries as  a practice  do  this,  other  than  banking  and 
insurance? — Directly,  there  are  not  a great  many 
outside  banking  and  insurance,  but,  indirectly,  I 
think  it  does  affect  the  whole  of  industry. 

4548.  On  the  direct  point  of  actually  paying  to  the 
Exchequer  the  tax  on  the  salary,  you  would  not  find 
it  in  1 per  cent,  of  the  cases  outside  banking,  would 
yOU? — x <X0  not  know  what  the  proportion  is;  it  is 
very  small,  I agree. 

4549.  Therefore,  your  answer  as  regards  industry 
generally  is  confined  to  the  effect  of  high  rates  of 
Income  Tax  on  the  salaries  that  have  to  be  paid? — 
But  all  these  things  are  a matter  of  competition,  and 
if  banks  and  insurance  companies  are  paying  their 
staffs  free  of  Income  Tax,  the  tendency  is  to  increase 
salaries  up  to  a similar  point  all  round  all  over  the 
country. 

4550.  Is  not  banking  so  distinct  from  industry  that 
its  scales  of  pay  cannot  come  into  real  competition 
in  the  way  of  affecting  the  scales  of  industry  very 
seriously?  They  can  only  do  so  very  indirectly? — 
That  may  be  so,  but  I think  the  tendency  must  be 
there  to  a certain  extent.  It  might  come  to  a point 
when  the  banks  themselves,  because  of  this  charge, 
would  have  to  put  up  their  prices  of  financial 
facilities  to  all  their  customers,  but  in  that  case  all 
firms  would  be  concerned  in  it. 

4551.  Mr.  Bowen : Is  it  not  a fact  that  the  general 
level  of  wages  and  salaries  in  relation  to  the  general 
level  of  prices  is  considerably  lower  than  it  was  before 
the  War? — I have  not  got  any  figures  to  prove  that; 
I should  have  doubted  it. 

4552.  I think  that  Government  returns  show  that 
the  rise  in  prices  has  always  exceeded  any  rise  of 
wages,  and  that  in  no  case  that  I have  been  able  to 
see  have  the  rises  in  wages  been  equivalent  to  the 
rises  in  prices,  bearing  in  mind  the  point  that  you 
made,  that  there  is  a tendency  to  pass  on  Income  Tax 
into  prices? — I should  have  said  in  those  things 
which  come  more  directly  under  my  own  observation, 
the  rise  in  salaries  has  more  than  met  the  rise  in 
prices. 

4553.  In  every  case,  or  only  in  the  banking 
industry? — Not  only  in  banking,  but  in  those  cases 
in  which  I have  seen  any  sort  of  figures. 

4554.  Professor  Hall : That  is  salaries,  and  not 
wages.  ( Sir  Arthur  Balfour) : The  whole  discussion 
was  salaries? — (Witness) : My  information,  of  course, 
is  more  directed  towards  salaries,  but  I should  have 
thought  in  some  cases  it  concerned  wages  too. 

4555.  Mr.  Bowen:  You  do  not  know  of  any  one  in 
particular  ? — ( Sir  J osiah  Stamp) : Is  it  true  of  Civil 
Service  salaries? — (Witness)  : I have  not  got  any 
information. 

4556.  Or  municipal  employees’  salaries? — Certainly 
in  banks,  and  I should  say  in  insurance  companies 
and  all  similar  companies,  the  salaries  have  increased 
more  than  the  rise  in  prices. 

4557.  They  have  increased  by  70  per  cent,  over 
pre-war,  I think? — Yes. 

4558.  Mr.  Bowen : And  prices  have  gone  up  over 
80? — Of  course,  there  is  a good  deal  of  discussion  on 
exactly  what  the  increase  in  prices  is. 


4559.  Sir  Arthur  Balfour : And  a good  deal  of  dis- 
cussion as  to  the  cost  of  living  index  number,  which 
is  a difficulty? — I have  seen  lit  stated — I do  not  know 
whether  it  is  true  or  not — that  railway  wages,  as  a 
whole,  have  overtaken  the  rise  in  prices.  (Mr. 
Bowen)  : I do  not  think  that  is  true;  it  is  not  true 
of  the  Civil  Service  anyhow. 

4560.  Sir  Arthur  Balfour : May  we  pass  now  to 

Question  12:  “ How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  ” and  so  on.  In  the  last 
paragraph  you  say : “I  think  it  would  greatly 

encourage  the  provision  for  such  duties  by  insurance, 
which,  economically,  is  a very  sound  thing  to  do,  if 
the  provision  itself  were  exempted,  subject  to  proper 
limitations  and  safeguards.” — Yes,  that  does  seem  to 
me  to  be  a very  proper  and  fair  thing  to  do. 

4561.  What  sort  of  limitations  and  safeguards  liavo 
you  in  mind? — Well,  it  must  not  be  abused.  I take 
it  there  was  abuse  of  the  liberty  given  to  deduct  the 
premiums  of  life  insurance  from  Income  Tax  returns. 

4562.  Then  Question  13:  “ Ai'e  any  of  the  Stamp 
Duties  detrimental  to  trade,  industry  or  employment 
and,  if  so,  in  what  manner?  ” You  say  “ Yes  ” to 
that? — They  all  add,  of  course,  to  the  charges  and 
expenses.  As  I say  in  my  answer,  I do  not  think 
that  the  increased  penny  stamp  on  cheques,  although 
there  is  a certain  amount  of  agitation  about  that, 
lias  diminished  the  amount  of  cheques,  as  far  as  I 
can  make  out  from  any  figures  that  are  available  and 
from  what  I can  see  around  me  with  regard  to  the 
practice  of  people  issuing  cheques  or  refraining  from 
issuing  cheques. 

4563.  Does  it  not  lead  to  the  expansion  of  paying 
in  cash? — No,  there  has  been  a decrease,  as  far  as 
there  are  any  figures  available. 

4564.  Has  there  been  a normal  expansion  of  the  use 
of  the  cheque  or  has  it  stood  still? — I should  say 
there  was  a normal  expansion. 

4565.  Mr.  Bell : I think  it  is  stationary.  That  is 
what  is  put  forward — that  there  has  not  been  a 
normal  increase? — The  only  figures  one  has  with  re- 
gard to  .the  proportion  of  cash  to  cheques  show  that 
the  proportion  of  cash  is  going  down  considerably. 
There  were  some  figures  taken  out  by  Lord  Avebury 
a good  many  years  ago,  and  the  proportion  of  cash 
■was  2'7  to  the  cheques  .paid  in  through  his  bank.  In 
the  Clearing  House  returns  of,  I think,  1923,  that 
proportion  had  dropped  to  0'7.  So  that  99'3  of  all 
transactions  going  through  the  bank  in  that  par- 
ticular case  were  in  the  form  of  cheques. 

4566.  Sir  Arthur  Balfour:  Then  Question  14:  “ To 
what  extent  is  a tax  on  commodities  borne  by  the 
consumer?  How  are  internal  and  external  trade 
affected”? — I think  the  tendency  always  is  to  put 
it  on  to  the  consumer,  whenever  possible,  but  some- 
times, by  competition,  the  producer  finds  that  it  is 
not  possible. 

4567.  Professor  Hall:  Does  the  consumer  in  the 
long  run  pay  it,  or  does  it  com©  back  to  him  in  liighei 
wages,  do  you  think — as  far  as  the  small  income 
receiver  is  concerned? — It  is  very  difficult  to-  follow 
all  the  ramifications,  and  it  is  possible  that  he  does 
get  it  back,  to  .a  certain  extent,  but  in  the  first  place, 
of  course,  he  pays  it  in  most  oases,  and  suffers  from 
it  at  the  time. 

4568.  Do  you  think  that  is  economical  in  the  case 
of  a very  low  wage  earner? — Not  if  it  deprives  him  or 
his  efficiency. 

4569.  Sir  Arthur  Balfour : Question  15  is  directed 
towards  the  ratio  of  direct  to  indirect  taxation  I ou 
make  an  interesting  reply  there : would  you  like  to 
expand  that  at  all? — That  answer  is  very  strongly  the 
“ no  taxation  without  representation  ” theory,  or 
course,  and  to  that  extent  I think  it  is  sound.  The 
proportions  of  indirect  and  direct  taxation  are  a little 
difficult  to  follow ; they  have  been  complicated  by  the 
Excess  Profits  Duty. 

4570.  And  also  by  values  ? — And  also  by  values.  But 
iu  looking  at  some  returns  which  I saw  recently,  the 
proportion  of  indirect  taxation  in  1917-18  was  down 
as  low  as  17-3.  It  started  in  1914-15  at  39'9. 
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4571.  Mr.  Bowen:  Would  you  agree  with  me — and 
this  is  a point  that  several  witnesses  have  been  in- 
terested in — that  if  some,  of  the  taxation  classed  as 
direct  taxation  falls  upon  the  consumer,  or  what  we 
may,  for  example,  call  the  indirect  taxpayer,  the  ratio 
of  these  figures  would  be  considerably  altered?  If, 
for  example,  you  have  2,500,000  people  who  are  called 
direct  taxpayers,  and  if,  through  some  machinery 
which  they  find  it  necessary  to  use,  they  pass  on  that 
tax  to  a portion  of  the  42,000,000,  would  you  then 
say  the  42,000,000  are  not  taxpayers? — No,  I never 
suggested  that  the  42,000,000  are  not  taxpayers,  but 
if  indirect  taxation  was  abolished,  they  would  not  be 
taxpayers. 

4572.  If  the  Income  Tax,  or  any  tax  on  commodities 
were  passed  on  from  the  direct  taxpayers  to  those 
people  who,  say,  were  not  paying  any  indirect  taxa- 
tion at  all,  would  they  not  then  become  indirect  tax- 
payers by  reason  of  the  passing  on? — ( Sir  Josiah 
Stamp ) : Putting  it  in  another  wiay ; take  a direct 
tax  like  the  Income  Tax.  You  think  that  in  prac- 
tice it  is  passed  on  to  the  consumers.  Do  you  not 
think  they  become  indirect  taxpayers  bearing  some- 
body else’s  direct  tax? — (Witness) : Yes,  I suppose, 
to  a certain  extent,  they  do. 

4573.  Would  you  look  at  these  figures  ? — 42,000,000 
is  the  population  of  Great  Britain  and  Northern 
Ireland  ? — Yes. 

4574.  What  are  the  2,500,000  people?  Are  they 

not  the  taxpiayers  ? ( Sir  Arthur  Balfour) : After 

exemption? — (Witness) : Income  Tax  payers. 

4575.  Sir  Josiah  Stamp:  Have  you  not  got  to  add 
their  wives  and  children,  to  make  it  comparable?— 
Have  you? 

4576.  Is  the  comparison  fair?  You  have  the  popu- 
lation on  one  side  and  you  have  what  is  generally 
the  head  of  the  family  paying  Income  Tax  on  the 
other  ? — All  people  have  to  eat  and  drink,  but  only 
a certain  portion  pay  Income  Tax. 

4577.  You  are  making  a comparison  and  a deduc- 
tion. In  the  39,500,000  you  have  got  all  the  children 
of  the  2,500,000.  Would  you  split  up  the  Income 
Tax  paid  by  the  head  of  the  family  and  make  it 
payable  toy  the  wife  and  children  separately?  Is 
the  comparison  a valid  one? — I do  not  quite  see  the 
fallacy  of  it.  In  the  2,500,000  the  father  of  the 
family  pays  Income  Tax  and  also,  in  so  far  as  they 
have  to  supply  their  children  and  the  others  coming 
into  the  42,000,000,  with  food  and  other  things  which 
are  taxed,  they  have  to  pay  also  indirect  taxation. 


4578.  Mrs.  Wootton : There  are  not  42,000,001 

receiving  income  at  all,  and  therefore  they  could  no 
pay  the  tax.  (Professor  Hall) : The  husbands  onl; 
are  included  in  the  2,500,000,  but  their  wives  ant 
children  are  included  amongst  the  39,500,000  as  no 
being  taxpayers.  (Sir  Josiah  Stamp):  That  is  tin 
difficulty.  You  have  to  arrive  at  the  number  of  tin 
population  that  are  affected  by  the  2,500,000  tax 
payers.  (Sir  Arthur  Balfour)  : It  really  means  yot 
ought  to  add  the  wives,  in  the  first  instance,  to  thi 
2,500,000,  to  begin  with,  and  deduct  them  from  tin 
other  total? — (Witness)  : Not  for  the  purpose  of  thii 
argument,  unless  they  are  taxpayers. 

1579.  Unless  they  have  an  income  which  is  addec 
to  the  husband’s  income  and  he  pays.  Some  do  anc 
some  do  not,  of  course? — Yes,  in  that  case,  I agree 

4580.  But  the  figure  is  not  absolutely  correct  as  i 
stands? — No;  in  so  far  as  the  figure  of  2,500,000  onto 
lepresents  the  husbands  and  does  not  represent  th< 
wives  who  are  taxable. 


4581.  Sir  Josiah  Stamp:  Wives  and  children? — 
the  Children  are  not  taxable,  are  they? 

4o82.  That  is  the  whole  point.  Would  not  your 
point  be  met  if  you  stick  to  the  2,500,000  but  altered 
he  42,000,000  to  the  heads  of  families  or  adults  or 
people  that  could  he  charged  to  Income  Tax? — I 
agree  the  2,500,000  ought  to  be  increased  to  the 
extent  of  the  wives  who  are  charged  to  Income  Tax, 
■■  71  quite  see  why  the  Children  should  be 

added  to  them.  (Sir  Josiah  Stamp):  I will  not 
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.pursue  it.  ( Sir  Arthur  Balfour) : I do  not  think  it 
Ins  necessary  to  spend  much  time  on  it.  There  is  an 
adjustment  of  the  figures  needed  there. 

4583.  Mr.  Bowen : In  paragraph  25  you  speak  of 
ability  to  pay,  and  then  you  say:  “ If  indirect  taxa- 
tion were  entirely  abolished,  then  Income  Tax 
(graduated)  should  be  made  practically  universal, 
with  a much  lower  exemption  limit.”  If  indirect 
taxation  were  abolished  and  the  principle  of  ability 
to  pay  were  adopted,  and  if  your  suggestion  that 
Income  Tax  should  be  made  universal  were  accepted, 
have  you  anything  in  your  mind  as  to  what  would  be 
a proper  exemption  limit,  if  not  in  figures,  in  some 
kind  of  formula  representing  a standard? — At  the 
moment?  Because  it  would  depend  on  different 
periods  as  to  what  is  a maximum  efficiency  income. 

4584.  There  is  usually  an  idea  of  what  an  efficiency 
income  standard  means? — I do  not  know  whether  you 
would  take  it  at  £2  a week,  or  what  you  would  take. 
Is  that  the  sort  of  figure  that  is  taken  as  a minimum 
efficiency  wage? 

4585.  I have  not  set  it  down  like  that.  I wondered 
what  you  had  in  your  own  mind  to  help  the  Com- 
mittee?— I cannot  pose  in  any  way  as  having  any 
special  experience  of  this  question  of  taxation.  1 
should  have  thought  at  the  present  time  a wage  of 
£2  was  a minimum  from  the  point  of  view  of  getting 
proper  efficiency. 

4586.  Sir  Arthur  Balfour : Of  course  you  appre- 
ciate that  the  collection  of  Income  Tax  on  low 
incomes  would  be  very  difficult? — Yes. 

4587.  Much  more  difficult  than  collecting  Income 
Tax  at  present? — Yes,  there  would  he  much  more 
friction,  I take  it. 

4588.  And  also  it  would  be  very  expensive? — Yes. 

4589.  Then  Question  16:  “What  effects  does  the 
present  system  of  taxation  tend  to  have  upon  the 
distribution  of  wealth?” — I follow  that  that  ques- 
tion rather  presupposes  a different  function  for 
taxation  than  I did. 

4590.  Sir  J osiah  Stamp : The  question  is  one  of 
fact  and  also  one  of  opinion.  It  is  the  one  of  opinion 
that  you  have  answered.  Yon  do  not  tell  us  whether 
you  think  it  is  redistributing  wealth? — Yes,  I think 
it  probably  does. 

4591.  I quite  understand  that  you  say  it  ought  not 
to  be  used  for  that  purpose,  but  you  do  think  it  is 
redistributing  wealth? — Yes,  I think  so. 

4592.  Svr  Arthur  Balfour : Do  you  think  that  a 
much  better  form  of  distribution  would  be  profit- 
sharing  schemes  and  things  of  that  kind?— Yes,  that 
is  my  own  view. 

4593.  Have  you  any  kind  of  profit-sharing  scheme 
in  mind? — There  are  all  sorts  of  forms.  Some  profit- 
sharing  schemes,  of  course,  are  not  full  in  their  scop© 
at  all;  they  relieve  the  employee  who  is  sharing  in 
the  profilnsharing  scheme  from  any  liability  with 
regard  to  loss. 

4594.  Sir  J osiafh  ■ Stamp  : Are  there  any  schemes 
that  are  working  satisfactorily  that  take  such  loss 
in  ? — The  gas  companies  are  always  quoted,  are  they 
not,  as  the  most  satisfactory  and  efficient  form  of 
profit-sharing,  and  I do  not  think  any  loss  comes  into 
tlmir  arrangement,  as  far  as  I know. 

4595.  Probably  because  they  have  not  made  any 
loss.  Is  there  provision  in  case  they  do? — I do  not 
think  there  is  any  provision. 

4596.  Can  they  make  a loss?  (Sir  Arthur  Balfour) : 
They  cannot  make  a loss,  can  they?  They  have  a 
commodity  that  has  to  go,  and  they  simply  raise  the 
price  till  it  pays  ?— (Witness) : I do  not  know  whether 
there  is  any  provision  for  a hypothetical  loss  which  it 
is  impossible  to  make. 

4597.  Mrs.  Wootton  : On  the  question  of  redistri- 
bution of  wealth,  have  you  seen  any  figures  as  to  the 
amount  on  the  average  that  is  added  to  wages  under 
the  existing  profit-sharing  schemes? — I should  think 
they  vary  very  considerably  in  different  cases. 

4598..  If  my  recollection  serves  me  aright,  in  the 
last  Ministry  of  Labour  report  the  average  addition 
to  wages  was  about  £3  13s.  3d.  per  annum.  If  that 
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is  so,  this  kind  of  scheme  does  not  redistribute 
wealth  very  rapidly? — I agree  that  is  so,  but  if  you 
were  to  withdraw  the  whole  of  the  profits,  say,  of  the 
mining  industry,  the  whole  of  the  profits  of  the  con- 
cern, it  would  only  increase  the  individual  wage 
earner’s  income  by  a few  shillings  a week. 

4599.  It  may  possibly  not  effect  very  large  additions 
but  I only  wanted  to  bring  out  the  point  for  the 
purpose  of  comparison  between  the  amount  that 
would  be  received  from  profit-sharing  and  the  amount 
expended  on  such  matters  as  education? — I agree 
that  any  amount  divisible  under  a profit-sharing 
scheme,  when  it  is  put  in  the  form  of  so  much  extra 
wages  a week  to  the  wage-earner,  is  very  small,  in 
fact  it  probably  does  not  amount  to  shillings. 

4600.  At  present  the  wage-earner  gets  extended 
education,  and  so  on,  which  would  probably  amount 
to  more  than  any  money  paid  under  a profit-sharing 
scheme? — I think  everybody  would  agree  that  taxa- 
tion is  necessary  for  those  purposes.  I bring  in  here 
the  question  of  profit-sharing  schemes  only  as  being 
a better  method  than  taxation  of  effecting  redistribu- 
tion of  wealth.  Of  course  if  you  take  taxes  for 
educational  purposes  as  being  a redistribution  of 
wealth,  I agree  it  is  desirable  from  the  point  of  view 
ol  education  rather  than  from  the  point  of  view  of 
redistribution  of  wealth. 

4601.  I only  want  to  bring  out  the  point  whether 
it  is  in  fact  redistributing  more.  It  is  only  the  ques- 
tion of  fact,  'whether  you  really  do  redistribute 
more  under  profit-sharing  schemes,  quite  apart  from 
the  question  of  whether  you  should  redistribute.  It 
is  a quantitative  matter,  really? — I really  could  not 
give  any  figures  to  compare  the  actual  amount  which 
might  be  handed  over  to  employees  throughout  the 
country  in  all  industries  if  there  was  a liberal  scheme 
of  profit-sharing,  and  the  amount  of  taxation  which 
is  expended  on  such  desirable  objects  as  education 
and  so  on  for  the  relief  of  the  poorer  classes.  1 
cannot  compare  the  two;  I have  no  figures  to  show 
which  would  be  greater. 

4602.  It  is  not  a question  of  what  might  be  in  one 
case  and  what  is  in  the  other;  it  is  a 
question  of  comparing  what  is  in  one  case  and  what 
is  in  the  other  ? — There  is  not  the  slightest  doubt 
which  is  the  bigger  at  the  moment. 

4603.  Sir  Arthur  Balfour  : Then  question  17  : “ Can 

existing  taxation  be  varied  with  advantage,  and,  if 
so,  how  far  and  in  what  ways,  without  increasing  the 
total  amount  raised  by  taxation?”  ( Sir  Josiah 

Stamp)  : On  your  answer  there  I would  like  to  ask, 
with  regard  to  the  last  three  lines,  whether  you 
disagree  with  the  unanimous  conclusions  of  the 
Royal  Commission  on  the  Income  Tax  four  years  ago? 
— ( Witness ) : I am  afraid  I am  not  familiar  with 
what  they  were. 

4604.  With  regard  to  the  non-allowance  of  any 
sinking  fund  for  wasting  assets.  You  disagree  with 
the  conclusions  of  the  Royal  Commission  on  that 
point?  I had  forgotten  that  their  conclusion  was 
as  you  state. 

4605.  They  had  an  elaborate  examination  of  the 
point,  and  they  did  not  find  there  was  any  grievance. 
I did  not  know  whether  you  had  come  to  a reasoned 
decision  that  they  were  wrong,  or  whether  you  took 
the  prima  facie  view  that  is  generally  held? — I am 
afraid  this  is  only  an  answer  on  the  prima  facie 
view  that  you  were  being  taxed  on  your  capital  which 
was  wasting. 

4606.  We  need  not  take  it  that  you  are  prepared 
to  reason  that  out  as  against  that  conclusion? — No, 
I am  afraid  I cannot. 

t(  4607.  Sir  Arthur  Balfour:  Then  question  18: 

“ How  far  would  increased  productivity  in  trade 
and  industry  affect  the  burden  of  the  debt? — I say 
there  that  it  would  widen  the  field  over  which  it  is 
spread. 

4608.  Question  19:  “To  what  extent  can  taxation 
(as  distinguished  from  changes  in  taxation)  be  re- 
garded as  a determinant  of  employment  or  unem- 
ployment? ” and  so  on.  Would  a Capital  Levy 


accentuate  what  you  refer  to  there  ? — -I  think  a Capi- 
tal Levy  would  certainly  tend  to  unemployment — a 
Capital  Levy  to  an  extent  which  would  dislocate 
trade. 

4609.  Is  there  anything  more  you  would  like  to 
add  to  your  evidence  generally?- — 1 do  not  think  I 
have  anything  further  to  add  to  what  I have  already 
said. 

4610.  Mr.  Bell : You  say  in  answer  to  the  first 
question  : “ To  the  extent  that  the  existing  National 
Debt  was,  and  further  issues  may  be  taken  up  by 
banks,  or  out  of  the  proceeds  of  loans  made  by  banks 
to  their  customers,  the  supply  of  banking  credit  is 
diminished.”  Is  it  further  implied  that  if  there  were 
no  National  Debt,  the  banks  would  go  in  for  per- 
manent investments  to  a much  smaller  extent  and 
so  be  able  to  give  more  credit? — I think  at  the  time 
of  the  issues  of  National  Debt,  banks  were  rather 
urged  to  subscribe  to  a larger  extent  than  they  would 
have  done,  and  their  proportion  of  investments  has 
increased  in  consequence. 

4611.  I take  it  that  the  banks  would  be  hindered 
in  meeting  demands  for  further  credits,  if  such  arose, 
if  their  investments  were  locked  up,  or  if  their  invest- 
ments were  made  in  long-term  securities  rather  than 
in  short-term  ?— Is  your  question  directed  against 
the  investment  by  banks  in  Treasury  Bills  or  in 
long-term  National  Debt? 

4612.  The  difference  between  short-term  and  long- 
term. I think  you  have  already  answered  that  there 
would  certainly  be  a diminution;  there  must  be  less 
credit  if  money  is  invested  in  long-term  securities 
than  if  the  same  amount  is  in  short-term  securities? 
— Quite  so. 

4613.  You  speak  in  paragraph  7 about  changes  in 
the  direction  of  capital  caused  by  debt  repayment. 
That  is  a very  serious  point.  Would  you  kindly 
amplify  that  a little?  You  say:  “There  may,  how- 
ever, be  a great  change  in  the  direction  of  capital  ”? 
— What  was  in  my  mind,  there  was  the  case  which 
we  have  already  been  discussing,  of  money  being 
taken  from  A,  who  is  conducting  a prosperous 
business,  and  knows  his  business,  and  is  doing  good 
service  from  that  point  of  view,  .and  handed  over,  in 
the  reduction  of  debt,  to  B,  who  may  invest  that 
money  in  all  sorts  of  wild-cat  schemes,  or  it  may 
go  to  less  productive  objects,  or  may  in  fact  remain 
idle  and  unproductive  altogether  for  some  period  of 
time,  and  would  be  rather  lost  from  the  productive 
point  of  view. 

4614.  Mr.  Bowen:  It  does,  not  follow  that  that 
would  necessarily  be  the  case,  does  it?  AVhy  should 
it  be  assumed  that  a transfer  of  that  nature  would 
of  itself  cause  wastage,  or  that  the  money  would  be 
in  any  way  invested  in  such  form  as  to  be  less  pro- 
ductive?— I have  already  stated  that  in  the  case  of 
a man  who  knows  his  business  and  who  is  conducting 
it  well  and  from  the  fact  that  he  is  making  big 
profits  which  are  being  taxed,  presumably  he  is 
conducting  it  well — the  odds  are  that  if  money  is 
taken  from  him,  it  will  get  into  less  productive  or 
less  profitable  hands. 

4615.  Sir  J osiah  Stamp  : Take  the  case  of  a man 

who  receives  repayment  of  War  Loan  and  who  re- 
invests the  money.  Are  you  suggesting  that  the 
average  War  Loan  holder,  when  he  gets  his  cash, 
goes  into  wild-cat  schemes?  Evidence  has  been  given 
to  show  that  he  plays  too  much  for  safety.  (Mr. 
Bell):  That  was1  not  quite  the  question.  It  was  the 
direction'  I was  referring  to.  Would  it  come  back 
to  him  in  the  same  direction?  (Sir  Josiah  Stamp): 
The  witness  says  No,  it  will  go  into  more  dangerous 
directions.  (Mr.  Bell)  : It  .might  go.  But  I was 
trying  to  ascertain  if  you  thought  it  would  actually 
go  back  to  where  it  would  most  profitably  be  used. 
That  is  the  direction.  I take  it  you  do  not  think 
it  would  necessarily  do  that  ?— (Witness) : No.  I 

think  the  odds  are  that  it  would  be  wasted  in  its 
usefulness,  to  a large  extent. 

4616.  Mr.  Bowen  : Does  not  that  assume  that  men 
of  business  have  very  little  money  invested  in  these 
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kinds  of  investment?  (Mr.  Bell)  : I was  coming  to 
that  point  later.  (Sir  Arthur  Balfour)  : Perhaps  Mr. 
Bell  would  develop  his  point.  (Mr.  Bell) : Perhaps 
[ was  going  to  say  the  same  thing.  Have  you  formed 
any  opinion  as  to  the  extent  to  which  War  Loan 
holdings  are  still  used  as  security  by  traders?  I 
o-'ave  the  Committee  some  figures  of  the  bank  of  which 
I ,am  a director,  where  there  are  a great  many 
amounts  in  small  sums  of  War  Loan  holdings  pledged 
from  time  to  time  to  assist  them  in  their  trading 
by  small  shopkeepers  and  others.  I was  wondering 
if  from  the  larger  point  of  view  of  the  joint  stock 
banks  you  could  give  any  information  as  to  whether 
it  was  a considerable  amount  which  was  actually 
used? — (Witness)  : ‘Certainly  very  considerable.  I 
have  not  any  figures  as  to  the  proportions  or  as  Co 
the  actual  amounts,  but  it  is  very  largely  used. 

4617.  Could  you  regulate  this  policy  of  cutting 
down  the  short  date  Floating  Debt  figure  to  say 
£500,000,000,  which  you  give  as  a possible  figure, 
at  all  by  reference  to  the  expansion  or  contraction 
of  the  supply  of  commercial  bills?  Would  that  be  a 
relevant  point  at  all  in  this  matter? — From  the 
point  of  view  of  the  hanks,  I think  it  would  be. 

4618.  Doubtless  it  would  be  more  convenient  for 
them,  but  I meant  as  a Treasury  policy? — Of  course, 
that  urns  not  really  the  object  of  the  question.  The 
question,  as  put  to  me,  was  how  it  would  affect  the 
amount  of  credit  available. 

4619.  In  any  case  of  repayment  would  you  consider 
it  necessarily  sound  finance  to  pay  off  the  short  date 
loans  before  the  long,  bearing  in  mind  that  the  short 
date  loans  are  so  useful,  as  they  are  represented  to 
be,  for  practical  purposes,  and  also  are  so  much 
cheaper  to  raise? — No.  In  present  conditions  I 
would  not  make  much  reduction  in  the  outstanding 
Treasury  Bills. 

4620.  Because  witnesses  who  have  come  here  have 
laid  it  down  as  a sort  of  settled  text  that  if  w©  are 
to  reduce  any  debt  we  must  go  for  the  short-term 
debt  rather  than  the  long-term;  but  I cannot  follow 
that? — No,  1 agree  with  you,  that  does  not  seem  to 
bo  right. 

4621.  It  seems  to  me,  as  long  as  it  ds  cheap  and  as 
long  as  it  is  convenient  and  as  long  as  the  figure  is 
not  dangerously  large,  it  might  be  well  to  keep  that 
debt  unrepaid,  and  rather  pay  off  some  of  the  longer 
and  more  expensive  debts? — Yes. 

4622.  Professor  Sail : It  would  depend  upon  the 
volume,  I think.  (Mr.  Bell) : Yes,  but  it  has  come 
down  from  a great  figure  of  £1,300,000,000  to  a 
much  smaller  figure.  (Sir  Arthur  Balfour) : About 
£700,000,000.  (Witness) : It  ds  under  that,  I think. 
The  last  figure  il  saw  was  under  £700,000,000. 

4623  Mr.  Bell : Would  you  take  the  view  that  a 
large  repayment  of  debt  toy  means  of  a Capital  Levy 
might  redistribute  wealth  in  such  a way  as  to  render 
it  not  merely  no  easier  tout  possibly  more  difficult  to 
raise  increased  funds  for  public  expenditure  ?-wI 
think  it  quite  easily  might  have  that  effect. 

4624.  Do  you  yourself  advocate  the  exemption  of 
companies’  reserves  from  Income  Tax?  I think  you 
have  already  answered  that? — I did  answer  it  by 
saying  that  I thought  some  exemption  might  be  made 
with  regard  to  a certain  proportion,  but  I did  not 
think  that  it  would  feasible  practical  politics  to 
suggest  that  all  of  it  should  be  free  from  Income  Tax. 

4625.  The  last  question  I have  to  ask  is  about  a 
proposal,  one  of  the  few  concrete  proposals,  that  we 
have  really  had.  We  have  been  discussing  all  sorts 
of  views,  but  here  is  something  that  is  definite  in 
regard  to  Question  8.  If  a man  saves  sufficient  out 
°f  his  income  to  pay  the  premiums  on  an  insurance 
policy  assuring  a capital  sum  which  will  meet  the 
Death  Duty  when  it  has  to  be  paid  out  of  his  estate, 
would  you  like  that  exempted  from  the  total  capital 
upon  which  he  should  he  chargeable?- — Yes. 

4626.  The  difficulty  is  this.  It  has  been 
put  to  us  that  that  saving  is,  from  the  Revenue 
point  of  view,  an  accumulation  of  capital, 
and  . it  might  be  rather  illogical  to  exempt 
a capital  sum  saved  in  this  manner,  while  taxing  to 


the  full  capital  which  had  been  saved  in  other  ways. 
It  is  a little  difficult  to  answer  how  it  is  to  be  dis- 
criminated from  another  way  of  saving  which  would 
bear  the  tax? — Insurance  policies  no  doubt  are  a 
form  of  saving,  but  I think  you  can  differentiaie 
quite  logically  between  that  form  and  the  ordinary 
form  of  saving  yearly  out  of  income.  I suppose  if  a 
man  lived  to  the  proper  expectation  of  life,  and 
instead  of  paying  a premium  was  to  put  an  equiva- 
lent amount  on  one  side  and  invest  it  in  the  same 
way  as  an  insurance  company  does,  he  would  at  the 
end  of  the  period  have  saved  exactly  the  amount  of 
his  policy;  and  to  that  extent  you  may  say  it  is 
illogical  to  tax  the  man  who  does  it  himself,  and  not 
tax  the  man  who  does  it  through  an  insurance  com- 
pany. But  there  is  a distinction,  is  there  not, 
between  individual  saving  in  that  way  and  taking 
out.  a policy?  If  a man  dies  a year’  after  he  has 
taken  out  a qiolicy  and  has  only  paid  one  premium 
he  is  in  a very  different  position  of  course  from  the 
man  who  has  lived  to  the  full  extent  of  the  expecta- 
tion of  life,  or,  if  it  is  an  endowment  policy,  to  the 
period  for  which  the  policy  was  issued. 

4627.  That  would  be  the  principle  upon  which  you 
would  put  the  exemption — that  it  provides  for  con- 
tingencies ? — Yes. 

4628.  Professor  Hall : Referring  to  paragraph  2 of 
your  answer  to  question  1,  on  the  question  of  the 
transference  of  capital,  might  there  not  be,  as  the 
result  of  taxation,  a restriction  on  extravagant  ex- 
penditure, and  an  actual  increase  of  capital  so  that 
the  amount  available  for  industry  might  be  increased, 
and  as  an  off-set  against  the  loss  resulting  from  the 
transference  from  the  business  man  to  the  debt 
holder,  you  could  put  . the  increase  of  capital  due  to 
the  saving  that  is  stimulated  by  taxation? — In  so  far 
a,s  it  is  taken  from  something  which  would  have  been 
spent  on  consumption. 

4629.  I am  thinking  of  extravagant  consumption 
at  the  moment ; luxuries  ? — Yes,  I suppose  that  might 
be  so  to  a certain  extent. 

4630.  You  do  not  think  it  is  to  a very  great  extent? 
— No,  I should  not  have  thought  it  was.  I should 
have  thought  the  majority  of  taxation  was  taken 
from  excess  of  revenue  over  expenditure  rather  than 
from  a diminution  in  consumption. 

4631.  Your  summing  up  generally  has  been  against 
a Capital  Levy? — Yes.  As  a matter  of  fact  I have 
not  been  approaching  this  subject  from  the  point  of 
view  of  a Capital  Levy. 

4632.  Sir  Arthur  Balfour  : I was  going  to  say  that 
we  are  drawing  up  a questionnaire  on  the  Capital 
Levy,  and  perhaps  after  you  have  seen  it  you  might 
like  to  come  and  deal  with  that  subject  separately. 
We  purposely  have  not  gone  into  that  very  deeply? 
— Yes,  I understood  that. 

4633.  I do  not  want  it  to  be  prejudged  that  you 
have  given  your  opinion  on  a Capital  Levy? — No. 

4634.  Professor  Hall : I wanted  to  put  the  same 
thing.  In  asking  this  question  I was  not  wishing  to 
assume  that  you  had  expressed  yourself  very  definitely 
about  it,  but  on  the  whole  your  evidence  seemed  to 
be  rather  against  it.  I was  going  to  ask  you  on 
paragraph  4 of  your  answer  to  question  1,  whether 
you  thought  a Capital  Levy  would  have  the  effect  of 
reducing  credit.  You  say  if  repayment  of  the 
National  Debt  is  made  to  banks  there  is  an  increase 
of  credit,  hut  if  it  is  repaid  to  the  ordinary  public 
there  is  no  change.  So  that  in  any  case  the  repay- 
ment of  the  debt  does  not  mean  a diminution  of 
credit.  Would  you  say  that  was  true  if  a Capital 
Levy  was  applied  for  repayment  of  debt? — I think 
as  far  as  that  particular  aspect  of  the  question  goes 
that  would  remain  true.  There  would  be  a reduc- 
tion of  the  basis  of  credit,  of  course,  by  a Capital 
Levy,  but  I do  not  see  that  there  would  toe  a reduc- 
tion of  actual  available  credit  in  the  hands  of  the 
banks.  In  so  far  as  a Capital  Levy  redeemed  debt- 
in  the  hands  of  the  banks,  to  that  extent  the  bank? 
would  have  increased  credit  facilities. 

4635.  The  further  question  I want  to  ask  is  with 
regard  to  the  taxable  capacity  of  income.  Do  you 
think  that  depends  on  any  relation  to  the  total 
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annual  savings  of  the  country?  Would  you  say,  for 
example,  that  if  we  were  saving  the  same  amount 
as  in  pre-war  days,  the  Income  Tax  would  be  a 
bearable  tax  or  at  a bear  able  rate,  and  tha  t if  we  were 
saving  more  per  year  than  in  pre-war  days,  then  the 
Income  Tax  might  be  increased  with  safety?  Would 
you  relate  it  in  any  way  to  a standard  of  annual 
savings? — If  you  could  take  in  all  the  factors,  I do 
not  think  that  would  be  an  unfair  basis,  but  I sup- 
pose £100,000,000  saved  now  is  not  of  the  same 
equivalent  value  as  £100,000,000  saved  20  years  ago- 

4636.  I do  not  want  to  tie  you  to  any  particular 
standard,  but  do  you  think  it  could  be  related  to  a 
standard?  It  is  often  argued  that  the  Income  Tax 
is  checking  the  accumulation  of  capital,  and  we  have 
had  raised  this  morning  the  question  of  what  is  a 
high  rate  of  tax  and  what  is  not  a high  rate  of  tax. 
Do  you  think  it  is  possible  that  we  might  relate  this 
question  to  the  annual  savings,  so  that  if  we  were 
able  to  save  what  was  conceived  to  be  a sufficient 
sum,  we  should  be  able  to  say  that  the  rate  of  Income 
Tax  was  not  an  unbearable  one? — That  sounds 
fair.  I have  not  examined  it  through  all  its  ramifi- 
cations. 

4637.  Mr.  Bell:  May  I put  it  in  this  way?  Is  not 
the  whole  question  what  is  going  to  be  done  with 
the  tax?  Is  not  that  as  interesting  a relation  as 
anything  else? — In  my  answers  I have  rather 
eliminated  that,  because  it  is  so  difficult  to  say  how 
it  is  expended. 

4638.  But  I meant  as  a general  principle.  You 
'/elate,  do  you  not,  the  raising  of  taxes  to  the  pur- 
pose for  which  they  are  put  rather  than  to  any 
figure  of  saving? — Yes,  certainly,  that  is  a very  im- 
portant feature. 

4639.  Sir  Arthur  Balfour  : Of  course  you  will  have, 
to  consider  the  question  of  the  increase  in  popula- 
tion, and  many  other  factors? — There  are  innumer- 
able factors  involved  in  it. 

4640.  It  is  not  a plain  proposition  : we  have  saved 
£400,000,000  and  therefore  Income  Tax  at  4s.  6d.  is 
all  right,  or,  we  have  saved  £200,000,000  and  there- 
fore Income  Tax  at  4s.  6d.  is  too  high? — No.  On 
the  face  of  it  as  a bare  proposition  I say  it  sounds 
all  right  but  there  are  so  many  factors  to  be  con- 
sidered that  I do  not  think  it  is  possible  to  lay  down 
a hard  and  fast  rule. 

4641.  Professor  Sail:  We  are  so  often  told  that 
the  Income  Tax  is  preventing  the  accumulation  of 
capital,  and  that  the  Income  Tax  is  too  high,  yet  we 
have  found  it  very  difficult  to  get  from  anybody  an 
idea  of  what  is  a justifiable  rate  of  Income  Tax,  and  I 
was  wondering  whether  you  thought  that  afforded  the 
basis  of  a principle  that  might  be  applied.  I do  not 
say  it  should  be  the  same  as  in  pre-war  days,  but  is 
there  a standard?  In  regard  to  the  objects,  that  of 
course  is  another  matter  that  has  to  be  gone  into. 
One  does  not  raise  taxes  merely  for  the  sake  of  taking 
money  from  the  taxpayers,  but  it  has  been  put  to  us 
that  there  are  things  we  cannot  afford.  Now  I want 
to  know  where  is  the  point  limiting  what  we  can 
afford? — I think  we  have  got  to  that  point  where 
we  cannot  afford  any  more  in  the  way  of  taxation. 

4642.  But  on  what  ground?  I am  not  disputing 
your  statement,  but  on  what  ground  do  you  put  it? 
— I should  imagine  that  if  you  were  to  increase  taxa- 
tion, possibly  the  amount  which  was  obtained  would 
be  even  less.  In  spite  of  the  increased  level  of  taxa- 
tion the  amount  gathered  by  the  tax  gatherer  would 
be  less  than  at  its  present  lower  figure. 

4643.  Sir  Arthur  Balfour : Another  factor  to  be 
considered  would  be  how  the  amount  of  the  national 
saving  was  used.  The  amount  of  saving  might  be 
used  productively  at  one  time  and  not  productively 
at  another  time,  or  half  productively,  which  would 
make  a.  very  great  difference  to  the  value  of  the 

saving  and  its  taxable  capacity? — Yes. 


4644.  It  is  a very  large  problem? — Yes. 

4646.  Professor  Sail:  If,  for  example,  the  annual 
savings  to-day  were  £1,000,000,000  as  compared  with 
£400,000,000  in  pre-war  days,  it  could  not  be  very 
seriously  argued  that  Income  Tax  was  unduly  check- 
ing saving.  It  seems  to  me  there  must  be  some  rela- 
tion between  these  two  things? — I agree  that  on  the 
face  of  it  there  is  a good  deal  in  the  argument,  but 
there  are  so  many  factors  involved  that  I think  it  is 
very  difficult  to  lay  it  down  as  a hard  and  fast  pro- 
position. 

4646.  Mr.  BeU : Does  not  the  incidence  of  taxa- 
tion fall  upon  each  of  us  separately,  and  a great 
saving  in  some  portions  of  the  community  would  not 
make  it  any  easier  for  me  as  a salaried  person  to 
bear  another  shilling? — That  is  so. 

4647.  It  might  merely  relate  it  to  the  profits  made, 
say,  by  a business  man,  but  it  would  be  rather  hard 
on  some  others? — Everybody,  of  course,  is  inclined 
to  look  at  the  question  of  taxation  from  his  own 
individual  standpoint. 

4648.  Professor  Sail : I will  not  take  that  any 
further.  It  has  been  suggested  by  other  witnesses 
that  the  present  rate  of  taxation  is  unduly  hamper- 
ing industry  and  reflecting,  of  course,  upon  employ- 
ment. Do  you  think  that  is  a more  serious  deterrent 
to  the  development  of  industry  to-day  than,  say, 
the  political  conditions  and  the  lack  of  prosperity  in 
some  of  our  customer  countries? — I see  your  question. 

I have  not  any  figures  which  would  really  compare 
the  two.  I do  not  know  how  you  are  going  to  get 
them. 

4649.  But  you  would  agree  that  there  would  be  an 
enormous  stimulus  to  our  trade  if  our  customers  were 
in  something  like  pre-war  conditions? — I quite  agree 
with  that. 

4650.  But  yon  have  no  opinion  as  to  whether  a 
restoration  of  those  conditions  is  of  more  importance 
than  a reduction  of  Income  Tax  by,  say,  Is? — No,  1 
do  not  think  I can  give  a really  useful  answer  to 
that.  The  amount  of  increased  prosperity  which  we 
should  get  by  getting  back  into  more  normal  trade 
with  our  customers  in  Europe,  and  so  on — how  far 
that  would  compare  with  increased  prosperity  in 
trade  from  a reduction  of  Income  Tax  is  very  diffi- 
cult to  say.  They  are  both  very  important  factors. 

4651.  Mrs.  Wootton : I am  not  quite  clear  about 
your  meaning  in  two  sections  of  your  evidence  taken 
together.  One  is  in  your  answer  to  Question  6.  You 
say:  “ If  repayment  of  debt  is  made  to  banks,  de- 
flation occurs,  and  the  volume  of  deposits  is 
decreased.”  Then  I refer  back  to  your  answer  to 
Question  1,  paragraph  4,  where  you  say : “ If  re- 
payment of  the  National  Debt  is  made  to  banks 

. the  supply  of  credit  will  be  increased.”  Do 
those  sections  mean  this:  that  if  repayment  is  made 
to  the  banks,  the  banks’  liabilities  lin  the  form  of 
deposits  are  decreased,  but  that  their  assets  are  not 
correspondingly  decreased,  and  therefore  the  supply 
of  credit  can  be  increased?  Is  that  right? — If  re- 
payment is  made  to  the  banks,  deflation  occurs, 
because  the  volume  of  deposits  is  decreased.  I think 
that  is  ian  actual  fact. 

4652.  How  does  that  fit  with  the  other.  That  is 
what  I want  to  get  at? — At  the  same  time,  the 
facility  of  the  bank  to  give  credit  is  increased, 
because  of  the  increased  proportion  of  cash  which 
it  has  to  its  liabilities. 

4653.  Its  liabilities  are  reduced  on  the  one  hand 
and  cash  assets  axe  not  reduced  on  the  other  hand, 
and  therefore  the  proportion  available  is  greater? 
— Yes. 

4654.  Sir  Arthur  BaPfour : The  Committee  very 

much  appreciate  your  paper  and  also  your  evidence 
that  you  have  given  to-day.  We  should  very  much 
like  you  to  come  back  and  have  a talk  with  us  on 
the  Capital  Levy  when  you  get  the  questionnaire, 
if  you  will  kindly  do  so.  We  will  let  you  have  it  m 
good  time. — Thank  you. 


{The  Witness  withdrew.) 

( Adjourned  for  a short  time.) 
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Mil.  BELL  in  the  Chair. 

Mr.  P.  D.  Leake,  called  and  examined. 

Evidence-in-chiee  handed  in  by  Mr.  Leake. 


The  meanings  attached  in  this  memorandum  to 
certain  terms  of  a more  or  less  indefinite  character 
are  stated  in  the  Appendix.  The  terms  are  as 
follows  : — 

Capital  as  it  exists. 

British  national  capital. 

Personal  capital. 

Value  of  capital. 

National  Debt. 

National  income. 

Employers  and  wage-earners. 

National  Debt  and  Taxation. 

1.  The  great  evil  arising  out  of  the  existence  of 
the  National  Debt  is  that  it  doubles  the  amount 
which  must  be  raised  annually  by  taxation.  All  forms 
of  taxation — both  imperial  and  local — and  whether 
direct  or  indirect — constitute  a burden  upon  industry, 
that  is  bo  say,  upon  annual  production  and  employ- 
ment. This  burden  operates  both  to  reduce  the 
amount  of  capital  arising  from  savings  available  for 
industry,  and  to  maintain  high  prices,  and  these 
effects  are  detrimental  to  industry  and  employment, 
and  reduce  confidence,  enterprise  and  the  sound 
demand  for  credit.  Floating  Debt  is  more  harmful 
than  Funded  Debt,  because  it  can  be  more  readily 
turned  into  currency,  and,  in  the  absence  of  the 
normal  machinery  for  controlling  credit,  viz.,  an 
effective  bank  rate  and  a free  gold  market,  it  tends  to 
produce  further  inflation.  The  most  pressing  need  of 
the  country  is  to  reduce  taxation,  and  next  in 
importance,  to  see  that  the  burden  of  necessary  taxa- 
tion is  laid  in  the  way  least  harmful  to  trade, 
industry  and  employment. 

2.  The  existence  of  the  National  Debt  need  not 
directly  affect  the  terms  on  which  capital  can  be 
raised,  provided  that  a sound  financial  policy  likely 
to  promote  a sense  of  confidence  and  security  is 
adopted  and  consistently  followed.  But  it  tends 
indirectly  to  make  capital  dearer  by  doubling  taxation 
and  so — particularly  under  our  present  tax  system — 
reducing  the  amount  available  for  industrial  capital 
and  increasing  the  rates  of  interest  necessary  to 
attract  capital. 

3.  The  reduction  of  the  National  Debt  should  be 
undertaken — not  in  an  uncertain  and  haphazard  way 
■ — but  by  means  of  a regular  Sinking  Fund.  The 
annual  Sinking  Fund  should  be  not  less  than  one 
half  of  one  per  cent.,  amounting  to  about  33  millions, 
which,  added  to  the  interest  on  the  debt  redeemed, 
would  repay  a 5 per  cent,  debt  in  50  years.  The 
amount  of  the  Sinking  Fund  should  be  provided  just 
as  surely  as  the  annual  interest  on  the  debt  is  pro- 
vided. A sound  financial  policy  of  this  kind  would 
soon  enable  an  annual  saving  in  interest  to  be  effected 
greater  than  its  whole  annual  cost.  The  regular 
annual  provision  should  not  be  suspended  during  a 
period  of  trade  depression  nor  should  it  be  accelerated 
during  a period  of  trade  prosperity. 

4.  Income  taxation,  under  our  present  system,  has 
two  very  marked  effects — (a)  The  Death  Duties  and 
Super-tax  especially  operate  to  decrease  domestic  and 
industrial  employment  and  to  diminish  the  supply  of 
capital  held  in  capable  hands  available  for  production 
(industry)  in  co-operation  with  employers  and  wage- 
earners,  and  (6)  Income  Tax,  falling  as  it  does 
almost  wholly  upon  employers  (see  Appendix,  para. 
32)  is  an  unscheduled  and  unacknowledged  factor  in 
the  cost  of  production  which  causes  high  prices  to 
be  maintained. 

5.  The  burden  of  Death  Duties  and  Suiier-taN,  by 
diminishing  the  supply  of  capital  in  capable  hands 
available  for  production,  falls  particularly  upon 


industry  and  hampers  its  operations.  Income  Tax, 
in  particular,  contributes  to  handicap  the  exporter 
in  competing  in  foreign  markets  against  world  prices, 
because,  as  an  unscheduled  factor  in  the  cost  of 
production,  it  operates  to  maintain  high  prices. 

6.  Interest  paid  to  industrial  holders  of  the  debt 
does  not  measure,  and  cannot  be  set  off  against, 
that  part  of  the  tax  paid  by  industry  in  taxes  for 
the  service  of  the  debt.  Industry  is  not  an  investor 
in  the  national  debt,  except  for  purely  temporary 
purposes. 

7.  The  effect  of  Income  Tax — paid  as  it  is  almost 
wholly  by  employers,  including  companies — is  to  main- 
tain high  prices  of  production,  and  therefore  it  is 
probable  that  the  present  high  rate  of  Income  Tax 
has  little  effect  upon  companies’  undistributed 
reserves. 

8.  The  effect  of  Death  Duties  and  Super-tax  is 
specially  to  diminish  the  supply  of  capital  to  industry 
from  the  public,  and  the  effect  of  the  high  Income 
Tax  is  specially  to  maintain  high  prices,  and  so  to 
reduce  the  total  purchasing  power. 

9.  The  heavy  Income  Tax  operates  seriously  to 
deter  the  foreigner  from  investing  in  this  country 
in  any  securities  chargeable  in  ihis  hands  with 
British  Income  Tax.  British  residents  gain  no 
advantage  by  investing  outside  this  country  wdiile 
they  remain  British  residents,  because — with  un- 
important exceptions — they  are  liable  to  be  assessed 
to  Income  Tax  upon  the  whole  of  their  incomes, 
wherever  arising. 

10.  Income  Tax  operates  to  maintain  high  prices, 
foi  the  reasons  set  forth  under  the  head  of  “ Income 
Tax  and  Prices  ” below.  It  thus  contributes 
seriously  to  handicap  the  exporter  in  competing  in 
foreign  markets  against  world  prices. 

11.  Existing  taxes,  and  particularly  Death  Duties 
and  Super-tax,  seriously  diminish  savings  and  dis- 
courage enterprise,  and  have  the  effect  of  narrowing 
employment  in  all  directions.  Joint  stock  companies 
suffer  from  lack  of  enterprise  on  the  part  of  would-be 
investors  whose  savings  are  diminished. 

12.  Death  Duties  do  not  involve  a destruction  of 
existing  capital,  but  they  tend  to  lessen  its  value 
and  to  transfer  capital  from  capable  hands  where 
it  is  successfully  employed  in  co-operation  with  wage- 
earners  and  apply  it  to  less  useful  purposes,  thereby 
diminishing  production  and  employment. 

13.  -Stamp  duties,  like  all  other’  forms  of  taxation, 
are  a burden  upon  industry.  It  is  probable  that 
these  are  to  a great  extent  recouped  in  prices  of 
production. 

14.  Indirect  taxes,  that  is  to  say  taxes  on  com- 
modities, are  in  the  main  borne  by  the  consumer  and 
often  with  some  [addition  to  the  amount  of  taxes 
in  the  prices  charged  for  production.  This  effect  is, 
for  the  most  part,  continuous  through  periods  of 
depression  and  of  normal  trade. 

15.  Customs  and  Excise  duties,  as  taxes  on  com- 
modities, are  also  borne  by  consumers,  often  with 
some  additions  to  the  net  amount  of  the  tax,  in  the 
prices  of  commodities.  These,  like  Income  Tax, 
operate,  by  maintaining  high  prices,  to  reduce 
purchasing  power  -and  thus  to  restrict  both  internal 
and  external  trade. 

16.  Heavy  taxation,  being  now  workLwide,  can  be 
borne  by  a nation-  without  much  injury  to  its  trade, 
industry  and  employment,  provided  that  the  taxation 
is  well  laid.  A burden  which  can  be  carried  without 
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liurt,  and  even  with  ease,  if  properly  adjusted  to  a 
man’s  back,  becomes  intolerable  if  it  is  suspended 
about  bis  neck  or  attacked  to  bis  legs.  Tlie  taxable 
capacity  of  a nation  depends  muck  more  upon  tbe 
system  under  which  taxation  is  laid  than  upon  tbe 
actual  amount  to  be  raised  by  taxation.  Our  tax 
system,  in  common  with  tbe  present  tax  systems  of 
most  other  countries  in  tbe  world,  has  two  great 
defects  which  are  very  damaging  to  industry  and 
employment  and  to  the  prosperity  of  a State.  The 
first  defect  is  that  it  attempts  to  bring  about,  by  a 
system  of  tax  progression,  an  impossible  permanent 
redistribution  of  effective  incomes,  and  the  second 
is  that  it  is  spread  over  too  many  sources  and  is 
too  capricious  and  uncertain  in  character.  These 
defects  destroy  the  feeling  of  confidence  and|  security 
on  the  part  of  employers  which  is  so  essential  in 
order  that  there  may  be  full  employment  for  wage- 
earners,  and  that  their  wages  may  have  the  largest 
measure  of  purchasing  power.  These  defects  cause 
the  burden  of  taxation  to  lie  with  unnecessary  weight 
upon  production.  They  operate  directly  to  diminish 
production  and  to  maintain  high  prices  of  production 
to  a far  greater  extent  than  need  be. 


Progressive  Taxation- 

17.  Income  Tax,  Super-tax  and  Death  Duties  are 
in  each  case  levied  as  graduated  or  progressive  taxes. 
Progressive  taxation  is  based  upon  the  principle 
which  economists  call  “ marginal  utility.”  The 
theory  is  that  the  more  a man  has  of  anything — 
including  money — the  less  value  it  is  to  him;  and 
therefore  the  less  will  he  suffer  inconvenience  if  part 
of  it  is  taken  -away  from  him  in  taxation.  This 
appears  at  first  sight  to  be  a plan  which  enables 
taxation  to  be  borne  with  the  least  possible  discom- 
fort, because  it  seems  to  adjust  the  tax  according 
to  ability  to  pay.  But  it  is  having  results  not 
commonly  expected  and  which,  if  not  promptly 
ohecked,  must  irreparably  damage  the  mechanism  of 
any  modern  industrial  State.  It  is  already  acting 
disastrously  in  this  country  upon  the  well-being  of 
wage-earners  and  others  in  receipt  of  small  incomes. 

18.  Progressive  taxation  is  based  upon  a principle 
which  assumes  that  the  natural  desire  and  custom  of 
all  men  is  to  spend  their,  incomes  for  their  own  per- 
sonal wants  and  pleasures.  It  ignores  the  fact  that 
large  incomes  cannot  possibly  be  so  spent,  but  that 
the  greater  part  of  the  larger  incomes  is — and 
always  must  be — applied  rather  more  directly  to  the 
wants  of  others,  in-  the  forms  of  wages  and  fresh 
capital,  thus  maintaining  and  increasing  industrial 
and  domestic  employment.  For  this  reason  the 
encouragement  and  protection  of  the  larger  incomes 
is  essentia]  to  the  welfare  of  a modern  industrial 
State. 

The  Defects  of  Progressive  Taxation. 

19.  Progressive  taxation  is  popular  because  it 
appears  to  exempt  from  taxation  an  amount  which 
is  regarded  as  necessary  for  the  subsistence  of  the 
taxpayer.  The  detrimental  effects  of  progressive 
taxation  on  employment  and  on  the  purchasing  power 
of  wages  remain  hidden.  The  result  of  our  tax 
system  is  that  about  75  per  cent,  of  our  total  national 
income  goes  almost  free  of  income  taxation.  If  the 
true  effects  of  this  plan  could  be  made  known  it 
would  soon  become  unpopular.  It  has  three  fata] 
defects  as  at  present  levied — (1)  It  is  constantly 
narrowing  both  industrial  and  domestic  employment; 
(2)  it  constitutes  an  important  factor  in  the  main- 
tenance of  high  prices,  and  (3)  it  is  very  complex, 
difficult,  and  costly  to  administer,  while  there  are 
easy  legal  means  of  avoiding  it. 

Breaking  up  Industrial  Capital. 

20.  The  last-mentioned  defect  is  too  well-known  to 
need  further  comment.  It  is  the  narrowing  of 
emnloyment  in  all  directions,  and  the  maintenance 


of  high  prices,  which  are  the  worst  defects  of  pro- 
gressive taxation,  because  unknowingly  the  wage- 
earners  finally  bear  the  burden.  Employers  are,  in 
the  main,  those  in  receipt  of  the  larger  incomes 
whether  arising  from  their  personal  services  or  from 
the  services  of  their  capital  invested  in  public'  com- 
panies, private  firms,  or  otherwise,  and  the  fact 
that  the  masses  of  the  people  are  dependent  upon 
employers  is  supported  by  statistics  referred  to  in 
the  Appendix  under  the  head  of  “ Employers  and 
wage-earners.”  The  destructive  effect  of  the  post- 
war increase  in  progressive  taxation  is  shown  by 
the  fact  that  whereas  before  the  War  an  annual 
income  of  £50,000  paid  about  £4,100  in  income 
taxation,  the  amount  payable  for  the  year  1921-22 
was  no  less  than  £28,000.  The  amount  of  £24,000 
paid  in  additional  taxation  would  otherwise  have 
been  destined  to  increase  employment,  both  indus- 
trial and  domestic;  it  would  have  been  distributed 
to  wage-earners,  directly  or  indirectly;  or,  if  invested 
in  Government  securities,  it  would  have  released  an 
equal  amount  in  other  hands  which  again  would  go 
to  wage-earners.  For  this  reason  the  larger  incomes 
constitute  an  important  part  of  the  wage-fund  and 
are  the  very  nursery  of  industrial  capital,  and  they 
are  thus  needed  to  maintain  and  increase  employ- 
ment, both  industrial  and  domestic. 

21.  Industrial  capital  is  indispensable  because  it 
is  the  tools  of  industry;  it  abhors  idleness,  it  needs 
the  co-operation  of  wage-earners;  and  industrial 
capital  can  arise  only  from  savings.  Besides  capital, 
successful  industry  needs  to  he  directed  by  men  of 
sound  judgment;  and  these  are  to  be  found  chiefly 
among  the  owners  of  the  larger  incomes,  who,  again, 
are  normally  the  large  efficient  savers.  When  other 
conditions  throughout  the  world  become  more 
settled  and  the  outlook  is  again  favourable  for  a 
general  expansion  of  industry,  the  supply  of  capital 
wall  be  found  short  owing  to  the  destruction  of  the 
larger  incomes  by  progressive  taxation,  particularly 
the  Death  Duties  and  Super-tax.  Small  savers 
cannot — even  if  they  would — successfully  employ 
their  capital  in  industry — they  are  too  easily  tempted 
to  unsound  speculations  by  promise  of  large  profits; 
therefore  they  are  wise  to  invest  in  Government 
securities. 

22.  According  to  “ The  Economist ,”  the  total 
amounts  of  actual  new  capital  money  raised  in 
London,  excluding  head  (a)  below,  during  the 
years  1913  and  1923  were  as  under:- — 


Government 

Other 


1913. 

52,436,900 

144,100,100 


£196,537,000 


1923. 

173,407,500 

97,985,700 


£271,393,200 


These  figures  suggest  that  private  enterprise  is 
much  diminished;  but  the  figures  as  a whole  require 
further  analysis. 

New  capital  issues  are,  in  the  main,  intended  for 
application  under  one  of  the  following  well-defined 
heads : — 

(a)  repayment  of  existing  loans,  as  in  the  case 
of  Government  and  other — including 

industrial — securities  falling  due; 

(5)  capitalisation  of  the  value  of  rights  such  as 
business  goodwill,  as  in  the  recent  case 
of  a newspaper  trust  issue  of  £8,000,000; 
and  transfer  of  existing  capital;  and 

(c)  provision  of  new  construction  work,  such  as 
railway  extensions. 

In  considering  the  hearing  of  the  amount  of  new 
capital  issued  under  head  (c),  it  is  necessary  to  make 
allowance  for  the  fact  that  the  general  level  of 
prices  and  of  wages  has  risen  from  100  in  1913  to 
say  170,  or  thereabouts,  in  1923,  and  that  therefore 
£170  of  new  industrial  capital  is  required  in  1923 
to  pay  for  the  same  amount  of  work  that  £100  ot 
new  capital  would  have  provided  in  1913. 
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Income  Tax  and  Prices. 

23.  There  is  another  obscure  and  equally  disastrous 
effect  of  progressive  taxation — especially  Income  Tax 
— the  result  of  which  on  the  wage-earners  can 
scarcely  be  appreciated,  and  that  is  its  operation  in 
maintaining  high  prices.  High  prices  reduce  the 
value  of  wages  by  causing  them  to  have  less  pur- 
chasing power,  and  they  also  diminish  the  actual 
volume  of  wages  by  restricting  and  making  more 
difficult  not  only  our  internal  but  also  our  export 
trade,  which,  in  order  to  pay  for  our  necessary  im- 
ports, should  normally  amount  to  about  one-third  of 
our  whole  annual  production-  In  order  to  under- 
stand the  effect  of  high  prices  upon  wage-earners,  it 
must  be  borne  in  mind  that — setting  off  imports 
against  exports — the  consumption  of  a nation  ' is, 
except  for  savings,  equal  to  its  production ; the  pro- 
duction being,  of  course,  necessary  to  supply  the 
nation’s  wants.  All  production  must  be  finally  pur- 
chased by  the  actual  consumers — 2-J  per  cent,  of  whom 
are  employers  and  97^  per  cent,  are  employed  ( see 
Appendix,  para.  32).  The  important  point  is 
therefore  not  what  is  the  amount  of  a man’s  income, 
but  what  proportion  of  it  does  his  family  actually 
consume  in  quantity  of  goods,  clothes,  shelter,  and 
amusement.  The  personal  capacity  of  a man’s  family 
for  consumption  is,  in  fact,  very  limited.  An  em- 
ployer’s family  consumes — as  a rule — more  than  a 
wage-earner’s  family — perhaps,  taken  all  round, 
twice,  and  probably  less  than  three  times,  as  much. 
And  taking  full  account  of  this,  it  is  probable  that 
after  setting  aside  out  of  production  10  per  cent,  or 
under  for  annual  savings — so  essential  to  industry — 
at  least  85  per  cent,  of  production  is  paid  for  and 
actually  consumed  by  the  wage-earners  and  small 
independent  workers,  including  employed  persons 
connected  with  the  domestic  establishments  of  em- 
ployers. The  great  bulk  of  the  income  of  employers, 
who  are  often  rich  men,  is  naturally  destined  to  be 
applied  in  wages  and  consumed,  not  by  the  employers, 
but  by  the  industrial  and  domestic  workers  to  whom 
they  give  employment- 

21.  The  level  of  selling  prices  is  thus  of  the 
greatest  importance  to  the  well-being  of  the  wage- 
earners,  who  must  exchange  their  wages  for  food, 
clothes,  shelter,  and  amusement.  But  it  is  the  em- 
ployers, including  the  owners  of  industrial  capital, 
who  are  the  producers  of  all  these  things, 
and  who  fix  prices  at  a level  which  will  yield  them 
not  less  than  a fair  average  profit — otherwise  it  is 
obvious  they  will  gradually  cease  to  produce.  Thus, 
apart  from  current  price  fluctuations  due  to  changes 
in  supply  and  demand,  the  general  level  of  selling 
prices  must  inevitably  be  based  upon  the  cost  borne 
by  employers  incidental  to  production,  and  this  cost 
includes  the  employers’  disproportionate  burden  of 
progressive  taxation.  Therefore  the  effect  of  this 
extra  tax  burden  must  be  to  foster  the  maintenance 
of  high  prices,  and  so  to  lay  upon  the  wage-earners  an 
extra  burden  of  altogether  unknown  extent,  but 
which  may  probably  amount  to  not  less  than  85  per 
cent,  of  that  part  of  the  employers’  Income  Tax 
burden  which  is  inevitably  reflected  in  the  retail 
prices  of  the  commodities  purchased  by  the  wage- 
earners.  For  these  reasons  the  principle  of  pro- 
gressive taxation  is  clearly  detrimental  to  the 
interests  of  the  masses  of  the  people,  and  therefore 
it  should  be  gradually  superseded  by  some  less 
harmful  tax  system. 

25.  There  are  always  in  existence  economic  or 
natural  forces  which  determine  ultimate  wages, 
interests,  rents  and  profits.  These  forces 
inevitably  control  and  limit  to  their  com- 
parative economic  values  the  rewards  of  all 
kinds  of  services  rendered  by  man  and  by  capital 
m co-operative  production.  Therefore,  whenever  the 
relative  proportions  between  these  are  artificially 
disturbed,  there  will  be  set  up  a striving  to  restore 
fhe  just  balance.  As  opposed  to  progressive — or 
disproportionate — taxation,  proportionate  taxation, 
levied  at  a flat  rate  on  all  production,  would  not 
relatively  increase  the  costs  of  employers  as 


co-operators  in  production  in  such  a way  as  to  curtail 
the  employers’  just  share.  It  would  not  disturb  the 
proportions  and  so  would  not  transgress  inexorable 
economic  laws.  With  proportionate  taxation  any 
attempt  to  maintain  retail  prices  at  an  unnaturally 
high  level  could,  and  would,  be  effectively 
countered  by  competition  between  producers, 
or,  failing  that,  by  a corresponding  increase  in 
wages,  and  thus  the  attempt  would  be  inoperative 
besides  being  detrimental  to  all  the  co-operators  in 
industry,  because  it  would  tend  to  diminish  the 
demand  for  production — especially  in  the  export 
trade  which  normally  should  absorb  about  one-third 
of  our  total  annual  production.  The  great  difference, 
then,  between  disproportionate  taxation  and  pro- 
portionate taxation  is  that  disproportionate  taxation 
runs  counter  to  economic  forces  which  will  always 
prevail,  while  proportionate  taxation  runs  parallel 
with  these  forces  and  thus  no  striving  for  redress  is 
set  up.  A flat  rate  production  tax  could  be  levied 
without  difficulty  upon  employers,  who  would  then 
distribute  production — already  taxed — in  the  several 
forms  of  wages,  interests,  rents  and  profits.  The 
gradual  effects  of  laying  the  tax  burden  upon  the 
right  and  least  harmful  foundation  would  be  that 
prices.  would  tend  to  fall  in  all  directions,  enterprise 
and  industry  would  revive  and  the  number  of 
employers  would  increase,  industrial  capital  would 
become  more  plentiful,  unemployment  would  soon 
become  normal,  and  wages— though  slightly  reduced 
m nominal  amount — would  purchase  considerably 
more  than  present  wages  will  purchase. 


APPENDIX. 

Capital  as  it  exists. 

26.  There  is  nothing  in  existence  to  represent 
capital  except  tangible  things,  namely,  exchangeable 
materials  and. commodities  in  their  many  and  various 
forms,  including  gold  and  other  metallic  money. 

Existing  capital  is  commonly  stated  in  currency, 
and  whenever  there  is  a condition  of  currency 
inflation  with  consequent  rise  in  prices,  the  amount 
of  existing  capital  ivill  tend  to  be  overstated.  The 
stated  amount  of  capital  existing  in  such’  forms 
as  industrial  buildings  and  plant  often  includes, 
by  custom,  large  sums  represented  only  by  com- 
mercial goodwill.  The  value  of  these  things  them- 
selves is  thus  overstated,  the  true  basis  of  value  of 
such  things  being  always  their  unexpired  cost. 

All  exchangeable  values,  other  than  materials  and 
commodities,  consist  of  personal  rights  of  individuals 
which  must  be  set  off  against  duties  to  be  performed 
by  others-.  .Personal  rights  thus  represent  assets  to 
some  individuals  and  corresponding  liabilities  to 
others.  These  rights  include  national  and  local  debts 
and  other  debts  of  all  kinds,  and  for  every  debtor 
there  is,  of  course,  a cancelling  creditor.  These 
rights  also  include  commercial  goodwill  and  lease- 
holds which  again  represent  the  rights  of  certain 
individuals  against  the  duties  (active  or  passive)  of 
others. 

The  exchangeable  value  of  shares  in  joint  stock 
companies  includes  both  tangible  things  and  personal 
rights,  less  personal  liabilities. 

British  National  Capital. 

27.  British  national  capital  actually  existing  con- 
sists of  tangible  things  only,  viz.,  of  all  material 
property  such  as  lands,  houses,  factories,  mills  and 
their  contents,  growing  crops,  live  and  dead  stock, 
railways,  shipping,  mines,  plant,  machinery,  raw 
materials,  manufactured  goods,  and  metallic  money ; 
wherever  located  belonging  to  British  subjects  resid- 
ing in  this  country  and  to  Government  and  munici- 
palities. British  national  capital  does  not  include 
personal  rights  of  any  kind,  as  these  all  fall  to  be  set 
off  and  are  cancelled  by  personal  duties. 

In  order  to  state  the  position  in  the  simplest  way — 
and  without  impairing  the  argument — it  may  be 
assumed  that  in  the  main,  the  amount  of  debts  due 
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to  us  from  the  Governments  and  residents  of  other 
countries  provides  a set  off  equal  to  the  amount  of 
debts  due  by  us  to  the  Governments  and  residents 
of  other  countries.  British  national  capital 
actually  existing  thus  consists  wholly  of  tangible 
things  in  the  forms  of  exchangeable  materials  and 
commodities.  The  amount  of  these  materials  and 
commodities  stated  in  money  includes,  by  custom, 
large  sums  represented  only  by  commercial  goodwill, 
viz.,  the  present  value  of  expected  future  super- 
profits- The  amount  also  includes  any  over-statement 
due  to  a condition  of  currency  inflation.  The  National 
Debt,  to  the  extent  that  it  is  an  internal  debt,  is  no 
indication  of  any  diminution  of  national  capital.  It 
is  an  asset  to  the  individual  holders  of  the  debt, 
which  must  be  set  off  against  the  liability  of  the 
nation  as  a whole  to  those  individual  holders. 

Personal  Capital. 

28.  Personal  capital  includes  exchangeable  materials 
and  commodities,  and  all  personal  rights  less  per- 
sonal liabilities.  The  value  of  personal  capital  is  there- 
fore computed  by  adding  to  the  value  of  exchangeable 
materials  and  commodities  owned  by  an  individual 
the  value  of  rights  owned  by  him  and  then  deducting 
from  the  amount  the  debts  due  from  him.  The  value 
of  personal  capital  thus  includes  the  value  of  shares 
in  joint  stock  companies  and  other  securities  owned 
by  individuals,  including  the  national  and  municipal 
debt.  The  personal  capital  of  all  individuals  added 
together  will  be  much  greater  than  the  sum  of  British 
national  capital.  The  difference  is  equal  to  the 
amount  of  the  national  and  municipal  debt,  less  the 
amount  of  materials  and  commodities  in  national 
and  municipal  ownership. 

Value  oe  Capital. 

29.  The  declaration  of  War  in  August,  1914, 
necessitated  a departure  from  the  gold  or  commodity 
standard  of  exchangeable  value.  It  became  necessary 
at  once  to  substitute  for  an  automatically  stable  gold 
currency  an  unstable  and  expandable  paper  currency 
consisting  of  currency  notes.  This  and  other  wax 
conditions  resulted  in  currency  inflation  and  rise  in 
prices,  in  consequence  of  which  the  value  to-day  of 
British  national  capital — consisting  wholly  of  tan- 
gible things — measured  in  paper  currency  would 
obviously  amount  to  considerably  more  than  its  value 
before  the  War  stated  in  gold  standard  currency, 
although,  in  the  meantime,  some  of  the  tangible 
things  have  been  reduced,  both  in  quantity  and 
condition. 

National  Debt. 

30.  In  order  to  understand  the  origin  and  nature 
of  our  great  National  Debt,  and  its  relation  to 
British  national  capital,  it  is  necessary  to  consider 
the  waste  of  material  and  human  effort  entailed  by 
the  War.  Except  in  invaded  countries,  this  waste 
did  not  entail  any  very  great  destruction  of  existing 
capital.  The  German  armies  succeeded  in  destroy- 
ing much  existing  capital  in  France  and  Belgium. 
But  the  destruction  of  existing  capital  belonging  to 
this  country  was  small  in  comparison  with  that 
belonging  to  countries  which  were  invaded. 

The  waste  of  human  effort  during  the  War  was  so 
vast  in  extent  as  to  be  almost  inconceivable,  and  in 
addition  to  the  waste  of  human  effort  large  quan- 
tities of  raw  material  in  situ  in  the  forms  of  coal, 
iron  and  other  things  were  used  up  and  destroyed. 
But  these  latter  were  of  little  value  while  they  re- 
mained in  the  ground,  and  they  will  scarcely  be 
missed.  Waste  of  current  human  effort  must  not 
be  confused  with  the  destruction  of  existing  capital. 
The  two  issues  are  quite  different  and  distinct. 

Apart  from  loss  of  life,  our  war  loss  was  almost 
wholly  represented  by  waste  of  human  effort  exerted 
with  extraordinary  intensity  during  the  years  of 
war.  An  immense  mass  of  exchangeable  materials 
and  commodities,  which  were  being  currently  manu- 
factured, was  destroyed  during  the  War.  But  this 


was  almost  wholly  produced  by  us  over  the  period  of 
war  by  means  of  the  disciplined  human  effort  which 
we  were  putting  forth  during  that  time.  The  ex- 
changeable value  in  situ  of  the  raw  material  actually 
used  in  the  manufacture  of  all  these  materials  and 
commodities  was  almost  negligible.  Had  the  same 
intensity  of  human  effort  been  applied  to  useful  pro- 
duction and  had  this  production  been  saved,  it  would 
have  resulted  in  a great  increase  in  our  national 
capital  during  those  years. 

Millions  of  men  and  women  were  employed  to 
maintain  the  fighting  forces  and  to  produce  all  kinds 
of  instruments  of  destruction,  and  simultaneously 
there  was  a great  acceleration  and  speeding  up  of 
industry.  Each  unit  was  working  at  high  pressure. 
In  the  meantime,  the  men  and  women  so  engaged, 
whether  principals  or  employees,  were  paid  by  the 
Government  for  their  services  at  rates  involving  high 
profits  to  principals  and  high  wages  to  employees. 
These  immense  payments  were  made  out  of  moneys 
borrowed  on  credit,  and  this  has  resulted  in  the 
creation  of  a huge  and  inflated  National  Debt. 

This  debt  constitutes  a charge  given  on  behalf  of 
the  whole  nation  in  favour  of  the  individual  holders 
of  the  debt;  a charge,  not  upon  existing  capital,  but 
upon  the  future  production  of  the  whole  nation.  The 
debt,  to  the  extent  that  it  is  an  internal  debt,  does 
not  of  itself  represent  any  destruction  or  diminution 
of  national  capital.  It  was  instrumental  in  causing 
the  great  redistribution  of  wealth  among  indivi- 
duals within  the  nation  which  has  taken  place  since 
the  year  1914.  The  general  effect  of  this  redistribu- 
tion of  wealth  was  that  many  of  the  pre-war  rich 
became  poor,  and  many  of  the  pre-war  poor  became 
rich.  These  changes  arose  almost  entirely  out  of 
the  inevitable  financial  disturbances  caused  by  the 
war. 

There  is  a set  off  against  the  loss  represented  by 
the  destruction  of  our  raw  materials  in  situ  during 
the  War,  such  as  coal,  iron,  &c.,  and  by  the  deteriora- 
tion of  railways,  buildings,  & c.,  owing  to  lack  of 
repair,  and  by  ships  sunk.  This  set  off  is  repre- 
sented by  a considerable  increase  in  our  manufactur- 
ing plants  existing  in  this  country,  the  greater  part 
of  which  should  be  capable  of  being  turned  to  use  for 
industrial  production. 

National  Income. 

31.  In  its  widest  sense  national  income  is  annual 
production  arising  out  of  service  rendered  by  man 
and  by  capital  in  supplying  all  required  for  man’s 
wants.  British  national  income  is  thus  equal  to  the 
amount  of  annual  wages,  salaries,  interests,  rents  and 
profits,  less  losses,  accruing  to  British  subjects  re- 
siding in  this  country.  It  is  probable  that  about 
75  per  cent,  of  British  national  income  is  repre- 
sented by  wages,  and  about  25  per  cent,  by  salaries, 
interests,  rents  and  profits,  less  losses. 

Employers  and  Wage-earners. 

32.  Employers  are  almost  always  the  owners  of 
capital — in  other  words,  they  are  the  capitalists.  It 
may  thus  be  said  that  capital  is  the  real  employer, 
but  to  provide  permanent  employment  capital  must 
be  in  capable  hands.  There  are  upwards  of 
20,000,000  occupied  persons  in  this  country  including 
owners  of  large  holdings  of  industrial  capital,  each 
one  of  whcxm  may  be  assumed  to  he  in  receipt  of  an 
income,  and  there  are,  of  course,  in  addition,  a 
number  of  persons  in  receipt  of  incomes  derived  from 
Government  Securities.  A rough  estimate  of  the 
comparative  number  of  employers  and  of  wage- 
earners  respectively  may  be  obtained  by  assuming 
that  those  in  receipt  of  incomes  exceeding  £500  per 
annum  include — in  the  main — those  entitled  to  he 
called  employers,  and  that  those  in  receipt  of  incomes 
not  exceeding  £500  are  wage-earners — a term  which, 
for  present  purposes,  is  taken  to  include  those  in 
receipt  of  the  small  salaries  and  also  small  indepen- 
dent workers.  In  such  a division,  there  will,  of 
course,  be  many  with  incomes  exceeding  £500  per 
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annum  who  can  scarcely  he  called  employers  except 
in  the  sense  that  they  may  own  industrial  capital — 
which  is  never  'idle — and  others  ■with  incomes  not 
exceeding  £500  per  annum  who  should  be  included 
as  employers,  but  the  estimate  will  probably  err  on 
the  side  of  over-stating  the  number  of  employers. 
The  64th  Report  of  the  Commissioners  of  Inland 
Revenue  contains  a table  on  page  112  showing  that 
for  the  year  1919-20  the  number  of  incomes  exceed- 
ing £500  per  annum  was  only  563,000.  Therefore, 
it  may  roughly  be  taken  that  the  number  of  em- 
ployers does  not  exceed  about  500,000,  or  say  2J  per 
cent.,  and  the  number  of  wage-earners  is  not  less 
than  19,500,000  or  97J  per  cent,  of  the  total  number 
of  persons  in  receipt  of  incomes.  It  is  thus  dear 
that  the  number  of  employers  is  remarkably  small, 
and  as  there  cannot  be  employment  without  em- 
ployers, everything  possible  should  be  done  in  the 
interest  of  wage-earners  to  encourage  capable  em- 
ployers And  to  increase  their  number. 


4655.  Mr.  Bell-.  Wo  have  your  evidence-in-chief 
before  us,  and  perhaps  it  would  be  most  convenient  if 
you  would  go  through  the  paragraphs  falling  under 
the  heading  “ National  Debt  and  Taxation  ” and  add 
any  additional  points  you  wish? — With  regard  to  my 
remarks  on  annual  debt  repayment  in  paragraphs 
1 to  3,  I think  it  is  most  important  that  this  should 
he  a definite  system  adopted  and  consistently 
followed,  because  that  would  promote  public  con- 
fidence. It  would  be  desirable  to  reduce  the  debt  as 
quickly  as  possible,  but  I think  there  is  no  way  of 
reducing  the  debt  more  rapidly  except  by  increas- 
ing taxation.  The  most  important  thing  in  connec- 
tion with  taxation  is  to  reduce  it.  That  is  why  I 
should  not  favour  the  allocation  of  any  surplus 
which  might  arise  on  the  Budget  to  the  reduction 
of  the  National  Debt.  Any  surplus  which  arises  on 
the  Budget  means  that  there  has  been  some  unneces- 
sary taxation  during  the  year  in  which  it  arises. 
For  the  sake  of  industry  and  employment  I would 
he  glad  to  see  any  annual  surplus  used  to  reduce 
taxation  in  the  following  year-  rather  than  to  pay 
off  debt,  much  as  I think  it  is  desirable  that  debt 
should  be  paid  off. 

4656.  Professor  Sail:  That  means  to  say  you 

would  not  apply  it  in  the  year  in  which  it  arises  P — 
No,  not  to  the  extinction  of  debt.  I would  rather 
lighten  the  taxation  of  the  following  year  by  using 
that  surplus. 

4657.  So  that  you  would  revise  your  Budget  esti- 
mates for  the  following  year  in  the  light  of  the  sur- 
plus which  had  .accrued  during  the  previous  year, 
and  in  addition  to  that  you  would  carry  over  the 
surplus  itself?— Yes.  The  surplus  would  then  have 
to  be  carried  over,  because  it  would  be  needed  in 
order  that  the  new  Budget  should  provide  sufficient 
to  pay  the  estimated  expenditure  of  the  following 
year.  In  the  latter  part  of  each  year  Budget  esti- 
mates are  being  made.  If  it  seemed  probable  that 
there . would  be  a large  surplus,  I would  bear  that 
ln  mind  in  forming  the  estimates  for  the  coming 
year. 


4658.  But  in  the  year  after  that  would  you  not 
have  to  increase  taxation  again  since  you  would  not 
en  have  an  amount  available  for  reducing  taxes? 
n the  first  year  you  have  a surplus,  you  carry  it 
over  to  the  second'  year,  and  you  reduce  taxation 
accordingly;  in  the  third  year  you  have  no  such 
surplus  carried  forward;  will  you  not  have  to  raise 
axation  again? — That  might  or  might  not  be  so, 
one  might  again  have  a surplus.  If  expenditure  were 
Mg  cut  down  there  might  be  at  the  end  of  the 
second  year  another  surplus.  I only  suggest  that 
1 jitter  to  apply  any  surplus  so  far  as  may  be 
possible  to  a reduction  of  taxation  rather  than  to  a 
4fiK^10n  ^ National  Debt. 

59.  It  is  difficult  to  see  how  you  are  going  to  have 
M ^axatmn  if  yon  apply  the  methods  yon  have 
■uggested.  If  there  is  precise  budgeting  in  the 
econ  year,  so  that,  after  allowing  for  this  carry- 


over, you  raise  just  sufficient  to  carry  on  your  ser- 
vices, in  the  third  year  when  you  have  not  this  carry- 
over will  you  not  have  to  increase  taxation  to  make 
good  what  you  brought  into  the  second  year? — 
Usually  I think  there  are  supplementary  estimates 
in  the  course  of  each  year.  Might  it  not  he  possible 
to  employ  any  surplus  in  reduction  of  these? 

4660.  Would  you  think  that  was  a sound  method? 
— I think  it  might  be  desirable.  Budgeting  is  cer- 
tainly not  an  exact  science. 

I now  go  on  to  the  next  paragraph. 

( Paragraphs  4 and  5 read.)  Regarding  the  effects 
of  Income  Tax  on  exports,  I have  called  attention  in 
another  place  to  the  fact  that  in  this  country  we 
should  be  able  to  export  about  one-third  of  our  total 
annual  production  in  order  to  pay  for  food  and  raw 
materials,  and  so  on,  that  we  must  import.  Prices 
from  that  point  of  view  are  exceedingly  important  in 
that  high  prices  must  cramp  the  amount  of  our  ex- 
ports and  so  narrow  the  amount  of  employment  which 
is  obtained  from  the  production  of  those  exports. 

( Paragraphs  6 and  7 read.)  I speak  of  Income  Tax 
as  being  paid  almost  wholly  by  employers,  and  I 
should  like  to  say  on  this  that  I include  in  the  word 
employers  the  owners  of  capital.  Industrial  capital 
is  always  at  work ; it  always  calls  for  the  co-operation 
of  wage-earners,  and  the  owners  of  capital  or  their 
agents  direct  the  application  of  that  capital  and  so 
are  rightly  and  necessarily  classed  as  employers.  I 
think  that  is  a point  that  is  sometimes  overlooked. 
In  my  references  to  employers  I always  include  the 
owners  of  capital.  They  are  automatically  em- 
ployers because  industrial  capital  is  never  idle;  it 
abnors  idleness,  and  it  always  calls  for  the  co-opera- 
tion of  man’s  service. 

_ (P aragraphs  8 to  13  read.)  In  whatever  form  taxa- 
tion is  levied  it  is  always  a burden  upon  industry  in 
some  way  or  other ; . therefore  more  attention  might 
well  be  given  to  the  question  whether  taxation  is  laid 
in  the  way  which  is  least  harmful  to  production  and 
industry.  We  have  never  given  much  attention  to 
that  subject.  Our  present  taxation  is  capricious  and 
discriminating  taxation;  it  arises  from  various 
sources,  and  these  are  apt  to  be  shifted  and  changed 
in  attempting  to  please  electors.  New  sources  are 
suggested  from  time  to  time,  and  this  disturbs  that 
public  confidence  which  is  so  essential  to  ensure 
enterprise  on  the  part  of  employers,  and  to  promote 
the  feeling  of  safety  and  security  which  encourages 
them  to  adventure  their  capital  and  their  services 
in  production.  This  capricious  taxation  is  much  the 
same  in  other  parts  of  the  world,  and  it  is  very 
damaging  to  industry  and  employment.  We  have 
never  yet  fully  considered  the  important  problem — 
what  is  the  true  foundation  of  taxable  capacity? 
Is  there  an  economic  foundation?  I venture  to  think 
that  there  is.  We  might  possibly  ultimately  contem- 
plate the  adoption  of  that  true  economic  foundation 
for  raising  all  taxation.  It  is  a subject  which  has 
more  and  more  forced  itself  on  my  mind  in  the  course 
of  examining  the  many  questions  relating  to 
taxation  and  taxable  capacity. 

(Paragraphs  14  and  15  read.)  The  general  effect 
of  indirect  taxes  is  that  they  fall  on  the  consumer. 
Indirect  taxes  constitute  another  class  of  capricious 
taxation  arising  as  they  do  from  many  different 
sources.  They  are  subject  to  change  from  time  to 
time  and  promote  that  feeling  of  uncertainty  which 
often  causes  the  producer  to  add  to  selling  prices 
rather  more  than  he  need  add  to  cover  the  amount 
of  the  taxes.  This  is  a serious  matter  for  wage 
earners  when  we  come  to  consider  that  not  less  than 
85  per  cent,  of  all  production  must  be  purchased 
and  consumed  by  the  wage-earning  class  and  by 
those  whose  incomes  do  not  exceed  £500  a year. 

4661.  Mr.  Bell:  You  have  already  dealt  with  para- 
graph 16.  You  have  told  us  you  think  the  question 
of  adjustment  is  important,  and  that  we  must  pos- 
sibly think  out  some  other  way;  do  you  wish  to 
amplify  that? — I think  not  now. 

4662.  Mr.  Bowen : In  paragraph  6 you  tell  us  that 
industry  is  not  an  investor  in  the  National  Debt, 
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except  for  purely  temporary  purposes.  Would  you 
class  tlie  obtaining  of  credit  for  business  development 
as  a purely  temporary  purpose? — No;  credit,  I think, 
is  a necessity. 

4663.  Would  you  say  that  an  important  amount 
of  debt  is  held  as  collateral  for  securing  loans ; if 
not,  would  you  infer  that  .a  large  amount  of  debt 
could  be  repaid  without  causing  serious  restriction 
of  credit? — Except  for  short  loans  the  better  plan 
might  be  to  sell  the  debt  and  use  the  cash. 

4664.  In  your  paragraph  16  you  say  that  the  first 
defect  of  our  tax  system  is  that  it  attempts  to  bring 
about  an  impossible  permanent  re-distribution  of  effec- 
tive incomes.  Would  you  hold  that  the  present  tax 
system  has  no  permanent  effect  on  the  distribution 
of  wealth? — The  present  tax  system,  including  par- 
ticularly Death  Duties  and  Super-tax,  must  tend  to 
disintegrate  industrial  capital.  It  is  pulling  down 
the  large  incomes  arising  in  capable  hands  at  the 
present  time,  and  these  are  a necessary  part  of  the 
mechanism  of  a modern  industrial  State. 

4665.  I take  it  that  one  of  your  points  is  that 
heavy  taxation  of  large  incomes  is  bad  for  savings? 
— 'That  is  one  point. 

4666.  If  that  argument  holds,  what  would  you  say 
to  the  statement  on  the  other  side  that  such  taxation 
would  lead  to  a more  even  distribution  of  wealth 
and  thereby  secure  a.  larger  current  demand  for 
commodities? — I do  not  think  those  commodities 
would  be  forthcoming  except  at  prices  containing 
the  disproportionate  taxation  which  is  now  thrown 
upon  that  numerically  small  class  of  co-operators  in 
production — the  employers.  There  is  a countervail- 
ing force  at  work 

4667.  There  must  be  some  taxation  whatever  prices 
may  rule? — Yes,  but  a flat  rate  tax  on  all  annual 
production  would  not  relatively  increase  the  costs  of 
employers  as  co-operators  in  production  in  such  a 
way  as  to  curtail  the  employers’  just  share. 

4668.  But  can  you  contemplate  the  possibility  of 
having  taxation  so  devised  as  not  to  impose-  any 
burden  at  all? — No,  ‘all  forms  of  taxation — both 
imperial  and  local — and  whether  direct  or  indirect — 
constitute  a burden  upon  industry.  I think  -that  all 
taxation  must  lie  upon  industry;  it  is  a burden 
which  has  to  be  carried ; and  I have  ventured  to 
suggest  the  importance  of  the  scientific  adjustment 
of  the  burden.  Wie  can  bear  with  ease  a heavy 
burden  if  strapped  on  our  backs,  but,  if  it  be  hung 
round  our  necks,  we  may  be  unable  to  carry  it.  That 
is  the  point  to  which  I want  serious  attention  to  be 
devoted. 

4669.  Could  you  indicate  some  broad  principle 
which  would  transfer  the  shackle  from  the  neck  to 
some  other  part  of  the  body? — Yes.  All  taxation  in 
its  various  forms  at  present,  according  to  my  view 
lies  on  production,  but  now  it  lies  unnecessarily 
heavily  on  production.  If  we  could  gradually  sub- 
stitute a flat  rate  tax  on  annual  production  we  should 
avoid  most  of  the  evils  arising  out  of  our  present 
capricious  system  of  taxation.  Taxation  must  be 
reduced  to  the  lowest  point,  but  when  it  is  reduced 
to  the  lowest  point — as  it  must  lie  on  annual  pro- 
duction— let  us  levy  it  in  a simple  and  straight- 
forward way  as  a flat  rate  tax.  I think  it  would 
have  the  effect  of  immensely  improving  industry  and 
the  position  of  the  wage-earner.  It  would  un- 
doubtedly tend  to  a substantial  fall  in  the  prices  of 
production  of  which  the  wage-earner  must  buy  and 
consume  not  less  than  85  per  cent.  I am  convinced 
that  then  a lower  nominal  wage  woyld  purchase  a 
good  deal  more  than  present  wages  will  purchase. 

4670.  You  say  a flat  tax;  do  I understand 
correctly  by  that  that  you  would  levy  a tax  of  a 
certain  amount,  regardless  of  ability  to  pay  either 
on  the  part  of  the  employer  or  the  employed? — I 
would  ultimately  levy  a flat  rate  tax  on  the  whole 
of  annual  production  of  a percentage  sufficient  to 
raise  the  whole  of  the  amount  necessary  for  national 
revenue  purposes. 

4671.  But  how  would  you  apply  it  to  the 
individual  ?— 1 The  tax  would  he  wholly  paid  by  em- 


ployers in  whose  hands  all  production  arises.  They 
are,  in  number,  comparatively  few.  I would  take  the 
annual  profit  and  loss  account  and  add  together 
wages,  salaries,  rent,  interest  and  profits.  I would 
then  assess  the  necessary  tax,  say,  10  per  cent,  on 
the  amount  of  these.  To  supersede  Income  Tax, 
Super-tax  and  Death  Duties  10  per  cent,  would  pro- 
bably be  enough.  I would  ultimately  go  further  and 
take  off  indirect  taxes  now  imposed  for  revenue 
purposes.  I do  not  suggest  we  should  not  impose 
taxes  which  it  is  thought  desirable  to  impose  for 
other  purposes,  like  a tax  on  alcoholic  drinks,  for 
instance ; if  it  is  thought  desirable  for  purposes  other 
than  revenue  purposes,  to  tax  certain  things,  I would 
certainly  do  that,  and  the  amount  received  would 
supplement  the  national  revenue,  and  enable  a lower 
rate  of  production  tax  to  be  levied.  Supposing  the 
annual  production  arising  in  the  hands  of  a certain 
employer  and  his  co-operators,  by  which  I mean  the 
recipients  of  wages,  salaries,  rent  and  interest,  is 
represented  by  100,  and  supposing  that  the  pro- 
duction tax  necessary  is  10  per  cent.,  the  employer 
would  pay  the  10,  and  he  would  then  have  90  of 
taxed  production  which  he  would  distribute  between 
l'.is  various  co-operators  and  himself,  exactly  as  lie 
did  in  the  years  before  taxation  amounted  to  any- 
thing substantial.  With  such  a change  in  system 
we  should  find  that  employers  would  become  more 
enterprising,  there  would  be  more  employers,  there 
would  he  more  willingness  on  their  part  to  enter 
into  undertakings  involving  risk,  and  we  should  soon 
hear  very  little  of  unemployment. 

4672.  By  that  I understand  you  to  mean  that  the 
employer  practically  would  determine  his  own  pro- 
portion of  tax  and  the  amount  which  the  employee 
would  have  to  pay? — The  employer  would  take  his 
share  of  production  less  the  production  tax,  just  as 
he  took  his  share  of  production  before  any  taxation 
was  imposed. 

4673.  But  if  the  tax  is  10  per  cent,  on  production, 
and  if  the  employer  may  reduce  the  wages  by  10  per 
cent.,  what  percentage  of  the  tax  does  he  pay? — 
The  employer  would  in  that  case  pay  10  per  cent,  on 
his  own  share  of  the  annual  production. 

4674.  Does  that  mean  that  the  wage-earner  would 
be  able  to  put  up  his  wages1  by  the  present  recognised 
Trade  Union  activities? — The  wage-earner  in  an 
industry  cannot  -divide  more  than  there  is,  and  lie 
must  leave  just  shares  for  his  co-operators.  I have 
not  here  taken  into  account  the  Trade  Unions.  I 
realise  that  they  will  have  to  be  taken  into  account 
in  anything  of  this  sort,  but  I want  to  show  them 
that  this  is  the  best  thing  for  their  constituents. 

4675.  I want  to  be  quite  clear  about  this.  If  the 
employer  has  the  power,  as  I understand  it,  to  pass 
on  the  tax  of  101  per  cent,  to  the  wage-earner  without 
apparently  taking  any  portion  of  the  burden  himself, 
do  you  really  think  there  would  be  any  real  co- 
operation between  the  wage-earner  and  the  employer 
in  determining  how  that  10  per  cent,  shall  be  exacted 
from  wages? — May  I,  in  answer  to  that,  read  para- 
graph 25  of  my  evidence-in-chief,  because  that  shows 
the  essential  .and  very  important  difference  between 
disproportionate  and  proportionate  taxation. 
(Paragraph  read.) 

4676.  I am  not  going  to  quarrel  with  economic 
laws,  but  I want  to  suggest  to  you  that  if  you  sub- 
stitute for  the  word  “ striving  ” in  that  theory  the 
word  “ striking  ” you  will  probably  get  an  answer 
to  your  suggestion  as  to  how  taxes  should  be  passed 
on? — My  suggestions  are  put  forward  in  the 
interests  of  the  wage-earners,  and  strikes  could  only 
happen  from  lack  of  knowledge  of  the  futility  of 
strike  action  and  of  the  enormous  damage  which 
strikes  inflict  upon  the  great  mass  of  the  people, 
including  the  strikers  themselves. 

4677.  Professor  TIall : In  paragraph  1 you  say  that 
the  most  pressing  need  of  the  country  is  to  reduce 
taxation.  Do  you  think  that  to  be  of  more 
importance  than  the  reduction  of  the  debt? — Yes, 
much  more.  I do  not  regard  the  debt  as  of  very 
great  importance  except  that  it  doubles  taxation, 
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and  the  only  way  to  reduce  the  debt  would  be  still 
farther  to  increase  taxation. 

4678.  When  you  say  “ the  most  pressing  need  of 
the  country,”  are  you  thinking  of  industry  and  com- 
merce P — Yes,  always. 

4679.  Do  you  think  that  a reduction  of  taxation  is 
more  important  than  the  restoration  of  world  con- 
ditions?— I do  not  quite  follow  that  question.  Of 
course,  restoration  of  confidence  and  so  on  is  of  the 
greatest  importance  to  production  and  employment. 

4680.  Do  you  think  that  the  reduction  of  taxation 
would  stimulate  trade  more  than,  say,  the  increased 
prosperity  of  our  customers  abroad?  How  are  we 
going,  by  reducing  taxation,  to  make  people  abroad 
more  prosperous  and  better  aible  to  buy  from  us? — 
If  we  could  reduce  prices  here,  we  could  offer  goods 
at  a less  price,  and  therefore  make  them  more  attrac- 
tive to  our  customers  abroad. 

4681.  Do  you  think  .that  a reduction  of  Income  Tax 
would  have  a very  considerable  effect  upon  prices? — 
Yes,  I do. 

4682.  Sufficient  to  induce  a considerable  additional 
demand? — Yes. 

4683.  You  do  think  this  reduction  of  taxation  is 
the  most  pressing  need  for  the  development  of  trade 
and  commerce? — I feel  it  very  strongly. 

4684.  More  than  any  other  subject? — Yes. 

4685.  Would  you  even  reduce  the  Sinking  Fund? 
— Not  below  one-half  of  one  per  cent.,  which  would 
repay  the  debt  within  50  years. 

4686.  There  is  then  another  pressing  need  besides 
the  reduction  of  taxation? — We  want  to  reduce  the 
debt  by  means  of  a regular  Sinking  Fund. 

4687.  Would  you  then  say  that  the  most  pressing 
need  is  to  maintain  that  Sinking  Fund  of  £33,000,000? 
— Yes,  we  must  maintain  that  Sinking  Fund. 

4688.  So  that  this  suggestion  about  the  most  press- 
ing need  being  the  reduction  of  taxation  is  of  limited 
application.  It  is  only  down  to  a certain  figure? — 
The  most  pressing  need  is  the  reduction  of  taxation 
after  making  reasonable  and  certain  provision  for 
Hie  ultimate  repayment  of  the  National  Debt. 

4689.  You  would  not  reduce  taxation  beyond  a 
certain  figure? — No,  not  at  the  expense  of  a regular 
Sinking  Fund  to  repay  the  National  Debt. 

4690.  You  have  mentioned  this  question  of  the 
Sinking  Fund.  Are  we  to  understand  your  statement 
as  meaning  that  you  would  add  to  the  £33,000,000 
the  amount  of  the  interest  saved? — Yes,  the  amount 
of  that  £33,000,000  would  be  increased  every  year  by 
the  interest  which  would  accrue  on  the  debt  which 
had  in  previous  years  been  purchased  in  the  market. 

4691.  Would  you  expect  the  debt  then  to  be  paid 
off  in  50  years? — Yes,  it  would  be. 

4692.  And  you  would  continue  that  policy? — Yes, 
up  to  50  years. 

4693.  With  the  intention  of  paying  off  the  debt 
in  50  years? — Yes. 

4694.  Going  now  to  paragraph  2,  you  say:  “The 
existence  of  the  National  Debt  need  not  directly 
affect  the  terms  on  which  capital  can  be  raised.” 
Do  you  not  think  that  during  the  period  of  the  War, 
when  the  debt  was  being  created,  there  was  of 
necessity  a large  restriction  of  capital  expenditure 
that  is  only  now  being  met? — No  doubt  municipal 
authorities,  railways  and  other  industries  held  up 
their  capital  developments  during  the  War,  and  we 
have  now  a bigger  demand  for  capital  from  those 
sources  than  we  would  have  had  if  we  had  not  been 
so  long  engaged  on  War  services. 

4695.  So  that  in  that  sense  the  National  Debt  does 
affect  the  present  rate  of  interest.  It  has  increased 
what  we  may  call  the  annual  demand  for  capital? 
— The  War,  I think,  has  caused  some  arrears  of 
maintenance  and  capital  developments  to  exist  and 
capital  is  needed  to  wipe  them  off. 

4696.  To  that  extent  the  rate  of  interest  to-day  is 
affected? — Yes,  I think  the  National  Debt,  amongst 
other  things,  has  operated  to  increase  the  rate  of 
interest  which  is  demanded  by  capital,  if  only  because 
it  has  doubled  taxation,  and  so  under  our  tax  system 
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has  increased  prices  of  everything,  including  the 
wages  of  capital  which  is  interest. 

4697.  Leaving  out  for  the  moment  the  consideration 
of  taxation,  would  you  agree  that  the  demand  for 
capital  to-day  is  greater  because  of  the  War? — I 
think  there  are  greater  opportunities  for  the  employ- 
ment of  capital  if  it  could  be  got. 

4698.  In  paragraph  4 you  take  the  view  that 
Income  Tax  becomes  a factor  in  prices? — Yes,  because 
under  our  present  system  it  is  a disproportionate 
tax. 

4699.  And  the  suggestion  is  that  when  Income  Tax 
is  increased  employers  obtain  higher  prices? — Yes. 
while  it  is  levied  disproportionately. 

4700.  If  they  can  obtain  higher  prices  after  the 
tax  has  been  put  on  why  should  not  they  have 
obtained  the  higher  prices  earlier? — The  answer  is 
contained  in  para.  25  of  my  evidence  in  chief.  With- 
out the  striving  set  up  by  disproportionate  or  pro- 
gressive taxation  any  general  raising  of  prices  would 
have  been  inoperative  for  the  reasons  there  shown. 

4701.  Surely  if  it  is  possible  for  them  to  get  a 
higher  price  after  the  tax  has  been  put  on  it  must 
have  been  possible  for  them  to  get  a higher  price 
earlier? — I think  not,  because  there  would  be  com- 
petition at  once  then,  lit  would  be  said,  these  men 
are  getting  more  than  their  just  share. 

4702.  Do  you  think  that  business  men  argue  on 
those  lines?— They  act  remarkably  like  it.  It  is 
extraordinary  how  these  obscure  economic  laws  are 
reflected  in  the  action  of  business  men  everywhere. 
They  do  not  argue,  they  do  better  than  that,  they 
act  upon  those  lines. 

4703.  Do  you  think  there  is  a kind  of  invisible 
hand  working  in  this  matter? — I do  think  so, 
natural  forces,  which  we  cannot  control. 

4704.  So  that  it  does  not  really  matter  very  much 
what  rate  of  Income  Tax  is  paid ; employers  will  tend 
to  get  their  just  share,  as  you  call  it? — Yes.  They 
will  ultimately  have  their  just  and  reasonable  share, 
or  they  will  gradually  cease  to  produce.  The  striving 
set  up  in  the  meantime  and  the  disturbance  of  price 
levels  and  other  things  are  disastrous  to  industry 
and  employment,  and  it  is  always  the  wage-earner 
who  suffers  most  owing  to  his  dependent  position. 

4705.  Sir  .J osiah  Stamp : You  have  been  referring 
to  those  economic  laws  and  forces  which  determine 
prices  and  also  determine  the  rewards  given  to  the 
different  factors  of  production.  Could  you  give  ns 
any  reference  to  any  place  where  we  could  find 
authoritatively  set  out  those  laws  that  work  in  the 
way  that  you  suggest? — I believe  that  the  existence 
of  these  economic  laws  is  accepted  generally  by 
economists. 

4706.  There  is  a scientific  theory  of  economics  as 
taught  by  people  who  study  it  as  a branch  of  science 
Do  you  accept  their  teachings  and  their  principles, 
or  have  you  got  a brand  of  economics  of  your  own, 
or  is  there  a rival  set? — There  are  many  theories 
claiming  to  be  scientific.  The  word  “ economist  ” 
is  used  to  range  over  a very  wide  area  of  thought. 

4707.  Let  us  narrow  it  down.  Take  what  we  might 
call  the  conventional  teaching  of  economists  on  the 
marginal  principle.  Do  you  accept  that  or  reject  ,t? 
— I reject  it  as  applied  to  taxation. 

4708.  You  say  the  marginal  theory  is  wrong? — Yes, 
as  applied  to  taxation. 

4709.  So  that  the  body  of  economics  to-day  which 
centres  round  the  marginal  principle  is,  in  your 
judgment,  erroneous? — I think  it  is  not  applicable 
to  matters  of  taxation. 

4710.  You  would  say  that  prices  of  commodities, 
land  the  rewards  of  the  factors  of  production,  are 
settled  by  other  economic  forces  than  the  marginal 
principle  ? — Yes. 

4711.  And  there  is  a body  of  economic  teaching 
which  would  put  these  matters  right,  only  we  have 
not  got  it  set  out  formally  before  us? — It  is  the 
generally  accepted  principle  of  the  existence  of 
natural  forces  which  determine  ultimate  wages, 
interests,  rents  and  profits. 
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4712.  I understand  that  you  do  not  approve  of 
the  modern  marginal  principle? — Not  for  taxation 
purposes. 

4713.  I am  on  the  question  of  the  determination  of 
price.  You  have  been  enunciating  a principle  of 
the  determination  of  price,  which  is  quite  at  variance, 
as  I understand  it,  with  the  accepted  body  of  teach- 
ing of  economics.  I want  to  know  if  you  can  point 
us  to  anywhere  where  your  particular  brand  of 
economics  is  to  he  found,  so  that  we  can  study  it  ? — 
I think  my  particular  brand  is  the  generally  accepted 
principle  which  I have  suggested.  I can  only  refer 
to  the  well-known  writers  on  economics,  but  I can- 
not at  the  moment  give  any  particular  chapter  and 
verse. 

4714.  You  said  just  now  that  you  did  not'  believe 
in  the  marginal  principle  of  determining  prices  or 
the  rewards  of  the  factors  of  production.  Could  you 
tell  us  any  prominent  economists  of  to-day  who  do 
not  accept  the  marginal  principle,  or  any  school  of 
thought  that  does  not? — I should  not  be  prepared 
to  say  that  it  was  by  any  means  commonly  accepted. 

4715.  Would  you  tell  us  any  economist  or  school  of 
economists  which  on  this  question  of  value  and  price 
would  differ  from  the  teaching,  say,  of  Marshall? — I 
should  say  that  many  competent  thinkers  are  unable 
to  accept  as  sound  Marshall’s  application  of  the 
theory  of  marginal  utility  to  taxation. 

4716.  May  I suggest  to  you  a school  of  economists 
who  differ  from  Marshall  and  ask  you  whether  you 
identify  yourself  with  them? — If  you  please. 

4717.  The  Earl  Marxian  school  cannot  be  recon- 
ciled with  Marshall,  and  that  is  the  only  big  school 
that  I know.  Do  you  accept  that  school? — No. 

4718.  I want  to  find  where  I can  get  enunciated 
the  theory  on  which  you  are  relying.  If  they  are 
your  own  economic  laws  that  you  yourself  have 
evolved,  I understand  exactly  where  I am? — No,  I 
would  not  venture  to  claim  that. 

4719.  Would  you  tell  me  where  the  representative 
school  to  which  you  belong  is  to  be  found  ? — Is  it  not 
possible  that  it  is  in  the  world  at  large  rather  than 
in  any  particular  representative  school?  I am  sorry 
I cannot  answer  better. 

4720.  Mrs.  Wootton  : At  the  end  of  paragraph  6 
you  say : “ Industry  is  not  an  investor  in  the  National 
Debt  except  for  purely  temporary  purposes.”  I 
want  to  ask  on  what  sort  of  evidence  that  general 
statement  is  based? — My  own  experience,  because  as 
a chartered  accountant  in  practice  for  a good  many 
.years,  I am  always  examining  balance  sheets  and 
statements  of  account. 

4721.  Do  I understand  that  the  balance  sheets  of 
.industrial  companies  do  not  at  present  show  consider- 
able holdings  of  Government  securities? — Except,  I 
think,  for  temporary  purposes.  It  may  be  that  they 
are  accumulating  a fund  for  some  contingency  which 
will  arise  some  years  hence;  I do  not  want  to  narrow 
■the  word  “ temporary  ” too  much.  I quite  agree  you 
do  find  investments  in  Government  securities  in 
balance  sheets,  but  I think  that  they  are  not  wrongly 
described  as  being  for  temporary  purposes.  The  in- 
vestment is.  not  simply  for  the  purpose  of  holding 
the  security  in  order  to  receive  the  interest. 

, 4722.  But  the  investment  may  recur  in  balance 
sheets  over  quite  a.  long  number  of  years  ? — Yes,  I 
think  so. 

4723.  Mr.  Bell : I think  if  we  asked  you  to  read 
the  remainder  of  your  paper  it  would  occupy  you 
too  long.  I think  it  may  be  possible,  without  asking 
you  tO'  read  through  the  following  paragraphs,  for 
'the  Committee  to  ask  questions  upon  them?- — If  you 
please. 

- - 4724.  Sir  Alan  Anderson : You  have  told  us  what 
you  were  going-  to  substitute  for  the  present 
'capricious  taxation.  What  exactly  was  it  to  be? — A 
flat  rate  tax  on  production. 

4725.  How  do  you  reckon  it  on  production — on  the 
.sales? — No,  on  annual  production  arising  in  the 
hands  of  each  employer  or  independent  worker. 

4726.  On  what  would  you.  base  it— on  the  revenue 
of  the  industry?— No,  on  the  annual  production  of 
each  industry. 


4727.  Professor  Sail:  The  added  value? — I would 
extract  from  the  year’s  profit  and  loss  account,  the 
wages,  salaries,  interest,  rent  and  the  employer’s 
share.  Then  I would  add  those  together  and  apply 
the  tax  at  the  necessary  rate,  10  per  cent.,  or  what- 
ever it  might  be,  and  the  employer  would  be  responsi- 
ble for  paying  that. 

. 4728.  Mr.  Bell : Without  reference  to  the  question 
of  a profit  or  a loss? — No,  the  method  of  dealing  with 
losses  is  clearly  shown  in  a short  summary  of  my 
production  tax  proposals  which,  with  the  permission 
of  the  Committee,  I will  put  in  later.* 

4729.  Sir  Josiah  Stamp:  You  have  published  your 
scheme,  have  you  not? — I have. 

4730.  Does  it  not  come  to  this  : that  you  take  first 
the  turnover  and  deduct  from  it  the  cost  of  raw 
materials,  transport  and  so  on,  leaving  as  a balance 
all  the  rewards  and  all  the  factors  of  production  in 
that  business? — That  is  precisely  so. 

4731.  What  you  do  is  to  put  the  national  production 
into  a heap  on  the  floor.  In  the  night  the  Govern- 
ment comes  along  and  takes  away  one-tenth,  or  what- 
ever it  is,  and  the  next  morning  economic  forces 
work  just  as  usual  as  though  the  production  never 
had  been  any  larger  than  the  amount  left.  That  is 
your  position? — Precisely;  that  is  it  in  a nutshell. 
We  deduct  from  the  sales  the  amount  of  the  pur- 
chases, expired  capital  outlay  or  depreciation  of 
plant,  and  all  outside  expenses  like  railway  carriage, 
postage,  and  services  received  . from  .other  under- 
takings, and  the  difference  will  be  found  to  bt> 
production.  This  the  employer  distributes  to  his 
co-operators — the  wage-earners  and  salary-earners 
and  rent  and  interest — to  those  who  lend  him  land, 
buildings  and  money — leaving  a certain  balance  of 
profit  in  the  hands  of  the  employer. 

4732.  Professor  Hall : Do  you  include  the  profes-  • 
sional  man’s  earnings,  too? — Yes,  the  professional 
man’s  earnings  and  the  earnings  of  all  employers  and 
independent  workers.  I define  “ production  ” in  this 
way:  “ annual  production  arising  out  of  service  ren- 
dered by  man  and  by  capital  in  supplying  all  required 
for  man’s  wants.”  Thus  the  singer,  the  painter,  the 
surgeon,  the  barrister,  the  cinema  proprietor,  every- 
body who  is  supplying  man’s  wants  and  drawing  an 
income  from  it  is  a producer  just  as  though  he  was 
making  a table  or  other  tangible  thing. 

4733.  Sir  Josiah  Stamp  : I have  studied  your  sys- 
tem carefully,  and  it  amounts  to  this  in  the  final 
resort.  You  put  a flat  rate  tax  on  everybody’s  income, 
only  you  do  it  in  the  quickest  way,  at  the  source. 
It  allows  no  limit  of  existence  exemption.  It  is  just 
as  if  you  left  the  milk  out  at  night  and  the  cat  got 
some,  and  you  make  allowance  for  that  in  the 
family,  and  you  divide  the  remainder  out? — Yes, 
exactly;  it  is  a just  system.  And  it  avoids  the  temp- 
tation to  interfere  with  the  play  of  natural  forces—' 
such  interference  being  not  merely  futile  but  actually 
disastrous  in  its  ultimate  results  on  the  mechanism  of 
modern  industry. 

4734.  Professor  Hall : You  ignore  the  “ ability  to 
pay  ” principle? — Yes,  because  it  defeats  itself;  it 
brings  worse  reactions  upon  the  wage-earners,  and 
others  with  small  incomes. 

4735.  Mr.  Sickens : Would  the  owner  of  Govern- 
ment securities  pay  anything? — Yes,  he  would. 

4736.  He  is  not  contributing  much  in  the  way  of 
immediate  benefit? — Production  tax  would  be  de- 
ducted at  the  current  rate  from  all  interest  paid  on 
British  Government  and  municipal  securities.  This 
would  naturally  be  so,  because  all  such  securities 
represent  unredeemed  debts  of  the  State  or  muni- 
cipalities incurred  in  defence,  or  in  providing  for 
the  future  supply,  .of  something  or  other  required  for 
man’s  wants,  including  endeavours  to  attain  peace 
and  security.  That  is  logical;  that  is  quite  right. 
That  falls  within  the  definition  of  “ production, 
which  I have  just  ventured  to  give. 

4737.  Professor  Hall:  You  deduct  production  .tax 
from  the  one  who  receives  interest,  from . a mumci- 
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pality  which,  merely  invests  his  capital  in  a gas 
works,  but  you  would  not  deduct  it  from  the  interest 
of  a shareholder  in  a gas  company? — Production  tax 
would  be  provided  for  in  both  cases.  If  the  muni- 
cipality pays  interest  at  5 per  cent,  on  its  gas 
works  loans,  it  would  deduct  the  10  per  cent,  pro- 
duction tax  and  pay  £4  10s.  net.  If  the  gas  com- 
pany earns  a distributable  profit  of  5 per  cent,  on  its 
ordinary  shares,  it  would  also  pay  £4  10s.  net.  The 
deduction  of  production  tax  is  effected  whether  shown 
or  not.  I would  like  to  provide,  by  statutory  enact- 
ment, that  in  paying  interest  and  rent — as  well  as 
wages  and  salaries — out  of  taxed  production,  em- 
ployers shall,  in  every  case,  show  the  gross  payment 
and  the  deduction  of  production  tax. 

4738.  Mr.  Bowen : Just  a couple  of  points  on  para- 
graph 19.  You  say  that  the  Income  Tax  is  costly 
to  administer,  while  there  are  easy  means  of  avoid- 
ing it.  From  the  figures  that  we  have  before  us  we 
find  that  the  cost  of  the  two  collecting  departments, 
the  Inland  Revenue  and  the  Customs  and  Excise,  was 
under  £11,000,000  last  year,  and  the  tax  received 
amounted  to  over  £700,000,000.  Do  you  regard  that 
as  a high  cost  of  collection? — No,  I do  not,  con- 
sidering the  vast  complexity  of  the  whole  system.  I 
do  not  know,  however,  whether  that  includes  rent, 
rates,  stationery,  printing,  postage  and  other  ex- 
penses or  whether  it  is  salaries  only.  But  in  any 
case  it  does  not  represent  half  the  actual  cost  to  the 
oountry.  Employers  and  their  agents  are  finding 
that  it  is  necessary  to  occupy  a very  great  amount  of 
time,  and  attention  in  dealing  with  these  taxing 
matters.  I have  lately  been  making  inquiries  among 
friends  who  are  accountants  like  myself,  and  I find 
they  think  that  about  one-third  to  one-half  of  the 
time  of  skilled  accountants  throughout  the  country 
is  now  occupied  on  taxation  matters  and  the  many 
problems  which  arise  in  connection  with  taxation. 
For  this  reason  £11,000,000  does  not  represent  any- 
thing like  the  cost  to  the  coimtry. 

4739.  What  do  you  think  would  represent  the  cost 
to  the  country? — I should  think  that  the  direct,  but 
unrecorded,  cost  to  taxpayers  of  the  services  of  them- 
selves and  their  advisers  in  connection  with  tax  pay- 
ments and  re-payments  must  be  twice  as  much  as 
the  cost  of  the  revenue  departments.  I should  there- 
fore put  the  cost  to  the  country  at  £33,000,000. 

4740.  Even  that  £33,000,000  is  not  a very  high 
cost  of  administration  for  the  collection  of 
£700,000,000? — It  is  nearly  5 per  cent.  With  a 
simple  tax  system  there  would  be  no  need  for  this 
expenditure. 

4741.  Have  you  any  figure  in  your  mind  which 
would  indicate  the  cost  of  the  alternative  method? — 
I should  think  that  with  a simple  flat  rate  tax  on 
production,  such  as  I have  suggested,  the  cost  would 
not  be  more  than  25  per  cent,  of  what  it  is  now. 

4742.  Sir  Josiah  Stamp:  Do  you  mean  the 

accountancy  costs  attaching  to  your  scheme  would 
be  25  per  cent,  of  the  accountancy  costs  attaching  to 
the  present  scheme? — Yes,  and  also  all  other  costs. 

4743.  Mr.  Bowen:  You  do  not  think  you  are  un- 
duly optimistic  ? — No ; a production  tax  would  be 
exceedingly  simple  to  apply  and  administer. 

4744.  Sir  Josiah  Stamp  : Have  you  realised  that 
as  compared  with  the  present  field  of  taxation 
covered  by  accountancy  your  system  would  involve 
elaborate  accounts  to  be  kept  ;by  small  retailers  who 
ai'e  at  present  charged  on  round  figures?  You  have 
a baker,  for  instance,  who  is  charged  on  £200  or 
41300,  and  it  is  known  to  be  roughly  accurate  over  a 
Period  of  years.  Your  scheme  involves  a different 
method  of  charge  altogether,  because  he  has  got  to 
Pay  on  the  wages  of  his  employees  and  everybody 
else.  It  involves  large  and  elaborate  accounts? — 
No,  that  is  not,  so.  If  necessary  a man  can  be  easily 
assessed  to  production  tax  without  any  accounts  at 
a“-  I think  many  of  the  smaller  shopkeepers  even 
now  are  unable  to  produce  accounts,  and  they  may 
think  they  are  not  making  profits;  and  sometimes 
they  do  not  record  all  their  receipts,  and  so  on. 
oow  if  we  had  a production  tax  we  should  have  the 
shopkeeper  before  ns  and  we  should  say.-  “How 
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many  men  do  you  employ?  ” If  he  employs  so  many 
men  we  know  pretty  well  what  the  wages  are. 
Then:  “What  is  your  rent?”  Then:  “Do  you 

borrow  any  money  from  the  bank  or  from  anybody? 
What  interest  do  you  pay  on  it?  ” We  add  up  the 
amounts  of  all  those  items  and  we  say  : “ Your  tax 
must  be  not  less  than  10  per  cent  on  this  total  plus  a 
reasonable  amount  to  cover  the  fact  that  you  have 
lived  out  of  the  business.”  He  may  say  that  he  had 
lost  money  during  the  year.  Then  he  would  have  to 
state  in  writing  which  of  his  assets  had  deteriorated 
in  value  or  which  of  his  liabilities  had  increased. 

474-5.  Does  he  know? — He  would  have  to  deliver 
a list  showing  the  estimated  values,  if  he  had  no 
accounts.  He  would  have  to  say  what  he  valued  his 
assets  at,  and  what  his  'liabilities  were,  and  even 
if  his  values  were  wrong  the  values  w*ould  be  the 
starting  point  for  the  following  year,  and  then  the 
following  year  we  would  ask  him  again  : “ What  are 
your  assets  and  liabilities  ” ? — If  he  claimed  again 
and  again  that  they  had  fallen  still  further  in  value 
there  would  soon  be  no  value  left,  and  thus  he  would 
be  condemned  out  of  his  own  mouth.  I have  been 
very  much  struck  with  the  advantage  of  this  scheme 
from  the  point  of  view  of  roping  in  the  small  man 
who  lives  well  but  does  not  keep  any  accounts,  and 
may  now  escape  tax. 

4746.  Do  you  really  think  you  are  describing  what 
is  a practicable  procedure  in  the  Tax  Office? — Yes. 
The  Inspector  of  Taxes  would  ask,  “ What  wages  do 
you  pay?  WTkat  rent  do  you  pay?  What  interest 
do  you  pay?  What  are  your  assets  and  liabilities?  ” 
The  taxpayer  may  not  have  any  books,  but  he  must 
answer  those  simple  questions.  The  following  year 
he  would  have  to  start  with  the  amounts  at  which 
he  estimated  his  assets  and  liabilities  at  the  end  of 
the  previous  year.;  The  Inspector’s  work,  even  in 
the  absence  of  accounts,  would  be  comparatively  easy 
and  straightforward. 

4747.  Mr.  Bowen  : As  regards  avoidance,  of  which 
you  speak,  do  you  not  think  that  our  Income  Tax 
must  compare  well  with  other  taxes  in  view  of  the 
fact  that  so  large  a part  of  it  is  collected  'at  the 
source  before  the  income  is  distributed  to  the 
individual  recipients? — I think  that  collection  at  the 
source  is  a very  necessary  thing  from  the  point  of 
view  of  the  national  revenue. 

4748.  But  where  does  the  avoidance  show  itself? — 
There  are  many  ways.  A good  many  people  are  going 
to  live  abroad.  There  are  arrangements  possible  by 
which  a resident  here  makes  investments  abroad,  and 
vests  them  in  a foreign  company  registered  for  the 
purpose,  the  shares  of  which  are  held  by  him.  This 
and  other  methods  render  possible  all  kinds  of  legal 
avoidance  of  tax.  People  divide  their  estates 
with  their  children  to  reduce  Super-tax  and 
Death  Duties.  Again,  large  estates  are 
registered,  as  is  well  known,  as  limited  companies. 
That  plan  has  now  been  countered  to  a considerable 
extent  by  certain  provisions  that  undistributed 
profits  of  companies  may.  be  assessed  to  Super-tax, 
so  that  that  is  not  now  so  effective  as  it  used  to  be. 
But  there  is,  I am  afraid,  a great  deal  of  avoidance 
of  Income  Tax,  not  illegal,  but  legal.  I think  that 
is  well  known. 

4749.  Do  you  think  any  legal  means  could  be 
devised  to  prevent  avoiding  any  tax  of  any  kind?— 
Not  under  our  present  system. 

4750.  Then  we  need  not  stress  it  here? — No. 
There  could,  however,  be  no  important  avoidance 
of  a production  tax. 

4751.  Mr.  Bell:  I see  we  have  already  discussed 
the  questions  raised  in  the  following  paragraphs, 
with  one  exception,  which  I want  to  bring  you  to. 
You  have  emphasised  in  paragraph  21  that  the 
savers  of  money  are  really  doing  a very  useful 
economic  service,  and  in  paragraph  22  you  raise  some 
very  interesting  questions  on  the  amount  of  capital 
required  on  which  I would  like  some  of  the  members 
of  the  Committee  to  examine  you.  We  have  had 
rather  different  views  given  to  us;  we  have  had  the 
views  of  a banker  that  a great  deal  of  capital  is 
really  available  for  new  enterprise  if  that  new 
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enterprise  happened  to  want  it,  and  we  have  had  put 
in  lists  of  five  or  six  recent  issues,  some  of  them  indus- 
trial issues,  which  were  over-suhscribed  within  a few 
hours.  You  show  here  that  the  Government  borrow- 
ings were  very  much  less  than  other  borrowings  in 
1913,  and  that  the  reverse  was  the  position  in  1923. 
That  might  arise  from  two  causes.  It  might  arise 
because  there  was  not  money  available  for  the  other 
borrowers,  or  it  might  arise  from  the  fact  that  the 
other  borrowers  did  not  want  it.  You  take  rather 
the  view  that  there  is  not  the  money  for  the  other 
borrowers,  which  is  different  from  the  views  I have 
referred  to.  I will  not  ask  any  questions  on  .this, 
but  I have  just  explained  the  two  views  in  case 
any  other  member  of  the  Committee  may  like  to 
question  you  on  this  matter.  ( Professor  Dali) : On 
paragraph  22,  we  have  had  a good  deal  of  evidence 
that  there  has  been  a very  big  demand  for  such  in- 
dustrial issues  as  have  been  offered,  which  suggests 
that  there  is  no  dearth  of  capital  at  the  moment  for 
investment  purposes.  Is  it  your  opinion  that  there 
would  be  any  dearth  if  trade  revived? — (Witness): 
I think  that  in  diminishing  real  savings  we  are 
diminishing  the  foundation  upon  which  credit  rests. 
There  is  nowi  an  improved  state  of  general  con- 
fidence and  feeling  of  security,  and  I think  that  is 
probably  the  reason  why  at  the  present  time  fresh 
issues  are  coming  out,  and  the  capital  is  found,  but 
I think  largely  upon  credit.  I think  that  that  could 
not  go  on  indefinitely  without  adequate  saving  year 
by  year  out  of  profits  to  provide  fresh  real  capital  as 
the  basis  of  credit.  It  is  a very  difficult  subject,  but 
I think  that  in  order  to  sustain  the  apparent  plenti- 
fulness of  capital  at  the  present  time  we  must  take 
care  to  save  out  of  production  year  by  year.  The 
present  high  rates  of  taxes  on  the  bigger  incomes  are 
preventing  or  curtailing  the  necessary  annual 
savings  by  those  best  able  to  employ  the  savings  in 
successful  production. 

4/ 52.  It  has  been  put  to  us  that  there  is  a great 
deal  of  capital  in  the  country  which  is  idle  at  the 
present  moment,  and,  without  any  further  saving, 
if  we  had  a sufficient  demand  we  could  find  better 
employment  for  that  capital.  Is  it  not  then  a ques- 
tion to  some  extent  of  demand  for  finished  products 
as  well  as  a question  of  supply  of  capital?— If  we  did 
not  discourage  employers  there  would  be  more  new 
enterprise,  building  fresh  works,  factories,  and  so  on. 

4/53.  I was  thinking  at  the  moment  of  the  demand 
for  finished  products.  There  is  a good  deal  of  capital 
m the  country  lying  idle.  Take  the  cotton  industry, 


for  example? — What  do  we  mean  by  capital  lying 
idle?  I have  sometimes  thought  that  confidence  and 
capital  are  almost  identical.  Without  confidence 
capital  vanishes.  With  the  existence  of  a state  of 
public  confidence  you  can  get  credit  to  a very  large 
extent  to  start  any  promising  new  enterprise,  and 
so  we  say  that  capital  is  lying  idle.  I do  not  think 
it  is  actually  existing  capital.  There  are  evidently 
at  the  present  time  facilities  for  obtaining  credit 
which  are  not  yet  wholly  absorbed. 

4754.  Perhaps  we  are  using  the  word  “ capital  ” 
in  different  senses.  There  is  a good  deal  of  capital 
in  the  form  of  machinery  and  buildings  which  is  not 
fully  employed  at  the  present  moment? — That  I 
agree;  we  are  discouraging  employers. 

4755.  In  that  case  the  greatest  need  is  surely  a 
bigger  demand  for  the  finished  products  that  the 
capital  might  produce  ? — Or  the  ability  to  produce  on 
terms  which  will  leave  the  employer  something  for 
himself.  Because  you  can  only  produce  if  you  get 
your  employer  who  finds  the  proposition  is  sufficiently 
attractive. 

4756.  In  some  industries  to-day  if  the  employer 
were  to  sell  without  any  profit  at  all  he  could  not 
sell  his  goods,  and  in  that  sense  there  is  machinery 

and  plant  which  forms  fixed  capital  lying  idle? 

Yes,  lack  of  industry  and  lack  of  demand  react  on 
each  other.  Lack  of  industry  creates  lack  of  demand 
and  vice  versa,  it  is  only  out  of  industry  that  you 
can  get  the  means  to  satisfy  your  wants. 

4757.  Mr.  Bell:  This  morning  we  were  on  the 
specific  question  of  actual  subscriptions  to  various 
issues,  and  the  evidence  we  had  was  that  there  was 
sufficient  capital  for  new  issues? — I think  there  is  a 
plentiful  supply  of  credit  at  the  present  time. 

4758.  We  need  not  go  into  it,  because  it  takes  us 
away  into  the  future,  but  at  present,  as  far  as  one 
can  see,  there  is  money  in  the  country  ready  to  be 
invested  in  issues  other  than  Government  issues  if 
they  were  made?— Yes.  I would  rather  say  that 
there  is  confidence  in  the  country  which  would  enable 
credit  to  be  obtained  for  promising  enterprises.  1 
thl,vLltr^f  Iargely  a question  of  public  confidence. 

4/oJ.  that  is  always,  of  course,  a condition 
precedent,,  but  the  point  we  are  on  is : Is  there 
money,  given  that  confidence,  to  be  got?— Yes  I 

ink  so,.  but  employers  require  attractive 
opportunities. 

4760.  It  is  very  kind  of  you  to  have  come.  I am 
afraid  we  have  taken  up  a lot  of  your  time?— Thank 
,vou  or  giving  me  the  opportunity  of  being  heard. 

I appreciate  it  very  much. 


(The  Witness  withdrew.) 
(Adjourned.) 


Mr.  Leake  afterwards  submitted  the  following 
summary  of  his  proposals  for  the  replacement  of  the 
present  system  of  progressive  taxation  and  ulti- 
mately of  indirect  taxation,  by  a flat  rate  tax  on 
production. 

Proposed  Pboduotion  Tax. 

A New  System. 

1.  It  is  suggested  that  the  foundation  of  the  annual 
taxable  capacity  of  a nation  is  annual  production 
arising  out  of  service  rendered  by  man  and  by  capital 
m supplying  all  required  for  man’s  wants.  Subject 
to  certain  reservations,  mentioned  below,  the  pro- 
posal is  to  assess  a flat  rate  production  tax  of  10  per 
cent.,  or  other  required  amount,  upon  the  actual 
employer  on  the  whole  amount  of  the  service  as 
rendered  by  him  and  his  capital,  and  by  his  co- 
operators.  His  co-operators  linclud©  wage-earners, 
salarj -ear  ners  and  the  owners  of  all  borrowed  or 
hired  capital  employed.  The  term  “ employer  ” in- 
cludes joint-stock  companies,  private  partnerships, 
and  independent  workers  of  all  kinds,  whether  en- 
gaged in  trade  or  business,  and  it  also  includes 


persons  employing  others  in  domestic  occupations 
The  employer’s  liability  will  be  measured  by  a tax 
of  the  weight  required  on  the  amount  of  the  earnings 
of  the  employer,  and  of  all  his  co-operators,  instead 
of,  as  now,  by  a 22]  per  cent.  Income  Tax  (plus 
Su pei -tax)  upon  the  employer’s  eai’nings  only.  This 
will,  in  the  first  instance,  leave  the  employer  with 
his  old  share  of  untaxed  profits,  less  the  amount  of 
the  new  tax  to  be  paid  by  him.  The  amount  of  the 
new  tax,  although  measured  in  a different  way,  may 
or  may  not  be  greater  than  the  tax  which  the  em- 
ployer pays  under  our  present  Income  Tax  system. 
It  seems  probable  that  whether,  and  to  what  extent, 
the  employer  will  find  it  necessary  immediately  to 
reduce  the  shares  of  taxed  production  paid  in  the 
forms  of  wages  and  salaries,  will  depend  upon  the 
circumstances.  It  may  be  that  any  reduction  in  the 
rate  of  wages  and  salaries  will  coincide  with,  or 
perhaps  may  actually  follow,  the  gradual  fall  in  prices 
and  the  cost  of  living,  together  with  the  increase  in 
opportunities  of  employment,  which  will  result  from 
the  gradual  release  of  employers  from  the  present 
crushing  burden  of  progressive  taxation. 
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Method  of  Assessment  of  a Production  Tax. 

2.  The  method  of  arriving  at  the  amount  of  the 
Essessment  to  be  made  upon  an  industrial  employer  Is 
to  add  together  the  payments  made  in  the  year  to 
wage-earners  and  salary-earners,  and  the  profits 
taken  by  the  employer,  and  by  the  capital  employed. 
The  method  of  computing  the  amount  of  the  assess- 
ment will  be  clear  from  the  following  case  of  n 
manufacturing  undertaking,  the  output  of  which  for 
a given  year  realises  £100,000.  The  Profit  and  Loss 
Account  might  stand  thus  : — 

Service  as  ren- 
dered, to  be 
assessed  on  this 
manufacturing 

undertaking.  £ £ 

Stock  at  beginning  of  year  10,000  Sales  ..  ..  100,000 

Purchases  (materials)  ..  10,000  Stock  at  end 

50,000  Wages 50.000  of  year  ..  10,000 

Balance  carried  down  . . 40,000 


£110.000  £110,000 

Expired  capital  outlay  on  £ Gross  profit  £ 

plant,  &c.  (depreciation)  5,000  brought  down  40,000 

Expenses,  including  pay- 
ments for  coal,  gas, 
electric  current,  car- 
riage, rates,  insurance, 
law  charges,  travelling, 
horsekeep,  advertising, 
stationery,  printing, 
postages  and  telegrams, 
telephones,  repairs,  &c.  5,000 

8,000  Salaries  8,000 

Rent  of  hired 
premises  ..  ..1000 

900  Less  Produ  cti  on  tax 

10  per  cent.  . . 100 

900 

Interest  on  bor- 
rowed capital  . . 1,000 
900  Less  Production  tax 

10  per  cent.  ...  100 

„ 900 

Balance  — available  for 
payment  of  production 
tax  and  for  the  em- 
ployers’ services  and 
the  services  of  tbe  em- 
20,200  ployers’ capital  ..  ..  20,200 

This  balance  is  applicable 
as  follows : — 

Production  tax  10°/o 
on  £80,000  ..  ..  8,000 

Employers’  share 
of  taxed  service  . . 12,200 

£20,200 

£40,000  £40,000 


3.  What  is  the  annual  produce  of  this  undertaking 
upon  which  the  State  has  a claim  for  production  taxi 
in  order  to  illustrate  this,  it  will  be  convenient  to 
i e-state  the  account,  although,  when  the  principle 
becomes  familiar,  it  will  be  unnecessary  to  do  so. 
dhe  annual  produce  of  the  undertaking  is  ascer- 
tained thus : — 

Stock  at  beginning  of  year  10,000  Sales lOofoOO 

1 urchases  (materials)  . . 10,000  Stock  at  end  of  year  . . 10,000 

Expired  capital  outlay  on 

,,,  Plant  5,000 

Expenses  as  detailed  ..  5.000 

■balance  carried  down  . . 80,000 


£110  000  £110,000 

Gross  produce,  before 
taxation,  brought  down  £80,000 


This  statement  is  a reproduction  of  the  Profit  and 
Loss  Account,  omitting  only  the  payments  made  to 
the  co-operators.  It  shows  that  the  annual  produce 
or  the  undertaking — the  gross  produce  of  the  work 
of  all  the  co-operators — is  £80,000. 

4.  It  will  be  observed,  on  reference  to  the  Profit 
and  Loss  Account,  that  all  payments  made  by  the 
employers  to  co-operators  in  the  undertaking  are  net 
payments ; that  is  to  say,  they  would  be  made  out  of 
axed  production.  In  the  case  of  fixed  contractual 
payments,  under  such  heads  -as  rent,  interest,  etc.. 

^ 16  Production  tax  of,  say,  10  per  cent,  would  be 
specifically  deducted,  and  the  net  amount  only 
e ited  to  the  Profit  and  Loss  Account.  It  may  be 
ound  desirable  to  provide,  by  statutory  enactment, 
ia  , m paying  wages  and  salaries  out  of  taxed  pro- 
ne ion,  employers  shall,  in  every  case,  show  the 


gross  payment  and  the  deduction  of  production  tax, 
but  otherwise  no  specific  deduction  of  10  per  cent, 
would  be  made  from  the  wages  and  salaries  paid, 
because  these  payments  would  always  be  made  by  the 
employers  out  of  taxed  production.  In  the  case 
illustrated,  above,  therefore,  the  position  is  that, 
with  a production  tax  of  10  per  cent.,  the  employers 
would  be  liable  to  the  payment  of  10  per  cent,  on 
£80,000,  the  amount  of  the  service  rendered  within 
the  year.  This  tax  amounts  to  £8,000,  and  would  be 
payable  by  the  employers  out  of  the  balance  of  profits 
amounting  to-  £20.200.  thus  leaving  the  employers’ 
share  of  taxed  production  £12,200. 

5.  In  the  case  of  other  profit-seeking  undertakings 
the  method  of  computing  the  assessments  would  bo 
equally  clear  and  easy.  In  the  case  of  a merchant’s 
business,  the  annual  Profit  and  Loss  Account,  as 
usually  prepared,  would  show  certain  items  which, 
when  added  together,  would  represent  the  amount  of 
the  reward  paid  -for  services  rendered.  Each  annual 
assessment  would  be  based  on  one  year’s  accounts, 
and  would  always  be  easier  to  compute  than  at 
present.  The  farmer  should  be  assessed  on  the 
amount-  of  wages  paid  by  him,  added  to  the  amount 
of  his  profits — as  now  computed — and  to  the  amounts 
taken  by  the  owners  of  all  capital  employed  by  him. 
If  the  farmer  pays  a fixed  annual  rent  for  his  farm, 
he  would  be  entitled,  in  paying  the  rent,  to  deduct 
the  production  tax  at  the  rate  in  force  for  the 
period.  Shopkeepers  would  be  assessed,  in  like 
manner,  upon  an  amount  equal  to  the  wages  paid, 
added  to  the  sum  taken  by  them  as  profits,  together 
with  the  net  amounts  of  all  interest  and  rent  paid 
to  the  owners  of  capital  employed.  The  employer 
would  always  have  the  right  to  deduct  the  tax  at 
the  rate  in  force  for  the  period,  from  all  fixed  con- 
tractual payments  made  by  him  in  respect  of  salaries, 
interests,  rents,  etc.  Medical  practitioners,  brokers, 
lawyers,  artists,  and  all  other  independent  workers, 
would  be  assessed  in  the  same  way,  and  by  reference 
to  the  same  factors  as  others  engaged  in  industry 
and  commerce. 

Method  of  Dealing  with  Annual  Losses. 

6.  Production — the  supply  by  man  of  all  required 
for  man’s  wants — is  a plus  or  profit  and  not  loss. 
But  if,  in  any  year,  in  consequence  of  falling  prices, 
the  accounts  show  that  there  is  no  gross  produce, 
there  would  be  no  assessment  made  for  production 
tax  in  respect  of  that  year.  Any  deficiency  would 
be  carried  forward  as  a set-off  against  the  gross  pro- 
duce arising  in  succeeding  years,  the  balance  only 
being  then  assessable  to  the  production  tax. 

7.  It  may  be  necessary,  in  the  interests  of  the 
State,  and  in  order  to  prevent  unemployment,  to 
grant  some  special  consideration — in  times  of  sus- 
tained adversity — to  certain  classes  of  industrial 
undertakings  carrying  heavy  labour  bills.  At  such 
times,  if  the  gross  produce  is  found,  at  the  end  of 
the  year,  to  be  insufficient  after  deducting  the  pay- 
ments made  to  wage-earners  to  pay  the  production 
tax,  and  to  leave  a reasonable  margin  for  the  shares 
of  the  other  co-operators,  an  appeal  against  assess- 
ment to  production  tax  should  lie  to  a body  such 
as  the  Board  of  Referees. 

8.  If,  in  the  course  of  the  Inquiry,  it  could  be 
shown  that  the  employers  have  paid  no  more  to  the 
wage-earners  and  salary-earners  than  must  be 
reasonably  regarded  as  minimum  payments  neces- 
sary for  subsistence,  the  assessment  for  production 
tax  for  that  year  should  he  cancelled,  or  some  suit- 
able compromise  arranged,  according  to  tbe  circum- 
stances of  each  case. 

9.  It  is  not  suggested  that  such  relief  should  he 
available  in  cases  of  ordinary  speculative  under- 
takings. In  suob  undertakings — whether  manufac- 
ing  or  merchanting  in  character — the  employers’ 
share  tends  to  average  itself  over  -a  period  of  years. 
The  loss  of  one  year  is  counterbalanced  by  the  super- 
profit of  -another  year.  The  suggested  relief  is 
intended,  to  meet  oases  which  may  exist — especially 
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at  the  present  time — where  it  is  found  that — taking 
the  average  consideration  received  for  the  commodity 
or  service  supplied — a big  labour  bill  has  absorbed 
so  much  of  the  gross  produce  that  there  is  no  reason- 
able margin  left  for  the  shares  of  the  other  co- 
operators.  Such  a condition  of  affairs  may  be  due 
to  circumstances  altogether  outside  the  control  of 
the  employers. 

10.  In  order  further  to  illustrate  the  proposed 
method  of  assessment  in  the  case  of  ordinary  specu- 
lative undertakings,  which  sometimes  incur  annual 
losses,  examples  are  set  out  below  of  a manufacturing 
undertaking  and  of  a merckanting  undertaking. 
The  examples  cover  a period  of  three  years.  The 
first  year’s  profits  are  supposed,  in  each  case,  to  be 
about  normal;  the  second  year  results  in  a loss  to 
the  employers,  owing  to  falling  prices;  in  the  third 
year,  in  consequence  of  rising  prices,  the  employers’ 
profits  are  .abnormally  high.  Over  the  whole  period 
of  three. years  the  average  annual  profits  are  normal. 


Manufacturing  Undertaking . 


1st 

2nd 

3rd 

1st 

2nd 

3rd 

year 

year 

£ 

year 

£ 

year 

year 

year 

£ 

£ 

£ 

Stock  at 

Sales 

..  100,000 

70,000 

130,000 

beginning 

Stock 

at 

of  year  . . 

10,000 

10,000 

10,000 

end 

0 f 

10,000 

Purchases 

year 

..  10,000 

10,000 

(materials) 
Expi r e d 

10,000 

10,000 

10,000 

capital 
outlay  on 
plant 

5,000 

5,000 

5,000 

Expenses 

Balance 

5,000 

5,000 

5,000 

c/d 

80,000 

60,000 

110.000 

£110,000 

80,000 

140,000 

£110,000 

80,000 

140,000 

£ 

£ 

£ 

£ 

£ 

£ 

Produc- 

Gross 

pro- 

tion  tax . . 

8,000 

5,000 

11,000 

duce 

be- 

fore  taxa- 

of  net 
produce  : 
Wages  . . 

50,000 

50,000 

50,000 

tion 

. . 80,000 

60,000 

110,000 

Salaries  .. 

8,000 

8,000 

8,000 

Rent 

In  t e r e s t 

900 

900 

900 

on  loans. . 

900 

900 

900 

Employers 

Employers 

12,2C0 

— 

39,200 

loss 

••  — 

14,800 

— 

£80,000 

64,800 

110,000 

£80,000 

64,800 

110,000 

In  this  case  the  annual  assessments  and  the  10  per 
cent,  production  tax  would  be  as  follows:  — 

Assessment  10%  Production  Tax 


Si  £ 

1st  year  80,000  8,000 

2nd  year  50.000  5,000 

3rd  year  110,000  11,000 


£240,000  £24,000 


It  is  assumed  that  this  undertaking  is  not  entitled 
to  special  relief,  .although  it  carries  a big  labour 
bill.  Falling  prices  caused  the  loss  of  £14,800  to  the 
employers  in  the  second  year.  The  employers’ 
average  annual  profit  amounted  to  £12,200. 


Mer chanting  Undertaking . 


1st- 

2nd 

3rd 

1st 

2nd 

3rd 

year 

year 

year 

year 

year 

year 

£ 

£ 

£ 

S 

£ 

£ 

Stock  at 

Sales 

100,000 

70,000 

115,000 

beginning 

Stock  at 

of  year  . . 

10,000 

10,000 

5,000 

end  of 

Purchases 

70,000 

70,000 

60,000 

Year 

10,000 

5,000 

15,000 

Expenses 
B a 1 a n ce 

5,000 

5,000 

5,000 

Deficiency 

— 

10,000 

— 

c/d.. 

25,000 

— 

60,000 

£110,000 

85,000 

130,000 

£110,000 

85,000 

130,000 

£ 

£ 

£ 

£ 

£ 

£ 

Deficiency 

— 

10,000 

— 

Gross  pro- 

Produc- 

duce  be- 

tion  tax.. 

2,500 

— 

5,000 

fore  taxa- 

Division 

tion 

25,000 

— 

60.000 

of  net 
produce : 
Salaries  .. 

8,000 

8,000 

8,000 

Rent 

X n t e r e st 

900 

900 

900 

on  loans... 

600 

900 

900 

Employers 

12,700 

45,200 

E m p loy- 
ers’  loss... 

— 

19,800 

- 

£25,000 

19,800 

60,000 

£25,000 

19,800 

60,000 

The  annual  assessments  and  the  10  per  cent,  pro- 
duction tax  on  this  undertaking  would  be  as 
follows  : — 

Assessment  10%  Production  Tax. 


£ £ 

1st  year  25,000  2,500 

2nd  year  Nil  Nil 

3rd  year  60,000 
Less 

Deficiency  from 

2nd  year  ..  10,000  50,000  5,000 


£75,000  £7,500 


It  will  be  observed  that  although,  owing  to  falling 
prices,  the  employers  suffered  a loss  of  £19,800  in 
the  second  year,  the  employers’  average  annual 
profit  over  the  period  amounted  to  £12,700. 

Interest  on  Government  securities. 

11.  Production  tax  would  be  deducted  at  the 
current  rate  from  all  interest  paid  on  British  Gov- 
ernment and  municipal  securities,  though  it  may  be 
that  ultimately  under  a suitable  reciprocal  arrange- 
ment (see  paragraph  17)  no  production  tax  would  be 
levied  on  the  interest  paid  to  persons  domiciled  in 
this  country  by  Indian,  Colonial  and  foreign 
Governments. 

Domestic  establishments. 

12.  Annual  production  naturally  falls  under 
two  well  - defined  heads,  (a)  industrial 
production  and  (b)  domestic  production.  The 
annual  value  of  capital  represented  by  lands, 
and  houses  in  private  occupation,  would  con- 
tinue to  be  assessed  to  production  tax  as  it  is  now 
to  Income  Tax  and  Super-tax.  In  addition,  the 
annual  value  of  furniture,  works  of  art,  jewellery, 
wearing  apparel  and  all  other  personal  belongings 
would  be  assessed.  This  annual  value  might  be  taken 
at  say  5 per  cent.,  or  more  or  less,  on  the  capital 
value  according  to  the  nature  of  the  possessions.  In 
view-  of  the  cost  of  collecting  small  sums,  individual 
personal  possessions  worth  less  than  £200  in  the 
aggregate  might  be  exempted.  Further  every  em- 
ployer of  domestic  service  would  be  assessed  to  pro- 
duction tax  upon  the  amount  of  the  effective  wages 
paid  in  any  year  to  domestic  servants,  gardeners,  etc., 
some  provision  being  made  in  this  case  also  to  avoid 
assessments  where  the  tax  would  be  too  small  to  be 
worth  collecting. 

13.  The  after-war  value  of  household  furniture, 
works  of  art,  etc.,  has  been  estimated  at  £1,500 
millions,  which  might  be  reduced  to  £1,000  millions 
by  the  exemptions  referred  to  above.  The  annual 
value  at  5 per  cent,  would  therefore  be  £50  millions 
on  which  a 10  per  cent,  production  tax  would  yield 
£5  millions.  A further  source  of  increased  tax 
revenue  might  arise  from  the  wages  of  those  engaged 
in  domestic  service,  including,  when  provided,  the 
value  of  board  and  lodging.  The  number  of  people 
so  employed  is  estimated  at  about  2£  millions  and  the 
inclusion  of  the  value  of  board  and  lodging  might, 
after  allowing  for  exemptions,  represent  a sum,  ’n 
excess  of  domestic  wages  usually  included  in  estimates 
of  the  national  income,  of  about  £50  millions  a year, 
on  which  a 10  per  cent,  tax  would  yield  £5 
millions  a year. 

Great  reduction  in  number  of  individual  assessments. 

14.  As  a production  tax  would  be  assessed  directly 
upon  employers  of  labour  and  capital,  independent 
workers,  and  owner-users,  a great  saving  in  laboui 
both  to  the  State  and  to  the  taxpayer  would  result. 
Of  the  20,000,000  occupied  persons  in  the  United 
Kingdom,  under  3,000,000  are  employers  or  inde- 
pendent workers — mostly  with  incomes  under  £500 
per  annum — and  it  is'  probable  that  the  number  ol 
assessments  to  production  tax,  including  domestic 
assessments,  would  not  exceed  three  or  four  millions 
as  against  the  7,800,000  individuals  with  taxable  in- 
comes dealt  with  under  the  present  system  in  the 
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year  1919-20.  In  that  year  no  less  than  3,900,000 
individuals  were  ultimately  relieved  from  tax  by  • 
abatements  and  allowances.  Under  a production  tax 
no  repayments  of  relief  to  tax-payers  would  be 
needed,  and  in  many  other  ways  there  would  be  a 
great  saving  in  costs  of  administration  and  of  trouble 
to  the  taxpayer. 

15.  It  should  be  noted  that  the  proposed  pro- 
duction tax  coincides  in  every  particular  with 
Adam  Smith’s  four  tax  maxims  while  the  present 
progressive  tax  system  transgresses  every  one  of 
them. 

British  capital  invested  abroad. 

16.  It  is  becoming  clear  that  unless,  in  the  future 
all  nations  are  content  to  restrict  annual  taxation 
to  the  annual  production  arising  out  of  service 
rendered  by  man  and  by  capital  domiciled  within 
their  own  borders,  all  international  investment  will 
become  so  unattractive  as  to  cause  it  to  be  re- 
stricted to  a minimum.  Since  the  War  almost  all 
nations  have  found  it  necessary  to  impose  heavy 
taxation  and  they  are  turning,  almost  universally, 
to  some  form  of  Income  Tax,  based  largely  on  the 
practice  of  this  country.  The  position  of  our 
nationals  who  own  incomes  already  taxed  in  the 
country  of  origin  is  almost  unbearable,  although 
under  recent  legislation  partial  relief  has  been  given 
to  incomes  arising  within  the  British  Empire. 

17.  Our  present  system  of  Income  Tax,  instituted 
under  conditions  differing  widely  from  those  of  to-day, 
wholly  ignores  the  territorial  limitations  of  taxation. 
This  position  should  be  remedied  if,  hereafter,  some 
arrangement  becomes  possible  based  on  a principle  of 
reciprocity  or  national  policy.  On  this  subject  the 
Royal  Commission  on  Income  Tax  reported  that  no 
satisfactory  change  from  present  conditions  could  be 
made  unless  reciprocal  arrangements  were  effected 
between  the  United  Kingdom  and  each  foreign  State 
where  an  Income  Tax  is  in  force. 

18.  It  is  not  likely  that  the  exemption  from  British 
income  taxation  of  profits  arising  abroad  would 
tempt  too  much  capital  to  go  abroad,  as  many  con- 
siderations other  than  taxation  (including  security, 
yield,  etc.)  affect  such  investments.  The  loss  of 
revenue  under  a 10  per  cent,  production  tax  would 
not  be  great  as  it  would  amount  only  to  10  per  cent, 
of  such  profits. 

Small  shop-keepers,  etc. 

19.  The  substitution  of  a production  tax  for  the 
present  Income  Tax  'would  make  it  much  easier  to 
deal  with  the  difficult  cases  of  the  hundreds  of 
thousands  of  small  shop-keepers  and  independent 
workers  who  frequently  do  not  keep  proper  accounts, 
and  it  would  also  reduce  evasion.  It  would  Be  possible 
to  compute  a minimum  assessment  upon  written 
information  regarding  the  number  of  employees  in 
the  business  and  in  the  home,  the  rents  paid,  interest 


paid  on  loans,  and  the  insurance  value  of  domestic 
furniture,  etc.  If  the  taxpayer  alleges  that  he  is 
poorer  at  the  end  of  the  year  than  at  the  commence- 
ment, the  burden  of  proof  will  lie  on  him,  and  he 
will  have  to  show  in  a signed  statement  which  of  his 
assets  have  fallen  in  value  or  which  of  his  liabilities 
have  increased  in  amount  during  the  year.  As  those 
valuations  would  be  the  basis  of  computing  the  assess- 
ments of  the  following  year,  it  is  obvious  that  if 
stock  and  debts  are  under-valued  at  the  end  of  any 
year  the  assessment  for  the  following  year  will  be 
correct  unless  still  further  under-valuations  ’take 
place,  a process  which  cannot  be  carried  on  for  long 
without  reducing  the  value  to  nil.  This  method  of 
dealing  with  assessments  to  production  tax  would 
render  serious  evasion  impossible. 

Conclusion. 

20.  It  is  suggested  that,  as  a beginning,  a pro- 
duction tax  of  2J  per  cent.,  or  6d.  in  the  £ only, 
might  be  applied,  simultaneously  with  some  further 
reduction  of  the  maximum  rates  of  Income  Tax  and 
Super-tax.  The  revenue  received  might  be  as 
under : — 

21.  Production  tax  of  2^  • per  cent,  on  annual  pro- 
duction arising  out  of  service  rendered  by  man  and 
by  capital  estimated  as  follows : — 

Millions.  Millions. 


Estimate  of  national  income  as  usually  £ £ 

computed  (say)  . 2,900 


Add 

Annual  production  arising  out  of  service 
rendered  by  capital  represented  by  house- 
hold furniture,  works  of  art,  wearing 
apparel  etc.,  held  in  individual  holdings 
of  the  value  of  £200  and  upwards,  say 

£1,000  millions  at  S per  cent 50 

Additional  annual  production  arising  out 
of  service  represented  by  wages  taken  in 
the  form  of  beard  and  lodging  ..  ..  50 

£3,000  at  2 J°/0  or 
fid.  in  £ £75 

22.  Unless  and  until  the  profits  arising  from  capital 
domiciled  abroad  are  exempted  from  British  taxa- 
tion, under  suitable  reciprocal  arrangements,  there 
would  be  no  deficiency  of  revenue  to  provide  under 
this  head.  It  is  thought  that,  in  course  of  time,  the 
production  tax  would  prove  to  be  the  least  harmful 
means  for  raising  the  whole  of  the  requirements  of 
the  State  for  revenue  purposes. 

23.  If — as  is  suggested — the  least  harmful  founda- 
tion upon  which  to  lay  taxation  is  annual  production 
arising  out  of  service  rendered  by  man  and  by  capital 
in  supplying  all  required  for  man’s  wants,  then  in 
that  case  all  taxes  and  rates  raised  for  revenue 
purposes  should  be  gradually  shifted  on  to  that 
foundation.  In  course  of  time  the  production  tax 
would  thus  supersede,  not  only  Income  Tax,  Super- 
tax-and  Death  Duties,  but  also  Customs,  Excise, 
revenue  stamps  and  other  miscellaneous  duties,  and 
possibly,  under  some  equitable  system  of  contribution, 
even  local  rates. 
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TAXATION. 


FIFTEENTH  DAY. 
Tuesday,  6th  January,  1925. 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ARTHUR  BALFOUR,  K.B.E. 

Mr.  HENRY  BELL. 

Mr.  J.  W.  BOWEN. 

Professor  FRED  HALL. 


Present  : 

Sir  WILLIAM  McDINTOOK,  K.B.E.,  O.V.O. 
Sir  JQSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Mr.  R.  G.  Glenday,  representing  the  Federation  of  British  Industries,  called  and  examined. 


Evidence-in-chief  handed  in  by  Mr.  Glenday. 


Introduction. 

1.  The  problems  raised  by  the  terms  of  reference 
of  the  Committee  can  be  regarded  from  many  aspects, 
but  to  the  Federation  of  British  Industries,  as  repre- 
senting manufacturers  and  producers,  the  effects  of 
the  taxation,  and  of  different  methods  of  debt  repay- 
ment, upon  the  maintenance  and  development  of  the 
wealth-producing  capacity  of  the  country,  necessarily 
seem  the  most  important. 

2.  In  a highly  industrialised  country  such  as 
Great  Britain,  dependent  upon  the  export  of  manu- 
factured goods  to  obtain  a large  proportion  of  her 
necessary  supplies  of  food  and  raw  material,  the 
maintenance  and  development  of  wealth-producing 
capacity  is  virtually  synonymous  with  the  maintenance 
and  development  of  industry. 

3.  The  maintenance  of  industry  depends  upon  a 
successful  solution  of  the  problems  involved  in  the 
continuous  adjustment  of  current  production  to 
current  needs,  including  the  production  and  market- 
ing of  goods  .in  such  quantities,  of  such  qualities,  and 
at  such  prices  that  they  can  compete  successfully  in 
the  markets  of  the  world  with  the  goods  produced 
'by  other  countries.  The  solution  of  these  problems 
at  the  present  time  is  rendered  abnormally  difficult 
by  unstable  and  depreciated  exchanges  and  the  other 
after-effects  of  the  War  on  ivorld  trade  conditions. 

4.  The  further  development  of  industry,  which  is 
essential  if  employment  is  to  be  provided  for  an 
increasing  population,  depends  upon  the  successful 
solution  of  such  problems  as  the  early  detection  of  new 
needs,  or  of  new  means  of  satisfying  old  needs,  the 
correct  appreciation  of  the  possibilities  of  new  inven- 
tions, and  the  ability  to  overcome  the  difficulties 
inherent  in  the  co-ordination  and  combination  of  the 
financial  and  productive  resources  necessary  for 
putting  new  projects  into  practical  execution. 

5.  Both  the  maintenance  and  development  of 
industry  require,  therefore,  ability,  experience  and 
•wesight  of  a high  order  in  those  who  direct  it,  but 

ne  ability  will  be  useless  unless  those  who  possess  it 
uve  also  at  their  disposal  sufficient  funds  to  main- 

ii.  existing  plant  and  equipment  at  its  highest 
e Money,  and  to  test  and  prove  the  commercial 
possibilities  of  new  developments. 

6.  These  funds  can  only  come  from  the  accumulated 
savings  of  the  community;  that  is,  from  a surplus  of 
pas  production  over  past  consumption;  and  these 
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accumulated  savings  will  only  he  placed  at  the  dis- 
posal of  those  udio  direct  industry  if  the  expectation 
of  future  reward  outweighs  the  possibilities  of  loss  in 
the  minds  of  those  vdio  possess  them. 

7.  If,  therefore,  the  character  or  amount  of  taxa- 
tion is  such  as  either  to  discourage  or  hinder  the 
exercise  of  effort  and  initiative  on  the  part  of 
individuals  possessing  ability,  or  to  discourage  or 
impede  the  accumulation  of  savings,  or  by  unduty 
reducing  the  reward  of  successful  enterprise,  to 
remove  the  inducement  to  the  individuals  who  possess 
accumulated  savings  .to  incur  the  risk  inseparable 
from  the  initiation  of  new  projects,  industry  will 
suffer,  and  with  it  employment,  and  the  comfort  and 
well-being  of  every  individual  in  the  country. 

8.  The  Federation  of  British  Industries  desire  to 
lay  particular  stress  on  this  aspect  of  the  problem  of 
taxation  and  debt  redemption,  since  they  have  been 
much  impressed  by  the  small  attention  paid  to  it  in 
current  discussion,  and  by  the  frequency  with  which 
it  is  assumed  that,  since  debt  redemption  is  funda- 
mentally a question  of  transferring  W'ealih  from  one 
set  of  individuals  to  another,  it  can  have  little  or  no 
effect — beyond  the  more  obvious  consequences  of  re- 
distribution— upon  the  operations  of  industry. 

9.  The  Federation  of  British  Industries  believe 
that  this  view  rests  upon  a profound  misunderstand- 
ing of  the  highly  complex  character  of  modern 
industry,  and  upon  a complete  failure  to  appreciate 
the  nature  and  variety  of  its  technical  difficulties. 

10.  Thej7  have,  therefore,  in  preparing  this  memo- 
randum of  evidence,  devoted  their  attention  mainly 
to  the  reactions  which  w7ill  tend  to  be  Set  up  by 
different  forms  of  taxation,  and,  in  particular,  bv 
different  methods  of  taxation  for  debt  redemption, 
upon  the  current  operations  and  upon  the  future 
development  of  industry. 


Effects  of  Taxation  and  Debt  Redemption  on 
Industry. 


Analysis. 


(I)  Effects  on  the  current  operations  of  industry). 
Comprising  : 

(a)  The  dislocatory  effects  of  taxation. 

(b)  The  effects  of  different  v7ays  of  spending 

the  proceeds  of  taxation. 

(c)  The  effects  of  taxation  and  debt  redemption 

on  the  supply  of  credit,  money  and 
liquid  capital. 
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(II)  Effects  on  the  future  development  of  industry. 

Comprising : 

(a)  The  effect  on  the  rate  and  volume  of 

savings. 

(b)  The  effect  on  the  amount  invested  in 

industrial  enterprises. 

(c)  The  effect  on  the  readiness  to  incur  risk. 

(III)  General  considerations  and  conclusions. 

(IV)  Some  notes  on  the  problem  of  external  debt. 

(1)  The  Effects  of  Taxation  and  Debt  Redemption 

ON  THE  C-URllEXT  OpEKATIONS  OF  INDUSTRY. 

(a)  The  dislocatory  effects  of  taxation. 

11.  Trade  seems  often  to  be  regarded,  when  dealing 
with  the  incidence  of  taxation  and  kindred  questions, 
as  being  something  inanimate,  like  a building  or  a 
lump  of  metal,  of  which  part  can  be  removed  or 
manipulated  without  effect  upon  the  remainder; 
whereas  it  is  in  fact  more  akin  to  a highly  complex 
living  organism.  The  functions  of  this  organism, 
which  is  continuously  undergoing  movement  and 
change,  are  the  production  and  exchange  of  different 
classes  of  commodities  and  services.  These  functions 
are  carried  on  through  the  medium  of  money,  whose 
work  may  not  inaptly  be  compared  to  the  circulation 
of  the  blood  in  the  higher  organisms.  External 
interference  with  this  organism  is  not  unlike  similar 
interference,  such  as  an  operation,  upon  any  other 
living  organism.  There  is  an  immediate  and  obvious 
disturbance  of  the  part  affected,  and  further  re- 
actions, which  may  be  far  more  important,  upon  the 
organism  as  a whole. 

12.  The  raising  of  money  by  taxation,  involving  as 
it  does  a transference  of  wealth  from  one  set  of 
holders  to  another,  independently  of  the  normal  cycle 
of  trade  operations,  must,  apart  from  its  immediate 
and  visible  effects,  set  up  general  reactions  on  the 
whole  trade  organism.  Moreover,  since  taxes  are 
paid  in  money,  whereas  the  means  of  payment  are 
primarily  derived  from  the  production  of  goods,  these 
reactions  are  of  far  greater  ultimate  importance 
than  any  immediate  and  visible  effects.  Unfortunately 
they  are  peculiarly  difficult  to  measure,  since  we 
have  as  yet  very  little  knowledge  regarding  the  more 
intimate  relations  of  different  industrial  movements 
to  one  another,  or  of  the  exact  effects  of  changes  in 
credit  and  money  conditions  generally  upon  the 
production  and  exchange  of  goods. 

13.  In  spite  of  the  present  limitations  of  our 
knowledge,  however,  it  is  possible  to  lay  down  with 
a fair  degree  of  certainty  a few  general  propositions 
as  to  the  manner  in  which  taxation  will  affect 
industry. 

14.  Generally  speaking,  since  trade  consists  of  a 
large  number  of  separate  and  continuously  moving 
operations  which  are  at  the  same  time  closely  con- 
nected and  constantly  reacting  on  each  other,  it  is 
extremely  sensitive  to  any  influence  or  pressure  from 
causes  outside  its  normal  cycle  of  operations.  Such 
outside  pressure  necessitates  internal  changes  and 
adjustments  which  cause  friction  and  loss. 

15.  Taxation  in  any  case  produces  such  an  outside 
pressure,  but,  like  the  living  organism  to  which  we 
have  compared  it  above,  trade  has  a considerable 
capacity  of  adapting  itself  to  a constant  and  uniform 
pressure,  and,  once  it  has  had  time  to  complete  the 
initial  readjustment  and  to  recover  from  the  con- 
sequent disturbance  and  loss,  can  often  function  to 
all  appearances  almost  as  healthily  and  effectively  as 
before. 

16.  It  is  obvious,  however,  that  frequent  readjust- 
ments, or  too  drastic  a readjustment  in  a short 
peiiod,  will  necessitate  a. strain  which  may  gravely 
diminish  its  prosperity  and  power  of  giving  employ- 
ment. Frequent  readjustments  would  he  necessitated 
by  frequent  changes  in  the  rate,  incidence,  or 
character  of  taxation.  Too  large  a readjustment  in 
too  short  a period  would  he  caused  by  a serious  in- 
crease in  the  total  volume  of  the  taxation  which  it  is 
sought  to  raise  in  that  period, 


17.  These  disturbing  effects  of  taxation  will  he 
accentuated  during  a period  of  price  instability,  par- 
ticularly during  a period  of  falling  prices,  since 
broadly  speaking,  while  those  engaged  iu  industry 
pay  their  taxes  in  money  they  earn  that  money  by 
the  production  and  sale  of  goods. 

18.  In  drawing  up  a debt  redemption  scheme,  the 
annual  instalments  of  taxation  must  necessarily  he 
calculated  and  fixed  for  a definite  period  ahead,  as  it 
is  a practical  impossibility  to  adjust  them  rapidly  to 
a constantly  changing  trade  position.  A period  of 
rapidly  falling  prices  consequently  tends  to  cause  a 
temporary  heavy  increase  in  the  burden  of  taxation, 
and,  as  prices  fall,  more  and  more  of  the  country’s 
productive  resources  must  he  diverted  to  meet  the 
annual  taxation  charge;  at  the  same  time,  the  costs 
of  production,  owing  to  the  well  known  time  lag 
between  movements  in  price  and  movements  in  cost 
of  production,  will  still  remain  relatively  high. 

19.  The  effects  on  industry  in  1921-22  of  the  high 
taxation  imposed  by  the  Budget  of  1920-21,  and  the 
converse  experience  in  Germany  where  rapidly  rising 
prices  completely  outstripped  the  successive  attempts 
to  impose  adequate  taxation,  clearly  illustrate  this 
danger. 

20.  Attempts  to  -maintain  a high  level  of  taxation 
during  a period  of  price  instability,  especially  when 
the  probability  is  that  prices  may  fall,  involve  a 
danger  of  imposing  a very  serious  strain  on  the 
vitality  of  industry,  of  which  the  ill  effects  may 
remain  long  after  stability  has  been  restored. 

21.  This  point,  for  obvious  reasons,  becomes  of 
particular  importance  when  considering  taxation 
of  a type  or  volume  which  is  in  itself  likely  to  have  a 
violent  or  sudden  “deflationary  ” effect. 

(b)  The  effects  of  different  ways  of  expending  the 

proceeds  of  taxation. 

22.  Apart  from  the  disturbing  effects  upon  trade 
caused  by  the  raising  of  taxation,  a further  series 
of  reactions  will  result  from  the  way  in  which  the 
funds  raised  by  taxation  are  expended. 

23.  Different  objects  of  expenditure  will  obviously 
have  differing  effects  on  the  demand  for  various 
services  and  commodities,  and  consequently  will  set- 
up internal  friction  and  disturbance  in  the  body  of 
trade. 

24.  For  instance,  to  take  examples  at  rando-m, 
expenditure  on  unemployment  relief,  or  armaments, 
or  the  repayment  of  debt,  will  obviously  stimulate 
very  different  types  of  demand.  And  this  difference 
in  demand  will  react  in  very  different  ways  on 
industry,  and  on  the  general  balance  and  -relation- 
ship of  different  industries  to  each  other. 

(c)  Effects  of  taxation  on  the  supply  of  credit,  money 

and  liquid  capital  generally. 

25.  While  repayment  of  National  Debt  is  only  part 
ol  the  general  problem  of  taxation,  it  involves  special 
considerations  arising  out  of  the  magnitude  of  the 
sum  involved  and  its  intimate  relation  t-o  the  general 
credit  machinery  -of  the  country. 

26.  If  trade  in.  any  way  approximated  to  the 
'inanimate  -and  motionless  object  of  economic  text- 
books, there  might  be  some  ground  for  the  theory  that 
the  problem  of  repayment  of  o-ur  National  Debt  merely 
represents  the  taking  -of  so  many  million  pounds  of 
accumulated  wealth  by  the  State,  which,  by  using 
it  to  pay  off  its  debt,  puts  this  money  into  the 
pockets  of  people  who  now  hold  the  debt,  who  in  their 
turn,  either  directly  or  through  • the  banks, 
immediately  reinvest  it  in  industry. 

27.  Unfortunately,  this  theory  makes  the  capital 
blunder  of  failing  to  take  into  account  the  effect  of 
such  a transfer  on  the  financial  machine. 

28.  It  is  -almost  impossible  in  this  connection  to 
ever  emphasise  the  extreme  sensitiveness  of  the 
financial  machine  to  large  movements  of  money  out- 
side the  normal  cycle  of  trading  operations.  This  is 
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well  exemplified  by  the  care  with  which  the  move- 
ments of  money  in  connection  with  the  annual  pay- 
ments of  the  revenue  to  the  Exchequer  have  to  he 
regulated  and  circumscribed.  For  example,  the 
Treasury  is  practically  (as  well  as  legally)  compelled 
tr,  apply  surplus  balances  as  they  accrue  to  the  repay- 
ment of  debt,  since,  were  this  provision  not  in  force, 
any  attempt  to  hold,  say,  £100,000,000  ill  Exchequer 
balances  would  put  the  financial  machine  out  of  gear, 
as  the  abstraction  even  for  a comparatively  short 
time  of  such  a sum  of  money  would  reduce  the  supply 
of  money  available  for  trade  and  industry;  in  other 
words,  would  involve  serious  deflation  of  available 
credit. 

29.  It  is,  therefore,  convenient  to  consider  this 
portion  of  the  subject  in  connection  with  the  special 
problem  of  taxation  for  the  repayment  of  debt,  and 
it  should  make  for  greater  clearness  if  we  consider 
tho  problem  in  an  extreme  form,  that  is,  repayment 
of  a large  amount  of  debt  by  heavy  taxation  over  a 
short  period  such  as  would  be  involved  by  a Capital 
Levy,  since  the  effect  of  more  gradual  methods  of 
taxation  and  repayment  will  be  similar  in  kind 
though  less  in  degree. 

30.  Any  attempt  to  secure  the  repayment  of  the 
National  Debt  in  a comparatively  short  period  of  time 
by  a sudden  transfer  of  large  sums  of  cash,  War  Loan, 
or  other  securities,  would  inevitably  involve  a serious 
dislocation.  But  this  would  not  be  the  only  result. 
Such  a method  of  repayment  could  hardly  avoid  com- 
pelling the  handing  over  to  the  Government  in  pay- 
ment of  taxation  of  either  cash  or  gilt-edged 
securities  previously  employed  by  manufacturers  and 
traders  as  a collateral  for  the  purpose  of  temporary 
banking  accommodation,  with  the  result  that  the 
credit  given  them  upon  it  would  no  longer  be  forth- 
coming, and  they  would  have  to  contract  the  volume 
of  their  business.  Moreover,  the  effect  of  the  above 
contraction  of  business  would  be  cumulative,  since 
the  principal  fund  out  of  which  finished  goods  are 
bought  by  the  ultimate  consumer  is  provided  by  the 
money  paid  out  in  the  form  of  profit,  wages,  etc. 
When  the  existing  stream  of  goods  finds  itself  faced 
with  reduced  purchasing  power,  the  goods  will  be  sold 
off  probably  at  some  sacrifice  in  price  and  not  fully 
replaced.  This  would  lead  to  still  further  contraction 
of  production. 

31.  Since  the  above  reactions  are  in  some  degree 
necessary  concomitants  of  any  scheme  of  debt  redemp- 
tion on  a large  scale,  we  feel  it  desirable  to  carry  our 
analysis  a stop  further  and  to  consider  in  some  detail 
the  two  most  important  means  which  may  be  used  for 
the  discharge  of  taxation,  i.e., 

(1)  Payment  in  War  Loan  or  other  gilt-edged 

securities ; 

(2)  Payment  in  money. 

1.  Payment  in  War  Loan  or  other  gilt-edged 
securities. 

32.  Where  the  tax  is  paid  in  War  Loan  and  the 
owner  has  not  been  using  it  as  a collateral,  there  will 
oe  no  deflation  in  the  process  of  cancellation,  or  only 
deflation  of  a remote  order.  But  even  if  he  has  been 
using  it  as  a collateral,  deflation  may  not  necessarily 
ensue,  for  there  are  many  overdrafts  where  the 
security  given  is  War  Loan  because  it  is  the  most 
lead'ily  acceptable  of  the  borrower’s  securities.  If  his 

front  line  ” is  depleted  he  may  mobilise  liis 
reserves  of  securities  to  take  the  place  of  the  War 
Loan  security.  The  result  will  be  that  the  bank 
ciedit  will  not  cease  but  will  be  based  on  the  second 
one. 

33.  There  is  a second  class,  however,  which  must 
considered,  namely,  people  who  have  been  using 

the  War  Loan  as  collateral,  and  if  the  War  Loan  is 
suiiendered  have  no  other  securities  to  employ  as 
cover.”  In  such  a case  the  proportion  of  War  Loan 
suiiendered  will  make  for  active  deflation. 

34.  'Similar  considerations  to  the  'above  apply  to 
peop  e tendering  other  gilt-edged  securities.  If  such 
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securities  are  being  used  as  a basis  for  credit  and 
there  .is  no  other  second  line  as  a substitute,  such 
people  will  have  their  credit  contracted, 

35.  The  deflation  which  can  be  expected  to  follow 
from  the  above  methods  of  paying  the  tax  depends, 
in  the  first  place,  on  the  amount  of  debt  repaid  in  a 
given  time,  and  secondly  on  the  proportion  of  the 
total  sum  tendered  in  War  Loan  and  approved 
securities  by  the  people  who  use  the  War  Loan  and 
securities  as  collateral  for  credit  purposes  in  trading, 
and  who  did  not  possess  a balance  of  similar  securities 
(after  paying  the  tax)  equal  to  the  cover  required  for 
their  existing  trade  activities. 

36.  In  this  connection  the  following  two  estimates 
of  the  distribution  of  the  National  Debt  among  the 
various  classes  of  holders  are  of  interest  as  showing 
that  the  bulk  of  the  debt  is  held  by  persons  other 
than  manufacturers. 

37.  The  first  is  taken  from  The  Economist  of 
April  19th;  'and  the  second  is  by  Sir  Josiah  Stamp,  a 
member  of  the  National  Debt  Committee:  — 

“ Economist  ” Estimate. 

£ Millions. 

Debt  to  foreign  or  Colonial  Govern- 


ments   1,108 

Bank  of  England  'and  other  Banks  ...  820 

'Savings  Banks  or  invested  for  sub- 
scribers through  Savings  Banks  ...  -555 

Treasury  Note  reserve  and  advances  of 
Government  Departments  ...  ...  310 

Other  holdings  of  Treasury  Bills  ...  300 

Insurance  and  Railway  Companies  ...  430 

Add  to  preceding  items  to  bring  to  par 

value  ...  ...  '.  ...  2^7 

Held  by  private  persons  liable  to  Estate 

Duty  2,350 

Held  by  foreigners,  trusts,  charities, 
trade  unions,  joint  stock  companies, 
etc.  1,550 


7,700 


Sir  Josiah  Stamp’s  Estimate. 

In  an  article  in  the  Contemporary  Review  of 
January,  1924,  Sir  Josiah  Stamp  estimates  “ that  the 
total  War  Loan  in  the  hands  of  individuals  lies  some- 
where between  £2,200,000,000  and  £3,000,000,000.” 

2.  Payment  in  money. 

38.  This  includes  Loth  cash  and  bank  deposits. 
Few  people  keep  enough  cash  in  their  till  to  make  a 
large  tax  payment.  Money  may  he  obtained,  how- 
ever, either 

(1)  by  drawing  on  balances  on  deposit  in  the 

bank ; 

(2)  by  raising  bank  loans  or  mortgages ; 

(3)  by  selling  off  securities,  or 

(4)  hy  selling  off  trade  stock,  which,  since  it 

necessitates  handing  over  the  proceeds 
without  replacing  such  goods,  contracts 
the  volume  of  business. 

(1)  Drawing  on  balances  on  deposit  at  the  banks. 

39.  What  is  the  effect  of  reducing  bank  deposits  ? 
To  decide  this  point  it  is  necessary  to  consider  the 
use  the  Government  would  make  of  the  money  when 
received.  Probably  their  first  use  would  be  to  repay 
Treasury  Bills  to  the  banks  and  others,  and  also  the 
various  Government  stocks  with  early  maturing  dates. 
We  must  carefully  distinguish  between  the  results 
which  follow  from  paying  off  Treasury  Bills  and 
similar  securities  held  (a)  hy  the  banks,  and  (b)  by 
non-banking  holders. 

(a)  Reduction  of  Treasury  Bills,  etc.,  held  by  the 
banks. 

40.  In  the  case  of  a deposit  withdrawn  hy  cheque 
for  the  purpose  of  paying  the  levy,  the  bank’s  liability 
to  its  depositor  would  be  reduced  by  a given  sum  and 
its  assets  by  a corresponding  withdrawal  and  can- 
cellation of  a Treasury  Bill.  If  putting  its 
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depositors’  money  into  ft  Treasury  Bill  were  the  only 
function  performed  by  the  bank  in  this  case,  neither 
deflation  nor  inflation  would  result.  But  it  is  not. 
Treasury  Bills  are,  to  a considerable  extent,  used  as 
“ second  line  ” cash,  and  therefore  are  nearly  as 
sensitive  as  cash  in  regulating  the  proportion  of 
advances  which  the  'bank  is  prepared  to  make.  (This 
aspect  of  the  question  was  fully  dealt  with  by  Mr. 
McKenna  in  'a  speech  which  he  delivered  in  January, 
1923.) 

41.  Sir  Josiah  Stamp  estimates  the  amount  held  by 
the  banks  in  a form  suitable  for  redemption  at, 
perhaps,  £500  to  £600  millions.  If  the  cash  received 
by  the  Government  were  used  to  take  up  a consider- 
able proportion  of  this,  the  shrinkage  in  advances 
might  be -substantial. 

42.  The  main  point  to  observe  is  that,  so  far  from 
money  getting  “ back  into  trade  ” by  this  process, 
the  contrary  happens  and  credit  shrinks. 

43.  It  is  interesting  to  observe  that  during  the  last 
two  years  the  quantity  of  total  bank  credit  available 
(i.e.,  clearing  banks’  deposits)  has  contracted  pari 
passu  with  the  contraction  in  Treasury  Bills. 

(b)  Seduction  by  the  redemption  of  Treasury  BiUs, 
etc.,  held  by  non-banking  holders. 

44.  Where  a deposit  is  withdrawn  by  cheque  and 
the  Government  uses  the  cash  to  redeem  bills  and 
securities  held  by  non-banking  holders  or  private 
individuals,  these  holders  become  possessed  of  cash 
instead  of  stock,  and  this  can  be  used  to  pay  off  part 
of  their  existing  advances  from  the  banks,  or  to 
extend  their  liquid  reserves.  At  first  sight,  there- 
fore, it  does  not  follow  that  there  will  be  any 
deflation.  In  this  case,  unfortunately,  however,  all 
the  people  with  free  funds  as  a result  of  redemption 
of  National  Debt  by  the  Government  do  not  return 
it  to  industry  either  directly  or  through  the  banks; 
indeed,  the  experience  of  the  last  year  suggests  that 
the  psychological  effect  of  greatly  increased  taxation 
would  probably  be  to  cause  them  to  re-invest  the 
greater  part  of  the  funds  received  in  foreign  securities. 
As  we  have  already  seen,  the  major  part  of  the  holders 
of  National  Debt  are  gilt-edged  investors.  There 
will,  therefore,  be  a strong  demand  for  gilt-edged 
securities  at  a time  when  the  supply  has  actually 
been  cut  down. 

45.  (2)  and  (3).  Similar  considerations  apply 
when  the  money  for  paying  the  tax  is  obtained  by 
bank  loans  or  mortgages  or  by  selling  securities. 

46.  (4).  Where  the  liquidation  of  trade  stocks  has 
been  necessary  to  obtain  the  cash,  'a  depletion  of  the 
trading  wealth  in  the  case  of  individual  businesses 
working  on  their  own  capital  will  be  entailed,  and 
beforo  any  of  the  new  free  funds  in  the  hands  of,  say, 
a holder  of  War  stock  who  has  been  paid  off  can 
reach  such  a business  as  a loan  via  the  banks  or 
similar  channels,  there  must  be  a good  deal  of 
friction  to  be  overcome,  having  regard  to  the  fact 
that  the  manufacturer  may  be  iau  untried  borrower, 
having  no  good  collateral,  who  in.  the  case  of  repay- 
ment on  a large  scale  at  any  rate,  would  be  trading 
on  a falling  market.  So  we  may  conclude  that  the 
funds  in  the  hands  of  individual  businesses  would  of 
necessity  suffer  marked  contraction  if  this  operation 
took  place  on  a large  scale. 

47.  The  possible  deflationary  effects  of  a Levy  or 
other  method  of  rapid  repayment  of  debt  over  a short 
period  may  be  summarised  in  the  words  of  Sir  Josiah 
Stamp  ( Contemporary  Beview,  January,  1924)  as 
follows  : — 

(1)  Primary  or  automatic  deflation  due  to  the 
final  removal  of  a definite  proportion  of  the  basis 
Of  existing  credit. 

(2)  Secondary  or  consequential  deflation  due  to 
the  influence  of  the  first  deflation  in  reducing 
the  money  value  of  remaining  collateral  cover  for 
credit  (in  stocks  or  goods).  This  would  cause  a 
general  tightening  of  credit  limits  and  margins. 
Included  in  this  effect  is  the  fact  that  (value 


for  value)  the  second  line  of  securities  which 
would  be  partly  mobilised  for  collateral  would 
have  (in  individual  cases)  less  proportionate 
potency  as  cover  for  overdrafts  than  now. 

(3)  Disturbance  deflation  due  to  maladjust- 
ment in  the  demand  and  supply  for  new  securities 
of  different  types.  It  is  one  thing  to  show  that 
for  every  £1,000  of  shares  on  the  market  seeking 
a buyer,  there  is  £1,000  of  recently  freed  buying 
power.  Equivalence  in  amount  is  not  equivalence 
in  kind.  There  would  he  a stiff  demand  for 
securities  of  a kind  to  replace  those  cancelled, 
whereas  the  supply  would  be  mainly  of  sound 
but  little  known  industrials,  stocks  with  narrow 
markets,  which  must  suffer,  and  so  reduce  the 
general  credit  basis.  Lastly  we  must  add 

(4)  Psychological  deflation.  — If  individuals 
become  nervous  through  the  deflation  resulting 
from  the  foregoing  causes,  and  general  distrust 
sets  in,  their  mental  processes  will  carry  the 
preceding  effects  far  beyond  the  point  arith- 
metically or  automatically  necessitated.  A 
stampede  is  no  less  effective  or  dangerous  because 
the  size  and  ferocity  of  the  incoming  pursuer 
is  somewhat  exaggerated  by  the  pursued;  while 
a second  class  of  “ psychological  deflation  ” due 
to  a lack  of  confidence  in  general  political  con- 
ditions might  also  very  probably  manifest  itself 
and  accentuate  the  “ deflation  ” due  to  the  pre- 
viously cited  causes  to  an  almost  incalculable 
extent. 

(11)  The  Effects  of  Taxation  and  Deut  Hedemtiton 
on  the  Future  Development  of  Industry. 

48.  The  most  important  -aspect  of  National  Debt 
redemption  in  relation  to  the  future  developments  of 
the  industries  of  the  country  and  trade  generally  is 
the  redistribution  of  the  current  accumulation  of  tho 
community’s  surplus  resources  which  it  entails.  The 
effects  of  this  redistribution  can  be  considered  under 
three  heads : — 

(a)  The  effect  on  the  rate  of  savings; 

(b)  The  effect  on  the  amount  invested  in  indus- 

trial enterprise; 

(e)  The  effects  on  willingness  to  hear  risks. 

(a)  The  effect  on  the  rate  of  sawings. 

49.  It  is  generally  agreed  that  high  taxation  tends 
to  diminish  the  taxpayers’  incentive  to  save,  and, 
indeed,  if  carried  to  extremes  would  destroy  savings 
altogether.  In  connection  with  industry  it  retards 
the  building  up  of  the  reserves  for  the  expansion  of 
industry  both  by  entrenching  upon  the  profits  .avail- 
able for  this  purpose  and  by  reducing  the  incentive 
to  save. 

50.  AVhile  it  its  obviously  impossible  to  give  actual 
figures,  we  believe  that  it  would  be  difficult  to  adduce 
reputable  authority  prepared  to  deny  that  the 
present  level  of  taxation  has  a deterrent  effect  on 
saving,  especially  when  account  is  taken  of  the  very 
heavy  burden  borne  by  the  higher  incomes  which 
normally  afford  the  principal  sources  of  capital  for 
the  initiation  of  new  ventures  and  for  experiments 
in  new  methods  of  production.  This  danger  has  al- 
ready been  commented  upon  by  the  Federation  of 
British  Industries  on  previous  occasions,  and  their 
views  have  been  corroborated  by  many  independent 
observers  of  undoubted  authority,  and  in  the  highly 
important  reservation  to  the  Report  of  the  Royal 
Commission  on  Income  Tax,  1919-1920,  which  was 
signed  by  Mr.  Geoffrey  Marks  and  three  other  Com- 
missioners. 

(b)  The  effect  on  the  amount  invested  in  industrial 
enterprise. 

51.  F roan  the  point  of  view  of  industry  the 
essential  aspect  of  National  Debt  redemption  is  the 
transferring  of  wealth  from  industrial  employment  to 
gilt-edged  and  other  fixed-interest  bearing  securities 
which  it  involves.  The  principal  danger  of  this 
transfer  is  that  if  its  rate  is  too  high  it  must  lead  to 
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a diversion  of  too  high  a proportion  of  the  national 

savings  from 

industrial  developments, 

and  lead  to  an 

undue  demand  for  relatively  non-productive  invest- 
ments. That  this  danger  is  a real  one  can  be  seen 

from  the  following  figures  taken  from 

The  Economist 

showing  the 

distribution  of  new  capital  issues  be- 

tween  the 

State  Municipal  and  Industrial  issues 

respectively. 

New  Capital  Issues. 

State  and 

Industrial 

Municipal. 

Issues. 

(000’s  omitted)  (000’s  omitted) 

£ 

£ 

1900 

68,597 

96,902 

1901 

100,994 

58,360 

1902 

83,650 

70,156 

50,856 

1903 

67,655 

1904 

73,741 

49,278 

1905 

77,246 

89,942 

190G 

40,160 

80,014 

1907 

44,842 

78,787 

1908 

65,441 

126,763 

1909 

77,218 

105,138 

1910 

91,709 

175,730 

1911 

44,570 

147,190 

1912 

44,307 

166,543 

1913 

75,121 

121,417 

1919 

...  ...  820,534 

215,524 

1920 

96,070 

271,477 

1921 

309,333 

72,644 

101,649 

1922 

472,226 

1923 

178,144 

93,248 

52.  While 

we  realise  that  a great 

part  of  capital 

invested  in 

this  country  is  raised 

privately,  and 

moreover  that  it  cannot  be  assumed  that  the  whole 
of  the  capital  issues  taken  by  public  'bodies  is  used 
for  non-productive  ends  we  believe  that  the  above 
figures  give  a not  inaccurate  representation  of 
present  tendencies. 


53.  These  figures  should  be  taken  in  conjunction 
with  the  following  figures  showing  the  balance  avail- 
able for  overseas  investment  taken  from  the  Board 
of  Trade  J ournal : — 


— 

1907. 

1910. 

1913. 

1920. 

1922. 

1923. 

In  Million  1 

i 

Net  income  from 
Overseas  In- 
vestments. 

160 

187 

210 

200 

175 

150 

Not  National 
Shipping  In- 
come. 

85 

90 

94 

340 

110 

110 

Commissions 

25 

25 

25 

40 

30 

30 

Other  Services... 

10 

10 

10 

15 

10 

10 

Total  ‘ Invisible 
Exports  ” on 
balance. 

280 

312 

339 

595 

325 

300 

Excess  of  Imports 
of  Merchandise 
and  Bullion. 

142 

159 

158 

343 

170 

203 

Available  for  In- 
vestment Over- 
seas. 

138 

153 

181 

252 

155 

97 

54.  From  these  figures  it  will  be  seen  that  the 
amount  of  money  available  for  overseas  investment 
last  year  was  only  about  half  the  pre-war  figure 
measured  in  money,  and  considerably  less  than  half 
when  account  is  taken  of  tho  fall  in  the  purchasing 
power  of  money  since  then. 

55.  The  significance  of  the  tendencies  revealed  in 
the  above  figures  for  home  and  foreign  investment 
lies  in  the  fact  that  at  the  present  time  we  must  not 
only  provide  the  new  capital  equipment  necessary  for 


the  annual  growth  in  our  industrial  population  as 
'in  pre-war  days,  but  in  addition  that  required  to 
provide  employment  for  over  1,000,000  workers  who 
are  at  present  unemployed. 

(c)  The  effect  on  willingness  to  hear  risks. 

56.  Risk  of  loss  is  inseparable  from  the  early  stages 
of  new  enterprises  and  of  new  developments  of  old 
enterprises,  and  in  actual  practice  this  risk  is  almost 
invariably  borne  by  a single  individual,  or  at  most 
by  a small  group  of  individuals.  If  taxation  is  of 
such  a character  as  to  deprive  these  individuals  of  a 
reasonable  expectation  of  substantial  gain  in  the 
event  of  success,  there  will  be  an  increasing  ten- 
dency for  the  prospect  of  loss  in  the  event  of  failure 
to  deter  them  from  displaying  the  necessary  spirit 
of  enterprise  and  adventure. 

57.  Yet  it  is  this  spirit  which  is  the  paramount 
industrial  need  of  the  moment,  since  without  it  the 
great  industrial  expansion  and  development,  which 
can  alone  absorb  our  surplus  population  into  pro- 
ductive employment,  cannot  take  place. 

58.  The  Federation  of  British  Industries  fully 
realise  that  the  present  lack  of  this  spirit  cannot 
be  ascribed  solely  to  the  character  and  high  level 
of  present  taxation,  for  the  disorganisation  of  Europe 
and  the  general  dislocation  of  the  normal  channels 
of  trade  since  the  War  must  bear  a large  share  of  the 
responsibility. 

59.  The  effects  of  the  War  are,  however,  slowly 
passing  away,  and  a general  revival  of  world  trade 
may  be  more  imminent  than  is  generally  realised. 

60.  It  is  essential  that  the  industries  of  this 
country  should  play  their  proper  part  in  this  world 
revival,  and  they  will  fail  to  do  this  if  enterprise, 
initiative,  and  a readiness  to  face  risks  are  penalised 
by  our  -system  of  taxation. 


(Ill)  Geneeal  Ccnsidekations  and  Conclusions. 

61.  The  Federation  has  based  this  evidence  on  the 
assumption  that  all  parties  are  agreed  that  debt  must 
be  reduced,  and  that  constant  vigilance  should  bo 
exercised  to  reduce  national  expenditure  in  other 
directions.  Debt  redemption,  however,  involves 
taxation  which  must  inevitably  occasion  disturbance 
to  industry,  and  the  problem  to  be  solved  is  the  dis- 
covery of  those  means  of  taxation  which  will  minimise 
that  harm  to  the  greatest  extent  possible. 

62.  They  would  therefore  suggest : 

(1)  That  in  order  to  minimise  the  dislocatory 
effects  of  taxation,  changes  in  the  method,  form 
and  incidence  should  only  be  made,  if  at  all, 
with  the  greatest  caution  and  as  gradually  as 
possible.  This,  of  course,  does  not  apply  except 
in  a comparatively  minor  degree  to  changes  in 
form  or  incidence  arising  from  reductions  in 
taxation  where  the  beneficial  effects,  both  real 
and  psychological,  tend  as  a rule  to  offset  any 
temporary  dislocation,  although  even  in  this 
respect  a certain  uniformity  in  reduction 
throughout  the  range  of  taxation  seems  desir- 
able, e.<j.,  reductions  which  radically  and  sud- 
denly  altered  the  relative  proportions  of  direct 
and  indirect  taxation  might  have  dislocatory 
reactions  which  would  seriously  diminish  the 
benefit  derived. 

(2)  That  considerable  caution  should  be  ob- 
served during  any  period  of  price  instability, 
particularly  during  any  period  when  prices  are 
falling  rapidly.  The  maintenance  of  a high  rate 
of  taxation  for  the  repayment  of  debt  during 
such  a period  may  involve  so  serious  a strain  on 
industry  as  to  cause  damage  which  it  will  take 
many  years  to  repair  and  which  will  far  out- 
weigh any  advantage  gained  by  deibt  reduction 
during  the  period,  while  the  increase  of  taxa- 
tion for  any  purpose  during  such  a period  might 
be  disastrous. 
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(3)  That  care  should  be  taken  that  the  repay- 
ment of  debt  is  not  so  rapidi  or  in  such  a form  as 
to  cause  violent  and  sudden  deflationary  effects. 

(4)  That  care  should  be  exercised  that  the 
amount  of  taxation  imposed  is  not  such  as  to 
deplete  unduly  the  annual  surplus  of  production 
over  consumption,  and  thus  hinder  the  accumula- 
tion of  savings  which  can  be  applied  for  the 
maintenance  and  development  of  industry. 

(5)  That  taxation  should  not  be  of  such  a type 
or  character  as  to  act  as  a psychological  or 
physical  deterrent  to  those  otherwise  prepared 
to  devote  their  ability  or  their  money  to  the 
initiation  and  development  of  new  sources  of 
production. 

83.  In  fact,  from  the  point  of  view  of  industry, 
reductions  of  internal  debt  should  be  gradual,  and 
spread  over  as  long  a period  as  possible,  while  the 
taxation  required  for  the  purpose  should  be  as  uniform 
in  method  and  rate  as  practical  considerations  permit. 

64.  The  problem  of  the  debt  is,  therefore,  to  deter- 
mine the  length  of  the  period  over  which  repayment 
can  be  spread,  having  regard  to  the  considerations— 
other  than  industrial — which  must  be  taken  into 
account. 

65.  Too  short  a period,  involving  too  large  a 
Sinking  Fund  and  too  heavy  taxation,  will  produce 
the  detrimental  effects  on  industry  already  considered. 

66.  Too  long  a period  and  too  small  a Sinking 
I1  und  might  mean  an  unnecessary  prolongation  of  the 
period  of  heavy  interest  payments  and  have  a detri- 
mental effect  on  the  credit  of  the  State,  thus  delaying 
a reduction  of  the  interest  burden  by  conversion. 

67.  There  must  obviously  be  some  point  at  which 
the  advantages  and  disadvantages  of  the  two  courses 
balance,  but  no  data  exist  by  which  this  point  can  be 
determined  exactly. 

68.  There  are  certain  considerations,  however, 
which  at  the  present  time  lead  the  Federation  to 
oelieve  that  error  on  the  side  of  too  small  an  annual 
Sinking  Fund  and  too  long  a period  of  l’epayment 
must  be  infinitely  less  harmful  than  any  error  on 
the  other  side.  Among  these  considerations  are  : — 

(1)  The  existence  of  certain  large  but  diminish- 
ing liabilities  which  are  being  paid  out  of  income, 
the  most  important  perhaps  being  War  pensions. 
These  in  the  broadest  sense  represent  additional 
debt  repayment. 

(2)  The  great  importance  at  the  present  time  of 
maintaining  and  increasing  national  productivity, 
and  thus  of  maintaining  and  developing  the  only 
source  from  which  the  debt  can  be  paid.  The 
importance  of  this  consideration  is  greatly 
enhanced  by  the  European  settlement  and  the 
prospects  of  a general  trade  revival,  with  its 
increased  opportunities  - for  industrial  expansion 
and  its. inevitable  accompaniment  of  increased 
foreign  competition. 

(3)  The  part  played  by  the  prosperity  of 
national  trade  in  maintaining  the  national 
credit.  Post-war  experience  gives  considerable 
grounds  for  the  belief  that  evidence  of'  an  ample 
and  increasing  capacity  to  bear  the  burden  of  a 
debt  may  be  at  least  as  encouraging  to  creditors 
and  potential  creditors  as  reduction  in  the  volume 
of  the  debt  itself. 

(4)  The  high  level  of  local  taxation,  which 
greatly  increases  the  total  burden  on  industry 
and  is  m most  instances  a direct  element  in  cost 
of  production. 


69.  It  appears  to  the  Federation  that  in  view 
these  circumstances  it  is  justifiable,  instead  of  tl 
more  usual  method  of  adding  up  what  are  assuim 
to  be  the  minimum  national  liabilities  in  the  shai 
of  essential  expenditure  and  debt  services,  and  th< 

raFfr3°+l’mg  t0  deV'Se  the  ,east  harmfi>l  method 
raising  the  necessary  revenue,  to  suggest  that  tl 
quest  should  be  approached  from 
that  the  maintenance  and  development  of  nation 
production  and  trade  in  order  to  meet  the  nS 


an  increasing  population  should  be  regarded  as  -the 
principal  (Objective,  and  that  only  that  portion  of  the 
national  income  which  is  left  after  ample  provision 
has  been  made  for  this  object  should  be  regarded  as 
available  for  current  expenditure  or  debt  reduction. 

70.  They  are  aware  that  exact  calculation  on  such 
a point  is  probably  impossible,  although  they  believe 
that  the  Committee  on  the  National  Debt,  with  the 
mass  of  statistical  information  which  can  be  supplied 
by  the  Government  Departments,  and  the  wealth  of 
expert  economic  assistance  upon  which  they  can  call, 
should  be  able  to  obtain  an  approximate  estimate. 

71.  Such  an  estimate  would  be  of  incalculable  value 
not  only  as  a guide  to  the  annual  sum  which  can 
safely  be  applied  to  the  redemption  of  debt,  but  also 
as  a means  of  determining  the  limits  within  which 
current  expenditure  must  bo  confined. 

72.  The  Federation  are  convinced  that  until  these 
problems  are  approached  in  a new  spirit  and  from  a 
new’  angle  there  will  be  ia  constant  danger  that  either 
debt  redemption  or  current  expenditure  will  exceed 
the  limits  of  safety,  and  they  would  plead  most 
earnestly  for  a general  realisation  that  the  rate  both 
of  debt  redemption  and  of  current  expenditure  must 
be  kept  within  the  hounds  imposed  by  the  necessity 
of  maintaining  a constant  development  and  expansion 
of  industry. 

73.  In  regard  to  both  it  is  not  the  weight  of  the 
burden  which  matters;  it  is  the  capacity  to  bear  it; 
and  it  is  the  development  of  this  capacity,  by  assisting 
the  recovery  of  industry  and  the  expansion  of  product 
tion,  which  must  be  the  first  object.  If  the  rate  of 
debt  reduction  and  general  expenditure  is  placed  too 
low,  tlio  worst  that  can  happen  is  delay  in  attaining 
certain  desirable  objects;  if  it  is  too  high  the  result 
ma.y  be  disaster.  Rapid  redemption  of  debt  and 
heavy  national  expenditure  can  follow  the  return  of 
prosperity;  they  cannot  precede  it  without  involving 
a lowered  scale  of  living  and  heavy  unemployment. 


(IV)  Extebnal  Debt. 


74.  The  taxation  problems  involved  by  the 
American  Debt  are  similar  to  and  have  already  been 
dealt  with  in  the  portion  of  this  evidence  which  deals 
with  internal  debt,  while  the  special  problems 
involved  by  the  payment  of  an  external  debt  have 
been  so  admirably  and  exhaustively  analysed  in  the 
Report  of  the  Experts’.  Committee  on  the  Reparation 
problem  that  but  little  remains  except  to  point  out 
that  reparation  payments  to  a victorious  enemy  and 
debt  payments  to  a creditor  ally  amount,  economically 
speaking,  to  very  much  the  same  thing. 

75.  They  both  consist,  fundamentally,  in  the  (annual 
presentation  of  a certain  quantity  of  goods 
(including  gold)  to  'another  country  for  nothing. 

76.  lwo  points,  however,  seem  worthy  of  considera- 
tion from  the  British  standpoint: 


1 ' 1 11SUY>  tne  money  for  the  payment  of  the 
interest  and  sinking  fund  on  the  external  debt  is 
ouiic  from  the  surplus  of  visible  and  invisible 
exports  over  imports.  This  surplus  is  normally 
invested  abroad  as  it  is  acquired  by  the  different 
individuals  to  whom  it  belongs,  and  this  re-invest- 
ment is  a continuous  process.  There  is  not,  as  it 
u tie,  any  particular  moment  at  which  the  country  as 
•a  whole  takes  stock  of  its  export  surplus  and  says  to 
tseil  : So  much  of  this  surplus  must  go  in  payments 
lor  the  American  Debt,  and  what  is  left  we  can  invest 
a noac . Iheie,  therefore,  seems  to  be  some  danger 
ol  over- investment  abroad  and  under-investment  at 
home  with  consequent  detriment  to  the  accumulation 

i ,lc  caPyta-  necessary  for  the  maintenance  and 
development  of  industry. 


mere  is, 


. ->  or  course,  no  out  and  dried  remedy 
which  can  be  applied,  since  any  attempt  to  control 
oi  restrict  foreign  investment  artificially  would 
obviously  endanger  the  position  of  London  as  the 

. money  market  and  entail  evils  at  least  as 
serious  as  those  it  cured. 
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79.  The  possibility  of  an  excessive  drain  of  capital 
abroad  does,  however,  emphasise  the  importance  of 
extreme  care  iii  the  rate  of  repayment  of  internal 
debt,  and  suggests  yet  another  reason  why  any 
attempt  to  repay  it  too  rapidly  might  be  inadvisable, 
since  heavy  taxation,  still  more  taxation  of  a 
psychologically  alarming  character  such  as  a Capital 
Levy,  makes  home  investment  less  attractive  and 
tends  to' develop  a “ flight  of  capital  ” into  foreign 
investments. 


80.  Secondly,  it  seems  obvious  that  debt  payments 
to  a foreign  country,  especially  if  allowed  to  have 
their  natural  effect  on  the  exchanges,  must  constitute 
a stimulus  to  exports  and  a corresponding  check  on 
imports,  and  that  both  these  effects  may  react 
differently  on  different  industries  in  the  country. 

81.  These  effects  and  their  reactions  on  the  well 
being  and  balance  of  industry  as  a whole  would  seem 
to  merit  the  careful  investigation  of  Lord  Colwyn’s 
Committee. 


4761.  Chairman.-.  You  have  com©  hero  to  give  us 
the  views  of  the  Federation  of  British  Industries. 
We  will  look  through  your  paper  paragraph  by  para- 
graph, and  the  Committee  will  ask  you  questions  as 
fclie  points  come  up.  The  first  few  paragraphs  are 
introductory? — I might  interpose  to  say  that  we  have 
deliberately  omitted  all  reference  to  local  taxation, 
as  we  understood  that  was  outside  the  terms  of 
reference  of  the  Committee.  But,  of  course,  you 
cannot  consider  national  taxation  without  considering 
local  taxation.  At  the  present  time  the  burden  of 
local  taxation  on  industry  is  a peculiarly  heavy 
burden,  because  it  is  a direct  tax  on  industry;  it 
differs  in  that  respect  at  least  from  national 
taxation. 

4762.  Sir  Arthur  Balfour : On  paragraph  12  I 

should  like  to  ask  what  are  the  views  of  the  Federa- 
tion as  to  the  exact  effect  that  taxation  has  had 
on  industry  as  a whole?  You  refer  particularly  to 
Income  Tax,  I take  it? — We  are  referring  there  par- 
ticularly to  the  changes  in  the  effect  of  a given  money 
burden  of  taxation  consequent  on  the  changes  in 
tho  stato  of  production.  If  you  have  a change  in 
prices  taking  place,  so  far  as  the  manufacturer  is 
concerned  the  effeot  of  the  burden  of  taxation  of  a 
given  weight  at  one  period  may  be  quite  different 
from  the  effect  at  another  period.  For  example, 
supposing  you  are  raising  £100,000,000,  or,  as  we 
did  during  the  last  two  years,  supposing  you  had 
£150,000,000  more  than  was  budgeted  for,  that  repre- 
sents a much  heavier  burden  on  industry  as  a whole 
than  if  all  that  £150,000,000  had  been  taken  in  1919 
and  1920;  because,  of  course,  prices  were  higher  then 
and  the  actual  burden,  measured  in  goods,  if  you 
take  the  country  as  a whole,  was  much  less. 

4763.  Is  it  your  view,  then,  that  traders  as  a 
whole,  leaving  out  exceptional  cases,  have  had  to 
borrow  more  money  to  pay  taxation  in  later  years  than 
in  previous  years? — I should  say  certainly  that  they 
have.  Of-  course,  that  is  a point  on  which  you  have 
to  -get  evidence  from  individual  manufacturers,  and 
it  is  not  the  kind  of  evidence  which  they  are  going 
to  publish;  but  I think  it  is  well  known  that  a 
large  number  of  manufacturers  have  had  to  borrow 
money  from  the  banks  in  order  to  pay  their  taxes. 

4764.  Was  that  due  to  the  fact  that  they  incurred 
liabilities  with  high  priced  stocks,  which  afterwards 
fell  away  in  value? — It  is  rather  difficult  to  isolate 
a particular  factor  and  deal  with  it  alone.  But. 
taking  the  last  three  or  four  years,  on  .the  whole  I 
think  it  is  quite  fair  to  say  that  a very  large  number 
of  manufacturers  found  themselves  with  stocks  they 
vere  unable  to  sell,  and  of  course  that  made  their 
difficulties  very  much  greater. 

4765.  But  their  difficulties  were  made  greater  by 
the  higher  -previous  taxation ; in  a normal  way  a 
manufacturer  would  have  made  reserves  against  the 
con  tingency  ? — Certainly. 

4766.  Owing  to  the  higher  taxation  he  was  not 
t»ble  to  make  those  reserves? — Certainly. 

4/67.  Sir  Charles  Addis : The  gist  of  the  paragraph 
is  that  a fall  in  prices  increases  the  burden  of 
taxation? — Yes. 

4768.  Professor  Hall : With  regard  to  paragraph  16, 
nuing  read  that  paragraph  in  conjunction  with  a 
-i  er  paragraph,  I take  it  that  you  do  not  object 
° Readjustment  of  taxation  by  way  of  a reduction. 

us  paragraph  only  applies  really  to  a readjustment 
0 .taxation  if  it  means  an  increase? — There  are  two 
points.  First  of  all,  any  readjustment  of  taxation 


may  produce  dislocation,  and  so  may  tend  to  deflation. 
Of  course,  if  you  are  reducing  taxation  you  are 
countering  that  effect,  so  in  the  main  the  paragraph 
refers  to  an  increase.  But  a very  violent  reduction 
of  some  pai'ticular  tax  alone  might  produce 
dislocation. 

4769-.  I want  to  see  liow  much  importance  you 
attach  to  the  desirability  of  maintaining  a constant 
rate  of,  say,  Income  Tax,  as  against  the  desirability, 
which  you  argue  elsewhere,  of  reducing  Income  Tax. 
Do  you  think  that  the  maintenance  of  a stable  rate 
of  taxation  is  of  more  importance  at  the  present 
moment  than  a reduction  in  the  rate  of  taxation  ? — I 
should  say  at  the  present  moment  -a  reduction  would 
bo  much  more  important;  but  this  evidence  is 
intended  to  cover  on  broad  lines  the  whole  period 
of  debt  repayment. 

4770.  This  is  the  principle  you  are  enunciating 
here  ? — Yes. 

4771.  And  the  present  policy  you  think  should  be 
in  the  direction  of  the  reduction  of  taxation? — Yes. 

4772.  Sir  Arthur  Balfour  : On  paragraph  17,  what 
are  the  views  of  the  Federation  on  the  question  of 
Income  Tax  entering  into  prices?  Perhaps  I ought 
to  say  entering  into  the  cost  of  production,  and  then 
into  prices? — I suppose  the  answer  would  be  that 
you  caunot  say  that  Income  Tax  enters  into  prices 
directly,  but  that  indirectly  it  has  a very  seirious 
effect.  For  example,  if  you  have  a high  tax  and  if 
goods  have  to  go  through  a series  of  different  stages 
— involving  charges  first  of  all  for  raw  materials, 
then  wages  and  salaries  and  manufacturer’s  over- 
heads, and  finally  for  wholesale  and  retail  distribu- 
tion— there  is  a tendency,  at  least  until  people  have 
got  used  to  the  high  tax,  at  each  stage  to  make  some 
allowance  for  Income  Tax  in  their  charges.  It  is  very 
difficult  to  avoid  that,  because  they  are  not  quite 
sure  exactly  what  is  going  to  happen  to  taxation. 
It  has  probably  a very  important  effect  on  foreign 
competition.  But  here  you  have  to  consider  local 
taxation  as  well  as  Income  Tax.  If  tho  burden  of 
tax  in  one  country  is  less  than  in  another — I have  in 
mind  at  the  moment,  for  example,  Germany — tho 
fact  that  you  have  higher  taxation  will  undoubtedly 
make  it  more  difficult  for  you  to  compete,  though  it 
is  probably  impossible  -actually  to  isolate  tlie  particu- 
lar part  in  tho  process  where  it  would  make  it  so. 
In  the  case  of  Germany  it  is  relatively  simple 
because  there  I -believe  they  have  very  largely  a local 
Income  Tax,  whereas  here  we  have  local  rates. 

4773.  In  any  case,  unless  there  is  a sufficient 
amount  in  the  sale  price  of  the  goods  you  cannot 
collect  Income  Tax  ? — -Income  Tax  is  actually  charged 
on  profits,  but  a manufacturer  who  is  making  out  his 
programme  has  to  take  some  account  of  the  fact  that 
he  will  have  to  pay  Income  Tax. 

4774.  Mr.  Bowen : Would  that  mean  that  tiie 
Income  Tax  would  be  taken  into  such  account  that 
the  two  or  three  people  through  whose  hands  the 
goods  were  passing  would  each  put  his  share  of  Income 
Tax  on  the  price? — There  would  bo  a tendency  in 
that  direction.  Trade  is  a speculative  thing,  and  if 
Income  Tax  is  high  and  you  are  not  quite  sure 
exactly  how  your  sales  are  going — it  is  in  a sense  a 
risk  which  has  to  be  insured  against. 

4775.  So  that  it  would  really  transfer  the  burden 
of  Income  Tax  from  industry  to  the  consumer? — To 
a certain  extent  it  would. 

4776.  Sir  William  McLintoch  : Y ou  are  referring 
to  Income  Tax  only?— At  tlie  moment  I am  talking 
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about  Income  Tax,  but  I say  you  cannot  isolate  it 
from  local  taxation.  I say  local  taxation  is  exactly 
the  same  as  a labour  cost. 

4777.  You  suggested  that  if  the  goods,  from  the 
time  they  left  the  manufacturer  until  they  reached 
the  consumer,  had  to  pass  through  other  hands,  each 
handler  of  those  goods  would  take  into  account  his 
Income  Tax? — I think  you  are  reading  more  into 
my  words  than  is  intended.  All  I am  saying  here 
is  this.  First  of  all,  I think  it  is  doubtful  whether 
Income  Tax  enters  directly  into  prices;  but  in- 
directly, when  you  have  a high  level  of  tax  and  you 
have  a large  number  of  people,  each  of  whose  risks 
are  different,  dealing  with  the  goods,  and  particularly 
during  a period  such  as  we  have  had  recently  when 
you  do  not  quite  know  what  is  going  to  happen,  un- 
consciously the  man  takes  into  account  the  burden  of 
taxation.  I would  not  say  it  is  a conscious  calcula- 
tion. 

4778.  If  he  does  take  it  into  account  indirectly, 
then  each  handler  of  the  goods  must  be  putting  on 
probably  the  full  rate  of  the  tax  ? — Again  it  depiends 
on  the  nature  of  the  risks  which  he  has  to  bear. 

4779.  If  he  takes  any  of  the  tax  into  account  the 
aggregate  amount  by  the  time  these  goods  have  passed 
through  three  different  hands  may  be  very  much 
higher  than  the  whole  rate? — If  each  of  them  puts  it 
on;  but  I have  not  admitted  that  each  of  them  puts 
it  on.  I have  said  that  there  appears  to  be  a 
tendency  of  that  sort  when  taxation  is  high,  and 
when  it  is  not  known  exactly  how  trade  is  going  to 
go.  I do  not  say  you  could  measure  it,  and  I would 
object  to  any  statement  that  each  individual  put  on 
so  much  on  account  of  taxation. 

4780.  I am  not  suggesting  that  he  puts  on  so  much, 
but  if  he  takes  it  into  account  at  all,  and  the  goods 
go  through  three  hands,  and  each  puts  on  something 
unconsciously,  the  aggregate  amount  put  on  may  Ire 
considerably  in  excess  of  the  full  tax? — In  certain 
cases  it  might  be. 

4/81.  You  also  refer  to  local  rates.  I do  not  think 
there  is  any  difference  of  opinion  that  local  rates 
enter  directly  into  the  cost  of  the  goods? — I agree. 

4782.  You  do  not  suggest  that  Income  Tax  enters 
into  the  cost  of  the  goods  in  the  same  way? — No. 
What  I had  in  mind  was  partly  this  fact : that  you 
have  to  have  goods  going  through  various  stages, 
and  it  is  quite  possible  that  somebody  at  one  stage 
might  add  something  on  to  his  price,  and  that  would 
affect  the  price  of  the  goods  to  the  ultimate  consumer. 

4783.  Sir  Arthur  Half  our : Do  the  Federation 

attach  any  importance  to  the  ratio  between  direct 
and  indirect  taxation? — It  is  not  a point  which  we 
have  gone  into  in  this  connection. 

4784.  Your  members  have  not  expressed  a view  on 
that? — Not  in  connection  with  this  evidence.  But  it 
;s  a matter  which  they  have  dealt  with  annually  in 
connection  with  the  budget. 

4785.  Have  you  any  views  with  regard  to  Customs 
and  Excise  Duties  and  their  effect  on  prices? — As 
the  Federation  contains  people  on  both  sides  of  the 
fiscal  controversy,  I should  not  like  to  express  an 
opinion  on  that  point. 

4786.  Mr.  Bell : Might  we  understand  exactly  what 
paragraph  19  means?  You  say:  “ The  effects  on 
industry  in  1921-22  of  the  high  taxation  imposed 
by  the  Budget  of  1920-21,  and  the  converse  experience 
in  Germany  where  rapidly  rising  prices  completely 
outstripped  the  successive  attempts  to  impose 
adequate  taxation,  clearly  illustrate  this  danger.” 
Which  danger  ? They  are  two  extreme  instances  of 
the  effect  of  changing  prices  and  taxation. 

4787.  Professor  Kail:  You  have  pointed  out  the 
burden  imposed  by  the  maintenance  of  the  rate  of 
taxation  during  a time  of  falling  prices.  You  have 
suggested  that  the  burden  is  increased  during  the 
time  of  falling  prices.  Would  you  suggest  that  if 
prices  are  rising,  that  would  be  an  opportune  time 
to  increase  the  amount  of  taxation? — It  is  certainly 
a.  time  when  you  could  take  more  and  do  less  harm, 
because  during  rising  prices  the  tendency  would  be 


for  something  in  the  nature  of  inflation  to  be  taking 
place,  and  so  the  deflationary  effect  of  the  tax  would 
be  much  smaller. 

4788.  So  that  if  prices  were  to  rise  during  the  next 
few  years,  you  would  think  that  the  maintenance 
of  the  present  rate  of  taxation,  or  an  increase  in 
the  rate  of  taxation,  would  be  less  burdensome  than 
the  maintenance  of  the  present  rate  during  a time 
of  falling  prices? — I am  not  quite  sure  that  I have 
got  your  point  clearly,  but  may  I put  it  in  this:  way? 
The  first  thing  is  that  we  would  like  the  burden 
over  a period  of  years  to  be  settled.  In  addition, 
it  might  be  possible  during  periods  of  rising  prices 
to  repay  more  debt  than  in  a period  of  falling  prices. 

4789.  You  would  rather  favour  an  increase  in  debt 
repayment  during  a time  of  rising  prices  than  during 
a time  of  falling  prices? — Yes.  But  we  object  to  the 
extent  of  the  repayments  during  the  last  two  years 
of  depression. 

4790.  I would  like  to  ask  what  lesson  you  wish 
us  to  draw  from  paragraph  24.  Have  you  any  par- 
ticular recommendations  to  make  in  regard  to  ex- 
penditure?— In  this  connection,  no.  This  is  merely 
intended  to  illustrate  that  you  cannot  consider  the 
question  of  taxation  merely  as  an  isolated  act  of 
taking  a sum  of  money  from  one  set  of  people  and 
giving  it  to  another.  You  have  to  follow  it  through 
its  stages  in  detail. 

4791.  You  are  not  passing  any  criticism  upon  any 
particular  form  of  expenditure? — No,  not  here. 

4792.  Sir  Josiali  Stamp:  Suppose  you  raise  money 
by  taxation  and  pay  it  out  in  unemployment  relief, 
is  that,  in  your  judgment,  inimical  to  society : is  it 
anti-social? — I am  afraid  that  takes  me  rather  out- 
side the  terms  of  this  evidence.  It  would,  of  course, 
l>e  very  much  better  if  you  could  use  the  money  to 
give  people  work. 

4793.  I was  thinking  more  of  this.  You  have  de- 
prived certain  sections  of  the  community  of  spending 
power  which  would  have  been  exercised  in  a certain 
direction.  You  have  handed  it  over  to  another  lot 
of  people  who  exercise  the  spending  power  in  a dif- 
ferent direction.  Is  that  second  direction  less  good 
for  industry  than  the  first? — If  the  money  in  the 
first  instance  was  going  to  be  used  to  develop  in- 
dustry, the  answer  in  Yes.  If  it  was  merely,  say, 
going  to  be  spent  on  personal  expenditure,  then  it 
probably  would  be  better  to  give  it  to  the  other 
people.  But  I have  not  quite  got  what  your  point 
is. 

4794.  You  say  there  are,'  different  effects  in  the  way 
of  spending  the  proceeds  of  taxation.  I am  taking 
one  example,  the  first  that  you  mentioned,  expendi- 
ture on  unemployment  relief.  If  by  taxation  you  take 
away  from  relatively  wealthy  people,  we  will  say, 
money  that  might  have  been  either  saved  for  industry 
or  spent  in  some  perhaps  luxurious  personal  expendi- 
ture or  in  some  other  direction,  do  you  think  that 
the  purchasing  power  that  is  exercised  by  the  unem- 
ployed is  better  or  worse  for  industry  than  the  way 
in  which  it  would  have  been  exercised  by  the  original 
taxpayer?  I am  afraid  unless  I knew  who  held  the 
money  in  the  first  instance,  it  would  be  very  difficult 
for  me  to  answer  that  question. 

4795.  It  is  not  accurate,  of  course,  but  assume,  for 
the  sake  of  argument,  that  the  whole  of  the  money 
spent  on  unemployment  relief  comes  out  of  the 
Super-tax? — I should  assume  that  a good  deal  of  this 
money  is  being  taken  away  out  of  the  hands  of  in- 
dustry, in  the  sense  that  it  would  be  used  for  capital 
expenditure  and  is  being  spent  on  consumption. 

4/96.  So  that  really  what  you  have  got  by  this 
process  is  fewer  factories  and  less  new  machinery  for 
future  production  and  more  apparent  consumption 
of  clothes  and  food.  Is  that  so? — Yes. 

_ 4/97.  Is  it  unwise  to  have  at  the  present  time  con- 
siderable consumption  of  clothes? — I am  afraid  I find 
a very  great  difficulty  in  answering  a question  of 
that  kind.  In  the  first  place,  it  brings  in  social 
questions  which  are  somewhat  outside  this  reference. 

4798.  I do  not  want  to  go  into  that;  I only  want 
the  effect  upon  industry;  whether  you  oould  say  that 
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industry  would  bo  more  prosperous  at  the  present 
moment? — You  are  getting  on  to  my  second  difficulty 
there.  My  second  difficulty  is  that  when  you  have  a 
period  of  trade  depression  with  falling  prices,  I 
think  it  is  very  doubtful  indeed  whether  you  can  do 
anything  to  revive  industry  immediately.  But  during 
this  period  something  has  to  he  done  to  find  work  for 
the  people  who  are  unemployed;  you  may  spend  the 
money  on  special  capital  works  or  you  may  spend  it 
on  their  personal  consumption.  It  must,  however, 
be  Iborne  in  mind  that  it  is  quite  possible  that  the 
money  you  are  spending  might  otherwise  have  been 
saved  up  during  the  period  and  used  in  a year  or 
two’s  time  for  capital  development.  It  is  a difficult 
question,  'but  I think  my  answer  would  be  this.  You 
have  either  to  spend  this  money  on  food  and  cloth- 
ing which  you  give  to  the  unemployed,  or  else  on 
special  works  which  are  going  to  find  them 
employment.  1 cannot  say  which  is  preferable, 
because  one  knows  that  so  many  of  these  works  are 
not  economical.  If  the  unemployed  could  be  found 
productive  employment,  I have  no  doubt  that  would 
bo  the  best  solution. 

4799.  I am  not  on  the  point  of  the  inevitability 
of  this  expenditure  or  the  fact  that  it  would  be 
tetter  to  do  this  than  to  allow  matters  to  drift;  I 
am  on  the  whole  point  as  to  industry,  as  it  is  con- 
stituted at  the  present  time,  being  benefited  more 
by  the  expenditure,  we  will  say,  of  a Super-taxpayer 
in — just  to  give  a concrete  example — silk  ties,  as 
compared  with  the  expenditure  of  the  working 
classes  and  unemployed  on  boots,  having  regard  to 
the  fact  that  you  have  a large  amount  of  fixed  capital 
in  the  boot  industry  which  is  not  being  fully  exer- 
cised at  the  present  moment.  Now  are  yon  not  by 
this  expenditure  giving  output  to  some  of  your 
staple  trades  that  produce  these  commodities  for  the 
million,  at  the  same  time  that  you  are  depressing 
possible  luxury  trades  in  regard  to  the  output  that 
they  might  have  had? — If  you  are  depressing  luxury 
trades  only,  then  I incline  to  agree  with  you. 

4800.  You  see  now  what  my  point  is — whether  in 
fact  this  kind  of  redistribution  of  income  through 
taxation  is  wiorso  for  industry  in  the  way  it  is  spent? 
— I do  not  think  I should  like  to  give  an  answer  to 
that  question  beyond  saying  that  if  it  was  spent  on 
personal  luxuries  it  would  be  'better  to  redistribute 
it  in  the  above  way.  I should  not  like  to  commit 
myself  to  a general  argument  of  that  kind,  because 
the  question  arises,  where  are  you  going  to  stop? 

4801.  Sir  Arthur  Balfour:  If  it  was  spent  on.  push- 
ing the  export  trade  of  the  country  and  therefore 
causing  more  real  employment,  it  would  alter  the 
case  altogether? — Yes. 

4802.  Professor  Hall : There  is  a further  point  I 
would  like  to  ask.  We  recognise  that  the  imposition 
of  taxation  may  affect  the  prosperity  of  industry. 
But  how  far  does  the  payment  of  the  unemployment 
benefit  assist  industry  later  by  maintaining  the  effi- 
ciency of  the  workers?  Are  you  satisfied  that  the 
efficiency  of  labour  is  more  effectively  maintained 
as  the  result  of  this  policy,  and  that  industry, 
although  it  may  suffer  as  the  result  of  taxation,  does 
benefit  by  the  maintenance  of  efficiency? — Again,  in 
a questiqii  of  that  sort  I am  in  a little  difficulty. 
The  only  way  really  in  which  you  can  maintain 
their  efficiency  is  to  employ  them,  and  if  they  cannot 
be  employed,  naturally  they  have  to  be  fed  and 
clothed.  The  whole  thing  is  a difficult  social 
problem  which  everybody  has  to  try  to  solve. 

4803.  Taxation  for  this  purpose  is  justified? — Yes, 
but  that  is  rather  outside  the  present  terms  of 
reference. 

4804.  Chairman : On  paragraph  29,  do  you  want 
to  amplify  what  you  have  said  with  regard  to  the 
Capital  Levy? — I do  not  think  so. 

480o.  Sir  Arthur  Balfow:  In  paragraph  30  you 
say  that  a sudden  reduction  of  the  National  Debt 
would  inevitably  involve  serious  dislocation — and 
also,  I suppose,  serious  deflation,  would  it  not? — 
Yes. 


4806.  Have  you  formed  any  opinion  as  to  the 

amount  of  the  trade  of  the  country  which  is  in  the 
hands  of  joint  stock  companies  and  in  the  hands  of 
private  individuals,  respectively? — No.  In  this 

connection  we  do  not  attach  any  particular  im- 
portance to  the  distinction  between  joint  stock  com- 
panies and  private  individuals.  The  point  was 
raised,  I believe,  in  one  of  the  questions  submitted 
to  our  Federation  Committee,  but  they  did  not  con- 
sider it  important. 

4807.  If  a Capital  Levy  were  to  be  applied  to 
private  individuals  and  not  to  joint  stock  companies, 
there  would  be  a considerable  difference? — It  is  diffi- 
cult to  say  either  how  much  of  the  money  that  a 
private  individual  has,  goes  into  trade,  or  to  separate 
it  from  the  amount  of  money  which  goes  from  joint 
stock  concerns.  At  least  that  was  the  view  of  the 
Committee. 

4808.  Mr.  Bowen : Y/ith  regard  to  paragraph  33, 

could  you  tell  us  to  what  extent  people  are  using  War 
Loan  as  collateral? — No.  But  it  makes  no  parti- 

cular difference  whether  they  are  using  War  Loan  or 
some  other  gilt-edged  security.  Sir  Josiah  Stamp : 
The  whole  point  of  the  original  document  from  which 
this  was  drawn  was  not  so  much  the  total  quantity 
that  is  being  used  as  collateral,  but  how  much  lies 
behind  it  that  is  not  being  used  and  could  be  sub- 
stituted for  it. 

4809.  Mr.  Bowen : In  paragraph  44  you  state  : 
" The  experience  of  the  last  year  suggests  that  the 
psychological  effect  of  greatly  increased  taxation 
would  probably  be  to  cause  them  to  re-invest  the 
greater  part  of  the  funds  received  in  foreign  securi- 
ties.” Could  you  amplify  that,  for  my  information? 
— I may  explain  that  this  report  was  prepared  fairly 
early  last  year — this  part,  at  any  rate — when  we 
were  being  told  by  bankers  that  as  the  result  partly 
of  certain  incautious  statements  by  a Cabinet 
Minister,  and  partly  of  an  expectation  that  a Labour 
Party  was  coming  into  power,  who  might  attempt  to 
bring  in  something  in  the  nature  of  a Capital  Levy — 
money  was  in  fact  being  invested  abroad. 

4810.  Did  the  flow  of  capital  abroad  come  from 
manufacturers? — I am  not  prepared  to  say  from 
whom  it  came.  This  statement  must  not  be  taken 
too  literally;  it  is  merely  an  illustration  of  what 
might  be  the  effect. 

4811.  Sir  Josiah  Stamp:  Is  it  anything  more  than 
a question  of  the  direction  of  new  capital  during  the 
year? — This  was  credit,  rather  than  long  term 
investment. 

4812.  Not  foreign  securities? — It  was  investment 
of  liquid  resources. 

4813.  Mr.  Bowen : I saw  the  statement  that 

capital  was  fleeing  the  country,  but  I never  saw  any 
evidence  of  it,  and  I am  trying  to  find  it? — This  is 
what  the  bankers  told  us  at  the  time,  and  so  it  was 
incorporated,  hut  it  is  not  intended  to  be  taken  too 
literally,  but  merely  as  an  illustration. 

4814.  Sir  Jo\siah  Stamp:  Supposing  a levy  were  to 
be  imposed  and  gilt-edged  securities  were  redeemed, 
would  .people  who  get  that  money  on  redemption  send 
it  abroad  into  foreign  securities  in  the  fear  of  an 
immediate  second  levy;  is  that  the  point? — Yes.  If 
you  started  a Capital  Levy,  they  would  not  know 
what  else  might  not  happen. 

4815.  Would  a person  put  his  money  in  securities 
abroad  to  escape  a Capital  Levy,  or  a second 
Capital  Levy? — I am  not  prepared  to  say  whether 
he  would  or  not.  I am  merely  saying  here  what 
he  would  be  likely  to  do.  The  development  of  such 
a tendency  would  not  be  good  for  industry.  After 
all,  psychological  influences,  whether  based  on  reason 
or  not,  are  important. 

4816.  Sir  Charles  Addis  : They  are  not  susceptible 
of  proof? — No. 

4817.  It  is  merely  an  opinion? — Yes. 

4818.  Sir  Arthur  Balfour:  On  paragraph  49,  have 
you  any  evidence  amongsti  your  members  with  regard 
to  the  extent  to  which  high  taxation  has  reduced 
reserves.  One  witness  told  us  that  he  did  not  think 
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that  high,  taxation  had  reduced  the  rate  of  accumula- 
tion of  reserves? — No.  That  is  a thing  upon  which 

you  will  not  get  the  ordinary  manufacturer  publicly 
to  express  views.  He  has  to  consider  his 
shareholders  and  the  interests  in  the  business,  but  in 
some  cases  where  you  have  to  maintain  a high 
dividend  then  it  is  likely  to  be  at  the  expense  of 
the  reserve. 

4S19.  You  think  the  dividend  would  come  first? — In 
certain  cases. 

4820.  Do  you  think  there  should  be  some  tax 
exemption  for  reserves  left  in  a business? — That  is 
one  of  the  ideas  which  we  think  requires  to  be 
explored. 

4821.  Have  you  explored  it  at  all? — No.  That  is 
rather  outside  my  province,  but  I believe  it  is  being 
explored,  though  I cannot  say  more  at  the  moment 
than  that  we  think  reserves  ought  to  be  exempted 
in  some  way. 

4822.  Mr.  Bowen : Would  you  place  a limit  on  the 
amount  of  reservos  to  be  exempted? — I have  not 
examined  the  matter.  That  is  a question  which  is 
beyond  my  powers  to  deal  with  beyond  saying  that 
we  think  that  reserves  certainly  occupy  a special 
position  and  require  special  treatment. 

4823.  But  you  have  not  looked  into  the  complica- 
tions?— No. 

4824.  Professor  Sail : You  have  no  workable 

scheme  to  suggest? — No.  Our  idea  was  that  it  was 
one  of  the  matters  for  this  Committee  to  investigate. 

4825.  Chairman : Sir  Arthur  Balfour  asked  you  an 
important  question  as  to  whether  taxation  has  caused 
a depletion  of  reserves,  but  you  have  no  figures  to 
show  the  difference  (between  the  last  year  but  one 
and  last  year? — No. 

4826.  Mr.  Bowen : In  your  manufacturing  busi- 
nesses and  in  the  statement  you  have  just  made  that 
primary  consideration  would  probably  have  to  be 
given  to  dividends,  have  you  found  any  inclination 
to  regard  dividends  as  being  subject  to  a certain 
limit  beyond  which  industry  should  not  go  or  could 
not  go?  You  said  a moment  ago  that  you  thought 
dividends  would  have  to  have  first  consideration  over 
and  above  reserves? — You  mean  that  reserves  should 
have  prior  consideration. 

4827.  Mr.  Bowen : I was  surprised  to  hear  you  say 
so.  Sir  Arthur  Balfour : You  did  answer  me  that 
you  thought  dividends  should  have  prior  considera- 
tion?— (Witness) : I am  sorry;  I meant  it  the  other 
way  round.  Of  course,  in  certain  businesses  the  divi- 
dends might  be  the  first  concern,  and  in  other  cases 
reserves,  but  from  the  point  of  view  of  industry  as 
a whole  it  is  quite  clear  that  the  reserves  should 
have  prior  consideration. 

4828.  Sir  J osiah  Stamp : In  the  case  of  the  com- 
panies who  want  to  keep  up  dividends  is  it  the  gross 
or  the  net  dividend  that  they  want  to  keep  up? — I 
suppose  it  varies — the  net  in  many  cases. 

4829.  Mr.  Bowen : We  have  the  statement  made 
that  high  taxation  diminishes  the  taxpayer’s  incen- 
tive to  save ; we  have  been  told  by  previous  witnesses 
that  shareholders  demand  the  maintenance  of  a high 
rate  of  dividend;  what  I want  to  gather  is  if  there 
is'  a general  understanding  that  there  should  be  a 
fall  of  comforts  all  round  and  whether  shareholders 
are  being  required  to  put  up  with  a lower  rate  of 
dividend? — I am  afraid  I have  not  caught  your  point. 

4830.  Let  me  try  'another  way  then.  Is  it  found 
in  the  various  manufacturing  businesses  that  share- 
holders look  to  the  maintenance  of  a high  rate  of 
dividend  all:  the  time  without  regard  to  existing  con- 
ditions in  the  country? — Everybody  likes  to  have  high 
dividends  but  they  do  not  get  them. 

4831.  But  some  of  them  get  them,  certainly? — 
Some  do,  yes,  but  the  interest  of  the  shareholder  is 
not  always  that  of  the  (business.  You  have  in  a busi- 
ness something  which  goes  on  for  ever,  while  any 
particular  individual  shareholder’s  interest  is  tem- 
porary only.  In  many  companies  there  is  often  a 
fight,  if  you  can  put  it  so,  between  reserves  and 
dividends. 


4832.  Sir  Arthur  Balfour:  Is  it  not  n-  fact  that  in 
a great  many  instances,  owing  to  high  taxation,  divi- 
dends have  had  to  be  paid  so  that  people  could  live  at 
all,  and  that  has  affected  the  reserve? — ‘Certainly, 
yes. 

4833.  Sir  William  McLintoch:  With  regard  to 
public  companies  generally,  do  you  suggest  (I  under- 
stood that  you  did)  that  the  directors  look  to  the  net 
dividend  that  is  available  to  the  shareholder? — I was 
referring  there  rather  to  the  dividend  received. 

4834.  After  all,  as  a general  rule,  directors  of  com- 
panies settle  the  reserves,  and  they  settle  the  divi- 
dend policy.  Do  you  suggest  that,  owing  to  the  high 
rate  of  tax,  they  have  had  to  increase  the  dividends 
in  order  to  produce  the  same  net  yield  after  deduct- 
ing tax  ? — Yes. 

4835.  Notwithstanding  that  no  two  shareholders 
are  necessarily  liable  at  the  same  rate.  After  all  one 
man  is  liable  at  4s.  6d.  and  another  man  is  liable  at 
a less  rate,  and  another  shareholder  is  not  liable  for 
any  tax  at  all  it  may  be : do  you  suggest  still  that 
the  net  dividend  receives  special  consideration  in 
public  companies  generally  ? — I will  put  it  in  this 
way : all  these  questions  yon  are  asking  me  are  ques- 
tions which  face  each  company  and  which  each  com- 
pany has  to  balance  up,  so  to  speak,  from  its  own 
point  of  view. 

4836.  Sir  Josiah  Stamp:  What  do  the  majority 
of  companies  do — that  is  the  point;  do  they  consider 
the  net  or  the  gross? — The  gross,  I should  say,  on 
balance,  but  I should  not  like  to  commit  myself 
definitely.  It  is  not  a point  I have  gone  into. 

4887.  Sir  William  McLintoch : I agree  with  you 
that  they  consider  the  gross.  They  pay  a 10  per 
cent,  dividend  and  are  not  concerned  with  wliotlier 
the  tax  is  4s.  6d.  or  6s.  in  the  £.  Sir  Arthur 
Balfour:  But  they  are  impelled  to  pay  a particular 
dividend  by  the  necessity  of  the  shareholders  to  live? 
— (Witness) : Each  company  has  these  problems  to 
face;  some  will  decide  them  in  one  way  and  others 
will  decide  them  the  other  way. 

4838.  Mr.  Bell:  My  experience  has  been  that  it 

is  gross  dividends  that  are  considered,  and  the 
matter  of  Income  Tax  is  left  to  the  recipient.  Sir 
William  McLintoch:  Take  the  case  of  the  banks; 
many  of  them  have  maintained  the  same  gross  rate 
of  dividend  for  many,  many  years  Mr.  Bell : Yes. 
I have  known  ia  great  number  of  cases  where  the 
directors  of  companies  have  come  in  sometimes  to 
borrow  for  the  purpose  of  dividend,  and  have 
explained  to  us  the  very  hard  position  of  the 
wretched  shareholders,  many  of  whom  had  no  other 
means  of  living  at  all;  and  they  say:  “ If  it  is  at  all 
possible  for  us  to  pay  a dividend  we  must  do  it  in 
very  charity.  These  wretched  people  come  to  us  and 
say  they  have  no  other  money  to  live  on.”  Sir 
Arthur  Balfour : A form  of  dole.  Sir  Williavl 

McJAntoch  : That  is  an  increase  to  the  sort  of  people 
who  have  very  little  money  to  live  on,  but  the  tax 
does  not  bear  on  them  at  all.  Mr.  Ball:  1 am  not 
thinking  of  the  tax ; I am  thinking  of  the  dividend 
and  the  reserve.  If  they  can  make  a fair  reserve 
they  do  not  want  to  make  such  a large  reserve  that 
they  leave  a number  of  poor  shareholders  without 
any  money  at  all  to  live  on;  it  is  always  a question 
of  adjustment? — ( Witness ) : That  is  what  J had  in 
mind  when  using  the  terms  “ gross  ” and  “ net  ” — 
not  Income  Tax. 

4839.  Sir  Josiah  Stamp:  In  this  policy  of  main- 
taining the  dividend  on  the  point  of  Income  Tax  do 
you  think  that  they  regard  the  net  or  the  gross? — 
From  the  point  of  view  of  Income  Tax  probably  the 
gross. 

4840.  They  are  content  to  maintain  the  gross? — 
Yes. 

4841.  In  the  case  of  a dividend  which  used  to  be 
10  per  cent,  gross  and  was  roughly  about  9 per 
cent,  neti  they  are  still  content  to  pay  10  per  cent, 
gross,  or  about  7|  per  cent,  net? — Yes. 

4842.  Therefore  the  shareholder  does  not  get  as 
much  even  though  they  maintain  the  gross?— 
Certainly. 
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4843.  Will  you  relate  that  to  your  -previous 
answers?  You  told  us  that  they  attempted  with  a 
large  measure  of  success  to  maintain  their  net  profits 
after  payment  of  Income  Tax  by  getting  a larger 
o-ross  profit;  assume  that  to  be  the  case? — All  these 
questions  you  are  asking  me  are  quetions  which 
individual  companies  -are  faced  with. 

4844.  But  you  gave  us  a general  answer  for  in- 
dustry as  a whole  in  which  you  thought  that  the 
tendency  was  to  put  Income  Tax  into  price;  in  order 
that  profits  might  be  maintained  at  a net  figure  a 
larger  gross  profit  was  obtained.  That  being  so, 
the  bulk  of  companies  have  succeeded  in  getting  a 
larger  gross  profit  in  order  to  maintain  the  net,  but 
when  they  come  to  distribute  dividends  they  are 
content  to  pay  the  same  gross  and  a smaller  net ; 
therefore  they  must  retain  the  whole  of  that  differ- 
ence in  their  own  coffers.  The  difference  between 
their  price  policy  to  the  public  and  their  dividend 
policy  to  their  shareholders  being  in  the  one  case 
the  maintenance  of  a net  figure,  and  in  the  other 
case  the  maintenance  of  a gross  figure,  they  must  be 
in  funds  and  therefore  their  reserves  ought  to  bo 
very  much  larger.  Chairman:  The  witness  has  said 
lie  lias  no  figures  about  reserves.  Sir  Josiah  Stamp: 

I am  only  taking  his  own  theoretical  evidence.  I 
am  relating  his  earlier  theoretical  evidence  about  the 
price  policy  with  his  present  theoretical  evidence 
about  the  dividend  policy,  and  I am  asking  if  these 
theories  are  translated  into  facts  what  happens  to 
the  balance.  The  company  succeeds  in  passing  on 
the  burden  of  the  Income  Tax  through  price  to 
somebody  else? — (Witness):  I think  you  must  have 
misunderstood  me. 


4846.  Sir  Arthur  Balfour : The  companies  tried 

hut  did  not  succeed? — Yes.  On  this  point  I should 
think  the  Federation  would  probably  accept  your 
evidence,  Sir  Josiah. 

4846.  Sir  J osia.1i  Stamp  : As  long  as  you  will  agree 
that  you  cannot  reconcile  the  earlier  and  the  later 
answers? — I do  not  say7  that.  First  of  all,  I said 
that  Income  Tax  did  not  enter  directly  into  prices, 
but  it  had  -an  indirect  effect,  because  people  tried 
to  do  so. 


4847.  Is  there  an  indirect  effect  in  a thing  that 
people  wish  to  do  and  try  to  do  and  completely  fail 
to  do;  would  you  call  that  an  effect? — I am  afraid  1 
am  looking  at  it  from  the  point  of  view-  of  the 
manufacturer  trying  to  sell  his  goods. 

4848.  He  would  like  to  get  twice  the  price,  but  you 
would  not  say  that  that  is  an  effect;  it  is  a wish? — 
May  1 put  it  in  this  way : Here  is  a manufacturer 
trying  to  sell  his  goods  to  the  public.  The  effective 
factor  is  the  price  which  the-  public  will  pay  for 
those  goods.  If  those  goods  have  to  go  through  a 
series  of  bands  and  one  person  in  that  series  tries 
to  get  Income  Tax  added  to  his  prices  the  effect 
may  be  just  to  prevent  those  goods  being,  sold. 

4849.  Mr.  Bowen : Take  another  theoretical 

example.  If  all  these  attempts  are  being  made,  and 
presumably  they  are  being  made,  the  succeeding 
attempts  must  bring  about  some  success  in  some  con- 
nections?— Yes,  I think  that  is  quite  possible,  but 
the  whole  burden  of  this,  if  I may  put  it  so,  is  that 
when  you  get  something  like  a high  Income  Tax  it 
is  very  difficult  until  trade  has  settled  down  to  it 
lor  a period  to  appreciate  its  effects,  because  no  two 
business  men  know  exactly  where  they  stand.  That 
is  what  I wish  really  to  be  read  into  my  answer.  I 
do  not  wish  to  imply  that  it  is  so  much  a question  of 
a,  net  addition  to  price,  but  that  it  adds  to  the 
difficulty  of  selling  goods. 

4850.  Sir  J osiali  Stamp  : I will  sum  the  matter  up 
to  my  own  satisfaction  with  one  more  question  : Do 
you  think  that  the  present  high  level  of  prices  is 
ugh  because  of  the  high  rate  of  Income  Tax? — I 
should  not  like  -to  commit  myself  to  that.  In  certain 
cases  it  is  quite  possible  that  it  is,  but,  speaking 
generally,  I should  say  no. 

4851.  Do  you  think  that  if  the  Income  Tax  were 
lequcqd  by  Is,  6d.  prices  would  drop  by  a corre- 


sponding ratio? — Not  by  a corresponding  ratio.  I 
think  prices  -would  dro-p. 

4862.  By  how  much — one-tenth  or  one-twentieth  ? 
— As  I say,  I should  not  like  to  treat  this  as  a 
mathematical  proposition  at  all. 

4863.  I do  not  want  you  to  treat  it  as  a mathe- 
matical proposition;  I only  want  you  to  tell  me 
whether  it  is  your  firm  belief  that  Income  Tax  enters 
into  prices  in  practice  as  an  actual  effect — not  in  the 
heart  of  the  manufacturer,  but  in  his  ledger? — Not 
the  manufacturer  necessarily,  -but  I think  somebody 
at  some  stage  may  add  to  the  charge  which  he  makes 
for  dealing  with  the  goods  because  be  has  in  mind 
Income  Tax. 

4854.  Therefore  the  existing  level  of  prices  is  only 
to  a small  extent  high  because  of  the  high  rate  of 
Income  Tax? — Yes. 

4865.  Is  it  of  sufficient  magnitude  to  take  notice 
of? — On  that  particular  point  it  is  quite  possible 
that  speaking  generally  the  answer  is  “ no,”  hut  the 
point  I am  trying  to  make — and  the  point  intended 
to  be  made  in  the  written  evidence — is  that  Income 
Tax  not  only  has  a direct  effect  as  a sort  of  addition 
to  price,  hut  it  has  a frictional  effect  on  the  . flow  of 
goods.  Buying  and  selling  is  a continuous  process; 
if  you  stop  the  movement  all  your  prices  are 
altered. 

4856.  Do  you  mean  that  the  buying  of  goods  is 
affected  because  the  rate  of  Income  Tax  is  6s.  instead 
of  4s.  6d.  ? — Yes. 

4867.  Do  you  mean  that  the  average  limited  com- 
pany finds  more  -difficulty  in  carrying  on  transac- 
tions because  of  the  rate  of  tax? — I say  buying  and 
selling  as  a whole. 

4868.  There  is  more  friction? — Yes. 

4869.  By  “ friction  ” do  you  mean  that  it  is  more 
difficult  to  carry  out  the  transactions? — Partly  that 
and  partly  other  considerations.  It  is  very  difficult- 
to  isolate  this  factor  from  the  present  state  of  trade. 

4860.  What  problems  exist  in  the  buying  and 
selling  of  goods  with  Income  Tax  at  6s.  which 
do  not  exist  with  Income  Tax  at  4s.  6d.P  l1  or 
example,  you  have  more  liquid  resources  at  the  lower 
level. 

4861.  Is  it  the  amount  of  Income  Tax  that  you 
pay  that  determines  the  resources? — You  have 
more  money  to  spend. 

4862.  Sir  William  McLintoch  : Then  you  must  still 
have  kept  the  price  up? — You  may  he  selling  more 
goods. 

4863.  Professor  Hall  : Why  should  it  concern  a 
company  if  it  is  content  to  pay  the  same  rate  of 
gross  profit  ? — I am  trying  to  put  to  you  another 
point  of  view  which  is  rather  opposed  to  that  in 
which  such  questions  are  generally  looked  at,  that 
is,  of  a parallel  flow  of  goods  and  money. 

4864.  Sir  Arthur  Balfour  : Supposing  the  pre-war 
net  profit  of  the  whole  of  the  industries  of  the 
country  were  subjected  to  the  same  total  amount  of 
Income  Tax  as  is  raised  to-day,  what  would  be  the 
position  if  that, profit  had  not  been  increased  at  all? 
— There,  again,  I should  attach  more  importance  to 
the  indirect  effect  than  to  the  direct  effects. 

4865.  Could  you  have  collected  it?  Could  you  col- 
lect the  amount  of  money  we  -are  to-day  collecting  in 
Income  Tax,  unless  there  had  been  some  increase  in 
the  selling  price  of  goods? — It  is  what  I may  call  a 
monetary  effect  that  you  are  referriug  to  there. 

4866.  Sir  Josiah  Stamp  : I do  not  want  to  pursue 
this  point  unduly,  but  I would  like  the  witness  to 
consider  these  three  different  positions,  and  if  pos- 
sible send  in  a written  statement  reconciling  them. 
Position  No.  1 -is  that  there  is  an  increased  margin 
of  profit  to  turnover  that  has  been  successfully  at- 
tempted by  the  manufacturer? — Not  by  the  manu- 
facturer necessarily. 

4867.  Well,  by  anybody;  that  has  the  effect  of 
making  prices  higher  than  they  otherwise  would 
have  been  with  the  lower  rate  of  taxation;  that  is 
position  No.  1.  Position  No.  2 is  that  the  dividends 
received  are,  generally  speaking,  the  same  gross 
amount,  but  smaller  net.  Position  No.  3 is  that  the 
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reserves  of  companies  are  not  as  great  as  they 
were  or  ought  to  be.  It  is  the  reconciliation  of  those 
three  things  which  is  bothering  me.  I do  not  want 
to  harass  you  about  it  now,  but  if  you  will  think  of 
those  three  things  and  show  us  how  they  come 

about . Sir  Arthur  Balfour : I think  Sir  J osiali 

is  putting  something  which  is  hardly  fair  to  the 
witness,  and  that  is  that  the  dividends  are  the  same 
gross ; they  are  not.  Sir  J osiah  Stamp  : Are  they 

less  gross?  Sir  Arthur  Balfour : Yes.  Sir  J osiah 
Stamp  : That  only  makes  the  reconciliation  more  diffi- 
cult ? ( Witness ) : I think  the  difficulty  is  got  over  if 

you  will  remove  the  word  cc  price.  J I am  afraid  I 
have  rather  different  ideas  in  my  mind  from  what 
you  have.  I have  started  off  with  the  idea  that 
Income  Tax  has  no  direct  effect  on  price,  but  I say 
it  has  an  indirect  effect  on  price  in  this  way,  that 
it  reduces  the  amount  of  goods  which  you  sell;  does 
that  meet  your  difficulty? 

4868.  Sir  Josiah  Stamp:  Your  view  is  that  it 
affects  price  because  you  have  got  a much  smaller 
supply  of  goods? — Yes. 

4869.  Sir  Charles  Addis  : Before  we  pass  from  this 
question,  is  there  any  evidence  that  you  have  been 
able  to  ascertain  to  show  whether,  in  the  case  of 
the  published  accounts  of  industrial  companies,  there 
has  in  fact  been  any  diminution  in  the  amount  .put  to 
reserve  in  the  last  five  years? — We  have  not  looked  at 
it  from  that  point  of  view.  We  have  simply  taken 
the  personal  views  of  members  of  the  Federation. 

4870.  You  did  not  investigate  the  accounts  of 
public  companies? — No. 

4871.  Sir  Arthur  Balfour : With  regard  to  para- 
graph 62  (5),  have  the  Federation  in  mind  any  type 
of  taxation  which,  while  producing  sufficient  to  meet 
national  expenditure,  can  satisfy  the  requirements 
in  sub-paragraph  (5)?  Have  you  anything  to  sug- 
gest in  the  way  of  alterations  of  taxation  which 
would  still  produce  sufficient  to  meet  the  national 
expenditure? — Our  idea  was  to  put  the  suggestion  as 
one  into  which  this  Committee  should  inquire. 

4872-.  But  you  have  no  suggestion  to  make  your- 
self?— No,  we  have  not  at  the  moment. 

4873.  Professor  Sail : There  is  no  detailed  criticism 
of  .any  particular  tax  other  than  Income  Tiax  in  the 
statement  that  has  been  submitted.  I would  have 
liked  to  have  your  views  with  regard  to  the  compara- 
tive advantages  of  the  reduction  of  indirect  taxes 
and  direct  taxes.  We  had  .a  reduction  of  indirect 
taxation  last  year? — Yes. 

4874.  I would  like  to  have  your  views  as  to  the 
‘merits  of  such  a reduction  in  comparison  with  a 
reduction  of  Income  Tax,  and  as  to  the  effects  upon 
industry  ? — As  I say,  it  is  a question  which  our 
Committee  did  not  go  into  in  any  detail,  but  I think 
it  is  covered  by  the  answer.  It  all  depends  on  what 
the  money  in  the  two  cases  would  be  spent  on.  If 
in  one  case  you  are  taking  money  which  would  be 
spent  in  production  or  capital  expenditure,  and  you 
are  spending  it  on  consumption,  then  under  normal 
circumstances  it  would  be  a bad  thing.  But  I should 
say  in  a time  of  serious  depression  it  is  better  for  the 
country  as  a whole  that  you  should  reduce  Income 
Tax  rather  than  indirect  taxation. 

4875.  Take  .a  general  reduction  in  expenditure;  it 
may  l>e  a reduction  in  the  debt-charge,  a reduction 
in  armaments,  or  a reduction  of  pensions,  or  a reduc- 
tion of  any  kind;  you  have  a sum  of  money  available; 
should  that  be  applied  to  .reduce  direct  or  indirect 
taxes? — My  reply  would  'be  that  it  depended  on  the 
state  of  trade  at  the  time.  If  trade  was  prosperous 
you  might  give  it  to  indirect  taxation.  If  trade  was 
depressed  I should  be  inclined  to  the  view  that  you 
should  take  it  off  direct  taxation. 

4876.  You  cannot  always  be  altering  these  taxes. 
Once  you  have  reduced  the  tax  the  .argument  is  that 
you  are  going  to  maintain  that  alteration  for  a period 
of  years,  in  accordance  with  your  suggestion? — The 
only  view  expressed  by  the  Committee  on  that  subject 
was  that  there  should  be  a proper  balance  between 
the  two;  they  did  not  go  beyond  that. 


4877.  That  is  a point  I wanted  to  raise  in  this 
connection : why  has  there  to  be  this  balance  between 
direct  and  indirect  taxation?  Is  it  on  the  ground 
of  equity  between  various  members  of  the  community, 
or  is  it  on  the  ground  that  it  is  better  for  industry 
that  there  should  be  such  a balance? — I am  afraid 
we  are  not  experts  in  taxation.  The  taxation 
system  of  this  country  has  grown  up  along  particular 
lines — I do  not  know  the  reasons  why  it  has — and  in 
dealing  with  that  we  say,  therefore,  there  ought  to 
be  ia  sort  of  general  balance  kept  in  the  alterations 
you  make  in  the  various  parts.  If  any  individual 
tax  can  be  shown  to  be  harmful  for  any  special 
reasons  it  ought  to  be  removed,  but  taking  the  posi- 
tion broadly,  unless  there  is  a good  case  for  doing  so, 
you  ought  to  keep  ia  proper  balance  between  the  two. 

4878.  I can  understand  that  from  the  point  of  view 
of  equity  of  taxation  between  various  members  of  the 
community,  but  I do  not  see  any  guidance  here  as 
to  the  effects  of  the  maintenance  of  this  policy  upon 
industry? — Industry  is  a thing  which  has  developed 
over  a long  period  of  years,  .and  so  has  your  system 
of  taxation;  if  you  are  going  to  take  money  in  the 
form  of  indirect  taxation  it  has  one  effect,  and  if  you 
are  going  to  take  money  in  the  form  of  direct  taxa- 
tion it  has  .another  effect.  If  at  one  time  you  say 
you  w.ant  to  stimulate  the  consumption  of  consumable 
goods  then  you  might  say  that  you  ought  to  leave 
direct  taxation  where  it  is  and  reduce  indirect  taxa- 
tion, and  in  another  case  where  you  wanted  to 
stimulate  capital  expenditure  then  you  might  take 
it  off  direct  taxation. 

4879.  That  does  not  maintain  a constant  ratio 
between  the  two,  does  it? — I put  this  forward  ns  the 
ideas  that  were  in  the  Committee’s  nund;  they  have 
not  gone  into  any  further  detailed  examination  of  it. 
Take  a practical  example : Last  year  it  probably 
would  have  been  better  to  reduce  Income  Tax,  say, 
than  to  reduce  things  like  the  duties  on  tea,  alcohol, 
and  things  of  that  kind,  because  they  are  luxuries. 

4880.  Mr.  Bell:  And  the  Entertainments  Tax? — 
Yes.  I do  not  go  into  the  medical  question  as  to 
whether  there  is  too  much  tea  and  too  much  alcohol 
drunk,  but  they  are  rather  in  the  nature  of 
luxuries.  I am  just  taking  a broad  view  of  the 
situation,  you  cannot  lay  down  any  general  rule  upon 
which  you  should  reduce  indirect  taxation  as  against 
direct;  it  depends  on  the  circumstances. 

4881.  In  that  case  it  becomes  impossible  to  main- 
tain a constant  ratio  between  the  two* — I do  not  say 
a constant  ratio — a proper  ratio. 

4882.  Mir.  Bowen:  Would  you  not  agree  that 

where  indirect  taxation  is  relieved  there  is  a bigger 
purchasing  power  and  a bigger  stimulation  to  in- 
dustry?— The  answer  is  that  it.  depends  what  you 
spend  the  money  on. 

4883.  Of  course,  but  take  the  community  as  a 
whole : here  are  40  millions  of  people,  and  you  can- 
not direct  their  pennies  or  twopences  in  any  given 
channel,  but  you  might  asume  that  if  they  are 
relieved  of  taxation  on  foodstuffs  they  have  more 
money  to  spend  in  other  directions,  and  that  must  be 
a stimulation  of  different  kinds  of  industry ?— There 
again  it  all  depends.  I am  taking  this  as  an  illus- 
tration, and  I do  not  want  it  to  be  taken  as  the 
official  view  of  the  Federation.  Take  the  .position 
at  the  present  time : if  you  reduced  Income  Tax 
that  would  give  a greater  stimulus  to  industry  than 
by  reducing  the  duty  on  tea  and  alcohol. 

4884.  That  is  entirely  a matter  of  opinion,  is  it 
not? — Yes. 

4885.  You  refer  to  tea  as  a luxury,  for  example? 
— I am  .afraid  I am  rather  impressed  by  certain 
medical  opinions  that  have  been  expressed,  that 
there  is  too  much  tea  drunk  and  that  it  has  harmful 
effects. 

4886.  They  say  that  about  the  eating  of  bread 
too,  do  they  not? — Yes. 

4887 . Sir  Arthur  Balfour : On  paragraph  68  would 
the  Federation  suggest  that  the  Sinking  Fund  should 
be  altogether  suspended  in  the  event  of  the  calcula- 
tion in  paragraph  69  showing  that  no  balance  was 


MINUTES  OF  EVIDENCE. 


359 


6 January,  1925.]  Mr.  R.  G.  Glenday.  [ Continued . 


available  after  providing  sufficient  lor  increasing 
trade? — Wo  are  assuming  that  there  would  be  a 
balance. 

4888.  Supposing  it  does  not,  you  would  not  sus- 
pend the  Sinking  Fund? — No,  but  the  suggestion 
lias  been  made  that  there  are  a very  large  number 
of  concealed  sinking  funds  in  existence  which 
require  looking  into ; but  we  certainly  would  not  say 
you  have  to  do  away  with  the  Sinking  Fund. 

4889.  What  do  you  regard  as  the  minimum  provi- 
sion for  debt  repayment  which  is  essential? — What 


we  had  in  mind  was  rather  the  converse  proposition, 
that  during  the  last  two  years  we  have  budgeted  for 
£26,000,000  deficit,  and  we  got  £150,000,000  for  debt 
redemption.  We  thought  that  was  too  high  during 
a period  of  depression. 

4890.  You  do  agree,  of  course,  that  there  should 
be  some  fixed  minimum  Sinking  Fund? — Yes. 

4891 . Ghairmam : Is  there  anything  further  you 
would  like  to  add? — No,  I do  not  think  so. 

Chairman : We  are  much  obliged  to  you  for 

coming. 


( Adjourned  for  a short  time.) 


Mr.  A.  G.  Walkden,  Mr.  A.  Pugh,  Mr.  W.  Kean,  Mr.  Milne  Bailey  and  Mr.  John  Tusker, 
representing  the  Trades  Union  Congress  General  Council,  re-called  and  further  examined. 

[The  evidence-in-chief  of  the  Trades  Union  Congress  General  Council  was  handed  in  at  the  previous 
examination  and  will  be  found  in  the  Minutes  of  the  Tenth  Day,  page  228.] 


4892.  Chairman : Gentlemen,  the  last  time  we  had 
the  pleasure  of  having  you  here  as  witnesses  we  had 
reached  section  111  in  your  paper,  and  we  will 
proceed  from  there  now.  Have  you  anything  to  say 
on  section  III  beyond  what  is  written  down  here? — 
(Mr.  Walkden) : That  section  amplifies  the  concluding 
portion  of  section  11,  where  we  indicated  that  the 
freeing  of  £805,000,000,  which'  is  now  used  to  pay 
interest  on  the  debt,  would  enable  us  to  improve  the 
services  of  education,  old  age  pensions,  mothers’ 
pensions,  and  things  of  that  kind,  and  would  still 
leave  a large  balance  available  for  other  purposes. 
Out  of  that  balance,  which  we  put  at  approximately 
£200,000,000,  in  our  view  the  whole  of  the  remaining 
food  taxes,  about  £28,000,000  a year,  could  be  com- 
fortably wiped  out,  and  probably  some  other  taxes, 
too. 

4893.  Sir  Charles  Addis  : I want  again  to  raise  a 
question  which  we  began  on  the  previous  occasion 
you  were  here,  and  which  I was  not  able  to  complete. 
So  far  we  have  considered  the  question  of  a Capital 
Levy  from  the  point  of  view  of  whether1,  upon  the 
whole,  it  was  to  the  national  advantage  to  discharge 
a great  slice  of  the  debt  by  a single  levy  now  and 
so  do  away  with  the  obligation  to  pay  interest  on 
it  in  the  future,  or  whether  it  was  better  to  pay  the 
debt  gradually  and  to  face  larger  interest  charges 
for  a long  term  of  yeans.  But  as  I understood  the 
questions  and  answers  which  passed  between  us  the 
last  time  you  were  here,  you  took  a rather  different 
view  of  the  object  of  a Capital  Levy  : it  was  not  so 
much  to  reduce  the  burden  or  the  rate  of  taxation 
in  future  years  as  to  set  free  a larger  sum  for  social 
expenditure.  Have  I fairly  represented  your  views 
on  that  point? — That  was  part  of  what  I urged.  .1 
also  urged  that  it  would  have  a healthy  effect  on 
industry  and  would  liberate  capital,  which  is  now 
locked  up  in  the  form  of  debt,  for  industrial  purposes. 
11  the  debt  were  redeemed  through  the  agency  of  a 
Capital  Levy  the  bondholders  who  were  paid  out 
could  utilise  that  money,  and  undoubtedly  would  put 
it  into  industrial  investments  to  a very  great  extent, 
and  thus  provide  more  working  capital  for  the  active 
part  of  the  community.  We  dealt  with  several 
aspects  of  the  matter. 

4894.  Might  we  take  them  one  by  one,  if  you  will 
allow  me? — Yes,  with  pleasure. 

4895.  There  are  two  aspects.  Yon  may  have  a 
Capital  Levy  with  the  object  of  reducing  the  tax 
burden  in  future  years  or  you  may  have  a Capital 

jevy  with  the  object  of  continuing  the  tax  burden 
and  setting  free  a larger  amount  for  Government 
expenditure  on  social  objects.  You  would  agree  with 

at,  would  you  not? — As  I understand  it,  what  you 
vish  to  consider  is  whether  the  redemption  of  the 

lAnr  c ™011^  P®rrn!it  of  complete  remission  of 

lo, 000,000  of  taxes  which  are  now  necessary  to  pay 

ie  interest,  or  whether  that  money  should  still  be 
collected  as  taxes  and  used  for  social  services. 


4896.  Yes. — We  have  suggested  that  approxi- 
mately one-third  of  it  might  be  used  for  social  ser- 
vices, and  £200,000,000  of  it  might  very  well  be  used 
for  easement  of  general  taxation. 

4897.  Let  me  put  it  in  a concrete  form,  which  will 
perhaps  get  us  closer  down  to  it.  If  the  whole  of  the 
£6,000,000,000  of  internal  debt  were  wiped  out,  and 
therefore  a sum  approximating  £300,000,000  a year 
for  payment  of  interest  was  set  free,  your  object 
would  be,  not  to  apply  the  whole  of  that  to  the 
reduction  of  taxation,  but  to  apply,  say,  two-thirds 
of  it  to  social  expenditure,  and  one-third  of  it  to 
reduction  of  taxation? — We  suggest  one-third  to 
social  expenditure  and  two-thirds  would  be  available 
for  other  purposes;  but  whatever  the  proportions 
might  be,  I must  say  that  it  would  be  the  expecta- 
tion of  the  working  classes  of  the  country  that  if  the 
Exchequer  were  freed  from  the  necessity  of  paying 
interest  on  a great  National  Debt  it  would  be  able 
and  would  be  expected  to  provide  funds  for  greater 
social  services  of  a useful,  productive  and  helpful 
character. 

4898.  Mrs.  Wootton:  You  do  not  attach  special 
importance  to  the  particular  proportions,  two-thirds 
and  one-third,  do  you? — No,  we  do  not  press  the 
figures;  we  only  put  them  as  illustrations.  It  would 
be  necessarily  a matter  for  extensive  consideration 
as  to  how  the  adjustments  might  best  be  made  to  fit 
the  needs  of  the  day  when  we  got  free  from  the  tax. 
I might  say,  in  further  answer  to  the  earlier  ques- 
tions put,  that  in  our  view  it  would  not  be  prac- 
ticable, and  it  could  not  really  happen  that  we 
should  clear  the  whole  debt  off  at  one  swoop.  The 
raising  of  the  money  through  the  agency  of  tlio 
Capital  .Levy  would  take  a good  deal  of  time.  In 
our  view  there  might  be  reasonable  time  allowed  for 
the  payment  of  the  levy,  especially  to  those  who  had 
large  amounts  to  find,  and  the  payments  might  be 
extended  over  a very  much  longer  period  than  is  the 
case  with  the  ordinary  Income  Tax,  where  you  get 
from  one  month  to  six  months’  latitude,  lit  might 
well  be  desirable  and  a fair  thing  to  allow  two  or 
three  years  in  which  people  could  find  the  whole  of 
the  money  required  if  a Capital  Levy  were  decided 
upon.  That  process  would  take  time,  and  then  in 
the  clearing  of  the  debt  itself  regard  would  be  bad 
necessarily  to  the  dates  at  which  portions  of  the  debt 
are  due  to  be  repaid.  So  that  we  do  not  contem- 
plate at  all  any  very  sudden  operation  that  might 
have  a catastrophic  effect  in  any  quarter  whatever. 

4899.  Sir  Charles  Addis  : Might  I put  it  once  more 
in  this  form  ? The  supposition  is  that  the  reduction  of 
the  debt  to  that  extent  would  free  a sum  of 
£305,000,000?— Yes. 

4900.  Of  which  it  is  proposed,  according  to  your 
scheme,  that  part  should  be  used  in  the  reduction  of 
taxation  and  part  in  expenditure  on  social  services. 
Is  that  a fair  statement  of  your  position? — Yes. 


360 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


6 January  1925.]  Mr.  A.  G.  Walkden,  Mr.  A.  Pugh,  Mr.  W.  Kean,  [Continued. 
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4901.  On.  that  point  I want  to  raise  this  question, 
which  I began  last  time.  We  agreed  that  a redemp- 
tion of  debt  would  not  involve  any  change  in  the 
amount  of  real  capital  in  the  country  P Yes . 

4902.  It  would  'be  merely  passed  from  one  person 
to  another? — Yes. 

4903.  But  the  point  that  I put  about  that,  which 
I was  not  able  to  get  quite  clear  to  my  own  mind, 
was  this : If  this  amount  of  £6,000,000,000  of  debt, 
for  example,  were  wiped  out  the  amount  of  assess- 
able income,  which  includes  the  amount  derived  from 
interest  on  the  debt,  would  be  reduced  by  the  .amount 
of  that  interest  p — Our  view  was  that  there  might  be 
some  temporary  disturbance  during  the  period  in 
which  bondholders  had  their  money  repaid  out  of  the 
redemption  levy,  and  for  a period  they  would  place 
that  money  with  banks  on  deposit  and  get  a rela- 
tively small  amount  for  interest;  perhaps  2 per  cent, 
as  against  what  they  get  now  from  War  Loan.  But 
they  would  ultimately — and  I think  they  -would  make 
haste  to  get  on  with  it — reinvest  their  money  in 
securities  that  would  yield  them  approximately  the 
same  amount  of  income  as  the  War  Loan  had  done. 
Of  course  the  rate  of  interest  given  on  national 
securities  is  rather  lower  than  on  any  others,  even 
the  highest  trustee  securities.  They  would  get  their 
money  reinvested,  and  they  would  not  be  likely  to 
get  less  interest  than  they  had  before;  and  when 
that  process  had  been  completed — which  I do  not 
think  would  take  very  many  months — there  would 
be  as  much  income  received  by  people,  including  the 
bondholding  classes,  as  before,  and  that  income 
would  be  available  for  taxation  if  Income  Tax  had 
to  lie  levied  on  it,  as  it  is  now. 

4904.  The  first  point  I wish  to  make  clear  is  that 
the  tax  on  income  derived  from  War  debt,  is  assessed 
in  the  same  way  as  the  tax  on  income  from  real 
capital  ? — Yes. 

4905.  Therefore  if  you  wipe  out  this  debt  which 
has  yielded  an  income  of  £300,000,000  a year,  that 
income  has  disappeared — temporarily  if  you  like, 
momentarily  if  you  like,  but  it  has  disappeared? — 
It  is  not  a disappearance  or  wiping  out ; it  is  a trans- 
formation. 

4906.  Take  the  way  in  which  Income  Tax  is  levied. 
Here  are  people  who  hold  £6,000,000,000  of  War 
Bonds.  Those  bonds,  on  the  hypothesis,  are  de- 
stroyed; the  income  derived  from  those  bonds  on 
which  the  State  formerly  levied  Income  Tax,  would 
no  longer  exist? — But  the  £6,000,000,000  exists,  and 
most  of  it  goes  into  the  banks  on  deposit. 

4907.  You  are  not  answering  my  question.  Does  it 
exist  in  the  form  of  an  income  assessable  to  Income 
Tax? — Yes;  it  does  not  disappear.  You  see,  we  are 
not  going  in  for  repudiation  or  cancellation ; we  are 
going  for  redemption. 

4908.  From  those  coupons,  as  they  were  paid,  In- 
come Tax  was  deducted? — Yes. 

4909.  The  State  has  no  longer  that  source  of 
revenue? — Not  that  source  of  revenue,  but  if 
a man  has  £100,000  of  War  Bonds,  and  they 
are  redeemed,  he  is  paid  his  £100,000  by 
the  State  from  the  War  Debt  Redemption  Fund. 
That  money  is  not  going  to  lie  idle  and  have  no 
yield;  for  a time  it  may  have  a less  yield. 

4910.  Again  you  are  getting  ahead  of  me.  I am 
quite  prepared  to  enter  upon  that  point  later. — I 
am  sorry  if  I am  answering  your  question  differently 
from  what  you  desire,  but  if  I gave  you  the  short 
answer  that  you  want,  it  would,  I am  afraid,  lead  to 
the  assumption  that  we  are  destroying  something. 

4911.  I ask  you  to  believe  that  I have  no  other 
object  except  to  clear  my  own  mind  on  this? — 
Certainly. 

4912.  Sir  Josiah  Stamp:  Can  I put  to  you  the 
distinction  which  I think  Sir  Charles  Addis  has  in 
mind?  You  are  dealing  with  real  income;  he  is 
dealing  with  assessable  income.  He  is  asking  you 
whether  the  assessable  income  has  not  disappeared? 
— That,  is  where  the  real  income  came  from. 


4913.  I am  only  trying  to  show  the  distinction 
between  the  two  things.  I did  not  want  to 
interrupt. — For  the  time  being  that  real  capital 
might  yield  to  the  individuals  who  held  it 
rather  less  than  it  did  while  it  was  in  the 
shape  of  War  Loan,  because  it  would  be  on  deposit 
in  the  banks  instead  of  being  held  as  an  investment. 

4914.  Sir  Charles  Addis:  Will  you  look  at  it  from 
the  point  of  view  of  the  State?  If  that  £6,000,900,000 
no  longer  exists  this  year,  then  clearly  Income  Tax 
will  not  be  levied  upon  the  income  from  that  amount 
of  nominal  capital? — Not  on  that  particular  capital, 
but  if  the  persons  owning  it  do  as  they  certainly 
would  do,  that  is,  utilise  it  to  secure  other  income, 
that  would  be  -assessable  and  available  for  taxation. 

4915.  The  question  is  a perfectly  simple  one.  Would 
the  assessable  income  of  the  country  be  reduced  by 
£300,000,000  if  the  debt  were  wiped  out  to-morrow? 
— For  a short  time  it  would  be  reduced. 

4916.  Then  the  next  stago  would  lie  this.  The 
amount  of  real  capital,  we  have  agreed,  is  the  same 
as  before? — Yes. 

4917.  Before  a new  assessable  income  could  be  pro- 
duced to  take  the  place  of  the  old  assessable  income 
there  would  have  to  be  a creation  of  more  real  capital, 
would  there  not?  I am  assuming  that  there  is  no 
more  inflation,  and  that  the  -State  does  not  produce 
new  forms  of  indebtedness;  if  no  new  form  of  in- 
debtedness were  produced,  is  there  -any  other  wa.y  by 
which  that  void  could  he  made  goo-d  except  by  the 
creation  of  real  capital? — There  would  not  he  any 
void ; you  have  not  destroyed  real  capital ; there 
would  not  he  any  need  to  create  further  capital. 
£6,000,000,000  would  have  been  paid  t-o  the  people  who 
previously  held  it  in  the  shape  oi  War  Bonds,  they 
would  he  cancelled  admittedly,  hut  the  £6,000,000,000 
would  still  be  in  existence  in  their  hands. 

4918.  £6,000,000,000  of  what?  Is  it  your  opinion 
that  the  debt  represents  £6,000,000,000  of  real 
capital?  If  so,  we  are  talking  at  cross  purposes 
altogether  ? — It  is  difficult  to  see  quite  what  is  at  the 
back  of  your  min-d.  We  are  trying  to  deal  with 
realities,  -and  in  my  view  if  civilisation  is.  to  con- 
tinue as  it  now  stands,  real  capital  is  credit  of  the 
character  we  are  discussing.  It  may  be  either  m the 
shape  of  Government  securities  or  deposits  at  banks 
or  shares  in  industrial  concerns,  or  municipal  loans; 
there  -are  a hundred  and  one  good  securities  that  can 
he  mentioned,  hut  I do  not  want  to  take  up  time. 
These  are  real  things,  and  we  are  not  proposing  to 
destroy  any  of  them  at  all,  hut  simply  to  convert 
th-em  out  of  one  shape  into  another  or  rather,  leave 
the  other  people  to  transform  them  in  another  sphere 
after  they  have  been  cleared  out  of  the  State  liability 

account.  _ . . 

4919.  Is  it  your  view  that  a Capital  Levy  would 

produce  no  effect  upon  the.  revenue  from  Income  Tax. 
— Not  ultimately.  . . 

4920.  Would  it  do  so  immediately? — I have  said 
repeatedly  there  might  be  a temporary  reduction, 
hut  the  ultimate  result  of  clearing  the  debt  and 
liberating  money  for  better  uses  would  undoubtec  j 
be  fruitful. 

4921.  Yes,  you  have  said  that  over  and  over  again, 
and  I quite  agree  with  it,  only  I take  it  that  it  is 
not  relevant  to  my  present  question.  Ha-ve  you  made 
any  estimate  at  all  of  the  loss,  if  any,  which  would 
take  place  in  the  national  revenue  on  the  applica- 
tion of  a Capital  Levy?  Do  you  consider  there  wou  <■ 
be  any  loss  -at  all,  -and  if  so,  how  much? — I have  no 
made  any  precise  estimate  of  it,  -but  it  seems  to  me 
that  it  could  not  he  more  than  the  difference  -between 
2 per  cent,  -and  4 per  cent,  for  a period  of  six  mon  - is, 
in  interest  on  the  amount  of  money  now  standing  as 
capital  or  credit  in  War  Bonds. 

4922.  Mrs.  Wootton:  When  you  say  that,  have  y<w 
in  mind  a levy  of  any  particular  amount?  1 

all  through  this  paper  it  is  not  mentioned  w u m 
you  propose  to  pay  off  the  whole  debt  -or  half  - 1 ' 

or  a quarter  of  it.  Is  your  answer  related  to  6011 
particular  size  of  levy? — I was  speaking 
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£6  000  000,000.  My  answer  was  intended  to  indicate 
that  we  should  not  expect  the  whole  operation  to  be 
clone  at  once;  we  quite  agree  it  should  be  extended 
over  a period  of  years,  and  in  our  view  it  could  be 
so  arranged  that  very  little  disturbance  would  take 
place. 

4923.  Is  the  2 pea-  cent,  or  4 per  oent.  loss  for  a 
period,  which  you  referred  to  just  now,  based  on 
the  repayment  of  a particular  amount  of  debt,  or  is 
it  irrespective  of  the  amount  paid  off? — On  whatever 
amount  you  happen  to  be  paying  at  the  time,  that 
might  be  the  measure  of  loss.  I should  imagine, 
though,  that  any  well-to-do  person  having  any  sub- 
stantial portion  of  his  income  from  investments  in 
War  Loan,  if  he  got  his  capital  returned  to  him, 
would  take  far  less  than  six  months  to  get  a new 
investment  arranged. 

4924.  Sir  Josiah  Stamp : May  I put  Sir  Charles 
Addis’  point  in  another  way?  Supposing  the  income 
of  the  country  which  is  assessable  to  Income  Tax  is 
£3,000,000,000,  and  then  there  is  a war,  and  the 
country  has  to  incur  a liability  in  the  shape  of  debt, 
on  which  the  interest  to  be  paid  is  £300,000,000;  the 
income  of  the  country  remains  the  same  as  before, 
so  that  there  is  the  £3,000,000,000  as  before  assessed, 
and  there  is  also  another  £300,000,000  assessed,  that 
is  a total  of  £3,300,000,000  now  assessed.  The  pro- 
position put  to  you  is  that  if  you,  by  some  process, 
relieve  the  £300,000,000,  halve  it  if  you  like,  of 
charge,  you  cannot  still  bring  into  charge 
£3,300,000,000,  but  you  have  to  reduce  that  pro 
tanto.  By  cutting  off  the  interest  you  also  have  to 
cut  off  the  assessment? — We  should  find  that  perhaps 
for  a short  time,  but  we  have  not  destroyed  anything. 

4925.  But  have  you  not  destroyed  some  assessable 
income?  Sir  Charles  Addis  : You  have  destroyed  the 
coupons  on  which  the  Income  Tax  was  assessed. 
They  no  longer  exist. — (Witness)  : Why  we  feel  we 
are  not  destroying  anything,  but  are  going  to  be 
very  fruitful  in  this  operation,  is  that  it  has  been 
repeatedly  suggested  at  this  Committee  that  there 
is  need  for  more  capital  for  industrial  purposes;  and 
we  are  here  to  maintain  that  the  operation  that  we 
are  recommending  would  furnish  more  capital  for 
those  purposes.  I assume  it  is  felt  there  is  a need 
for  that  capital.  Therefore  the  capital  that  we  get 
converted  does  not  cease  to  be  fruitful  from  the  .point 
of  view  of  interest.  There  might  be  a temporary 
disturbance,  but  very  trivial. 

4926.  Sir  Josiah  Stamp : I do  not  think  we  can 
carry  the  evidence  beyond  this  point.  Is  your  view 
that,  with  a large  repayment  of  debt  by  a Capital 
Levy,  the  expenditure  being  reduced,  the  Chancellor 
of  the  Exchequer’s  receipt  side  of  his  Budget  would 
be  unaffected  in  the  long  run? — Yes. 

4927.  That  nothing  has  been  annihilated,  even 
assessable  income? — Yes. 

4928.  Sir  Charles  Addis  : Are  you  acquainted  with 
the  views  expressed  by  Dr.  Dalton,  for  example,  in 
his  book  on  the  Capital  Levy? — I cannot  say  that  the 
Committee  did  consider  Dr.  Dalton’s  book  in  the 
preparation  of  this  evidence.  I know  there  is  such 
a book,  but  I could  not  answer  any  question  on  it, 
because  I am  not  familiar  with  it. 

4929.  He  stated  that,  with  a levy  of  £3,000,000,000, 
there  would  be  a saving  in  interest  of  £142,000,000, 
and  that  £72,000,000  of  that  amount  would  bo 
swallowed  up  by  the  loss  of  Income  Tax,  Super-tax 
and  Death  Duties.  In  any  case  you  do  not  agree  with 
that? — I am  not  familiar  with  it.  Therefore  it  is 
rather  difficult  for  me  to  answer  it. 

4930.  The  question  is  what  the  amount  of  the  saving 
would  be.  In  your  view  I understand  it  would  be  the 
full  amount  of  £300,000,000? — Ultimately. 

4931.  You  disagree  with  those  who  think  it  would 
be  a less  amount? — I do,  ultimately. 

4932.  Mr.  Bell : If  I have  £100,000  War  Loan  and 
the  State  takes,  say,  one-third  of  that  from  me,  that 
is  £30,000  War  Loan,  where  does  that  go? — We  are 
not  taking  it  from  you;  we  >are  redeeming  it.  We  are 
raising  a lot  of  money  by  a special  method. 
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4933.  I am  asking  you  as  to  the  process  of  raising 
it.  If,  as  part  of  the  Capital  Levy,  out  of  my 
£100,000  War  Loan  you  take  £30,000,  that  is  gone; 
it  is  cancelled? — If  you  elected  to  pay  your  Capital 
Levy  with  that  proportion  of  what  you  hold  in  War 
Loan,  yes. 

4934.  That  is  gone? — Yes. 

4935.  Then  that  profoundly  modifies  what  you  have 
said.  Sir  J osiah  Stamip  : The  assessment  on  you  for 
Income  Tax  is  less  in  future.  Mr.  Bell : Yes.  Sir 
Charles  Addis : It  is  a very  important  point,  and  it 
is  worth  while  threshing  that  out.  Let  me  put  it  in 
another  way.  Is  what  you  say  this : that  if  this 
Capital  Levy  took  place,  it  would  not  be  necessary  to 
raise  the  rate  of  taxation  in  order  to  produce  the 
same  revenue  from  Income  Tax,  Super-tax  and  Death 
Duties.  I hope  you  believe  that  we  are  pressing 
really  for  information  and  not  merely  for  contro- 
versy?— ( Witness ) : Yes;  I am  trying  to  answer  you 
just  as  you  desire. 

4936.  Let  me  put  it  in  another  way.  Would  the 
rate  of  taxation  remain  the  same  in  order  to  produce 
the  same  revenue  if  the  £6,000,000,000  debt  were  paid 
off,  or  pro  tanto  a less  amount? — I cannot  see  that 
there  would  be  any  substantial  change. 

4937.  Mr.  Bell : In  the  case  I put  to-  you,  you 
admitted  there  would. — That  is  not  all.  The  money 
that  you  pay — the  credit  that  you  pay  to  the  State — 
when  it  makes  this  special  levy,  becomes  a State 
credit  itself. 

4938.  No,  they  simply  tear  up  my  £30,000  War 
Loan.  Sir  Josiah  Stamp  : And  Mr.  Bell  never  gets 
any  more  interest  on  that.  His  income  is  reduced 
from  £5,000  to  £3,600,  if  that  is  his  only  source  of  in- 
come ; and  that  is  all  that  he  is  assessable  on  in  future. 
You  get  less  Income  Tax  from  him  in  future? — 
(Witness) : It  is  not  expected  that  everyone  would 
pay  his  levy  in  that  way. 

4939.  Mr.  Bell:  But  suppose  they  did? — It  would 
remain  to  be  seen  what  proportion  was  redeemed  in 
that  way. 

4940.  You  see,  this  is  probably  the  most  readily 
available  method  for  paying  a large  levy.  It  would 
leave  me  assessable  to  much  less  Income  Tax  after- 
wards?— You  would  be  relieved  to  that  extent. 

4941.  Mrs.  Wootton:  I think  you  have  not  seen  the 
distinction  between  real  capital  and  nominal  capital 
which  was  involved  in  Sir  Charles  Addis’  question.  If 
Mr.  Bell  has  £100,000  and  he  paid  £30,000  in  War 
Loan  as  Capital  Levy,  is  it  your  view  that  that  £30,000 
is  cancelled  by  the  Government  ? — Of  course,  the  man 
who  has  paid  his  levy  in  the  manner  suggested  by 
Mr.  Bell,  has  cleared  his  obligation  to  the  Exchequer, 
and  the  State  no  longer  has  to  pay  interest  on  that 
amount  of  money,  £30,000,  whatever  it  might  be, 
and  to  that  extent  a real  saving  has  been  effected  by 
the  State. 

4942.  The  State  no  longer  has  to  pay  interest,  be- 
cause that  amount  of  bonds  is  cancelled? — Yes. 

4943.  That  is  the  point  I want  to  get  at ; it  is  your 
view  that  it  is  cancelled  on  receipt? — Yes. 

4944.  Therefore  the  State  saves  whatever  was  the 
interest  on  Mr.  Bell’s  bonds? — Yes. 

4945.  Now  does  the  State  make  the  whole  of  that 
saving?  Is  that  the  net  saving?  I think  that  what 
Sir  Charles  Addis  was  trying  to  get  from  you,  was 
whether  it  was  your  view  that  against  that  saving, 
which  is  clearly  the  gross  saving  of  the  whole  amount 
of  the  interest,  any  deduction  -has  to  be  made  which 
will  give  you  a smaller  net  saving  ? — Of  course,  there 
is  the  amount  of  Income  Tax  that  he  would  pay  on  the 
income  of  the  £30,000.  If  that  is  what  you  are  tracing 
down,  I see  where  you  are.  The  State  loses  that. 

4946.  Sir  Charles  Addis  : That  is  quite  clear  ? — Yes. 

4947.  And  you  have  formed  no  estimate  as  to  what 
that  deduction  ought  to  be? — No,  because  we  do  not 
know ; we  have  no  idea  how  many  people  would  pay 
their  debt  in  that  way. 

4948.  You  are  not  acquainted  with  the  estimates, 
for  example,  of  Dr.  Dalton? — No,  I am  not.  I may 
say  frankly  that  we  approached  this  matter  de.  novo 
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as  a representative  'body  of  wbi-king  people.  We 
did  not  study  anybody  else’s  theories  at  all ; we  came 
straight  to  it  ourselves  in  our  own  way. 

4949.  Perhaps  it  would  be  interesting  to  you  to 
know  that  Dr.  Dalton  estimates  the  deduction  at 
£72,000,000,  and  that  Sir  Josiah  Stamp  estimates 
it  at  nearly  £100,000,000,  I think. — On  our  estimate, 
which  is  admittedly  very  rough,  there  is  a margin 
of  £200,000,000.  Whatever  deficiency  might  arise 
from  the  operations  would  certainly  be  far  more  than 
covered  in  that  large  margin,  and  we  feel  justified 
in  suggesting  that  the  easement  of  other  taxation 
might  well  be  arranged  for  with  ease. 

4950.  There  are  many  other  considerations 

very  important  to  consider.  First  oi 
all  there  is  this  one.  Sir  Josiah  Stamp  estimates 
the  net  saving  would  be  from  £42,000,000  to 
£50,000,000  on  a levy  of  £3,000,000,000.  Sir  Josiah 
Stamp : Yes,  it  is  a refinement  of  the  methods  of 
Dr.  Dalton  and  of  other  people. — ( Witness ) : It 

would  have  to  be  worked  out. 

4951.  Sir  Charles  Addis  : I only  wanted  to  try  to 
get  it  clear  that  it  would  be  very  considerable,  and  it 
must  not  be  taken  that  the  saving  would  be  a net 
saving  P — I follow  your  point,  but  it  must  still  be 
taken  to  be  the  case,  I think,  that  in  our  estimate 
the  saving  is  such  that  if  that  loss  arose  it  would 
be  fully  covered  in  the  freeing  from  obligation  to 
pay  interest. 

4952.  Sir  Josiah  Stamp  : You  start  off  with  your 
gross  figure  of  interest  saved,  and  then  see  what  the 
holes,  such  as  that  instanced  by  Mr.  Bell,  are.  You 
get  less  Income  Tax  and  less  Super-tax,  and,  later 
on,  less  Death  Duties.  You  make  your  calculation 
and  you  arrive  at  the  figure  representing  that  loss. 
That  has  been  variously  calculated,  but  I do  not 
know  that  any  writer  has  made  it  less  than 
£72,000,000? — I quite  follow;  I agree  that  there 
would  be  holes  in  it,  but  we  do  not  think  that  they 
are  sufficient  to  invalidate  the  general  proposition  or 
to  make  it  impracticable  in  the  light  of  our  own 
figures  in  section  II  of  our  evidence. 

4953.  Supposing  the  net  saving  out  of  £140,000,000 
were  £70,000,000,  and  you  had  this  to  dispose  of  in 
your  new  Budget,  the  question  what  proportion  of 
that  you  would  allow  to  go  to  reduction  of  future 
taxation  and  the  proportion  that  you  would  apply 
to  .social  expenditure,  becomes  important.  You  have 
your  eye  on  a certain  amount  of  expenditure  that 
you  would  like.  If  it  is  £50,000,000,  that  is  a very 
large  proportion  out  of  a saving  of  £70,000,000,  but 
it  is  a comparatively  small  proportion  out  of  a saving 
of  £140,000,000.  That  is  where  the  question  of  pro- 
portions becomes  important? — All  those  are  matters 
of  detail  or  practical  working  that  would  come  out 
in  the  operation,  but  I do  suggest  that  there  is 
nothing  which  has  been  put  in  any  of  the  questions 
that  invalidates  the  desirability  of  the  main  opera- 
tion which  we  recommend,  or  the  practicability  of  it 
all. 

4954.  Sir  Charles  Addis-.  I did  not  mean  that;  I 
merely  meant  that  the  difference  would  not  be  so 
grea  t as  you  suggest — that  the  amount  available 
for  social  services  would  be  very  much  less  than  was 
indicated  in  your  evidence.  That  is  the  only  point  I 
wish  to  make  now. — It  seems  to  us  that  there  would 
be  first  the  £305,000,000,  which  is  the  gross  figure, 
less  the  taxes  on  interest  on  such  parts  of  the  debt 
as  were  paid  in  the  manner  proposed  by  Mr.  Bell 
which  are  definitely  and  finally  cancelled. 

4955.  Sir  Josiah  Stamp:  lls  your  view  that  the 
only  loss  of  assessable  income  would  bo  in  those 
direct  cases  like  Mr.  Bell’s?  It  has  been  made  clear 
by  Mrs.  Wootton  now  that  there  would  be  a hole  in 
the  Budget  in  that  way.  Do  you  not  think  there 
would  be  a hole  in  the  Budget  in  the  same  way  if  the 
levy  were  paid  by  railway  securities  ?— No,  because 
railway  securities  would  continue  to  yield  interest. 

4956.  Let  me  trace  it  through.  Take  the  case  of 
A and  B.  A is  Mr.  Bell,  who  has  got  £100,000 
railway  securities,  and  he  pays  his  levy  with  £30,000 


of  them.  B is  the  holder  of  War  Loan  after  he  has 
paid  his  levy.  Then  the  Government  come  along  and 
say  to  him.”  “ We  are  going  to  take  £30,000  of  your 
War  Loan  and  we  will  give  you  this  railway  scrip  in 
its  place.”  B therefore  would  be  exactly  where  he 
was  after  he  has  paid  his  levy.  Instead  of  £30,000 
War  Loan  which  has  been  redeemed,  he  now  holds  in 
its  place  £30,000  railway  stock  which  came  from  Mr. 
Bell,  so  that  there  is  no  loss  of  Income  Tax  from  B; 
he  is  paying  as  much  as  ever.  But  Mr.  Bell  is  minus 
£30,000,  just  the  same,  and  he  has  not  got  to  pay 
Income  Tax  on  that.  So  the  fact  that  yon  have 
transferred  the  railway  stock  results  in  this,  that  at 
the  end  of  it  you  have  to  remember  that  you  have 
transferred  it  in  place  of  some  War  Loan  that  you 
have  cancelled,  and  you  have  left  the  person  who  has 
received  it  with  an  undiminished  income,  but  you 
have  always  diminished  the  income  of  the  payer, 
whether  he  pays  in  War  Loan  or  railway  stock.  Is 
not  that  so? — ff  do  not  think  it  is  unfair  to  the  one 
or  to  the  other. 

4957.  Mrs.  Wootton:  If  you  redeem  the  debt  in 

any  way  you  lose  the  Income  Tax  on  the  interest  of 
the  debt  that  is  redeemed? — Yes. 

4958.  However  you  get  the  money? — Yes,  that  is 
agreed. 

4959.  Do  not  you  lose  the  Income  Tax  on  the  whole 
of  the  interest  on  the  debt  which  is  in  fact  redeemed 
no  matter  how  the  levy  is  paid?  You  are  going  to 
lose  the  Income  Tax  on  the  interest  on  the  debt 
because  the  interest  on  the  debt  expires  with  the 
debt;  is  not  that  so? — Yes,  I think  it  is  pretty  plain 
that  you  would. 

4960.  But  you  cannot,  of  course,  lose  the  whole 
amount  unless  the  Income  Tax  on  the  interest  on  the 
debt  is  20s.  in  the  £? — Quite  so.  It  is  not  20s.,  or 
anything  like  it,  in  a very  large  number  of  cases. 

4961.  But  you  do  lose  the  whole  of  the  Income  Tax 
regardless  of  the  method  of  payment? — Yes,  quite 
so,  and  following  that  I think  I see  where  the  calcula- 
tion comes  from  that  Sir  Charles  Addis  mentioned. 
With  the  Income  Tax  at  5s.  in  the  £ on  the  interest 
on  the  debt  it  would  be  one-fourth  of  £300,000,000, 
or  something  like  that. 

4962.  Sir  Arthur  Balfour : Do  you  appreciate  that 
a sudden  writing  down  of  the  National  Debt  by 
£3,000,000,000  would  mean  deflation? — Of  course,  it 
depends  how  sudden.  We  have  suggested  a steady 
and  reasonable  period  for  carrying  out  this  very  large 
transaction  somewhere  approximating  to  the  dates  at 
which  the  vaious  War  Loan  issues  are  due  for  redemp- 
tion. 

4963.  How  would  you  in  that  case  value  anybody’s 
estate  for  the  payment  of  Capital  Levy  ? To-day  you 
might  take  a man’s  estate  and  value  it  at  £500,000; 
when  the  time  came  for  him  to  pay,  the  thing  which 
you  had  valued  .at  £500,000  might  be  worth  £200,000, 
or  it  might  be  worth  £1,000,000.  If  it  was  worth 
£1,000,000  he  would  pay  more  easily,  but  if  it  was 
worth  £200,000  he  would  not  be  able  to  pay? — There 
would  have  to  be  a valuation  on  statements  furnished 
as  in  the  case  of  Death  Duties,  and  the  tax  should 
be  assessed  and  raised  on  an  adequate  value. 

4964.  On  a fixed  date? — At  a given  date.  We 
suggest  that  the  State  should  make  an  arrangement 
which  would  give  the  parties  liable  to  pay  adequate 
and  reasonable  time  to  pay. 

4965.  You  appreciate  that  ian  operation  like  that 
would  reduce  the  value  of  all  shares  immediately ; it 
would  create  a want  of  confidence  in  the  country 
which  would  reduce  the  value  of  all  shares? — No.  Our 
view  is  that  it  would  create  confidence ; that  it  would 
set  our  country  at  the  head  of  the  world  straight  away 
and  give  it  a credit  which  could  not  be  given  in  any 
other  way.  Our'  view  is  that  it  would  be  of  enormous 
advantage  from  the  point  of  view  of  confidence  and 
credit  in  the  national  sense. 

4966.  Do  you  think  other  people  would  want  to 
come  here  and  leave  their  deposits  and  their  finance 
in  a country  which  was  liable  to  a Capital  Levy?— I 
do  not  think  we  derive  very  much  from  foreigners 
coming  here  and  leaving  us  a number  of  good  things; 
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it  is  ratlier  derived  from  onr  exertions  in  trading  with 
the  world. 

4967.  That  means  trading  with  the  foreigner? — 
This  country,  I suggest,  would  be  greatly  benefited 
from  the  standpoint  of  confidence  and  credit;  it 
would  he  the  country  that  paid  its  debts.  The  very 
payment  of  the  American  Debt  has  raised  our  credit 
in  that  country,  and  it  is  having  ,a  beneficial  effect 
for  us,  although  it  is  a bit  hard  to  find  the  money, 
but  ultimately  the  effect  is  going  to  be  very  good, 
indeed. 

4968.  That  is  an  external  debt? — I suggest  the  effect 
would  be  the  same  with  internal  debt. 

4969.  If  it  could  be  shown  to  you  that  this  operation 
would  dislocate  manufacturing  and  cause  unemploy- 
ment, would  that  alter  your  views? — I think  you  put 
a question  something  like  that  to  me  on  the  previous 
occasion ; we  do  not  think  that  it  would. 

4970.  You  think  if  a man  owns  a business  and  has 
to  sell  part  of  his  business,  or  has  to  dispose  of  his 
assets,  he  would  have  enough  liquid  capital  to  carry 
on  ? — I suggest  that  those  who  come  within  the  range 
of  this  levy  are  people  who  are  quite  capable  of 
finding  ways  and  means  and  expedients  for  paying  a 
reasonable  levy  tax. 

4971.  And  without  damaging  their  manufacturing 
concerns  and  their  productive  capacity  and  causing 
unemployment  ? — Not  to  any  serious  extent. 

4972.  Mr.  Bowen:  You  are  really  advocating,  1 
take  it,  that  we  should  do  nationally  what  we  are 
urged  to  do  individually? — Yes;  that  is  really  the 
basis  of  our  whole  contention — that  it  is  everyone’s 
duty  to  pay  his  debts.  If  you  harbour  debts,  keep 
them  round  your  neck  and  keep  paying  interest  on 
them,  you  are  approximately  in  the  position  of  some- 
one who  has  gone  to  a moneylender  and  never  cleared 
himself. 

4973.  Mr.  Bell:  Is  every  member  of  the  nation 
then  going  to  take  part  in  it? — To  the  extent  of 
their  ability.  Those  who  are  best  able  to  help  would 
be  expected  to  help  the  most,  of  course. 

4974.  But  I thought  it  was  only  people  who  had 
£5,000  and  upwards? — We  suggest  £5,000  as  a suit- 
able line  below  which  it  would  not  be  advisable  to 
attempt  to  impose  a levy. 

4975.  Sir  Arthur  Balfour:  You  admit  that  this 
debt  is  the  debt  of  everybody  in  the  country,  do  you 
not? — No;  we  do  not  take  that  view.  I am  here 
very  seriously  to  remind  you  that  the  working  classes 
of  this  country  gave  more  largely  in  life  in  the 
terrific  service  that  was  rendered  during  the  War. 
Their  families  are  larger  than  those  of  the  more 
comfortable  persons,  and  their  sons  and  their  fathers 
suffered  in  every  possible  way,  including  the  extreme 
penalty  of  death,  in  a greater  degree  than  did  the 
property-owning  classes.  On  the  other  hand,  the 
property-owning  classes,  whilst  we  admit  they  had 
losses  too,  have  benefited  far  more  than  the  working 
classes  in  the  security  that  was  established  and 
renewed  in  this  country  through  the  winning  of  the 
War.  I am  here  to  say  that  that  service  ought  to  be 
paid  for  by  those  who  benefited  most  and  are  best 
able  to  pay. 

4976.  You  assume,  therefore,  that  if  the  War  had 
been  lost  the  working  classes  would  have  been  just 
as  well  off  ? — I do  not  assume ; I know  that  they  are 
no  better  off  now  after  the  War  on  the  whole ‘than 
they  were  before  the  War;  but  I do  know  that  the 
property-owning  classes  are  very  substantially  better 

4977.  Do  you  say  that  the  working  classes  to-day, 
m view  of  the  very  high  rates  of  wages  that  have 
obtained  during  the  War,  are  not  in  a better 
position  ?— I say  in  view  of  the  very  high  cost  of 
iving,  which  is  now  up  to  81  (it  was  lower  when 

was  here  a few  months  ago),  the  workers  are  not 
better  off. 

°f  Ihe  wages  they  are  now  getting? 

e wages  have  been  cut  down  in  a most  drastic 
astuon  from  the  miners  all  through  the  skilled 

gmeenng  trades,  the  cotton  trades  and  all  the 
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main  trades  in  the  country.  The  wages  have  been 
broken  down  very  heavily  indeed,  and  the  money 
received  by  the  workers  now  is  of  less  value  than 
what  they  received  before  the  War. 

4979.  Your  statement  that  when  people  owe  money 
they  should  pay  it  does  not  apply  to  anybody  in  this 
country  except  those  with  £5,000  and  over? — We 
were  speaking  in  the  communal  sense  of  endeavour- 
ing to  assist  the  State  to  formulate  policies  for  the 
good  of  the  country  as  a whole.  You  can  only  apply 
taxation  of  any  kind  to  those  who  are  in  a position 
to  pay. 

4980.  You  said  that  when  people  owed  debts  they 
ought  to  pay ; now  you  say  the  country  as  a whole 
does  not  owe  the  debt,  but  only  the  people  owning 
£5,000  and  over  owe  the  debt  and  ought  to  pay  it? — 
I say  that  the  working  classes  paid  their  share  of 
winning  the  War  in  the  sacrifices  they  made  in  the 
War. 

4981.  Do  you  think  it  is  fair  to  make  comparisons 
in  that  way?  Do  you  not  think  every  family  in 
this  country  contributed  to  winning  the  War  from  the 
human  point  of  view?  Do  you  not  think  they  shared 
that  pretty  equally  to  the  extent  that  they  could  of 
their  numbers? — I repeat  that  the  working  classes 
are  larger  in  number  and  larger  per  family  than  the 
other  classes,  and  the  toll  of  life  on  the  working  class 
was  heavier. 

4982.  So  that  my  proposition  still  holds  good,  that 
all  people  ought  to  pay  their  debt,  but  this  debt 
belongs  to  people  with  £5,000  and  over,  and  to  nobody 
else  in  this  country  ? — Those  people  should  pay  that 
debt  because  they  alone  are  able  to  pay.  They  have 
got  the  major  advantage;  indeed  they  have  got  the 
whole  advantage  of  winning  the  War.  The  working 
people  are  worse  off  than  they  were  before  the  War. 

4983.  Do  you  really  mean  that  very  seriously?  Do 
you  say  that  the  working  people  of  this  country  are 
not  better  off  than  ever  they  have  been? — I do  very 
seriously. 

4984.  I admit  the  unemployment,  which  is  serious? 
— -There  are  2,000,000  of  them  with  their  dependents. 
There  are  over  a million  of  them  to-day. 

4985.  They  are  maintained  on  the  dole? — Main- 
tained on  a miserable  amount.  You  call  it  ia  dole, 
but  allow  me  to  say  that  the  working  people  resent 
that  word  very  much.  The  money  is  raised  from 
wages  and  from  a quota  paid  by  the  employers,  and 
only  a minor  portion  from  the  State  -and  the  general 
community. 

4986.  The  payment  of  course  is  a tax  on  the  pro- 
duction of  the  rest  of  the  people  who  are  working? — 
That  portion  of  it  which  is  paid  by  the  State. 

4987.  It  must  be  a tax  on  the  rest  of  the  people  who 
are  working? — But  the  payment  of  what  is  called  the 
dold  does  not  make  the  working  people  anything  like 
they  were  before  the  War  took  place.  They  were  far 
better  off  when  they  were  receiving  regular  wages, 
which  were  not  depreciated  by  the  terrible  rise  in  the 
cost  of  living. 

4988.  But  you  do  not  deny  my  statement  that  you 
are  suggesting  that  this  debt  is  the  debt  of  a certain 
class  of  this  country? — I do  not  say  that. 

4989.  That  is  what  you  are  doing  in  advocating  this 
system? — I am  here  to  try  and  minimise  the 
inequality  and  to  suggest  a patriotic  duty  to  those 
who  are  able  to  perform  it.  It  is  no  use  suggesting 
it  to  -a  starving  man  or  a man  on  the  dole;  it  is  no 
use  suggesting  it  to  a working  man  with  40s.  or  50s.  a 
week  who  has  got  a family  to  keep. 

4990.  Mr.  Bowen : There  were  certain  heavy  profits 
made  during  the  War ; can  you  say  whether  the  work- 
ing classes  got  ai  fair  proportion  of  those  profits,  and 
can  you  say  what  records  there  are  of  where  those 
profits  went — I refer  to  munition  profits  and  other 
things? — My  information  is  that  the  profits  ran  into 
thousands  of  millions  of  pounds,  and  that  they  are 
held  in  the  main  almost  entirely  by  the  well-to-do 
classes  of  the  country,  who,  we  suggest,  should  help 
to  redeem  this  very  heavy  National  Debt. 

4991.  Would  you  agree  that  as  there  was  conscrip- 
tion of  life,  if  there  had  been  conscription  of  wealth, 
the  payment  back  of  all  those  moneys  should,  be  an 
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individual  responsibility  P— Yes,  I will  agree,  and  say 
at  once  very  seriously  that  that  was  emphatically  the 
view  of  the  working  classes  of  this  country ; that  when 
conscription  of  life  was  imposed  upon  them  theie 
should  have  been  simultaneously,  or  as  early  after- 
wards as  might  be  practicable,  conscription  of  suffi- 
cient wealth  to  pay  the  cost  of  the  War . 

4992.  Mrs.  Wootton : Did  I understand  you  to  say 
your  proposal  was  to  pay  off  about  £3, 000, OCX), 000 
of  the  debt  by  the  Capital  Levy?  I am  still  not 
quite  clear  whether  your  levy  proposes  to  pay  off 
the  whole  debt  or  part  of  the  debt.  In  Section  II 
you  quote  the  figure  of  £305,000,000  as  the 
interest  on  the  debt,  and  you  sa.v  that  if  we  had  no 
debt  interest  to  pay  we  could  make  certain  increases 
in  expenditure  and  still  have  £200,000,000  to  the 
good.  What  I want  to  get  from  you  is  this : Is  that 
simply  a measure  of  the  cost  of  interest  of  the 
debt  or  is  it  an  estimate  of  the  gross  saving  that 
your  levy  is  designed  to  effect? — II  is  a statement 
of  the  present  cost  of  interest  payable  on  the  debt. 

4993.  Simply  a measure  of  the  cost? — Yes. 

4994.  A way  of  estimating  what  the  burden  is? — 
Yes. 

4995.  Is  the  Capital  Levy  scheme  which  you  have 
in  mind  designed  to  make  a saving  of  the  whole  of 
the  gross  interest  on  the  debt  or  only  of  part  of  the 
interest?  You  do  not  give  any  figures  of  the  sum 
you  propose  to  raise  by  the  levy? — No.  Our  in- 
tention is  that  the  whole  of  the  debt  should  be  re- 
deemed by  a Capital  Levy. 

4996.  Sir  Arthur  Balfour:  £7,700,000,000? — You 

will  have  to  deal  with  the  internal  debt.  We  have 
left  the  American  Debt,  which  is  external,  to  be 
dealt  with  on  the  method  already  provided  for  by 
legislation. 

4997.  Mrs.  Wootton:  You  are  proposing  to  deal 
with  the  whole  of  the  internal  debt? — Yes. 

4998.  Sir  Arthur  Balfour : You  raised  the  question 
of  profits  made  during  the  War.  Have  you  con- 
sidered the  case  of  the  man  who  has  spent  all  his 
profits  one  way  or  the  other,  as  against  the  case  of 
the  man,  who  has  saved  his  money  and  put  it  into 
industry  again — that  he  should  not  he  penalised  as 
against  the  man  who  spent  it  perhaps  carelessly? — 
That  is  rather  the  old  question  about  whether  the 
thrifty  person  should  be  required  to  pay.  I think 
last  time  I put  it  that  you  cannot  very  well  chase 
down  the  spendthrift ; his  money  has  gone. 

4999.  Are  you  not  inducing  people  to  become 
spendthrifts  by  your  system? — Not  at  all. 

5000.  What  inducement  would  there  be  to  save  if 
people  expected  a Capital  Levy? — As  much  induce- 
ment as  ever,  and  more.  When  the  country  is  free 
from  National  Debt  it  will  have  a psychological 
effect  which  would  be  beneficial,  especially  in  the 
sense  you  are  speaking  of. 

5001.  What  steps  would  you  take  to  guarantee  that 
it  would  not  happen  again? — The  impulse  to  save 
is  a natural  one.  The  common  sense  of  saving  is 
obvious  to  everyone,  and  most  people  do  what  they 
can  in  that  direction  in  accordance  with  their  re- 
sources. 

5002.  It  has  been  in  the  past  owing  to  security  of 
tenure  a.nd  because  people  knew  that  confiscation  did 
not  enter  into  the  politics  of  this  country;  but  once 
confiscation  does  enter  into  the  politics  of  the  country 
what  guarantee  would  you  propose  that  it  should  not 
keep  on  happening  again  ? — You  introduce  rather  a 
strange  word.  It  has  often  been  asserted,  and  I 
think  it  is  true,  that  all  taxation  is  confiscation,  but 
you  cannot  live  in  a community  and  have  a stake 
in  it  and  have  order  instead  of  anarchy  without 
this  taxation. 

5003.  Taxation  of  income? — Taxation  of  anything — 
Death  Duties,  for  example.  I do  not  think  the  word 
“confiscation  ” is  the  right  one  to  apply.  You  say: 
If  you  clear  all  this  debt  off  what  guarantee  can  you 
give  that  it  will  not  be  done  again?  If  gentlemen  like 
yourself  can  help  the  Governments  of  this  country 
and  other  countries  to  prevent  any  more  wars  arising 


I think  it  is  fair  to  say  there  will  be  no  more  sudden 
debts  of  this  character  arising  and  no  more  exceptional 
methods  needed  to  liquidate  them.  If  all  nations  were 
to  support  the  League  of  Nations  and  the  idea  and 
the  spirit  of  the  League  of  Nations,  that,  I think, 
would  be  the  best  method  of  prevention. 

5004.  Chairman : I think  now  that  this  interlude 
(and  it  is  an  interlude)  on  the  Capital  Levy  can  be 
postponed  until  you  come  to  give  evidence  on  that 
point  by  itself.  You  will  get  a questionnaire  on  the 
Capital  Levy  which  will  put  into  concrete  form  the 
questions  which  you  will  have  to  answer. 

5005.  Sir  Charles  Addis : You  object  to  indirect 
taxation  as  being  inequitable  to  the  workers? — Yes. 

5006.  Do  you  regard  the  taxes  on  alcohol  and  tobacco 
as  inequitable? — They  fall  very  heavily  on  the  working 
classes.  You  see  our  proposal  is  that  the  food  taxes 
should  first  be  cleared  away.  In  our  opinion  the  taxes 
on  all  tobacco  should  certainly  be  reduced,  and  might 
be  reduced  out  of  the  saving  that  would  arise  if  the 
National  Debt  interest  had  not  to  be  provided  for. 

5007.  If  direct  taxation  were  removed  would  you 
favour  the  graduation  of  Income  Tax  downwards  on 
smaller  incomes? — I think  you  have  come  down  as  far 
as  it  is  practicable  to  gather  the  taxes. 

5008.  Further  than  it  is  at  present? — I do  not  thinl; 
you  would  get  anything  worth  collecting  if  you  come 
down  much  further. 

5009.  The  result  of  that  would  be  that  the  whole 
burden  of  taxation  would  fall  on  the  2,500,000  members 
of  the  community  who  pay  direct  taxes? — The  most 
fortunate  people ; they  ought  to  be  glad  to  help  the 
country  seeing  that  the  other  people  helped  the 
country  by  doing  all  this  work. 

5010.  You  would  not  regard  it  as  inequitable  that 
2,500,000  out  of  45,000,000  should  bear  the  burden  of 
direct  taxation? — We  want  to  see  a state  of  things 
where  the  whole  of  the  working  classes  of  this  country 
will  have  their  standard  of  life  so  raised  that  they 
will  not  be  in  the  lowly  position  in  which  they  are 
now. 

5011.  You  do  not  answer  my  question;  it  is  a fair 
question,  I think,  and  admits  of  a perfectly  direct 
answer? — I can  give  you  a direct  answer.  So  long  as 
things  stand  as  they  are  now  and  only  2,500,000  people 
take  the  larger  part  of  the  wealth  of  the  country,  cer- 
tainly it  is  fair  that  they  should  be  taxed,  but  I do 
not  want  to  put  it  quite  in  that  sharp  way. 

5012.  Sir  Arthur  Balfour:  In  spite  of  the  fact  that 
22,000,000  people  vote? — Yes,  certainly,  on  the  basis 
of  human  rights. 

5013.  Mr.  Bowen : Have  you  any  views  as  to  the 
passing  off  of  Income  Tax  to  the  consumer  through 
an  increase  of  prices?— That  happens  to  a very  great 
extent. 

5014.  If  it  does  happen,  would  it  be  correct  to  say 
that  all  classes  of  the  community  bear  their  fair 
weight  of  Income  Tax,  directly  or  indirectly  ? 
Ultimately  if  one  could  trace  the  ramifications  the 
burdens  of  the  community  have  come  down  upon  the 
working  classes  in  the  way  you  suggest,  and  they 
bear  their  share  in  that  way. 

5015.  Sir  Charles  Addis:  Including  Income  Tax? — 
Very  often.  I do  not  say  that  a pure  rentier,  a 
person  of  any  kind  living  exclusively  on  interest, 
paying  tax  on  that  interest  passes  it  on,  but  other 
people  who  have  to  pay  Income  Tax  if  they  get  a 
chance  will  increase  their  prices  sufficiently  to 
recover  that  out  of  the  people. 

5016.  The  question  was  whether  Income  Tax  enters 
into  prices;  in  your  view  it  does,  or  may? — It  may. 

5017.  Sir  William  McLintoch  : Can  you  pursue  in 
detail  the  method  by  which  the  trader  who  deals  in 
commodities  passes  on  Income  Tax  ? Take  a small 
grocer,  for  example,  who  sells  bis  goods  at  competi- 
tive prices  with  a dozen  other  grocers’  shops ; what 
rate  of  tax  does  that  m.a,n  pass  on  to  the  consumer? 
— Among  the  class  of  people  that  the  grocer,  large  or 
small,  belongs  to,  they  reach  a common  understanding 
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as  to  prices,  and  they  have  a way  amongst  them- 
selves of  getting  a sufficient  price  for  what  they  are 
selling  to  cover  their  working  and  living  expenses, 
including  their  Income  Tax. 

6018.  Personally,  I doubt  that  common  under- 
standing, hut  assuming  it  exists,  what  is  the  rate  of 
tax  which  you  suggest  a small  grocer  passes  on  to 
the  consumer  P I suppose  it  is  reasonable  to  assume 
that  he  is  probably  making  a net  profit  of,  say,  £400 
or  £600  a year  if  he  is  a grocer  in  business  by  him- 
self ; what  rate  of  tax  does  lie  pass  on  to  his  con- 
sumers?— Of  course,  it  depends  on  what  he  i3 
paying.  If  he  has  got  a family  of  five  or  six  children 
he  would  not  have  any  tax  to  pay. 

5019.  Assuming  you  have  two  grocers  in  two 
streets,  one  of  whom  is  paying  probably,  with  his 
abatements,  an  all-in  rate  of  something  like 

lg.  ? — Of  course,  everyone  cannot  pass  the 

tax  on;  I think  I indicated  that  in  my  earlier 
replies. 

5020.  I doubt  very  much  if  any  of  them  pass  the 
tax  on,  but  could  you  indicate  to  us  how  they  pass 
it  on,  and  how  they  arrive  at  the  amount  to  be 
passed  on? — They  pass  it  on  and  arrive  at  'the 
amount  to  be  passed  on  by  their  common  under- 
standings about  prices,  and  I think  it  would  be 
within  the  knowledge  of  the  business  gentleman  on 
this  Committee  that  there  are  organisations  of 
tradesmen,  milk  vendors,  grocers,  drapers,  and  all 
manner  of  people,  who  do  get  together  in  their  own 
way.  They  do  not  have  public  mass  meetings;  they 
do  not  go  in  for  propaganda  like  the  working 
classes;  hut  they  have  their  own  ways  and  means, 
usually  in  a very  quiet  way — I will  not  say  in  the 
dark — of  getting  together  and  deciding  round  about 
what  prices  are  to  be.  That  is  how  they  cover  their 
working  and  living  expenses. 

5021.  Can  you  tell  me  how  much  tax  is  reflected 
in  the  prices  of  co-operative  societies? — -In  the  co- 
operative societies  whatever  margin  comes  out  at  the 
end  of  the  year’s  operations  is  distributed  amongst 
the  purchasers. 

5022.  Exactly ; and  their  prices  relatively  with 
the  other  people  always  preserve  a certain  percentage 
below — Is.  in  the  £,  or  2-s.  in  the  £,  as  the  case  may 
he? — Yes.  They  vary  a lot  as  to  their  rate  of  dis- 
tribution ; it  has  been  very  light  in  recent  years. 

5023.  But  their  prices  regularly  follow  the  prices  of 
the  other  sellers  of  the  same  commodities  ? — Oh,  yes ; 
they  are  conditioned  by  the  same  things.  Sir  William 
McLintoch : Subject  to  the  rebate  which  is  given 
back  in  the  way  of  bonus  or  dividend. 

5024.  Mr.  Bowen  : Is  it  not  a fact  that  their  prices 

are  sometimes  higher? — Their  prices  are  conditioned 
by  the  terms  on  which  they  can  procure  their  sup- 
plies; sometimes  they  are  higher.  They  do,  in  fact, 
charge  more  where  they  are  maintaining  good  rates  of 
wages  for  the  production  or  distributing  of  these 
goods,  but  in  other  instances  they  charge  less.  I 
agree  that,  generally  speaking,  their  prices  are  lower. 

5025.  Sir  William  McLintoch  : Generally  speaking 
the  co-operative  prices  are  higher  and  a reduction  is 
made  by  way  of  dividend? — I cannot  agree  that 
generally  speaking  their  prices  are  higher  at  all;  I 
can  only  agree  that  they  do  distribute  amongst  their 
purchasers  whatever  margin  of  money  they  have 
available  after  they  have  balanced  up  all  their  year’s 
working. 

5026.  Mrs.  Wootton : It  has  been  put  to  us  that 

salaried  workers  are  able  to  pass  on  their  Income  Tax 
because  they  get  higher  salaries  on  the  ground  that 
they  have  higher  Income  Tax  to  pay.  Is  it  your 
view  that  speaking  generally  Income  Tax  on 
salaries  is  shifted  in  that  way? — No.  I happen  my- 
self to  represent  an  organisation  in  the  Trade  Union 
Congress  which  consists  of  salaried  workers  who  are 
on  moderate  salaries,  and  they  have  to  pay  their 
Income  Tax  in  any  case;  but  I have  no  doubt  it  is 
one  of  the  considerations  in  making  arrangements  for 
salaries  as  between  salaried  employees  and  their 
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employers  that  if  the  Income  Tax  is  high  a man 
wants  and  needs  and  tries  to  get  a higher  salary 
than  he  can  do  if  his  Income  Tax  were  low. 

5027.  Sir  William  McLintoch  : Did  you  ever  have 
a case  where  you  were  submitting  a claim  for  an 
increase  in  salaries  of  that  particular  type,  where 
you  put  forward  Income  Tax  as  a reason  for  asking 
the  increase? — We  should  enter  that  in  any  budget 
of  the  cost  of  living  of  the  particular  group  of  people 
we  might  he  applying  for  if  they  paid  Income  Tax 

5028.  How  would  you  arrive  at  it?  Did  you  ever 
know  it  done?  You  must  have  put  forward  many 
claims  in  the  particular  section  which  you  represent 
for  increases  in  salaries ; did  you  ever  in  the  putting 
forward  of  these  claims  put  forward  a reasoned  state- 
ment for  a certain  increase  because  of  the  Income 
Tax  these  people  have  to  pay? — We  have  put  forward 
in  support  of  the  claims  we  have  made  for  the  class 
I am  associated  with  household  budgets,  family 
budgets,  prepared  by  individuals  in  that  class,  in- 
cluding every  item  of  expenditure  that  they  have  to 
meet,  whatever  it  may  be,  and  in  those  cases  where 
Income  Tax  was  paid  they  would  enter  the  Income 
Tax. 

5029.  Is  Income  Tax  a part  of  the  household 
budget? — Part  of  a man’s  family  expenses  which  his 
income  has  got  to  meet.  He  cannot  pay  his  tax  out 
of  any  other  source  but  his  own  income. 

5030.  Sir  William  McLintoch  : It  must  be  a very 
minute  calculation  under  the  present  tax  system  on, 
say,  a.  married  man  with  two  children  unless  his  salary 
is  getting  well  above  £500  a year.  Mr.  Bowen:  Is  it 
not  quite  an  ordinary  procedure  in  the  preparation 
of  these  budgets,  not  only  to  put  in  Income  Tax,  but 
to  put  in  rent  and  rates?  Sir  William  McLintoch  : I 
agree  at  once  that  rates  would  come  in.  Mr.  Bowen  : 
And  the  same  point  arises  on  Income  Tax.  Sir 
William  McLintoch  : I differ  from  you.  The  burden 
of  rates  is  imposed  on  everyone  who  keeps  a house.  I 
have  dealt  with  many  increases  to  fixed  salary 
earners  and  I have  never  yet  known  an  increase  being 
given  because  of  high  Income  Tax.  Mr.  Bowen : 
That  is  not  the  point.  The  point  is,  Has  that  item 
been  in  fact  included  in  budgets?  I am  in  the  same 
position  as  Mr.  Walkden;  I have  to  deal  with  salary 
earners  too,  and  I suggest  that  it  is  no  uncommon 
tiling  for  Income  Tax,  however  small,  to  he  taken  in 
conjunction  with  rates. — ( Witness ) : That  is  so,  and 
in  reply  to  Sir  William  I can  only  repeat  that  where 
that  charge  has  come  on  the  income  of  a salaried 
employee  he  has  entered  it  in  his  family  expenses, 
and  these  budgets  have  been  submitted  to  the  people 
considering  the  claims  as  illustrations  of  the  burdens 
men  have  to  hear. 

5031.  Sir  William  McLintoch  : I suggest  to  you  that 
if  you  take  the  class  of  salaried  people,  some  married 
with  families,  others  married  with  no  families,  and 
the  salary  of  every  one  in  a given  group  were  to  be 
increased  by  reason  of  this  taxation  charge,  you  would 
be  bound  to  get  very  great  inequalities  ? — Your  sug- 
gestion rather  was  that  we  did  not  ever  plead  this. 
My  answer  is  that  we  have  pleaded  it,  and  the  last 
time  we  did  plead  it,  it  was  quite  a simple  thing, 
because  everyone  with  an  income  over  £160  had  to 
pay  a tax. 

5032.  That  is  a long  time  ago.  In  the  case  of  a 
married  man  with  two  children  you  have  to  knock 
off  a good  deal  more  than  £160  now? — That  was  the 
old  Income  Tax  limit;  the  abatements  for  children 
and  wives,  and  so  on,  are  a relatively  recent  arrange- 
ment. It  might  complicate  the  statistics  to-day,  but 
that  would  not  hinder  us  from  entering  it  in  as  a 
charge  which  has  to  be  met,  or  amongst  the  things 
that  have  to  be  met. 

5033.  Mr.  Bell : You  say  here  that  whereas  in 
1912-13  the  total  revenue  from  indirect  taxation  was 
£1  8s.  lOd.  per  head,  by  1923-24  the  corresponding 
amount  was  £5  16s.  Sd.,  or  four  times  as  much;  but 
you  do  not  go  on  to  say  what  is  the  same  comparison 
as  regards  direct  taxation;  can  you  give  us  that? — 
No,  I have  not  that  available  at  the  moment. 
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5034.  Would  it  not  have  been  fairer  to  show  the 
two  in  comparison? — I am  not  dealing  with  direct 
taxation.  We  agree  with  the  principle  of  direct 
taxation,  but  we  are  objecting  here  to  the  principle 
of  indirect  taxation  and  showing  how  it  has  grown. 

5035.  But  I think  it  would  have  been  fair  to  make 
the  comparison  to  show  how  much  the  direct  taxation 
on  the  other  hand  has  grown? — That  does  not  affect 
us,  because  it  affects  a class  of  people  whom  we  are 
not  representing.  We  rather  gather  that  you  would 
have  plenty  of  people  pleading  the  grievances  of  the 
direct  taxpayer.  I think  we  are  the  only  people 
who  come  to  plead  the  case  of  the  more  lowly  folk  on 
whom  the  burden  of  these  indirect  taxes  falls  pretty 
heavily. 

5036.  In  paragraph  3 of  your  paper  you  refer  to 
the  food  taxes  for  192P25  as  being  £28,500,000  out 
of  the  total  of  indirect  taxation  of  £237,000,000. 
Sir  Charles  Addis  put  ti>  you  a question  about  the 
taxes  on  alcohol  and  tobacco.  Would  it  be  reasonable 
in  your  view  to  get  rid  of  the  food  taxes  by  transfer- 
ring them  to,  say,  beer  and  tobacco? — We  are  not 
proposing  that,  and  I do  not  think  it  would  be  a good 
operation,  but  we  are  suggesting  in  this  evidence 
that  out  of  the  large  balance  of  advantage 
we  would  have  by  easement  from  the  necessity 
of  paying  interest  on  the  National  Debt, 
food  taxation  should  come  first  and  be 
cancelled  first.  We  do  not  suggest  here,  and 
I do  not  think  you  can  find  anything  an  our  .print 
which  would  suggest  that  you  should  cancel  the 
£28,000,000  of  food  and  transfer  it  to  other  things. 

5037.  I am  asking  if  it  would  be  reasonable? — I do 
not  think  so.  I think  food  is  the  first  necessity  of 
existence,  and  to  tax  the  food  of  poor  people  is  u 
thing  which  ought  never  to  be  done. 

5038.  But  to  preserve  some  relation  between 
indirect  taxation  and  direct — I am  not  disputing  the 
point  as  to  the  desirability  of  abolishing  the  tax  on 
food — would  it  be  reasonable  to  transfer  it  from  food 
to  these  articles  of  consumption  which  are  not  classed 
by  you  as  food,  namely,  alcohol  and  tobacco? — No; 
we  are  not  proposing  that,  and  we  do  not  think  that 
should  be  necessary.  I do  not  see  any  necessity  for  it. 

5039.  And  you  do  not  think  it  would  be  reason- 
able?— We  are  not  here  to  say  that  there  should  be 
further  taxes  on  the  poor  man’s  tobaoco  and  beer, 
or  anybody  else’s. 

5040.  Chairman:  You  do  not  want  to  reduce  taxa- 
tion on  alcohol  probably  on  moral  grounds? — We  have 
not  exactly  come  here  to  advocate  any  particular 
temperance  question. 

5041.  I was  only  wondering  whether  in  this  indirect 
taxation  question  that  would  be  an  element.  Some 
witnesses  have  stated  that  a definitely  better  result 
to  the  nation  would  be  obtained  by  a reduction  of 
Income  Tax  rather  than  a reduction  on  these  articles 
which  you  have  mentioned;  you  do  not  agree  with 
them,  do  you? — No;  we  have  not  put  them  alterna- 
tively at  all. 

5042.  Sir  William  McLintoc.lt, With  regard  to  this 
suggestion  for  the  abolition  of  the  food  taxes  amount- 
ing to  £28,500,000,  I assume  from  the  other  part 
of  your  evidence  that  is  to  be  made  good  out  of  some 
fund,  namely,  the  saving  of  the  interest  on  the 
National  Debt? — Yes;  I think  we  have  made  that 
plain. 

5043.  That  is  your  point,  is  it  not? — Yes. 

5044.  In  paragraph  5 the  £200,000,000  a year  to 
the  good  which  is  shown  is  the  balance  of  the  interest 
on  the  debt,  which  is  presently  put  at  £305,000,000 
a year,  after  deducting  your  estimate  of  roughly 
£105,000,000  as  required  for  education,  old  age 
pensions,  and  provisions  for  mothers’  pensions? — Yes, 
in  round  figures. 

5045.  The  £105,000,000  you  are  going  to  spend  ? — 
At  present  there  is  no  provision  whatever  for 
mothers’  pensions;  our  estimate  is  that  that  would 
cost  probably  £50,000,000  a year. 


5046.  I was  not  concerned  with  the  details,  but  you 
intended  the  sum  of  £105,000,000  to  cover  these  items 
that  you  have  narrated  there? — Yes. 

5047.  And  out  of  the  £200,000,000  there  should 
come  that  relief  of  food  taxes  of  £28,500,000? — Yes. 

5048.  I do  not  think  it  lias  been  made  quite  clear 
yet,  but  assuming  the  National  Debt  to  be  paid  off 
by  means  of  a Capital  Levy,  or  whatever  other  means 
it  may  be,  there  will  be  no  such  sum  available  as  you 
have  dealt  with  here  ? — I think  that  is  the  ground  we 
have  just  been  traversing  pretty  extensively  on  Sir 
Charles  Addis’s  questions. 

5C49.  Surely  it  is  very  important,  in  connection 
with  this  suggestion,  to  know  whether  the  money 
would  be  available  or  not.  Assuming  that  the 
present  National  Debt  is  wholly  discharged  as  you 
suggest,  and  the  interest  charge  is  got  rkl  of,  what 
is  the  net  sum  of  money  that  the  State  is  going  to 
save  as  the  result  of  that  operation?  Suppose  I 
suggest  to  you  it  is  no  more  than  £100,000,000  out  of 
the  £350,000,000? — Well,  we  can  all  make  estimates; 
we  can  make  all  sorts  of  allowances  and  work  all 
sorts  of  hypotheses,  but  the  first  fact  'is  that  you 
would  not  require  the  £305,000,000  a year  to  pay 
interest  on  the  debt  if  the  debt  no  longer  existed, 
and  out  of  that  large  sum  in  our  view  there  would 
be  a good  deal  of  money  available  for  such  6ocial 
purposes  as  improved  education,  better  Old  Age 
Pensions  at  an  earlier  age,  and  rtihe  provision  of  pen- 
sions for  widowed  mothers. 

5050.  What  I want  really  to  get  at  is,  assuming 
that  what  you  want  done  in  relation  to  the  National 
Debt  is  done,  what  is  the  actual  net  balance  that  is 
going  to  be  available  to  the  State  afterwards  for  any 
purpose? — A very  large  sum  of  money  running  'into 
hundreds  of  millions  of  pounds — between  £200,000,000 
and  £300,000,000. 

5051.  As  I read  paragraph  5,  you  suggest  that 
there  will  be  £306,000,000  available,  £105,000,000  of 
which  you  will  spend  on  these  social  schemes  roughly, 
and  there  will  be  £200,000,000'  left.  Part  of  that 
you  deal  with  in  this  other  paragraph  by  suggesting 
the  abolition  of  the  food  taxes,  £28,500,000? — Yes. 

5052.  You  (have  accounted  for  a total  of 
£133,000,000  already.  I suggest  to  you  that  'it  is 
worthy  of  your  consideration  that  if  you  carry  out 
this  operation  the  State  will  only  have  £133,000,000 
to  work  with? — That  may  be  your  view,  but  our  view 
is  that  there  would/  be  a great  deal  more. 

5053.  Chairman : That  is  a very  important  point 
which  comes  'in  ouir  Questionnaire,  and  you  can  deal 
with  it  on  that? — The  point  being  as  to  ’how  much 
real  saving  would  be  effected. 

5054.  Chairman  : You  say  £305,000,000.  Sir 

William,  McLintoch  : Kir  Josiali  Stamp  says  roughly 
two-thirds  of  the  interest  saved  will  be  used  up  in 
other  directions.  Chairman : That  is  the  point , 

perhaps  you  will  deal  with  that,  because  the  figures 
are  very  striking  in  relation  to  what  you  have  to  say? 
— {Witness) : Very  well,  we  will  deal  with  that  on  the 
Questionnaire. 

5055.  Sir  Charles  Addis  : In  paragraph  5 of  section 
IV  you  make  the  statement  that  the  internal  debt 
service  aggravates  the  inequality  of  incomes.  Does 
not  your  whole  criticism  amount  to  this,  that  the  pre- 
sent graduation  of  taxation  is  unfair,  or,  in  other 
words,  that  the  poorer  sections  of  the  community  pay 
more  than  their  fair  share  of  the  War  Debt?  Does 
it  really  add  to  the  strength  of  your  argument  to 
talk  about  the  transfer  of  wealth  from  the  poorer 
section  of  the  community  to  the  richer  section? — It 
is  part  of  our  position  that  we  live  in  a world  where 
the  poorer  section  feel  very  keenly  their  poverty,  and 
they  resent,  as  I think  I indicated  last  time,  the 
perpetuation  of  an  arrangement  under  which  a rela- 
tively small  proportion  of  the  community  hold  these 
bonds  and  through  the  agency  of  the  State  levy  from 
the  community  this  large  amount  of  interest  every 
year  and  do  not  render  any  active  service  for  it.  The 
continuance  of  it  accentuates  this  feeling. 
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5056.  The  point  is  this,  that  if  it  is  admitted  that 
the  present  graduation  is  fair  generally,  then  if  the 
richer  section  of  the  community  advanced  money  for 
war  purposes  on  behalf  of  the  rest  of  the  community, 
then  the  repayment  of  those  advances  must  neces- 
sarily involve  a transfer  from  the  poorer  to  the 
richer,  hut  it  will  only  be  in  discharge  of  the  poorer 
taxpayer’s  proper  share  of  the  liability ; have  I made 
my  point  clear? — I am  sorry;  I cannot  quite  follow. 

5057.  Let  me.  put  it  in  another  way.  Supposing 
that  the  reverse  operation  had  taken  place,  and  that 
it  had  been  the  poorer  section  of  the  community  who 
made  the  original  advance,  let  us  say,  in  the  shape 
of  Savings  Certificates;  then  the  repayment  of  that 
advance  must  necessarily  be  a transfer  from  the 
richer  to  the  poorer.  Is  there  any  real  difference  in 
the  transfer,  or  is  it  fair  to  describe  it  in  the  way 
you  have  in  paragraph  5?  Is  it  not  simply  a ques- 
tion of  the  fairness  or  unfairness  of  the  tax  gradua- 
tion?— You  are  really  taking  paragraphs  4 and  5 
together.  We  say  in  paragraph  4 : “If  each  indivi- 
dual citizen  were  a bondholder,  and  his  payments  for 
debt  taxation  equalled  his  receipts  from  the  interest 
on  his  War  Bonds,  there  would  be  no  burden,  but  we 
believe,  although  we  have  no  means  of  ascertaining 
by  whom  the  debt  is  held,  that  so  far  as  the  vast 
majority  of  those  we  represent  are  concerned,  they 
pay  considerably  more  in  debt  taxation  than  they 
receive  as  bondholders.”  I stand  by  that  certainly. 

5058.  I am  not  questioning  that.  I am  asking 
you,  I submit,  a very  simple  question,  and  a very 
simple  answei  is  required. — With  great  respect,  it 
seemed  to  me  rather  a lengthy  question  and  rather 
involved.  We  go  on  : “ In  so  far  as  this  statement 
is  correct,  the  net  result  is  that  the  internal  debt 
does  involve  a transference  of  wealth  from  the  poorer 
sections  of  the  community  to  the  richer  sections,  and 
by  this  means  aggravates  the  inequality  of  incomes,” 
that  is,  by  the  taxation  they  have  to  pay  largely  in 
this  indirect  figure  we  have  mentioned  previously. 

5059.  Mr.  Bell:  Let  us  be  precise  and  get  tilings 
to  a practical  point.  Suppose  I have  1,000  india 
rubber  shares ; I sell  those  india  rubber  shares 
because  I am  going  to  buy  £5,000  War  Loan;  if  1 
had  kept  my  rubber  shares  I should  not  require  to 
be  repaid,  but  if  I buy  the  War  Loan  I do  require 
to  be  repaid.  My  point  is  that  I am  singled  out 
because  I have  War  Loan  as  being  rather  a bad  man, 
and  being  a rich  man  I ought  not  to  have  any  of 
the  wealth  of  the  community,  the  poorer  included, 
paid  to  me  in  the  shape  of  interest;  but  if  I had 
kept  my  rubber  shares  that  question  would  never 
have  arisen.  Would  I have  been  right  to  keep  my 
rubber  shares  or  should  I have  done  what  I was  asked 
to  do — put  it  into  War  Loan? — Of  course,  if  there 
had  been  no  war  there  would  be  no  question  of  War 
Loan,  and  your  rubber  share  consideration  would  not 
have  arisen;  and  equally  if  none  of  the  rich  people 
having  these  amounts  of  money  available  had  taken 
up  the  War  Loan  the  war  could  not  have  been 
fought,  or,  alternatively,  the  State  would  have  had 
to  have  commandeered  the  money. 

5060.  Mrs.  Wootton : Is  not  the  distinction  this  : 
if  Mr.  Bell  had  kept  his  rubber  shares  his  capital 
would  have  been  used  to  develop  rubber  plantations, 
and  there  would  have  been  additional  rubber,  the 
propcrt3T  of  a British  citizen,  an  addition  to  our 
national  income  out  of  which  his  interest  would  have 
been  paid.  If  he  put  it  into  War  Loan  he  put  it 
m no  doubt  for  patriotic  motives,  but  there  are  no 
revenue  producing  assets  behind  that  War  Loan  now, 
because  we  have  destroyed  them,  and  consequently 
his  interest  is  paid  not  out  of  additional  income 
created  by  his  capital,  but  out  of  taxaton  on  the 
incomes  of  the  rest  of  us? — Yes. 

6061.  He  may  have  performed  valuable  service  to 
the  nation;  I do  not  know  that  that  is  a question  for 
us  to  discuss ; but  the  difference  from  the  point  of 
view  of  the  distribution  of  wealth  is  surely  the  one 
which  you  were  making  here,  that  is,  that,  if  he  is 
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receiving  interest  drawn  from  the  taxation  of  other 
people,  that  has  a quite  different  effect  on  the  dis- 
tribution of  wealth  from  that  of  receiving  interest  on 
his  rubber  shares  out  of  fresh  production  ? — Yes. 
There  is  less  popular  resentment  of  people  receiving 
interest  on  capital  that  is  employed  actively  in  the 
way  suggested  in  the  question  than  there  is  a resent- 
ment of  people  who  are  merely  drawing  the  money 
from  the  National  Exchequer. 

5962.  Mr.  Bell : Then  I should  have  been  right  to 
have  kept  the  rubber  shares;  there  would  have  been 
less  resentment  against  me? — I cannot  discuss  the 
ethics  of  the  war  here  now. 

5063.  No,  that  is  not  it. — Well,  it  is  involved  in 
your  question. 

5064.  No,  it  is  not  at  all.  Apart  from  popular 
resentment,  is  it  not  simply  the  effect  of  the  distribu- 
tion of  wealth  which  would  have  been  different  in  the 
two  cases  ? — Yes. 

5065.  I am  putting  a much  simpler  proposition.  I 
am  saying  you  have  singled  me  out  as  a holder  of 
War  Loan  as  rather  a bad  man,  to  whom  the  poor  do 
not  like  to  pay  interest.  I say  if  I had  only  kept 
my  investments  in  rubber  I should  have  had  none  of 
this?  I do  not  think  you  would  have  had  the  rubber 
investment  probably;  if  the  country  had  not  been 
able  to  wm  the  war  you  might  have  lost  all. 

5066.  Mr  Bell:  I am  only  giving  that  as  an 

example.  Mrs.  Wootton : Could  we  have  the  actual 
words  of  paragraph  5 of  section  IV  again.  When 
. read  ^ refer  simply  to  inequality  of 

incomes?  Witness:  The  words  are:  “In  so  far  as 
this  statement  is  correct,  the  net  result  is  that  the 
internal  debt  does  involve  a transference  of  wealth 
rioin  the  poorer  sections  of  the  community  to  the 
richer  sections,  and  by  this  means  aggravates  the 
inequality  of  incomes.” 

5067.  That  states  that  there  is  inequality  arising 
because  in  the  case  of  the  debt  the  interest  is  pro- 
vided by  taxation,  and  in  the  case  of  the  rubber 
shares  it  is  provided  by  fresh  production?— Yes. 

5068.  It  does  not  say  anything  about  the  merits  or 
demerits  of  the  debt  holder  as  a person  ? — No,  it  does 
not  discuss  that  at  all. 

.5069.  Mr.  Bell : No ; but  you  added  to  it.  You 
said  there  was  a feeling  of  resentment  because  the 
poorer  classes  were  paying  me  interest  on  my  War 
Bonds  ; then  I say  I ought  not  to  have  invested  in 
War  Bonds,  but  I ought  to  have  kept  my  original 
investment. — We  do  not  say  that  at  all.  We  say 
the  War  Debt  incurred  should  be  paid  off  by  the 
special  method  of  raising  the  money  in  the  way  we 
propose. 

5070.  But  you  said  there  was  a feeling  of  resent- 
ment against  the  holder  of  War  Loan? — There  is  a 
feeling  of  resentment,  if  you  like,  against  the  pos- 
tulation that  that  is  to  go  on  indefinitely;  that  this 
debt  is  to  be  maintained  as  it  stands  and  kept  going ; 
and  that  the  fortunate  people  who  hold  it  and  their 
heirs  are  to  continue  to  receive  from  the  National 
Exchequer  this  very  large  sum  of  money  amounting 
to  about  £1,000,000  every  working  day  in  per- 
petuity. 

5071.  1 was  very  unwise,  therefore,  to  put  it  into 
that  particular  investment? — We  are  here  to  urge  on 
your  behalf  and  on  behalf  of  all  other  people  similarly 
circumstanced  that  it  is  advisable  to  get  that  state  of 
things  changed,  to  get  the  national  costs  cleared  up, 
and  make  us  a debt-free  country. 

5072.  I only  want  to  see  the  distinction  between 
one  debt  and  another? — I hope  you  will  excuse  me 
from  expressing  an  opinion  as  to  whether  you  were 
wise  or  unwise  with  regard  to  rubber  as  distinguished 
from  War  Bonds. 

5073.  Sir  Charles  Addis : My  suggestion  amounts 
to  this,  that  it  confuses  the  issue  to  talk  about  in- 
equality being  due  to  the  transfer  from  the  poor  to 
the  rich;  it  really  is  not  so.  The  point  of  it  lies  in 
the  graduation  of  taxation,  and  there  lies  the  remedy. 
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If  you  contend  that  the  graduation  is  unfair,  I can 
understand  your  position  perfectly,  and  that  seems  to 
me,  if  I may  say  so,  a rather  stronger  ground  for  you 
to  take  up  P — That  was  rather  raised  last  time,  and  we 
expressed  the  view  that  a clearance  of  this  debt  'by 
special  measures  that  would  get  it  down  within  a 
reasonable  period  was  better  than  the  steeper  gradua- 
tion of  other  taxation  and  extending  it  over  a very 
long  period  of  years,  the  reason  being  that  the  longer 
you  extend  the  more  money  the  country  has  got  to 
keep  on  finding  for  interest. 

5074.  In  paragraph  6 of  Section  IV  you  say  that 
the  proportion  of  State  revenue  absorbed  by  debt 
interest  is  materially  increasing.  Would  you 
develop  that?  Is  your  argument  that  interest  is 
becoming  more  onerous  because  expenditure  is  less? — 
We  think  it  is  perfectly  plain  that  the  proportion  of 
State  revenue  absorbed  by  debt  interest  is  materially 
increasing.  The  proportion  is  brought  out  in  the 
table  we  give,  which  shows  that  from  30  per  cent,  in 
1919  and  24  per  cent,  in  1920,  it  has  worked  up 
steadily  until  it  has  now  got  to  36'5,  and  is 
3S'4  for  the  current  year. 

5075.  And  that  change  in  proportion  is  due  to  a 
decrease  in  expenditure.  I want  to  know  how  it  is 
becoming  more  onerous? — There  is  a decrease  in  ex- 
penditure, but  the  value  of  the  money  raised  in  1925, 
for  instance,  is  not  so  diminished  as  A would  appear 
at  first  sight,  because  you  will  remember  that  in 
1920,  1921  and  1922  the  inflation  of  prices  and  so  on 
diminished  the  value  of  money. 

5076.  Mr.  Bell : Would  not  the  percentages  of  ex- 
penditure on  education  or  any  other  thing  vary  in 
exactly  the  same  way? — But  the  country  gets  the 
benefit  from  any  expenditure  on  education ; it  makes 
the  people  more  productive. 

5077.  It  does  not  depend  on  percentages.  The  per- 
centages here  would  apply  to  any  expenditure? — 
They  apply  here  specifically  to  the  proportion  of  the 
national  revenue  that  has  to  be  utilised  to  pay  debt 
interest.  We  are  not  running  over  every  item ; we 
are  dealing  specifically  with  the  debt  and  the  pro- 
portion of  charge  it  incurs.  It  has  risen  now  to  38’4. 

5078.  Mrs.  Wootton : May  I put  it  that  the  debt 
charge  is  more  or  less  fixed,  and  therefore  so  long  as 
debt  is  not  repaid  on  a big  scale,  if  your  national 
revenue  is  decreasing,  the  percentage  of  the  debt 
charge  must  increase? — Tes. 

5079.  Does  it  not  become  more  onerous  in  this  way : 
in  so  far  as  the  debt  charge  is  fixed  and  your  revenue 
is  contracting,  your  economy  is  forced  on  to  other 
things;  the  presence  of  a large  fixed  charge,  which 
perhaps  absorbs  30  per  cent,  of  your  revenue,  con- 
tracts the  area  over  which  you  can  economise?  I 
think  that  is  possibly  what  the  table  is  intended  to 
show? — Yes,  that  is  so. 

5080.  Sir  William  McLintoch  : You  agree  also  that 
of  this  £800,000  of  interest  paid  daily  anything  from 
25  to  50  per  cent,  is  reflected  in  your  total  revenue 


figures  as  coming  back? — That  proportion  of  it  which 
is  payable  as  Income  Tax  comes  into  the  Exchequer 
again;  I recognise  that. 

5081.  Mr.  Bell : On  section  VI  do  you  suggest  that 
our  present  policy  may  be  described  as  “doing 
nothing  ”? — Leaving  the  debt  as  it  is  with  only  the 
trivial  reduction  that  is  allowed  from  the  services— 
the  provision  made  for  Sinking  Fund. 

5082.  Would  you  call  those  trivial  over  the  last 
two  or  three  years? — What  we  are  settling  down  to 
now  is  nothing  like  it  was  in  the  earlier  part  just 
following  the  War. 

5083.  I am  asking  you,  is  our  present  policy  cor- 
rectly described  as  “doing  nothing  ”?— Well, 
£40,000,000  or  £50,000,000  a year. 

5084.  Plus  the  Old  Sinking  Fund?— I cannot  recall 
at  the  moment  what  our  calculation  was  as  to  the 
length  of  time  it  would  take  to  clear  the  National 
Debt  on  that  basis,  but  it  was  a very  lengthy  period 
— over  100  years;  and  that  is  not  sufficient  in  our 
view. 

5085.  I only  ask  is  it  quite  fair  to  say  “ doing 
nothing”? — Well — relatively  nothing.  We  put  it  in 
inverted  commas.  We  mean  laissez-faire — just  carry- 
ing on  with  the  small  reduction  now  made. 

5086.  Do  you  support  the  quotation  of  the  views 
of  the  Board  of  Inland  Revenue  in  section  VI  in  its 
entirety?  You  quote  it  with  entire  approval— Sub- 
ject to  that  deduction  which  would  arise  on  the 
interest  question  we  were  discussing. 

5087.  Chairman-.  Was  that  written  in  regard  to 
the  examination  of  the  possibility  of  taxing  War 
Wealth? — Yes.  It  is  in  the  appendix  to  the  Report 
from  the  Select  Committee  on  the  Increase  of  War 
Wealth,  1920.  I think  it  had  special  reference  to 
War  profits. 

5088.  The  circumstances  there  were  very  excep- 
tional, and  I was  wondering  whether  you  wanted  to 
apply  this  as  a principle  to  deal  with  existing  cir- 
cumstances?— We  support  the  principle.  You  would 
have  'to  adopt  perhaps  modified  methods  in  applying 
that  principle  to-day  as  compared  with  what  might 
have  been  adopted  in  1920. 

5089.  Professor  Hall : In  default  of  a Capital  Levy 
what  suggestions  have  you  to  make  in  regard  to  the 
reduction  of  the  debt?  You  protested  against  the 
“ doing  nothing  ” policy;  would  you  suggest  an 
increased  annual  provision  for  debt  repayment  if 
there  were  no  Capital  Levy? — If  you  want  us  to 
consider  alternative  suggestions  and  give  our  views 
upon  them  we  will  be  prepared  to  do  that.  We 
came  here  prepared  to  support  the  proposition  of  a 
Capital  Levy. 

5090.  Chairma/n:  You  will  see  the  Questionnaire 
on  the  levy;  it  is  a pretty  full  one;  and  I.  think  you 
will  see  that  all  relevant  points  are  raised  there? — 
Yes. 

Chairman : W|e  are  very  much  obliged  to  you  for 
your  attendance  here  this  afternoon. 


( The  Witnesses  withdrew.) 


(Adjourned  to  to-morrow  morning  at  10.30.) 
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SIXTEENTH  DAY. 
Wednesday,  7th  January,  1925. 


The  Hi.  Hon.  LORD  COLWYN,  Chairman. 
Sib  CHARLES  ADDIS,  K.C.M.G. 

Mb.  HENRY  BELL. 

Mb.  J.  W.  BOWEN. 

Professor  FRED  HALL. 


Present  : 

Sib  WILLIAM  McLINTOCK,  K.B.E.,  O.V.O 
Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Mr.  William  Worship  Paine,  called  and  examined. 


Evidence-in-chief  handed  in  by  Mr.  Paine  (in  reply  to  the  Committee's  questions  regard i no-  a Capital  Levy 

printed  on  page  683).  or 


Answer  to  Question  1 (as  to  the  case  for  a large 
and  early  repayment  of  debt). 

1.  In  my  opinion  it  is  neither  essential  nor 
especially  desirable  that  any  large  repayment  of 
National  Debt  should  be  made  at  an  early  date, 
unless  such  repayment  could  be  made  out  of  repara- 
tions or  debts  due  to  this  country  by  other  countries. 
The  situation  is  such  that  any  heroic  measures  in 
this  direction,  involving  a large  increase  of  taxation 
in  any  form,  would  do  much  more  harm  than  good 
and  would  most  prejudicially  affect  trade  and 
employment. 

2.  The  situation  can  in  my  judgment  only  be  met 
by  a policy  of  enforcing  the  utmost  economy  con- 
sistent with  national  efficiency  and  security,  and  the 
steady  reduction  of  the  debt  by  a liberal  sinking 
fund,  and  taking  all  opportunities  that  may  arise 
to  fund  short-term  debts  at  a lower  rate  of  interest. 

3.  With  wages  at  their  present  level  (and  I see  no 
prospect  of  their  reduction)  I do  not  anticipate  any 
considerable  reduction  in  price  levels  of  commodities. 

Answer  to  Question  2 (as  to  form  of  levy). 

4.  (Section  1). — Being  strongly  opposed  to  any 
form  of  Capital  Levy  for  the  reasons  which  I shall 
give  in  my  evidence,  I can  make  no  suggestions 
which  would  remove  the  principal  objections  to  such 
a levy.  But,  assuming  that  a Capital  Levy  were  to 
come  into  force,  I should  accept  paragraphs  (a)  and 
(b)  of  the  question  as  inevitable.  It  would  in  my 
opinion  be  absolutely  impossible  to  extend  the  levy 
to  companies  or  to  “ brain  capital.” 

5.  On  the  same  assumption  I think  the  limit  of 
£5,000  referred  to  in  paragraph  (c),  is  far  too  high, 
and  that  it  should  be  reduced  to  £1,000  at  most, 
which  I believe  was  the  figure  originally  proposed, 
but  I think  the  proper  plan  would  be  to  assimilate 
the  exemption  limit  and  graduation  as  far  as 
possible  to  those  in  force  in  relation  to  Death 
Duties.  My  reason  for  this  is  that  the  burden  of 
the  debt  which  was  created  not  for  the  benefit  of 
any  one  class  but  for  the  preservation  of  the  liberties 
of  the  whole  community,  in  which  each  one  of  us, 
whatever  his  station  in  life,  had  the  most  vital 
interest,  should  be  spread  as  nearly  as  possible  over 
the  whole  community,  subject,  of  course,  to  reason- 
able graduation. 

6.  Moreover,  such  a departure  from  the  accepted 
principles  of  taxation  ought  only  in  any  case  to  be 
adopted  with  as  wide  a consent  of  the  members  of  the 
community  as  is  possible,  and  a tax  of  this  character, 
forced  exclusive^  upon  about  340,000  persons,  by 
the  votes  of  some  22  millions  who  would  not  be 
contributories  to  it,  would  leave  a deep  feeling  of 


injustice  and  unfairness.  Moreover  such  an  exemp- 
tion limit  as  £5,000  would  offer  great  facilities  to 
misleading  appeals  to  the  supposed  self-interest  of 
the  mass  of  voters,  the  great  majority  of  whom  are 
wholly  unable  to  form  any  judgment  as  to  the 
economic  effect  upon  themselves  of  such  a levy.  It 
has  in  fact  already  been  used  in  this  way. 

7.  As  to  paragraph  (d)  I have  no  remarks  to  offer. 
As  to  paragraph  (e)  I would  point  to  the  strong  . 
probability  that  so  far  from  effecting  any  permanent 
saving  in  taxation,  the  reduction  of  the  National 
Debt  by  a Capital  Levy  of  this  magnitude  would  be 

a direct  incentive  to  impose  a fresh  burden  of  taxa- 
tion for  purposes  ivhich,  however  laudable  in  them- 
selves, are  not  economic,  and  that  the  levy  will  not, 
therefore,  ultimately  result  in  any  relief  in  the 
burden  of  taxation  upon  industry. 

8.  (Section  2)  (as  to  reduction  of  Sinking  Fund 
after  levy). — No,  as  this  would  to  a considerable  extent 
nullify  the  advantages  which  its  advocates  claim  from 
the  early  repayment  of  the  debt. 

9.  (Section  3)  (as  to  changes  in  taxation  after 
levy). — To  prevent  injustice  the  payers  of  the  levy 
should  be  compensated  for  their  loss  of  capital  by 
relief  in  the  taxation  of  their  income  roughly  propor- 
tionate to  the  amount  contributed  to  the  levy.  But 
even  this  would  not,  in  my  opinion,  avoid  the  greatest 
objection  to  the  levy,  which,  as  II  shall  endeavour  to 
show  in  my  evidence,  is  the  disastrous  effect  which  so 
sudden  and  great  a measure  of  reduction  of  available 
capital  (dr  deflation)  will  have  upon  trade  and  em- 
ployment. 

Answer  to  Question  3 (as  to  equity,  etc.,  of  levy,  as 
compared  ' with  income  taxation). 

10.  As  mentioned  in  the  preliminary  observations 
in  my  evidence,  I draw  -a  vital  distinction  between  an 
Income  Tax,  graduated  according  to  ability  to  pay 
which  is  now  the  accepted  principle  of  direct  taxation, 
and  depriving  a citizen  for  all  time  of  -a  large  portion 
of  his  capital,  which  in  many,  perhaps  most,  cases  re- 
presents his  savings  and  self  denial.  The  former 
principle  leaves  him  with  his  capital,  and  the  pur- 
chasing power  thereby  represented,  intact;  he  can 
still  use  that  capital  for  the  purposes  of  his  business 
or  any  other  purpose,  and  he  or  his  descendants  may 
hope  for  a gradual  reduction  of  taxation  of  which  ho 
or  they  will  -reap  the  benefit.  But  the  effect  of  a 
Capital  Levy  is  wholly  different.  It  deprives  the 
citizen  not  only  of  the  whole  of  the  income  but  of  the 
corpus  of  his  savings,  and  I cannot  but  think  it  must 
carry  with  it  a feeling  that  he  is  the  victim  of  a 
measure  of  confiscation 


370 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


7 January,  1925.]  Mr.  William  Worship  Paine.  [ Continued . 


11.  One  must  also  bear  in  mind  that,  whereas  an 
Income  Tax  graduated  accordingly  to  ability  to  pay  is 
on  the  whole  fair  to  all  classes,  and  is  assented  to 
without  any  sense  of  injustice,  a Capital  Levy  can 
never  be  imposed  with  the  assent  of  the  citizen  by 
whom  it  will  be  payable.  It  can  only  be  forced,  upon 
them  by'  the  votes  of  those  who  will  be  exempt  from 
any  payment  under  it. 

Answer  to  Question  4 (as  to  guarantee  against  repe- 
tition). 

12.  If  it  had  been  practicable  immediately  after 
the  War  (which  Inland  Revenue  authorities  advised 
it  was  not),  to  get  at  War  Wealth,  i.e-.,  Wealth  due 
to  the  War,  by  any  special  form  of  taxation,  I should, 
in  sentiment  at  all  events,  have  been  prepared  to 
support  it,  and  I certainly  think  that  such  a tax,  con- 
fined to  war  wealth,  would  have  commanded  much 
greater  assent  than  any  form  of  general  Capital  Levy. 

13.  In  my  opinion  no  form  of  guarantee  against 
the  repetition  of  a Capital  Levy  would  be  either 
practicable,  convincing,  or  effective.  No  Parliament 
can,  under  our  Constitution,  bind  its  successors.  As 
I take  this  view  it  is  useless  for  me  to  consider 
whether  it  would  be  desirable. 

Answers  to  Questions  5,  6 and  7 (as  to  effects  on 

trade,  industry,  &c.). 

14.  The  answer  to  these  questions  is  the  subject 
to  which  the  principal  part  of  my  evidence-in-chief 
will  be  directed,  and  I could  not  deal  with  them  in 
writing  within  any  reasonable  length,  as  so  many 
aspects  of  the  question  have  to  be  considered.  I 

* would  prefer,  therefore,  with  the  assent  of  the  Com- 
mittee, to  reserve  the  full  answer  to  these  questions 
to  my  evidence-in-chief,  merely  stating  for  the 
present  that  for  the  reasons  which  I am  prepared  to 
give,  I think  the  levy  would  have  a disastrous  effect 
upon  trade  and  industry,  and  upon  employment,  and 
would  result  in  friction  and  dislocation  far  greater 
than  that  caused  by  present  taxation.  I do  not 
think  that  the  arguments  for  and  against  the  levy 
would  bear  any  close  relation  to  the  actual  state  of 
trade  at  the  time  it  happened  to  be  made,  beyond 
the  fact  that  its  consequences  to  trade  and  employ- 
ment would  probably  be  more  conspicuous  at  a time 
of  slack  trade. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

15.  Holding,  as  I do,  the  view  that  the  levy  must 
result  in  a reduction,  and  not  in  an  increase  of 
wealth  to  be  derived  from  production,  I am 
unable  to  say  that  it  will  effect  any  real  redistribu- 
tion of  wealth.  By  throwing  the  burden  of  a large 
portion  of  the  National  Debt  upon  (relatively)  a very 
shiall  number  of  the  richer  citizens,  it  will,  of  course, 
make  them  poorer  and  therefore  will  partly  remove 
the  inequality  in  .the  present  distribution  of  wealth. 
But  it  can  add  nothing  to  the  wealth  of  the  poorer 
classes,  except  to  the  extent  of  any  net  saving  of 
taxation  at  present  borne  by  them.  And  in  my 
opinion  that  net  saving  will  be  more  than  offset  by 
the  reduction  in  trade  and  employment  which  the 
levy  would  cause. 

16.  As  a means  for  the  redistribution  of  wealth  it 
seems  to  me  to  begin  at  the  wrong  end,  viz.  : by 
seeking  to  make  the  rich  poorer  instead  of  trying  to 
make  the  poor  better  off. 

Answer  to  Question  9 (as  to  effects  on  future 
savings). 

17.  The  answer  to  this  question  seems  to  me  to 
depend  almost  entirely  upon  whether  or  not  the 
Capital  Levy  would  result  in  any  considerable  reduc- 
tion in  the  taxation  of  those  whose  savings  are  in 
contemplation.  If  I am  right  in  my  view  that, 
taking  into  account  all  the  consequences  of  the  levy, 


it  will  not  result  in  any  permanent  reduction  in  taxa- 
tion, then  it  can  have  no  beneficial  effect  in  increasing 
the  amount  of  savings. 

18.  On  the  other  hand  it  must  in  any  case,  in  my 
view,  have  the  opposite  effect  very  strongly  in  the 
case  of  (a)  those  who  have  to  pay  the  levy  and,  less 
strongly,  in  the  case  of  (b)  those  who  do  not  have  to 
pay  the  levy. 

19.  One  of  the  greatest  objections,  in  my  mind,  to 
the  levy  (apart  from  its  effect  on  trade  and  com- 
merce) is  the  disastrous  effect  which  it  will  have 
upon  national  habits  of  thrift.  In  the  case  of  class 
(a)  this  will  operate  in  two  ways.  The  heavy  pay- 
ments which  they  will  be  called  upon,  to  make  under 
the  levy  will,  to  a large  extent,  deprive  them  of  the 
means  of  saving,  and  may,  indeed,  compel  them  in 
many  cases  to  resort  for  purposes  of  income  to  their 
remaining  capital.  But,  besides  this,  people  who 
have  lived  carefully  and  saved  money,  part  of  which 
will  be  taken  from  them  under  the  levy,  will 
naturally  compare  their  position  with  that  of  their 
fellows  who  have  spent  the  whole  of  equal  or  greater 
incomes,  and  who,  under  the  levy,  will  go  scot  free. 
Their  whole  sense  of  security,  and  confidence,  which 
is  essential  to  thrift,  will  be  destroyed.  There  will 
be  no  security  that  the  levy  may  not  be  repeated 
by  some  future  extreme  party  in  the  State,  and, 
whether  that  is  likely  to  happen  or  not,  that  fact, 
and  the  deep  sense  of  injustice  which  the  considera- 
tion I have  mentioned  will  engender,  is  bound  to 
have  a most  prejudicial  effect  upon  habits  of  thrift. 
Those  effects  will,  in  my  opinion,  be  a far  greater 
deterrent  to  thrift  than  is  occasioned  by  the  present 
taxation  upon  income. 

20.  As  regards  class  (b)  the  same  consideration 
will  probably  operate,  though  less  strongly  than  in 
the  case  of  class  (a). 

21.  Of  course,  if  a really  effective  guarantee 
against  a repetition  of  the  levy  could  be  devised, 
that  would  to  some  extent,  at  all  events,  allay  doubts 
and  feaTS  as  to  the  future,  but  I have  already  said 
that  in  my  opinion  there  cannot  be  any  such 
guarantee. 

22.  As  regards  collective  savings,  (c)  these  would 
only  be  affected  indirectly  by  the  general  shock  to 
credit  and  loss  of  confidence  and  security  which  the 
levy,  in  my  opinion,  would  cause.  Aggregate  savings 
would  in  my  opinion  be  largely  reduced. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

23.  I do  not  feel  quite  certain  as  to  the  sense  in 
which  the  words  “ national  credit  ” arc  used.  If  they 
apply  exclusively  to  the  terms  upon  which  the  nation, 
through  its  Government,  can  raise  loans,  then  I do 
not  think  that  a Capital  Levy  would  have  any  marked 
effect  in  either  direction. 

24.  The  credit  of  Great  Britain  stands  sufficiently 
high  at  present,  both  at  home  and  abroad,  to  admit 
of  no  doubt  as  to  its  meeting  the  obligations  of  the 
State,  and  any  benefit  which  would  result  from  the 
fact  of  the  State’s  indebtedness  being  reduced  by 
£3,000  millions  must  be  counter-balanced  by  the 
knowledge  that  that  reduction  has  only  been  effected 
at  the  expense  of  the  citizens  who  form  part  of  the 
community,  and  has  not  in  any  way  added  to  the 
wealth  of  the  nation  or  to  the  taxable  capacity  of  the 
citizens,  upon  which,  ultimately,  the  credit  of  the 
State  must  depend. 

25.  In  so  far  as,  according  to  the  view  which  I 
have  expressed,  the  imposition  of  a Capital  Levy 
would  reduce  the  earning  power  of  the  citizens,  am 
consequently  their  taxable  capacity,  the  effect  of  _ie 
levy  would  be  to  diminish  rather  than  to  increase  e 
credit  of  the  State,  but  for  the  reason  I have  already 
given  I do  not  think  that  that  would  have  any 
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marked  effect  upon  the  “ national  credit,”  using 
those  words  in  the  sense  I have  indicated. 

26.  If,  on  the  other  hand,  the  words  “ national 
credit  ” are  intended  to  refer  to  the  credit  reposed 
by  foreign  governments  or  citizens  in  this  country, 
as  being  the  country  in  which  rights  of  property  are 
strictly  observed  in  connection  with  the  investment 
of  capital  or  the  deposit  of  balances  -or  securities  for 
safe  custody  by  British  institutions,  then  I think 
that  the  'Capital  Bevy  would  have  a very  marked 
effect,  both  immediate  and  ultimate,  in  prejudicing 
the  national  credit,  using  those  words  in  the  secon- 
dary sense  which  I am  attributing  to  them. 

27.  Ihis  country  has  for  many  years  occupied  a 
unique  position,  in  Europe  at  all  events,  as  a country 
in  which  it  is  safe  to  invest  money  or  to  deposit 
foreign  balances  both  governmental  and  institu- 
tional, and  the  country  has  derived  great  benefit 
therefrom.  It  is,  I know,  the  intention  of  the 
advocates  of  a Capital  Bevy  to  make  it  perfectly 
clear  that  that  levy  will  only  be  imposed  upon 
nationals  of  Great  Britain,  and  not  upon  any  foreign 
property  of  which  institutions  or  individuals  in 
Great  Britain  may  be  the  custodians  or  depositories, 
llio  domestic  concerns  of  one  country,  however,  are 
always  liable  to  be  misunderstood  by  foreigners,  who 
can  hardly  be  expected  to  appreciate  the  exact  terms 
of  English  Acts  of  Parliament,  and  I anticipate  that 
the  imposition  of  such  a levy  would  give  rise  to  very 
serious  misgivings  on  the  part  of  foreign  investors  and 
depositors  who,  at  the  first  intimation  of  such  a levy 
being  likely  to  be  imposed,  .and  before  its  terms  were 
finally  settled,  would  probably  remove  their  invest- 
ments and  deposits  in  the  fear  that  they  might  in 
some  way  be  affected. 

28.  The  mere  suggestion  of  the  imposition  of  a 
levy  in  Switzerland  is  stated  to  have  had  this  effect, 
and  to  have  resulted  in  the  withdrawal  of  large 
amounts  of  deposits  in  that  country,  but  I have  no 
means  of  ascertaining  as  to  how  far  those  withdrawals 
were  made  by  Swiss  nationals  or  by  the  nationals  of 
other  countries. 

Answer  to  Question  11  (as  to  effects  on  sale  of 

securities). 

29.  The  answer  to  this  question  depends  to  a great 
extent  upon  how  the  levy  is  to  be  paid — whether  in 
cash  and  by  the  surrender  of  Wjar  Bonn,  or  by  the 
transfer  to  the  Government  of  other  securities;  and, 
in  the  latter  case,  upon  what  kinds  of  securities  would 
be  accepted  in  payment  of  the  levy. 

30.  But,  unless  the  Government  is  prepared  under 
the  levy  to  accept  securities  of  almost  every  class,  the 
levy  must,  I think,  lead  to  large  sales  land  to  conse- 
quent depreciation  in  prices.  Take,  for  example,  a 
number  of  private  companies,  where  the  whole  of  the 
shares  are  in  a few  hands,  or  the  analogous  case  of 
public  companies  where  the  junior  securities — whether 
oidinary  or  deferred  shares — are  held  by  the  managing 
owners  of  the  business.  These  shares  have  as  a rule 
no  quotation,  and  are  not  saleable  or  dealt  in  in  the 
ordinary  way  on  any  Stock  Exchange.  In  many 
cases,  e.g.,  those  of  shipping  companies,  they  repre- 
sent very  large  sums,  and  in  not  a few  they  also 
lepresent  the  whole  or  ia  very  large  proportion  of  the 
private  fortunes  of  the  owners.  Unless  the  Govern- 
ment is  prepared  to  take  such  shares  at  a valuation  in 
payment  of  the  levy  they  will  be  extremely  difficult  to 
sell,  and  will  probably  only  be  saleable  at  all  at 
greatly  depreciated  prices. 

31.  Indeed  it  will  be  extremely  difficult  to  effect 
sales  of  any  securities  except  possibly  those  of  the 
trustee  class,  because  the  people  who  are  usually 
buyers  will  at  the  same  time  be  under  the  necessity  of 
providing  their  own  contributions  to  the  levy,  and 
will  themselves  therefore  be  sellers. 

. 32.  To  some  extent  no  doubt  the  demand  for 
investments  by  holders  of  debt  which  is  paid  off  will 
counteract  this  difficulty,  but  not,  I think,  to  any 


great  extent,  because  investors  in  War  Boan  are 
not  likely  to  invest  in  a class  of  security  which,  ex 
hypothesi,  the  Government  refuses  to  accept  in  pay- 
ment of  the  levy.  Besides,  it  is  extremely  difficult  to 
see  how  the  sales,  of  the  securities  and  their  repur- 
chase by  the  holders  of  War  Boan  who  are  to  be  paid 
off'  can  be  “ married.”  I do  not  say  that  a scheme, 
under  which  this  might  be  done,  is  wholly  imprac- 
ticable, but  I think  it  would  involve  very  great 
difficulties,  and  for  the  reason  I have  given  I doubt  if 
it  would  be  of  much  practical  value. 

Answer  to  Question  12  (as  to  extent  of  deflation 
caused  by  levy). 

33.  As  I shall  show  in  my  answers  to  Questions  6, 
7,  and  8,  I regard  the  Capital  Bevy  as  a gigantic 
measure  of  sudden  deflation  in  the  sense  that  it 
would  destroy  3,000  million  pounds  of  “ instruments 
of  credit,”  which,  although  they  may  not  be  repre- 
sented by  material  or  physical  assets,  are  supported 
by  the  whole  credit  of  the  nation,  and  are  available  in 
the  hands  of  the  citizens  for  trade  and  commerce  and 
as  purchasing  power.  I am  afraid  I do  not  sufficiently 
understand  the  purport  of  the  second  paragraph  of 
this  question  to  give  it  an  intelligent  answer,  and 
must  therefore  leave  it  to  be  cleared  up  by  verbal 
question  and  answer. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

34.  I regard  the  Capital  Bevy,  at  its  best,  as  a 
very  grave  and  hazardous  experiment,  untried  any- 
where on  anything  like  the  scale  proposed.  In  con- 
sidering, therefore,  whether,  from  the  point  of  view 
of  its  advocates,  the  experiment  is  worth  the  great 
risks  it  entails,  it  is  of  primary  importance  to  arrive 
at  the  net  saving  in  interest  which,  if  successful,  it 
will  effect.  Obviously  an  experiment  which  might 
be  worth  the  risks  involved  to  save  160  millions  a 
year  might  not  be  worth  them  to  save  50. 

35.  My  own  estimate,  made  in  a very  rough  and 
ready  way,  happened  almost  exactly  to  coincide  with 
the  estimate  subsequently  made,  by  much  more 
scientific  methods,  by  Sir  Josiah  Stamp.  It  wa6, 
that  apart  from  the  indirect  effects  of  the  levy, 
which  would  probably  entirely  offset  any  net  saving 
at  all,  there  would  be  a net  saving  of  from  40  to  50 
millions  a year.  I have  had  neither  the  time  nor 
the  means  to  go  more  closely  into  this  matter,  and 
have  been  content  to  rely  on  Sir  Josiah’s  work  in 
that  respect.  If  the  estimate  is  at  all  correct,  then 
it  is  obvious  that,  to  the  extent  of  about  two-thirds, 
the  Capital  Bevy  would  be  a sterile  operation,  for 
in  eliminating  3,000  millions  of  debt,  it  would  only 
save  the  interest  on  1,000  millions. 

Answer  to  Question  14. 

36.  (Section  a)  (as  to  methods  of  valuation). — The 
levy  will  involve  the  valuation  of  every  conceivable 
class  of  property — amongst  others,  lands,  buildings, 
plant  and  machinery,  stocks  and  shares,  furniture, 
pictures,  objets  d’.art,  patents,  copyrights,  policies 
of  insurance,  reversionary  interests  under  wills  and 
settlements,  the  capital  value  of  life  interests,  pen- 
sions and  annuities,  and  property  abroad,  and  good- 
wills of  every  kind. 

37.  For  these  valuations,  if  they  are  to  be  at  all 
reliable,  every  class  of  expert  will  be  required.  I 
do  not  think  it  possible  that  such  valuations  can 
be  dispensed  with.  They  ought,  moreover,  to  extend 
to  all  cases  which  are  near  the  line  of  the  exemption 
limit.  The  fixing  of  the  date  upon  which  the  valua- 
tions should  take  effect  would  be  a very  important 
question.  The  imposition  of  the  levy  will  in  my 
opinion  cause  a great  slump  in  the  prices  of  all 
kinds  of  property  affected  by  the  levy,  and  it  would 
therefore  be  unfair  to  fix  a date  prior  to  the  passing 
of  the  Act. 
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38.  Another  difficulty  will  arise  in  a considerable 
class  of  cases  in  which  property  is  held  upon  trust 
under  wills  and  settlements  for  a life  or  lives  in 
being,  and  for  ultimate  division  amongst  a class  of 
which  the  members  would  only  be  ascertainable  on 
the  falling  in  of  the  life  interests. 

39.  (Section  b)  (as  to  finality  of  valuations). — I 
think  the  valuations  would  have  to  be  made  on  the 
same  basis  as  those  for  Death  Duties.  I do  not  see 
how  it  would  be  reasonably  possible  to  have  corrective 
valuations  in  the  light  of  subsequent  events.  The  levy 
in  the  meantime  would  have  been  paid,  and  the  dam- 
age accruing  from  it  to  the  tax  payers  would  in  many 
cases  be  irreparable.  It  would  surely  be  impossible 
to  allow  some  people,  years  afterwards,  to  be  making 
reclamations,  which  in  other  cases  would  be  impossible. 

40.  (Section  c)  (as  to  extent  of  payment  in  cash, 
securities  and  other  forms). — This  answer  again  de- 
pends upon  what  kinds  of  securities  the  Government 
might  be  prepared  to  accept  in  payment  of  the  levy. 
Without  knowledge  of  that,  I do  not  see  how  it  is 
possible  to  give  any  estimate.  But,  assuming  that  the 
levy  had  to  be  paid  either  in  cash  or  War  Loan,  or 
in  securities  of  the  trustee  class,  then,  basing  my 
estimate  upon  the  evidence  of  Sir  Richard  Hopkins 
before  the  Select  Committee  on  War  Wealth,  I should 
think  that  a fair  estimate  would  be  that  one  half  of 
the  levy  would  be  payable  in  cash  and  the  other  half 
] 11  War  Loan,  and  other  securities.  If  other  securities 
were  accepted  the  cash  payment  would  be  reduced  pro- 
portionately to  the  area  covered  by  such  acceptance. 

41.  (Section  d)  (as  to  payment  by  private 
businesses). — The  difficulties  in  the  case  of  private 
businesses  would  in  my  opinion  be  very  great  and  the 
effects  very  prejudicial  to  trade.  I believe  I am 
right  in  saying  that,  according  to  Board  of  Trade  esti- 
mates, only  about  9 per  cent,  of  the  total  national 
wealth  is  employed  in  private  businesses,  but  the  per- 
centage of  the  total  trade  done  by  private  individuals 
and  firms  must  be  very  much  larger,  probably  more 
like  30  per  cent.  This  aspect  of  the  effect  of  the  levy 
is  very  important  and  needs  examination  from  so  many 
points  of  view  that  I would  rather  defer  dealing  fully 
with  it,  to  the  evidence  which  I shall  give  in  regard 
to  questions  5,  G and  7. 

42.  (Section  e)  (as  to  extent  of  payment  by 
instalments). — It  seems  to  me  to  be  impracticable  in 
the  case  of  taxation  to  differentiate  the  mode  of  col- 
lection in  different  cases,  because  of  the  hardships  it 
might  cause  to  a particular  class.  If  the  tax  is  of  such 
a nature  that  it  requires  such  differentiation — beyond 
the  exercise  of  a reasonable  latitude  by  Inland  Revenue 
officials  in  its  collection — in  order  to  prevent  hard- 
ship and  injustice  to  whole  classes  of  the  population, 
then  to  my  mind  it  is  a bad  and  impracticable  tax, 
and  one  which  should  never  be  imposed.  One  of  the 
great  objections  to  T.he  Capital  Levy  is  the  extra- 
ordinary inequality  with  which,  owing  to  its  nature,  it 
will  work.  It  will  press  much  more  heavily  upon  some 
individuals  than  upon  others,  owing  to  the  nature  of 
their  property  and  to  the  particular  circumstances  of 
the  case.  If  any  attempt  is  to  be  made  to  rectify 
this  inequality  in  a particular  class  of  cases,  e.g., 
private  businesses,  the  claim  of  individuals  in  other 
classes  to  which  the  rectification  does  not  apply  will 
be  just  as  strong,  and  a grave  injustice  will  be  created 
if  any  class  is  given  an  exceptional  position. 

43.  If  such  exceptions  are  extensively  introduced 
the  whole  thing  will  be  in  danger  of  degenerating  into 
a system  which  is  alien  to  British  ideas,  but  which, 
I am  told,  has  extensively  prevailed  in  the  collection 
of  the  Capital  Levy  both  in  Czecho-Slovakia  and  in 
Italy,  under  which  the  amount  to  be  paid  by  each 
person  becomes  a matter  of  bargaining  between  him 
and  the  officials  of  Inland  Revenue. 

For  the  answer  to  the  second  paragraph  of  (e)  I 
refer  to  my  answer  to  paragraph  (b). 


44.  (Section  f)  (as  to  cases  where  resources  are 
locked  up  in  private  businesses). — It  has  often  been 
suggested — by  Mr.  Pethick  Lawrence  for  example 
(see  pp.  65  and  66  of  his  book,  “ A Levy  on  Capital,” 
3rd  Edition) — that  in  certain  classes  of  cases  (in- 
cluding, as  I understand,  private  businesses)  the  levy, 
instead  of  being  paid  in  a lump  sum,  will  be  made 
payable  by  cash  instalments  over  a period  of  years. 
He  somewhat  airily  6a ys  that  though  “ persons  who 
elect  to  pay  in  this  way  will  undoubtedly  suffer  some 
embarrassment  for  several  years  to  come,  there  will 
be  no  question  of  crippling  their  business,  for  they 
will  in  effect  pay  the  levy  out  of  income.” 

45.  But  what  if  there  be  no  steady  income  out  of 
which  such  levy  can  be  paid?  Not  all  businesses 
show  an  unbroken  series  of  profits  over  the  period 
(30  years)  which  he  contemplates.  Besides  if,  as  the 
advocates  of  the  levy  insist,  industry  is  at  present 
crippled  by  the  burden  of  existing  taxation,  how  is 
it  possible  that  these  businesses  can  survive  under 
the  burden  of  a Capital  Levy  imposed  as  an  annual 
charge  which  will  certainly  involve  a large  net  addi- 
tion to  that  burden?  I do  not,  therefore,  regard 
this  proposal  as  being  by  any  means  a remedy  for 
the  great  injury  (in  many  cases  probably  reaching 
to  extinction)  which  the  levy  must  involve  to  private 
businesses,  though  in  some  cases  payment  by  instal- 
ments might  be  a palliative  of  that  injury. 

I have  no  other  alternative  to  suggest. 

46.  (Section  g)  (as  to  order  of  debt  repayment, 
etc.). — I have  no  strong  views  upon  this  point,  ex- 
cept that  I think  it  might  be  desirable  first  to  reduce 
the  Floating  Debt  to  such  an  amount  as  might,  under 
present  conditions,  be  considered  normal,  and  next 
to  redeem  the  shorter  dated  securities.  If  a Capital 
Levy  were  imposed,  I do  not  consider  that  any  great 
additional  hardship  would  be  involved  by  powers 
being  taken  to  redeem  compulsorily  the  appropriate 
part  of  the  War  debts  by  drawings  or  otherwise. 

Answer  to  Question  16  ( additional  points). 

47.  I wish  to  make  a few  general  observations. 
Apart  from  any  question  of  the  justice  or  fairness  of 
the  levy,  there  is  no  doubt  but  that,  if  certain  vital 
considerations  are  ignored  or  kept  in  the  background, 
an  attractive  theoretical  case  can  be  made  for  it. 
But  the  more  closely  it  is  looked  into  from  a practical 
point  of  view  the  greater  and  more  formidable  become 
the  objections  to  it.  It  has  to  be  borne  in  mind 
that  never  has  anything  of  the  kind  been  attempted 
on  a similar  scale,  and  it  is  quite  impossible  to  fore- 
see all  the  reactions  that  it  may  have. 

48.  It  should  also  not  be  forgotten  that  as  a 
country  dependent  for  our  existence  rupon  trade 
instead  of  the  produce  of  our  soil,  and  upon  our  posi- 
tion as  the  money  market  of  the  world,  we  are  the 
last  country  which  can  afford  to  run  the  risk  of  a 
hazardous  experiment  of  this  kind.  The  consequences 
of  a false  step  of  this  magnitude,  which  in  other 
countries  might  only  be  temporary,  might  easily,  m 
our  case,  be  irreparable. 

49.  The  object  of  the  levy  i6  stated  to  be  to  x-emove 
the  burden  of  taxation  upon  industry.  That  must 
refer  to  the  Income  Tax  and  Super-tax;  but  even  if, 
contrary  to  the  view  I have  expressed,  any  consider- 
able saving  results  from  the  levy,  there  is  not  and 
cannot  be  any  guarantee  that,  over  a period  of  years, 
there  will  be  any  reduction  of  those  taxes,  especially 
in  the  case  of  those  upon  whom  the  burden  of  the 
levy  will  mainly  fall,  and  who  are  the  source  to  which 
the  country  must  chiefly  look  for  the  supply  of  capital 
for  new  industries  and  the  extension  of  existing  ones. 

50.  I must  apologise  to  the  Committee  for  the 
somewhat  rough  and  crude  form  of  my  replies  to  their 
Questionnaire,  hut  they  have  been  prepared  under 
considerable  pressure,  as  the  only  time  I have  had 
available  for  the  work  has  been  two  days  of  the 
Christmas  holidays. 
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5091.  Chairman:  Perhaps  you  will  read  your  paper 
and  at  a convenient  place  the  Committee  will 
examine  you  upon  ir? — Thank  you.  First  of  all,  I 
state  who  I am : (1)  From  1888  to  1918  I practised 
as  a solicitor  in  the  City  of  London,  and  was  largely 
concerned  with  commercial  and  financial  business.  In 
1918  I was  appointed  one  of  the  Joint  General 
Managers  of  Lloyds  Bank,  Limited,  and  still  occupy 
that  position.  Ever  since  the  question  of  a Capital 
Levy  became  a serious  political  issue,  I have  given 
eome  study  to  the  subject,  and  have  both  written 
and  spoken  a good  deal  upon  it.  I do  not  want 
to  come  under  any  false  pretences  or  misrepresenta- 
tions of  any  kind.  I claim  no  expert  knowledge  as 
a political  economist  or  anything  of  the  kind.  You 
will  see  from  my  record  that  most  of  my  time  has 
been  spent  as  a lawyer ; only  for  the  last  six  years 
have  1 been  a banker ; and  I cannot  claim  to  be  any 
more  than  an  ordinary  business  man  lending  his  mind 
to  these  questions. 

(2)  Before  taking  up  the  summary  of  the  evidence 
which  I have  prepared  for  the  Committee,  and 
following  the  various  points  therein  set  out,  I wish 
to  make  one  or  two  observations  of  a general 
character. 

It  is,  I think,  clear  that  the  Capital  Levy  is 
regarded  by  its  advocates — I allude  especially  to  Mr. 
Pethick  Lawrence  and  Dr.  Hugh  Dalton— not  only 
as  a measure  of  taxation  for  lightening  the  burden 
of  the  National  Debt,  but  also  as  a means  for  the 
redistribution  of  wealth.  Abundant  evidence  of  this 
will  be  found  in  their  treatises  on  the  subject. 

I assume  that  the  question  of  the  desirability  of  a 
redistribution  of  wealth  or  the  means  by  which  this 
may  be  accomplished  are  not  within  the  scope  of 
this  Committee’s  reference,  and  that  I shall  be 
excused  from  dealing  with  that  branch  of  the  subject, 
and  I therefore  propose  to  deal  with  the  subject  only 
from  the  former  aspect,  that  is,  treating  the  levy  as 
a means  of  dealing  with  the  National  Debt.  There 
is  a question  in  the  Committee’s  Questionnaire  with 
regard  to  the  redistribution  of  wealth  which  I deal 
with  in  my  answers  to  those  questions. 

(3)  In  the  next  place  I want  to  say  that,  in  giving 
evidence  upon  this  question,  one  is  met  with  the 
difficulty  that  one  has  no  official  concrete  proposal  to 
which  one’s  evidence  can  be  directed.  There  are 
many  important  points  to  be  filled  in  in  any  actual 
scheme  for  a levy  upon  which  the  views  of  the  advo- 
cates of  the  Capital  Levy  appear  to  differ.  Take, 
for  instance,  the  mode  of  payment  of  the  levy.  In 
one  of  his  speeches  at  Blaenavon  during  the  1923  Elec- 
tion the  late  Prime  Minister  clearly  assumed  that 
the  levy  would  be  paid  in  cash  or  by  the  surrender  of 
War  Loan  Stock.  Both  Mr.  Pethick  Lawrence  and 
Dr.  Hugh  Dalton,  however,  appear  to  assume  that, 
where  neither  cash  nor  War  Loan  stock  can  con- 
veniently be  made  available,  the  levy  will  be  payable 
in  almost  any  class  of  security — even  ordinary  shares 
— which  the  taxapayer  might  possess.  The  manner  in 
which  this  was  settled  might,  of  course,  have  an 
important  bearing  upon  one  branch  of  the  subject, 
namely,  the  amount  of  the  disturbance  which  the 
levy  would  cause  owing  to  the  sales  of  property  which 
it  would  be  necessary  to  bring  into  the  market. 

(4)  But  on  the  other  hand,  to  the  extent  to  which 
the  levy  would  be  paid,  not  in  cash  or  in  War  Loan 
stocks,  but  in  other  securities,  it  would  not  bring 
about  any  immediate  reduction  in  the  amount  of  the 
National  Debt,  and  one  would  have  to  consider  what 
would  be  the  effects,  direct  and  indirect,  of  the 
Government  holding  an  enormous  mass  of  securities, 
which  Mr.  Pethick  Lawrence  contemplates  would  be 
gradually  realised  and  turned  into  cash  for  the  pur- 
pose of  paying  off  the  National  Debt.  Or  it  might 
he  decided  that  the  Government  should  permanently 
hold  these  securities  and  acquire  a very  large  share 
or  interest  in  the  industries  of  the  country.  That 
has  been  contemplated  by  some  of  the  advocates  of 
the  Capital  Levy. 

(5)  Again,  the  economic  consequences  of  the  levy 
might  be  very  much  affected  by  the  manner  in  which 


any  belief  resulting  therefrom  might  be  utilised. 
Would  it  be  applied  in  any  special  reduction  of  Income 
Tax  or  Super-tax  to  those  by  whom  the  levy  was 
contributed,  or  any  reduction  in  the  rate  of  Income 
Tax  generally,  or  would  it,  as  at  one  time  at  all 
events,  was  contemplated  by  the  Labour  Party  when 
it  adopted  the  Capital  Levy  as  part  of  its  pro- 
gramme, be  accompanied  by  the  imposition  of  even 
higher  rates  of  Death  Duties  and  Super-tax?  These 
are  questions  which,  though  they  may  have  an  import- 
ant bearing  upon  the  economic  effect  of  the  levy, 
are  entirely  “ at  large,”  and  it  is,  therefore,  quite 
impossible  to  assume  in  what  way  they  would  ulti- 
mately be  settled  or  to  take  them  into  account  for 
the  purposes  of  evidence  at  this  stage.  Perhaps 
Dr.  Dalton’s  pamphlet  on  the  subject  of  the  Capital 
Levy  is  the  one  which  one  must  take  as  having,  I 
will  not  call  it  official  sanction,  but  more  official 
sanction,  on  behalf  of  the  Labour  Party  than  any 
other  treatise  on  the  same  subject,  and  he  quite 
frankly  says  in  his  treatise  that  it  is  perfectly  impos- 
sible to  guarantee  even  any  reduction  of  Income  Tax 
out  of  the  expected  savings  of  the  Capital  Levy. 
He  does,  and  so  does  Mr.  Pethick  Lawrence,  suggest 
that  it  would  be  a wise  application  of  such  savings 
as  might  be  effected  to  reduce  the  Income  Tax  by 
Is.  6d.  in  the  £,  but  that  is  left  quite  open,  and  until 
we  have  the  proposal  in  a Bill,  I do  not  know  that 
anybody  could  say  what  would  happen  to  any  savings 
that  might  be  effected  in  consequenoe  of  the  Capital 
Levy. 

(■0)  Thirdly,  an  argument  one  sees  so  constantly 
used  by  the  advocates  of  the  levy,  but  which  by  my 
evidence  I hope  toi  satisfy  the  Committee  is  entirely 
erroneous,  is  that  it  will  simply  involve  the  transfer 
of  property  from  one  set  of  pockets  to  another,  and 
will  not  involve  any  diminution  of  effective  capital. 
But  even  if  that  were  true,  it  is  equally  true  that 
the  levy,  the  principal  object  of  which  is  stated  to 
be  to  remove  an  intolerable  burden  from  industry, 
would  really  result  in  transferring  that  burden  from 
the  present  shoulders  to  those  of  a more  limited  class, 
though  in  a different  form.  The  burden  itself  is 
there  and  cannot  be  got  rid  of  by  any  financial  con- 
juring and  the  nation,  through  some  of  its  citizens 
at  least,  must  still  bear  that  burden. 

On  that  supposition,  and  looking  at  the  matter 
merely  from  the  point  of  view  of  its  effect  upon  trade, 
the  point  ultimately  to  be  considered  in  this  connec- 
tion may  prove  to  be  whether  the  £3,000,000,000  of 
capital  to  be  transferred  from  the  pockets  of  the 
340,000  who  will  have  to  pay  this  levy,  to  |fch.e 
6,000,000  odd  people  who  may  ultimately  receive  re- 
payment of  their  War  Loan  stock,  will  be  more 
beneficially  employed  in  the  hands  of  the  latter  in  the 
interests  of  trade  and  commerce  and  of  employment 
than  it  is  at  present. 

(7)  One  other  preliminary  observation  I wish  also 
to  make,  and  that  is  that  the  advocates  of  the  levy 
do  not  appear  to  have  at  all  adequately  discussed  its 
effect  upon  credit.  You  may  read  Mr.  Pethick 
Lawrence’s  book,  and  also  that  of  Dr.  Hugh  Dalton, 
from  cover  to  cover,  but  you  will  hardly  find  anything 
more  than  a most  perfunctory  reference  to  the  relation 
between  capital  and  credit,  or  to  the  immense  part 
which  the  latter  plays  in  the  trade  of  the  country,  or 
to  the  effect  upon  credit  which  the  Capital  Levy 
would  have.  I shall  give  an  example  later  on  of  the 
extent  to  which,  in  a specific  class  of  trade,  credit 
and  the  capacity  to  trade  might  be  affected  by  this 
measure. 

(8)  I do  not  know  whether  the  Committee  desire  me 
to  deal  with  the  question  of  the  fairness  or  justice  of 
a proposal,  the  effect  of  which  would  be  to  transfer 
the  burden  of  a very  large  proportion  of  the  National 
Debt,  which  was  incurred  in  the  interest  not  of  any 
one  class  but  of  the  whole  community,  from  the 
shoulders  of  the  community  to  those  of  about  340,000 
persons — who  represent  considerably  less  than  1 per 
cent,  of  the  population.  With  all  respect  to  the 
great  authority  of  those  who  have  expressed  a 
contrary  opinion — amongst  others  the  late  Mr.  Bonar 


374 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


7 January,  1925.]  Mr.  William  Worship  Paine.  [ Continued . 


Law  and,  I think,  even  the  present  Prime  Minister— 

I consider  that  there  is  a vital  distinction  between 
taxation  of  income  in  proportion  to  the  citizens’ 
ability  to  bear  it,  and  a Capital  Levy  which,  in 
respect  of  the  portion  of  the  capital  taken  under  the 
levy  destroys  the  purchasing  power  of  the  owners  of 
that  capital  and  excludes  them  from  any  direct  par- 
ticipation in  any  future  improvement  in  the  financial 
position  of  the  country ; and  which  singles  out  for 
special  taxation  a particular  class  at  a particular 
date,  which,  as  we  saw  in  1920,  may  not  be  a fair 
index  of  the  real  facts. 

Apart  from  this,  the  main  point  of  view  from 
which,  as  it  appears  to  me,  the  question  should  be 
approached,  is  in  regard  to  its  probable  effect  upon 
trade  and  commerce,  and,  through  trade,  upon  the 
employment  of  the  working  classes  in  this  country , 
and  it  is  to  that  aspect  of  the  case  that  I propose  to 
direct  the  chief  part  of  my  evidence.  There,  if  I 
may,  I will  pass  away  from  the  general  observations 
I desired  to  make  and'  come  to  the  questionnaire. 

5092.  Now  will  you  take  the  answers  to  the  Com- 
mittee’s questions? — ( Answer  to  Question  1 read). 

5093.  Mr.  Beil : There  is  rather  a confusion,  I 
think,  sometimes  as  to  the  desire  of  everybody  to.  pay 
off  the  National  Debt.  Sometimes  it  is  almost  indi-  . 
cated  that  some  people  do  not  attach  very  much  im- 
portance to  this  National  Debt  and  it  can  go  on. 

I think  really  the  simple  issue  between  the  parties 
is  not  as  to  the  desirability  of  getting  rid  of  the 
National  Debt  at  all;  everybody  is  at  one  upon 
that;  but  it  is  the  pure  question  of  method.  On 
the  question  of  the  method,  I understand  your  view 
is  that  it  would  be  very  much  better  that  this 
National  Debt  should  be  paid  off  as  quickly  as 
possible,  but  gradually  by  an  annual  Sinking  Fund, 
and  by  the  alteration  of  the  rate  of  interest  on  loans 
when  opportunity  occurs,  rather  than  by  a great 
disturbing  effort  at  one  time?— That  is  my  view.  In 
my  opinion  the  whole  thing  is  really  a question  of 
balance  between  the  present  and  the  future,  if  one 
can  put  it  in  that  way.  You  have  no  doubt  to 
consider  the  future  of  this  country  and  the  future 
welfare  of  the  people  of  this  country,  but  you  have 
also  to  consider  the  present.  Will  you  do  better 
for  them,  and  for  the  present  generation  too,  by  a 
great  effort  to  repay  the  National  Debt,  or  will  you 
do  better  by  going  along  in  the  old-fashioned  way 
and  gradually  repaying  your  debts.  The  whole  ques- 
tion is  which  of  those  two  is  to  the  greater  advantage 
ultimately.  It  is  no  use  to  hand  down  to  future 
generations  a country  freed  from  the  burden  of 
debt,  but  so  exhausted  by  the  effort  that  in  the 
meantime  you  have  destroyed  your  trade,  or  have 
caused  people  to  live  under  such  conditions  that  they 
are  no  longer  a healthy  and  vigorous  race.  So  that 
you  have  to  be  careful  on  the  one  hand  not  to  starve 
the  present  generation  mentally  or  physically  by 
trying  to  do  too  much,  and  on  the  other  you  have 
gradually,  but  as  quickly  as  is.  reasonable  and  ca.n 
be  done  without  injuring  trade,  to  repay  the  National 
Debt;  those  .are  my  views. 

5094.  Professor  Hall:-  Would  you  say  that  the 
amount  at  present  applied  for  debt  redemption  is 
sufficient,  having  regard  to  all  the  circumstances 
that  you  have  mentioned? — I think  it  is  as.  much 
■as  we  can  reasonably  afford  at  the  present  time. 
I am  taking  it  at  about  £50,000,000  a year.  Other 
circumstances  might  arise  such  as  greater  prosperity 
in  trade  which  might  enable  that  to  be  increased. 

5095.  By  increase,  do  you  mean  an  increase  in  the 
rate  of  taxation  or  merely  an  increased  yield  due 
to  development  of  trade? — An  increased  yield. 

5096.  Would  you  suggest  that  provision  for  debt 
redemption  should  be  increased  as  the  interest  chai  ge 
falls?— I think  that  is  a thing  that  might  be  very 
seriously  considered. 

5097.  You  suggested  that  it  is  desirable  that  the 
debt  should  be  redeemed'  as  early  as  possible? — Un- 
doubtedly. You  see,  regarding  the  thing  as  a ques- 
tion of  balance,  as  I have  just  shown  you,  if  you 
could  make  a saving  in  the  rate  of  interest  and  ai 
the  same  time  produce  more  income  to  be  taxed, 


then  I think,  keeping  the  question  of  balance  in 
view;  it  is  quite  worthy  of  consideration  whether 
the  Sinking  Fund  should  not  in  such  cases  bo 
increased. 

5098.  You  are  conscious  that  at  the  present  rate 
it  is  going  to  take  us  a long  time  to  pay  off  the  debt? — 
Oh,  a very  long  time. 

5099.  I suggest  to  you  that  we  really  need  some 
alternative  suggestions  from  witnesses  who  criticise 
the  Capital  Levy — some  suggestion  as  to  the  way  in 
which  the  debt  can  be  more  quickly  redeemed  than  it 
is  being  redeemed  at  present? — I have  so  often  been 
asked  to  reply  to  that  question,  and  I have  to  reply 
that  there  are  a great  many  things,  like  death,  for 
example,  to  which  there  are  no  alternatives.  A debtor 
who  has.  of  necessity  got  into  this  position  has  no 
alternative  but  to  pay  his  debt  in  such  way  as  'is  in 
the  best  interests  of  all  parties.  There  is  no  alterna- 
tive, in  my  judgment,  except  the  steady  redemption 
of  the  debt. 

5100.  But  you  would  not  consider  that  the  mainten- 
ance of  the  present  rate  of  redeeming  debt  was  in  tlie 
best  interests  of'the  country? — I do  indeed — the  best 
course  that  is  open  to  the  country. 

5101.  Even  if  it  is  going  to  take  us  so  long  to 
redeem  the.  debt? — I think  that  is  my  view.  The 
present  situation  is  an  exceptional  one.  We  have 
not  created  it;  it  has  been  forced  upon  us. 

5102.  I am  rather  wanting  to  find  out  whether  you 
contemplate  the  desirability  of  increasing  the  pro- 
vision for  the  Sinking  Fund  as  the  interest  charge 
falls? — I really  think  that  would  be  well  worth  con- 
sideration. 

5103.  But  yon  do  not  commit  yourself  to  that? — 
Off-hand  I am  inclined  to  favour  that  view. 

5104.  Mrs.  Woottim  : Have  you  formed  any  estimate 
of  the  probable  savings  that  might  be  effected  by 
conversions,  say,  in  the  next  three  or  four  years? — Of 
course,  it  depends  very  much  on  the  course  of  the 
money  market-  I should  think  that  the  gradual 
tendency  will  be  for  the  rat©  of  interest  upon  money 
to  come  down,  but  I have  not  formed  any  estimate 
that  would  be  worth  putting  before  the  Committee  of 
what  the  actual  saving  would  be.  One  would  think 
that  in  the  course  of  a few  years  the  Government 
■debt  ought  to  get  down  to  a 4 per  cent,  basis. 

5105.  Could  you  give  us  your  reasons  for  holding 
that  view?  We  have  had  witnesses  who  have  suggested 
to  us  that  conversion  is  rather  a speculative  possibility 
since  interest  rates  are  as  likely  to  go  up  as  they  are 
to  go  down;  can  we  know  on  what  grounds  you  think 
it  is  probable  that  interest  rates  will  fall? — The 
normal  accumulation  of  savings  that  we  have  m 
periods  of  peace  and  reasonable  prosperity  of  the 
country  would  tend  to  reduce  the  rate  of  interest. 
The  increased  credit  of  the  country,  in  the  sense 
that  it  would  survive  a period  of  intense  strain 
which  would  promote  confidence,  would  again, 
I think,  tend  to  reduce  the  rate  of  interest. 
Those,  I think,  are  factors,  though  not  the  only 
factors.  Looking  back  at  my  early  business  time, 
gilt-edged  securities  carried  little  more  than 
3 per  cent,  in  1892  or  thereabouts,  and  I think 
it  is  the  teaching  of  history  that  in  the  absence  of  an 
immense  disturbance,  such  as  we  have  been  throng 
in  recent  years,  the  tendency  of  capital  is  to  accumu- 
late and  to  get  cheaper. 

5106.  Is  not  that  rather  what  you  may  call  a long 
run  tendency  ? — Yes,  a long  run  tendency  undoub  ec  > ■ 

5107.  I was  wondering  about  tihe  immediate  futuie, 
and  whether,  if  there  were  to  be  a revival  of  trade, 
that  would  not  probably  be  .aoccompanied  by  some 
increase  in  interest  rates? — 'Well,  it  will  operate  no  - 
ways, I think.  The  increased  demand  for  capital  wi 
to  a certain  extent  send  up  the  rates  for  capital,  ^ 
then  I think  the  other  thing  will  begin  to  operate 
the  accumulation  of  savings;  and  that  will  grai 11  a . 
tend  to  reduce  the  rate. 

5108.  It  does  make  the  prospect  of  saving  by 
version  rather  speculative  in  the  immediate  futuie. 
There  cannot  be  any  certainty  about  it  in  the  im " 
diate  future;  still  we  have  done  something  in 
direction  already. 
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5109.  Professor  Hall : If  we  entered  upon  a cycle 
of  falling  prices  such,  as  that  from  the  ’seventies  to 
the  end  of  the  19th  century,  would  your  views  regard- 
ing the  policy  of  debt  redemption  be  affected  at  all? 
— No,  I do  not  think  they  would.  I a,m  of  course 
alive  to  that  point  very  much,  and  I have  always 
considered  that  as  one  of  the  strongest  arguments 
in  support  of  a Capital  Levy,  namely,  that  the 
money  was  raised  at  a certain  purchasing  power,  and 
it  may  have  to  be  repaid  at  a different  purchasing 
power.  That  has  always  been  an  argument  which  has 
appealed  to  me  more  strongly  than  any  other  for  the 
Capital  Levy. 

5110.  And,  of  course,  the  interest  charge  becomes 
a heavier  burden  as  prices  fall? — Naturally,  but  I 
thought  for  a long  time  that  that  was  due  to  the 
depreciation  of  the  gold  value  of  the  pound  sterling. 
To-day,  of  course,  the  situation  is  very  different. 
The  pound  sterling  is  almost  at  parity  with  gold  value, 
and  yet  prices  do  not  fall;  so  that  that  is  not  due 
to  that  cause  to-day. 

5111.  Sir  Josiah  Stamp-.  Supposing  we  got  rid 
altogether  of  the  difficulty  that  there  is  in  the  differ- 
ence between  sterling  and  gold,  that  we  were  all 
back  on  a gold  standard,  and  we  had  only  to  look 
at  the  appreciated  value  of  gold,  have  you  any  views 
as  to  the  future  value  of  gold?  For  instance,  you 
say:  “ With  wages  at  their  present  level  (and  I see 
no  prospect  of  their  reduction)  I do  not  anticipate 
any  considerable  reduction  in  price  levels  of  commo- 
dities,” almost  as  though  you  regarded  the  level  of 
wages  which  had  to  be  fixed  as  being  able  to  hold  up 
the  price  level  very  much  as  a man  might  try  to  lift 
himself  up  by  his  beard.  Would  you  not  agree  that 
the  future  value  of  gold  is  a much  more  important 
factor? — It  does  depend  on  the  future  value  of  gold. 

5112.  Have  you  any  views  as  to  the  future  value  of 
gold? — I reminded  you  at  my  opening  that  I made  no 
claim  to  be  a political  economist  in  any  shape  or  way, 
and  I doubt  therefore  whether  my  opinion  on  that 
point,  of  which  I have  made  no  special  study,  is  of 
any  value. 

5113.  Still,  you  are  a banker  ? — Well,  I am  a 
banker  of  six  years’  experience,  but  I will  try  to 
answer  your  question.  I should  say  that  it  depended 
very  largely  on  the  question  of  the  demand  for  gold, 
and  it  would  depend  therefore  upon  whether  European 
countries  were  seeking  to  get  back  to  a gold  standard. 

5114.  We  will  assume  that  on  the  demand  side  the 
most  important  factor  is  whether  the  world  generally 
wants  gold  as  a standard,  and  if  it  does  not,  then  the 
prospects  of  gold  values  are  rather  bad;  you  would 
expect  prices  to  rise.  But  I would  like  you  to  look 
at  the  other  thing,  if  you  would  not  mind,  on  the 
supply  side.  You  have  got,  as  I say,  at  the  present 
time — perhaps  you  will  check  me  if  you  do  not  agree 

instead  of  the  pre-war  conditions  of  a single  supply, 
really  three  supplies.  You  have  the  supplies  from 
the  mines  following  the  ordinary  economic  laws;  they 
will  get  less  or  more  according  as  the  value  of  gold 
goes  up  or  down.  Then  you  have  an  immense  special 
block  of  useless  gold  which  may  be  free  at  any  moment 
under  American  conditions  hanging  over'  the  gold 
market  at  all  times.  Thirdly,  you  have  got  what 
the  bankers  may  do  in  the  way  of  creation  of  credit 
on  that  basis.  For  the  future  purchasing  power  of 
gold  and  the  credit  based  thereon  you  have  three 
supplies  instead  of  one.  Have  you  as  a banker 
formed  any  impression  as  to  how  those  tendencies 
V'ill  operate  in  the  future? — Honestly  I have  not, 
and  I find  it  very  difficult. 

5115.  Would  you  agree  that  it  would  dominate  the 
whole  economic  destiny  of  the  next  generation?— 
To  dominate  it  entirely? 

5116.  Yes.  Would  you  agree  that  fluctuations  in 
he  value  of  gold  will  have  a very  important 
accelerating  or  depressing  power  on  industry? — 

I think  I would  go  as  far  as  that. 

51H.  That  fluctuations  in  the  value  of  gold  pur- 
' a®lng  power  are  at  the  bottom  of  industrial  unrest 
as  to  the  fixed  amount  of  money  wages? — They  have 
an  important  bearing,  no  doubt. 


5118.  Would  you  agree  that  those  two  together 
really  form  the  most  important  things  that  we  have 
to  face?  I do  not  think  1 want  to  go  further  than 
to  say  this,  that  they  are  extremely  important 
elements. 


oira.  i suggest  to  you  tnat  everything  else  hangs 
on  them  or  is  merely  superimposed  on  them;  that 
those  are  fundamental?— I think  they  are  funda- 
mental. 

ol20.  That  being  so,  I would  like  to  get  from  you, 
if  I can,  as  a banker,  any  help  you  could  give  us 
as  to  whether  you  think  gold  prices  will  rise  in  the 
future  seriously? — I frankly  do  not  think  my  opinion 
would  be  of  much  value;  I have  not  studied  that 
question. 


_ 5121.  Supposing  after  study  you  came  to  the  conclu- 
sion that  on  the  whole  the  forces  of  the  next  20  years 
were  going  to  make  for  a considerable  increase  in 
gold  prices,  what  would  be  your  attitude  then  towards 
the  Capital  Levy  ? — That  I am  prepared  to  answer. 
I should  still  be  of  the  same  opinion;  that  is  to 
say,  I admit  the  force  of  the  point  you  put  and  do 
not  want  to  shirk  it  a bit,  for  it  has  always  appealed 
to  me  as  the  one  argument  upon  which  a Capital 
Levy  could  be,  not  justified,  but  supported;  but  I 
should  remain  of  opinion  that,  even  if  we  were  to 
see  a substantial  reduction  in  price  levels  in  the 
immediate  future,  the  Capital  Levy  would  still  do 
more  harm  than  good. 

5122.  I put  the  converse  case  to  you.  You  still 
think  that  the  Capital  Levy  would  be  inadvisable  if 
the  price  level  were  to  fall  seriously? — Yes. 

5123-  I am  now  asking  what  your  attitude  towards 
a Capital  Levy  is  if  you  come  to  the  conclusion  that 
the  price  level  is  going  to  rise?— Well,  I think  the 
same. 


5124.  Would  you  think  so  still  more  strongly?— I 
think  so.  I have  answered  that  really  by  saying  I 
take  it  both  ways.  Whatever  the  price  levels  may 
be,  whether  they  tend  to  rise  or  tend  to  fall  I still 
think  the  Capital  Levy  is  a bad  way  of  dealing  with 
the  National  Debt  in  the  common  interests  of  the 
whole  nation. 

5125.  Would  you  think  still  more  it  was  bad  if  for 
other  reasons  you  came  to  the  conclusion  that  the 
price  level  was  not  likely  to  fall  but  was  likely  to 
rise  ?-  —Naturally. 

ol26.  Professor  Pali-.  My  question  was  not  merely 
on  the  subject  of  the  Capital  Levy,  but  on  the  ques- 
tion of  accelerating  or  retarding  the  rate  of  debt- 
redemption  by  ordinary  taxation? — Yes. 

5127.  Sit  Charles  A-ddis : One  remark  of  yours 

rather  struck  me,  as  it  seemed  to  indicate  that  you 
thought  there  was  a close  analogy  between  a public 
debt  and  a private  one.  I refer  to  your  remark 
where  you  said  that  the  debt  had  to  be  paid.  Would 
you  not  admit  that  there  is  a very  strong  distinc- 
tion between  a debt  owed  by  a private  person,  which 
he  may  not  be  able  to  pay,  and  a debt  owed  by  one 
section  of  the  community  to  the  other,  which  in  any 
cii  cumstances  can  be  paid  ? A man  may  be  so  poor 
that  he  may  not  be  able  to  discharge  his  debt,  but 
it  is  inconceivable  that  the  community  can  ever  be 
in  such  a poor  state  that  debts  between  the  members 
of  the  community  cannot  be  discharged  ?— There  is 
no  doubt  a distinction,  but  I doubt  whether  it  is 
really  a distinction  that  goes  to  the  root  of  the  things 
or  to  the  principles  involved. 

5128.  But  as  a practical  question,  I wish  to  have 
your  answer  ? — I am  not  quite  sure  which  remark  of 
mine  you  are  alluding  to. 

5129.  I am  alluding  to  a remark  which  you  made 
in  the  course  of  reading  your  evidence-in-chief,  in 
which  you  said  that  the  way  in  which  you  regarded 
debt  was  as  a thing  that  could  not  be  altered  and 
must  be  paid? — Yes. 

5130.  I wish  to  put  to  you  in  order  to  clear  the 
ground  for  the  consideration  of  a Capital  Levy  that 
that  is  not  quite  a fair  analogy;  the  debt  owing  to 
this  country  by  another  country,  for  example,  or  by 
one  individual  to  another  individual,  is  exactly  as 
you  say,  but  is  it  true  in  your  opinion  of  the  internal 
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debt  of  thi6  country,  which  is  owed  by  one  section  of 
the  community  to  another? — It  is,  and  as  I under- 
stand it  the  advocates  of  a Capital  Levy  themselves 
affirm  that,  because  they  say:  “No;  we  will  not 

have  any  repudiation  whatever ; we  will  pay  our 
debts.”  The  other  limb  of  the  thing  is  that  they 
have  to  find  the  money  to  pay  it.  They  are  not 
suggesting  any  difference  between  the  obligation  to 
pay  a public  debt  and  the  obligation  to  pay  a private 
debt.  They  are  going  to  fulfil  that  obligation,  and 
they  make  a great  point  of  that. 

5131.  That  was  not  my  point.  My  point  was  as 
to  the  practical  question.  It  may  not  be  possible 
for  a private  debtor  to  discharge  his  debt,  but  it  is 
inconceivable  that  there  could  be  any  circumstances 
in  which  a country  could  not  discharge  its  own 
internal  debt,  because  it  is  merely  a transfer  from 
one  part  of  the  community  to  another  ? That  may 
be,  but  I do  not  at  present  admit  that  there  is  any 
distinction  between  the  two. 

5132.  There  is  another  question  I would  like  to  put 
which  I think  is  fundamental  with  regard  to  a Capital 
Levy : is  there  any  real  distinction,  or  is  there  not 
some  confusion  on  the  point,  between  the  object  on 
which  a tax  is  assessed  and  the  source  from  which  it 
is  paid?  Income  Tax,  for  example,  may  be  paid  out 
of  capital,  or  a tax  on  capital  may  be  paid  out  of 
income ; is  there  any  such  distinction  as  would  appear 
from  your  remarks? — You  are  alluding  to  the  fact 
that  I draw  a vital  distinction  here  between  taking 
a proportion  of  a man’s  income  in  the  shape  of  taxa- 
tion and  taking  his  capital  and  wiping  out  the  whole 
of  that  income  and  the  whole  of  the  purchasing  power 
of  that  capital ; that  is  the  remark  you  are  referring 
to? 

5133.  Yes.  I suggest  to  you,  that  a Capital  Levy 
is  really  a form  of  assessment,  and  whether  you 
assess  upon  capital  or  whether  you  assess  upon  income 
does  not  really  determine  the  source  from  which  the 
payment  of  the  tax  is  made? — I think  the  answer  to 
that  is  that  it  ought  to  determine  the  source  from 
which  the  payment  is  made  on  the  assumption  that 
the  subject  is  a.  reasonably  prudent  person.  We  know 
there  are  exceptions,  -and  I am  going  to  deal  with 
those,  but  assuming  that  the  Income  Tax  is  fairly 
levied  it  ought  to  be  possible  to  pay  it  out  of  income. 
By  the  imprudence  of  the  taxed  subject  lie  may 
have  to  pay  it  out  of  capital,  but  that  is  neither  here 
nor  there.  As  far  as  the  principle  of  the  thing  goes 
he  has  the  opportunity  of  paying  it  out  of  income. 
In  the  case  of  a Capital  Levy  in  my  judgment  he  has 
no  such  power. 

5134.  But  why? — Because  so  large  a sum  is  de- 
manded of  him  within  a short  period. 

5135.  But  supposing  the  Capital  Levy  were  a very 
small  amount? — Then  I agree.  I am  not  dealing  with 
the  name;  you  may  call  it  a Capital  Levy,  or  you 
may  call  it  Income  Tax  based  on  assessment  of 
capital ; it  is  a question  of  nomenclature.  But  when 
you  come  to  a Capital  Levy  of  a magnitude  such  as 
this  it  is  perfectly  impossible,  in  my  judgment,  to 
pay  that  out  of  income. 

5136.  I understood  that  you  had  paid  no  regard  to 
the  amount  of  the  Capital  Levy  ? — Yes,  I have. 

5137.  I thought  you  disclaimed  that]  and  said  that 
would  have  to  be  determined ; there  was  no  concrete 
case  ? — Oh,  no ; there  is  the  very  concrete  case  of 
£3,000,000,000. 

5138.  Are  your  arguments  based  on  £3,000,000,000? 
— Yes,  all  my  answers  are  based  on  a levy  of 
£3,000,000,000. 

5139.  Your  argument  is  that  if  it  were 
£3,000,000,000,  it  would  necessarily  have  to  come 
largely  out  of  capital? — Yes. 

5140.  Chairman:  Will  you  now  deal  with  Question 

2? — (Answer  to  Question  2 read). 

With  regard  to  my  answer  to  section  2 of  this 
question  I do  not  feel  very  strongly.  I say  in  answer  : 
“ No,  as  this  would  to  a considerable  extent  nullify 
the  advantages  which  its  advocates  claim  from  the 
early  repayment  of  the  debt.”  Of  course,  it  will 
be  claimed  that  as  the  result  of  the  reduction  of  the 


National  Debt  which  will  ensue  from  the  payment 
of  the  Capital  Levy,  it  will  be  possible  to  reduce  the 
Sinking  Fund,  and  it  will  therefore  be  claimed  that 
you  have  got  to  add  to  that  saving  an  amount  which 
you  might  also  save  in  respect  of  the  Sinking  Fund. 

I do  not  think  that  that  is  a sound  argument,  but  I 
do  not  feel  very  strongly  about  it.  If  there  is  to 
be  such  a great  advantage  derived  from  the  reduction 
of  the  National  Debt  by  a levy,  which  its  strenuous 
advocates  at  first  wanted  to  extend  to  the  whole 
War  Debt  and  not  merely  to  £3,000,000,000,  then  it 
is*  a little  nullifying  those  advantages  if,  because 
they  have  got  half  way  or  not  quite  half  way,  they 
break  off  the  redemption  of  the  rest  by  reducing  the 
Sinking  Fund.  At  the  same  time  I do  not  feel  very 
strongly  on  that  point. 

5141.  Sir  -Josiah  Stamp  : You  have  in  mind  in  this 
question  a levy  of  £3,000,000,000  raised  from  a rela- 
tively small  number  of  people  with  a £5,000  minimum, 
and  that  in  your  judgment  is  likely  to  have  certain 
economic  effects — .deflation  and  other  effects? — Yes. 

5142.  You  postulate  here  the  possibility  of  raising 
that  £3,000,000,000  from  a larger  number  of  people 
with  a minimum  of  £1,000.  Would  that  kind  of  levy 
and  that  number  of  people  with  a minimum  of 
£1,000  differ  in  its  economic  effects? — Not  in  my 
judgment.  You  have  to  approach  it  from  so  many 
different  angles  at  different  times.  The  reasons  1 
am  giving  in  this  answer  are  not  economic;  they  are 
rather  based  on  equity  and  fairness. 

5143.  I agree,  but  supposing  on  those  grounds  of 
equity  and  fairness  you  adopted  a minimum  of  £1,000 
instead  of  £5,000,  and  you  raised  the  same  sum  by  a 
spread  over  that  area  instead  of  the  smaller  area, 
I will  put  two  or  three  ways  in  which  it  might  bo 
urged  that  the  effects  would  be  quite  different.  It 
might  be  urged  that  the  holding  of  securities  in  the 
smaller  class  of  people  was  different  in  proportion 
to  their  liability;  that  the  people  with  only  £1,000 
were  more  often  people  in  private  businesses  who 
had  their  money  locked  up  and  with  less  free  surplus 
to  pay  their  levy,  and  there  might  he  a dozen  ways 
in  which  the  two  classes  differed  and  in  which  the 
final  results  of  the  levy  might  be  worse  for  industry 
or  better;  have  you  formed  any  judgment  upon  that? 
— I should  think  that  it  would  have  an  even  more 
disturbing  effect,  subject  always  to  this,  that  of 
course  down  to  the  £1,000  (or,  as  I suggest,  £500) 
level,  your  tax  would  be  very  small.  It  is  £50  on 
this  basis  of  £5,000;  perhaps  it  would  be  £10  on  the 
basis  of  £1,000;  so  that  while  I am  saying-^what 
I think  is  probably  right — that  the  disturbing  effect 
would  be  greater,  you  must  bear  in  mind  that  it 
would  be  a very  small  amount  that  these  people 
would  have  to  raise. 

5144.  Do  you  not  get  into  a very  considerable  area 
where  the  tax  could  be  paid  by  giving  up  a portion 
of  War  Loan,  for  example,  that  is  not  used  for 
collateral?  Are  you  not  amongst  a class  of  people 
who  are  not  using  War  Loan  for  collateral? — When 
you  get  to  the  small  people,  I think  so. 

5145.  There  are  various  things  like  that  which  may 
possibly  have  to  be  taken  into  account? — Yes. 

5146.  But  it  would  be  possible  that  it  would  not 
have  such  heavy  deflationary  effects? — Possibly — well , 
no,  I do  not  think  it  would  make  any  difference;  I 
shall  come  to  that  later. 

5147.  Do  you  think  that  people  with  a total  fortune 
of  £1,000  to  £5,000  are  using  it  to  the  same  extent 
as  a basis  of  credit  as  people  with  over  £5,000?  1 
should  think  not — not  to  the  same  extent. 

5148.  There  is  a second  point.  Do  you  think  than 

if  the  exemption  limit  were  reduced  there  would  he 
any  difference  in  the  final  pressure  of  the  peop  o 
whose  War  Loan  had  been  redeemed  to  purchase 
similar  gilt-edged  securities  in  a much  smaller  gi-  ■ 
edged  market? — I do  not  quite  follow.  The  amoun 
of  War  Loan  to  be  redeemed  would  be  the  same  in 
either  case.  _ . . 

5149.  Yes,  but  would  there  be  in  your  judgmen 
any  difference  in  the  final  pressure  on  the  restricted 
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gilt-edged  market  for  new  securities? — By  reason 
of  the  fact  that  the  exemption  limit  was  reduced? 

5150.  Yes. — 1 do  not  quite  follow  how  that  would 
operate. 

5151.  I want  to  know  whether  you  consider  that 
there  would? — I do  not  think  it  would  make  any 
difference. 

5152.  You  agree  that  in  any  case  that  is  going 
to  he  an  important  feature  of  a levy? — Yes.  I shall 
deal  with  that  later  in  answer  to  one  of  these 
questions. 

5153.  Chairman : What  number  of  people  would 
be  brought  in,  do  you  think,  if  the  £1,000  limit  were 
adopted? — I am  afraid  I am  not  prepared  to  answer 
that  definitely.  I think  it  could  be  easily  ascer- 
tained, as  an  estimate,  from  the  Inland  Revenue 
Department.  I should  think  it  would  multiply  them 
very  largely;  I should  imagine  it  would  bring  in 
something  like  1,000,000  people,  or  perhaps  more. 
Sir  Josiah  Startup : It  brings  in  a large  class  of 
widows  who  are  exempt  from  Income  Tax,  the  class 
of  people  who  have  £50  a year  from  War  Loan.  It 
is  difficult  to  make  an  estimate  without  very  careful 
research. 

5154.  Chairman  : What  is  the  exact  number  that 
have  to  pay  Inoome  Tax  now? — About  2,500,000, 
I think,  but  I am  not  sure  of  the  figure. 

5155.  Chairman : Would  the  number  of  people 

who  have  £1,000  approximate  to  that  number?  Sir 
Josiah  Stamp  : You  cannot  reason  from  one  to  the 
other  because  the  bulk  of  Income  Tax  payers  are 
wage  earners.  You  have  to  look  not  at  the  Income 
Tax  statistics  so  much  as  the  Death  Duty  statistics ; 
you  have  to  look  at  the  estates  over  £1,000  to  get 
the  proper  multiplier. 

5156.  Professor  Hall : Do  you  think  that  there 
is  great  justification  for  your  statement  that  there 
would  not  be  any  permanent  saving  in  taxation  as 
the  result  of  a levy? — I am  going  to  develop  that; 
that  is  one  of  the  principal  points  of  the  wdioTe 
tiling. 

5157.  Dr.  Dalton,  for  example,  suggests  a reduc- 
tion of  taxation  ? — Is.  6d.  off  the  Income  Tax. 

5158.  Do  you  think  that  although  he  makes  that 
suggestion  it  is  not  likelj7  to  materialise;  the  money 
would  be  spent  on  other  things? — I put  it  in  this 
way,  and  I do  not  think  there  is  any  concealment 
about  dt  in  any  way;  the  advocates  of  the  Capital 
Levy  have  expressly  said  that  one  of  the  things 
they  want  to  do  with  the  saying  is  to  spend  it 
on  social  benefits  to  the  poorer  classes,  an  object 
with  which  I am  in  entire  sympathy  from  other  than 
economic  points  of  view.  They  based  their  original 
ideas  on  a saving  of  £150,000,000;  that  is  quite  clear. 
They  forgot  that  you  have  to  consider  two  sides  of 
an  account  here.  I am  going  to  try  and  show, 
relying  upon  the  estimates  that  Sir  Josiah  Stamp  has 
made,  that  you  are  only  going  to  save  about 
£45,000,000  at  the  outside.  £45,000,000  is,  I believe, 
only  about  Is.  in  the  £ on  the  Income  Tax  and  there 
is  nothing  left  for  social  schemes. 

5159.  But  is  it  not  suggested  that  the  saving  might 
bo  divided  over  the  two  things,  reduction  of  taxation 
and  the  provision  of  social  services,  some  of  which 
may  have  to  be  provided  in  any  case? — That  is  true, 
but  if  you  have  only  £45,000,000  to  divide,  it  does 
not  go  very  far  for  either.  If  you  save  only  6d  in 
the  £ on  Income  Tax,  just  look  what  you  are  doing; 
you  are  upsetting  the  whole  country  in  an  untried 
experiment  of  this  huge  magnitude  of  £3,000,000,000 
m order  to  do  what  ? — to  relieve  the  taxpayer  from 
6d.  in  the  £ of  Income  Tax,  and  perhaps  to  provide 
£25,000,000  for  social  schemes. 

5160.  The  point  I want  to  bring  out  is  your  state-, 
ment  that  the  strong  probability  is  that,  so  far 
from  effecting  any  permanent  saving  in  taxation,  the 
reduction  of  the  debt  by  a Capital  Levy  of  this 
magnitude  would  be  a direct  incentive  to  impose  a 
fresh  burden  of  taxation  for  other  purposes.  You  do 
not  accept  the  view  of  some  of  the  advocates  of  the 
levy  that  la  permanent  reduction  in  taxation  would 
be  likely  to  follow  ?— No,  I do  not,  for  two  reasons  : 
first,  because  I think  that  the  reduction  of  trade  and 


employment  which  will  follow  will  reduce  the  yield  of 
the  existing  taxes,  and  secondly,  because,  if  there  is 
any  saving,  there  will  be  the  strongest  possible  in- 
centive to  the  advocates  of  the  levy  to  reimpose  that 
taxation  for  social  purposes,  and  therefore  in  my 
judgment  it  will  not  result  in  any  permanent  saving 
to  the  taxpayer  at  all. 

5161.  Of  course,  these  are  matters  of  personal 
opinion  ? — -Matters  of  opinion  obviously,  and  perhaps 
also  of  future  policy  which  neither  you  nor  I can 
control. 

5162.  Sir  Charles  Addis ; That  objection,  in  your 
opinion,  would  be  removed  if  the  proceeds  of  the  levy 
were  applied  to  the  reduction  of  debt? — Exclusively. 
It  would  be  removed  subject  to-  this  point,  that  I do 
not  think  the  saving  in  any  case  is  worth  the 
experiment. 

5163.  But  pro  tanto  it  would  be? — Pro  tanto , 1 
agree. 

5164.  And  to  that,  extent  there  would  be  an  incen- 
tive to  saving  and  pioduction  ? — Yes. 

5165.  Where  you  say  that  there  would  be  no  relief 
in  the  permanent  taxation  of  industry,  and  that  the 
bulk  of  the  money  would  be  spent  upon  purposes — 
social  purposes  I assume  you  mean — which  though 
they  may  be  desirable  are  not  economic,  would  that 
objection  be  removed  if  the  social  purposes  were 
economic — education,  for  example? — Yes. 

5166.  And  matters  of  that  sort? — If  they  are  done 
on  economic  lines. 

5167.  It  is  not  an  objection  inherent  in  a Capital 
Levy  hut  in  the  application  of  it? — -Yes,  quite. 

5168.  Chairman  : Now  I think  we  may  go  to-  your 

answer  to  Question  No.  3.  ( Answer  to  Question  3 

read.) 

5169.  Sir  Charles  Addis:  I still  feel  the  difficulty  of 
the  distinction  between  a private  individual  -and  the 
community  as  a whole.  It  is  quite  true  that  capital 
may  be  taken  from  the  individual,  but  you  do  not 
suggest  that  there  would  he  any  change  in  the  amount 
of  the  real  capital  of  the  country,  however  large  the 
Capital  Levy? — No,  not  in  the  capital  of  the  country, 
but  I am  going  to  suggest  that  there  would  be  a very 
material  change  in  the  amount  of  the  capital  of  the 
citizens  and  in  their  trading  capacity  and  power. 

5170.  I agree,  but  in  your  view  would  that  result 
in  any  change  either  greater  or  less  in  the  amount  of 
real  capital  looked  at  from  the  national  point  of  view  ? 
— No,  but  I want  to  expand  that  presently.  I will 
keep  that  point  in  reserve;  I have  something  to 
suggest  to  the  Committee  there  which  may  or  may  not 
be  right,-  but  which  I think  is  at  least  worth  your 
consideration. 

5171.  Do  you  go  so  far  as  to  say  that  the  Capital 
Levy  would  be  a confiscatory  measure  in  itself?— It 
depends  largely  upon  the  view  which  you  take.  In 
my  judgment — I cannot  get  away  from  it — it  does 
have  that  aspect. 

5172.  You  think  it-  is  a different  principle,  for  exam- 
ple, from  the  Sinking  Fund ; nobody  would  call  that 
a confiscatory  measure? — No. 

5173.  Is  there  a- distinction  in  principle? — I think 
there  is  a great  distinction  in  principle  in  that  respect, 
because  the  Sinking  Fund,  so  far  as  not  derived  from 
ordinary  taxation,  is  at  present  derived  from  Death 
Duties,  and  I shall  be  able  presently  to  differentiate 
Death  Duties  from  the  Capital  Levy  in  many  respects. 

5174.  Do  you  go  so  far  as  to  say  that  a tax  which  is 
assessed  upon  capital  and  not  upon  income  is  in  itself 
a confiscatory  measure? — No,  I should  not.  It  entirely 
depends  on  whether  it  has  to  he  paid  out  of  capital 
or  whether  it  is  of  such  amount  that  it  is  reasonably 
possible  for  the  taxpayer  t-o  pay  it  out  of  income. 

5175.  So  that  whether  a Capital  Levy  means  confisca- 
tion or  not  depends  entirely  on  the  amount? — Yes, 
largely  so. 

5176.  Sir  Josiah  Stamip  : I rather  understood  yon 
to  make  it  depend  also  on  the  range  or  number  of 
people  who  had  to  pay  in  relation  to  the  total  number 
of  voters? — Yes,  that  is  so;  and  also  upon  a particular 
class  at  a , ^articular  date,  because  a Capital  Levy  must 
he  made  at  some  fixed  date.  You  are  fixing  that  par- 
ticular class  bj7  reference  to  a particular  date  which 
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the  next  day  may  not  represent  tlie  position  at  all. 
Take  the  example,  for  instance,  of  a man  who  has  a 
large  investment  in  a particular  mine  and  it  is 
standing  in  the  market  on  the  day  fixed  for  the  levy  to 
operate  at  25s.  Od.  a share.  The  next  day  comes  a 
telegram  to  say  that  the  whole  thing  has  petered  out; 
his  investment  has  gone,  but  he  has  got  to  pay  the 
levy  on  the  market  value  of  his  shares  at  the  fixed 
date.  I am  putting  an  extreme  case.  You  must  fix 
a date,  or  you  never  can  work  it  at  all. 

5177.  Sir  Charles  Addis  : H am  only  anxious  that  we 
Should  discuss  this  question  on  equitable  grounds? 
lhat  is  my  anxiety  too;  I want  to  get  at  the  truth. 

5178.  It  seems  a pity  to  introduce  the  word  “ con- 
fiscation ”? — Of  course  I did  it  deliberately. 

5179.  Unless  you  really  hold  that  it  is  a question  of 
principle.  If  you  mean  that  a tax  may  be  confiscatory 
if  it  is  unduly  large  1 think  we  should  all  agree;  but  if 
you  merely  mean  that  a tax  which  is  levied  on  capital 
as  opposed  to  a tax  levied  on  income  is  therefore  con- 
fiscatory I beg  to  differ. — I beg  you  to  look  at  the 
form,  which  is  carefully  settled,  in  which  I have  used 
that  word.  I did  not  say  that  I myself  regarded  that 
as  confiscation.  I said  that  in  my  view  it  must  carry 
with  it  a feeling  (as  I know  it  will  with  a large  pro- 
portion of  people  who  have  to  pay)  that  they  are 
the  victims  of  a measure  of  confiscation ; I am 
speaking  of  the  impression  on  the  mind. 

5180.  I quite  agree,  but  I want  to  find  out  whether 
you  think  that  feeling  would  be  justified  or  not,  and 
you  do  not? — I think  it  depends  on  the  amount  to 
a very  large  extent. 

5181.  Mrs.  JVootton : The  distinction  that  you 

draw  in  the  last  paragraph  of  your  answer  to 
Question  3 is  again  a distinction  of  principle.  You 
say  that  the  Income  Tax  is  assented  to  by  all  classes 
without  any  sense  of  injustice,  and  a Capital  Levy 
cannot  be  imposed  with  the  assent  of  the  citizen  by 
whom  it  will  be  payable.  Is  it  not  rather  a matter 
of  degree  ? The  Income  Tax  is  regulated  and  changed 
by  the  votes  of  a very  much  larger  number  of  people 
than  the  Income  Tax  payers?— That  is  perfectly  true, 
but  yet  the  distinction  to  my  mind  remains.  To 
begin  with,  this  is  a new  class  of  tax  altogether.  I 
think  it  has  been  absent  from  our  fiscal  system  since 
the  times  of  the  Tudor  Kings  when  they  used  to 
take  Capital  Levies  just  as  they  wanted  them  regard- 
less of  economic  considerations.  Apart  from  Death 
Duties,  which  I think  can  be  distinguished,  I do  not 
think  we  have  had  such  a thing  as  a Capital  Tax 
in  this  country  for  a great  number  of  years;  it  is 
not  part  of  our  fiscal  system. 

5182.  You  think  this  is  a distinction  of  principle 
because  the  tax  is  new? — Because  the  tax  is  entirely 
new  in  its  nature.  I suppose  in  a democratic  country 
the  actual  taxation  must  always  be  controlled  by  votes 
of  people  who  do  not  directly  pay  that  taxation, 
that  I should  agree,  but  I draw  a great  distinction 
between  the  settled  habits  of  the  community  with 
regard  to  Income  Tax  and  the  imposition  of  a new 
tax  like  this  by  the  votes  of  the  majority  upon  a 
very  small  minority — less  than  1 per  cent,  of  -be 
population. 

5183.  Would  you  apply  this  principle  of  new  taxes 
requiring  the  assent  of  the  taxpayer,  and  thus  being 
governed  by  the  votes  of  the  majority,  to  other  taxes 
as  well  as  to  a Capital  Levy,  or  is  there  something 
peculiarly  new  in  a Capital  Levy? — I think  there  is 
something  new.  I should  not  consider  it  to  apply  to 
variations  of  the  Income  Tax  or  of  Customs  and 
Excise  duties,  for  instance,  without  such  a revolution 
as  the  Capital  Levy  involves  in  our  previous  fiscal 
system. 

5184.  I want  to  get  at  the  exact  distinction  which 
makes!  it  necessary  to  obtain  the  consent  of  the  tax- 
payer in  the  case  of  the  Capital  Levy,  but  unnecessary 
in  the  case  of  other  taxes  such  as  the  Corporation 
Profits  Tax? — Those  reasons  are  pretty  complex; 
they  are  partly  historical,  partly  the  fact  that  the 
change  is  a revolutionary  one,  and  partly  due  to  the 
nature  of  the  tax  itself.  I discriminate  between  a 
tax  on  capital  and  a tax  on  income  in  this  way.  All 
taxes  under  our  present  system  have,  or  ought  to 


have,  the  fund  ready  at  hand  with  which  to  pay 
them.  The  man  is  earning  income;  he  ought  to  have 
in  hand  the  money  to  pay  his  tax,  the  proportion  of 
the  income  which  he  has  earned.  Again,  if-  you  take 
Customs  and  Excise  duties,  the  man  does  not  with- 
draw the  dutiable  article  out  of  bond  before  he  is 
ready  to  sell  it.  It  is  circulating  capital  and  the 
money  is  there  ready  to  pay.  In  the  case  of  a tax 
upon  capital,  it  is  totally  different.  Unless  you 
happen  to  be  the  owner  of  War  Loan  or  other 
securities  which  the  Government  may  be  willing  to 
•accept  in  payment  of  the  levy,  you  have  to  realise 
some  of  the  capital  which  you  own  in  order  to  pay 
your  tax. 

5185.  Professor  Kail:  A tax  paid  out  of  capital? 
—Yes. 

5186.  Not  a tax  on  capital? — I am  dealing  with 
the  levy  of  £3,000,000,000,  which  obviously  must  be 
paid  out  of  capital.  That  is  a vital  distinction,  to 
my  mind;  it  produces  all  the  troubles  because  the 
thing  itself  has  to  be  realised  before  you  can  get  the 
money  to  pay. 

5187.  Sir  Josiaih  Stamp  : I would  like  to  take  up 
the  question  Mrs.  Wootton  started  on,  the  nature  of 
taxation.  At  present  we  have  a very  highly 
graduated  -and  stiff  scheme  of  Super-tax.  Suppose 
we  had  had  no  Super-tax  till  this  year,  and  then 
suddenly,  by  a great  number  of  voters,  it  was  pro- 
posed to  put  such  a tax  upon  a small  number  of 
taxpayers,  would  you  regard  that  as  confiscatory? — 
No,  I should  not  regard  it  as  confiscatory  to  the 
same  extent  as  a Capital  Levy.  Because,  after  all, 
Super -tax  takes  away  from  your  and  my  incomes  for 
the  year  a certain  amount,  but  it  leaves  us  with  our 
capital;  we  can  still  buy  a house  with  it,  we  can  carry 
on  our  business,  we  can  do  a hundred  and  one  things 
with  the  money  with  which  we  are  left;  but  the  other 
thing  takes  away  everything  that  we  have  got,  to 
that  extent. 

5188.  But  surely  the  only  use  of  capital  is  the 
income  that  comes  from  it  ? — I hardly  agree.  I do 
not  think,  with  all  respect,  that  the  only  benefit  a 
capitalist  derives  is  the  income  on  his  capital.  If 
I want  a very  interesting  book  or  picture  which 
would  cost  me  £200  or  £300  to  buy,  I can  buy  it  out 
of  my  capital  and  sink  the  income.  I do  not  pay 
Income  Tax  any  longer  upon  that. 

5189.  I am  not  on  the  point  of  whether  the  Income 
Tax  applies  to  profits  of  enjoyment  as  well  as  profits 
of  money ; that  is  leading  it  rather  far,  and  it  is  not 
quite  my  point.  My  point  is  this:  that  if  you  were 
face  to  face  with  the  present  dilemma,  and  you  had 
no  Super-tax,  you  might  have  two  alternatives  for 
getting  a large  sum  out  of  the  rich  man : either  a 
Capital  Levy  of  30  per  cent,  of  his  capital,  or  to 
impose  a very  heavy  Super-tax  which  had  the  same 
result  upon  his  annual  fortune.  Why  should  one 
be  confiscatory  .and  the  other  not  simply  because  it 
is  imposed  by  a large  number  of  voters? — I think  it 
is  all  a question  of  degree.  If  Parliament  said  that 
nobody  should  have  any  income  beyond,  we  will  say, 
£2,000  a year,  and  all  the  rest  should  go  to  the 
State,  I should  regard  that  as  almost  equally  con- 
fiscatory with  a Capital  Levy.  I am  referring  to  a 
tax  imposed  upon  a very  limited  section  of  the 
public.  But  even  in  that  case  they  would  be  left 
with  their  capital. 

5190.  Mr.  Bell : Surely  if  the  man  is  only  taxed  on 
his  income,  whether  by  way  of  Income  Tax  or  Supei- 
tax,  it  would  be  a great  difference  in  kind,  because 
it  would  be  leaving  him  with  the  capital  which  he 
could  give  to  his  sons  when  he  died.  Sir  Josut  i 
Stamp  : The  sons,  or  whoever  inherited,  also  coming 
into  this  high  system  of  taxation.  Mr.  Bell  : No,  no 
necessarily;  they  might  live  in  America.  Sir  Josiai 
Stamp  : There  is  considerable  difference  there,  1 urn 
only  testing  how  far  we  can  put  any  weight  upon  ns 
argument  that  the  Capital  Levy  is  confiscatoiy 
cause  if  is  imposed  by  a large  number  of  voters  oi. 
a small  number  of  payers,  and  whether  that  is  r<;a  7 
a sound  distinction,  compared  with  having  a lug 
rate  of  Income  Tax.  Suppose  that  the  House  o. 
Commons,  representing  all  these  voters,  were  to  say- 
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“ Wo  will  double  the  rate  of  Estate  Duty  on  all 
fortunes  over  £50,000,”  that  surely  would  be  some- 
thing approaching  it? — Witness:  There  a new  set 
of  circumstances  come  in,  directly  you  deal  with 
Estate  Duties,  because  you  are  not  taxing  the  dead 
man,  you  are  taxing  an  estate  which  is  coming  as 
additional  property  to  new  people,  and  you  are  saying 
that  as  a condition  of  their  inheriting  that  property, 
they  shall  inherit  so  much  less.  It  is  a totally 
different  thing  from  saying  to  a man  who  is  in 
existence:  “I  am  going  to  take  from  you  half  the 
oapital  that  you  possess.” 

5191.  All  these  reasons  that  you  are  giving  for  the 

thing  being  confiscatory  are  different  from  the  reason 
that  it  is  imposed  by  a large  number  of  people  on  a 
small  number  of  payers.  I want  to  see  whether  we 
can  rule  that  out  and  get  at  our  definition  of  “ con- 
fiscatory ” on  some  other  ground? — I do  not  want  to 
go  too  far  with  this.  I drew  this  very  carefully.  I 
want,  at  all  events,  to  make  as  my  first  point  that  it 
is  desirable  that  all  taxation  should  be  in  accordance 
with  the  general  principle  that  it  should  be  imposed 
with  the  assent  of  the  governed.  Now  I am  not  too 
strongly  expressing  my  own  opinion  about  confisca- 
tion. I am  saying  definitely  here  that  a great 

number  of  people,  the  great  majority  of  the  people, 
upon  whom  the  levy  will  be  imposed,  will  regard  it  in 
that  way,  and  it  will  create  a rankling  and  a sense 
of  injustice  in  their  minds,  which  is  undesirable,  and 
the  feeling  that  it  it  being  forced  upon  them  as  a new 
form  of  taxation  by  the  votes  of  people  who  have  been 
led  to  believe  that  the  tax  will  not  affect  them. 

5192.  I suggest  to  you  that  they  would  have  exactly 
the  same  sense  of  injustice  or  rankling  if  you  suddenly 
imposed  the  present  high  Super-tax  or  the  present 
high  Estate  Duty? — -Up  to  a point  I should  agree 
with  you;  it  is  a question  of  degree.  If  Parliament, 
by  a democratic  majority,  said  that  nobody  shall  earn 
over  £5,000  a year  and  everything  you  earn'  over 
£5,000  a year  shall  go  to  the  State,  I agree  that 
that  would  be  felt  as  a confiscatory  measure. 

5193.  You  -would  agree  that  what  is  confiscatory 
and  what  is  not,  depends  on  the  psychology  of  the 
nation  ? — Partly,  yes. 

5194.  And  if  we  had  a Oapital  Tax  on  a small  per- 
centage of  capital  as  part  of  our  regular  scheme,  and 
then  we  proceeded  to  increase  that  year  by  year 
until,  instead  of  being  1 or  2 per  cent,  on  the  capita] 
value,  it  became  10  per  cent.,  the  same  feeling  of 
confiscation  might  not  exist? — I said  that  the  reason 
was  partly  historical,  in  answer  to  a previous 
question. 

•5195.  Sir  William  McLintoch  : Do  you  not  think 
there  are  many  possessors  of  income  who,  if  they 
could  be  assured  that  by  means  of  a Capital  Levy 
they  were  going  ultimately  to  effect  savings  in  their 
annual  burden  -corresponding  to  the  income  derived 
from  that  -capital,  would  not  be  unfavourable  to  it? 
— Of  course  that  is  a possibility.  I myself  should 
still  be  of  opinion,  for  reasons  -which  I will  give  later, 
that  it  would  not  be  a good  thing  for  the  State.  I 
think  it  would  still  reduce  the  volume  of  business. 

5F96.  Possibly,  but  that  was  not  the  point? — I 
agree,  on  the  question  of  the  sense  of  injustice,  that 
if  you  could  compensate  a man  pro  rata  for  what 
be  paid  under  the  levy,  by  giving  him  a certificate 
which  would  exempt  him  from  a proportionate  part 
oF  his  future  Income  Tax  and  Super-tax,  that  would 
be  a totally  different  proposition. 

5197.  Sir  Josiah  Stamp : Was  not  that  the  original 
form  in  which  the  Capital  Levy  came  up  ? — I do  not 
think  it  was  ever  proposed  in  that  form. 

5198.  Was  not  that  Professor  Pigou’s  original  con- 
ception of  it?— I do  not  know;  it  may  have  been. 

5199 : Sir  J osiah  Stamp : It  was  supposed  to  be 

a composition  for  one’s  Income  Tax.  Sir  William 
McLintoch : And  it  appealed  to  many  possessors  of 

capital  when  it  took  that  form,  because  after  all, 
they  looked  on  capital  as  merely  producing  an  annual 
income? — (Witness)  : That  is  a very  narrow  view  of 
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capital.  Some  people  regard  capital  as  a trust  posses- 
sion which  they  are  bound  to  turn  to  the  best  advan- 
tage of  the  community,  and  I question  whether  they 
could  do  that  on  the  same  basis. 

5200.  That  is  a psychological  effect  on  another  set 
of  possessors  of  capital  as  distinct  from  those  who 
look  upon  it  as  mere  confiscation? — Yes. 

5201.  Sir  Josiah  Stamp:  I suggest  to  you  that 
if  prices  were  to  fall  very  seriously,  say  to  a half 
or  a third  of  their  present  level  in  ten  years’  time, 
we  should  find  business  men  and  the  Income  Tax 
payers  of  the  country  getting  together  and  saying : 
“ This  is  intolerable  : we  must  compound  in  some  way 
for  our  Income  Tax  burden  by  redeeming  the 
National  Debt  on  a large  scale,  but  we  must  not  call 
it  ‘ Capital  Levy,’  we  must  call  it  something  quite 
different.”  They  would  be  driven,  by  sheer  force  of 
circumstances,  to  come  to  this  composition  arrange- 
ment?— But,  you  know,  we  are  getting  a very  long 
way  from  the  proposal  which  is  before  us.  I have 
studied  these  books  on  Capital  Levy  and  I have 
studied  the  speeches,  and  there  is  not  a single  one 
which  begins  to  suggest  that  people  who  pay  the 
levy  shall  be  proportionately  compensated  by  exemp- 
tion from  any  Income  Tax  that  they  have  to  pay. 

5202.  Did  not  Mr.  Pethick-Lawrence  make  some 
such  suggestions? — No.  He  did  make  some  curious 
suggestions  which  I am  afraid  are  not  based  on  facts 
any  longer;  but  nowhere  is  it  suggested  that  there 
shall  be  special  compensation  at  nil  proportionate  to 
the  contribution  of  the  individual  taxpayer.  All  Mr. 
Pethick-Lawrence’s  illustrations,  which  are  very 
fascinating  in  the  sense  that  they  are  even  better 
than  “ Ninepence  for  Fourpence  ” — we  are  all  going 
to  be  richer  as  the  result  of  the  Capital  Levy — are 
based  on  the  assumption  that  both  Income  Tax  and 
Super-tax  will  be  reduced  by  one-third.  Well,  any- 
thing further  from  the  probabilities  as  a concomitant 
of  the  introduction  of  a Capital  Levy,  I cannot 
imagine.  I do  not  believe  for  a single  moment  that 
Super-tax  would  be  reduced  one  penny  by  the  people 
who  introduced  the  Capital  Levy. 

5203.  I am  wondering  if  your  phrase  here  that 

Capital  Levy  should  never  be  imposed  except-  with 
the  assent  of  the  payers  is  necessarily  correct.  For 
instance,  supposing  that  the  Government  were  to 
give  an  -option  to  Income  Tax  payers  to  make  an 
immediate  large  capital  payment  for  debt  redemption 
with  the  certainty  that  their  future  tax  over  a period 
of  time  would  be  reduced  by  a certain  amount,  -and 
supposing  that  that  option  were  popular  and  that 
the  operations  were  successful  and  the  Government 
were  then  to  say:  “Let  us  make  this  universal; 

we  have  experimented  with  it  and  its  operation  is 
beneficial”? — I answer  that  by  saying  that  all  my 
answers  to  these  questions  are  directed  to  the  Oapital 
Levy  which  is  before  us;  that  is,  a compulsory  -im- 
position of  a Oapital  Levy  of  £3,000,000,000  upon 
some  340,000  persons,  and  that  I am  entirely  open 
to  consider  as  a different  proposition  altogether  such 
a one  as  you  put  before  me ; but  that  -answer  was  not 
intended  to  relate  to  that. 

5204.  It  was  the  generality  of  the  -answer  that 
rather  struck  me? — Quite. 

5205.  Chairman : Now  will  you  go  on  to  Question 
4? — (Answer  to  Question  4 read.) 

5206.  Sir  Charles  Addis : How  far  do  you  think 
the  existing  fear  of  a Capital  Levy  acted  detrimentally 
-on  trade? — I can-  give  m-any  -instances  of  my  own 
personal  friends  who  have  hesitated  to  embark  upon 
expenditure,  the  extension  of  their  house,  or  the  pur- 
chase -of  a new  house,  because  they  have  said  (this 
was  more  especially  12  months  ago,  when  there  was 
a real  fear  that  a levy  might  be  imposed) : “I  am 
not  going  to  incur  any  expenditure,  because  I do 
not  know  that  I shall  be  able  to  afford  to  continue 
where  I am  living,  or  on  the  same  scale;  therefore 
it  is  useless  for  me  to  incur  expenditure.” 

5207.  On  the  other  -hand,  the  uncertainty  of  the 
possible  repetition  of  a Oapital  Levy  must  be  weighed 
against  the  advantage  of  the  certainty  of  reduced 
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expenditure  on  the  part  of  the  State  for  interest 
payments.  The  whole  of  the  interest  would  be  saved? 
— No,  with  all  respect. 

5208.  I do  not  think  you  have  quite  followed  what 
I said.  Whatever  amount  of  the  capital  debt  is 
reduced,  the  amount  which  was  formerly  required  to 
be  provided  in  the  Budget  for  the  interest  on  that 
debt,  would  be  eliminated? — You  have  to  set  off  the 
other  side  of  the  account,  also. 

5209.  But  the  point  is  this,  that  it  will  not  be 
required.  The  Government  may  get  increased 
revenue  for  other  purposes,  but  if  you  reduce  the 
amount  of  your  debt,  you  reduce  the  amount  of  the 
interest  which  is  payable? — Undoubtedly;  but  if  on 
the  other  hand  you  reduce  the  proceeds  of  taxation, 
which  will  happen,  according  to  my  view — I may  be 
right  or  I may  be  wrong — you  reduce  the  fund  ous 
of  which  that  interest  is  paid.  Then  it  may  result 
in  no  net  saving  at  all. 

5210.  I follow  that,  but  just  take  it  point  by 
point.  You  must  set  off  the  one  against  the  other? — 
Yes. 

5211.  There  would  be  a reduction,  and  that  is  a 
very  important  point  which  ought  not  to  be  obscured 
by  the  possibility  of  other  claims  arising? — I agree 
that  any  actual  reduction  must  be  set  off  against 
the  other  question. 

5212.  And  it  is  beyond  question,  I think  you  would 
agree,  that  the  present  certainty  of  long  continued 
high  taxation  might  act  even  more  detrimentally  to 
the  interests  of  trade  than  the  possibility  of  a Capital 
Levy? — It  is  a question  to  be  considered,  undoubtedly, 
but  it  is  wonderful  how  wte  get  used  to  a thing. 

5213.  Sir  Josiah  Stamp : You  have  probably 

canvassed  in  your  mind  many  possible  different  w7ays 
of  guaranteeing  the  non-repetition  of  a Capital  Levy, 
and  you  have  come  to  the  conclusion  that  none  of 
them  would  be  practicable  or  convincing  or  effective. 
Could  you  tell  us,  if  it  is  not  revealing  any  secrets, 
what  form  would  come  nearest,  even  within  miles, 
to  the  practicable  and  convincing  and  effective? — I 
thought  at  one  time  that  the  best  form  to  do  it,  if 
it  had  been  practicable,  would  be  by  a section  in  the 
Act  of  Parliament  by  which  the  levy  was  introduced 
— a section  which  I should  think  would  be  certainly 
strange  to  our  Constitution — to  the  effect  that  that 
Act  of  Parliament  could  be  altered  only  by  the 
votes  of  a certain  majority  (say  three-fourths)  of  the 
members  of  the  Legislature. 

5214.  One  is  a little  disinclined  to  be  too  emphatic 
upon  this,  because,  after  all,  the  conditions  upon 
which  the  War  Loans  are  issued  are  very  faithfully 
observed  and  are  thoroughly  reliable.  Why  should 
we  not  find  something  which  would  have  the  same 
degree  of  acceptability? — Because  the  one  is  political 
and  the  other  is  not. 

6215.  Supposing  the  receipt  for  the  levy  were  to 
contain  a schedule  of  the  property  on  which  it  was 
imposed  and  an  undertaking  that  for  a period  of  25 
years,  or  whatever  it  might  be,  the  State  would  not 
impose  a levy  of  that  character  upon  that  identical 
property;  do  you  not  think  that  would  be  pretty 
well  as  sacred  as  is  scrip  for  War  Loan  in  the  con- 
ditions under  which  it  is  issued,  and  would  remove 
the  fear  of  a repetition  of  the  levy? — No;  I confess 
that  I do  not,  because  in  the  meantime  all  the  other 
people  who  were  beginning  to  accumulate  property 
would  be  still  subject  to  the  fear  that  on  their  parti- 
cular items  of  property  a Capital  Levy  would  be 
made. 

5216.  I am  not  on  that;  can  you  give  any  greater 
sanctity  than  that  undertaking  that  existing  pro- 
perty that  has  been  taxed  shall  not  be  re-taxed? — I 
do  not  think  you  can,  and  I do  not  think  it  would 
accomplish  very  much  if  you  did.  I think  you  would 
still  have  the  other  people  who  were  accumulating 
fortunes  in  the  same  difficulty  over  again,  and  that 
the  general  feeling  of  uncertainty  and  want  of  con- 
fidence would  remain. 

5217.  Chairman:  Then  we  come  to  question  5? — 
Nos.  5,  6 and  7 are  the  main  points,  and,  if  you  like, 
I will  deal  with  them  together. 


5218.  If  you  please? — There  are  a great  many 
points  that  one  lias  to  consider.  The  two  greatest 
points,  in  my  mind,  on  the  subject  of  this  Capital 
Levy  are  these.  One  is  the  disturbance  point, 
which  is  a very  vital  one  and  has  many  aspects,  and 
the  other  is  the  deflation  point.  Perhaps  I had 
better  deal  with  the  deflation  point  first,  because  to 
my  mind  it  is  much  the  most  difficult.  And  may  I 
say  that  I am  speaking  with  reserve.  I do  not  wish 
to  appear  didactic.  Many  Members  of  the  Committee 
are  probably  much  more  competent  than  1 am  to 
speak  on  this  point,  but  1 can  only  give  them  the 
benefit  of  my  thoughts  on  the  matter.  What 
happened  when  the  War  Loan  was  subscribed,  as  you 
will  all  remember,  at  the  very  urgent  invitation  of 
the  Government?  To  a very  large  extent — and  I 
want  to  deal  with  it  broadly,  not  to  complicate  it  by 
going  into  exceptional  points — that  was  money  which 
was  diverted  from  normal  uses  of  capital.  But  for 
the  War,  it  would  have  been  available  for  the  creation 
of  new  wealth,  factories,  plant,  machinery,  new 
enterprises.  It  was  diverted  under  circumstances  of 
urgent  stress  and  necessity,  from  those  purposes  to 
almost  wholly  unproductive  purposes.  The  Govern- 
ment took  it;  if  we  had  not  subscribed  it,  it  would 
have  had  to  take  it  compulsorily.  It  took  it  and  had 
to  blow  the  greater  part  of  it  into  thin  air.  It  went 
to  these  people  who  gave  that  money  and  said:  “ In 
consideration  of  the  transfer  of  this  money  from  the 
normal  purposes  of  your  trade  and  employment  and 
from  purchasing  power,  we  will  give  you  an  obliga- 
tion of  the  State  which  will  replace  to  you  your 
capital,  which  I want,  and  enable  you  to  carry  on 
your  business.”  So  far  that  is  the  view  which  Adam 
Smith  takes  of  the  effect  of  the  Government  borrow- 
ing. He  says  that  the  scrip  for  the  loan  replaces 
to  the  citizen,  in  the  shape  of  the  Government  debt, 
the  capital  which  the  Government  borrows  from  the 
citizen,  and  enables  him  to  carry  on  his  business  with 
it.  Then  most  of  that  money  was  lost;  Gretna  Green 
is  an  example  of  it.  But  the  individual  who  was 
carrying  on  his  trade,  instead  of  the  capital  which 
he  would  have  had,  has  got  an  obligation  of  the 
State ; and  I suggest  this  to  the  Members  of  the 
Committee:  that  a new  fund  of  capital  has  been 
brought  into  play.  Adam  Smith  says  that  part  of 
the  fixed  capital  of  every  nation  is  the  acquired 
abilities  and  industry  of  its  people — present  and 
future,  that-  is.  I suggest  that  what  the  Government 
did  when  it  borrowed  this  money  was  to  pledge  that 
fund  of  capital,  spread  over  a larger  number 
of  years  and  a very  much  larger  number  of 
citizens  than  it  would  have  been  spread  over 
if  it  had  all  had  to  be  raised  at  once. 
Whenever  a Government,  therefore,  raises  money  an 
excess  of  the  capacity  of  the  citizens  at  a particular 
moment  to  pay  by  annual  taxation,  it  pledges  this 
fund  -of  capital  and,  if  I may  use  the  word,  brings 
it  into  play  or  “ mobilises  ” it  by  issuing  -against  it 
instruments  -o-f  credit  in  the  shape  of  Government 
debt  which  it  gives  to  the  person  who  finds-  the  real 
capital,  in  exchange  for  that  capital,  to  enable  him 
to  carry  on  his  business.  When,  therefore,  by  the 
operation  of  a Capital  Levy  £3,000,000,000  of  those 
instruments  -of  credit  which  "were  issued  in  that  way 
to  fill  the  place  of  the  real  capital  lent  to  the  Govern- 
ment, acre  repaid,  that  fund  of  capital  is  demobilised 
and  goes  back  into  reserve  for  the  Government  to 
draw  upon  in  some  future  emergency.  The  oitize-ns 
cannot  utilise  that  fund  of  capital  at  all  for  the 
purposes  of  t-heir  trade.  When  I say  “ at  all,”  I 
am  going  to  qualify  that  in  a moment.  It  is  only 
-the  Government  wlho  can  use  it,  by  issuing  against  it 
instruments  -of  credit  which  wrn  can  use  in  our  busi- 
ness, charged  upon  the  future  industry  and  earning 
power  of  the  people  over  a period  of  years.  Now, 
when  that  capital  liability  is  repaid  by  the  Capital 
Levy,  all  that  is  freed  is  the  annual  produce  of  that 
acquired  ability  and  industry  spoken  of  by  A-dam 
Smith.  Year  by  year  you  get  it  b-ack;  but  the 
capital  value  of  it,  capitalised  in  the  form  of  Govern- 
ment debt,  for  a period,  it  may  be,  of  40  or  50  years 
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ahead,  ceases  to  be  available  for  the  purposes  of 
trade  and  commerce.  Upon  that  I found  the  view 
that  the  people  who  hold  the  War  Loan  in  place  of 
their  real  capital  which  was  diverted  do  really  hold, 
from  their  point  of  view,  capital.  I,  of  course,  agree 
that  the  State  as  a community  was  no  richer  when 
it  issued  that  War  Loan,  because  it  took  in  exchange 
for  that  War  Loan  real  capital  from  the  citizen,  but 
the  citizen  himself  to-day  is  justified  in  treating  that 
War  Loan  as  capital,  because  it  takes,  the  place  of 
real  capital  which  he  contributed.  By  the  loss  of 
these  instruments  of  credit  under  the  Capital  Levy 
you  reduce  the  citizens’  capital  by  £3,000,000,000. 
That  you  do  so  seems  to  me  to  be  clear  from  the 
illustrations  that  I will  give.  That  leads  to  this, 
that  there  is  a great  deal  more  involved  in  this 
question  of  Capital  Levy  than  the  mere  question  of 
disturbance  created  by  the  transfer  of  £3,000,000,000 
from  one  set  of  pockets  to  another.  The  simplest, 
illustration  of  what  happens  is  the  case  of  a man 
whose  entire  fortune  of  £100,000  is  invested  in  War 
Loan  stock.  He  will  have  to  pay  £32,800  under  the 
suggested  levy.  He  would  certainly  say : “ My 

capital  is  reduced  by  £32,800,”  and  I think  you 
or  I should  say  that  he  was  a capitalist  holding 
£100,000  of  War  Loan  stock  and  that  after  the  levy 
he  will  be  a less  wealthy  man  by  £32,800  than  he 
was  before  ; and  I think  we  os  bankers  should  say 
to  him  : ” Hitherto  .you  have  appeared  in  the  indexes 
as  having  a capital  of  £100,000  and  as  being  entitled 
to  credit  on  that  looting.  We  have  now  to  rate  you 
anew  and  put  you  down  at  £67,200,  and  you  will  be 
entitled  to  proportionately  less  credit.”  Now  you 
will  find  that  however  the  Capital  Levy  is  paid 
makes  not  the  slightest  difference  to  that  argument. 
In  the  net  result  you  will  have  £3,000,000,000  less 
instruments  of  credit.  I cannot  put  it  in  clearer 
form  than  this.  The  members  of  this  Committee  on  the 
right  of  the  Chairman  are  body  “ A ” of  citizens  who 
are  the  people  who  are  going  to  be  taxed  to  find 
this  £3,000,000,000.  The  members  on  liis  left  are 
body  “ B ” of  the  citizens  who  hold  £3,000,000,000  of 
War  Loan.  Therefore  there  is  to  lie  a transfer  from 
the  pockets  of  the  members  on  the  right  of  the  Chair- 
man to  the  pockets  of  the  members  on  his  left.  It 
does  not  make  the  slightest  difference  that  a great 
number  are  members  of  both  bodies  “ A ” and  “ B.” 
At  present  they  bold  between  them  £6,000,000,000  of 
"hat  I call  “ capital  ” in  the  popular  sense  of  the 
word  available  for  trade  or  as  purchasing  power,  for 
I am  not  suggesting  that  the  whole  of  that  sum  is 
employed  in  trade.  As  the  result  of  the  levy  there 
will  only  be  £3,000,000,000  left  in  place  of  the 
£6,000,000,000,  for  the  £3,000,000,000  War  Loan  will 
be  tarn  up  and  cease  to  exist.  £3,000,000,000  has 
gone  out  of  the  pockets  of  body  “ A ” into  the  pockets 
of  body  “ B,”  and  the  War  Loan  has  disappeared. 
Therefore  I call,  and  I have  always  called,  this  a 
great  measure  of  deflation.  I believe  that  that  great 
and  sudden  measure  of  deflation  must  inevitably 
result,  for  a time  at  all  events' — how  long  I should  not 
like  to  say — in  a great  reduction  in  the  volume  of 
trade  and  a consequent  reduction  in  employment, 
which  is  the  principal  point  to  which  I am  directing 
attention.  Now  that  is  the  deflation  point.  I do 
not  know  whether  I had  better  stop  there  for  the 
moment  before  I get  on  to  the  dislocation  point. 

5219.  Chairman  : There  may  be  some  questions  on 
that  before  you  go  on.  Professor  Rail:  On  a.  ques- 
tion of  fact,  is  the  sum  that  you  mentioned, 
£3,000,000,000,  used  at  the  present  time  as  a basis 
for  credit  in  the  way  that  you  have  indicated? 
Witness  : The  only  way  to  get  at  that  would  be  to 
see  what  proportion  of  the  total  wealth  of  the  country, 
which  I believe  Sir  Josiah  Stamp  has  esti- 
mated at  somewhere  between  £12,000,000,000  and 
£15,000,000,000,  is  at  present  employed  in  trade.  It 
would  be  fair  to  assume  that  a similar  proportion  of 
the  £3,000,000,000  was  employed  in  trade.  I do  not 
think  one  can  get  at  it.  T have  no  notion  of  what  the 
amount  of  capital  employed  in  trade  is. 
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5220.  Sir  Josiah  Stamp : Do  you  think  the  amount 
held  by  limited  companies  affects  the  situation? — 1 
think  it  affects  it  undoubtedly.  According  to  the 
Board  of  Trade,  the  amount  ol  capital  held  by  private 
firms  is  only  about  9 per  cent. 

5221.  I am  thinking  of  the  reduction  in  the  capital 
of  the  payers  of  the  levy  so  far  as  it  reduces  their 
securities,  whether  War  Loan  or  other  securities. 
Are  those  securities  used  as  the  basis  of  credit?  I 
want  to  know  whether  you  think  there  is  anything 
corresponding  with  the  deflation  which  undoubtedly 
exists  there,  in  the  case  of  a limited  company  holding 
War  Loan  security? — The  limited  company,  so  far  as 
it  held  War  Loan  and  was  paid  off,  would  get  cash 
for  its  W>ar  Loan.  There  would  be  no-  deflation  there. 

5222.  As  the  limited  company  does  not  pay  the 
Capital  Levy  like  an  individual,  is  not  this  defla- 
tionary measure  confined  to  the  reduction  of  the 
amount  of  securities  held  by  the  payers  of  the  levy? — 
Yes,  I think  so. 

5223.  Did  you  see  an  article  in  the  “ Contemporary 
Review  ” in  which  I went  into  some  of  the  figures 
which  you  referred  to? — I am  afraid  I did  not  see 
that. 

5224.  I examined  the  question  of  deflation.  I 
should  like  to  know  how  far  you  agree  with  the  results 
that  I arrived  at.  I tried  to  dissect  the  whole 
£3,000,000,000  into  the  p-art  that  would  have  a 
deflationary  effect  following  the  questions  which  have 
been  put  to  you,  and  the  part  that  was  really  acting 
as  the  basis  of  credit,  and  I want  to  see  how  far  you 
would  agree. — 1 am  afraid  I did  not  see  it;  I un- 
fortunately missed  that  article.  I think  you  have  to 
consider  not  only  trade  but  purchasing  power 
generally.  There  is  a great  deal  more,  to  my  mind, 
in.  purchasing  power  spread  over  the  whole 
£3,000,000,000  than  the  actual  extent  to  which  a 
portion  of  that  may  be  used  as  collateral  in  trade. 

5225.  I am  not  specially  wedded  to  the  views  which 
I then  expressed;  I may  be  quite  wrong;  but  I would 
like  you,  if  you  would,  to  look  at  that  article  and 
let  us  know  later  bi7  letter  whether  you  disagree 
with  it  or  how  far  you  agree  with  it? — Yes. 

5226.  Professor  Rail : What  are  the  securities  that 
actually  go  out  of  existence  as  the  result  of  the  pay- 
ment of  this  levy? — The  only  securities  that  can 
actually  go.  out  of  existence  are  the  War  Loan,  which 
would  be  redeemed.  You  have  a very  curious  state 
of  facts  to  remember  there.  So  much  depends,  as 
I have  said  in  my  opening  remarks,  upon  the  various 
ways  in  which  the  lacunae  in  this  Capital  Levy  will 
ultimately  be  filled  in.  Supposing  the  way  in  which 
the  levy  can  be  paid  is  confined  to  War  Loan  and 
cash,  then  £3,000,000,000  of  War  Loan  will  be  re- 
deemed and  cancelled.  That  is  clear.  Supposing,  on 
the  other  hand,  that  it  is  partly  cash,  partly  War 
Loan  and  partly  other  securities,  then  you  have  a 
different  principle  coming  in  altogether.  The  cash 
and  the  War  Loan,  let  us  assume  for  the  moment, 
have  provided  half  of  it.  That  will  result  in  half  of  the 
War  Loan  being  redeemed  and  cancelled.  The  other 
half,  which  ds  in  securities,  will  have  a totally  dif- 
ferent effect.  The  Government  will  hold  those  se- 
curities; the  War  Loan  will  not  be  redeemed.  Up 
to  that  point  the  Government  has  taken  out  of  the 
pockets  of  the  taxpayers  real  capital  as  represented 
by  actual  assets,  £.1,500,000,000,  and  it  is  going  to 
hold  that;  the  War  Loan  is  not  redeemed;  it  cannot 
he  redeemed  until  those  securities  are  sold.  One  of 
the  things  I do  not  know,  and  that  nobody  does 
know,  is  whether  the  Government  would  sell  them 
or  would  hold  them  indefinitely.  If  it  is  going  to 
sell  them,  what  effect  is  that  going  to  have  on  the 
whole  business  community — £1,500,000,060'  of  securi- 
ties to  be  sold?  On  the  other  hand,  if  the  Govern- 
ment hold  them  indefinitely  the  Government  become 
interested  directly  in  the  industries  of  this  country. 

I cannot  answer;  I do  not  know,  none  of  us  know, 
what  would  happen.  Therefore  my  answer  to  your 
question  is  that  the  only  securities  that  will  actually 
he  redeemed  must  in  any  case  be  War  Loan,  hut 
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others  go  out  of  effective  operation  because  they  get 
into  the  hands  of  the  Government  and  cease  to  be 
available  for  credit  purposes  or  for  purchasing  power 
to  the  individual. 

5227.  Sir  Josiah  Stamp  : Is  your  argument  altered 
at  all  supposing  the  Government  succeed  in  ex- 
changing the  securities  they  hold  for  War  Loan,  say, 
by  some  method  of  redeeming  War  Loan  with,  for 
example,  railway  securities.  If  the  War  Loan  was  a 
basis  of  credit,  equally  would  the  railway  securities 
be.  Cannot  you  skip  that  difficulty  and  assume  that 
by  some  process  or  other  the  full  £3,000,000,000  ot 
War  Loan  does  get  redeemed? — I do  not  think  you 
can.  I cannot  tell  at  all  what  class  of  securities 
the  Government  would  be  willing  to  accept  in  pay- 
ment. But  if  there  was  any  class  which  they  refused 
to  accept,  such  as  mining  shares,  to  take  an  extreme 
case,  it  is  not  the  least  likely  that  the  holders  of  the 
War  Loan  who  redeemed  would  accept  mining  shares 
which  the  Government  have  already  refused  to  take. 
Therefore,  I think  you  have  to  contemplate  a large 
amount  of  War  Loan,  which  would  remain  unre- 
deemed. 

5228.  Professor  Hall : Supposing  that  the  portion  of 
the  debt  redeemed  was  an  external  loan  ? — That  raises 
a very  different  question. 

5229.  Having  regard  to  the  distribution  of  the 
holding  of  the  debt,  I really  wanted  to  find  out  from 
you  how  far  this  £3,000,000,000  is  an  exact  represen- 
tation of  the  reduction  in  the  basis  of  credit.  You 
seem  to  be  so  confident  regarding  the  reduction  ex- 
tending to  £3,000,000,000? — I think  there  is  no  sort 
of  question  that  out  of  the  £3,000,000,000  a proportion 
— I cannot  tell  you  what  proportion — is  employed  in 
trade  or  used  as  a basis  of  credit.  I am  not  suggesting 
the  whole  of  it  or  anything  like  it  is  so  used,  but  the 
whole  of  it  is  purchasing  power. 

5230.  I thought  you  were  rather  suggesting  that 
there  is  to  be  a reduction  of  £3,000,000,000  of  credit 
as  the  result  of  this? — Oh,  no.  I would  not  have  the 
Committee  understand  me  to  go  so  far  as  that.  1 am 
not  suggesting  that  the  whole  of  the  £3,000,000,000  is 
employed  in  trade. 

5231.  Sir  Josiah  Stamp : Or  as  a basis  of  credit? — 
Or  as  a basis  of  credit;  but  I do  suggest  that  the 
whole  of  it  is  purchasing  power. 

5232.  In  what  way  can  it  be  purchasing  power  if  no 
credit  for  purchasing  is  raised  upon  it?  If  that  is  so, 
then  one  would  not  alter  the  amount  of  purchasing 
power  at  all  if  you  took  securities  out  of  a deed  box  to 
the  bank  and  get  a large  advance  on  them,  because 
the  basis  of  security  according  to  your  theory  was 
already  there.  Now  if  everybody  who  held  securities 
were  to  go  to  the  bank  and  raise  credits  on  them  and 
start  producing  commodities,  you  w'ould  have  a most 
striking  increase  in  bank  loans  and  in  purchasing 
power?—  I was  trying  to  distinguish  between  cases  in 
which  the  possession  of  this  £3,000,000,000 — whether 
it  is  in  War  Loan  or  not  does  not  matter — was 
being  utilised  by  traders  where  it  would,  either 
from  their  financial  standing  or  from  the  fact 
of  their  being  able  to  deposit  collateral,  affect 
the  credit  which  would  be  given  them,  and  the 
ordinary  case  in  which  you  or  I might  have 
to  pay  up  under  the  levy  and  our  purchasing  power 
would  be  correspondingly  reduced  in  respect  of  casual 
transactions  such  as  the  purchase  of  a house  or  the 
purchase  of  a curio  or  anything  else.  Before  the  levy 
we  could  have  gone  into  the  market  and  sold  our 
securities  to  provide  the  purchase  price,  but  after 
the  levy  that  power  to  the  extent  of  the  amount  paid 
under  the  levy  will  no  longer  remain.  It  is  in  that 
sense  that  I am  using  “ purchasing  power.” 

5233.  Surely  it  is  nothing  more  than  sleeping  pur- 
chasing power? — I agree  it  is. 

5234.  Supposing  that  everybody  who  held  securities 
were  to  decide  to  go  into  business  or  extend  their 
business  and  were  to  go  to  the  bank  with  their 
securities  and  demand  an  advance  of  90  per  cent,  of 
those  securities  and  immediately  use  that  as  pur- 
chasing power? — Then  we  should  have  to  modify  our 
banking  system  if  everybody  came  at  once. 


5235.  It  would  be  a tremendous  increase  of  pur- 
chasing power? — It  would. 

5236.  That  makes  one  say  that  in  so  far  as  securities 
are  in  a strong  box  and  are  not  functioning  at  all, 
they  are  not  purchasing  power  in  the  ordinary  accepta- 
tion of  the  word? — But  it  is  very  difficult  to  draw  the 
line,  because  we  bankers  have  a register  of  all  ou>- 
customers,  and  whether  they  deposit  securities'  or  not 
they  are  assessed  at  a certain  value  from  a capital 
point  of  view.  That  includes  securities  in  a strong 
box  just  as  much  as  it  includes  securities  which  are 
put  over  the  counter  into  our  hands. 

5237.  That  is  really  your  credit  register? — Yes,  but 
this  is  the  foundation  for  the  credit. 

5238.  There  is  nothing  functioning  for  the  purchase 

of  goods  there? — Let  me  give  you  an  illustration.  A 
merchant  comes  along  in  Liverpool  who  wants  to 
import  a cargo  of  cotton.  We  know  him  to  be  worth 
£100,000,  whether  in  cash,  War  Loan  or  any  other 
securities  does  not  matter.  He  says:  “I  want 

£300,000  to  import  a cargo  of  cotton.”  It  is  granted 
readily,  because  we  get  the  documents  and  we  rely 
upon  his  capital  as  the  margin  for  that  loan,  which 
is  quite  sufficient  to  cover  fluctuations  in  the  value  of 
cotton.  That  is  a case  where  he  has  got  credit  for 
three  times  the  amount  of  his  capital.  He  turns  over 
that  amount  three  times  in  the  same  year.  In  the 
course  of  the  year  he  gets  nine  times  the  amount  of 
his  capital  in  credit.  Therefore  for  the  £30,000  you 
dock  off  that  man’s  £100,000  under  the  levy  you  are 
taking  £270,000  off  his  credit  for  the  purposes  of  his 
business. 

5239.  But  there  must  be  an  enormous  mass  of  abso- 
lutely non-functioning  security  ? — I agree  with  you ; i 
think  there  is. 

5240.  Professor  Hall : I am  rather  anxious  to  find 
out  from  you  what  proportion  of  this  type  of  debt  is 
likely  to  be  redeemed,  and  what  effect  that  is  going 
to  have  upon  the  volume  of  credit.  I thought  the 
inference  from  your  remarks  was  that  the  total  credit 
basis  was  to  be  reduced  by  this  £3,000,000,000,  but 
I understand  now  that  you  do  not  wish  us  to  draw 
that  inference.  Can  you  suggest  any  proportion  of 
the  £3,000,000,000? — I am  afraid  I cannot.  Sir 
Josiah  would  know,  but  I do  not  think  that  any 
statistics  exist.  For  instance,  I tried  to  find  out  very 
hard  and  I made  inquiries  in  various  directions  what 
was  the  number  of  private  firms  employed  in  the 
import  of  what  are  called  staple  commodities  on  which 
the  whole  of  our  trade  depends — food,  metals,  cotton, 
wool,  and  the  like,  and  what  was  their  average  capital. 
I cannot  get  any  information  on  the  subject.  Every- 
body tells  me  that  if  I put  it  a.t  500  firms  with  an 
average  capital  of  £50,000  I am  far  understating  it; 
but  that  is  all  I can  get.  On  that  basis  alone,  if  you 
work  out  the  figures  that  I just  now  gave  you  the 
opportunity  of  working  out,  you  will  find  what  an 
enormous  deflation  of  credit  would  ’result.  Bear  in 
mind  that  it  is  quite  reasonable  in  those  particular 
trades  to  obtain  financial  facilities  for  three  times  the 
amount  of  capital.  It  is  quite  reasonable  to  take  a 
turn-over  of  at  least  three  times  in  the  year  on  the 
average — wool  from  Australia  perhaps  a little  loss, 
because  it  is  a long  voyage;  cotton  from  U.S.A.  or 
Egypt  much  more,  because  it  is  a short  voyage. 

5241.  Sir  Josiah  Stamp  : You  have  got  the  goods  as 
your  primary  security  ? — Yes. 

5242.  Tlie  other  is  only  functioning  as  the  margin? 
— It  is  quite  reasonable  to  take  nine  times  the  amount. 
Very'  often  that  capital  is  also  functioning  in  the 
same  way.  Our  margin  may  be  represented  by  cash 
or  by  other  shipments  of  wool ; it  need  not  necessarily 
bo  by  War  Loan  or  by  capital  other  than  goods  in 
the  hands  of  the  customer.  At  a shot — and  it  is  a 
pure  shot — I should  attribute  about  91,000,000,000 
out  of  the  £3,000,000,000  .as  capital  which  may  he 
utilised  from  time  to  time  for  credit  facilities. 

Then  I come  to  the  disturbance  point,  which  also 
is  one,  to  my  mind,  of  very  great  importance.  I 
contributed  some  time  ago  a series  of  articles  to  the 
“ Times  ” on  this  subject,  and  they  were  alluded  to 
in  the  House  of  Commons,  and  one  of  my  points  was 
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received  with  a great  deal  of  ridicule  by  certain 
members  of  the  Labour  Party,  but  I am  not  going  to 
bo  ridiculed  out  of  putting  facts  before  such  a 
tribunal  as  this,  which  I think  should  be  present  to 
your  mind. 

The  first  point,  not  one  to  which  I attach  so  much 
importance  as  I attach  to  others,  but  1 think  you 
ought  to  have  it  before  you,  is  this.  I think  not  one 
of  us  sitting  round  this  table  will  doubt  that  as  the 
result  of  this  levy  to  be  paid  by  340,000  persons  a 
great  many  people  will  be  put  out  of  employment. 
How  many  is  >a  matter  of  estimate.  My  own  estimate 
is  that  100,000  payers  of  the  levy  will  each  have  to  put 
an  average  of  at  least  two  people  out  of  employment 
by  reason  of  their  altered  circumstances,  temporarily 
at  all  events;  and  “temporary”  has  a knack  of 
becoming  “ permanent  ” nowadays  in  unemployment 
if  you  are  not  careful.  That  would  be  to  put  straight 
away  200,000  people  out  of  employment.  To  give  you 
a single  instance,  in  my  own  knowledge  there  is  a 
gentleman  who  has  been  engaged  in  trying  to  make 
productive  a very  large  farm.  The  land  is  very  poor, 
and  none  but  a large  capitalist  could  possibly  hope  to 
bring  it  round.  It  is  a regular  hobby  with  him. 
He  employs  200  men.  He  has  built  I do  not  know 
how  many  cottages.  If  this  Capital  Levy  went 
through,  most  if  not  all  of  those  men  would  have  to 
be  dismissed;  he  would  have  to  stop  altogether.  He 
has  no  other  funds  than  those  derived  from  his  busi- 
ness, and  those  would  be  very  largely  reduced  if  a 
levy  were  imposed.  I think  most  of  those  men  would 
go  straight  out  of  employment,  because  the  land 
being  poor,  I do  not  think  small  farmers  could  hope, 
even  by  breaking  it  up  into  smaller  holdings,  to  make 
it  pay.  That  is  only  an  instance.  I therefore  give 
you  my  estimate  that  200,000  people  straight  away 
would  be  thrown  out  of  employment. 

Then  we  come  to  the  indirect  effects.  1 imagine 
the  first  thing  that  would  happen  would  be  this. 
You  know  we  talk  about  £3,000,000,000,  and  we  talk 
about  it  pretty  glibly,  and  familiarity  breeds  con- 
tempt ; but  has  any  one  of  us  any  conception  of  the 
amount  that  is  involved?  £3,000,000,000  is  a ter- 
rifically big  sum  of  money,  and  we  must  not  get  so 
familiar  with  it  that  we  forget  what  it  means.  It 
means  a great  deal  more  than  the  whole  of  the 
banking  deposits  in  this  country,  which  I think  are 
in  the  neighbourhood  of  £2,000,000,000.  The  first 
thing  I think  that  would  happen  would.be  that  there 
would  be  very  great  recourse  to  credits  at  the  banks. 
1 imagine  that  the  people  who  could,  would  wish  to 
Pay  their  levy  in  cash  rather  than  disturb  their  securi- 
ties. They  would  probably,  therefore,  draw  very  largely 
from  their  banking  accounts  in  the  first  instance. 
Money  would  have  to  pass  through  a good  many  pro- 
cesses before  it  arrived  back  again  through  the  repay- 
ment of  the  War  Loan,  and  meantime  there  would 
be  a very  great  deal  of  disturbance.  I imagine 
the  banks  would  probably  have  to  call  in  advances 
right  and  left  in  order  to  meet  the  demand  for  money 
made  upon  them.  That  is  the  first  thing  that  I 
suggest  would  happen.  The  next  would  be  as  affect- 
ing securities.  The  next  natural  thing  with  which  to 
pay  the  Capital  Levy  would  be  securities,  if  any, 
that  were  readily  realisable.  A lot  of  people  would 
sell  their  securities,  and  everybody  would  be  doing 
the  same  thing  at  the  same  time,  and  the  net  result 
would  be  that  there  would  be  few  buyers  and  that 
those  securities  would  be  enormously  depreciated. 
As  I have  already  pointed  out,  the  extent  to  which 
that  cause  would  operate  would  be  very  much  affected 
by  the  “ area  ” of  the  securities  which  the  Govern- 
ment would  be  prepared  to  take  in  payment  of  the 
e'  y,  because  in  so  far  as  you  could  hand  those  securi- 
ties to  the  Government  in  payment  of  the  levy  there 
would  be  no  object  in  selling  them.  Still  I should 
anticipate  a very  considerable  amount  of  disturb- 
ance and  fall  of  market  values  of  securities. 

Then  1 come  to  a much  more  difficult  point.  There 
■uo  a gieat  number  of  people  of  the  smaller  private 
isiness  class — people  owning  anything  from,  say, 
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£5,000  to  £50,000 — very  largely  shopkeepers.  There 
are  two  principles  upon  which  people  do  business, 
and  1 am  never  quite  sure  which  is  the  right  one. 
Some  say,  do  not  put  all  your  eggs  into  one  basket, 
and  invest  their  savings  outside  their  businesses,  but 
there  is  a large  class  who  say  that  the  right  method 
is  to  put  every  sixpence  you  can  earn  back  into  the 
business.  That  is  how  big  businesses  are  made,  and 
it  is  the  principle  which  has  been  adopted  with  great 
success  by  men  like  Lord  Leverhulme,  Henry  Ford 
and  others.  A great  many  of  those  people,  I imagine; 
have  got  all  their  worldly  goods  in  their  business  and 
nothing  outside  at  all.  Now,  what  is  it  represented 
by?  By  buildings,  leasehold  or  freehold,  plant  and 
machinery,  stock  and  book  debts.  How  are  they 
going  to  pay  the  levy?  It  has  been  suggested  that 
they  are  going  to  pay  it  out  of  income,  that  you  are 
going  to  make  a special  arrangement  for  them  to  pay 
it  out  of  income,  out  of  profits.  But  that  introduces 
an  exception  which  I am  going  to  deal  with  in  the 
answers  to  the  questionnaire,  and  I see  great  diffi- 
culties in  introducing  exceptions  of  this  kind, 
because  if  there  are  going  to  be  exceptions  in  one 
class  I can  make  just  as  strong  a case  for  exceptions 
in  other  classes  too.  Therefore  I very  much  doubc 
whether  you  will  find  it  is  practicable  to  allow  these 
people  to  pay  out  of  profits.  But  even  if  it  were, 
there  is  no  certainty  of  their  being  able  to  pay. 
Not  all  businesses  continuously  make  profits;  at  least, 
unfortunately,  in  recent  years  that  has  been  the 
experience;  they  very  often  make  losses.  I doubt, 
therefore,  very  much  whether  these  people  could 
pay  this  huge  levy  out  of  profits.  If  present  taxa- 
tion is  a heavy  burden,  much  more  so  would  the 
Capital  Levy  be.  If  they  could  not,  there  is 
obviously  only  one  way  of  paying;  that  is,  by 
reducing  their  stocks  and  calling  in  their  book  debts. 
That  means  reducing  their  business;  it  means 
reducing  their  orders  on  the  manufacturers;  that  in 
turn  means  the  manufacturers  reducing  employ- 
ment; not  only  will  the  shopkeeper  have  to  get  rid 
of  an  employee  or  two,  but  the  manufacturer  will 
be  getting  fewer  orders  all  round  and  he,  too,  will 
have  to  reduce  his  output,  and  will  have  to  turn 
off  men  because  he  cannot  employ  them.  That  is 
the  next  effect  which  I think  would  happen. 

Then,  on  the  same  disturbance  point,  I come  to 
the  landowners  and  farmers.  It  is  within  the 
knowledge  of  the  Committee,  I expect,  that  a great 
many  farmers  during  the  boom  period  of  three  or 
four  years  ago  bought  their  farms  from  their  land- 
owners,  with  the  assistance  of  mortgages.  It  seems 
to  me  they  are  going  to  be  in  a great  difficulty  in 
respect  of  the  valuation  of  the  equity  on  their 
farms.  How  are  they  going  to  raise  the  money? 
They  have  not  got  readily  realisable  stocks.  They 
cannot  sell  their  implements.  You  may  say:  “ You 
must  go  and  raise  a mortgage  on  the  farm.”  You 
may  tell  them  to  raise  a mortgage,  but  it  is  easier 
said  than  done  if  they  have  already  got  a mortgage 
upon  it.  I conceive  that  as  a class  they  would  have 
very  great  difficulties  in  paying  this'  levy.  Then 
besides  farmers,  you  get  people  who  are  landowners 
with  settled  estates,  very  often  subject  to  rent 
charges  in  various  directions,  mortgages,  and  so  on. 
How  is  a big  landowner  to  pay?  Some  of  them,  I 
dare  say,  may  be  nominally  worth  huge  sums,  but 
even  the  wealthiest  of  them,  I should  say,  might  have 
difficulty  in  raising  the  huge  sums  they  would  be 
required  to  pay  under  this  levy;  but  those  are 
exceptional  instances,  and  they  need  not  concern 
us  very  much.  The  ordinary  landowner  with  a 
settled  estate  would  have  very  great  difficulty,  it 
seems  to  me.  Very  often  his  property  is  already 
subject  to  mortgages  and  rent  charges  in  various 
directions.  How  is  he  to  raise  the  large  sum  that 
would  be  required  of  him? 

Then  we  come  to  another’  class  which  is  important, 
though  small.  I come  to  the  great  private  firms,  the 
merchant  adventurers  they  used  to  be  called;  they 
are  more  commonly  called  merchant  bankers  or 
finance  houses  now.  They  are  people  who,  in  my 
judgment,  are  of  the  very  greatest  importance  to  our 
industry,  pioneers  of  industry.  All  great  industries 
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pass  through  a period  of  experiment  and  trial,  where 
great  risks  have  to  be  taken  which  the  average  man 
cannot  afford  to  take.  It  is  only  the  merchant 
princes  who  can  possibly  afford  to  risk  and  lose  the 
money  that  it  is  often  requisite  to  risk  and  lose 
before  a new  venture  becomes  established.  I will 
give  you  an  instance  of  that.  The  Atlantic  Cable, 
the  story  of  which  is  probably  familiar  to  most  of  you, 
was  laid  down  by  Cyrus  Field  and  his  associates  only 
after  numerous  disappointments.  He  lost  thousands 
and  thousands  of  pounds  of  money  before  it  became 
an  accomplished  fact.  Now,  particularly  at  the 
present  time,  in  the  money  market  in  London  it  is 
very  difficult  to  get  public  money  for  new  enter- 
prises. People  have  learnt  caution.  I think,  greater 
wisdom,  and  you  can  get  plenty  of  money  from  the 
public  for  an  issue  which  will  show  a steady  rate  of 
profit  covering  your  investments  two  or  three  times 
over,  and  that  sort  of  thing,  but  it  is  extremely  diffi- 
cult to  get  money  from  the  public  for  a new  venture. 
Nor  is  it  right  to  do  so,  in  my  judgment.  The 
public  is  not  in  a position  to  form  a judgment  upon 
something  that  a few  individuals  may  know  all  about, 
and  it  is  their  business,  before  they  present  that  to 
the  public  for  investment,  to  work  it  up  to  a certain 
point  beyond  the  purely  speculative  stage,  and  to 
prove  it  at  their  own  risk.  That  class  of  business  is 
largely  done  by  these  big  private  firms,  and  to  the 
extent  to  which  you  are  going  to  disable  them  by 
this  Capital  Levy — and  they  are  already  hit  very 
hard  by  Death  Duties — -you  are  going  to  reduce  their 
activities,  and  I think  consequently  to  reduce  trade 
and  employment  in  this  country,  particularly  in  the 
region  of  new  enterprises.  After  all,  a country  like 
this  has  to  have  a certain  amount  of  enterprise  and 
speculation  to  keep  things  up  to  the  mark  and  to 
take  its  place  in  competition  with  the  world;  and  to 
the  extent  to  which  you  blunt  that  spearhead  of 
commence,  as  it  has  been  called,  you  may  be  doing 
a very  great  injury  to  trade  and  ultimately  to  employ- 
ment of  our  working  classes  which  is  the  point  1 
constantly  have  before  me  in  this  question.  For 
instance,  if  a Capital  Levy  of  this  kind  were  intro- 
duced, how  could  the  City  of  Sydney,  or  any  other 
city,  come  on  to  this  market  for  a loan  immediately 
after  a levy  or  within  months  or  years  after  it?  Yet 
that  loan  might  have  produced  perhaps  to  the  British 
working  man  a very  large  order,  it  may  be  for  tram- 

( Adjourned  for 

5243.  Sir  Charles  Addis : Perhaps  you  would  ex- 
plain one  point  in  your  evidence  this  morning.  It 
seems  to  me  that  in  giving  your  illustrations  as  to 
the  effect  produced  upon  the  individual  by  a Capital 
Levy,  as  for  example,  the  destruction  of  a propor- 
tion of  his  financial  credit,  there  was  an  assumption 
that  the  sum  of  those  individual  differences  would 
constitute  the  sum  of  the  loss  to  the  nation? — In 
production. 

5244.  Was  that  your  assumption? — \7es — not  a 
capital  loss,  but  -a  loss  in  production. 

5245.  I wonder  if  you  could  develop  that  a little 
more.  I do  feel  a difficulty  about  the  distinction 
between  the  individual  and  the  community? — Let  me 
try  and  give  an  illustration.  Supposing  I am  a 
merchant  importing  some  essential  commodity — let 
us  say,  wool  or  cotton.  Supposing  my  facilities  for 
importation,  on  the  lines  that  I have  already  given 
you,  based  on  a capital  of  £100,000,  are  £900,000  or 
£1,000,000  a year,  I can  do  trade  to  that  extent 
on  my  present  capital.  If,  on  the  other  hand,  you 
cut  me  down,  as  I should  be  cut  down  under  the 
Capital  Levy,  by  £32,800,  then  (I  am  not  saying  that 
this  is  mathematically  exact),  broadly  speaking  my 
facilities  for  trade  are  reduced  by  nine  times  on  that 
illustration,  say  in  the  neighbourhood  of  £300,000. 
I merely  state  that  as  endeavouring  to  answer  your 
question  and  illustrating  the  effect  upon  production, 
which  after  all  is  the  all  important  thing  to  this 
country.  Remember  that  we  are  not  a producing 
nation  at  all  in  the  sense  that  we  produce  wealth 


cars  or  for  engines  or  for  plant  of  some  sort  or  other. 
Surely  there  would  be  a great  shortage  of  capital 
for  investment  of  that  kind  as  the  result  of  taking 
£3,000,000,000  away  from  the  people — the  rich  people 
I agree — who  are  the  class  of  people  who  supply  most 
of  that  money.  You  may  say  that  companies — insur- 
ance companies  and  the  like — will  still  be  there  and 
that  their  funds  will  not  be  affected.  True,  but  com- 
panies after  all  are  only  aggregates  of  individuals, 
and  are  dependent  ultimately  upon  individuals  for 
the  additional  capital  that  almost  every  successful 
company  wants  from  time  to  time. 

Those  are  some  of  the  principal  points  in  regard 
to  disturbance.  I perhaps  might  include  in  the  dis- 
turbance point,  although  I have  got  it  as  a separate 
answer  here,  the  general  shock  to  credit.  London  is 
the  place  of  custody  of  very  large  foreign  balances, 
governmental,  institutional  and  private.  I should 
think  I should  probably  be  within  the  mark  if  I said 
that  these  foreign  balances  at  any  given  moment 
amount  to  anything  between  £50,000,000  and 
£100,000,000.  I have  no  doubt  that  in  a Capital 
Levy  it  would  be  made  clear  as  far  as  it 
could  be  made  clear  that  foreigners  are  not 
to  be  affected  by  it.  But  you  may  make  these 
things  as  clear  as  you  possibly  can,  and  yet  you  will 
not  prevent  foreigners  taking  fright  as  soon  as  they 
hear  a levy  really  mooted.  I can  tell  you  that 
our  City  Office  Manager  told  me  the  other  day  that 
during  the  General  Election  of  1923,  foreign  balances 
were  removed  to  a very  considerable  extent  from 
London  to  New  York,  and  he  had  no  doubt  from  what 
he  had  heavd  that  this  was  due  to  the  talk  that  was 
going  on  about  a levy.  If  that  occurred  on  such  a 
rather  remote  fear  of  an  actual  imposition  of  the 
levy  as  existed  in  1923,  it  would  occur  to  a very7  much 
greater  extent  if  this  ever  reached  the  stage  of  a 
Bill  in  Parliament  and  of  being  discussed  as  a serious 
proposition.  I should  anticipate  a great  deal  of 
shock  to  credit  here  and  withdrawal  of  foreign 
balances,  which  are  very  useful  to  this  country.  If 
they  were  withdrawn  they  might  never  come  back 
again.  I think  that  really  covers  all  I have  to 
say  on  the  disturbance  point.  It  is  a point  which 
is  fairly  obvious,  and  I dare  say  in  many  cases  you 
will  be  able  yourselves  to  suggest  other  effects  that  it 
will  have,  but  I have  only  attempted  to  pick  out 
some  of  the  principal  ones. 

a short  time.) 

from  the  soil  as  other  countries  do — Canada,  for 
example.  Our  wealth  comes  from  production  as 
middlemen  dependent  on  the  importation  of  staplo 
commodities  and  the  export  of  the  manufactured 
article.  Coal  is  practically  the  only  thing  to  any 
extent  of  which  v7e  produce  a large  exportable 
surplus.  To  that  extent,  therefore,  that  this  levy 
would  result  in  reducing  capital  and  credit  facili- 
ties for  production,  it  wall  in  my  judgment  reduce 
the  national  wealth.  I agree  that  from  the  national 
point  of  view  the  levy  wil  1 not  reduce  capital.  Pay- 
ing your  debts  cannot  reduce  your  capital. 

5246.  Sir  Charles  Addis : I would  rather  you  put 
it  in  that  way,  because  I find  a difficulty  with  regard 
to  it.  Sir  Josiah  Stamp-.  My  feeling  is  that  this 
lies  more  on  the  employment  side  than  on  the  capital 
side.  You  aggregated  a series  of  disturbances  which 
look  a very  formidable  total.  It  seems  to  me  that 
.you  must  have  exaggerated  the  effect  of  those  as  a 
whole  for  this  reason : you  take  a given  business 

which  you  rightly  say  has  to  drop  a certain  amount 
of  its  capital,  and  therefore  a certain  amount  of  its 
employment.  In  the  process  of  debt  redemption  funds 
are  freed,  and  even  if  the  whole  of  them  do  not  get 
back  into  that  class  of  trade  a very  considerable  sum 
gets  back  by  way  of  mortgages  and  loans.  Surely  a 
man  can  keep  as  many  people  in  employment  on 
£100,000  of  capital,  of  which  £70,000  belongs  to  him 
and  £30,000  is  borrowed,  as  on  the  original  £100,000 
which  all  belongs  to  him.  When  you  have  carried 
through  the  process  for  a little  time,  need  there  be 
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all  this  disturbance  in  employment  which  you  have 
referred  to  ? — Witness  : Are  we  not  getting  back  to 
what  1 hoped  I had  made  plain  to  the  Committee, 
that  the  net  result  of  the  Capital  Levy  is  the  abso- 
lute disappearance  for  all  purposes  of  £3,000,000,000, 
whether  you  call  it  capital  or  instruments  of  credit? 

524/.  Let  me  take  that.  We  agree  there  would 
bo  deflationary  effects  to  the  extent  of  a considerable 
proportion  of  the  £3,000,000,000,  but  that  is  not 
quite  the  point  we  are  on  now.  You  were  dealing 
with  the  question  of  disturbance,  and  you  took  the 
loss  to  a business  in  the  payment  of  a levy  as  indica- 
tive of  the  shrinkage  of  that  business.  My  point  is 
that  somehow  or  other  there  will  come  back  into  that 
business  through  the  ordinary  channels  of  banking, 
subscriptions  to  debentures,  and  so  on,  a lot  of  that 
capital  as  loan  capital,  no  longer  the  proprietor’s 
own  capital.  A part  of  his  income  will  have  to  be 
paid  away  in  future  as  debenture  and  mortgage 
interest.  But  the  employment  of  the  capital  and  the 
use  it  will  carry  and  the  number  of  people  it  will 
employ  is  surely  undiminished.  Or  let  us  take  the 
case  of  the  farmer.  I agree  there  is  very  great  diffi- 
culty where  he  is  mortgaged  up  to-  the  hilt  already 
in  the  purchase  of  his  farm.  Take  the  case  where  he 
is  not  mortgaged  already,  where  he  really  has  a for- 
tune of  over  £5,000  in  the  equity  of  the  land.  Sup- 
pose the  land  is  worth  £20,000  and  he  has  to  give 
up  £2,000.  He  sells  his  land  and  pays  £2,000  to  the 
State,  and  the  State  redeems  £2,000  of  debt.  The 
individual  who  has  had  the  debt  redeemed  wants  to 
find  something  for  his  investment.  There  are  no  gilt- 
edged  securities  about;  he  takes  a mortgage  of  real 
property;  and  the  money  finds  its  wiay  back  into  that 
farmer’s  hands.  The  farmer  has  an  undiminished 
amount  of  capital,  but  he  does  not  own  as  much  him- 
self.— Wait  a moment;  is  there  not  a fallacy  there? 

5248.  I want  you  to  tell  me. — Well,  I am  thinking. 
You  say  the  fund  is  the  same;  he  has  his  farm  and 
the  other  people  have  the  proceeds  of  the  Capital 
Levy  to  reduce  the  War  Loan  Stock.  You  say  the 
fund  is  not  diminished  by  £2,000;  I should  have 
thought  that  the  total  fund  available  is  diminished. 

5249.  No.  What  happens  is  that  instead  of  being 
the  sole  owner  of  £20,000  on  his  farm  himself,  he  is 
now  the  owner  of  only  £18,000,  and  somebody  else 
owns  a £2,000  mortgage,  instead  of,  as  previously, 
War  Loan.  Now  instead  of  getting  £1,000  a year 
to  spend  on  himself,  after  paying  all  the  expenses  of 
the  farm  he  only  has  £900,  because  he  lias  to  give 
£100  away  every  year  to  this  other  person.  Why 
should  that  contract  employment?  Have  I made 
myself  clear?  Sir  Charles  Adclis:  That  is  the  point 
1 wanted  to  make.  It  is  arguing  from  the  particular 
to  the  general.  Assuming  there  is  no  reactive  effect, 
it  mitigates  the  detrimental  effect  of  the  levy. 
Chairman : Supposing  the  man  invests  the  money 
abroad  on  account  of  the  disturbance  in  this  country, 
then  what  happens?  Sir  Josiali  Stamp:  Then  you 
get  a permanent  diminution  of  capital  in  the 
country,  I agree.  Sir  Charles  Addis  : We  agree  that 
there  is  no  change  in  the  capital  itself;  there  is  only 
a transfer  of  purchasing  power  from  one  to  another. 
What  I questioned  was  the  assumption  that  the  sum 
of  all  these  differences  to  the  individual  constituted 
the  sum  of  the  loss  to  the  nation? — Witness:  I am 
inclined  to  think  that,  viewed  from  the  point  of  view 
of  production,  it  is  not  quite  so.  I instanced,  and 
it  has  not  been  criticised,  but  I am  not  necessarily 
taking  it  as  accepted,  that  the  operation  of  this  crea- 
tion of  the  loan  capital  in  the  sense  of  War  Loan  was 
that  an  unseen  fund  which  exists  in  every  nation, 
according  to  Adam  Smith,  as  part  of  its  capital,  is 
brought  into  play  and  mobilised  for  the  purpose  of 
trade  and  for  the  purpose  of  purchasing  power. 
Directly  you  repay  the  debt  by  a levy,  you  demobilise 
that  capital  for  the  purposes  of  trading  in  this 
country,  and  your  fund  is  actually  reduced.  The 
possible  fund  is  reduced  by  the  elimination  of  these 

3,000,000,000.  Take  the  illustration  that  I put  of 
the  smallish  shopkeeper  with  perhaps  £20,000  in 


stock  and  book  debts.  It  is  perfectly  true  that  he 
might  be  able  to  get  reinstated  by  way  of  loan  what 
he  loses  in  the  shape  of  capital,  but  that  is  highly 
problematical  and  anyhow  that  loan  has  to  be  -with- 
drawn from  some  other  productive  employment.  The 
facilities  for  loaning  have  been  reduced  by 
£3,000,000.000  because,  remember,  that  when  a banker 
makes  an  advance  against  War  Loan  he  creates  a 
credit  in  the  hands  of  his  customer  as  well  as  a debit. 
He  gives  him  a bank  balance  at  once  upon  which  he 
can  draw  and  utilise  for  the  purpose  of  the  creation 
of  real  capital.  The  customer  can  spend  it  in  a 
factory  and  create  real  wealth  by  means  of  that  extra 
credit  which  is  afforded  against  the  War  Loan.  If 
you  eliminate  that  War  Loan  to  the  extent  of 
£3,000,000,000,  those  credit  facilities  will  no  longer 
be  available,  and  you  must  not,  therefore,  as  it 
seems  to  me,  treat  the  same  amount  of  credit  facili- 
ties as  being  available  after  this  operation  as  were 
available  before. 

5250.  Sir  Josiah  Stamp:  Is  not  the  distinction 
this  : this  morning  we  were  discussing  the  extent  to 
which  securities  and  so  on,  that  would  be  paid  over 
to  the  Government  for  the  levy,  would  actually  func- 
tion as  a basis  of  credit.  Supposing  we  came  to 
the  conclusion  that  £1,000,000,000  out  of  the 
£3,000,000,000  was  so,  then  you  would  get  a deflation- 
ary effect  measured  by  the  full  £1,000,000,000  that 
disappears.  I suggest  to  you  that  for  the  remaining 
£2,000,000,000  somehow  or  other  the  great  demand 
for  mortgages  would  be  satisfied  by  the  people  whoso 
War  Loan  had  been  redeemed  with  the  £2,000,000,000 
and  that  the  dislocation  and  disturbance  due  to  the 
redistribution  of  capital  is  confined  to  the 
£1,000,000,000  out  of  the  £3,000,000,000,  and  as  to 
the  other  £2,000,000,000,  except  for  such  as  goes 
abroad,  you  have  the  same  amount  of  capital  in  your 
business  under  different  ownership? — That  is  also 
complicated,  is  it  not,  by  the  fact  that  the  people 
who  invest  in  War  Loan  are  not  at  all  the  type  of 
people  who  are  prepared  to  put  their  money  at  risk 
in  a business. 

5251.  I quite  agree  there  is  going  to  be  a tremen- 
dous shortage  in  business,  but  on  the  other  hand 
there  is  going  to  be  a tremendous  pressure  for  gilt- 
edged  holdings? — Yes. 

5252.  Therefore  the  vent  will  be  found  in  the  next 
type,  namely,  debentures  and  mortgages  ?; — I am 
speaking  of  private  firms. 

5253.  It  maj7  be  taken  that  private  firms  will  find 
it  very  hard  to  get  money? — Those  are  the  people 
I ivas  dealing  with. 

5254.  But  need  it  be  so  in  the  case  of  the  farmers? 
— I do  not  think  the  amount  of  disturbance  will  bo 
so  great  in  the  case  of  farmers  from  the  point  of 
view  of  employment.  I was  putting  it  rather  in  the 
case  of  the  farmers  from  the  point  of  view  of  their 
extreme  difficulty  in  finding  means  of  paying  the  levy. 
The  land  has  to  be  cultivated  in  some  way  or  another. 

52o5.  We  put  this  point  to  an  earlier  witness,  and 
I think  the  result  of  our  discussion  was  that,  in  view 
of  the  unknown  character  of  private  business  and 
its  difficulty  of  mobilising  its  power  of  individual  credit, 
the  levy  would  set  up  a tendency  to  make  it  easier 
for  large  limited  companies  to  get  money  and  to 
make  it  harder  for  private  businesses;  therefore  you 
tend  to  increase  the  amount  of  business  done  by 
limited  companies  and  decrease  the  amount  of  busi- 
ness done  by  the  Yorkshire,  Leicestershire  and  Lanca- 
shire private  concerns.  But  it  does  not  follow  that 
you  have  depleted  the  whole  of  your  employment  by 
the  measure  of  £3,000,000,000;  you  have  diverted 
it  from  one  class  of  proprietor  to  another? — Yes.  I 
do  not  think  I should  go  so  far  as  to  say  that  you 
had  depleted  employment  to  anything  like  the  whole 
£3,000,000,000. 

5256.  That  is  really  what  we  are  aiming  at? I 

do  not  think  I should  say  that.  I gave  an  illustra- 
tion of  the  immediate  dismissal  of  200,000  employees. 
That  is  not  trade  at  all;  that  is  ordinary  domestic 
employment  of  some  kind  or  another.  I am  not 
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wishing  to  put  to  the  Committee  that  the  whole 
£3,000,000,000  will  react  in  reduction  of  trade  and 
employment. 

5257.  You  find  a complete  disturbance,  so  far  as 
domestic  employment  is  concerned,  because  there  is 
no  corresponding  credit? — Yes. 

525S.  Chairman : Now1  I think  we  may  pass  to 

Question  8? — {Answer  to  Question  8 read.)  I want 
to  expand  that  answer  a little  in  reply  to  a 
question  from  Professor  Hall,  who  said  in  effect:  “ I 
wish,  you  would  give  us  an  alternative  to  the  levy, 
because  it  seems  to  us  that  all  your  answers  are 
tending  in  the  direction  that  there  is  no  hope  for  us 
in  the  future  but  for  the  rich  to  become  richer  and 
the  poor  to  become  poorer,  ia  very  serious  problem, 
and  one  which  I think  we  should  all  direct  our  minds 
to  trying  to  solve  if  we  can.”  As  far  as  my  poor 
brain  goes  the  answer  is  this  : The  only  source  from 
which  you  can  hope  to  improve  the  condition  of  the 
working  classes  in  this  country  is  by  increasing 
wealth  through  production;  that  is  your  only  source 
of  wealth.  If  you  look  at  what  would  be  the  effect 
of  a redistribution  of  existing  wealth  either  from  the 
point  of  view  of  capital  or  income  (I  think  it  is  worth 
while  just  for  a moment),  see  what  the  effect  of  it 

will  be.  I am  going  to  take  a fancy  figure;  it  is  as 

near  as  anybody,  I suppose,  has  got.  We  will  oall 
the  total  wealth  of  this  country  £15,000,000,000,  as 
expressed  in  real  things.  If  you  divide  it  out 
amongst  45,000,000  people  you  will  find  the  net  result 
will  be  that  each  person  will  have  about  £333,  which 
of  course  will  have  to  bear  the  whole  weight  and 

burden  of  the  taxation  of  the  country.  Looking  at 

it  from  an  income  point  of  view,  the  estimated  amount 
of  taxable  income  for  the  year  1922-23  was  according 
to  the  report  of  the  Board  of  Inland  Revenue, 
£1,320, 000, 000.  That  results  in  a sum  of  less  than 
£30  a head  and  when  you  have  deducted  all  the 
taxation  from  it  it  will  be  almost  negligible.  I think 
it  was  Dr.  Bowley  who  estimated  that  it  would  add 
4s.  or  5s.  a week  per  family  of  four  persons  to  the 
income  of  the  poorer  classes.  My  point  is  that  you 
cannot  make  the  working  classes  any  better  off  by 
raids  on  the  richer  classes.  That  is  the  wrong  end 
to  begin.  What  you  have  to  do  is  to  increase  the 
production  fund,  which  is  your  source  of  wealth  in 
the  future.  My  idea  has  always  been  that  you  have 
to  get  to  the  root  of  things  with  regard  to  this  re- 
distribution of  wealth — not  try  to  remedy  things  when 
they  have  gone  past  remedy  by  violent  measures  and 
try  to  transfer  existing  wealth  from  one  class  to 
another,  or  anything  of  that  kind,  but  get  at  the 
more  equitable  distribution  of  the  fund  at  its  source. 
I have  preached  this  doctrine  for  months  and  years 
now.  I want  to  see  greater  production,  greater 
wealth  produced  from  production,  and  a more  equit- 
able distribution  of  that  wealth  at  its  source  between 
employers  Sand  employed — as  I have  always  put  it, 
between  brains,  labour  and  capital.  That  is  what 
I want,  and  I see  no  help  towards  it  in  a Capital 
I/evy  which  does  not  make  anybody  any  richer.  If 
my  view  is  right,  it  will  make  them  poorer  in  the 
future. 

5259.  Professor  Hall : But  you  would  agree,  I sup- 
pose, that  alterations  in  taxation  that  transfer  the 
burden  from  one  section  of  the  community  to  another 
would  affect  the  power  of  the  different  sections  to 
accumulate  capital? — To  a small  extent — to  the 
extent  of  the  saving,  yes. 

5260.  And  that  from  the  point  of  view  of  produc- 
tion the  capital  saved  by  the  workers  might  be  just 
as  effective  as  capital  saved  by  the  rentier  class? — 
There  you  are  asking  me  a very  difficult  question.  1 
should  like  to  answer  it  “ Yes,”  but  I cannot  truth- 
fully do  so.  One  man’s  capital  is  as  good  as  the 
capital  of  another,  but  you  have  to  reflect  that  if  you 
have  a small  fund  of  capital,  say  £500,  which  you  are 
looking  to  as  a nest  egg  for  your  old  age  you  cannot 
afford  surely  to  take  the  risks  with  that  by  putting 
it  into  enterprise  or  industry  to  anything  like  the 
same  extent  as  the  richer  man  can ; consequently,  I 
doubt  whether  a whole  series  of  small  funds  of  that 


kind  could  be  as  usefully  employed  for  the  purposes 
of  employment  and  industry  in  this  country  as  the 
bigger  funds. 

5261.  Are  they  not  so  employed  at  the  present  time 
to  some  extent? — To  some  extent,  undoubtedly  but 
whether  to  the  full  extent  is  another  question. 

5262.  Would  you  take  the  case  of  Lancashire 
where  there  is  a great  deal  of  workers’  capital 
employed  in  the  cotton  industry? — Yes.  1 believe  a 
great  number  of  companies  accept  deposits  from  their 
employees  and  employ  those  deposits  in  their  trade 
but  it  is  a very  bad  principle,  in  my  judgment' 
because  if  anything  goes  wrong  those  deposits  go  and 
the  poor  people  are  deprived  of  their  money,  it  does 
not  do  to  mix  up  banking  and  trade. 

5263.  Lord  Oolwyn  knows  better  than  I do,  but  I 
•believe  it  to  be  a fact  that  a very  large  number  of 
the  employees  in  cotton  mills  in  Lancashire  do  hold 
shares  both  in  the  companies  that  employ  them  and 
in  other  companies.  {Sir  Josiah  Stamp) : Very  big 
deposits;  not  so  much  shares  as  deposits. — {Witness) : 
I can  assure  you  from  my  experience,  both  as 
solicitor  and  banker,  that  there  are  large  numbers  of 
cases  in  which  both  companies  and  individuals  have 
been  ruined  by  the  practice  of  placing  money  on 
deposit  in  trading  concerns. 

5264.  Following  on  that  point,  is  that  a final  way 
of  looking  at  it?  I have  often  thought  that  if  you 
had  £50,000,000  of  savings  made  up  of  small  indivi- 
dual sums  for  which  security  is  essential  you  have  a 
less  progressive  amount  of  capital  to  be  put  into  some 
new  enterprise  with  some  slightly  speculative  element 
of  progress — the  spearhead  of  progress — than  you 
would  have  if  it  was  made  up  of  £50,000,000  from  a 
number  of  rich  men.  But  supposing  your  savings  aTe 
£200,000,000;  the  order  of  priority  in  which  they 
have  to  be  employed  is  through  the  secure  and  recog- 
nised things  first  of  all,  going  on,  if  you  have  a sur- 
plus, to  the  more  speculative  and  progressive  new 
things.  Surely,  if  you  put  £50,000,000  into  the 
secure  things,  you  free  to  that  extent  £50,000,000  of 
the  savings  of  the  other  people  to  be  put  further  up 
the  scale  of  risk.  You  are  not  really  getting  rid  of 
£50,000,000  which  are  put  into  the  more  speculative 
things,  but  you  are  filling  up  the  first  £50,000,000  of 
security  from  those  particular  concerns,  and  you  are 
freeing  the  main  savings  of  the  wealthier  people  for 
that  particular  thing  for  which  they  are  so  fitted? — 
That  is  true,  no  doubt,  to  the  extent  to  which  the 
other  people  are  willing  to  be  relegated  to  the  junior 
securities  and  to  take  a greater  element  of  risk. 
Lancashire,  of  course,  is  a very  progressive  county, 
and  the  people  are  very  intelligent,  but  as  a rule  I 
should  say  the  small  investor  with  £500  has  not  the 
same  opportunities  of  knowledge  or  of  advice  in 
regard  to  his  investment.  He  is  much  more  apt  to 
keep  his  money,  therefore,  in  a stocking  than  to 
invest  it,  or  to  put  it  into  some  wretched  local  club, 
or  something  of  that  kind,  where  it  cannot  be  said  to 
be  reproductive,  and  anyhow  he  cannot  afford  to 
invest  it  in  anything  of  a speculative  character. 

5265.  Professor  Hall:  Or  buy  his  house? — I should 
like  that. 

5266.  Sir  Josiah  Stamp:  Surely  that  is  advan- 

tageous P — Yes. 

5267.  There  is  a sum  of  £120,000,000  in  building 
societies? — That  is  excellent. 

5268.  Professor  Hall:  And  £80,000,000  to 

£100,000,000  in  co-operative  societies? — But  you, 
gentlemen,  must  be  as  familiar  as  I am  with  the  case 
of  many  ,a  local  club  where  somebody  is  the  treasurer. 

5269.  Sir  Josiah  Stamp:  They  are  only  a ripple  on 
the  surface. — I agree,  they  are  only  a ripple. 

5270.  Professor  Hall : You  find  those  in  high  finance 
too,  I take  it? — I agree;  but  they  can  afford  to 
bear  it. 

5271.  I am  really  leading  up  to  a further  question 
arising  out  of  your  remarks  in  regard  to  the  distribu- 
tion of  the  annual  income.  Do  you  think  that  the 
worker  qua  wage-earner  is  able  to  increase  substan- 
tially the  proportion  that  he  now  draws  from  industry 
in  the  annual  stream  of  goods  produced? — I believe 
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I am  thought  to  be  unpractical,  shall  I say,  but  I 
am  a tremendous  advocate  of  profit-sharing.  I want 
to  see  everybody  interested,  if  it  is  possible,  in  some 
form  or  another  in  the  results,  using  the  words  in 
their  widest  sense;  that  the  wage-earners  should,  in 
addition  to  their  standard  wage,  get  a share  in  the 
results.  There  are  many  forms  of  profit-sharing.  I 
am  fully  aware  of  the  difficulties.  It  all  wants  to  be 
worked  out.  But  I do  want  to  see  the  wage-earner 
get  a bigger  Share  of  the  produce  of  the  work  to  which 
lie  contributes.  Brains,  labour  and  capital  all  con- 
tribute to  every  class  of  commercial  production,  and 
I want  to  see  the  results  fairly  divided  between  those 
three.  The  wage-earner  has,  of  course,  a first  charge 
on  the  proceeds  of  production. 

5272.  That'  does  not  quite  answer  my  question 
whether  you  think  that  as  a wage-earner  he  can  sub- 
stantially increase  the  proportion  that  he  now  gets 
from  industry? — I should  say  that  it  is  possible  in 
many  cases. 

5273.  And  by  what  means — simply  by  this  profit- 
sharing,  or  by  Trade  Union  pressure? — Oh,  no  ! I 
sincerely  hope  it  is  not  a matter  of  pressure.  It  ought 
not  to  be.  I believe  it  would  result  in  benefit  to 
employers  and  men  alike.  If  that  is  not  the  source, 
what  possible  source  is  there?  After  all,  you  have 
to  derive  your  wealth  from  production.  Unless  we 
are  going  to  produce  more,  and  unless  that  produce 
is  capable  of  being  distributed  so  as  to  improve  the 
wage-earner’s  position,  from  what  source  is  his 
improvement  to  oame? 

5274.  I can  quite  see  that  by  increased  production 
he  can  get  absolute^  more  than  he  gets  now,  but  I 
wanted  your  views  really  as  to  his  ability  to  increase 
his  proportion  of  the  total  produce,  which  is  rather 
a different  thing? — I am  not  a manufacturer  or  an 
employer  of  labour,  and  I have  not  therefore  the 
knowledge  to  say  how  the  thing  can  be  done,  but  is  it 
not  possible  by  various  forms  to  increase  the 
remuneration  of  the  working  man,  the  wage-earner,  in 
proportion  to  the  work  that  he  does  ? One  has  heard 
of  so1  many  cases,  for  instance,  where  piecework  is 
adopted,  of  men  being  able  to  earn  quite  handsome 
wages  far  beyond  the  standard  wage  if  they  are 
allowed  to  work  unrestricted  according  to  their  own 
inclination . 

5275.  That  may  be  true  in  individual  cases,  but  it 
cannot  be  true  generally. — I should  have  said  it  was 
true  in  a very  large  number  of  cases,  the  electrical 
trade,  for  example. 

•5276.  Well,  take  some  of  the  machine  industries 
where  a man’s  work  is  determined  iby  the  speed  of 
the  machinery;  you  cannot  secure  very  much  increase 
of  output  in  those  cases  even  if  you  do  put  the  workers 
on  piecework.  Take  the  Lancashire  cotton  industry 
where  the  workers  are  engaged  on  piecework  very 
largely,  and  they  have  this  inducement;  how  would 
you  deal  with  that  very  case? — Cannot  this  be  dealt 
with  on  the  basis  of  profit-sharing?  That  is  rather 
a question  than  an  answer,  because  you  know  more 
of  the  subject  than  1 do. 

5277.  I think  the  attitude  of  organised  labour 
towards  profit-sharing  is  that  the  increase  coming 
from  the  profit-sharing  is  really  comparatively  small? 

But  you  have  only  the  same  fund  to  divide.  We 
cannot  increase  the  fund  except  by  production,  and 
the  method  in  which  you  divide  that,  whether  by 
taxation  or  by  some  such  system  as  I am  advocating, 
is  surely  only  a question  of  method. 

5278.  But  supposing  the  persons  who  are  engaged 
in  providing  labour  were  also  part  owners  of  the 
capital  of  the  business  and  that  they  received  part 
of  their  income  ns  interest  upon  capital  as  well  as 
in  the  form  of  wages,  would  not  that  be  a way  in 
which  their  total  income  might  be  increased? — Cer- 
tainly, and  I should  be  delighted  to  see  it. 

5279.  That,  you  see,  led  me  to  my  previous  ques- 
tion regarding  the  incidence  of  taxation,  leaving  the 
working  classes  with  a margin  that  they  might  save 

and  accumulate  as  capital,  thus  securing  themselves 


a supplement  to  the  money  wage  they  received  for 
the  labour  they  gave? — 1 quite  agree,  and  I am  in 
entire  sympathy  with  that. 

5280.  So  I come  back  to  this  question,  that  the 
incidence  of  taxation  on  various  sections  has  an  im- 
portant effect  on  the  future  distribution  of  wealth? 
—Yes. 

5281.  And  it  also  has  to  be  considered  in  relation 
to  the  question  of  capital  available  for  industry. 
If  the  workers  are  as  thrifty  as  other  sections  of 
the  community,  the  allocation  to  them  of  an  increas- 
ing proportion  of  the  wealth  produced  annually 
would  not  diminish  the  capital  fund  of  the  country? 
— I quite  agree,  and  it  comes  hack  to  the  question 
that  Sir  'Charles  Addis  put  to  me  earlier  in  the 
morning,  I think,  that  there  is  a certain  compensa- 
tion for  any  reduction  that  you  get  in  taxation  out 
of  this  levy;  we  shall  come  presently  to  what  the 
amount  would  he.  But  there  is  this  compensation 
that  you  set  free  a certain  proportion,  whatever  it 
may  be,  in  the  year  out  of  taxation  which  would 
gradually  accumulate  as  capital.  The  Whole  question 
to  my  mind  on  that  part  of  the  case  is  this : Is 
that  adequate  compensation  for  the  destruction  of  the 
capitalised  purchasing  power  up  to  the  total  of 
£3,000,000,000,  or  whatever  proportion  of  that  is  in 
trade?  As  I illustrated  to  you  this  morning,  we 
are  really  utilising  a fund  in  the  shape  of  reserve 
capital  of  the  nation — future  earning  power — spread- 
ing that  over  a period  of  60  years,  and  utilising  that 
fund  as  the  foundation  of  credit  for  this  amount,  and 
thereby,  I might  almost  use  the  expression,  putting 
in  a “ potted  ” form  the  benefit  of  the  future  earning 
power  of  the  country  for  trade  at  the  present  time. 
The  only  benefit  you  get  by  sacrificing  that  is  the 
annual  saving  in  your  taxation. 

5282.  I only  wanted  to  deal  with  that  general 
question  of  the  value  of  the  argument  of  the  inci- 
dence of  taxation  as  affecting  various  classes,  and 
the  relation  of  that  to  the  supply  of  capital  and  the 
distribution  of  future  wealth;  that  was  really  the 
purpose  of  my  question,  which  was  not  particularly 
on  the  Capital  Levy? — I agree  that  to  the  extent  to 
which  you  save  taxation  that  is  a benefit,  because  it 
does  enable  a gradual  accumulation  as  capital  of  a 
similar  amount. 

5203.  Chairman : Perhaps  we  can  go  on  to  ques- 
tion 9. — ( Answer  to  Question  9 read.)  I think  those 
of  us  who  have  spoken  on  or  thought  of  this 
subject  have  used  the  argument  that  under  a 
Capital  Levy  the  policy  would  be:  “Let  us  eat 

and  drink  and  be  merry  for  to-morrow  we  die.” 
That  is  a very  infectious  policy.  People  spend  money 
very  readily,  and  other  people  have  to  follow  them, 
and  the  general  habits  of  thrift  of  the  nation  will  be 
seriously  affected. 

5284.  Mr.  Bowen : Does  not  the  same  argument 
apply  to,  and  was  it  not  also  used  against  Death 
Dulties? — I am  coming  to  Death  Duties  in  a minute. 

5285.  Mr.  Bell : The  witness  discriminated  this 
morning  and  pointed  out  that  the  burden  fell  on  the 
heirs  in  the  one  case  and  on  the  possessor  in  the 
other.  (Mr.  Bowen)  : That  does  not  affect  the  Death 
Duties  as  such.  When  they  were  imposed  by  the 
then  extreme  Party  they  were  not  regarded  with  any 
sense  oij  satisfaction,  and  we  were  told  then  that  the 
country  was  going  to  perdition,  and  all  the  rest  of 
it.  This  is  the  same  kind  of  argument  as  is  used 
against  the  Capital  Levy,  and  I rather  wondered 
whether  the  witness  had  been  a little  too  critical  of 
the  levy  an  the  sense  that  ilt  was  put  forward  as  an 
idea  which  would  operate-  unfairly;  that  it  was  to 
be  a conscription;  that  it  was  to  be  prejudicial  and 
generally  unjust.  Could  we  not  assume  that  a 
Capital  Levy  is  put  forward  with  tlie  idea  that  it  is 
in  the  interest  of  the  nation  and  not  necessarily 
unjust  upon  a particular  class?  If  we  can  look  ait 
it  from  that  point  of  view,  and  if  we  can  remember 
that  this  same  kind  of  argument  was  used  against 
Death  Duties,  and  has  been  used*  against  every  other 
form  of  high  taxation  that  we  have  ever  had,  could 
we  not  then  get  near  the  perspective  of  what  a Capital 
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Levy  intends  to  do  ? — (Witness) : I think  the  Chair- 
man andi  the  Committee  will  bear  me  out  when  I 
say  I have  been  trying  to  look  at  this  thing  from  the 
point  of  view  of  the  interest  of  the  nation  and  not  of 
any  particular  class,  and  nearly  the  whole  of  my 
arguments  have  been  directed  to  that.  When  'it  is 
said  that  the  same  sort  of  argument  has  been  used 
before,  that  is  not  an  argument  which  appeals  to  me 
at  all.  The  question  is,  is  it  right  or  wrong;  that 
is  what  we  are  here  to  try  to  find  out.  It  may 
have  been  used  wrongly  before,  or  it  may  have  been 
used  rightly  before,  it  does  not  help  us,  if  I may  say 
so  with  respect,  merely  to  say:  “ Oh,  we  have  heard 
all  that  before.”  The  question  is,  is  it  right  or  is 
it  wrong?  I want  to  distinguish,  if  I can,  between 
Death  Duties  and  Capital  Levy  as  I did  this  morning. 
Two  distinctions  may  be  drawn  between  Death  Duties 
and  a Capital  Levy;  the  one  is  that  'in  the  case  of 
Death  Duties  you  are  not  taxing  the  man  himself, 
but  you  are  taxing  people  who  come  anew  into  his 
inheritance.  You  cannot  tax  a dead  man,  obviously. 
The  State  imposes  a condition  upon  inheritance  that 
the  inheritor  shall  pay  to  the  State  a certain  pro- 
portion of  what  he  inherits;  thereby  the  inheritor 
gets  something  which  he  had  not  got  before;  there  is 
a breach  in  continuity  by  virtue  of  the  fact  of  the 
death.  The  other  way  in  which  a Death  Duty  is 
distinguished  form  a Capital  Levy  is  this — .and  it  is 
common  in  the  case  of  partnerships  and  in  the  case 
of  private  estates — that  Death  Duties  have  been  pro- 
vided for  out  of  income;  they  have  been  provided  for 
by  insurance,  which  is  the  proper  method.  If  a man 
is  keen  on  leaving  a certain  amount  of  money  in  his 
business,  or  his  partners  are  anxious  about  what  will 
happen  on  his  death,  they  insure  his  life,  aud  upon 
his  death  the  capital  remains  in  the  business,  because 
it  has  been  provided  for  out  of  income.  There  is  no 
possibility  of  doing  that  with  a Capital  Levy. 

5286.  Mr.  Bowen : On  the  question  as  to  whether 
it  is  right  or  wrong,  surely,  when  we  are  talking 
about  taxation,  nobody  would  admit  that  high  taxa- 
tion is  right,  especially  if  he  has  to  pay  it;  that  is 
the  difficulty  we  have  to  experience.  I think  this 
Committee  has  to  find  out  to  what  extent  a Capital 
Levy  is  practicable  and  reasonable  rather  than  that 
we  should  be  expected  to  say  or  declaim  that  it  is 
wrong  simply  because  it  attacks  one  set  of  direct- 
taxpayers.  But  I think  this  argument  was  the  same 
type  of  argument  that  was  levelled  against  the  Death 
Duties;  I think  I was  perfectly  accurate.  I wanted 
to  ask  the  witness  if  he  really  believes  that  any  kind 
of  high  taxation  would  receive  approbation? — I am 
bound  to  say  I think  the  British  people  have  le- 
sponded  extremely  well.  You  have  in  the  course  of 
this  enquiry  heard  much  more  than  I have  of  its 
effect  on  trade,  and  so  on,  but  I do  not  think  there 
is  any  sense  of  individual  injustice  anywhere  in  the 
country  at  the  present  time,  because  people  have  to 
pay  huge  amounts  in  Super-tax.  I think  we  all  are 
cheerfully  bearing  our  share  of  the  burden. 

5287.  In  so  far  as  the  National  Debt  is  a national 
responsibility  not  only  for  the  present  generation, 
but,  unless  something  is  done,  for  several  other 
generations,  what  is  the  difference  between  taxing 
posterity  for  the  Capital  Levy,  as  will  be  the  case, 
and  taxing  it  under  a Death  Duty? — Largely  a. 
difference  of  extent;  that  is  to  say,  people  do  not  all 
die  at  once,  and  therefore  Death  Duties  have  not 
anything  like  the  same  effect  as  the  Capital  Levy. 

6288.  But  in  principle  and  morally  there  is  no 
difference? — Well,  I have  tried  to  explain  that.  I 
think  there  is,  but  it  is  largely  a question  of  degree. 

5289.  Chairman:  We  will  now  go  on  to  Question  10? 
— (Answer  to  Question  10  read.) 

5290.  Professor  Hall:  You  agree,  I take  it,  that 
we  should  be  able  to  borrow  more  readily  and  at  a 
lower  rate  of  interest  if  our  debt  were  £3^000,000,000 
less  than  it  is  to-day  should  we  unfortunately  have 
to  embark  upon  another  war  in  the  next  few  years, 
and  that  that  would  he  of  substantial  advantage  to 
the  country.  There  may  be  arguments  which  would 
outweigh  that  1 know,  but  you  would  agree  that  was 
a very  important  point?— In  the  event  of  another 


war  calling  upon  us  to  make  anything  like  the  sacri- 
fices we  have  made  in  the  Great  War  I do  not  know 
what  would  happen;  I cannot  visualise  it.  I do  not 
think  we  must  arrange  our  finances  in  view  of  the 
fact  that-  we  are  going  to  have  another  war — of  that 
magnitude  at  all  events.  I do  not  think  we  can  make 
any  progress  in  that  direction. 

5291.  You  do  not  think  there  is  any  need  then,  in 
considering  the  National  Debt,  to  take  into  account 
the  possible  future  necessities  of  the  State  as  a 
borrower? — I do  not  think  so.  I think  the  British 
State  can  raise  all  the  money  it  wants  from  its 
citizens  upon  the  terms  which  are  in  force  at  the 
time  according  to  the  measure  of  the  necessity  of  that 
loan. 

5292.  Of  course,  that  is  almost  a truism- — to  borrow 
at-  the  prevailing  rate  of  the  day?- — 1 do-  not  think 
it  would  materially  affect  the  rate  at  which  you  could 
borrow.  Hie  credit  of  the  British  Government  is 
quite  good  enough  at  the  present  moment  to  borrow 
on  the  best  possible  terms. 

5293.  Chairman:  Now  Question  11 P — (Answer 

to  Question  11  read.)  There  is  a,  suggestion 
—I  have  forgotten  whether  it  is  made  by 
Mr.  Pethick  Lawrence  or  Dr.  Hugh  Daltoii 

that  some  scheme  might  be  provided  under  which 
the  proceeds  of  the  levy  can  go  straight  back  without 
any  interval  into  the  repurchase  of  securities  which 
other  people  would  be  wanting  -to  sell,  but  I have  not 
been  able  to  work  that  out,  and  I think  it  would  be 
extremely  difficult.  I think  there  would  be  an  inter- 
vening period  which  would  be  the  cause  of  great  dis- 
turbance. It  is  just  possible  that  the  thing  could  be 
worked  out,  but  it  is  in  the  air  at  present. 

o294.  Sir  William  McLintock  : On  this  question  of 
the  sale  of  securities  of  shipping  companies  and  such 
like,  I suppose  it  is  within  your  knowledge  that  almost 
every  week  or  month,  in  the  case  of  certain  types  of 
securities  not  having  a very  active  market,  or  without 
a good  market,  the  price  is  depressed  because  ono 
particular  trust  estate  happens  to  be  selling? — Yes. 

5295.  Mr.  Bowen, : You  apparently  suggest  that  you 
can  see  some  practical  means  of  paying  the  levy  if  the 
Government  were  prepared  to  accept  securities  of 
almost  every  class.  The  previous  paragraph  suggests 
that  the  Government  should  be  paid  in  cash  or  the 
surrender  of  War  Loan,  but  you  would  regard  that  as 
difficult  if  it  were  insisted  upon  in  its  entirety  ? — 1 
should  say  the  measure  of  disturbance  on  this  par- 
ticular point  would  be  largely  gauged  by  the  “ area  ’’ 
of  the  securities  which  the  Government  was  willing  to 
accept  in  payment  of  the  levy,  but  then  you  are  up 
against  this  difficulty  that,  having  got  those  securities, 
what  are  they  going  to  do  with  them  ? 

5296.  And  what  do  you  say  they  ought  to  do 
with  them,  if  they  have  them  ? — I think  it  might  have 
a very  serious  effect  if  they  were  kept  hanging  over 
the  market  for  years  and  years  before  they  could  be 
realised,  -and  if  the  Government  keep  them,  then  their 
War  Loan  is  not  redeemed,  and  the  tiling  fails  in  its 
ultimate  purpose. 

5297.  Sir  William.  McLintock  : But  as  against  the 
non-redemption  the  Government  would  hold  an  asset 
which  it  does  not  hold  to-day? — It  would  hold  an 
asset;  it  would  become  a partner  in  all  the  ventures 
and  enterprises  of  this  country. 

5298.  Sir  Josiah  Stamp  : And  presumably  peddle  out 
the  shares  as  and  when  opportunity  occured? — I think 
that  would  be  a very  long  process,  and  would  be  a very 
depreciating  process. 

5299.  Sir  William  McLintock:  And  generally  de- 
press similar  securities  wherever  held? — To  the  point 
of  extinction  almost,  I should  think. 

5300.  Mr.  Bell : At  what  price  would  they  peddle 
them  out  when  the  concern  went  into  liquidation? — 
That  is  the  difficulty.  If  you  can  see  your  way  to 
paying  cash  the  thing  is  a clean  transaction,  but  if 
you  are  paying  in  securities  you  are  up  against  a 
dilemma. 

5301.  Chairman:  Now  read  your  next  answer? — 
(Answer  to  Question  12  read.)  I am  afraid  I did  not 
sufficiently  understand  the  purport  of  the  second 
paragraph  of  this  question  to  give  it  an  intelligent 
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answer,  and  left  it  to  be  cleared  up  by  verbal  question 
and  answer.  That  is  : “ Would  deflation  be  intensi- 
fied or  prolonged  by  the  psychological  effect  of  a 
levy?” 

5302.  Sir  J osiah  Stamp  : As  this  question  probably 
originates  from  some  words  that  I used,  may  I say 
this : One  gets  recovery  from  depression  and  general 
deflationary  conditions  by  optimism  as  to  the  future 
and  readiness  to  recover — people  ready  to  embark  on 
new  enterprise  and  to  go  to  the  bank  .and  deposit 
their  collateral  and  get  advances  and  generally  to 
recover  from  a period  of  deflation.  Would  the 
psychology  of  the  people  as  the  result  of  a levy  be 
such  as  to  make  recovery  from  any  automatic  defla- 
tion such  as  we  have  been  discussing  a matter  of 
considerable  difficulty  and  time? — In  my  judgment  it 
would  be  to  that  generation,  just  as  1 hope  that  a 
terrible  war,  such  as  we  have  been  through,  is  a very 
strong  deterrent  to-  anybody  else  in  this  generation 
to  embark  upon  a war;  but  when  you  come  to  a new 
generation  which  has  grown  up  without  knowing  of 
the  difficulties,  the  psychological  effect  will  not 
remain. 

5303.  Chairman : Then  Question  13. — (Answer  to 
Question  13  read.)  I should  like  to  amplify  my 
answer  a little.  In  the  earlier  stages  of  the  Capital 
Levy  it  was  rather  rashly  assumed  that  -it  was  going 
to  save  £150,000,000  of  interest.  People  had  for- 
gotten that  you  had  to  look  at  both  sides  of  the 
account.  That  £3,000,000,000  at  present  contributes 
very  largely  to  taxation  both  in  the  shape  of  Income 
Tax  -and  Super-tax  on  the  interest  of  the 
£3,000,000,000  and  in  many  other  directions,  in- 
cluding Death  Duties,  and  on  net  balance  I arrived 
very  roughly  in  my  articles  in  the  “ Times  ” pub- 
lished just  before  Sir  Josiah  Stamp’s  lecture,  at  the 
estimate  that  it  would  effect  a net  saving  of  only 
£40,000,000  to  £50,000,000.  That  lalmost  exactly  co- 
incided with  his  own  estimate,  which  was  made  in 
much  greater  detail  and  after  much  more  scientific 
examination  than  I could  possibly  give  to  the  ques- 
tion. But  it  is  all-important,  in  my  judgment,  in 
considering  the  question  of  this  huge  experiment,  to 
consider  whiat  you  are  going  to  gain  by  -it  if  it  is 
successful,  as  against  what  you  may  possibly  lose  by 
it  in  reactions  which  no  one  can  foresee. 

5304.  Mrs.  Wootton  : I take  it  that  it  looks  to  you 
rather  like  this.  You  have  a Capital  Levy  involving 
great  hardships  and  dislocation  and  so  on,  and  at  the 
end  of  it  we  emerge  rather  better  than  before.  A 
question  which  I think  naturally  occurs  to  anybody 
is  the  point  that  you  mentioned  earlier  -in  your 
evidence,  that  the  result  would  be  approximately  the 
same  as  that  which  could  be  obtained  by  adding  Is.  to 
the  Income  Tax.  Now  I should  like  to  get  your  views 
on  the  merits,  strictly  as  an  alternative  to  Capital 
Levy,  of  -a  special  Income  Tax  of  approximately  Is. 
in  the-  £? — I think  that  would  be  infinitely  fairer  and 
better  than  a Capital  Levy,  for  the  obvious  reason 
that  it  woidd  hit  a very  much  larger  class  of  people 
who  are  perfectly  well  -able  to  pay,  and  -it  would 
operate  much  more  fairly  and  justly,  than  a Capital 
Levy.  If  1 am  earning  an  income  of  £2,0-00  a year 
and  I spend  the  whole  of  it,  1 am  just  as  able  to  pay 
Income  Tax  las  the  man  who  has  had  £2,000  a year 
and  has  saved  half  of  it  for  20  years;  and  with  a 
Capital  I .levy  one-  would  go  absolutely  scot  free,  while 
under  your  suggestion  they  would  both  have  to 
contribute. 

5305.  Sir  Josiah  Stamp:  You  would  include  earned 
income  ? — Yes. 

5306.  Mrs.  Wootton : May  I also  have  your  opinion 
on  the  second  proposal,  simply  on  its  merits. 
Supposing  that  we  came  to  the  conclusion  that  it 
is  very  desirable  to  raise  a certain  amount,  one 
method  is  by  a Capital  Levy  and  the  other  method 
is  by  an  increase  in  the  Income  Tax.  What  do  you 
think  about  the  latter  suggestion  on  its  merits? — If 
you  put  it  to  me  as  an  alternative  between  a Capital 
Levy  and  an  extra  Income  Tax,  I plump  for  the 
extra  Income  Tax.  Then  I think  we  come  back  to 
the  original  proposition  that  I put  before  you  this 
morning,  that  it  is  all  a question  of  balance  between 
how  and  the  future:  Is  it  better  in  the  interests 


of  the  country  in  the  long  run  to  put  an  extra 
Is.  in  the  £ on  the  Income  Tax  now,  at  the  expense, 
possibly,  of  trade,  and  with  a view  to  lightening  the 
burden  for  future  generations;  is  that  going  to 
operate  better  than  leaving  the  burden  to  be  worked 
out  over  a long  series  of  years  ? 

5307.  I quite  see  that,  but  we  have  to  decide  one 
way  or  the  other  at  some  time,  and  we  should  very 
much  appreciate  it  if  we  could  have  your  own 
opinion  about  that? — For  what -my  opinion  is  worth, 
I should  think  that,  on  the  whole,  it  would  be  better 
to  go  on  .as  we  are.  I think  it  would  do  less  damage 
in  the  long  run  to  the  whole  nation. 

5308.  Sir  Charles  Addis : Have  you  considered 

that  the  alternative  of  an  extra  Is.  on  the  Income 
Tax  might  work  inequitably  in  view  of  the  great 
disproportion  between  the  capital  employed  in 
industry  and  the  income  derived  from  industry,  as 
compared  with  other  classes  of  capital?  At  present, 
if  you  take  income  as  a basis,  it  results  in  industry 
bearing  a considerably  larger  sha-re  of  the  national 
burden  of  debt  than  other  sections  of  the  com- 
munity, because  the  capital  employed  in  industry 
is  very  much  less,  relative  to  the  income,  than  in 
the  case  of  fund  holders.  That  is  brought  out  in 
the  distinction  I made  between  earned  -and  unearned 
income.  Would  your  answer  be  modified  from  a 
consideration  of  this  kind,  that  if  capital  were  taken 
as  the  basis  of  assessment,  it  would  to  some  extent 
remedy  the  inequity  of  the  burden  that  is  placed 
upon  industry  at  present? — When  you  come  to 
consider  the  whole  thing  broadly,  is  not  the  great 
bulk  of  all  savings  to-day  really  invested  in  industry 
through  the  joint  stock  system?  What  do  I do 
with  my  money  when  I make  it?  I may  buy  an 
expensive  house,  but  that  i6  becoming  less  so  than 
it  used  to  he;  expensive  possessions  are  things  which 
people  do  not  -appreciate  so  much  as  they  used  to, 
I think.  Do  they  not  invest  their  money,  broadly, 
in  industry,  by  putting  it  into  some  company  or 
venture?  Is  it  not  -being  employed  for  the  common 
good  to  the  extent  of  nine-tenths  or  some  large 
proportion  of  it? 

5309.  If  you  take  the  case  of  a fund-holder  who 
has  £100,000  of  War  Loan  from  which  he  derives 
an  income  of  £5,000  a year,  and  the  case  of  a 
manufacturer  who  may  he  deriving  a similar  income 
from  a very  much  smaller  amount  of  capital,  the 
burden  of  taxation  would  appear  to  press  inequitably 
upon  those  two  classes,  and  it  is,  I suggest,  one 
argument  in  favour  of  the  Capital  Levy°  that-  it 
would  help  to  redress  the  inequity? — -Of  course,  the 
distribution  of  War  Loan  must  have  enormously 
changed  during  the  course  of  the  last  four  or  five 
years,  but  if  you  take  the  original  holder  of  that 
War  Loan  and  have  followed,  as  I have  no  doubt 
you  did,  what  I said  this  morning,  he  was  asked 
to  divert  his  capital  from  his  industry  into  War 
Doan.  It  would  be  extremely  hard  to  the  original 
holder  if,  because  he  -did  that,  he  was  to  be  taxed 
more  heavily  than  somebody  else  who,  since  that 
time,  has  not  been  asked  to  divert  his  capital  from 
industry  to  War  Loan.  I fully  appreciate  your 
point,  but  I am  afraid  you  could  not  take  that 
into  consideration. 

5310.  I cannot  quite  accept  the  answer  that  yon 
could  not  -do  it.  Obviously  you  could  do  it,  but  it 
may  not  be  right  to  do  it.  In  your  opinion,  it 
would  be  wrong  to  do  it? — Yes. 

531]..  I take  it  that  in  industry  as  a whole  the 
relation  of  income  to  capital  is  very  much  larger 
than  in  the  case  of  unearned  income  ? — Suppose  von 
put  your  money  into  a very  successful  mine  and  earn 
SO  per  cent. 

5312.  Of  course  there  would  be  individual  cases  like 
that,  but  taking  the  thing  as  a whole  the  income 
earned  by  industry,  I should  take  it,  is  greater  than 
in  the  case  of  other  classes  in  proportion  to  capital? 
— Yes,  it  certainly  ought  to  he  so. 

5313.  Sir  Josiah  Stamp:  Surely  a large  part  of 
them  are  bound  to  have  a high  return  of  income,  but 
the  return  is-  a reward  for  risk.  That  return  for 
risk  is  to  a very  large  extent  part  of  the  capital  pool 
that  meets  the  risk  when  it  matures.  If  you  tax: 
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that  as  though  it  were  pure  interest  or  income  you 
are  cutting  into  the  pool  of  insurance.  It  is  really 
unsound  to  tax  for  this  purpose  surely  by  way  of 
Income  Tax  the  full  market  yield  of  a highly  specula- 
tive venture. — (Sir  Charles  Addis ) : Would  there  he 
that  effect  if  you  took  capital  as  the  basis  of  assess- 
ment?— (Sir  Josiah  Stamp) : No;  I think  you  tend  to 
crystallise  out  that  element  of  special  yield  when  you 
take  capital. — ( Sir  Charles  Addis) : It  is  a very  dif- 
ficult point.  I was  wondering  whether  Mr.  Paine 
had  considered  it  and  whether  it  was  worth  the  con- 
sideration of  this  Committee. 

( Witness ) : It  seems  to  me  so  very  difficult.  There 
are  so  many  different  classes  of  industry,  some  of 
which  are  highly  remunerative  and  some  of  which 
are  not,  and  some  where  the  ratio  of  profit  is  very 
high  and  others  where  it  is  very  low,  and  I do  not 
quite  know  how  you  could  distinguish. 

5314.  Sir  -Josiah  Stamp : Sir  William  McLintock 
suggests  to  me  this,  which  meets  the  point  I was  try- 
ing to  make.  He  says  how  would  it  do  if  you  tax 
a level  rate  of  interest  on  all  these  capital  valuations, 
sav  5 per  cent.,  leaving  the  rest  to  cover  risks  and 
wasting  assets,  and  so  on.  You  would  then  get 
something  much  more  approximately  equal. — (Sir 
Charles  Addis) : The  question  to  my  mind  is  whether 
there  is  any  practical  means  or  whether  you  think 
it  is  worth  exploring  that  point  by  some  such  means 
as  that. — (Mr.  Bed) : In  the  city  a firm  of  brokers 
importing  raw  material,  with  a capital  of  £100,000, 
sometimes  makes  £3,000  or  £4,000  a year.  I found 
when  I Went  through  the  industrial  towns  that  a man 
with  £5,000  of  capital  was  making  at  least  that  sum 
in  manufacturing  articles.  So  if  you  assess  a man 
according  to  the  proportion  of  what  he  makes  you 
will  get  into  great  d:fficulties. 

5315.  Chairman : Perhaps  we  can  now  go  on  to 
Question  14 — (Answer  to  Section  (a)  of  Question  14 
read).  Perhaps  I had  better  pause  there  for  a 
moment.  I have  enumerated  only  some,  and  doubt- 
less the  members  of  the  Committee  oan  name  many 
ether  kinds  of  property.  Some  of  these  seem  to  me 
to  raise  very  great  difficulties,  particularly  pensions 
and  annuities.  I imagine  that  where,  for  instance, 
a civil  servant  or  a bank  clerk  has  earned  a pen- 
sion, the  actuarial  value  of  that  pension  must  be 
capital  in  his  hands — otherwise  there  would  be  an 
extraordinary  injustice.  I as  a professional  man 
have  had  to  set  aside  so  much  of  my  income  every 
year  as  capital  to  provide  for  my  old  age.  A civil 
servant  in  the  employment  of  the  Government,  or  a 
clerk  in  the  employment  of  a bank,  has  not  had  to 
do  that,  because  he  knows  that  after  a certain 
number  of  years  he  will  have  earned  a certain  pen- 
sion. Therefore,  to  tax  the  one  without  taxing  the 
other  would  involve  extraordinary  injustice;  they 
have  both  done  exactly  the  same  thing.  Pension  is 
deferred  pay  which  in  fact  I as  a professional  man 
or  an  ordinary  business  man  have  saved.  Why 
should  I be  put  in  a worse  position  that  the  man  who, 
instead  of  saving  it,  takes  it  as  part  of  his  salary  ? 

5316.  Sir  William  McLintoch : The  civil  servant 

would  suggest  that  he  has  had  reduced  pay  by  reason 
of  the  pension  as  against  your  making  the  actual  pro- 
vision yourself? — I think  the  principle  of  the  two 
things  is  the  same.  He  has  bad  a proper  reward  for 
his  services  in  some  form  or  other,  and  in  effect  he 
has  saved  his  pension  out  of  his  pay.  I have  done  it 
in  concrete  form.  I am  to  be  taxed,  and  therefore 
the  other  fellow  must  be  taxed  too,  it  seems  to  me. 
clear,  and  he  must  pay,  and  therefore  you  would  have 
to  have  valuations  of  that  kind.  Then  take  the  case 
of  good  will ; take  a medical  practitioner.  Is  the  good 
will  of  his  business  to  be  assessed  as  capital  value? 
I should  think  it  must;  it  is  part  of  his  assets.  All 
those,  of  course,  will  involve  very  complicated 
valuations. 

5317.  Sir  Charles  Addis  : He  might  get  a certain 
number  of  years’  purchase? — Yes,  but  that  would 
vary  according  to  his  age.  As  you  know,  a good  will 
which  is  appropriate  to  one  business  is  by  no  means 
appropriate  to  another ; you  get  all  sorts  of  valua- 
tions. Then  you  come  to  a very  difficult  class  of  case, 


property  under  settlements,  and  under  wills,  is 
frequently  settled  upon  a life  or  lives  in  being,  with 
remainder  to  a class  to  be  ascertained  when  the  life 
interests  fall  in.  What  is  going  to  happen  when  the 
life  or  lives  in  being  come  to  an  end  ? The  ultimate 
class  is  not  ascertainable;  it  may  consist  of  one  person 
or  it  may  consist  of  20.  How  are  you  going  to  value 
the  future  part  of  that  for  a Capital  Levy?  You  oan 
value  the  life  interest  on  an  actuarial  basis,  but  you 
do  not  know  who  the  class  entitled  in  remainder  are 
going  to  be,  and  the  value  of  the  levy  upon  those 
would  entirely  depend  upon  whether  it  was  going  to 
be  divided  amongst  two  or  amongst  20  people. 

5218.  Mr.  Boiven : Does  not  the  Inland  Revenue 
have  to  do  similar  valuations^  now  ? — No,  the  Inland 
Revenue  does  not  do  it.  Everybody  has  to  send  in  a 
valuation  of  his  own  and  employ  accountants  and 
valuers  to  make  valuations  for  probato,  and  the 
Inland  Revenue  accepts  that  unless  it  has  reason  to 
be  dissatisfied  with  it. 

5319.  I mean  that  it  is  being  done? — It  is  being 
done  in  the  caes  of  a number  of  people  who  die  every 
year. 

5320.  The  Inland  Revenue  sees  that  it  is  done? — 
Yes,  but  you  would  have  to  do  it  in  the  case  of 
340,000  people  all  at  once. 

5321.  So  there  is  nothing  new  about  this  valuation 
idea? — In  principle  there  is  nothing  new,  but  in 
extent  and  in  application  there  is  something  that  is 
entirely  new.  Every  valuer  and  every  accountant 
in  the  country  I should  think  would  have  three  or 
four  years’  work  in  fixing  up  the  valuations.  A sug- 
gestion was  made  by  Dr.  Dalton  that  you  might  get 
over  it  by  doing  what  I believe  was  done,  or  he  sug- 
gests was  done,  in  the  case  of  one  country;  that  is, 
assume  that  every  person  who  had  to  pay  a Capital 
Levy  had  a certain  proportion  of  his  wealth — I think 
it  was  3 per  cent,  that  was  suggested — in  the  shape 
of  domestic  articles,  furniture,  and  so  on.  That 
would  be  extraordinarily  unfair,  because  some  con- 
noisseur or  collector  might  have  hundreds  of  thousands 
of  pounds’  worth  of  valuable  objects  in  his  house  : a 
very  laudable  object,  but,  from  the  point  of  view  of 
trade  the  worst  form  of  investment  that  there  can 
possibly  be,  because  it  is  totally  unproductive.  Now 
a man  with  a couple  of  hundred  thousand  pounds 
might  get  off  paying  any  levy  on  £100,000  on  that 
principle,  and  he  is  the  man  who  from  one  point  of 
view  has  been  the  most  selfish  person  in  the  world, 
because  instead  of  employing  his  wealth  for  the  benefit 
of  the  community  he  has  employed  it  for  things  to 
iook  at  himself. 

5322.  Chairman  : Supposing  the  object  of  the  levy 
was  to  raise  £3,000,000,000,  have  you  any  idea  what 
proportion  of  that  would,  come  from  industry? — I 
thought  this  morning  it  would  be  about  one- third, 
about  £1,000,000,000. 

5323.  Suppose,  for  the  sake  of  argument,  that 
£100,000  is  taken  from  someone  engaged  in  industry. 
That  is  making,  say,  10  per  cent,  in  industry,  or 
£10,000  in  the  year.  Of  that  the  Government  take 
in  Super-tax  and  Income  Tax  pretty  nearly  10s.  in 
the  £,  and  later  they  will  take  perhaps  20  or  25  or  30 
per  cent,  of  the  balance  in  Death  Duties.  Would  it 
pay  the  Government,  looking  at  it  purely  as  a paying 
proposition,  to  take  that  £100,000  in  levy  in  view  of 
the  fact  that  the  money  could  not  immediately  be  put 
back  into  something  else  bringing  10  per  cent., 
because  the  experience  of  perhaps  15  or  20  years  is 
needed  to  enable  an  industry  to  make  that  10  per 
cent.  ? — I could  almost  answer  that  by  reading  one 
paragraph  from  an  article  I wrote  some  time  ago: 

“ I do  not  wish  to  overstate  the  case,  but  I think  it 
is  fair  to  estimate  that  at  least  2,000  millions  of  the 
amount  (perhaps  1,000  millions  may  be  a fairer 
estimate)  which  will  have  to  be  found  to  pay  the  levy 
is  invested  in  trade  and  ought,  in  normal  times  at 
any  rate,  to  be  earning  10  per  cent.  It  is  also,  I 
think,  fair  to  assume  that  that  money,  being  largely 
in  the  hands  of  Super-tax  payers,  is  at  present  paying 
Income  Tax  and  Super-tax  at  an  average  rate  of  7s. 
in  the  £.  Taking,  then,  200  millions  as  the  income  of 
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this  amount,  it  is  probably  contributing  not  less  than 
70  millions  a year  to  direct  taxation  in  Income  and 
Super-tax.” 

5324.  Professor  Rail : On  this  question  of  valua- 

tion, you  do  not  think  it  is  impossible,  but  you  think 
it  is  difficult,  and  perhaps  expensive,  since  it  would 
have  to  be  carried  out  all  at  one  time? — I am  not 
putting  this  as  a question  of  principle.  It  is  on  a 
totally  different  plane  from  the  other  questions 
which  I have  been  asked.  It  is  a question  not  of 
principle  but  of  administrative  difficulty  only. 

5325.  It  is  possible  but  difficult? — -It  is  possible  at 
an  enormous  expense  both  to  the  State  and  to  the 
taxpayer,  and  with  a great  expenditure  of  time.  I 
think  it  would  take  many  years  to  work  out.  Then 
I say,  in  reply  to  Section  (5)  : “I  think  the  valua- 
tions would  have  to  be  made  on  the  same  basis  as 
those  for  Death  Duties.  I do  not  see  how  it  would 
be  reasonably  possible  to  have  corrective  valuations  in 
the  light  of  subsequent  events.  The  levy  in  the 
meantime  would  have  been  paid,  and  the  damage 
accruing  from  it  to  the  taxpayers  would  in  many 
cases  be  irreparable.  It  would  surely  be  impossible 
to  allow  some  people,  years  afterwards,  to  be  making 
reclamations,  which  in  other  cases  would  be 
impossible.”  Suppose  some  life  tenant,  whose  ex- 
pectation of  life  was  10  years  and  whose  property  has 
been  valued  and  who  has  paid  the  levy  on  that  basis, 
dies  within  two  or  three  years,  can  his  relatives  be 
heard  to  go  back  and  say : “ This  poor  man  only 
lived  for  three  years;  we  want  back  seven-tenths  of 
what  he  paid”?  I cannot  think  that  can  be 
possible,  consistently  with  any  certainty  in  the 
national  finances  at  all.  I11  other  words,  your 
expectation  of  life  gives  you  the  actuarial  valuation 
of  a certain  amount,  and  that  has  to  be  abided  by, 
whether  it  results  rightly  or  not. 

5326.  Sir  William  McLintock : And  if  the  life 

renter  does  not  live,  then  there  may  be  a claim 
against  him  far  in  excess  of  his  real  capital? — Quite. 
I can  give  you  many  examples  of  hardships  arising 
in  other  cases,  and  really  if  you  had  exceptions  of 
that  kind,  you  would  get  no  certainty  at  all;  you 
would  have  to  go  on  delaying  final  settlement  for 
years  and  years. 

5327.  Chairman-.  Now  Section  (c),  of  Question  14 — 

( Answer  to  Section  (c)  read.)  In  Ids  evidence  before 
the  Select  Committee,  Sir  Richard  Hopkins,  I think, 
estimated  that,  out  of  the  proposed  levy  of 
£1,000,000,000,  three-tenths  would  be  paid  in  W-ar 
Stocks;  another  three-tenths  in  other  securities;  and 
the  remaining  four-tenths  in  cash.  I think  if  we 
take  half  in  War  Loan  and  stocks  of  the  trustee  class 
and  half  in  cash  it  would  be  about  -a  fair  estimate, 
but  of  course  the  cash  portion  would  be  considerably 
reduced  if  heterogeneous  securities  and  assets  of  any 
kind  were  accepted. 

5328.  Chairman  : Now  Section  (d). — (Ansu-er  to 

Section  ( d ) read.)  Now  just  let  me  give  an  illustra- 
tion of  what  I have  said.  If  we  have  War  Loan 
to  the  amount  of  our  Capital  Levy  it  is  as  easy 
as  A,  B,  C for  us  to  pay  our  Capital  Levy;  we 
have  just  got  to  hand  in  our  War  Loan.  But 
take  the  farmer  or  landowner  who  has  got  a 
mortgage  on  his  land  of  £30,000  and  an  equitable 
interest  which  is  valued  at  £50,000.  He  has  to  try 
to  find  somebody  who  will  lend  him  the  proportion  of 
tax  on  £20,000,  which  is  £2,000  or  £3,000.  That  is 
not  an  easy  task.  He  has  to  have  a valuation. 
Every  mortgagee  requires  a valuation.  He  has  to  go 
to  the  expense  of  negotiating  fees  with  some  solicitor 
to  help  him  to  get  the  money.  He  has  to  go  to  -a 
very  large  expense  relatively  to  raise  that  £2,000  or 
£3,000,  whereas  you  or  I have  to  go  to  no  expense  at 
all.  That  is  tone  illustration  to  show  how  unfairly 
and  how  unequally  this  will  operate  on  different 
classes  of  property. 

5329.  Mr.  Bell : There  is  a further  point.  Suppose 
two  men  who  have  the  same  amount  of  capital  tender 
War  Loan,  and  that  one  has  no  children  and  the  other 
has  five,  for  whose  benefit  he  has  saved  in  order  to 


leave  them  some  little  money  when  he  dies ; 
are  those  two  men  going  to  be  both  taxed  alike? — I 
imagine  so;  they  must  be. 

5330.  Mr.  Bowen:  Assuming  they  were  not? — For 
Death  Duties  they  are  taxed  alike. 

5331.  But  for  Income  Tax  they  are  notp — Foi 
Income  Tax  they  are  very  nearly  taxed  alike.  The 
taxpayer  gets  allowances  for  children  under  16,  but 
he  gets  no  allowance  for  any  grown-up  children  at 
all. 

5332.  There  are  allowances  for  mortgages? — Yes; 
if  you  borrow  from  the  bank  £5,000  to  invest  in  War 
Loan,  you  are  allowed  to  deduct  the  bank  interest 
before  you  return  your  income,  but  your  case  of 
children  is  hard  to-day.  If  a man  leaves  £100,000 
to  one  child,  he  pays  exactly  the  same  rate  of  Death 
Duty  as  if  lie  leaves  it  to  ten  children. 

5333.  Professor  Rail:  Do  you  think  there  would 
be  any  attempt  at  evasion  of  a -levy  by  transferring 
shares  or  War  Loan  to  children,  in  order  to  reduce 
the  amount  held  by  the  parent  ? — If  a levy  became 
imminent,  I should  imagine  everybody  would  be  try- 
ing to  do  that. 

5334.  Do  you  think  it  is  possible  to  prevent  it? — I 
think  inevitably  if  a levy  were  imposed  you  would 
have  to  go  back  and  treat  all  those  transactions  as 
bad. 

5335.  You  think  that  is  possible? — I think  it  is 
possible. 

5336.  Sir  WiUiam  McLintock  : It  is  done  to-day  a 
little,  with  Death  Duties? — It  is. 

5337.  Mr.  Bowen:  You  are  assuming,  of  course, 
that  exceptional  treatment  will  have  to  be  allowed 
in  certain  cases  when  you  draw  a comparison  with 
what  happened  in  Czecho-Slovakia  and  in  Italy? — I 
say  that  if  you  get  into  allowing  one  man  to  be 
differentiated  from  another,  on  the  ground  of  indi- 
vidual hardship,  you  will  get  so  many  exceptions, 
owing  to  the  nature  of  your  tax  that  what  you  are 
going  to  pay  will  become  a question  of  bargain. 

5338.  You  speak  about  such  a system  as  being  alien 
to  British  ideas.  Can  you  really  imagine  that  our 
permanent  officials  would  come  down  to  that  at  all? 
Has  it  been  our  experience  up  to  now? — No,  I really 
do  not  think  they  could.  Therefore  I say  you  could 
not  introduce  these  exceptions,  because  there  would 
be  so  many;  you  would  have  to  impose  an  admitted 
injustice  upon  whole  classes  of  people  because  of  the 
impossibility  of  admitting  exceptions. 

5339.  Have  you  any  information  as  to  what-  really 
happened  in  Czecho-Slovakia  ? Some  reports  I have 
seen  suggest  that  the  Capital  Levy  there  was  very 
successful? — I am  going  to  suggest  that  you  should 
get  the  Consular  Reports  from  His  Majesty’s  Repre- 
sentatives in  all  these  foreign  countries  which  have 
tried  a Capital  Levy.  They  have  been  reported  in 
our  papers  at  various  times;  they  could  easily  be 
collected;  and  I think  it  would  well  repay  your 
perusal  to  read  them.  I think  you  will  find  that  in 
the  case  of  Czecho-Slovakia  the  whole  thing  has  been 
very  unsatisfactory,  indeed  the  President  himself 
said  so,  when  he  came  over  here.  My  information 
came  from  a gentleman  who  for  three  years  since 
the  war  had  been  managing  a very  large  estate  in 
Czecho-Slovakia.  He  was  an  Englishman  who  had 
none  over  there  and  been  naturalised  there,  and  he 
told  me  that  the  whole  thing  was  simply  a question 
of  “ What  can  you  pay?  ” 

5340.  Mrs.  Wootton  : The  Capital  Levy.  in  Czecho- 
slovakia was  on  a different  scale,  was  it  not? — It 
was  simply  to  preserve  the  currency.  It  was  'rela- 
tively very  much  smaller.  Then  I think  I might 
almost  pass  over  the  next  part  of  my  paper,  because 
I have  dealt  with  private  businesses,  I should  think 
almost  ad  nauseam.  Then  I say  in  section  (g)  that 
I have  no  strong  views  upon  the  order  of  debt  re- 
payment, except  that  I think  it  might  be  desirable 
first  to  reduce  the  Floating  Debt  to  such  an  amount 
as  might,  under  present  conditions,  be  considered 


392 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


7 January,  1925.] 


Mr.  William  Worship  Paine. 


[Continued. 


normal,  and  next  to  redeem  the  shorter  dated  securi- 
ties. I want  t-o  get  rid  of  the  impression  which  I 
think  has  crept  into  some  of  our  friends’  minds, 
that  a Floating  Debt  is  an  altogether  objectionable 
thing.  No  doubt  the  Floating  Debt  during  the  War 
was  a source  of  danger,  because  of  its  very  large 
extent,  but  really  we  could  not  get  along  without  a 
Floating  Debt.  It  seems  a strange  thing  to  say,  but 
a Floating  Debt  is  a most  useful  thing  from  the 
point  of  view  of  the  community  and  of  the  banking 
interest,  and  while  one  would  like  to  see  it  confined 
to  a proper  Emit,  in  the  neighbourhood  of 
£500,000,000  to  £750,000,000,  I do  not  want  to  see 
it  swept  away  at  all. 

5341.  Sir  Charles  Addis:  What  is  in  your  mind 
when  you  talk  about  a normal  amount?  Do  you 
mean  what  prevailed  before  the  War,  as  modified 
by  the  existing  state  of  affairs? — Yes,  that  is  what  I 
should  take  it  to  be. 

5342.  Or  would  you  regard  it  as  having  some  rela- 
tion to  the  amount  of  commercial  bills? — That  would 
be  a variable  quantity;  it  would  depend  so  much 
on  the  state  of  trade  at  a particular  time. 

5343.  Therefore,  I suggest  that  the  amount  of 
Treasury  Bills,  for  example,  might  vary  in  propor- 
tion to  the  amount  of  commercial  bills? — Yes,  I 
should  think  that  would  bo  right. 

5344.  So  that  the  total  of  Treasury  Bills  and  com- 
mercial bills  together  might  remain  approximately 
what  it  was  in  normal  times? — Yes,  for  banking 
purposes. 

5345.  That  is  what  you  mean  by  normal? — Yes. 

5346.  I take  it  your  reference  therefore  is  rather 
to  Treasury  Bills  than  to  the  Floating  Debt  as  a 
whole? — Yes.  If  a Capital  Levy  were  imposed,  I 
do  not  consider  that  any  great  additional  hardship 
would  be  involved  by  powers  being  taken  to  redeem 
compulsorily  the  appropriate  part  of  the  War  debts 
by  drawings  or  otherwise.  I really  do  not  attach 
very  much  importance  to  that.  Then  I have  only  a 
word  or  two  to  add.  Apart  from  any  question  of  the 
justice  or  fairness  of  the  levy,  there  is  no  doubt 
but  that,  if  certain  vital  considerations  are  ignored 
or  kept  in  the  background,  an  attractive  theoretical 
case  can  be  made  for  it.  But  the  more  closely  it  is 
looked  into  from  a practical  point  of  view  the  greater 
and  more  formidable  'become  the  objections  to  it. 
It  has  to  be  borne  in  mind  that  never  has  anything 
of  the  kind  been  attempted  on  a similar  scale,  and 
it  is  quite  impossible  to  foresee  all  the  reactions 
that  it  may  have.  It  should  also  not  be  forgotten 
that  as  a country  dependent  for  our  existence  upon 
trade  instead  of  the  produce  of  our  soil,  and  upon 
our  position  as  the  money  market  of  the  world,  we 
are  the  last  counti'y  which  can  afford  to  rum  the  risk 
of  a hazardous  experiment  of  this  kind. 

As  it  has  been  suggested  more  than  once,  I do  not 
know  with  what  justification,  that  the  great  majority 
at  all  events  of  political  economists  are  in  favour  of 
a Capital  Levy,  I wish  to  put  formally  in  evidence 
the  report,  of  which  I produce  a copy  ( copy  handed 
in),  of  various  eminent  professors  in  the  U.S.A. 
(whose  names  are  annexed  thereto)  who  were  ap- 
pointed by  the  American  Economic  Association  in 
1918  to  consider  and  report  upon  the  proposal  for  a 


Capital  Levy  in  that  country.  The  whole  report  is 
instructive,  but  I quote  the  following  final  paragraph : 

“It  is  realised  that  the  foregoing  analysis  is 
far  from  exhaustive,  but  it  reveals  so  many 
serious  objections  to  the  Capital  Levy  that  we 
do  not  hesitate  to  report  that,  in  our  opinion, 
such  a measure  has  no  proper  place  in  a financial 
plan  for  a country  in  the  present  position  of  the 
United  States.  As  an  alternative  to  repudiation 
in  a country  on  the  verge  of  bankruptcy  some- 
thing can  be  said  for  the  plan.  For  ai  nation, 
solvent  and  unembarrassed,  it  possesses  no 
attraction.” 

I should  like  to  finish  by  saying  this.  If  by  a 
Capital  Levy  the  burden  on  industry  can  be  removed 
only  to  the  extent  of  Is.  or  Is.  6d.  in  the  £,  is  the 
experiment  worth  the  result?  I do  not  think  I have 
anything  else  that  I can  usefully  add. 

5347.  Mrs.  Wootton:  You  say  near  the  end  of  yoar 
paper  that  “the  object  of  the  levy  is  stated  to  be  to 
remove  the  burden  of  taxation  upon  industry.”  Can 
you  refer  me  to  any  specific  statements  of  that  kind 
in  the  various  books  which  have  been  published  on 
the  levy  r — In  many  speeches,  reports  of  which  I have 
read,  and  in  several  of  the  debates  which  I Have 
personally  attended,  that  has  been  put  forward  by  the 
advocates  of  the  levy  as  one  of  its  principal  objec- 
tives and  justifications.  I will,  however,  send  in 
later  a note  of  some  of  the  references  which  are  made 
in  the  pamphlets  published  by  Mr.  Pethick 
Lawrence  and  Dr.  Hugh  Dalton.* 

5348.  Chairman  : I am  sure  the  Committee  will  all 
agree  with  me  in  expressing  our  obligation  for  your 
interesting  paper  and  evidence.  Thank  you  very 
much. — I am  much  obliged  to  you;  I have  done  my 
best,  and  that  is  all  I can  do. 


* Extract  from  letter  dated  the  16th  January,  1025,  received 
from  Mr.  Paine : — 

In  Mr.  Pethick-Lawrence’s  pamphlet : “ A Levy  on  Capital  ” 
a great  many  passages  might  be  found  which  imply  that  one  of 
the  objects  of  a Capital  Levy  is  to  remove  the  burden  of  present, 
taxation  on  industry,  hut  the  principal  passages  occur  on  page  -10 
(where,  however,  he  was  dealing  with  Excess  Profits  Duty  and 
Corporation  Profits  Tax,  which  have  since  been  removed),  and  on 
page  85,  where  he  says  that  the  Capital  Levy  will  “ free  the 
industry  of  the  future  from  the  crushing  burden  of  debt.” 

The  passages  in  Dr.  Dalton’s  pamphlet : “ The  Capital  Levy 
Explained”  occur  at  the  foot  of  page  19,  where  he  speaks  of  the 
“growing  exasperation  of  public  opinion  at  the  stranglehold  of 
Debt  on  our  financial  life,”  and  on  page  28,  where  he  quotes, 
apparently  with  approval,  the  doctrine  of  Heine  in  1828,  that 
“ The  whole  of  England  has  become  one  vast  treadmill  in  which 
the  people  have  to  work  night  and  day  in  order  to  feed  their 
creditors.” 

I have  no  doubt  that  the  instances  could  he  multiplied  of  other 
passages  which  point  to  the  Capital  Levy  as  being  the  means  of 
removing  the  burden  of  taxation  on  industry. 

It  would  be  pertinent  for  me  perhaps  to  refer  to  the  amend- 
ment to  the  following  question  moved  by  Mr.  Pethiek-Lawrence 
on  behalf  of  the  Labour  Party  in  the  House  of  Commons  on  the 
2nd  April,  1924  : 

“ That  this  House  is  of  opinion  that  what  is  needed  is  not 
the  destruction  of  enterprise  hut  its  encouragement,  not  the 
frightening  away  of  capital  but  its  fruitful  use,  and  that 
a Capital  Levy  would  therefore  prove  disastrous  to  em- 
ployment.” 

Mr.  Pethick-Lawrence  said  ; “ I beg  to  move  to  leave  out  the 
words 

“would  therefore  prove  disastrous  to  employment  ” 
and  to  insert  instead  thereof  the  words : 

“ by  reducing  the  disastrous  burden  of  the  National  Debt 
and  thereby  relieving  the  load  of  annual  taxation,  would 
stimulate  industry  and  promote  employment.” 


( The  Witness  withdrew.) 


(The  Committee  adjourned.) 
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SEVENTEENTH  DAY. 


Tuesday,  3rd  February,  1925. 


Present  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 
Sir  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Mr.  HENRY  BELL. 

Proves s os  FRED  HALT,. 

Mr.  W.  L.  HICHENS. 


Mr.  H.  B.  LEES-SMITH,  M.P. 

Sir  WILLIAM  McLINTOCK,  K.B.E.,  C.V.O. 
Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  G.  ISMAY,  Assistant  Secretary. 


Dr.  Hugh  Dat.ton,  M.P.  (Sir  Ernest  Cassel  Reader  in  Commerce  in  the  University  of  London) 

called  and  examined. 

Evidence-in-chief  handed  in  by  Dr.  Dai, ton. 


1.  In  view  of  the  wide  terms  of  reference  of  the 
Committee  and  the  large  amount  of  evidence  which 
has  already  been  taken,  I propose  to  confine  myself 
to  certain  questions,  which  appear  to  me  to  be  of 
outstanding  importance  and  interest. 

The  External  Debt. 

2.  The  service  of  the  debt,  internal  and  external 
together,  absorbs  more  than  half  the  tax  revenue 
of  the  country.  Tho  burden  of  the  external  debt  is 
obvious.  It  is  mainly  represented  by  a tribute  from 
this  country  to  America,  the  United  States  Govern- 
ment being  our  principal  external  creditor.  The 
service  of  the  American  debt  also  involves  a con- 
stant pressure  on  the  New  York  exchange,  tending 
to  depreciate  sterling  in  terms  of  the  dollar.  This 
aspect  of  the  matter  will  become  much  more  serious 
if,  as  seems  likely,  a free  gold  market  is  shortly 
re-established  in  this  country.  For  there  wili  then 
be  a constant  danger  of  an  external  drain  on  the 
Bank  of  England’s  gold  reserves.  The  raising  of  the 
Bank  Rate,  which  is  the  traditional  defence  against 
such  a danger,  may  often  be  inadvisable  from  the 
point  of  view  of  our  internal  trade.  The  arrange- 
ments under  which  the  American  debt  was  funded 
by  Mr.  Baldwin  provided  for  repayment  over  a 
period  of  62  years  (i.e.,  until  1985)  bjT  means  of  a 
cumulative  sinking  fund.  It  is  very  desirable  to 
lighten  this  burden  and  to  Shorten  the  period  of 
repayment  without  increasing  the  pressure  on  the 
exchange,  and  I suggest  that  all  receipts  from 
German  Reparations  and  Inter-Allied  debts  should 
be  earmarked  for  reduction  of  the  principal  of  the 
American  debt.  This  would  partially  shift  the 
pressure  on  the  New  York  exchange  from  this 
country  to  Germany  and  our  ex-Allies. 

Burden  of  the  Internal  Debt. 

3.  The  [burden  of  the  internal  debt  is,  perhaps,  less 
obvious.  It  is  apt  to  be  obscured  for  two  reasons, 
first,  because  the  service  of  the  debt  appears  to 
involve  only  a redistribution  of  income  within  the 
country  and,  second,  because  War  Loan  scrip  and 
similar  titles  to  money,  being  used  to  some  extent 
as  collateral  for  bank  loans,  are  sometimes  mistaken 
for  real  wealth.  But  the  burden  is,  none  the  less, 
a very  serious  on©  and  manifests  itself  in  various 
forms  : — 

(n)  The  service  of  the  internal  debt  involves,  on 
balance,  a transfer  of  wealth  from  the 
poor  to  the  rich,  since  the  average  tax- 
payer is  poorer  than  the  average 


recipient  of  debt  interest.  The  already 
great  inequality  of  incomes  is,  therefore, 
aggravated. 

(b)  It  involves  a transfer  from  the  young  to  the 

old,  since  the  average  taxpayer  is  younger 
than  the  average  recipient  of  debt 
interest.  A special  burden  is,  therefore, 
cast  upon  the  younger  generation,  includ- 
ing ex-service  men,  for  the  benefit  of  the 
older  generation,  including  those  who 
stayed  at  home  and  made  mone3'  out  of 
the  War. 

(c)  Tt  involves  a transfer  from  the  active  to  the 

passive  elements  in  the  economic  life  of 
the  community,  since  much  taxation  falls 
upon  those  who  work  and  undertake  pro- 
ductive risks,  while  much  debt  interest 
accrues  to  persons  who  are  not  actively 
engaged  in  production.  Work  and  risk 
taking  are,  therefore,  penalised  for  the 
benefit  of  accumulated  wealth.  New 
saving  lis  similarly  penalised. 

(d)  It  checks  investment  in  human  capital,  such 

as  improved  educational  and  health 
services,  and  encourages  false  economies  in 
these  directions,  since  it  is  difficult  for 
Chancellors  of  the  Exchequer  to  find  money 
for  such  beneficial  enterprises.  Pro- 
duction is,  therefore,  diminished  by  our 
failure  to  make  full  use  of  our  human 
resources. 

4.  It  may  be  added  that  the  continued  existence 
of  so  large  a debt  creates  a sense  of  injustice  in  the 
minds  of  a large  section  of  the  population.  This  also 
acts  as  a drag  upon  production.  Moreover,  so  long 
as  the  ddbt  remains  large,  we  are  running  a serious 
risk  of  a correspondingly  large  increase  in  its  rea1 
burden  and  in  the  rates  of  taxation  required  to  meet 
the  debt  charges.  Any  considerable  fall  in  the  level 
of  prices  would  create  an  unpleasant  situation  of  this 
kind  and  he  would  be  a rash  man,  who  would  rule 
such  a possibility  out  of  account.  As  a corrective  to 
ill-founded  optimism,  [based  on  false  analogies  from 
history,  it  is  also  well  to  point  out  that  the  popula- 
tion of  this  country  is  rapidly  tending  to  become 
stationary  and,  if  there  is  much  emigration,  may 
quite  possibly  decline  within  the  next  thirty  years. 
There  is,  therefore,  no  prospect  of  any  appreciable 
reduction,  through  growth  of  numbers,  in  the  burden 
of  the  debt  per  head  of  the  population.  I conclude 
that  one  of  the  most  pressing  tasks  of  the  immediate 
future  is  to  secure  a large  reduction  in  the  internal 
debt. 
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The  Floating  Debt. 

5.  Apart  from  the  general  question  of  debt 
reduction,  the  Floating  Debt  should  be  rapidly 
reduced.  The  present  volume  of  Treasury  Bills,  and 
the  constant  problem  of  renewing  them,  are  a fre- 
quent source  of  uncertainty  to  the  Treasury  and  of 
disturbance  to  the  Money  Market  and  the  Bank  of 
England,  which  is  always  liable  to  be  faced  with  a 
demand  at  short  notice  for  Ways  and  Means 
Advances.  Regular  weekly  sales  of  Treasury  Bonds, 
on  a larger  scale  than  hitherto,  would  soon  bring 
about  the  required  result,  without  any  necessity  for 
a big  Funding  Loan.  As  to  whether  a reduction  of 
Treasury  Bills  would  have  any  deflationary  effect  on 
the  volume  of  bank  credits,  I have  an  open  mind. 
The  question  seems  to  turn  more  on  the  actual  prac- 
tice of  bankers  than  on  strict  logic.  But,  even  if  it 
had  this  effect,  it  would,  within  limits,  be  helpful  in 
the  near  future,  in  view  of  the  prospect  of  rising 
prices  combined  with  a return  to  the  gold  standard. 
For  it  would  reduce  the  prospective  difficulties  of  the 
Bank  of  England  and  help  to  prevent  a trade  boom 
from  going  too  far. 

Methods  oe  reducing  the  burden  of  Debt.  The 
Capital  Levy. 

6.  There  are  various  possible  methods  of  reducing 
the  burden  of  the  internal  debt.  I believe  that  much 
the  most  satisfactory  of  these,  on  balance,  is  the 
Capital  Levy.  I am  in  agreement  with  Mr.  Keynes 
that  this  “ is  the  rational,  the  deliberate  method. 
But  it  is  difficult  to  explain,  and  it  provokes  violent 
prejudice  by  conning  into  conflict  with  the  deep 
instincts  by  which  the  love  of  (money  protects 
itself.  ...  A levy  is  from  the  practical 
view'  perfectly  feasible,  and  is  not  open  to  more 
objection  than  any  other  new  tax  of  like  magni- 
tude. ...  It  is  to  be  regarded  as  the  fairest  and 
most  expedient  method  of  adjusting  the  burden  of 
taxation  between  past  accumulations  and  the  fruits 
of  present  efforts,  whenever,  in  the  general  judgment 
of  the  country,  the  discouragement  to  the  latter  is 
excessive.”  ( Tract  on  Monetary  Itejorm,  pp.  65-70.) 

7.  But  I understand  that  the  Committee  does  not, 
at  this  stage,  wish  to  receive  evidence  concerning  this 
particular  solution  of  the  difficulty.  If,  however, 
the  Capital  Levy  is  not  adopted,  the  debt  will  require 
vigorous  handling  by  other  means.  So,  too,  would 
the  residue  of  debt  which  a Capital  Levy  would  leave 
unredeemed,  though  in  this  case  the  problem  would 
be  much  less  urgent. 

Conversion. 

8.  The  reduction  of  the  annual  interest  charge 
which  W'e  can  hope  to  achieve  in  the  near  future  by 
the  conversion  of  maturing  debt  is  not  so  large  as 
is  often  supposed.  The  amount  of  internal  debt 
maturing  in  the  next  10  years  (including  debt  which 
may,  but  need  not,  be  paid  off  within  this  period, 
but  excluding  Savings  Certificates)  is  £4,106  millions. 
Of  this  total  £165  millions  bear  interest  at  5J  per 
cent.,  £2,698  millions  at  5 per  cent.,  £134  millions 
at  4-5-  per  cent.,  £256  millions  at  4 per  cent.,  £63 
millions  at  35  per  cent.,  £16  millions  at  3 per  cent., 
while  the  remainder  is  Floating  Debt.  It  is  unlikely 
that  there  will  be  any  scope  for  downward  conver- 
sion, except  on  the  5J  per  cent,  and  5 per  cent,  debt 
and,  in  default  of  straightforward  repayment,  upward 
conversion  will  be  necessary  on  some  of  the  other 
items.  With  the  national  credit,  as  measured 
(inversely)  by  the  rate  of  interest  at  which  the  Gov- 
ernment can  borrow,  standing  at  45  per  cent.,  the 
maximum  annual  saving  in  interest  would  ibe’ only 
£15  millions,  and  with  the  national  credit  at  4 per 
cent,  the  maximum  annual  saving  would  be  £.30 
millions.  But,  against  .any  saving  in  interest  charges 
tin  ough  conversion,  must  be  set  the  consequential  loss 
to  the  Exchequer,  in  Income  Tax  and  Super-tax.  At 
present  rates  this  loss  will  amount  to  at  least  one 


quarter  of  the  interest  saved.  This  reduces  the 
maximum  net  saving  through  conversion  during  the 
next  10  years  to  £12  millions  or  £23  millions  a year, 
respectively,  .according  as  w'e  assume  a 41  per  cent, 
or  a 4 per  cent,  rate  of  interest  throughout  this 
period.  But  at  present  the  Government  can  barely 
borrow  at  45  per  cent,  on  long  term  securities  and 
a trade  revival,  by  diverting  funds  from  gilt-edged 
stocks  to  industry,  will  tend  to  raise  the  rate  of 
interest.  If  we  are  to  exploit  to  the  full  the  oppor- 
tunities for  conversion,  it  is  essential  to  create  a 
strong  demand  for  Government  securities  and  thus 
to  raise  the  national  credit.  Such  a policy  involves 
big  Sinking  Fund  operations  during  the  next  few 
years. 

9.  Conversions  which  take  tho  form  of  issuing  new 
stock  below  pur,  or  below  the  price  of  eventual  repay- 
ment, are  open  to  strong  objection.  They  may 
reduce  the  annual  interest  charge,  but.  by  increasing 
the  ultimate  liability  of  the  State  they  are  a 
thriftless  discounting  of  the  future.  Mr.  Churchill’s 
recent  conversion,  of  5J  per  cent.  Exchequer  Bonds 
into  3J  per  cent.  Conversion  Loan,  is  the 
latest  example  of  this  unsound  policy.  In  order  to 
facilitate  future  conversions,  which  shall  be  free  from 
this  undesirable  feature,  I suggest  that  special  steps 
be  taken  to  raise  the  market  value  of  45  per  cent. 
Conversion  Loan  and  of  4 per  cent.  Victory  Bonds, 
two  securities,  additional  issues  of  which,  at  par, 
might  well  he  made,  when  national  credit  reaches  a 
45  per  cent,  and  4 per  cent,  basis  respectively.  For 
the  4-J  per  cent.  Conversion-  Loan  a statutory 
Sinking  Fund  of  2 per  cent,  per  annum  of  the  amount 
outstanding,  so  long  as  the  price  remains  below  par, 
might  be  created,  such  as  is  now  provided  for  tho 
35  per  cent.  Conversion  Loan.  A similar  Sinking 
Fund  might  be  created  for  Victory  Bonds,  in  addi- 
tion to  the  annual  drawings  at  par  which  now  take 
place,  and  those  Bonds,  now  amounting  to  more  than 
£30  millions,  which  have  been  tendered  in  payment 
of  Death  Duties  and  are  now  held  by  the  Treasury 
until  they  are  drawn,  might  be  cancelled  forthwith, 
so  as  to  increase  the  chance  of  other  holders’  Bonds 
being  drawn.  It  is  a further  argument  in  favour 
of  attaching  specific  statutory  Sinking  Funds  to 
particular  sections  of  the  debt  that  “ the  raiding  of 
the  Sinking  Fund  ” by  unprincipled  politicians  is 
thereby  made  more  difficult. 

Sinking  Fund. 

10.  I regard  the  present  Sinking  Fund  of  £50 
millions  a year  as  quite  inadequate.  If  it  is  to  be 
regarded  as  noil-cumulative,  it  will  take  nearly  150 
years  to  pay  off  the  debt.  This  is  an  intolerable 
prospect.  I consider  it  essential  that  any  Sinking 
Fund  should  be,  at  least  to  some  extent,  cumulative 
and  that  it  should  start  from  a higher  initial  figure. 
I should  regard  £100  millions  a year  as  tho 
minimum,  which  should  be  provided  at  the  present 
time.  A fully  cumulative  Sinking  Fund,  starting 
at  this  figure  would  pay  off  the  whole  debt  in  about 
thirty  years.  This  would  be  an  -achievement  well 
worth  aiming  at  and  the  period  is  short  enough  to 
appeal  to  the  imagination  of  many  people  now 
living.  In  default  of  a Capital  Levy,  I should  sup- 
port such  a scheme,  or  alternatively,  a Sinking 
Fund  not  quite  so  strongly  cumulative,  supple- 
mented by  a plan  for  the  compulsory  creation  of 
terminable  annuities,  which  is  explained  in  para- 
graph 12  below. 

The  Burden  of  Taxation  for  Interest  and  Sinking 
Fund. 

11.  It  is  idle  to  speak  of  the  burden  of  taxation, 
regardless  of  the  benefit  of  the  corresponding  public 
expenditure.  No  sensible  person  speaks  of  tho 
“ burden  ” of  drawing  cheques,  regardless  of  the 
purposes  for  which  they  are  drawn.  Taxation 
devoted  to  payment  of  interest  on  the  debt  may, 
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or  may  not,  diminish  capital.  The  question 
depends,  in  the  first  instance,  on  how  much  of  the 
money  taken  in  taxation  would  hare  been  saved  by 
the  taxpayers,  and  on  how  much  of  the  money  re- 
ceived as  interest  is  actually  saved  by  the  recipients. 
The  result  is  doubtful.  But  taxation  devoted  to 
repayment  of  debt  certainly  increases  capital.  For 
there  can  be  no  doubt  that  practically  all  those  who 
are  paid  off  reinvest  the  money  received,  whereas 
much  of  the  money  taken  in  taxation  would  have 
been  spent,  and  not  saved,  if  it  had  remained  at 
tho  disposal  of  the  taxpayers.  It  would,  therefore, 
seem  clear  that  vigorous  Sinking  Fund  operations 
promote  the  accumulation  and  cheapening  of 
capital  by  diverting  funds,  on  balance,  from 
spenders  to  savers.  It  is,  however,  sometimes 
objected  that  these  operations  also  divert  funds 
from  industrial  to  gilt-edged  securities  and  thereby 
damage  industry.  I am  not  impressed  by  this  arrgu- 
ment.  There  is  no  sharp  division  between  investors 
in  industrial  and  gilt-edged  securities  respectively. 
Many  people  hold  some  of  both  and,  if  the  relative 
attractiveness  of  industrials  rose,  as  it  would  do  on 
the  hypothesis  put  forward,  a diversion  from  gilt- 
edged  to  industrials  would  naturally  follow  and  things 
would  correct  themselves.  It  is  common  knowledge 
that  the  recent  fall  in  the  yield  on  gilt-edged 
securities  has  driven  many  previously  blameless  in- 
vestors into  industrials.  Moreover,  in  as  far  as  the 
supply  of  gilt-edged  securities  is  being  reduced  by 
Sinking  Fund  operations,  it  is  difficult  to  sec  how  a 
larger  supply  can  be  held  by  the  public. 

Taxation  anb  the  State  of  Trade  and  Employment. 

12.  The  effects  of  taxation  on  the  state  of  trade 
and  employment  are  often  grossly  exaggerated. 
Cycles  of  good  and  bad  trade  are  due  to  many 
causes,  of  which  taxation  and  public  expenditure  are 
among  the  least  important.  Business  men  have 
received  large  remissions  of  taxation  since  1918, 
including  the  reduction  of  the  standard  rate  of 
Income  Tax  from  6s.  to  4s.  6d.  in  the  £,  and  the 
repeal  of  the  Excess  Profits  Duty,  the  Corporation 
Profits  Tax  and  the  Inhabited  House  Duty.  But 
trade  and  employment  are  in  a far  worse  state  to-day 
than  they  were  five  or  six  years  ago.  When  trade 
is  good,  a heavy  burden  of  taxation  can  be  carried 
easily  by  business  men;  when  trade  is  bad,  even  a 
light  burden  will  seem  intolerable.  As  regards  em- 
ployment, it  is  a common  delusion  that  taxation 
curtails  it  by  reducing  the  taxpayers’  purchasing 
power.  For  this  reduction  is  exactly  balanced,  in 
the  aggregate,  by  the  increase  in  the  purchasing 
power  of  those  who  benefit  from  public  expenditure, 
such  as  holders  of  War  Loan,  old  age  pensioners  and 
military  contractors. 

Income  and  Super-tax. 

13.  The  present  annual  yield  of  Income  and 
Super-tax  (£326  millions)  is  only  slightly  greater  than 
tho  present  annual  interest  charge  on  the  debt  (£305 
millions),  and  falls  short  of  the  present  annual  charge 
for  interest  and  Sinking  Fund  combined  (£360  mil- 
lions). In  1913-14  Income  and  ‘Super-tax,  yielding 
£47.  millions,  covered  the  total  debt  charges,  £25 
millions,  nearly  twice  over.  Now,  broadly  speaking) 
it  is  the  Income  Tax  payers  who  themselves  receive 
the  interest  on  the  debt.  Leaving  external  debt  out 
of  account,  the  collection  of  Income  and  Super-tax 
and  the  payment  of  interest  resolve  themselves  into 
mere  transfers  of  wealth  within  a comparatively 
small  . section  of  the  community.  The  present 
situation,  therefore,  is  that  Income  and  Super-tax 
payers,  as  such,  have  practically  ceased  to  make  any 
contribution  to  the  current  expenses  of  the  country, 
as  represented  by  the  Supply  Services.  Having 
legard  to  this  state  of  affairs,  and  to  the  general 
distribution  of  wealth  and  of  the  burden  of  other 

axes,  it  would  seem  both  inequitable  and  undesirable 
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that  any  further  reduction  in  the  net  yield  of  Income 
and  ‘Super-tax  should  be  permitted  until  the  debt 
has  been  substantially  diminished. 

14.  But,  subject  to  the  condition  that  the  present 
aggregate  yield  of  Income  and  Super-tax  should  be 
maintained,  certain  readjustments  might  be  made, 
so  as  to  redistribute  the  burden  more  satisfactorily 
and  do  something  to  encourage  saving.  I suggest  in 
particular,  the  following  reliefs  : (a)  an  increase  in 
the  exemption  limit;  (6)  an  increase  in  child  allow- 
ances, and  (c)  a reduction  in  the  rate  of  tax  on 
undistributed  profits.  As  regards  (a),  this  form  of 
relief  gives  an  equal  benefit,  in  terms  of  money,  to 
all  Income  Tax  payers,  whatever  their  wealth. 
This  appears  to  me  to  be  preferable  to  a reduction  in 
the  standard  rate,  the  benefit  of  which  increases  with 
a man’s  wealth.  I do  not  consider  the  principle  of 
“ to  him  who  hath  shall  be  given  ” to  be  a sound 
one  in  the  distribution  of  relief  from  taxation.  A 
further  argument  for  raising  the  exemption  limit, 
is  that  the  cost  of  collecting  small  sums  from  person* 
just  above  the  present  limit  is  abnormally  high  and 
amounts  to  over  20  per  cent,  of  the  revenue  obtained, 
whereas  for  the  Income  and  Super-tax  generally 
the  cost  of  collection  is  less  than  2 per  cent,  of  the 
yield.  As  regards  (6),  the  burden  of  Income  Tax 
falls  very  unequally  upon  taxpayers  of  equal 
incomes  but  unequal  family  responsibilities.  An 
increase  in  the  present  child  allowance  would  do  a 
little  to  diminish  this  inequality.  As  regards  (c), 
a genuine  encouragement  to  saving  would  result, 
though  care  would  need  to  be  taken  to  prevent  fraud 
through  the  formation  of  one-man  companies,  etc. 
But  the  Inland  Revenue  authorities  are  already 
armed  with  powers  to  deal  with  similar  attempts  to 
dodge  Super-tax.  The  loss  of  revenue  under  (a), 

( b ) and  (c)  should  be  made  good  by  a steepening  of 
the  rates  of  Super-tax,  by  a reduction  of  the  lower 
limit  of  liability  to  Super-tax  from  £2,000  to  £1,500 
a year,  and  by  the  abolition  of  the  three  years’ 
average  in  assessments  to  Income  Tax  Schedule  D, 
which  is  desirable  on  other  grounds  and  would  benefit 
the  Exchequer  in  a period  of  improving  trade  such  as 
the  present. 

15.  With  the  debt  standing  at  its  present  figure, 

I do  not  consider  that  any  further  reduction  in 
the  standard  rate  of  Income  Tax  should  be  made 
Such  .a  reduction  would  only  in  part  increase  saving. 
In  part  it  would  release  sums  which  would  be  spent, 
especially  by  the  richer  taxpayers,  in  extravagant 
consumption,  which  the  country  cannot  afford.  It 
may  be  added  that  plenty  of  new  capital  appears  to 
be  available,  at  current  rates,  to  finance  new  under- 
takings. 

Death  Duties. 

16.  I regard  the  Death  Duties  as  a source  of 
revenue  which  should  be  considerably  developed. 
Inherited  wealth  is  wholly  unearned  and,  in  excess 
of  a moderate  amount,  it  encourages  idleness  and 
thriftlessness  in  its  recipients.  It  is,  therefore,  a 
peculiarly  appropriate  object  of  taxation.  The 
argument  that  Death  Duties  are  paid  out  of  capital 
is  greatly  weakened  by  the  growing  habit  of  insuring 
against  them  in  advance,  and  their  payment  by 
transfer  of  government  securities  (or  land)  is  very 
convenient  and  might  be  further  facilitated.  I 
believe  that  the  anticipation  of  posthumous  payment 
of  Death  Duties  discourages  work  and  saving  to  a 
much  slighter  extent  than  the  anticipation  of 
recurrent  payments  of  Income  Tax  on  this  side  of  the 
grave.  On  the  other  hand,  the  prospect  of  heavy 
Death  Duties  will  stimulate  those  who  are  waiting 
for  a windfall  of  inherited  wealth  to  work  harder 
and  to  save  more  than  they  would  otherwise  do. 

17.  I suggest  that  the  Estate  Duty  should  be 
increased  and  more  steeply  graduated,  and  that  the 
existing  Legacy  and  Succession  Duties  should  be 
replaced  by  a single  duty,  which  might  be  called  the 
Inheritance  Duty,  graduated,  not  according  to  the 
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relationship  of  the  inheritor  to  the  deceased,  but 
according  to  the  net  aimount  received,  after  payment 
of  Estate  Duty,  by  the  inheritor.  Special  considera- 
tion could* be  shown  to  surviving  spouses  and  children 
of  the  deceased  by  giving  them  an  allowance,  free  of 
Inheritance  Duty,  up  to,  say,  £2,000.  The  period 
before  a person’s  death,  within  which  gifts  inter  vivos 
should  be  liable  to  Estate  Duty,  should  be  increased, 
as  was  proposed  by  Mr.  Lloyd  George  in  the  first 
draft  of  his  1909  Budget.  I should  look  to  an  increase 
in  the  yield  of  the  Death  Duties  for  the  greater  part 
of  the  increase  in  revenue  required  in  order  to  raise 
the  initial  Sinking  Fund  for  the  internal  debt  to 
£100  millions  a year. 

The  Rignano  Plan  and  the  Compulsory  Creation 
op  Terminable  Annuities. 

18.  The  Committee  is  doubtless  familiar  with  the 
plan  for  the  taxation  of  inherited  wealth  which  was 
first  proposed  by  the  Italian  economist  Rignano. 
The  essence  of  this  plan  is  to  differentiate,  for  pur- 
poses of  Death  Duties,  between  that  part  of  the 
deceased’s  wealth  which  had  been  inherited  by  him 
and  that  part  which  had  been  created  by  his  own  work 
and  saving.  The  former  part  would  then  be  taxed 
more  heavily  than  the  latter.  If  this  plan  were 
administratively  feasible — and  I suggest  that  the 
Committee  should  take  evidence  on  this  point  from 
the  Inland  Revenue  authorities — its  effect  would  be 
to  stimulate  work  and  saving  among  those  who  had 
themselves  inherited  wealth  and  who  desired  to  make 
provision  for  their  families.  ■ It  would,  therefore, 
stimulate  production.  The  introduction  of  this  prin- 
ciple into  the  Death  Duties  would,  therefore,  go  far 
to  remove  the  current  objection  that,  in  their  present 
form,  they  tend  to  check  production. 

19.  I suggest  for  the  consideration  of  the  Com- 
mittee, with  special  reference  to  the  problem  of  debt 
reduction,  the  following  simple  scheme,  which  appears 
to  present  very  few  administrative  difficulties  and 
which  is  equivalent  in  substance  to  the  Rignano  plan. 
The  scheme  would  operate,  in  effect,  as  an  additional 
Death  Duty.  Let  a certain  proportion  of  every 
estate  passing  at  death  be  compulsorily  exchanged 
with  the  Inland  Revenue  authorities  for  terminable 
annuities  to  be  issued  by  the  Treasury.  These 
annuities  might  either  be  terminable  with  the  life  of 
the  inheritor  or,  in  order  to  render  them  more  easily 
negotiable  and  to  secure  greater  equity  as  between 
inheritors,  might  have  a fixed  term,  say,  twenty 
years  from  the  date  of  issue.  The  annual  incolme 
attaching  to  these  annuities  would  be  equal  to  the 


5349.  Chairman : We  will  take  your  evidence-in- 
chief clause  by  clau.se;  perhaps  you  will  amplify  the 
points  .as  yon  go  along,  and  then  questions  .will  be 
asked  you  on  each  clause? — Yes.  The  first  point 
which  I deal  with  is  the  external  debt.  The  burden 
of  the  external  debt  is  so  obvious  that  there  is  very 
little  to  be  said  about  it.  It  is  quite  clear  that  we 
have  to  hand  over  for  nothing  a large  quantity  of 
goods  and  services  .annually  to  the  Americans.  Inci- 
dentally, that  is  continually  tending  to  depress 
sterling  in  terms  of  the  dollar,  and  this  danger  on 
the  exchange  side  will  be  increased  in  a sense  if  we 
go  back  to  a free  gold  market,  because  you  will  then 
have  the  danger  of  the  external  drain  that  you  had 
before  the  War  when  export  of  gold  was  free.  The 
present  arrangement,  as  is  well  known,  of  course,  to 
the  Committee,  is  that  under  the  Baldwin  funding 
plan  repayment  proceeds  at  the  rate  of  £35,000,000 
a year  for  a few  years,  rising  to  £40,000,000  in  1932 
and  continuing  until  1985,  with  this  constant  pressure 
on  the  exchange  all  the  time.  My  practical  sugges- 
tion is  that  it  is  very  desirable  to  shorten  the  period 
of  repayment  if  we  can  do  so  without  increasing  the 
pressure  on  the  exchange.  If  we  endeavour  to  shorten 


annual  value  of  the  wealth  surrendered  in  exchange 
for  them.  (The  capital  value  would,  of  course, 
generally  be  less  than  that  of  the  wealth  surrendered.) 
Only  certain  forms  of  wealth  would  be  accepted  in 
exchange  for  these  annuities,  such  as,  e.g.,  Govern- 
ment securities,  other  approved  securities,  and  cash. 
The  Government  securities  would  be  cancelled  on 
receipt,  thus  reducing  the  debt;  the  other  approved 
securities  would  be  gradually  realised  and  the  pro- 
ceeds applied  to  debt  reduction;  cash  would  be  simi- 
larly applied  to  debt  reduction.  The  Government 
would  thus,  in  effect,  issue  terminable  annuities  in 
exchange  for  the  cancellation  of  an  amount  of  debt 
of  equal  annual  value.  The  proportion  of  the  debt 
consisting  of  such  annuities  would  gradually  increase 
and,  after  a period  of  twenty  years  from  the  inception 
of  the  scheme,  a quantity  of  these  annuities  would  ho 
running  off  annually. 

20.  Inheritors  would  receive  these  annuities  as  part 
of  their  inheritance.  They  would  be  stimulated, 
by  the  prospect  of  the  annuities  running  out,  to  work 
and  save  in  order  to  make  good  the  prospective  loss 
of  income.  The  annuities  would  also  be  readily 
negotiable,  though  their  sale  would  involve  an  im- 
mediate diminution  of  income  and  many  holders 
would  probably,  therefore,  prefer  not  to  sell. 

Taxation  and  the  Distribution  or  Wealth. 

21.  The  effects  of  taxation  upon  the  distribution 
of  wealth  between  persons  and  social  classes  is  not 
less  important  than  its  effects  upon  production. 
For  a less  unequal  distribution  of  wealth  is  not  less 
important  than  an  increased  production.  The  dis- 
tribution of  the  burden  of  taxation  must,  therefore, 
take  account  of,  and  be  adjusted  to,  the  distribution 
of  wealth.  I anticipate  that  the  Committee  will 
already  have  caused  a statistical  investigation  to  bo 
made  into  the  proportions  of  their  income  which 
various  sections  of  the  community  pay  in  taxation. 
The  investigations  of  'Sir  Herbert  Samuel,  published 
in  1919,  showed  that  the  British  tax  system  was  at 
that  time  regressive  on  the  small  incomes,  that  is 
to  say  that,  below  a certain  level  of  income  (lying 
in  1919  between  £200  and  £500  a year)  the  poorer 
a man  was,  the  larger  the  proportion  of  his  income 
which  was  taken  in  taxation.  The  existence  of 
taxes  on  food  largely  accounts  for  this  state  of  things 
which,  from  the  point  of  view  of  distribution, 
cannot  be  justified.  The  reduction  of  food  taxes  in 
last  year’s  Budget  was  a step  in  the  right  direction 
and  should  be  followed  up,  at  the  earliest  possible 
moment,  by  the  final  repeal  of  those  taxes. 


the  period  eimpiy  by  increasing  the  payment  made 
from  our  own  resources,  that  would  still  further  tend 
to  depreciate  sterling  in  terms  of  the  dollar.  I sug- 
gest, however,  that  anything  that  we  manage  to  get 
from  our  ex-enemies  or  ex-Allies,  be  it  large  or  small, 
should  be  applied , to  reduce  the  principal  of  tho 
American  debt.  The  effect  of  that,  of  course,  would 
be  that  we  should  gradually  reduce  the  burden  both 
on  our  own  taxpayers  and  also  on  our  exchange.  At 
the  present  time,  as  you  are  aware,  the  £35,000,000 
■a  year  that  we  pay  is  nearly  all  interest.  There  is 
a cumulative  sinking  fund,  and  I think,  speaking 
from  memory,  it  is  now  about  £5,000,000  Sinking 
Fund  and  £29,000,000  interest,  or  something  of  that 
order.  If  we  were  able  to  make  big  repayments  of 
principal  in  anticipation  of  repayment  under  the 
Baldwin  funding  plan,  we  should  shorten  the  period 
more  than  might  be  imagined  at  first  sight,  because 
we  should  enlist  compound  interest  on  our  side,  and 
so  many  millions  paid  off  now  would  mean  a very 
much  larger  number  of  millions  not  requiring  to  be 
paid  at  the  end.  Further,  if,  in  effect,  we  continued 
to  pay  the  interest  on  the  American  debt  and  turned 
oyer  the  repayment  of  the  principal  to  the  Germane, 


iflNtPi'-ES  OF  EVIDENCE, 


397 


3 February,  1925.] 


Dr.  Hugh  Dalton,  M.P. 


[ Continued . 


tilie  French  and  the  rest,  that  will  mean  that  the 
interest  charge  will  dwindle  rapidly,  and,  so  far  as 
that  happens,  the  pressure  on  the  New  York  exchange 
would  be  relieved. 

5350.  Supposing  you  had  been  Chancellor  of  the 
Exchequer  at  the  time  of  Mr.  Baldwin,  how  would 
you  have  dealt  with  the  American  debt? — I am  not 
criticising  what  was  done ; I think  probably  it  was 
the  best  of  a bad  job.  1 am  only  thinking  now  of 
what  we  should  do  in  the  future,  taking  all  that  for 
granted. 

5351.  Sir  Charles  Addis : Your  suggestion  is  that 
we  should  continue  to  pay  the  interest? — Yes. 

5352.  And  the  sums  from  reparations  should  be 
devoted  to  paying  off  the  principal;  that  might  be, 
of  course,  at  a loss  of  interest? — How  so? 

5353.  The  American  debt  bears  interest  at  3 per 
cent.,  rising  to  3J  per  cent.;  if  the  rate  of  interest 
were  higher  here  your  proposal  would  involve  a loss, 
would  it  not? — A loss  as  compared  with  what?  The 
present  situation  is  that  we  pay  both  the  capital 
and  me  interest. 

5354.  But  we  pay  on  the  capital  at  the  rate  of 
3 per  cent,  to  3j  per  cent.  ? — Yes. 

5355.  We  might  have  to  borrow  money  at  4 per 
cent,  in  order  to  pay  it  off? — 1 am  not  suggesting 
borrowing  money.  I am  suggesting  that  we  should 
earmark  all  receipts  from  German  reparations  and 
inter-Allied  debts  for  reducing  the  principal  of  the 
American  debt,  and  thus  reducing  it  more  rapidly 
than  it  would  be  reduced  under  the  Baldwin  scheme. 

5356.  I quite  understand  the  suggestion.  I am  only 
asking  you  to  consider  whether  that  might  not  be 
rather  an  expensive  process;  that  the  money  which 
we  receive  in  the  way  of  reparations  might  be  em- 
ployed at  4 per  cent,  or  5 per  cent.,  and  that  being 
so,  would  it  not  be  .better  than  using  it  to  pay  off 
debt  which  is  only  costing  3 per  cent,  to  3i  per  cent.? 
— I suppose  it  would  otherwise  be  employed  in  reduc- 
ing taxation  here. 

5357.  That  would  be  one  of  the  ways? — I had  not 
contemplated  that  it  would  be  lent  in  any  sense, 

5358.  Sir  Alan  Anderson:  It  might  be  used  to  re- 
duce debt  here. — You  mean  it  might  be  applied  to 
the  internal  debt;  yes. 

5369.  Sir  Charles  Addis:  There  might  be  a more 
profitable  way  of  using  it  than  you  suggest? — Except 
that  you  do  not  get  any  exchange  advantage  from  re- 
paying your  internal  debt  as  you  would  on  this  sug- 
gestion of  mine,  owing  to  the  continual  pressure  on 
the  New  York  exchange  which  is  involved  in  the  pay- 
ment of  this  large  sum. 

5360.  That  can  only  be  true  if  the  balance  of  pay- 
ments were  insufficient  to  maintain  the  parity  of 
exchange? — Yes.  I have  not  gone  into  it  in  great 
detail,  but  clearly  you  may  have  a case  arising  in 
which  the  Bank  Rate  might  be  raised  after  the  free 
gold  market  has  been  restored,  simply  in  order  to 
maintain  the  exchange,  and  that  raising  of  the  Bank 
Rate  may  be  damaging  to  our  internal  trade,  although 
it  may  be  desirable  on  external  grounds. 

5361.  Sir  Alan  Anderson:  This  repayment  would 
not  be  made  in  dollars,  would  it;  it  would  be  made 
in  sterling  or  in  marks? — Yes. 

5362.  Would  you  not  have  to  come  on  the  exchange 
lo  get  it  out  to  America  to  repay  the  debt? — We 
should  in  effect  receive  marks  and  turn  marks  into 
dollars,  should  we  not? 

5363.  That  means  coming  on  the  exchange,  does  it 
not? — Not  our  exchange. 

5364.  Siv  Alan  Anderson:  Well,  on  the  dollar  ex- 
change. I am  not  an  expert,  but  ’is  not  it  impossible 
to  avoid  the  strain  on  the  exchange,  Sir  Charles? 
(Sir  Charles  Addis) : You  receive  gold  and  pay  gold 
under  Dr.  Dalton’s  scheme.  (Witness):  L suggest 
m the  last  sentence  that  the  carrying  out  of  my 
proposal  would  partially  shift  the  pressure  on  the 
New  York  exchange  from  this  country  to  Germany 
and  our  ex-Allies.  In  effect  yon  would  say,  instead 
cl  paying  these  people  sterling,  that  the  Germans 
shall  pay  them  marks. 
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5365.  Sir  Alan  Anderson : If  we  are  going  to  have 
gold  it  is  all  right? — Yes.  If  we  were  simply  to  pay 
in  gold  that  would  deplete  our  gold  reserves,  would  it 
not  ? 

Then  in  my  paragraph  3 1 just  summarise  the  bur 
deu  of  the  internal  debt  as  I see  it.  I think  the 
burden  of  the  external  debt  is  so  obvious  that  we 
probably  all  agree  about  that.  1 suggest  that  the 
burden  of  the  internal  debt  is  not  always  clearly 
apprehended,  because  its  service  appears  to  involve 
a mere  redistribution  of  income  within  the  country 
and  also  because  War  Loan  scrip  and  similar  titles 
tc  money  are  used  to  some  extent  as  collateral  for 
bank  loans,  and  that  leads  to  complication  and  some- 
times also,  I think,  to  misunderstandings.  The  way 
in  which  I see  the  burden  of  the  debt  is  as  follows  : 
In  the  first  place,  the  existence  of  the  debt  and  the 
existence  of  the  taxation  necessary  to  pay  for  the 
debt,  which  are  two  sides  to  the  same  operation,  in- 
volve a transfer  of  wealth  on  the  balance  from  the  poor 
to  the  rich.  On  the  whole  the  people  who  receive  in- 
terest on  the  debt  are  richer  than,  the  people  who  find 
the  money  through  taxation.  On  the  whole,  therefore, 
striking  a balance,  the  existence  of  the  debt  and  of 
the  taxation  necessary  to  meet  it  increases  the  in- 
equality in  the  distribution  of  wealth  which  in  my 
view  is  a bad  thing. 

In  the  second  place,  you  get  a transfer  on  balance 
from  the  younger  to  the  older  generation,  simply 
because  the  average  recipient  of  the  debt  interest  is 
older  than  the  average  taxpayer.  We  begin  to  pay 
taxes  at  a much  earlier  age  than  we  accumulate  hold- 
ings of  War  Loan.  The  result  of  that  is  that  a 
special  burden  is  cast  on  the  younger  generation, 
including  ex-service  men,  for  the  benefit  of  the  older 
people,  and  in  particular  for  those  who  remained 
at  home  and  were  richer  at  the  end  of  the  War  than 
at  the  beginning. 

In  the  third  place,  you  get  a transfer  from  the 
active  to  the  passive  elements  in  the  economic  life 
of  the  community.  That  is  very  familiar  in  the  form 
of  an  objection  to  high  taxation.  It  is  said  that  taxa- 
tion penalises  work,  penalises  new  savings,  penalises 
the  taking  of  risks,  many  of  which  are  remunerative 
and  desirable  to  be  taken.  That  is  quite  true.  On 
the  other  hand,  the  benefits  of  the  debt  accrue  very 
largely  to  old  people  who  have  retired  from  active 
business,  or  to  people  who  have  never  been  engaged 
in  active  business  at  all.  Broadly,  and  on  balance, 
the  active  are  required  to  subsidise  the  passive.  That 
is  a bad  thing;  it  penalises  the  active-minded  and  the 
active-bodied  people  and  acts  as  a drag  upon  pro- 
duction. 

Fourthly,  you  get  as  a result  of  your  debt  situation, 
a check  to  investment  in  human  capital  as  I have 
called  it;  that  is  to  say,  you  are  so  busy  paying 
interest  on  your  debt,  the  Chancellor  of  the  Ex- 
chequer is  naturally  so  obsessed  by  the  necessity  of 
balancing  his  Budget,  that  there  is  peculiar  difficulty 
in  getting  money  for  education,  in  getting  money  for 
health  services,  and  in  getting  money  for  housing, 
all  forms  of  expenditure,  which,  if  wisely  carried  out, 
would  increase,  even  from  a commercial  point  of 
view,  the  resources  of  the  community.  You  would 
get  a healthier,  more  efficient  and  better  educated 
people.  You  would  get  the  results  of  that  in  in- 
creased production.  But  there  is  great  difficulty  in 
getting  these  things  done,  or  even  in  maintaining  the 
present  scale  of  investment  in  human  beings,  owing 
to  this  continual  squeeze  to  balance  the  Budget,  and 
owing  to  the  consciousness  in  the  minds  of  the  people 
at  large  of  the  heavy  burden  of  taxation. 

Further,  the  existence  and  the  magnitude  of  tlio 
debt  is  now  getting  well  known.  Of  course,  so  long 
as  nobody  realised  it,  the  argument  that  I am  now 
using  did  not  apply.  But  now  that  politicians  and 
journalists  have  taken  to  talking  about  it,  the  con- 
tinued existence  of  the  debt  generates  a sense  of  in- 
justice in  the  minds  of  many  people,  who  feel  that 
the,y  are  paying  for  the  War  two  or  three  times  over. 
Quite  clearly  to  my  mind  this  means  an  additional 
drag  on  production,  since  you  have  the  opinion  widely 
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diffused  among  your  workers  tliat  a great  part 
of  the  wealth  which  they  produce  is  merely  handed 
over  to  holders  of  War  Loan. 

Finally,  the  mere  continuance  of  debt  involves  you 
iu  a big  risk  connected  with  the  movements  of  the 
price  level.  I am  not  prepared  to  prophesy  what 
is  going  to  happen  to  prices  in  the  future;  it  depends 
on  many  factors  which  cannot  be  forecasted,  but 
what  is  quite  clear  is,  that  if  prices  should  move  the 
wrong  way  from  this  point  of  view,  that  is  to  say, 
if  they  should  move  down,  if  there  should  be  a big 
fall — or  a big  rise  in  the  value  of  money  which  is 
the  same  thing — that  is  going  to  increase  enormously 
the  real  burden  of  your  debt,  and  it  is  going  to  make 
it  a practical  impossibility  to  balance  your  Budget 
without  resort  to  means  that  we  should  probably  all 
agree  were  very  undesirable.  That  is  a risk  that  we 
shall  go  on  carrying  so  long  as  we  go  on  carrying  a 
big  debt ; the  only  way  to  lessen  that  risk  is  to  reduce 
the  debt. 

I refer  in  paragraph  i to  the  population  question. 
Many  people  take  the  view  that,  because  we  muddled 
through  after  the  Napoleonic  Wars  without  making 
any  real  effort  to  reduce  the  debt,  we  shall  be  able  to 
do  the  same  again.  In  so  far  as  the  muddling 
through  was  then  assisted  by  a growth  of 
population,  I am  quite  clear  that  we  shall  not  be  able 
to  do  the  same  again,  because  the  figures  which  I 
think  have  been  given  in  evidence  before  you  by 
Professor  Bowley  show  that  we  are  not  going  to  have 
much  more  increase  of  population  in  this  country. 
That  may  be  a had  or  good  thing,  but  it  is  the  per- 
fectly clear  trend  of  events,  and  if  there  is  much 
emigration,  if,  in  particular,  Empire  settlement  suc- 
ceeds on  a large  scale,  we  should  very  soon  get  a 
decrease  in  population.  Therefore,  there  is  no  help 
in  carrying  the  burden  of  the  debt  to  be  anticipated 
from  a growth  of  numbers.  There  will  not,  in  my 
estimation,  be  any  appreciable  growth  of  numbers. 
My  conclusion  is  that  one  of  the  most  pressing  tasks 
before  us  is  to  get  a very  large  reduction  in  the  debt 
in  the  shortest  time  we  can.  I think  it  is  exceedingly 
dangerous  to  sit  down  with  folded  hands  and  to  say 
that  that  situation  will  solve  itself. 

5366-.  Mr.  Bicliens : Do  not  these  objections  that 
you  have  raised  apply  practically  to  all  forms  of  capi- 
tal?— Objections  to  the  difficulties  of  investment,  do 
you  mean  ? 

5367.  If  you  take  your  paragraphs  («),  (b),  (c)  and 
(d),  are  they  not  more  or  less  applicable  to  any  form 
of  investment? — You  have  a choice  as  to  how  you  will 
invest  your  available  funds,  and  if  you  have  a great- 
squeeze  on  your  available  funds  for  other  purposes, 
there  is  clearly  less  scope  for  saving. 

•5368.  Take  the  second,  for  example;  in  any  form  of 
investment  it  is  probable  that  it  involves,  as  you  say 
here,  a transfer  from  the  young  to  the  old  for  pre- 
cisely the  reasons  you  have  given? — But  surely  there 
is  not  necessarily  a transfer  involved.  If  you  induce 
new  savings  and  thereby  increase  production,  you  do 
not  take  anything  out  of  the  pockets  of  the  young. 
Here  you  take  taxes  out  of  the  pockets  of  the  young, 
you  do  not  do  that  in  ordinary  industry. 

5369.  Supposing  you  invest  your  money  in  a railway 
security  which  is  in  existence  to-day,  that  is  pretty 
well  analogous,  is  i.t  not? — Yes,  in  some  respects. 

5370.  It  seems  to  me  that  what  is  at  the  back  of 
your  mind  rather  ds  that  the  War  Loan  represents 
no  asset? — -Yes,  that  is  so. 

53/71.  Whereas  the  railway  does? — Yes. 

5372.  There  are  people  who  think  that  what  we 
won  from  the  War,  namely,  our  liberty,  is  an  asset 
which  is  almost  priceless? — -Certainly,  but  it  is  not 
an  economic  asset. 

5373.  Very  likeLy,  but  an.  asset  which  was  worth 
paying  for  just  as  much  as  a railway  is  worth 
paying  for  in  a different  category? — Yes;  I should 
not  disagree  with  that  general  view. 

5374.  Therefore,  if  it  is  to  be  paid  for,  the  people 
who  found  the  money  to  do  that  are  deserving  of  the 
interest  that  they  get  on  their  money.  It  is  just 
as  much  a right  -as  an  the  case  of  a man  who  has  put 


up  money  to  pay  for  a railway,  is  it  not? — It  is  a 
legal  right,  but  a very  much  weaker  moral  right  in 
my  view. 

5375.  Why  ? — Because  the  people  who  are  paying 
for  the  debt  are  largely  the  people  who  risked  their 
lives,  and  the  people  who  are  drawing  the  interest 
are  largely  the  people  who  stayed  at  home  and  were 
protected.  I think  you  should  distinguish  clearly 
between  the  economic  and  the  moral  considerations. 
I agree  that  people  are  entitled  to  interest  on  War 
Loan  and  should  go  on  getting  it  until  they  are  paid 
off ; in  other  words,  I am  not  advocating  any  re- 
pudiation. But  if  the  thing  is  to  be  shifted  to  a 
moral  ground,  I should  have  a good  deal  more  to 
eay  than  I have  said  here.  I was  keeping  my 
evidence  on  the  economic  ground.  If  it  were  to  be 
shifted  to  the  moral  ground,  I should  say  that  all 
the  sacrifice  and  blood  and  misery  that  had  been 
borne  by  the  young  was  a very  much  stronger  argu- 
ment than  the  mere  economic  argument  against  their 
continually  having  to  pay  this  tribute.  So  long  as 
the  present  generation  of  ex-service  men  is  below  60 
years  of  age,  shall  we  say,  they  are  having  to  pay 
tribute  to  people  who  have  not  suffered  in  their  own 
persons  during  the  War  at  all,  who  remained  at  home 
in  comfort  and  were  defended  by  the  others. 

5376.  That  is  a totally  different  point? — I did  not 
want  to  introduce  that  line  of  argument,  hut  it 
arises  from  the  point  that  you  raised. 

5377.  Taking  the  point  that  you  have  here  and  sub- 
stituting railway  debt  for  internal  debt,  do  not  every 
one  of  these  arguments  apply  equally?  Your  first 
argument  is  that  the  service  of  the  debt  involves  a 
transfer  of  wealth  from  the  poor  to  the  rich.  Would 
not  that  be  equally  true  in  the  case  of  railways,  the 
banks,  or  any  other  service  which  is  rendered? — T 
should  have  thought  not.  Perhaps  I ought  to  have 
made  clearer  the  point  that  you  raised  just  now,  that 
economically  speaking  there  is  no  asset  behind  the 
debt;  while  the  payments  that  are  made  to  railway 
shareholders  come  out  of  the  price  of  the  services 
rendered  by  the  railways,  which  are  economic  services 
Here  there  is  nothing  of  that  kind. 

5378.  Even  so,  it  is  quite  true  that  it  would  bo 
better  for  the  individuals  coaicerned  if  they  had 
nothing  to  pay? — Yes. 

5379.  Does  not  the  payment  of  interest  011  the  rail- 
way debt  involve  on  the  whole  the  transfer  of  wealth 
from  the  poor  to  the  rich? — To  some  extent  possibly. 
But  the  transfer  is  from  the  consumer,  from  the 
persons  who  ride  in  railways  and  send  goods  by  rail- 
way; it  is  they  who  find  the  money  and  they  have  a 
guid  pro  quo.  They  get  the  service  of  transport  faci- 
lities in  return. 

5380.  Yes,  but  on  the  whole  the  largest  number 
of  people  who  travel,  namely,  the  working  classes, 
are  poor? — Yes. 

5381.  Therefore  your  argument  really  applies,  does 
it  not,  to  the  railways  very  nearly  as  much  as  to  the 
National  Debt? — -With  this  great  difference,  that  tho 
payments  that  are  mad©  to  the  railway  shareholders 
are  payments  for  present  services  rendered ; the  pay- 
ments that  are  made  to  the  holders  of  debt  are  not 
payments  for  present  services  rendered  at  all. 

5382.  Unless  you  regard  your  immediate  liberty  as 
a service  rendered  to  you? — -But  it  is  not  a service 
being  immediately  rendered  to  me  by  the  people  who 
subscribed  to  tho  War  Loan. 

5383.  If  you  had  lost  the  War  you  -would  find  your- 
self in  a very  different  economic  position  from  what 
you  are  iu  to-day? — Certainly;  so  would  the  holders 
of  War  Loan. 

5384.  Very  likely  they  would,  but  tho  point  is, 
it  is  a service  which  you  are  immediately  enjoying 
just  as  much  as  you  can  enjoy  the  railway  service. 
You  may  not  appreciate  your  liberty  as  much  as  you 
appreciate  travel  by  train,  but  you  have  got  it,  and 
you  have  to  pay  for  it? — Yes. 

5385.  Do  you  grudge  paying  for  what  you  receive  in 
the  form  of  your  liberty  more  than  in  the  case  of 
travelling  in  the  railway? — I am  afraid  I shall  have 
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again  to  distinguish,  eoonomic  and  nou-economic  con- 
siderations. Liberty  is  not  an  economic  commodity, 
and  1 do  not  regard  the  people  who  at  present  hold 
War  Loan  as  having  given  me  my  liberty.  I regard 
myself  as  having  done,  perhaps,  more  than  they,  in 
so  far  as  I served  in  the  Army,  and  when  1 am  now 
asked  to  pay  the  people  who  own  War  Loan  because 
they  stayed  at  home  and  lent  the  money  at  a good 
rate  of  interest  which  was  used  to  provide  me  with 
shells  to  lire  from  -6-inch  howitzers,  it  seems  to  me 
to  be  a different  proposition  from  paying  for  a rail- 
way ticket  when  1 travel  from  Cambridge  to  London, 
and  knowing  that  some  old  ladies  get  the  interest  on 
that. 

5386.  That  may  be  an  argument  for  saying  that  all 
that  was  required  for  the  War  should  have  been  imme- 
diately recovered  by  a compulsory  issue,  but  when  you 
go  to  somebody  and  say:  “ If  you  will  give  me  £100 
I will  undertake  to  pay  you  back  on  certain  terms  ” 
then  you  have  an  obligation,  have  you  not,  which  you 
have  to  fulfil? — Quite. 

5387.  And  it  is  a question  for  you  at  the  time 
whether  it  is  worth  paying  it  or  not.  It  was  consid- 
ered to  be  worth  while;  that  what  you  would  get  if 
you  won,  namely  your  liberty,  was  worth  paying  for, 
just  as  much  as  a railway  is  worth  paying  for? — Quite. 

5388.  It  looks  to  me  if  one  has  to  apply  this  cate- 
gory of  reasoning  that  you  have  here,  not  to  one 
form  of  debt  merely,  but  to  all  forms.  It  rather  looks 
as  if  the  railway  services,  for  instance,  involve  a 
transfer  from  the  active  to  the  passive  elements  in  the 
economic  life  of  the  community  just  as  much  as  the 
debt  does.  It  is  an  argument  really  aga-inst  any  form 
of  capital,  which  may  be  your  view.  I only  want  to 
make  it  clear  that  you  would  not  apply  that? — No; 

1 should  distinguish  it  on  the  ground  that  you  get  a 
present  economic  quid  pro  quo  on  the  railways. 

5389.  Sir  Alan  Anderson : When  you  pay  your 

fare  from  London  to  Cambridge  part  of  that  fare  is 
for  the  present  economic  service,  giving  you  the  coal, 
the  stoker,  the  driver,  the  guard,  and  everything 
else,  but  a part  of  it  does  not  seem  to  me  to  be  for 
a present  economic  service  at  all;  it  is  to  pay  this 
old  lady  who  has  put  her  money  into  the  railway 
company.  This  charge  on  the  capital  of  the  railway 
company  is  not  a present  economic  service  in  the 
same  sense  as  the  coal  that  you  are  burning  on  the 
journey  ? — -No. 

5390.  1 should  have  thought  the  question  of  the 
debt  was  exactly  the  same.  The  service  of  the  inter- 
nal debt  involves  all  these  things  which  the  existence 
of  capital  involves,  I should  have  thought? — In  reply 
fo  Mr.  Hichene,  1 feel  that  if  we  do  not  agree  that 
there  is  a distinction  between  reproductive  and 
unproductive  debt,  as  the  common  phrase  goes,  we 
shall  remain  at  cross  purposes.  I should  have 
thought  it  was  a very  important  distinction.  The 
point  is  really,  is  there  a present  existing  economic 
asset  or  not?  In  the  case  of  the  railway  there  is; 
in  the  case  of  the  War  debt  there  is  not.  The  War 
debt  is  a relic  of  a certain  method  of  financing  the 
War;  other  methods  were  possible. 

5391.  Would  you  say  there  was  an  asset  in  the 
education  of  this  country,  for  example,  where  the 
schools  might  conceivably  be  paid  for  out  of  capital? 
Would  you  complain  that  there  is  no  justification 
for  paying  interest  on  that  money  on  the  ground 
that  there  is  no  economic  asset? — No;  I should  say 
there  was  an  asset  there.  You  are  continually  getting 
what  I call  here  an  increase  of  human  capital;  you 
are  getting  more  efficient  more  healthy  and  more 
capable  citizens. 

5392.  Is  it  no  asset  that  you  have  liberty  then  in 
the  same  sense?  Supposing  you  found  yourself  with 
a very  heavy  debt  of  reparations  due  to  Germany, 
with  all  the  German  officials  here  running  the  rail- 
ways, and  taking  any  profit  there  might  be  out  of 
them,  with  no  interest  going  to  the  shareholders — 
every  penny  of  money  possible  being  sent  out  of  this 
country  into  Germany — would  it  not  be  an  economic 
disadvantage  to  this  country? — Clearly. 
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5393.  Is  it  not  an  advantage  to  have  avoided  that? 
—Yes. 

5394.  Therefore,  there  is  an  economic  asset  in  your 
liberty  in  the  same  sense? — Yes;  there  is  an  economic 
advantage  in  not  having  lost  the  War. 

5395.  Exactly;  that  is  the  whole  point? — 1 should 
never  have  denied  that  at  all,  and  I do  not  think 
I have. 

5396.  The  real  point  is  this  : if  the  thing  that  we 
have  got,  namely  our  liberty,  is  worth  something  it 
is  worth  paying  for.  It  is  no  use,  it  seems  to  me, 
saying  that  now  we  have  won  the  War  we  can  ignore 
the  people  who  lent  the  money  to  do  it.  They  per- 
form a service,  not  only  of  moral  but  of  economic 
value  just  as  much  as  the  people  who  put  up  big 
schools,  or  who  put  up  railways  or  factories,  or  any- 
thing else? — I do  not  suggest  that  we  can  ignore 
these  people;  I suggest  that  we  should  pay  them  off. 

5397.  You  may  pay  people  off  for  a different  reason. 
It  may  be  desirable  that  all  capital  should  be  paid 
oft  for  the  matter  of  that.  You  were  making  the 
point  rather  that  there  was  some  distinction,  as  1 
understood,  between  capital  which  is  raised  in  the 
ordinary  way,  and  this  capital,  and  you  made  the 
point  that  there  was  a feeling  of  injustice  in  regard 
to  this  capital? — There  is,  certainly. 

5398.  Which  does  not  exist  in  regard  to  other 
capital? — Yes,  I think  that  is  so. 

5399.  What  I wanted  to  find  out  was  whether  there 
was  any  valid  reason  for  that,  or  whether  it  was  not 
merely  a sort  of  prejudice  which  lias  been  inculcated 
by  people  with  ulterior  motives? — I think  there  is 
a reason.  I do  not  want  to  waste  the  time  of  the 
Committee  by  continually  repeating  the  same  thing, 
but  the  reason  is,  I think,  that  in  the  case  of  this 
War  debt  the  greater  part  of  the  winning  of  the 
War,  so  far  as  labour  in  a broad  sense  was  concerned, 
was  done  by  the  young  peopde  who  fought;  the  greater 
part  of  the  taking  of  interest  is  done  by  the  old  people 
who  stayed  at  home. 

5400.  And  the  greater  part  of  the  work  in  a factory, 
if  I may  intervene,  is  done  by  the  young  and  active 
people,  but  the  greater  part  of  the  interest  is  very 
often  taken  by  the  old  ladies  and  others  who  somehow 
manage  to  invest  money  in  it;  it  is  the  savings  of 
their  life  which  they  put  into  the  factory  which 
enables  the  young  to  work? — But  not  at  the  risk  of 
their  lives. 

5401.  Notin  a coal  mine? — No.  The  risk  of  death 
is  not  so  great  in  a coal  mine. 

5402.  But  there  is  some  risk  to  health? — Y'es,  and 
there  is  some  risk  in  crossing  a street;  you  may  he 
knocked  down.  I think,  so  far  as  I can  interpret  the 
popular  view  of  the  matter,  a very  sharp  distinction 
is  drawn  because  it  is  felt  that  the  War  was  an 
unusual  event.  It  is  felt  that  the  risks  to  life,  and 
so  on,  were  abnormal  and  the  misery,  apart  from 
risk  to  life,  was  abnormal.  Now  we  have  the  situa- 
tion that  the  people  who  carried  this  human  risk, 
those  who  survived  and  returned,  are  expected  in 
addition  to  carry  a large  burden  of  taxation  in  order 
to  pay  people,  who  stayed  at  home  and  did  not 
take  this  risk.  The  common  view,  which  I share,  is 
that  this  situation  is  somewhat  unjust. 

5403.  Therefore  your  view  would  be  that  the  un- 
patriotic man  who  invested  his  money  in  schemes, 
or  in  some  reproductive  work  in  this  country, 
oi  in  another  country,  and  did  not  invest  in  War 
Loan,  was  entitled  honourably  to  receive  all  the  in- 
terest he  could  get,  but  the  public  spirited  man  who 
invested  his  money  in  War  Loan  was  somehow  doing 
a thing  which  does  not  entitle  him  to  any  interest  at 
all  but  to  a certain  amount  of  opprobium? — No;  1 
do  not  say  anything  of  the  kind  at  all.  1 repeat  that 
1 am  not  proposing  in  any  way  that  people  who  have 
invested  money  in  War  Loans  should  be  penalised, 
or  that  the  debt  should  be  repudiated;  what  I am 
suggesting  is  that  it  is  high  time  they  were  paid  off. 

5404.  Mr.  Lees-Smith  : I gather  that  what  Dr.  Dal- 
ton means  is  that  there  is  a general  impression  that 
in  the  War,  although  it  might  not  have  been  realised 
at  the  time,  capital  got  off  a good  deal  more  lightly 
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than  life,  and  that  therefore  there  is  a general  im- 
pression that  if  any  sacrifice  has  now  to  be  made 
in  order  to  remedy  that  injustice  it  would  be  better 
that  it  should  be  made  by  capital  than  by  young  men , 
that  is,  I gather,  the  broad  point? — That  is  so. 

5405.  When  you  come  to  the  economic  argument, 
may  1 put  this  : that  the  question  we  are  now  con- 
sidering is,  what  are  the  actual  disadvantages  of  this 
heavy  capital  levy  which  we  have  incurred  as  a 
consequence  of  the  War  debt,  and  in  considering  that, 
it  is  very  important  for  us  to  have  them  set  out  in 
categorical  order.  Your  view  is  that  it  is  not  a valid  ■ 
reply  to  say  that  there  may  be  disadvantages  in 
other  forms  of  debt  capital  in  this  country.  As  a 
matter  of  fact,  that  is  so;  all  of  what  one  would 
call  debt  capital  does  involve  certain  disadvantages 
to  the  actual  holders  of  wealth  in  the  community. 
Is  not  your  argument  with  regard  to  the  railways 
this : Suppose  the  railways  were  a national  asset  and 
we  had  this  enormous  debt  capital  liability  aud  we 
were  appointed  as  a Committee  here  to  consider 
What  we  should  do  about  it,  and  we  were  to  'ask  a 
witness  to  tell  us  what  were  the  disadvantages  of  it, 
he  might  prove  that  the  disadvantages  were  much 
the  same  as  the  disadvantages  here.  (Mr.  Hichens) : 
That  is  precisely  the  point  I asked.  (Mr.  Lees- 
Smith)  : I know,  hut  surely  the  conclusion  is  not  that 
any  of  this  is  incorrect  but  that  quite  possibly,  having 
dealt  with  the  liability  to  War  debt,  some  future 
Committee  may  be  appointed  to  deal  with  the  liabili- 
ties of  other  forms  of  debt  capital.  (Sir  Alan  Ander- 
son) : That  is  not  what  Dr.  Dalton  said;  he  said  the 
oppiosite.  (Mr.  Sickens) : He  said  exactly  the 

opposite;  that  is  exactly  what  I asked  him  did  he 
mean? — (IFifnesis) : I was  primarily  giving  evidence 
on  the  debt,  not  on  what  is  roughly  called  the 
capitalist  system.  I was  endeavouring  to  work  out 
here  the  disadvantages  of  this  dual  system,  the  large 
debt  and  the  large  taxation  required  to  pay  for  it. 
Mr.  Hichens  asked  me  whether  I would  not  extend 
that  argument  to  various  other  things  like  railway 
shares,  aud  so  on.  I confess  I had  not  thought 
about  the  larger  extensions  of  it,  and  I do  not  think 
it  was  strictly  necessary  for  me  to  do  so  in  preparing 
this  evidence,  as  I was  preparing  to  deal  with  the 
National  Debt.  At  first  sight  I did  reply  to  him, 
and  I should  be  still  inclined  to  reply  to  him,  that 
there  was  the  difference  that  I have  stated  several 
times.  It  may  be  that  several  of  the  considerations 
which  I have  suggested  here,  if  they  are  valid,  would 
lead  us  rather  further  than  to  a mere  consideration 
of  the  debt,  hut  the  fact  that  they  might  lead  us 
further  is  no  argument,  either  for  or  against,  their 
validity.  We  have  to  consider  their  validity  on  the 
merits,  it  seems  to  me. 

5406.  Mils.  Wootton : I should  like  to  get  your  view 
on  the  statement  that  another  witness  has  put  before 
us,  and  that  is,  that  the  distribution  of  wealth  is 
not  made  more  unequal  by  the  debt  because  the  fund 
holder  if  he  had  not  invested  in  the  debt  would  have 
invested  in  something  else;  what  is  your  view  on  that 
statement? — I should  think  that  what  he  might  have 
done  if  he  had  not  invested  in  the  debt  has  no  bearing 
on  the  effects  of  his  having  invested  in  the  debt. 
In  other  words,  it  appears  to  me  that  what  we  have 
to  consider  is  not  what  he  might  have  done,  but  what 
he  has  done;  what  is  the  effect  on  the  one  hand  of 
certain  payments  being  made  in  interest,  and  on  the 
other,  certain  money  being  collected  in  taxation ; 
the  other  seems  to  me  to  be  irrelevant. 

5407.  The  fact  is  that  the  distribution  of  wealth  is 
made  more  unequal  by  the  existence  of  the  debt  than 
it  would  be  had  you  had  no  debt  and  other  things 
were  equal? — Yes. 

5408.  But  not  than  it  might  be  if  you  had  no  debt 
and  other  things  were  not  equal? — Quite.  You  have 
to  consider  what  would  he  the  position  if  you  got 
rid  of  the  whole  of  the  debt  and  that  part  of  the 
taxation  required  to  pay  the  interest;  if,  for  in- 
stance, everybody  followed  the  example  of  Mr.  Bald- 
win during  the  War  of  deliberately  giving  up  their 
share  without  claiming  any  compensation. 


5409.  In  your  statement  that  the  debt  involves  this 
redistribution,  have  you  taken  into  account  any  esti- 
mates of  the  proportions  in  which  the  debt  is  held 
by  private  persons,  by  the  monetary  system  of  the 
country,  and  by  joint  stools:  companies? — I have  seen 
such  estimates,  of  course.  I think  that  the  general 
trend  of  such  estimates  is  that  a very  large  part  of 
the  debt  is  held  by  joint  stock  companies,  banks,  and 
so  on;  but  I do  not  think  that  invalidates  my  pre- 
vious argument,  because  a joint  stock  company  is  not 
a real  person,  nor  is  a bank;  aud  the  interest  on  the 
holdings  of  joint  stock  companies  and  banks  are 
transferred  to  their  shareholders,  who  fall  into  these 
same  categories,  and  are  on  the  whole  wealthier, 
older  and  less  active  than  the  average. 

5410.  In  fact,  perhaps,  as  Mr.  Hichens  has  sug- 
gested, if  the  debt  is  held  by  these  companies,  trans- 
ference to  the  shareholders  of  the  companies  produces 
very  much  the  same  effect  on  the  distribution  of 
wealth,  (Mr.  Fell) : Are  you  aware  that  the  average 
holding  in  a bank  is  £500? — {Witness)  : Yes;  when  I 
say  I am  aware  of  it,  I will  take  it  from  you  that  it 
is  so. 

5411.  Mrs.  Wootton  : But  that  does  not  represent 
an  investor’s  total  wealth? — Do  you  mean  his  balance 
at  the  bank? 

5412.  Mr.  Bell:  No,  his  holding  in  shares. — In 
bank  shares? 

5413.  Yes. — That  might  well  be;  I am  not  at  all 
surprised  to  hear  that. 

5414.  You  assume  that  the  holders  of  those  shares 
are  in  the  same  position  as  the  men  who  are  rich? — 
Some  people  only  hold  a small  quantity  of  capital; 
we  know  that.  Other  people  hold  very  large  amounts 
of  capital. 

5415.  But  that  is  not  the  same  thing? — No,  clearly 
not. 

5416.  You  cannot  say  because  they  are  shareholders 
in  joint  stock  companies  they  therefore  belong  to  the 
wealthier  classes- — Oh  no ; only  very  broadly.  All 
my  remarks  in  this  section  are  intended  to  be  taken 
very  broadly. 

5417.  The  fact  is  quite  the  opposite  way? — -May  1 
put  it  in  a different  way : a very  large  fraction  of 
the  capital  is  held  by  a comparatively  small  fraction 
of  the  population.  It  may  also  be  true,  as  you  say, 
that  a fairly  large  fraction  of  the  public  holds  quite 
small  amounts  of  capital.  I do  not  think  there  is 
any  contradiction,  is  there,  between  that  and  what 
you  have  said  ? 

5418.  You  make  that  explanation  now,  but  you 
connoted  really  that  the  holders  of  the  joint  stock 
companies’  capital  were  the  wealthier  people,  and 
that  the  effect  would  be  the  same  in  dealing  with  the 
joint  .stock  companies  as  the  individual? — I am  sorry; 
I did  not  make  that  clear.  I did  not  mean  to  sug- 
gest that  at  all.  iWhat  I meant  was  that  the  poorer 
people  among  the  holders  of  capital,  the  people  who 
hold  small  amounts,  probably  have  to  pay  as  much  m 
taxation  in  order  to  keep  the  debt  going  as  they^  get 
ill  interest  on  their  holding.  It  is  people  who  hob 
very  much  larger  amounts  of  capital  that  get  much 
more  out  of  the  debt  than  they  have  to  pay  in  taxa- 
tion, so  that  you  get  on  the  whole  a transfer  from  the 
poorer  to  the  richer  people. 

5419.  Everybody  has  to  judge  these  things  by  his 
own  experience.  If  I hold  £1,000  in  War  Loan,  foi 
example,  and  if  that  is  a very  small  proportion  of  my 
own  total  wealth,  how  is  the  question  affected?  Is 
there  some  sort  of  feeling  that  because  a man  has, 
say,  £10,000  he  has  got  most  of  that  in  War  Loan. 

I do  not  know  whether  this  Committee  has  had  an} 
figures  indicating  the  distribution  of  War  Loan  be- 
tween the  different  classes  of  people.  I do  not  think 
there  are  any  published  figures  about  it,  and  it  woult 
he  very  interesting  to  know  how  it  worked  out. 

5420.  There  is  an  immense  amount  in  small  sums, 
you  know?— Yes. 

5421.  I think  it  would  be  well  to  determine  the 
facts  before  we  come  to  a conclusion? — This  Gommi 
tee  is  in  a better  position  to  determine  facts  than  any 
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outside  witness,  because  you  can  get  official  informa- 
tion. It  would  be  a very  interesting  piece  of  research, 

I think,  if  that  could  be  done. 

5422.  I was  going  to  ask  you  albout  the  Prudential 
Insurance  Company,  to  take  an  instance ; would  their 
great  holding  in  War  Loan  be  held,  by  a number  of 
rich  proprietors? — I do  not  know  how  the  shares  in 
the  Prudential  Company  are  distributed,  and  I do  not 
know  whether  it  is  known  if  they  are  held  in  large 
blocks  by  relatively  rich  people;  if  so,  those  people 
get  the  incidental  advantage  of  the  War  Loan  hold- 
ings, but  that  question  could  only  be  answered  if 
you  knew  how  the  Prudential  capital  was  distributed 
among  the  shareholders. 

5423.  Sir  Alan  Anderson : I am  sorry,  but  I am 

in  a complete  fog.  It  seems  to  me  that  the  whole  of 
the  witness’s  argument  was  that  there  was  something 
inherently  different  between  the  debt  and  other  forms 
of  capital.  It  was  put  to  him  first  by  Mr.  Hichens, 
and  then  more  persuasively  on  my  left,  that  these 
two  things  were  the  same,  and  I gather  he  was  rather 
inclined  to  agree  that  they  were;  was  that  so? — 
Could  you  restate  the  question? 

.5424.  I am  taking  really  your  paragraph  3 where 
you  say  that  the  service  of  the  internal  debt 
involves  certain  effects ; you  might  have  said  that 
the  existence  of  capital  involves  all  these  effects  only 
you  were  directing  your  mind  to  debt,,  and  you  put 
in  debt  there? — Yes. 

5425.  Is  that  correct? — I was  directing  my  mind  to 
the  debt,  it  is  true,  and  I was  not  thinking  when  1 
was  drawing  this  up  about  the  other  aspects.  With 
regard  to  the  other  aspects  I think  there  is  a differ- 
ence such  as  I have  mentioned  several  times  already 
in  so  far  as  in  the  case  of  railways  you  are  paying 
for  an  immediate  present  service,  and  in  the  case  of 
debt,  with  all  respect  to  Mr.  Hichens,  I do  not  think 
you  are  paying  for  any  immediate  economic  service 
at  all. 

5420.  So  that  the  way  in  which  the  money  is  spent 
has  some  bearing  upon  the  obligation  of  the  debtor 
to  repay? — No;  I am  only  talking  here  about  the 
economic  effects.  We  have  an  obligation  to  repay, 
and  I am  suggesting  that  we  should  take  it  seriously 
and  repay  quickly.  Nothing  that  I say  here  has  any 
bearing  upon  obligation  to  repay;  that  is  generally 
admitted  as  common  ground,  I should  think. 

5427.  I am  not  quite  sure;  you  mentioned  the  moral 
aspects,  or  something  of  that  sort? — Mr.  Hichens 
raised  it,  but  I was  careful  to  explain  that  I tried  to 
bo  quite  non-moral  in  the  evidence  which  I gave  this 
Committee. 

5428.  It  seemed  to  me  that  you  did  not  elaborate 
these  moral  or  immoral  theories,  but  you  said  they 
existed,  and  they  seemed  to  be  one  of  your  reasons? — 
I said  that  there  was  a certain  state  of  opinion  to  the 
effect  that  the  existence  of  the  debt  was  unjust  and 
I drew  the  economic  deduction  that  this  tended  to 
make  people  work  less  well ; it  acted  as  a drag  upon 
production. 

5429.  You  do  not  yourself  support  the  view  that  if 
money  has  been  wasted  and  not  put  to  economical 
use,  that  relieves  the  borrower  from  the  same  obli- 
gation to  repay  that  he  would  have  if  he  put  it  to 
economical  use? — No,  I have  not  advanced  any  such 
proposition. 

5430.  I thought  you  implied  it? — Oh  no. 

5431.  I thought  that  your  argument  would  not  hold 
unless- you  did  advance  it? — Oh,  I think  it  would. 

5432.  Mrs.  Wootton : I want  to  ask  a question 
on  subsection  (d)  of  paragraph  3.  We  have  had  a 
good  deal  of  evidence  on  the  effect  of  the  debt  on 
investment  in  what  you  call  human  capital,  and  1 
would  like  to  get  your  view  on  two  particular  points 
that  have  been  put  to  us.  The  first  is  that  as  the 
internal  debt  involves  purely  redistribution  it  has 
no  effect  on  the  funds  available  for  what  are  called 
eocial  services,  the  argument  being  that  the  amount 
spent  on  social  services  must  depend  on  our  total 
national  income;  can  you  give  us  your  view  on  that? 
— In  a sense  clearly  what  we  can  spend  depends  on 
what  we  have  got.  We  cannot  spend  more  than  we 
have  unless  we  can  borrow  it.  The  point'  I had  in 


mind  there  was  the  way  the  thing  acts  from  the 
angle  of  a Chancellor  of  the  Exchequer.  He  says  : 

“ I have  to  find  a lot  of  money  for  the  debt  and  the 
money  for  armaments,  and  therefore  I shall  not  bo 
able  to  find  very  much  for  education,  and  so  forth.” 
That  is  the  way  in  which  the  thing  operates  politi- 
cally, I think.  It  is  true,  of  course,  that  in  so  far 
as  we  do  have  a mere  redistribution,  our  total  wealth 
is  not  less,  and  therefore  our  capacity  to  spend  on 
these  things  is  not  less,  and  it  would  be  possible, 
even  though  we  had  a debt  involving  high  rates  of 
Income  Tax  and  Death  Duties,  to  spend  a lot  more 
on  education  and  health  if  we  were  prepared  to  face 
high  rates  of  taxation.  It  is  the  popular  objection 
to  high  rates  of  taxation  which  makes  it  difficult  to 
get  that  sort  of  taxation  carried  out,  but  the  possi- 
bility is  clearly  there. 

5433.  The  argument  implies  that  our  total  tax- 
able production  is  the  sole  criterion  of  our  taxable 
capacity? — I disbelieve  in  the  phrase  “ taxable  cap- 
acity I think  it  means  nothing. 

5434.  Does  not  what  you  state  here  imply  belief  in 
something  of  that  sort? — No;  I think  not. 

5435.  What  you  have  said  in  paragraph  (d)  is  that 
since  the  debt  involves  taxation  it  checks  the  outlay 
of  the  Chancellor  of  the  Exchequer  in  certain  direc- 
tions; that  seems  to  me  to  imply  that  because  you 
have  got  to  tax  for  the  debt  you  cannot  tax  for  these 
other  things? — Well,  people  think  you  cannot;  I 
think  3'ou  could.  I think  if  I were  Chancellor  of 
the  Exchequer  and  I had  to  face  this  debt,  I should 
want  to  go  ahead  with  educational  and  other  social 
expenditure,  and  I should  simply,  if  I could  get 
support  for  such  a policy,  be  prepared  in  the  last- 
resort  to  raise  taxation  to  pay  for  those  things.  It 
is  a political  rather  than  an  economic  difficulty  that 
I have  in  mind  there. 

5436.  You  do  think  that  if  the  debt  charge 
were  less  heavy  it  would  be  easier  for  the  Chancellor 
of  the  Exchequer  to  find  the  money  for  these  things? 
— It  would  be  politically  easier. 

5437.  It  is  in  that  sense  that  the  debt  charge 
checks  this  kind  of  investment? — Yes. 

5438.  I would  like  your  view  also  on  this  point, 
which  is  exactly  the  opposite  : We  are  sometimes  told 
that  there  is  a difficulty  in  repaying  the  debt  on  at 
all  a large  scale,  and  that  by  so  doing  we  destroy 
taxable  capacity.  It  is  put  to  us  that  you  have  the 
interest  on  the  debt  in  the  hands  of  the  taxpayer 
and  that  the  State  derives  taxes  from  it.  If  this  re- 
distribution did  not  take  place  the  argument  is  that 
we  -should  not  get  the  taxation  that  we  now  get  on 
the  debt  interest,  that  is  to  say,  that  the  debt  in 
a.  sense  increases  our  taxable  capacity? — Yes.  The 
answer  to  that  surely  is — and  I raise  the  point  else- 
where in  connection  with  conversion — it  is  quite  true 
that,  if  you  wipe  out  the  debt  or  some  part  of  it, 
you  wipe  out  a certain  amount  of  taxable  income  and 
super-taxable  income,  but  it  is  a very  much  smaller 
amount.  That  is  merely  a book-keeping  transaction. 
It  is  a question  of  how  you  define  “ taxable  income. 

5439.  Yes.  Is  our  real  ability  apart  from  our 
political  ability  to  pay  taxation  affected  by  a transac- 
tion of  that  kind?  — Not  directly,  I should  have 
thought.  Indirectly  through  the  energy  of  people 
who  are  taxed  and  through  the  effect  upon  their 
willingness  to  work  and  to  save,  and  so  on,  but 
directly  I should  have  thought  not. 

5440.  But  psychologically,  yes?  — Psychologically, 
yes,. when  you  trace  out  all  the  effects  of  taxation. 

5441.  But  strictly  economically? — Well,  it  is  diffi- 
cult to  distinguish  there,  is  it  not?  When  one  talks 
about  the  redistribution  of  income  and  the  debt 
interest  involving  a redistribution  of  income  one  is 
only  taking  a sort  of  flashlight  picture  of  the 
thing.  One  is  saying  that  at  this  moment  certain 
taxpayers  are  paying  certain  sums,  in  effect,  to 
holders  of  War  Debt,  but  the  effect  of  those  payments 
and  the  expectation  of  those  payments  in  the  future 
clearly  has  a hearing  on  future  productivity.  It  is 
a long  chain  of  causes  that  has  to  be  traced  out,  but 
you  have  really  to  go  into  the  whole  question  of  tbs 
economic  effects  of  taxation  in  order  to  answer  the 
question 
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5442.  I want  to  get  it  clear  whether  it  is  your  view 
that  the  debt  as  such  increases  our  taxable  capacity? 
— No,  certainly  not.  But  1 think  “ taxable 
capacity  ” is  a confused  phrase.  1 have  never  been 
able. to  make  sense  of  it,  and  I have  never  seen  any- 
body else  who  could  either. 

Perhaps  I might  put  very  shortly  iny  point  on  the 
Floating  Debt.  Quite  apart  from  the  general  ques- 
tion of  debt  reduction,  I think  the  Floating  Debt 
is  inconveniently  large,  for  reasons  which  I sum- 
marise in  paragraph  5,  and  I think  it  would  be 
worth  while  to  substitute  increasingly  longer  term 
debt  for  Floating  Debt,  even  if  you  are  not  making 
any  net  reduction.  If  you  are  making  any  reduction 
in  debt  some  part  of  that  reduction  would  affect 
the  Floating  Debt  directly.  My  practical  suggestion 
here  is  that  if  we  were  to  put  Treasury  Bonds  on 
tap  by  weekly  sales  or  in  some  other  way — 10-year 
bonds,  say — and  gradually  shift  a certain  amount  of 
the  Treasury  Bills  and  Ways  and  Means  Advances 
over  into  that,  that  would  'be  beneficial. 

5443.  Mr.  Bell : You  realise,  of  course,  it  would 
be  more  expensive? — It  might  on  might  not  be, 
according  to  the  state  of  trade.  At  the  moment  it 
Would,  but,  on  the  other  hand,  if  trade  revival  dloes 
come,  presumably  Treasury  Bilk  will  cost  a great 
deal  more,  funds  will  be  increasingly  diverted  from 
Treasury  Bills  into  industry,  and  even  if  it  were 
more  expensive  it  would,  I think,  within  limits,  he 
worth  while. 

The  second  point  I make  here  is,  that  if  that  debt 
had  some  deflationary  effect,  as  . some  people  say  it. 
would — I have  quite  an  open  mind  as  to  whether  it 
would  or  not — perhaps  in  the  near  future  that  would 
be  beneficial.  I am  inclined  to  think  so,  because  it 
looks  to  me  as  if  when  we  do  restore  the  free  gold 
market,  if  we  have  that  slight  deflationary  tendency 
in  operation  it  will  be  helpful  • therefore  that  argu- 
ment, if  it  were  held  that  it  would  have  a deflationary 
effect,  would  not  alter  my  view. 

5444.  You  recognise,  of  course,  that  the  same  set 
of  money  rates  would  affect  the  sale  of  the  Bonds 
similarly  as  they  do  the  Bills? — The  distinction  is 
as  to  the  term  of  repayment,  is  it  not? 

5445.  No? — Short  rates  and  long  rates  are  not 
always  the  same. 

5446.  I say  the  same  money  rates  will  affect  the 
sale  of  the  Bonds  and  the  Bills? — People  would  per- 
haps look  for  a different  rate  of  interest  for  a 
10-year  and  for  a 3-months  security.  The  people 
who  wanted  a 10-year  security  might  look  for  a 
different  rate  of  interest  from  the  people  who  would 
take  a 3-months  Bill. 

5447.  They  would.  But,  broadly  speaking,  the 
same  things  affect  the  money  rates  for  10  years  as 
for  three  months? — Broadly,  yes,  the  same  conditions. 
Take  the  5 per  cent.  War  Loan,  Conversion  Loan, 
and  all  the  rest  of  them;  it  is  just  a question  of  the 
length  of  time  appealing  to  different  people 
differently. 

I am  coming,  at  your  kind  invitation,  to  give  some 
evidence  on  the  Capital  Levy  on  a later  occasion. 
When  I prepared  this  evidence  I gathered  that  you 
were  not  considering  the  levy,  and  I have  not  come 
specially  prepared  to-day;  I h,ave  not  looked  iup 
certain  facts  which  I should  wish  to  look  up  before 
I come  to  you  again  on  the  levy,  and  I also  hope 
to  give  further  evidence  with  some  relation  to  the 
Questionnaire  which  yon  have  circulated.  Therefore 
this  morning  I have  merely  said  that  I am  of  the 
opinion  that  on  tfie  whole  the  most  satisfactory 
method  of  reducing  the  burden  of  the  debt  is  the 
Capital  Levy,  rand  I have  quoted  here  a statement 
from  Mr.  Keynes’  latest  book,  which  seems  to  me 
to  put  the  case  well  and  shortly. 

5448.  I have  read  that  book;  is  there  not  something 
else  added  to  this  sentence  in  a contrary  direction? — 
I give  the  reference  to  pages  65  to  70,  and  1 have 
.only  quoted  about  three  sentences;  I have  not  quoted 
the  whole  lot. 

5449.  But  this  is  not  the  net  result  of  what  Mr. 
Keynes  really  thinks  now? — .What  he  thinks  now? 
I do  not  know  what  he  thinks  now;  he  sometimes 


changes  his  opinions  very  quickly;  but  I think  it  k 
a fairly  good  summary  of  what  he  thought  then. 

5450.  Does  he  not  say  that  notwithstanding  this 
sentence  he  is  not  in  favour  of  it  ? — No,  he  does  noj 
say  that. 

5451.  I think  he  does? — 4f  you  could  produce  the 
book  we  could  settle  our  difference;  I was  not  want- 
ing to  go  into  this  'in  detail  now. 

Paragraph  7 is  just  the  point  that  no  Capital  Levy 
that  has  yet  been  proposed  would  pay  off  the  whole 
debt,  and  therefore  you  would  still  have  some  problem 
as  to  the  residue  of  the  debt  that  would  need  to  he 
repaid.  If  you  do  uot  have  a Capital  Levy,  if  the 
Committee  should  decade  against  it,  or  if  the  politi- 
cal situation  should  be  adverse,  then  it  seems  to  me, 
and  the  phraseology  used  here  is,  that  the  debt  will 
require  vigorous  handling  by  other  means,  and  I go 
on  to  suggest  some  of  those  other  means. 

5452.  Did  we  not  have  an  actual  proposal  by  the 
Trades  Union  Congress  General  Council  that  the 
whole  amount  should  be  dealt  with? — That  is  very 
gallant;  1 admire  them.  1 have  never  been  able  to 
see  my  way  quite  as  far  as  that,  but  1 should  be  very 
glad  if  1 could. 

Then  1 come  on  to  conversion,  and  the  purpose  of 
my  argument  here  is  to  suggest  that  there  is  not 
very  much  in  conversion  as  a means  of  reducing  the 
burden  of  the  debt.  1 give  an  estimate  here  of  the 
amount  of  internal  debt  maturing  in  the  next  ten 
years,  including  debt  which  may  but  need  not  bo 
paid  off.  The  chief  item  in  it  is  the  5 per  cent. 
War  Loan.  The  total  of  that  debt  maturing  in  the 
next  10  years,  some  of  which  we  need  not 
repay,  is  just  over  £4,000,000,000.  I need  not 

read  these  figures  to  the  Committee,  but  I have 
divided  the  debt  up  according  to  the  rate  of 
interest  which  it  bears,  and  I have  suggested  that 
downward  conversions  from  a higher  to  a lower  rate 
of  interest  will  clearly  only  be  applicable  within  the 
next  10  years  to  the  54  per  cent,  and  the  5 per  cent. 
AVar  Debt.  There  is  very  little  at  4J  per  cent.; 
there  is  only  £134,000,000,  so  you  really  need  uot 
take  that  into  account.  But  I think  we  may  safely 
assume  that  the  rate  of  interest  is  not  going  below 

4 per  cent. — I think  that  is  a very  easy  assumption  — 
in  the  next  few  years.  That  limits  very  much  the 
opportunities  for  conversion.  I say  : “ AVith  national 
credit,  as  measured  (inversely)  by  the  rate  of  inter- 
est at  which  the  Government  can  borrow  standing  at 
4J  per  cent,  the  maximum  annual  saving,  in  interest 
would  be  only  £15,000,000,  and  with  the  national 
credit  at  4 per  cent,  the  maximum  annual  saving 
would  be  £30,000,000.”  I then  go  on  to  point  out 
that  against  any  saving  in  interest  charges  that  you 
get  through  conversion  you  have  to  set  the  conse- 
quential loss  to  the  Exchequer  in  Income  Tax  and 
Super-tax.  If  you  substitute  a 44  per  cent,  for  a 

5 per  cent,  security  and  assume  that  they  are  both 
at  par,  then  clearly  certain  people,  who  have  had  to 
convert,  or  have  agreed  to  convert,  are  getting  less 
income,  and  therefore  there  is  less  to  pay  Income 
Tax  and  Snper-tax  on.  That  is  an  argument  that 
is  very  familiar  in  connection  with  the  Capital  Levy, 
but  is  equally  applicable  logically  to  conversion.  At 
present  rates  of  Income  Tax  and  Super-tax  I have 
estimated  tbat  at  least  a quarter  of  the  interest 
saved  by  conversion  is  mopped  up  by  the  consequen- 
tial losses  in  the  yield  of  Income  Tax  and!  Super-tax. 
Therefore,  if  you  are  thinking  of  the  net  saving,  you 
have  got  to  reduce  any  savings  you  get  through  mere 
reduction  of  interest  by  about  a quarter  in  order  to 
arrive  at  the  net  saving  through  conversion.  This 
reduces  the  maximum  net  saving  through  conversion 
during  the  next  10  years  to  £12,000,000  or 
£23,000,000  a year  respectively,  according  as  we 
assume  a 44  per  cent,  or  a 4 per  cent,  rate  of  interest 
throughout  this  period.  Either  of  these  is  a very 
optimistic  assumption  because  we  are  not  yet  down  to 
4-|-  per  cent.  At  the  present  time  the  Government  can 
barely  'borrow  at  44  per.  cent,  on  long'  term  securities, 
and  a trade  revival  would  tend  to  raise  the  rate  of  in- 
terest iby  diverting  funds  from  gilt-edged  securities  to 
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industry.  I am,  therefore,  not  hopeful  that  con- 
version, to  which  some  people  have  attached  great 
importance,  is  going  to  lead  us  very  far,  hut  it  is 
clear,  I think,  that  if  we  are  going  to  exploit  to  the 
full  such  opportunities  for  conversion  as  there  are, 
it  is  essential  to  create  a strong  demand  for  Govern- 
ment securities,  and  thus  to  raise  the  national  credit. 
Such  a policy  involves  big  Sinking  Fund  operations 
during  the  next  few  years. 

Then,  still  on  the  point  of  conversion,  I have  said 
something  of  the  kind  of  conversion  operation  that 
we  have  had  on  several  occasions  lately,  and  the 
latest  example  in  Mt.  Churchill’s  recent  conver- 
sion of  5f  per  cent.  Exchequer  Bonds  into  34  per. 
cent.  'Conversion  Loan.  One  of  the  features  of  that 
conversion  and  of  some  of  the  earlier  conversions  of 
two  or  three  years  ago  was  that  a very  large  addition 
was  made  to  the  nominal  amount  of  the  debt.  By 
converting  maturing  debt  into  a very  much  larger 
nominal  amount  of  debt  bearing  a lower  rate  of  in- 
terest, you  make  a certain  saving  in  interest  charges 
and  so  far  that  is  good,  but  you  increase  the  ultimate 
liability  of  the  State  by  doing  that.  The  most  recent 
example  is  the  Conversion  Loan.  A lot  of  people 
were  tempted  to  go  in  for  this  latest  offer  of  3|  per 
cent.  Conversion  Loan  in  exchange  for  5J  per  cent. 
'Exchequer  Bonds,  because  they  got  the  Conversion 
Loan — I am  speaking  from  memory — at  about  78, 
and  they  apprehended  a large  future  capital  appre- 
ciation. It  was  because  they  apprehended  that  that 
the  thing  went  off  so  well.  I cannot  help  thinking 
that  it  would  have  been  very  much  better  to  convert 
into  a 4J  per  cent,  security,  perhaps  to  have  had 
another  issue  of  44  per  cent.  Conversion  Loan,  which 
was  first  issued  while  Mr.  Snowden  was  Chancellor, 
whereby  you  would  have  had  very  nearly  the  same 
saving  of  interest — perhaps  not  quite  so  great — but 
you  would  have  avoided  this  addition  to  the  ultimate 
liability  of  the  State.  I am  inclined  to  suggest  as  a 
principle  that  you  ought  not  in  any  of  your  conver- 
sions to  increase  the  State’s  future  capital  liability  by 
issuing  new  stock  below  par.  The  line  of  least 
resistance  at  the  moment  is  to  do  that,  but  I think 
it  is  a short-sighted  policy;  I think  it  is  a thriftless 
policy;  and  I think  that  in  future  years  more  will 
have  to  be  paid  than  is  really  necessary.  It  is  partly 
for  that  reason  that  I suggest  in  the  latter  part  of 
paragraph  9 that  it  would  be  desirable  to  extend  the 
principle  of  ear-marking  Sinking  Funds  for  parti- 
cular sections  of  the  debt.  I suggest  that  special 
steps  should  be  taken  to  raise  the  market  value  of 
4]  per  cent.  Conversion  Loan  and  of  4 per  cent. 
Victory  Bonds,  two  securities,  additional  issues  of 
which  at  par  might  well  be  made  when  national  credit 
reaches  a 44  per  cent,  and  4 per  cent,  basis  respec- 
tively. My  suggestion  is  that  you  might  extend  the 
principle  now  applied  to  the  34  per  cent.  Conversion 
Loan,  with  its  specific  statutory  Sinking  Fund. 
This  certainly  helps  to  keep  up  its  price  and 
keep  down  its  yield.  You  might  well  do  the  same 
with  these  other  securities  which  you  are 
likely  to  want  to  use  for  conversion  at  par  before 
very  long.  In  the  case  of  Victory  Bonds  there 
is  an  additional  step  which  I suggest  might  be 
taken,  that  is  to  say,  that  those  Victory  Bonds 
taken  in  payment  of  Death  Duties,  which  now  amount 
to  over  £30,000,000,  and  which  are  now  being  held 
by  the  Treasury  until  drawn,  might  be  cancelled  right 
away.  There  would  be  no  objection  to  such  a policy 
on  the  part  of  the  other  holders  of  Victory  Bonds, 
because  their  chance  of  being  drawn  would  be  in- 
creased, and  there  is  still  some  value  in  being  drawn 
when  Victory  Bonds  stand  at  92  and  you  get  paid  off 
at  par  when  drawn.  I think  that  we  ought  to  be 
preparing  the  way,  if  we  are  to  make  the  most  of 
any  conversion  opportunities  that  come  along,  for 
conversions  at  par  without  any  further  issues  of 
stock  below  par,  as  was  done  on  this  last  occasion. 
There  is  the  further  argument  in  favour  of  attaching 
these  statutory  specific  Sinking  Funds  to  particular 
sections  of  the  debt  in  that  you  make  it  rather  more 
difficult  for  future  Chancellors  to  raid  the  Sinking 


Fund,  because  if  you  raid  a Sinking  Fund  which  is 
largely  attached  to  particular  sections  of  the  debt, 
then  you  have  to  borrow,  and  incur  publicity  in  that 
way ; whereas  if  your  Sinking  Fund  is  not  tied  up  in 
that  way,  you  can  simply  raid  the  Sinking  Fund, 
slow  down  the  repayment,  and  yet  not  be  openly  con- 
victed of  unsound  finance  by  having  to  borrow  new 
money. 

5453.  Sir  Charles  Addis:  On  paragraph  8 have  you 

any  definite  views  as  to  the  future  course  of  general 
rates  of  interest? — I think  it  is  exceedingly  difficult 
to  estimate;  I think  we  are  all  rather  at  sea  about 
that.  We  hope,  I suppose,  and  we  think  there  is 
some  ground  for  hoping,  that  they  will  he  on  the  whole 
downward ; I do  not  know  whether  you  will  agree. 

5454.  With  regard  to  a trade  revival,  would  you, 
taking  a long  period  view,  regard  that  as  incompatible 
with  a general  lowering  of  the  rates  of  interest? — No, 
not  taking  a long  period  rate.  I am  suggesting  that 
you  do  get  a cyclical  movement;  you  do  get  a tem- 
porary rise  in  rates  of  interest  when  you  get  a trade 
revival. 

5455.  With  regard  to  conversion  issues  below  par, 
would  you  not  agree  that  up  to  a point  the  burden 
to  the  State  may  be  adjusted  actuarially? — Yes,  but 
I think  the  difference  is  that  the  'State  ought  not 
to  discount  the  future  as  much  as  individuals  do. 
The  actuarial  adjustment  is  based  on  individual  dis- 
counting of  the  future. 

5456.  You  might  have  a 34  per  cent,  stock  issued 
at  a certain  price  and  redeemable  in  so  many  years 
which  would  actually  cost  the  same  as  a 44  per  cent, 
stock  issued  at  par? — Yes. 

5457.  It  just  wants  that  qualification? — I think  that 
is  quite  true. 

5458.  Therefore,  the  decision  with  regard  to  issuing 
below  par  would  depend  really  on  that  calculation. 
If  it  were  more  attractive  to  the  public  and  not  more 
expensive  to  the  State,  there  is  an  advantage? — If  it 
were  not  more  expensive  to  the  State,  ves,  hut  I can- 
not help  thinking  that  some  of  these  more  recent  con- 
versions have  been  unduly  expensive  to  the  State 
when  account  is  taken  of  the  probable  course  of 
the  market.  We  do  not  know  how  far  the  3 per  cent. 
Conversion  Loan  is  going  up. 

5459.  But  there  would  be  no  objection  to  issuing  a 
conversion  loan  below  par  so  long  as  the  real  cost 
to  the  State  was  not  increased? — Yes,  there  still 
would.  I should  still  prefer  an  issue  of  44  per  cent, 
at  par  to  an  issue  of  34  per  cent,  below  par,  on  the 
ground  that  in  the  latter  case  you  do  not  know  how 
much  it  is  going  up,  whereas  in  the  case  of  a 44  per 
cent,  conversion  loan  repayable  at  par  it  cannot  go 
up ; there  is  no  contingent  addition  to  the  State’s 
liability.  In  issues  below  par  you  are  running  an 
increased  risk  which  is  difficult  to  meet. 

5460.  Is  there  not  the  advantage  that  you  may  get 
the  ignorant  investor  to  pay  more  really  for  the 
assumed  benefit  he  is  getting  in  the  redemption  terms 
that  he  would  have  paid  from  an  actuarial  point  of 
view? — If  you  can  be  quite  sure  of  hoodwinking  the 
investor  and  doing  a good  bargain  for  the  State  I 
should  be  with  you,  but  I am  not  sure  how  far  one 
can;  the  investors’  assumptions  may  be  the  other  way. 

5461.  It  would  depend  on  the  actuary? — Yes. 

5462.  Would  your  objection  apply  equally,  for 
example,  to  the  issue  below  par  of  stocks  which  were 
irredeemable  except  at  the  option  of  the  State? — Nc, 
it  would  not — not  to  the  same  extent,  clearly. 

5463.  In  fact,  there  may  be  a sufficient  considera- 
tion received  by  the  State  in  return  for  the  greater 
prospects  of  appreciation? — Yes. 

5464.  With  regard  to  the  proposed  additional 
Sinking  Fund  for  Victory  Bonds,  does  not  that 
present  a practical  difficulty  in  view  of  the  annual 
drawings? — The  annual  drawings  would  be  concen- 
trated on  the  holdings  by  private  people  as  distinct 
from  holdings  by  the  Treasury. 

5465.  How  would  the  special  Sinking  Fund  work 
when  you  had  an  annual  drawing  ? — You  would  be 
purchasing  in  the  market  during  the  year  as  well 
aa  drawing  at  fixed  periods.  Is  there  any  mechani- 
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cal  difficulty?  You  would  have  two  operations 
running  side  by  side.  Of  course,  alternatively  you 
might  increase  the  proportion  of  annual  drawings; 
that  , might  be  a more  convenient  plan,  perhaps.  You 
might  say:  “We  will  give  them  even  better  terms 
than  originally  proposed  and  draw  them  faster.5' 
Incidentally  that  would  bring  it  up  to  par,  and  the 
advantage  of  being  drawn  would  evaporate,  but  they 
xrald  not  reasonably  complain  of  that. 

5466.  Would  you  give  them  a bonus  on  redemption? 
—I  would  not  give  them  any  additional  bonus  beyond 
the  gap  between  the  current  market  price  and  par. 

5467.  You  would  not  favour  any  new  issues  of  Vic- 
tory Bonds  with  a special  Sinking  Fund  and  with  a 
bonus  on  redemption? — No,  I am  not  favourable  to 
bonuses  on  redemption  generally.  1 think  the  pre- 
cedent set  in  the  ease  of  the  34  per  cent.  Conversion 
Loan  was  a very  good  one,  and  1 am  sorry  it  was  not 
followed  in  the  case  of  the  4J  per  cent.  Conversion 
Loan,  and  I am  suggesting  it  is  not  yet  too  late  to 
attach  such  a Sinking  Fund  to  that. 

5468.  What  would  be  the  results  of  the  proposal  to 
cancel  Victory  Bonds  tendered  in  payment  of  Death 
Duties? — You  would  increase  the  chances  of  other 
people  being  drawn.  If  I hold  Victory  Bonds  I have 
a chance  of  being  drawn ; that  chance  is  dependent  on 
the  amount  outstanding  including  the  amount  held 
by  the  Treasury.  If  you  cancel  the  amount  held  by 
the  Treasury  my  chance  is  increased.  I have  a 
certain  holding,  and  my  chance  is  represented  by 
the  amount  of  my  holding  divided  by  the  total  out- 
standing. If  you  diminish  the  total  outstanding  and 
my  holding  remains  the  same  1 have  a better  chance 
of  being  drawn,  the  Bond  becomes  more  attractive, 
and  the  market  price  tends  to  rise. 

5469.  You  do  not  attach  much  importance  to  the 
effect  on  the  market  price  of  people  being  able  to 
use  the  Bonds  at  par  for  the  payment  of  Death 
Duties;  you  would  lose  the  one  if  you  gained  the 
other? — Yes,  you  would.  I should  expect  in  the 
ordinary  course  of  things  that  Victory  Bonds  and  the 
4 per  cent.  Funding  Loan,  which  is  very  much  the 
same  except  that  it  has  not  got  that  particular 
advantage,  would  come  closer  together  instead  of  be- 
ing separated  by  three  or  four  points  as  they  are 
now. 

5470.  Do  you  think  the  attached  Sinking  Fuud 
would  be  as  good  a method  of  reducing  the  debt  as 
the  general  Sinking  Fund? — I do  not  want  you  to  tie 
yourself  up  too  much.  I do  not  think  that  the  whole 
Sinking  Fund  provision  should  be  attached  in  this 
way.  I think  it  would  be  an  advantage  to  get  some 
of  the  Sinking  Fund  provision  free  to  use  it  for  can- 
celling any  debt  that  you  may  choose,  but  I think 
there  are  other  advantages,  such  as  I have  indicated 
here,  in  favour  of  the  idea  that  part  of  the  provision 
-hould  be  tied  up. 

5471.  Professor  Hall : Do  you  regard  it  as  im- 
portant to  have  any  particular  proportion  attached 
in  this  way? — That  would  depend  on  the  total  pro- 
vision you  were  making.  I have  not  thought  out  any 
precise  scheme  of  that  sort.  I was  anxious  to  sug- 
gest to  the  Committee  the  possibility  of  establishing 
such,  a Sinking  Fund. 

5472.  Sir  William  McLin-toclc  : On  the  question  of 
conversion,  I suppose  you  agree  that  the  prospect  of 
capital  appreciation  as  distinct  from  the  yield  makes 
' a different  kind  of  appeal  to  an  investor  accord- 
ing to  what  his  income  may  bo?  Yes,  it  does 
clearly. 

5473.  There  are  a great  many  who  look  at  it 
from  the  point  of  view  that  a difference  of  one  per 
cent,  in  interest  is  really  only  half  per  cent,  to 
him  in  the  long  run? — Y’es. 

.5474.  And  he  is  possibly,  for  that  reason,  willing 
to  take  the  lower  rate  and  to  pay  a little  bigger 
price  than  he  would  be  justified  in  doing  actually? 
— Yes,  no  doubt  that  is  so. 

5475.  Is  not  the  feeling  widespread  to-day  that  the 
individual  investor  is  out  for  capital  appreciation, 
not  liable  to  tax,  rather  than  for  a higher  income 
and  the  present  high  tax,  which-  may  be  as  high  as 


10s.  in  the  £ ? — That  no  doubt  is  reflected  to  some 
extent  in  the  lower  yield  of  the  3*  per  cent.  Con- 
version Loan  as  compared  with  the  44  per  Cent. 
Conversion  Loan,  but  there  is  not  very  much  in  it; 
io  is  £4  12s.  as  against  £4  9s.  per  cent. ; it 
does  not  look  as  though  there  is  a great  deal  of 
difference. 

5476.  It  looks  more  attractive  for  that  reason. 
The  investor  undoubtedly  measures  the  possible 
capital  yield  as  a greater  advantage? — 1 quite  agree 
many  people  do. 

5477.  Although  it  cannot  be  so  in  reality? — Yes; 
it  depends  on  what  is  going  to  happen  in  the  future; 
you  are  taking  a risk  of  what  happens.  Some 
people  say  it  is  going  down. 

5478.  There  is  always  the  fear  that  it  might  go 
up? — Yes. 

5479.  Sir  Charles  Addis : Might  not  your 

proposals  have  the  effect  of  stimulating  the  demand 
for  a particular  Government  security  without 
lowering  the  general  rate  of  interest? — I am  anxious 
to  stimulate  the  demand  for  those  particular  Gov- 
ernment securities  that  are  going  to  be  used  in 
conversion  operations;  I would  like  to  stimulate  the 
demand  for  4]-  per  cent.  Conversion  Loan  if  there 
was  a chance  of  having  a conversion  into  it. 

5480.  Even  though  it  did  not  affect  the  general 
rate? — Yes,  because  it  would  result  in  a relief  to 
the  ratepayer.  If  you  were  issuing  a quantity  of 
that  stock  and  there  was  a strong  demand  for  it, 
that  would  facilitate  the  conversion. 

5481.  Would  not  the  specific  Sinking  Funds  have 
this  objection,  that  it  would  not  be  possible  to  apply 
them  remuneratively  under  certain  conditions;  they 
would  be  tied  up  to  certain  loans? — That  was  why 
I said  in  reply  to  Professor  Hall  just  now  that  1 
am  not  advocating  that  the  whole  of  the  Sinking 
Fund  provision  should  be  thus  tied  up.  I think 
that  the  arguments  that  I set  out  here  are  sufficient 
to  justify  some  tying  up ; at  the  same  time  I should 
like  to  see  a considerable  part  of  the  Sinking  Fund 
left  free  and  untouched. 

5482.  Chairman:  Then  will  you  go  to  your  para- 
graph 10? — I regard  the  present  Sinking  Fund  of 
£50,000,000  a year  as  quite  inadequate.  If  it  is  to 
be  regarded  as  non-cumulative  it  will  take  nearly 
150  years  to  pay  off  the  debt.  That  seems  to  me 
intolerably  too  long. 

5483.  Mr.  Bell:  That  is  without  taking  into  account 

conversions,  I suppose? — Yes,  without  taking  into 
account  conversions,  and  .1  have  given  reasons  for 
thinking  that  conversions  will  not  help  you  much. 
Then  I suggest  that  any  Sinking  Fund  should  be  at 
least  to  some  extent  cumulative,  and  that  it  should 
start  from  a.  higher  initial  figure  than  the  present 
£50,000,000.  I should  regard  £100,000,000  a year  as 
the  minimum  which  should  be  provided  at  the  present 
time.  A fully  cumulative  Sinking  Fund  starting  at 
this  figure  would  pay  off  the  whole  debt  ill  about 
30  years.  I say  “ about  ” because  there  are  a number 
of  possible  modifications;  there  is  the  possibility  of 
conversion,  and  so  on;  but  working  it  out,  if  you  take 
the  present  £305,000,000  interest  charge  and  if  you 
add  another  £100,000,000  Sinking  Fund,  that  takes 
you  to  just  over  £400,000,000,  and  if  you  were  steadily 
to  maintain  a total  debt  charge  of  £400,000,000  to 
make  increased  Sinking  Fund  provision,  both  as  you 
reduced  the  debt  and  as  you  converted  the  debt  you 
would,  according  to  a short  reckoning  that  I have 
made,  pay  off  the  whole  thing  in  about  30 
years.  Of  course,  it  would  mean  that  near 

the  end  of  the  30-year  period  you  would  bo 
paying  off  debt  very  nearly  at  the  rate  of 
£460,000,000  a year.  There  are  political  difficulties 
about  maintaining  am  scheme  of  that  kind;  at  the 
same  time  it  would  have  the  advantage  of  appealing 
to  the  imagination,  because  many  of  us  would  like 
to  see  the  whole  thing  worked  out  in  our  lifetime. 
In  default  of  a Capital  Levy  I should  support  such 
a scheme,  or  alternatively,  if  you  think  it  is  too  stiff 
for  human  nature  to  keep  a fully  cumulative  Sinking 
Fund  starting  from  that  figure,  then  I would  suggest 
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a Sinking  Fund  not  quite  so  strongly  cumulative  sup- 
plemented by  a plan  for  the  creation  of  terminable 
annuities,  which  I discuss  later  on. 

5484.  You  said  “ In  default.’'  I would  like  that 
to  be  explaineed? — My  view  is  that  a Capital  Levy 
is  on  tho  whole  the  best  method  of  dealing  with  this, 
but  that  if  we  are  not  to  have  a Capital  Levy,  and  if 
we  are  to  be  forced  to  the  consideration  of  other  alter- 
natives, then  I should  favour  either  a fully  cumulative 
Sinking  Fund  starting  from  £100,000,000  or  this 
other  scheme  which  1 may  refer  to  perhaps  when  I 
come  to  the  Liter  paragraph. 

5485.  Mr.  Bell : I think  it  is  fair  to  say  that  every- 
body is  seized  of  the  difficulty  of  the  great  debt,  but 
it  is  not  a question  with  us  really  of  looking  solely 
at  the  debt  as  much  as  of  looking  at  the  whole  thing 
in  relation  to  its  effects  upon  the  industry  of  the 
country.  Everybody  would  like  this  paid  off ; I would 
myself  like  it  paid  off  by  a voluntary  levy  or  voluntary 
offerings;  but  the  whole  evidence  of  a great  number 
of  people  who  have  come  here  is  that,  though  this 
groat  debt  is  a difficulty,  in  practical  dealing  with  it 
if  you  take  too  much  from  a taxpav'er  to-day  you  stop 
employment,  you  stop  development.  You  do  not  want 
merely  to  rush  the  process  of  reducing  this  great  debt. 
Broadly  speaking,  it  is  very  much  better  to  have  a 
regular,  even  if  a prolonged,  time  for  paying  it  off, 
and  leaving  the  money,  in  the  old  phrase,  in  the 
hands  of  the  people  who  have  got  it.  This  is  really 
our  difficulty.  What  we  want  to  get  at  is  a broad 
general  view  of  what  this  country  is  to  do.  We  have 
had  very  strong  evidence  that  the  heavy  taxation 
which  is  presently  going  on  and  which  would  be  in- 
creased by  these  suggestions  is  really  doing  great  harm 
to  the  activities  of  the  country  p — I have  one  or  two 
remarks  in  my  paper  further  on,  which  perhaps  would 
bear  on  that. 

5486.  Mrs.  Wootton : I would  like  to  know  your  view 

on  this.  It  has  been  suggested  that  the  Sinking  Fund 
should  be  combined  with  a fund  for  regulating  public 
expenditure  as  between  times  of  trade  depression  and 
times  of  boom,  in  order  to  equalise  employment.  It 
been  suggested  to  us  that  we  should  have  an  in- 
clusive figure  and  allocate  that  as  between  expenditure 
on  unemployment  works  and  debt  redemption  accord- 
ing to  the  state  of  trade  Have  you  given  your  mind 
to  that  at  all? — I have  seen  a paper  by  Professor 
Bowley  along  that  line,  published  in  the  book : r‘  Is 

Unemployment  Inevitable.”  I think  that  in  theory 
there  is  a lot  to  be  said  for  that,  assuming  that  every- 
body is  always  reasonable.  My  practical  difficulty 
about  the  scheme  is  that  while  you  will  no  doubt  be 
able  to  reduce  your  Sinking  Fund  provision  quite 
easily — people  wi-ll  swallow  that  if  you  only  give 
them  a good  excuse  for  doing  so — on  the  other  hand, 
when  you  have  to  put  your  Sinking  Fund  provision 
up  again  under  the  working  of  the  scheme  there  will 
be  all  sorts  of  reasons  put  forward  why  it  should  not 
be  done.  I think  a scheme  of  that  kind  would  have 
very  great  political  difficulties. 

5487.  You  do  not  think  it  could  be  done  by  an  auto- 
matic arrangement? — I think  you  would  find  it  diffi- 
cult to  keep  the  automatic  arrangement  working.  I 
think  attempts  would  be  made  to  upset  it  when  the 
time  came  to  increase  the  automatic  provision,  in  the 
same  way  that  the  L.O.C.  seems  to  be  trying  to  avoid 
repayment  of  its  tramway  debt  now.  There  are  so 
few  spectacular  advantages  in  debt  repayment  that 
there  are  always  plenty  of  excuses  for  not  doing  it. 

5488.  Professor  Hall : Would  you  say  there  is  any 
argument  for  linking  up  the  debt  charge  with  war 
pensions  land  increasing  the  provision  for  debt  redemp- 
tion as  the  charge  for  pensions  falls? — It  does  not 
occur  to  me  as  a particularly  obvious  way  of  doing 
it.  1 do  not  see  any  real  economic  ground  for  linking 
the  two  together.  It  is  true  that  they  are  both  bur- 
dens on  the  taxpayer. 

5489.  They  are  equally  war  charges? — They  are 
equally  war  charges  in  their  origin. 

5490.  And  as  the  burden  of  pensions  falls,  the 

samp  income,  would  make  it  possible  to  repay  an 
additional  amount  of  the  war  debt? — Yes,  I do 


not  think  such  a linking  would  give  me  what  I should 
want;  because  the  total  charge  for  pensions  is  only 
£60,000,000  now  and  it  is  falling  slowly.  I think 
you  ought  to  speed  up  your  debt  repayment  faster 
than  you  speed  down  your  pensions.  I think  if  you 
linked  them  up  closely  like  that  you  would  not  get 
sufficiently  rapid  repayment  of  debt. 

5491.  You  have  already  suggested  that  any  saving 
accruing  from  reduced  interest  charges  should  be 
applied  for  debt  redemption? — Yes. 

5492.  I want  to  see  if  you  would  apply  the  same 
principle  in  regard  to  the  fall  in  pension  charges? 

My  general  view  is  that  you  want  to  get  the  Sinking 
Fund  up  and  to  keep  it  up,  and  any  pretext  that  is 
going  to  make  it  easier  for  the  public  to  swallow  that 
idea  I would  support,  speaking  practically.  If  you 
ware  able  to  say  to  people  : “ Now  this  is  a good 

thing.  We  ought  to  devote  the  saving  in  pension 
charges  to  the  payment  of  debt  ” — if  that  were  a 
means  of  getting  the  increased  debt  provision,  I should 
lie  in  favour  of  it.  It  would  not  get  the  Sinking  Fund 
up  as  fast  as  I want,  but  it  would  go  obviously  in  the 
same  direction.  If  it  would  help  public  opinion  to 
put  the  thing  on  that  ground,  I would  be  quite 
willing  to  help  public  opinion  so  far. 

5493.  I am  not  suggesting  it  as  an  alternative,  but 
what  I want  to  know  is  whether  you  would  apply  this 
saving  to  the  reduction  of  taxation  or  to  the  redemp- 
tion of  debt? — At  the  present  moment  certainly  to 
the  redemption  of  debt.  I would  apply  all  savings  to 
redemption  of  debt  until  we  got  the  Sinking  Fund  up 
to  the  height  that  I suggest;  but  that  is  a political 
rather  than  an  economic  argument;  it  is  making 
things  easy  for  public  opinion. 

5494.  Chairman : Will  you  proceed  now  with  your 

paper? — I venture  next  to  make  some  reference  to 
the  burden  of  taxation  which  one  of  the  Committee 
raised  just  now.  I want  to  reinforce  what  I think  has 
been  said  by  some  of  your  previous  witnesses,  that 
taxation  devoted  to  repayment  of  debt  increases 
capital.  If  you  devote  taxation  .to  repayment  of  debt 
you  pay  off  certain  people,  and  those  people  in  the 
vast  majority  of  cases  simply  reinvest  the  money 
somewhere  else.  On  the  other  hand,  a considerable 
part  of  the  money  that  you  take  in  taxation  would 
not  have  been  saved ; a good  deal  of  the  money  that 
you'take  in  taxation,  if  it  had  been  left  in  the  l,and* 
of  the  taxpayers,  would  have  been  spen.  upon 
immediate  enjoyment  and  immediate  consumption ; 
and  therefore  the  net  effect  of  using  taxation  to  repay 
debt  is  to  increase  capital.  I think  that  is  a point 
which  goes  a long  way  to  answer  the  general 
objection  to  paying  off  debt  fast,  and  the  idea 
that  you  are  preventing  development.  I think  you 
are  promoting  development;  you  are  diverting  funds, 
on  balance,  from  people  who  would  spend  to  people 
who  would  save.  Some  taxpayers  would  spend  a lot; 
by  taxing  them  and  using  the  money  for  repayment  of 
debt  you  are  transferring  wealth  from  people  who 
would  have  spent  to  people  who  will  save.  With 
regard  to  the  payment  of  interest,  it  seems 
to  me  doubtful  whether,  if  you  use  taxation  to  pay 
interest  on  the  debt,  as  of  course  we  habitually  do, 
that  diminishes  capital  or  not.  It  is  not  at  all 
obvious  that  it  diminishes  capital.  It  is  quite 
possible  that  here  again  a larger  proportion  of  what 
is  paid  out  in  interest  is  saved  and  invested  by 
those  who  receive  it  than  would  have  been  saved 
if  the  money  had  been  left  in  the  hands  of  the 
taxpayers.  Therefore,  my  general  view  is  that 
vigorous  sinking  fund  operations  promote  the 
accumulation  and  cheapening  of  capital  by  diverting 
funds,  on  balance,  from  spenders  to  savers.  Then 
1 refer  to  the  argument  which  is  sometimes  put 
forward  that  these  sinking  fund  operations  damage 
industry  by  diverting  funds  from  industrial  to  gilt- 
edged  securities.  I cannot  say  that  I am  impressed 
by  that  argument.  I do  not  think  there  is  any 
sharp  division  between  people  who  hold  industrials 
and  people  who  hold  gilt-edged  securities.  Trustees, 
of  course,  lare  tied  to  the  latter,  but  there  are  a 
considerable  number  of  people  who  are  always  in 
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doubt  as  to  whether  they  shall  put  the  odds  and 
ends  of  their  investments  into  industrials  or  into 
gilt-edged  securities,  and  if  in  fact  you  begin  to 
divert  funds  from  industrial  to  gilt-edged  securities 
then  you  would  get  a correction;  you  would  get  an 
increased  inducement  for  people  to  put  money  into 
industrials  because  they  would  become  cheaper.  The 
next  paragraph,  No.  12,  deals  with  taxation  and 
the  state  of  trade  and  employment.  One  of  the 
Committee  just  now  said  that  you  had  had  evidence 
to  the  effect  that  taxation  increased  unemployment. 
I venture  to  suggest  that  there  is  a good  deal  of 
misunderstanding — I do  not  suggest  in  the  minds 
of  any  of  the  Committee,  but  in  the  minds  of  some 
people  outside — about  how  this  operates.  If  you  take 
money  in  taxation  it  is  not  put  in  a stocking;  it 
is  spent,  and  the  whole  thing  resolves  itself  into 
a transfer  of  purchasing  power.  Heavy  taxation  I 
do  not  believe  has  much  influence  on  employment  one 
way  or  the  other.  I think  that  unemployment  is 
mainly  due  to  fluctuations  of  trade,  and  that  the 
results  of  taxation  and  public  expenditure  in  this 
connection  are  very  unimportant.  If  you  look  at 
what  has  happened  since  1918,  if  you  compare  the 
burden  of  taxation  in  1918  with  what  it  is  now,  you 
will  see  very  large  reductions  which  have  been  made 
since  then  in  the  taxation  of  industry.  There  has 
been  a reduction  of  the  Income  Tax  from  6s.  to 
4s.  6d.,  the  repeal  of  the  Excess  Profits  Duty  and 
the  Corporation  Profits  Tax,  and  even  the  repeal 
of  the  Inhabited  House  Duty  might  be  brought  in 
there.  We  have  always  been  told  that  trade  would 
be  revived  if  taxation  on  industry  were  reduced, 
and  yet  when  taxation  on  industry  has  been  reduced 
trade  has  not  revived.  I suggest  that  the  reason 
for  that  is  quite  simple;  it  is  that  the  revival  of 
trade  depends  in  the  main  on  other  factors.  It 
depends  on  the  settlement  of  Europe  and  other 
things  that  I need  not  go  into  here,  but  I do  not 
think  that-  taxation  has  a very  close  bearing  upon 
unemployment.  After  all,  it  does  not  cut  down  the 
demand  for  labour.  Money  is  transferred  from 
taxpayers  to  other  people,  including  those  who  hold 
the  War  debt,  and  they  do  something  with  the 
money,  you  simply  get  a turn  round  of  purchasing 
power,  and  there  is  no  obvious  reason  why  tha- 
should  affect  the  demand  for  labour  and  employment 
at  all. 

5495.  Sir  William  McJAntock : You  do  not  sug- 
gest that  the  repeal  of  the  Excess  Profits  Duty 
relieved  the  taxpayer  of  a burden,  do  you?  The 
longer  it  was  kept  on,  the  better  it  was  for  him. 
He  was  getting  repayment. 

5496.  There  was  no  relief  but  rather  a hardship 
when  they  repealed  it  ? — I think  business  people 
asked  for  it  to  be  repealed  none  the  less. 

5497.  If  it  had  been  repealed  a year  earlier  they 
would  have  been  even  worse  off? — I know,  of  course, 
that  has  been  a very  curious  chapter;  there  are  some 
persons  who  have  gained  from  it  really,  I expect. 

5498.  Sir  Alan  Anderson  : You  say  that  it  is  idle 
to  speak  of  the  burden  of  taxation  regardless  of  bene- 
fits of  the  corresponding  public  expenditure? — Yes, 
I should  have  thought  that  was  quite  clear. 

5499.  I suppose  there  comes  a point  at  which  taxa- 
tion is  too  heavy  whatever  the  benefits  may  be. 
Where  the  tax  is  100  per  cent,  you  would  not  go 
forward,  would  you?— No.  My  suggestion  is  that  you 
have  to  balance  the  two  together.  When  you  have 
got  up  to  that  point  such  a burden  of  taxation  would 
obviously  be  much  greater  than  the  benefit  which  was 
being  received. 

5500.  Even  if  the  whole  of  that  taxation  were  going 
to  repayment  of  debt  and  much  of  it  coming  back, 
the  bad  part  of  the  burden  then  would  be  that  ii: 
was  discouraging  people  from  earning  money,  woul  ,1 
it  not? — Yes. 

5501.  And  that  bad  feature  in  taxation  exists  right 
down  the  scale,  only  in  varying  degrees;  it  is  worse 
as  you  get  high? — Yee. 

5502.  And  the  view  expressed  to  us  by  many  people, 
contrary  to  your  view  here,  is  that  we  are  already 


feeling  that  bad  effect,  that  enterprise  is  being  dis- 
couraged because  so  large  a part  of  the  reward  is 
taken  away  in  direct  taxation.  You  do  not  share 
that  view? — I think  it  is  exaggerated  very  often.  1 
do  not  say  there  is  nothing  in  it;  I want  to  see  tax- 
ation come  down,  and  it  seems  to  me  that  this  is 
one  of  the  reasons  for  repaying  debt  as  fast  as  we 
can;  the  two  things  are  linked  together.  You  will 
never  get  taxation  down  to  any  appreciable  extent 
if  you  do  not  get  the  debt  down. 

5503.  You  are  telling  us  that  if  you  were  Chancellor 
you  would  do  some  heroic  things  in  the  way  of  raising 
money? — Because  I believe  in  education. 

5504.  That  means  having  to  pay  direct  taxes,  does 
it  not? — If  we  could  not  get  the  debt  down. 

5505.  You  have  to  put  up  direct  taxes  in  order  to 
get  the  debt  down,  do  you  not? — Yes,  I agree,  unless 
we  can  get  a voluntary  renunciation  such  as  was 
suggested  just  now. 

5506.  Have  you  in  mind  a figure  up  to  which  you 
think  it  prudent  to  raise  the  direct  taxes? — It 
depends  very  much  how  it  is  going  to  be  spent.  You 
must  take  into  account  the  debt  redemption  and  other 
things  all  together. 

5507.  I think  the  effect  is  apparent  on  the  indus- 
trious person;  if  you  take  away  100  per  cent,  of  his 
profit,  he  will  not  work? — I should  not  suggest  doing 
anything  like  that. 

5508.  If  you  take  75  per  cent.,  he  would  still  be 
much  less  likely  to  work? — Yes,-  it  is  a question  of 
degree. 

5509.  You  sa.y  you  would  do  something  much  more 
heroic  than  has  been  done  now,  and  the  whole  of  your 
argument  depends  on  that  heroism? — No,  it  does  not; 
it  was  perhaps  rather  a rash  obiter  dictum  on  my 
part.  But  that  was  in  relation  not  only  to  the  debt, 
but  to  educational  and  health  services  as  well.  1 
suggest  later  on  that  we  should  get  most  of  the 
additional  revenue  for  the  Sinking  Fund  out  of 
increased  Death  Duties. 

5510.  You  talk  about  putting  up  Super-tax,  too? — 
May  I take  that  when  I come  to  it  later? 

5511.  Mrs.  Wootton  : With  regard  to  this  argument 
about  debt  repayment  and  the  diversion  from  indus- 
trials to  gilt-edged  securities,  w;e  have  had  a very 
eminent  witness  who  told  us  the  exact  contrary  to 
what  you  have  said.  He  argued  that  there  is  such 
a diversion ; I put  a question  to  him  on  the  line  of 
your  argument  in  regard  to  the  marginal  investor 
and  he  stated  categorically  that  adjustment  at 
the  margin  is  not  at  all  adequate;  there 
is  too  much  friction.  Can  you  suggest  to  us  any 
way  by  which  wp  can  arrive  at  a true  conclusion  in 
this  matter?  It  seems  rather  important? — It  is  very 
difficult.  You  really  want  to  cross-examine  a few 
typical  investors  and  get  them  to  tell  you  how  they 
do  decide  how  much  to  put  into  which. 

5512.  Sir  William  McLintock  : We  have  had  one 
other  eminent  witness  who  suggested  that  the  gilt- 
edged  market  was  the  refuge  of  the  nnost  ignorant 
investors  in  the  community.  (Sir  Charles  Addis) : 
Apart  from  those  considerations,  would  the  repay- 
ment of  debt  not  have  the  effect  of  stimulating 
demand  for  British  Government  and  various  other 
gilt-edged  investments?  Would  there  not  be  a 
diversion  of  funds  into  foreign,  and  particularly 
Colonial,  loans? — Yes,  perhaps. 

5513.  That  would  be  on©  result? — Yes.  Of  course, 
there  have  been  a good  number  of  new  Colonial  issues 
lately.  I dare  say  they  would  be  encouraged  to  float 
new  loans  under  those  circumstances.  I am  not  sure 
that  that  would  be  a bad  thing;  I do  mot  know 
whether  you  are  suggesting  that  it  would;  it  might 
be  a good  development. 

5514.  With  regard  to  what  yiou  said  about  taxation 
being  merely  a transfer  of  purchasing  power  from 
the  taxpayer  to  the  interest  receiver,  would  you  not 
agree  that  the  aggregate  volume  of  purchasing  power 
may  be  effected  by  the  statement  you  previously 
made,  to  the  effect  that  the  payment  was  made  to 
a large  extent  by  the  poor  to  the  rich? — That  would 
alter  the  character  of  'the  demand, 
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5515.  Would  it  alter  the  aggregate  effective  pur- 
chasing power : on  this  ground,  that  the  rich  man 
may  have  already  used  up  all  the  purchasing  power 
required  to  cover  his  needs,  .and  that,  therefore,  the 
effect  may  be  actually  to  reduce  the  aggregate;  in 
other  words,  to  trend  towards  accumulation  rather 
than  towards  consumption  ? — But  I was  thinking  of 
the  general  demand  for  labour,  including  the  demand 
in  connection  with  constructional  goods — the  total  of 
employment.  If  there  is  accumulation  in  the  form 
of  investment,  that  involves  a demand  for  labour 
equally — a demand  for  labour  in  shipbuilding  or  in 
making  blast  furnaces  or  making  goods  for  export 
in  payment  of  a loan. 

The  next  paragraph  follows  on,  and  1 think  I can 
explain  my  view  about  Income  Tax.  I think  it  is 
well  to  emphasise  that  the  present  annual  yield  of 
Income  and  Super-tax,  £326,000,000,  is  only  slightly 
greater  than  the  present  annual  interest  charge  of  the 
debt,  £305,000,000,  and  falls  short  of  the  present 
annual  charge  for  interest  and  Sinking  Fund  com- 
bined, which  is  £350,000,000.  If  you  compare  that 
with  the  pre-war  situation,  the  pre-war  Income  Tax 
and  Super-tax,  which  were  at  much  lower  rates, 
yielded  £47,000,000,  which  covered  the  total 
debt  charge  of  that  date  nearly  twice  over. 
The  total  debt  charge  was  only  £25,000,000. 
Therefore,  broadly  speaking,  you  have  this 
result,  that  during  and  since  the  War  we 
have  increased  the  yield  of  Income  Tax  and  Super- 
tax very  greatly,  but  we  have  increased  still  more  in 
proportion  the  debt  charges,  and  you  have  less  left 
over  for  the  other  expenses  of  the  country.  Leaving 
external  debt  out  of  account,  the  collection  of  Income 
and  Super-tax  and  the  payment  of  interest  resolve 
themselves  into  mere  transfers  of  wealth  within  a 
comparatively  small  section  of  the  community.  The 
present  situation,  therefore,  is  that  Income  and 
Super-tax  payers,  as  such,  have  practically  ceased  to 
make  any  contribution  to  the  current  expenses  of  the 
country.  It  is  nearly  all,  as  it  were,  allocated  to  the 
debt,  Now,  having  regard  to  that  and  to  the  general 
distribution  of  wealth  in  the  country  and  the  burden 
of  other  taxes,  I suggest  for  the  consideration  of  the 
Committee  that  they  should  not  countenance  any 
further  reduction  in  the  Income  and  Super-tax  aggre- 
gate yield  until  the  debt  has  begun  to  be  diminished 
substantially.  I suggest  that  it  is  not  reasonable 
to  reduce  the  yield  of  Income  and  Super-tax  to  such 
an  extent  that  the  total  yield  is  less  than  what  is 
required  even  for  the  interest  on  the  debt.  If  you 
take  another  fid.  off  the  Income  Tax  you  will  have 
that  situation.  Therefore  I suggest  that  for  the 
present,  ruling  out  Capital  Levy  and  other  more 
drastic  things,  the  yield  of  Income  and  Super-tax 
ought  to  be  maintained  at  its  present  level.  But  re- 
adjustments might  be  made,  subject  to  that  con- 
dition; and,  following  that  line  of  thought,  I make 
certain  suggestions  here.  I suggest  that  something 
might  be  done  to  ease  the  burden  in  certain  direc- 
tions and  to  encourage  saving.  I suggest  three 
reliefs. 

5516.  Mr.  Bell  : May  I ask  a question  on  paragraph 
13.  You  say : “ The  collection  of  Income  Tax  and 
Super-tax  and  the  payment  of  interest  resolve  them- 
selves into  imere  transfers  of  wealth  within  a com- 
paratively small  section  of  the  community.”  I take 
it  we  are  looking  at  the  taxation  of  individuals.  I 
want  you  to  think  of  a man  with  £10,000  a year 
income  who  holds  £2,000  War  Loan.  Does  he  pay 
nothing  towards  the  rest  of  the  taxation? — I admit 
that  in  the  aggregate  some  individuals  will  be  get- 
ting more  out  of  it  and  others  less.  But  you  ought 
to  take  a broad  group. 

5517.  But  that  is  surely  not  fair.  We  are  talking 
now  about  how  the  taxation  falls  upon  individual 
Payers  of  it.  It  does  not  interest  me  to  know  that 
I am  in  a class  when  it  is  further  told  me  that  I pay 
nothing  towar.dk  the  other  expenses  of  the  country? 

May  I put  it  in  this  way.  If  a class  in  which  you 
are,  is  making  no  contribution  towards  a pertain 


purpose,  and  if  you,  being  a member  of  that  class, 
are  making  a contribution,  then  it  follows  that 
certain  other  members  of  the  class  are  not  only 
making  no  contribution,  but  are  receiving  a sub- 
sidy from  outside. 

5518.  But  I am  not  interested  in  my  class  at  all; 

1 am  interested  as  an  individual  and  I want  to  know, 
if  I get  £10,060  salary  and  hold  £2,000  of  War  Loan, 
■if  I make  no  contribution  ? — In  that  case  you  do  no 
doubt  make  a contribution,  but  that  does  not  invali- 
date what  I say  here. 

5519.  You  are  assuming  that  we  are  all  one  sort  of 
person,  that  we  all  pay  one  another  and  none  of  us 
pays  outside  a certain  class  of  persons? — Perhaps  it 
would  make  it  easier,  or  would  sound  less  controver- 
sial or  less  reflecting  on  anybody,  if  I do  not  talk 
about  Income  and  Super-tax  payers  as  a class,  but  if 
I simply  concentrate  attention  on  the  yield  of  Income 
and  Super-tax.  It  does  seem  to  me  a notable  fact 
that  whereas  before  the  War  Income  Tax  and  Super- 
tax paid  the  whole  of  the  debt  charge  nearly  twice 
over,  now  they  barely  cover  it. 

5520.  Sir  Alan  Anderson  : It  does  not  seem  to  mo 
to  have  any  bearing  on  the  difficulties  at  all.  You 
say  the  Income  and  Super-tax  are  not  doing  any 
more  than  paying  the  debt  charges.  That  may  quite 
likely  be  true,  but  it  does  not  make  it  any  easier  to 
collect  a higher  Income  Tax  or  Super-tax  from  people 
without  checking  their  enterprise;  and  you  yourself 
give  the  reasons  in  your  paragraph  No.  3.  What  I felt, 
reading  this,  was  that  I should  like  to  introduce  the 
writer  of  No.  13  to  the  writer  of  No.  3 and  let  them 
talk  it  out.  It  seems  to  me  that  what  we  are  all  up 
against  is  this.  We  all  want  to  get  the  thing 
straight  as  soon  as  we  can ; the  easiest  way  of  collect- 
ing money  is  obviously  by  direct  taxation,  but  if  you 
go  too  far,  it  is  checking  enterprise,  and  telling  Mr. 
Bell’s  friend,  that  he  is  a member  of  the  idle  class  is 
no  use  to  him? — That  was  not  my  phrase. 

5521.  No;  you  said  he  was  a class.  That  is  no  use 
to  him? — The  difficulty,  no  doubt,  is  very  great,  and 
it  arises  from  the  existence  of  the  debt.  The  whole 
question  of  policy  is  a Choice  between  unpleasant 
alternatives. 

5-522.  Sir  Charles  Addis:  In  this  connection,  have 
you  any  view  as  to  whether  or  not  Income  Tax  can 
be  passed  on  to  prices?: — I am  inclined  to  think  it. 
cannot.  I know  I cannot  pass  my  Income  Tax  on  to 
the  price  of  the  work  I do. 

6523.  Sir  Alan  Anderson : But  have  not  salaries 
gone  up  ? — Slightly,  but  I do  not  think  Income  Tax 
has  ever  been  put  forward  as  a reason  for  that. 

5524.  The  cost  of  living  has,  and  that  is  one  of 
the  things.  They  have  to  live  on  a certain  scale, 
and  you  cannot  get  the  men  you  want  without 
paying  them  a bigger  fee? — I think  it  is  all  very 
indirect  and  uncertain.  Now  shall  I run  through 
the  rest  of  my  paper  briefly?  I should  like  to  direct 
the  attention  of  the  Committee  to  certain  sugges- 
tions that  I make  in  paragraph  14  about  readjusting 
the  Income  Tax  and  Super-tax  burden.  I suggest 
that  it  is  desirable  to  give  the  following  reliefs  : 
(a)  an  increase  in  the  exemption  limit,  (b)  an  in- 
crease in  Child  allowances,  and  (c)  a reduction  in 
the  rate  of  tax  on  undistributed  profits.  With 
regard  to  the  first,,  an  increase  in  the  exemption 
limit,  that,  of  course,  benefits  all  Income  Tax  payers, 
even  the  richest;  it  means  that  they  will  get  off  so 
much  of  their  income  without  having  to  pay  any 
tax  on  it,  and  it  will  give,  roughly  speaking,  an 
equal  benefit  to  all  Income  Tax  payers.  That 
appears  to  me  to  be  preferable  to  ,a  reduction  of 
the  standard  rate.  The  line  of  least  resistance  in 
dealing  with  Income  Tax  is  always  to  reduce  the 
standard  rate,  and  the  benefit  of  the  reduction  of 
the  standard  rate  increases  with  a man’s  wealth. 

1 am  not  in  favour  of  that  principle.  T do  not  con- 
sider the  principle  of  “To  him  who  hath  shall  be 
given,”  to  he  a sound  one  in  the  distribution  of  relief 
from  taxation.  I think  it  is  very  much  better  to  give 
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n relief  which  is  equal  in  terms  of  money  for  all  In- 
come Tax  payers. 

5525.  Sir  William  McLintoch:  But  is  itf  Suppose 
you  double  the  present  exemption  limit.  Does  it 
apply  the  same  all  through? — The  only  people  who 
will  get  less  than  the  full  relief  are  those  who  are 
so  near  the  exemption  limit  at  present  that  they 
will  be  relieved  from  the  tax  altogether  when  the 
limit  is  raised.  Everybody  who  is  well  above  your 
higher  exemption  limit  gets  off  Income  Tax  on  a 
certain  fixed  amount  of  income. 

5526.  Would,  you  give  him  that  relief  in  regard  to 
Super-tax  as  well? — No,  I was  not  bringing  super- 
tax in  there.  Super-tax,  of  course,  now  takes  no 
account  of  these  exemptions.  His  Super-tax  would 
be  unchanged  by  reason  of  the  change  in  the  exemp- 
tion limit,  but  he  would  get  off  a fixed  amount  of 
Income  Tax  every  year.  The  difference  between  in- 
creasing the  exemption  limit  and  reducing  the 
standard  rate  is  that  in  the  former  case  you  give 
an  equal  (monetary)  benefit  to  all,  while  in  the  latter 
case  you  give  the  largest  benefit  to  the  people  who 
are  best  off,  which  does  not  seem  to  me  to  be  a good 
principle.  A further  argument  in  favour  of  raising 
the  exemption  limit  is  that  the  cost  of  collecting 
small  sums  from  persons  just  above  the  present  limit 
is  abnormally  high.  This  figure  that  I quote,  that 
it  amounts  to  over  20  per  cent,  of  the  revenue 
obtained,  is  based  on  a reply  to  a Parliamentary 
question  given  a year  or  two  ago  by  Mr.  Hilton 
Young.  This  argument  must  not  be  pressed  too  far, 
but,  as  far  as  it  goes,  it  seems  to  be  very  relevant ; 
it  is  much  more  economical  to  collect  large  sums 
from  a few  people  rather  than  small  sums  from 
many.  Then  with  regard  to  the  increase  in  child 
allowances,  I think  clearly  that  is  desirable,  so  as 
to  make  the  burden  falling  upon  taxpayers  with  un- 
equal family  responsibilities  somewhat  more  equal. 
With  regard  to  the  third  point,  that  I put  forward 
as  a genuine  encouragement  to  saving,  provided  that 
you  can  guard  against  fraud  through  the  formation 
of  one-man  companies  and  so  forth.  I think  if  you 
reduced  the  rate  on  undistributed  profits,  you  would 
get  very  good  value  for  your  money  in  the  encourage- 
ment of  saving.  Practically  the  whole  of  that  relief 
would  go  in  increased  saving,  whereas  with  the  reduc- 
tion of  the  standard  rate  a great  deal  of  the  released 
funds  would  be  used  in  luxurious  spending ; it  would 
means  more  dinners  at  the  Ritz,  and  so  on. 

5527.  Sir  William  McLintoch : In  paragraph  11 

you  say:  “Much  of  the  money  taken  in  taxation 

would  have  been  spent,  and  not  saved,  if  it  had  re- 
mained at  the  disposal  of  the  taxpayers  ” ? — Some  of 
it  would. 

5528.  In  the  case  of  companies’  reserves,  fid.  or  Is. 
off  the  tax  would  represent  a very  large  amount. 
Most  of  the  limited  companies  pay  the  tax  under 
Schedule  D,  and  that  remark  clearly  cannot  apply 
to  them.  At  the  same  time  you  suggest  what  is  prac- 
tically the  same  effect,  to  reduce  the  rate  of  tax  on 
undistributed  profits.  It  would  be  as  good  to  them 
as  a reduction  of  the  standard  rate? — Yes,  it  would 
be  the  same  to  companies,  but  it  would  be  different 
to  the  individual. 

5529.  The  bulk  of  the  revenue  is  derived  from  the 
trader,  and  the  bulk  of  trade  is  carried  on  by  limited 
companies? — The  point  is,  is  it  not,  that  if  you  re- 
duce the  rate  on  undistributed  profits,  you  are  en- 

. couraging  saving,  for  that  is  put  on  one  side  and  not 
dissipated;  it  goes  into  the  extension  of  the  business 
and  presumably  it  is  a form  of  saving  to  be  en- 
couraged. You  give  a more  definite  encouragement 
to  saving  by  doing  that,  than  by  giving  a reduction 
of  tho  standard  rate,  which  would  be  not  merely  on 
the  undistributed  profits  but  upon  the  general  run  of 
income;  that  would  not  be  exclusively  encouraging 
saving.  You  would  also  be  encouraging  spending. 

5530.  Have  you  considered  what  your  suggestion 
(c)  may7  mean?  Would  you  limit  it  by  the  purpose 
for  which  the  profits  were  used? — I am  not  sure 
liow  eaev  it  would  be  to  do  that,  If  I could  limit  it 


to  the  purpose  of  genuine  extensions  and  develop- 
ment of  business,  I would  like  to,  but  I am  not  clear 
whether  it  would  be  possible.  I have,  therefore,  pro- 
posed a general  reduction  of  the  rate  on  undistri- 
buted profits  balanced  by  the  proposals  at  the  bottom 
of  the  paragraph. 

5531.  I quite  agree,  but  have  you  considered  the 
bottom  part  of  the  paragraph?  There  is  a clear  limit 
laid  down  at  present ; only  certain  kinds  of  com- 
panies formed  after  a certain  date  are  entitled  to  be 
brought  in  under  the  present -legislation  ? — Yes. 

5532.  But  y7ou  are  opening  a very  dangerous  door 
by  this  suggestion,  and  it  would  seem  necessary  to 
give  this  very  full  consideration  ? — The  reason  that  led 
me  to  make  the  suggestion  was  that  I am  impressed, 
up  to  a point,  with  the  argument  that  Sir  Alan 
Anderson  and  other  people  have  put,  that  you  have 
this  discouragement  to  saving.  Now  it  seems  to  me 
a very  expensive  way  of  removing  that  discourage- 
ment, to  reduce  the  standard  rate  of  Income  Tax, 
because  we  know  a lot  of  the  money  thus  left  In  the 
hands  of  the  taxpayers  will  not  be  saved  at  all,  it 
will  be  spent  and  frittered  away.  On  the  other  hand, 
if  we  could  - confine  the  reduction  to  certain  funds 
which  we  know  are  saved,  and  give  relief  there,  we 
should,  at  a comparatvely  small  cost  to  the  revenue, 
be  doing  valuable  service  in  encouraging  saving. 
There  may  be  more  difficulties  in  it  than  meet  tho 
eye ; it  may  be  very  difficult  practically  in  practice. 

5533.  It  seems  to  me  that  this  question  would 
lead  to  a great  deal  of  evasion  of  tax  that  would 
otherwise  be  paid.  One  man  might  say : “ I am 
going  to  extend  my  factory  next  year,”  and  he 
would  set  it  aside  this  year.  Another  man  would 
say:  “I  have  got  a lot  of  doubtful  accounts  and  I 
want  to  make  provision  for  them,”  and  as  ho  is 
going  to  save  the  tax,  he  makes  it  ample.  Another 
man  would  say:  “ My  stock  is  not  very  well  bought, 
I want  to  make  provision  for  falling  value,”  or  he 
would  say:  “ I anticipate  market  prices  will  fall  and 
I want  to  make  provision.”  You  may  have  a hun- 
dred different  reasons  for  not  distributing  profits? — 
Yes,  I quite  see  there  may  be  difficulties. 

5534.  And  it  would  entail  a tremendous  loss  of 
revenue? — Much  less  tremendous  than  reducing 
the  standard  rate  -all  round.  There  would  be  much 
less  loss  to  revenue  in  halving  the  tax  on  undis- 
tributed profits  than  in  halving  the  standard  rate. 

5535.  But  then  there  would  be  the  unfairness  as 
between  one  taxpayer  and  another.  Take  a man 
with  a salary  : he  may  wish  to  put  a certain  amount 
aside  for  some  future  contingencies;  there  would  be 
no  chance  of  him  getting  a portion  of  his  undis- 
tributed or  unspent  earnings  relieved  of  tax? — I am 
afraid  there  are  always  inequalities  of  that  kind. 
It  is  very  difficult  to  guard  against  them  entirely 
under  any  form  of  taxation. 

5536.  But  they  are  very  real  in  business? — I quite 
agree  it  would  need  very  careful  consideration,  and 
it  might  be  that  it  would  turn  out  not  to  be  prac- 
ticable. If  so,  I should  be  sorry,  because  I put  it 
forward  with  a wish  to  help  the  business  world;  1 
thought  it  was  one  of  the  few  points  of  my  evidence 
that  the  business  man  would  jump  at  and  grasp 
with  both  hands;  but  I am  a little  discouraged  by 
your  reception  of  it. 

5537.  Mr.  Bell:  Would  you  apply  it  to  a doctor 
and  -a  solicitor? — No,  I did  not  contemplate  apply- 
ing it  to  a doctor  or  a solicitor.  I contemplated 
applying  it  only  to  limited  companies,  in  the  first 
instance,  at  any  rate. 

5538.  You  would  not  let  an  individual  trader,  who 
was  in  exactly  the  same  business  as  a limited  com- 
pany, have  the  same  right  to  put  away  a reserve? 

It  was  not  in.  mind  when  I drafted  this,  f agree 
it  would  all  need  to  be  looked  into  carefully.  _ 1 
merely  threw  it  out  as  a possible  way  of  encouraging 
saving  at  low  cost  to  the  Exchequer. 

5539.  Sir  William ■ McLintoch  : We  have  had  it 
before  us  already. — I go  on  to  suggest  that  any  loss 
of  revenue  from  these  Income  Tax  reliefs  should  W 
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made  good  by  'steepening  the  rates  of  Super-tax  and 
abolishing  the  three  years’  average  under  schedule  D. 

5540.  Sir  Alan  Anderson : This  was  the  point  I 

was  on.  You  said  you  were  going  to  make  good  the 
loss  of  revenue  by  steepening  the  rates  of  Income 
Tax? — Of  course  if  you  do  not  adopt  my  proposal 
(c)  you  will  not  need  to  steepen  so  much. 

5541.  What  I was  asking  about  before  was  not  so 
much  with  regard  to  encouraging  saving  or  encourag- 
ing earning;  what  I am  afraid  of  is  that  if  you  go 
on  steepening  direct  taxation  you.  will  find  that 
earning  is  discouraged? — Lord  Leverhulme  used  to 
maintain  that  he  was  stimulated  to  earn  more  by  the 
Income  Tax  being  put  up. 


5542.  Up  to  a point? — It  is  a question  of  degree 
clearly.  May  I just  deal  with  the  last  point?  The 
other  main  point  which  I should  be  very  glad  if  the 
Committee  would  give  some  little  consideration  to, 
if  they  think  there  is  anything  in  it,  is  this.  I deal 
here  with  Death  Duties.  I regard  the  Death  Duties 
as  being  a good  form  of  taxation,  preferable  to  Income 
Tax  in  some  respects,  and  based  on  very  strong 
moral  grounds  in  view  of  the  fact  that  nobody  does 
anything  in  return  for  inherited  wealth,  that-  it  is 
always  a case  of  “ something  for  nothing.”  I think 
also  it  is  important  to  emphasise  the  fact  that  the 
discouragement  involved  m the  expectation  of  paying 
Death  Duties  some  day  is  undoubtedly  less  than  the 
discouragement  involved  in  paying  Income  Tax  every 
year.  I will  not  repeat  this;  read  the  whole  of  this — 
the  Committee  will  be  able  to  read  it;  but  in  my 
suggestions  at  the  end  1 refer  to  the  Rignano  plan. 

1 dare  say  the  Committee  will  have  considered  that. 

5543.  Mr.  Bell : Do  you  feel  that  it  is  a hardship 
in  regard  to  estates  where  there  happen  to  be  rather 
frequent  deaths  in  the  course  of  a few  years? — It  is 
a hardship.  I think  it  is  not  greater  than  many 
other  hardships  that  we  cannot  really  deal  with. 

5544.  We  have  had  representatives  of  landed 
proprietors  giving  evidence  of  such  cases  before  us. 

No  doubt  there  are  hard  cases  from  time  to  time. 
But  it  is  very  much  harder  if  your  parents  die  and 
leave  you  nothing,  than  if  they  die  and  leave  you  an 
estate  on  which  you  have  to  pay  a tax.  It  is  not  a 
grievance  that  I should  put  in  the  first  rank  of  those 
to  be  relieved.  But  I do  wish  to  draw  the  attention 
of  the  Committee  to  what  is  now  called  the  Rignano 
plan.  I know  that  Sir  Josiah  Stamp,  who  is  not  here 
this  morning,  has  considered  this  plan  and  has 
spoken  rather  well  of  it  in  general  terms  in  one  of 
his  books.  I do  not  know  whether  the  Committee 
have  had  any  other  evidence  or  whether  they  are 
thinking  of  taking  any  evidence  as  to  practicability 
from  the  Inland  Revenue  authorities.  If  so  I hope  it 
will  be  published  later  on. 


Chairman : Now  will  you  go  to  paragrapl 

19?— It  appears  to  me  that  it  might  be  practicabh 
to  introduce  this  modification  into  the  Death  Duties  : 
..o  say  that  on  the  passing  of  a certain  estate  ther< 
wr  le  certain  Death  Duties  charged  as  at  present 
subject  to  some  slight  modifications  that  I have  pu- 
111  the  previous  paragraph.  Then,  in  addition,  tin 
pei  sons  inheriting  would  be  required  to  exchangt 
some  part  of  the  wealth  that  they  are  receiving— 
a piesciibed  part  that  would  be  laid  down  according 
o some  scale — to  hand  that  over  to  the  State  anc 
leceive  m exchange  terminable  annuities  either  foi 
„1'?’  °5’  as  1 think  would  perhaps  be  preferable,  foi 
n nxed  term  of  years,  20  years  or  some  other  period, 
asmg  the  annual  value  of  the  annuity  given  upon 
e annual  value  0f  the  property  surrendered  in 

immedT;  • ^ WOllld  ffiean  that’  so  ^r  « 
mediate  income  was  concerned  the  inheritors  would 

set  TP  anythl“g’  but  tbere  would  be  a time  limit 
of  ■,  „ &y  WOUld  be  holding  a wasting  asset  in  place 
1 ermanent  source  of  income. 


5546.  Sir  William  McLintock : They  would  lose 

nothing  on  income? — They  would  lose  nothing  on 
annual  income,  but  there  would  be  a limit  of  time 
to  their  enjoyment  of  the  income.  Taking  it  roughly, 
the  present  value  of,  say,  a 20  years’  terminable 
annuity  is  about  two-thirds  of  the  present  capital 
value  of  an  equal  perpetual  annuity.  They  would 
lose  nothing  immediately,  but  they  would  have  the 
prospect  of  their  annuity  running  out  at  the  end  of 
the  period.  The  advantage  of  that,  from  the  point 
of  view  of  the  State,  would  be  that  provision  would 
be  made  for  a certain  amount  of  debt  to  be  steadily 
running  off  as  these  annuities  fell  in.  It  would  be  a 
comparatively  painless  way  of  extinguishing  the 
debt. 

5547.  And  taking  the  whole  estate? — Not  the  whole 
estate  necessarily.  I put  it  forward  in  the  most 
general  terms;  it  may  be  20  per  cent,  or  30  per  cent, 
or  50  per  cent. — whatever  you  choose — of  an  estate 
that  would  be  transferred  in  this  way. 

5548.  How  would  you  deal  with  an  industrial  busi- 
ness where  a man  dies  and  the  whole  of  his  capital 
is  locked  up  in  this  business?  Assume  the  percentage 
was  50,  how  would  the  State  take  possession  of  that 
50  per  cent,  of  his  business  in  exchange  for  a ter- 
minable annuity? — A private  business? 

5549.  Possibly,  or  a private  limited  company,  say  a 
father  and  son? — There  is  no  difficulty  with  a public 
company  where  the  shares  are  negotiable. 

5550.  No,  clearly  not.  It  is  the  same  thing  in  a 
private  limited  company.  Say  that  a father  and  son 
held  all  the  shares,  or  a private  partnership  with  the 
father  holding  the  bulk  of  the  capital? — That  is  the 
sort  of  case  that  always  does  give  difficulty. 

5551.  Difficulties  are  bound  to  arise,  are  they  not? 
— They  are  bound  to  arise.  I would  like  to  see  a 
continuous  extension  of  the  public  limited  company. 
If  is  much  more  satisfactory  in  many  ways,  and  it  is 
certainly  a much  more  satisfactory  thing  to  tax. 
These  difficulties  do  not  arise  there.  I am  in  favour 
of  anything  which  accelerates  the  transformation  of 
private  into  public  companies.  The  private  company, 

I think,  gets  the  best  of  both  worlds  at  present.  I 
really  only  wanted  to  float  this  idea.  I have  not  yet 
worked  it  out  in  any  great  detail,  but  I am  very 
anxious  to  suggest  to  the  'Committee  that  if  the 
Capital  Levy  is  ruled  out  in  your  judgment,  or  in 
the  judgment  of  the  majority  of  you,  we  must  search 
round  for  alternatives,  and  this  kind  of  alternative 
might  be  valuable.  It  postpones  the  time  incidence 
of  the  thing  a bit  and  it  might  enable  you  to  get 
some  scheme  into  operation  which  would,  at  no  very 
distant  date,  have  resulted  in  clearing  off  a great 
deal  of  the  debt  without  anybody  being  conscious  of 
any  very  great  hardship.  I hope,  speaking  as  a mem- 
ber of  the  public,  that  we  shall  get  the  benefit  of 
some  of  your  investigations  as  to  that,  because  so 
many  of  these  things  do  turn  on  practicability.  One 
could  make  lots  of  schemes  in  the  air,  but  one  wants 
to  see  whether  they  are  practicable. 

5552.  Professor  Hall : Would  there  be  difficulty  also 
in  the  case  where  an  estate  consists  largely  of  land? 
— No.  I say  somewhere  that  I like  the  principle  in- 
troduced into  the  1909  Budget  of  allowing  Death 
Duties  to  be  paid  in  land  in  certain  cases.  I sug- 
gest somewhere  in  my  evidence  that  I think  that 
procedure  might  be  facilitated.  It  is  very  little  used 
at  present. 

5553.  It  was  put  before  us  by  a number  of  wit- 
nesses that  the  breaking  up  of  an  estate  is  rather  a 
bad  thing  from  the  point  of  view  of  the  community  ? — 

I am  doubtful  about  that;  I should  have  thought 
it  was  generally  rather  a good  thing.  It  depends  no 
doubt  on  circumstances. 

Chairman : Thank  you.  We  have  had  very  great 
pleasure  in  seeing  you  here  this  morning. 


(The  Witness  withdrew.) 


(Adjourned  for  a short  time.) 
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The  Right  Hon.  E.  G.  Pretyman,  President  of  the  Land  Union,  and  Mr.  Ernest  Watson,  E.S.I., 
Agricultural  and  Valuation  Expert  to  the  Land  Union,  called  and  examined. 


Evidence-in-chief  handed  in  by  Mr.  Pretyman. 

1.  I desire  to  preface  my  evidence  by  saying  that 
i was  a member  of  the  Income  Tax  Commission  of 
1919-20  and  several  of  the  points  to  which  I wish 
tc  refer  were  considered  by  that  Commission,  and 
some  of  the  evidence  which  I now  propose  to  give 
does  not  entirely  agree  with  the  recommendations 
in  our  Report  which  I signed. 

2.  Since  that  Report  was  issued  I have  felt  very 
strongly  that  I was  led  at  the  time  to  agree  to  a 
rate  of  taxation  upon  real  estate  which  I then  thought 
it  possible  to  meet,  without  sacrificing  the  general 
interests  of  the  estate  and  those  dependent  on  it 
and  without  serious  detriment  either  to  property  or 
to  national  interests,  but  I have  since  realised  that 
I was  mistaken. 

3.  What  I think  misled  me,  and  possibly  other 
members  of  the  Commission,  was,  first,  the  atmosphere 
at  the  time  in  which  we  were  sitting,  which  was  one 
of  absolute  sacrifice  of  all  personal  and  industrial 
considerations  to  the  national  emergency  due  to  the 
War  and  secondly,  and  perhaps  mainly,  to  the  fact 
that  at  that  time,  owing  to  the  absence  on  service 
of  the  greater  proportion  of  the  workmen  required 
to  maintain  an  estate,  or  to  work  a farm,  expenses 
were  necessarily  reduced  to  a point  which  made  it 
possible  to  meet  the  heavy  load  of  taxation  for  the 
time  being.  In  other  words,  the  wage  fund  was 
being  diverted  to  the  revenue. 

4.  Since  the  return  of  the  men,  arrears  of  main- 
tenance have  had  to  be  made  good,  and  an  attempt 
has  had  to  be  made  to  restore  the  old  standard  of 
efficiency.  This  has  been  found  impossible.  There 
is  not  enough  money  both  to  maintain  an  estate  and 
to  pay  the  heavy  rate  of  taxation  now  demanded. 
In  other  words,  the  full  combined  forces  of  taxation 
and  increased  wages  are  only  now  realised. 

5.  It  is  submitted  that  when  a substantial  part 
of  the  revenue  raised  by  taxation  is  applied  in  the 
payment  of  doles  and  pensions  to  non-producers  and 
when  the  taxation  is  so  heavy  as  to  involve  the 
discharge  of  workmen  engaged  in  productive  labour, 
there  must  in  consequence  be  a diminution  of  pro- 
duction and  therefore  of  national  wealth. 

6.  The  argument  is  frequently  used  that  the 
recipients  of  doles  and  pensions  spend  the  money 
on  necessaries  of  life  and  so  encourage  production 
and  employment;  this  argument  is  fallacious.  It  is 
certainly  true  that  a demand  is  thus  created,  bur 
this  demand  is  no  greater  than  that  which  would 
arise  from  a similar  expenditure  on  the  part  of 
productive  workers.  It  follows  that  where  money  is 
diverted  by  taxation  from  the  wages  fund  to  the 
fund  for  doles  and  pensions,  there  is  a net  loss 
equal  to  the  entire  output  of  the  discharged  work- 
men. If  our  general  trade  and  industry  could  absorb 
all  our  available  labour,  this  condition  would  not 
arise  as  labour  discharged  by  one  employer  or  from 
one  industry  would  quickly  be  taken  up  by  others. 

7.  Our  present  system  of  taxation  is  designed  to 
apply  to  this  latter  condition  and  is  well  adapted  to 
it.  The  major  part  of  the  burden  falls  on  the  direct 
taxpayer,  and  the  balance  paid  by  the  workers  in  the 
form  of  indirect  taxation  is  constantly  being  reduced. 
If  the  revenue  expended  on  different  forms  of  State 
assistance,  such  as  free  education,  doles,  pensions, 
national  insurance,  etc.,  is  taken  into  account,  the 
apparent  net  payment  by  the  working  classes  is  only 
fractional. 

8.  When  employment  is  generally  good,  the  workers, 
as  pointed  out  above,  do  not  suffer  materially  from 
the  indirect  consequences  of  our  heavy  direct  taxes, 
and  their  real  share  of  the  burden  of  taxation 
approximates  to  their  apparent  share. 


If,  therefore,  the  conditions  which  have  produced 
the  present  phase  of  widespread  unemployment  were 
clearly  transitory,  there  would  be  no  need  to  revise 
our  system  of  taxation  which  is  admirably  suited  to 
a well-established  and  prosperous  industrial  com- 
munity. But  if,  on  the  other  hand,  the  present  con- 
ditions are  due  to  permanent  or,  at  any  rate,  to 
enduring  causes,  partly  arising  out  of  the  Great 
War  and  partly  inherent,  but  their  onset  accelerated 
by  the  War,  then  a wholly  different  situation  arises, 
and  our  whole  basis  of  taxation  is  prejudiced. 

9.  Where,  in  consequence  of  widespread  unemploy- 
ment, productive  labour  discharged  by  one  employer 
or  from  one  industry  cannot  be  taken  up  by  others, 
the  discharged  workers  fall  to  be  maintained  in  idle- 
ness by  the  State,  their  income  is  reduced,  their 
efficiency  is  impaired,  and  they  thus  bear  a heavy 
though  indirect  share  of  the  burden  of  taxation 
nominally  borne  by  their  past  employers.  In  this 
case,  therefore,  the  real  share  of  taxation  borne  by 
the  workers  in  no  way  corresponds  to  their  apparent 
share,  nor  does  this  discrepancy  depend  upon  the 
goodwill  or  otherwise  of  employers  or  employed;  it 
is  inherent  and  due  to  the  pressure  of  economic  laws. 

10.  It  may  be  further  remarked  that  a national 
system  of  taxation  must  be  designed  for  the  com- 
munity as  a whole  and  cannot  be  materially  modified 
to  fit  the  requirements  of  one  industry  where  these 
differ  from  those  of  the  majority,  it  may,  however, 
be  useful  to  the  conununity  when  it  finds  itself  faced 
with  a general  situation  parallel  to  that  which  lias 
for  a considerable  period  dominated  one  of  its 
industries,  to  study  the  effects  produced  ou  that 
industry  as  indicating  what  is  likely  to  happen  in 
the  wider  area.  It  happens  that  for  nearly  half  a 
century  the  agricultural  industry  lias  been  very  much 
in  the  condition  referred  to  above  as  unable  of  itself 
to  reabsorb  its  discharged  labour,  when  that  labour 
has  been  discharged  owing  to  the  inability  of 
individual  farmers,  and  particularly  of  those  fanning 
second-class  arable  land,  to  pay  the  heavy  proportion 
of  national  and  local  taxation  allotted  to  them. 

11.  It  is  a well-known  fact  that  under  these  con- 
ditions, and  for  these  reasons,  agriculture  has 
declined,  both  output  and  employment  have  been 
steadily  shrinking,  and  landlords,  occupiers  and 
labourers  have  ail  been  impoverished  and  forced  to 
adopt  a lower  standard  of  living. 

12.  There  seems  to  be  every  reason  to  expect  that 
a considerable  period  of  years  must  elapse  before  this 
country  will  again  be  in  a position  to  absorb  all  its 
available  labour,  and  it  is  doubtful  if  under  our 
present  system  of  taxation  it  ever  would  be  able  to 
do  so.  It  is  surely  wiser  to  be  warned  in  time,  and 
to  profit  by  the  example  of  agricultural  experience, 
rather  than  to  wait  until  the  majority  of  industries 
have  suffered  a like  fate. 

13.  If  another  example  is  desired,  it  can  be  found 
in  a kindred  industry  closely  connected  with  the  land, 
viz.,  the  building  industry. 

It  is  universally  recognised  that  our  present  housing 
shortage  originated  through  the  super-taxation 
imposed  by  Part  I of  the  Finance  Act  of  1909-10,  and 
it  is  only  since  that  Statute  was  finally  repealed  in 
1921  that  the  building  industry  lias  to  some  extent 
revived.  The  consequences  of  this  super-taxation 
were  identical  with  those  referred  to  above.  Just 
as  the  State  has  been  driven  to  provide  unemploy- 
ment doles  out  of  tax  revenue  and  rates,  so  it  has 
had  to  provide  building  doles  and  houses  from  the 
same  sources.  Surely  it  is  better  and  more  economica 
for  the  State  to  so  adjust  its  taxation  as  to  enable 
production  to  continue  rather  than  to  levy  taxes 
which  eventually  react  upon  the  revenue  by  involving 
it  in  an  expenditure  many  times  greater  than  tie 
tax. 


MINUTES  OF  EVIDENCE. 


411 


3 February,  1925.]  The  Right  Hon.  E.  G.  Pretyman  and  Mr.  Ernest  Watson,  P.S.I.  [ Continued . 


14.  It  must  again  be  emphasised  that  this  reasoning 
does  not  apply  with  anything  like  equal  force  where 
the  tax  created  deficit  in  one  direction  can  easily 
be  made  good  by  the  community  as  a whole  and  is 
merely  the  price  paid  for  maintaining  a tax  basis 
which  suits  its  general  needs.  When,  however,  the 
reaction  becomes  general  or  even  widespread,  the 
price  becomes  prohibitive  and  the  community  has  no 
longer  the  means  to  pay  it. 

15.  Any  form  of  direct  taxation  which  displaees 
labour,  and  deprives  it  of  its  opportunity  of  employ- 
ment, hits  labour  in  its  most  vital  spot,  and  is  far 
more  injurious  to  labour  interests  than  indirect  taxa- 
tion, even  if  it  is  levied  upon  the  daily  necessities  of 
the  workers.  But  it  must  be  again  repeated  that 
this  condition  only  arises  when  the  labour  available 
considerably  exceeds  the  demand  for  it. 

16.  In  view  of  our  recent  financial  history,  and  of 
the  natural  prejudice  of  the  workers  against  any 
reduction  of  the  proportion  of  the  revenue  raised 
from  direct  taxation,  which  prejudice  would  be  eagerly 
exploited  by  the  Socialist  Party  organisers,  it  would 
clearly  be  very  hazardous  for  any  Chancellor  of  the 
Exchequer  to  bring  forward  proposals  of  this 
character,  and  they  would  require  the  strongest 
justification,  but  if  they  are  in  the  end  inevitable, 
and  if  the  Committee  think  so,  it  is  surely  necessary 
to  ventilate  them  before  the  present  system  has 
further  reduced  our  national  output  and  employment. 

17.  The  problem  of  the  proportion  of  the  revenue 
which  should  be  raised  from  direct  and  indirect  taxa- 
tion would  be  greatly  simplified  if  it  were  possible  to 
levy  Income  Tax  upon  all  grades  of  income  or  earn- 
ings. This  is  theoretically  a sound  proposition,  but 
no  practicable  means  has  been  found  of  collecting 
such  a tax. 

18.  Whilst  the  Land  Union  is  primarily  concerned 
with  the  effects  of  heavy  taxation  on  the  ownership, 
use  and  development  of  land  and  house  property,  it 
has  always  approached  tax  problems  from  a national 
standpoint,  and  has  preferred  to  seek  relief  by  a 
general  amendment  of  the  law  rather  than  by  asking 
for  special  privileges  for  one  class  of  taxpayers. 

19.  Prom  the  general  statement  just  concluded,  it 
will  be  seen  that  the  agricultural  industry  is  no 
longer  a battered  unit  in  an  otherwise  well-found  fleet 
breasting  a head  sea,  her  consorts  have  now  developed 
defects  of  their  own,  and  the  course  of  the  whole  fleet 
must  be  altered  to  allow  defects  to  be  made  good.  The 
damage  is  largely  due  to  an  overload  through  the 
accumulated  weight  of  Income  Tax,  Super-tax  and 
Death  Duties,  which  are  all  levied  upon  tlie  same 
interests  in  property.  Owing  to  the  system  of  gradua- 
tion adopted,  and  to  the  great  divergence  between 
real  and  statutory  ability  to  pay,  some  of  these 
interests  are  practically  confiscated  and  serious  dislo- 
cation of  industry  follows. 

20.  The  question  is  asked  whether  Income  Tax. 
including  Super-tax,  levied  on  profits  can  be  passed 
on  in  the  price  charged  to  the  consumer.  This  seems 
to  depend  entirely  on  the  conditions  under  which  the 
industry  is  carried  on.  Where  it  is  exposed  to  foreign 
competition,  prices  cannot  be  raised,  and  the  tax  can- 
not therefore  be  passed  on.  Where,  however,  the 
industry  is  a sheltered  one,  Income  Tax  can  be 
treated  as  an  expense,  and  prices  can  be  increased  to 
restore  the  balance.  This,  of  course,  involves  the  pay- 
ment of  an  increased  tax,  but  an  increased  balance 
of  profit  is  left  to  the  taxpayer.  In  some  cases  profits 
are  actually  increased  by  taxation  as,  for  instance,  in 
the  brewing  and  tobacco  industries  where  a percentage 
of  profit  is  taken  on  the  selling  price  of  beer  and 
tabacco,  and  where  the  greater  part  of  that  price  con- 
sists of  taxation.  This,  however,  is  not  a direct  tax 
on  profits,  but  a tax  on  the  commodity  sold. 

21.  Something  must  be  done  to  reduce  the  over- 
load, and  we  desire  to  put  forward  certain  suggestions. 

We  think  that  Super-tax  should  not  be  levied  on 
Income  Tax,  but  that  Income  Tax  should  be  deducted 


from  the  assessment  to  Super-tax.  This  course  was 
not  recommended  by  the  Income  Tax  Commission,  and 
the  present  system  is  theoretically  defensible,  but  the 
change  presents  no  administrative  difficulties  and 
would  have  great  practical  and  moral  value. 

22.  Theoretically,  Super-tax  is  merely  a means  of 
graduating-  the  Income  Tax,  and  is  only  necessary  to 
maintain  the  system  of  collection  of  Income  Tax  at 
the  source.  If  a graduated  Income  Tax  was  assessed 
on  direct  individual  returns  of  total  income,  no  Super- 
tax would  be  necessary,  but  this  cannot  be  done  with- 
out surrendering  the  advantage  of  collection  at  the 
source,  to  preserve  which  the  present  complicated 
system  of  Super-tax  and  rebates  has  been  adopted  at 
the  instance  of  the  Treasury.  The  practical  result  is 
that  Super-tax  has  to  be  assessed  and  paid  on  income 
which  has  never  been  received  by  the  taxpayer,  as  it 
has  been  intercepted  at  the  source  and  only  the 
balance  has  been  credited  to  his  account. 

23.  This  creates  a real  though  not  a theoretical 
grievance,  and  one  which  commands  public  sympathy. 
If  it  is  considered  desirable  to  reduce  the  present-day 
high  rate  of  Super-tax,  it  could  be  done  in  this  way 
with  far  less  political  friction  than  would  be  caused  by 
simply  reducing  the  rate  of  Super-tax.  There  is 
another  advantage  to  the  revenue  in  adopting  this 
method,  viz.,  that  if  and  when  the  rate  of  Income 
Tax  is  reduced,  the  balance  liable  to  Super-tax  will  be 
correspondingly  increased  and  will  thus  afford  some 
set-off  to  the  loss  of  revenue  on  the  Income  Tax. 

24.  I will  now,  in  detail,  refer  to  one  or  two  matters 
which  I wish  to  bring  to  the  notice  of  the  Committee. 

Repayment  op  Income  Tax  on  Account  op  Excess 
Maintenance. 

(Limitation  to  Schedule  “ .4.”) 

There  is  no  doubt  that  with  the  heavy  increase  in 
the  cost  of  repairs  which  has  taken  place  during 
recent  years  and  also  with  the  heavy  charges  levied 
on  property  owners  for  Income  Tax  and  Super-tax, 
their  position  would  be  well-nigh  impossible  had  it 
not  been  for  the  valuable  concession  first  obtained  in 
the  Finance  Act,  1910,  and  extended  subsequently  by 
other  Finance  Acts,  which  grants  to  the  owner  of 
property  the  right  to  reclaim  Income  Tax,  with  a 
subsequent  reduction  of  Super-tax,  on  account  of 
moneys  spent  by  him  on  the  maintenance  of  his 
property  in  excess  of  the  allowance  for  repairs,  insur- 
ance, etc.,  when  the  original  assessment  to  Schedule 
“ A ” Income  Tax  is  made. 

25.  The  object  of  this  method  of  reclaim  on  account 
of  excess  maintenance  is  to  place  the  owner  of 
property  as  far  as  possible  in  a similar  position  to 
that  of  a man  carrying  on  a business  for  profit,  and 
to  assess  him  for  Income  Tax  upon  the  actual  profits 
which  he  may  make  instead  of  on  an  arbitrary  assess- 
ment without  any  regard  being  had  to  these  profits. 
In  other  words,  to  assess  the  owner  of  property  for 
Income  Tax  on  lines  similar  to  those  adopted  when 
assessing  under  Schedule  “ D.” 

There  is,  however,  a discrepancy  which  requires 
amendment  and  which  is  due  almost  entirely  to  the 
very  complicated  nature  of  the  Income  Tax  Acts 
themselves,  and  this  no  doubt  would  have  been 
removed  had  the  full  effect  of  the  working  of  the 
maintenance  claim  been  realised  in  the  first  instance. 

26.  The  discrepancy  to  which  I refer  is  that 
although  an  owner  can  reclaim  Income  Tax  on  account 
of  excess  expenditure  on  the  maintenance  of  his 
property,  he  is  limited  as  to  the  amount  of  repayment 
of  Income  Tax  to  the  actual  amount  of  tax  paid  on 
his  estate  or  single  house  under  the  one  Schedule, 
Schedule  “ A.” 

27.  The  result  of  this  limitation  not  only  places  the 
property  owner  in  a different  position  from  all  othei 
persons,  but  also  draws  a hard  and  fast  line  between 
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individual  property  owners,  giving  benefits  to  those 
who  are  assessed  under  Schedule  “ D,”  yet  withhold- 
ing the  same  advantages  from  those  who  are  assessed 
under  Schedule  “ A.”  In  other  words,  the  mere 
difference  in  the  alphabetical  title  of  the  Schedule 
under  which  one  is  assessed  to  Income  Tax  may  ulti- 
mately affect  the  sums  which  the  taxpayer  is  called 
upon  to  contribute  to  the  revenue. 

28.  This  discrepancy  affects  not  only  the  owners  of 
large  houses  but  also  very  materially  the  man  who  has 
purchased  a small  house,  and  there  is  no  doubt  that 
the  limitation  which  at  present  exists  to  reclaim  under 
Schedule  “ A ” only,  is  a hindrance — to  a certain 
extent — to  the  solution  of  the  housing  problem. 

29.  For  example,  a house  assessed  under  Schedule 
“A  ” at  £40  gross,  £30  net  per  annum,  is  purchased 
with  vacant  possession  in  a bad  state  of  repair.  The 
purchaser  spends  some  £500  upon  this  property  to 
make  it  thoroughly  habitable  and  it  is  let  at  the  same 
figure  of  £40  or  a very  small  increase  owing  to  the 
fact  that  this  is  a fair  annual  value  for  a property  of 
this  nature.  £500  taken  over  an  average  of  five  years 
shows  for  the  purposes  of  reclaim  on  account  of  excess 
maintenance  £100  minus  £10,  that  is,  Income  Tax 
should  be  reclaimable  on  £90.  Owing,  however,  to  the 
limitation  at  present  imposed  by  the  Income  Tax  Acts, 
the  owner  can  only  bring  into  account  for  the  pur- 
pose of  reclaim  the  tax  paid  under  Schdule  “ A ” on 
£30. 

30.  If,  however,  the  owner  were  being  assessed 
under  Schedule  “ D ” he  could  take  into  consideration 
the  full  amount  of  his  expenditure,  and  I therefore 
suggest  that  the  Income  Tax  Acts  should  be  so 
amended  that  excess  maintenance  should  be  dealt  with 
in  the  same  manner  as  business  losses  on  farming,  etc., 
and  provided  the  taxpayer  can  show  that  he  has  paid 
Income  Tax  under  any  Schedule,  he  should  be  allowed 
to  recover,  on  account  of  excess  maintenance  up  to 
the  full  amount  of  his  proved  expenditure  Income  Tax 
equivalent  to  the  sum  which  he  is  reclaiming,  having 
already  been  paid  to  the  revenue.  In  the  case  of 
Super-tax  payers,  the  deduction  for  Super-tax  should 
also  be  calculated  in  the  same  manner. 


Super-tax  on  Life  Assurance  Premiums. 

31.  It  was  formerly  the  practice  to  allow  when 
assessing  to  Super-tax  certain  deductions  on  account 
of  sums  expended  on  life  assurance  premiums,  but  this 
was  abolished  by  a recent  Finance  Act.  I suggest, 
however,  that  the  time  has  now  arrived  when  the 
concession  should  be  restored,  for  the  present  method 
undoubtedly  weighs  inequitably  on  Super-tax  payers, 
and  if  it  in  any  way  reduces  the  amount  of  assurances 
affected,  must  in  the  long  run  adversely  affect  the 
revenue  received  by  the  Treasury. 

32.  Unfortunately,  the  attitude  of  the  revenue 
authorities  is  rather  based  on  the  theory  that  the 
whole  of  man’s  income  is  taxable  by  the  State  and 
that  any  exemption  or  allowance  which  he  is  granted 
is  a concession  to  the  individual,  but  it  would  be  better 
if  the  opposite  point  of  view  were  taken  up,  namely, 
what  is  a reasonable  sum  to  extract  from  the  tax- 
payer towards  his  contribution  to  the  public  revenue  ? 

33.  It  is  true  that  as  regards  Income  Tax,  certain 
concessions  are  allowed  on  account  of  the  payment  of 
life  assurance  premiums,  but  the  amount  of  tax  which 
can  be  reclaimed  is  limited,  and  the  actual  amount 
of  premium  in  proportion  to  the  total  income  is  also 
subject  to  limitation.  As  regards  the  latter  item,  no 
possible  exception  can  be  taken  to  the  limitation  of 
the  proportion  of  premium  paid  to  income,  but  as 
regards  the  former  limitation  I submit  to  the  Com- 
mittee that  it  is  a hardship  as  regards  Super-tax 
payers  that  the  maximum  rate  of  tax  on  account  of 
which  the  concession  is  granted  for  Income  Tax  pur- 
poses can,  of  necessity,  only  be  4s.  6d.  in  the  £, 
whereas  in  the  case  of  many  Income  Tax  payers  who 
are  also  Super-tax  payers,  the  real  rate  of  tax  being 


borne  by  them  may  be  well  in  the  neighbourhood  of 
10s.  Now  if  the  concession  on  account  of  premiums 
paid  was  allowed  at  a rate  which  represented  the  real 
rate  of  tax  in  the  £ paid  by  a Super-tax  payer  on  his 
income,  there  would  be  no  cause  whatever  for  com- 
plaint, but  I quite  realise  that  from  an  administrative 
point  of  view,  until  Income  Tax  and  Super-tax  are 
combined,  it  is  impossible  to  make  a concession  on 
these  lines. 

34.  I do,  however,  suggest  to  the  Committee  that 
where  certain  concessions  are  made  on  account  of  life 
assurance  premiums  for  Income  Tax  purposes,  similar 
concessions  should  be  made  for  Super-tax  purposes, 
and  I should  like  to  call  attention  to  the  fact  that 
assurances  which  are  generally  effected  for  the  pur- 
pose of  paying  Estate  Duty  are  valuable  to  the 
revenue,  particularly  as  regards  the  levying  of 
Estate  Duties.  This  can  be  clearly  shown  by  the  fact 
that  in  the  case  of  assurance  being  effected,  valuation 
for  Estate  Duty  purposes  not  only  includes  the 
amount  of  the  assurance  effected  so  that  the  duty  is 
levied  upon  that  sum,  but  the  total  sum  payable  on 
account  of  such  assurance  is  aggregated  with  the 
“ principal  value  ” passing  at  the  time,  thus  raising 
the  whole  rate  of  duty  payable  on  the  property  which 
is  of  immense  benefit  to  the  revenue. 

35.  If  the  Treasury  wishes  to  encourage  this  assur- 
ance, which  I submit  is  in  the  interests  of  the  State, 
nothing  could  more  favourably  affect  the  number  of 
these  assurances  being  carried  out  than  some  amend- 
ment of  the  Income  Tax  Acts  which  granted  to  Super- 
tax payers  an  allowance  on  account  of  the  annual 
premiums  paid  by  them  as  assurance  premiums. 

Interest  on  Estate  Duty  Instalments. 

38.  I wish  to  bring  to  the  notice  of  the  Committee 
the  question  of  the  refusal  to  allow  interest  payable 
on  account  of  Estate  Duty  instalments  outstanding 
as  a deduction  from  the  income  assessed  to  Income 
Tax.  When  the  rate  of  interest  charged  on  account 
of  unpaid  Estate  Duty  was  at  a very  low  figure  one 
might  say  that  no  grievance,  in  fact,  existed,  as  the 
taxpayer  had  he  been  compelled  to  borrow  the  money 
from  his  bank  or  otherwise,  would  have  been  called 
upon  to  pay  a rate  of  interest  which,  would  have 
represented  the  rate  levied  by  the  revenue  to  which 
had  been  added  Income  Tax  at  the  rate  in  the  & 
existing  at  the  time. 

37.  The  position  now,  however,  is  wholly  changed, 
as  the  rate  of  interest  on  unpaid  Estate  Duty  has 
been  raised,  and,  consequently,  if  the  taxpayer  is  pay- 
ing this  interest,  he  is  rather  more  unfavourably 
placed  than  the  taxpayer  who  has  borrowed  money 
to  meet  the  Estate  Duty  payment  and  is  allowed  by 
law  to  deduct  or  reclaim  Income  Tax  from  the  pay- 
ments which  he  is  making  from  time  to  time  on 
account  of  the  interest  due  to  the  bank  or  other 
source  from  which  he  has  borrowed  the  money. 

38.  I submit  that  the  present  method  is  not  con- 
sistent with  the  principles  of  Income  Tax,  for  as 
long  as  the  taxpayer  is  not  allowed  to  deduct  Income 
Tax  when  paying  these  instalments,  he  is,  in  fact, 
paying  Income  Tax  on  an  income  which  he  does  not 
possess. 

Stamp  Duty. 

39.  I should  like  also  to  call  the  Committee’s  atten- 
tion to  the  fact  that  the  Stamp  Duty  on  the  transfer 
of  real  estate,  particularly  on  small  properties,  is  a 
far  too  high  a rate  and  must  adversely  affect  the  hous- 
ing problem.  The  duty  should  be  reduced,  say,  to 
10s.  in  the  £ up  to  a £1,000  limit,  as  the  heavy  duty 
at  20s.  comes  very  hard  on  purchasers,  particularly  as 
such  small  properties  can  be  purchased  for  this  sum 
to-day. 

40.  It  may  interest  the  Committee  to  know  that  m 
the  case  of  a sale  of  a house  for  £775,  the  pre-war 
value  of  which  was  £350,  the  purchaser  is  called  UP°  . 
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to  pay  no  less  a sum  than  £8  in  Stamp  Duty  alone. 
This  added  to  the  legal  expenses  of  the  sale  and 
other  such  matters,  is  undoubtedly  a hardship  on  pur- 
chasers of  small  properties,  particularly  where  an 
individual  is  buying  for  his  own  occupation,  and  as 
the  price  of  these  properties  has  risen  considerably, 
the  purchaser  is  doubly  penalised,  for  not  only  must 
he  pay  a larger  sum  than  in  the  period  prior  to  1914 
for  a similar  house  as  could  be  purchased  at  a far 
lower  rate  during  that  period,  but  he  is  called  upon 
to  discharge  an  increased  Stamp  Duty  merely  because 
the  price  of  the  house  has,  owing  to  war  conditions, 
risen. 


Evidenoe-in-chief  handed  in  by  Mr.  Watson. 

1.  Your  Secretary  has  directed  attention  to  the 
evidence  given  by  the  Central  Landowners’  Associa- 
tion, and  suggested  that  it  would  be  useful  if  the 
statement  submitted  by  The  Land  Union  should  be 
framed  so  as  chiefly  to  develop  aspects  or  considera- 
tions which  the  Association  lias  not  covered  in  detail. 

2.  1 am  able  to  confirm  (and  have  already  given 
evidence  on  the  subject  before  other  Government 
Committees]  the  general  trend  of  the  evidence  sub- 
mitted by  the  Association,  as  to  the  effect  of  high 
Death  Duties,  Income  Tax  and  Super-tax  on  the 
forced  realisation  of  agricultural  estates  and  the  con- 
sequent effect  of  this  on  the  agricultural  industry. 

3.  Cases  have  come  under  my  notice  when  very 
large  areas  of  land  have  had  to  be  sold  purely  to  meet 
the  burden  of  Death  Duties.  In  one  case,  owing  to 
the  decease  of  two  successors  within  a period  of  three 
years,  the  Estate  and  Succession  Duties  have 
amounted  to  53  per  cent,  of  the  capital  value  and  in 
another,  where  it  was  decided  to  pay  the  Estate  Duty 
by  instalments,  the  annual  payment  amounted  to  two 
and  a half  times  the  net  income  after  meeting 
demands  for  Income  and  Super-tax. 

4.  Enormous  areas  of  land  have,  during  recent 
years,  been  forced  into  the  market  as  the  result  of 
these  cumulative  burdens,  the  published  sales  of  one 
firm  of  auctioneers  alone  running  into  from  two  to 
three  million  acres  in  the  last  ten  years. 

It  may  be  argued  that  a mere  change  of  ownership 
is  not  detrimental  to  the  State  and  the  splitting  up 
of  large  landed  estates  into  comparatively  small  areas 
may  even  be  a sound  national  policy  and  make  for 
greater  security,  but  its  effect  on  agriculture  is 
certainly  detrimental.  The  general  experience  of 
members  of  my  profession  is  that  80  per  cent,  of  the 
sales  effected,  in  recent  years,  are  to  occupying 
tenants,  and  it  is  generally  the  case  that  at  least  two- 
thirds  of  the  purchase  money  is  left  or  borrowed  on 
mortgage.  The  balance  of  one-third  has  to  be  found 
somehow  by  the  farmer  and  in  most  cases  the  effect 
of  this  is  not  only  that  the  mortgage  interest  exceeds 
the  inclusive  rent  hitherto  paid  and  that  the  burden 
of  tithe,  repairs,  insurance  and  maintenance  is  thus 
transferred  from  the  landlord  to  the  owner-farmer, 
but  the  latter  is  crippled  for  capital.  As  the  result 
of  this,  economies  have  to  be  effected  in  labour  and 
in  the  purchase  of  feeding  stuffs  and  manures.  Con- 
sequently there  is  a falling  off  in  the  standard  of 
farming  coupled  with  general  deterioration  of  build- 
ings, equipment  and  land,  and  'loss  of  production. 


5554.  Chairman : Some  of  us  who  sat  on  the  Income 
Tax  Commission  had  the  pleasure  of  the  association 
of  Mr.  Pretyman  with  us  as  one  of  the  Commissioners ; 
during  the  whole  of  that  time  he  rendered  excellent 
service  to  us  in  the  consideration  of  those  abstruse 
problems  with  which  we  had  to  deal.  We  welcome 
you  to-day  with  very  great  pleasure? — I did  not 
come  here  prepared  to  make  an  oration  on  the 
evidence  that  I have  put  before  you.  I have  put  my 
ideas  of  the  broad  question  of  taxation  on  paper 
here  in  these  first  24  paragraphs.  I think  every 
member  of  this  Committee  is  fully  informed  on  all 


5.  It  is  suggested  in  the  statement  submitted  by 
the  Central  Landowners’  Association  that  this 
realisation  of  estates  (and  the  consequences  to  the 
agricultural  industry  which  follows)  might  be  stayed 
by  a departure  from  the  present  methods  of  valuation 
for  Estate  Duty — under  which  an  estate  is  assessed 
for  duty  at  its  estimated  realisable  value  in  the  open 
market — and  a return  to  the  practice  in  force  prior 
to  1909  by  which  purely  agricultural  estates  were 
valued  at  not  more  than  25  times  the  net  annual 
value  for  Schedule  A Income  Tax,  but  apart  from 
obvious  objections  to  putting  owners  of  one  form  of 
property  in  a favoured  position  as  compared  with 
others  such  a course  could  only  be  coupled  with  a 
right  to  the  State  to  acquire  land  for  all  national 
and  local  purposes  (such  as  small  holdings,  allotments, 
arterial  roads,  etc.)  on  the  same  basis  of  valuation 
instead  of  at  the  realisable  open  market  value,  as 
now  obtains. 

6.  Apart  from  these  objections,  I doubt  from  my 
experience  whether,  in  practice,  the  comparatively 
small  saving  in  Death  Duties  resulting  from  this 
elimination  of  amenity  value  could,  or  would,  enable 
existing  owners  to  retain  their  estates  intact. 

It  is  the  combined  and  cumulative  effect  of 
excessive  taxation  that  produces  the  results  which  I 
have  deplored. 

7.  It  does  appear  to  me,  however,  that  if  the  State 
wishes  to  stop  the  flow  of  capital  from  agriculture 
some  palliative  concessions,  might  advantageously  be 
made  in  the  method  of  levying  the  Death  Duties  now 
imposed,  apart  from  the  general  desirability  of 
reducing  the  burdens  of  taxation  now  falling  on  all 
classes,  and  I make  the  following  suggestions : — 

(a)  That  the  present  method  of  valuation  to  find 

the  aggregate  value  of  the  deceased’s  estate 
should  continue,  but  in  the  case  of  an 
agricultural  estate  the  duty  at  the  same 
rate  should  be  assessed,  in  the  first  place, 
not  upon  the  capital  value  of  the  land  itself 
but  upon  the  capitalised  value  of  the  net 
annual  income  regarded  as  an  annuity  for 
the  life  of  the  successor.  In  other  words, 
the  successor  to  purely  agricultural  land 
would  pay  duty  (at  the  aggregated  rate  as 
in  the  case  of  all  other  property)  on  the 
value  of  his  life  interest  only  in  the  income 
arising  from  the  land  unless  and  until  the 
land  is  sold,  when  the  full  duty  would 
become  payable  (on  tire  original  principal 
value  as  ascertained  at  tlie  death ' of  the 
predecessor)  less  the  duty  already  paid  on 
the  capitalised  life  annuity. 

(b)  That  the  period  over  which  Death  Duties 

may  be  paid  by  instalments  should  be 
increased  from  8 years  to  one-half  the 
expectation  of  life  of  the  successor  e.g., 
successor  aged  30.  expectation  of  life  34 
years,  payment  by  instalments  spread  over 
17  years. 

(c)  That  instalments  of  Death  Duties  should  be 

deducted  in  assessing  liability  to  Income 
Tax  and  Super-tax. 

(cl)  That  interest  on  unpaid  instalments  should 
likewise  be  a deduction  from  Income  Tax. 


the  basic  theories  of  taxation,  and  I cannot  instruct 
them  on  that  subject. 

The  real  underlying  question  ihat  I have  asked  the 
Committee  to  consider  is  whether  the  economic 
position  of  this  country  to-day  is  such  that  we  can 
afford  to  go  on  with  the  luxury,  because  it  really 
is  a luxury  from  the  point  of  view  of  the  population 
as  a whole,  of  levying  all  our  taxes  or  the  bulk  of 
our  taxes  by  direct  taxation,  and  continually  reducing 
the  amount  which  we  levy  by  indirect  taxation.  Of 
course,  there  is  the  underlying  factor  here,  which 
is  political  rather  than  fiscal,  that  that  process  is 
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partly  due  to  the  fact,  or  would  be  considerably 
furthered  by  the  fact,  that  the  majority  of  the 
electors  would  not  be  so  interested  in  economy  or 
in  the  weight  of  taxation  as  they  would  be  in  receiving 
benefits  out  of  taxation.  Of  course,  that  bears  on 
this  question  very  much.  That  again  is  a political 
question  on  one  side  of  it;  it  is  a fiscal  question 
on  the  other;  and  the  question  for  the  Committee 
to  consider  seems  to  me  to  be  whether  in  our  present 
position  our  difficulties  are  temporary. 

I have  given  here  the  instance  of  the  agricultural 
industry,  which  has  for  50  years  been  constantly  on 
the  downward  path,  because  the  burdens  which  it 
has  had  to  bear  have  exceeded  its  productive  capacity . 

It  has  really  been  the  earthen  pot  among  the  iron 
kettles,  but  there  are  so  many  iron  kettles  that  they 
have  naturally  guided  the  policy,  and  they  have  to 
some  extent  had  to  help  the  earthen  pot.  If  they 
are  going  to  be  earthen  pots  as  well,  who  is  going 
to  help  them?  That  is  really  the  broad  issue;  I will 
develop  any  point  on  which  any  member  of  the  Com- 
mittee wishes  to  question  me,  though  all  these  things 
will  be  in  the  minds  of  every  one  of  the  Committee 
in  reading  these  suggestions  of  mine. 

5555.  Would  you  like  to  go  through  the  paragraphs 
just  indicating  the  most  important  points? — The  first 
part  of  my  paper  is  introductory.  You  referred  just 
now  to  my  having  sat  on  the  Income  Tax  Commission. 

I signed  that  Eeport  as  one  ot  the  members  serving 
under  you,  and  I would  not  have  signed  that  Report 
if  I had  not  agreed  with  the  views  expressed  in  it. 

I have  stated  here  why  I think  that  I personally — 

I do  not  know  about  any  other  members  of  the  Com- 
mission— was  rather  misled  into  believing  and  hoping 
that  the  burden  of  taxation  would  not  be  too  great 
for  us  to  bear.  There  is  one  item  which  is  not  men- 
tioned, but  which  I am  sure  will  be  in  the  Com- 
mittee’s mind  when  I speak  of  the  cost  of  main- 
tenance; you  will  all  realise  that  the  cost  of  main- 
tenance has  been  practically  trebled.  One  of  the  most 
vital  factors  in  an  agricultural  estate  is  the  provision 
of  houses  for  the  workers.  Except  I think  in  one 
or  two  isolated  cases,  agriculture  is  the  only  industry 
where  it  is  the  general  practice  for  the  industry  to 
house  its  workers.  Part  of  the  responsibility  of  the 
owner  of  an  agricultural  estate  is  to  provide  houses 
for  the  people  who  are  going  to  work  on  the  estate, 
and  that  responsibility  has  been  unfortunately 
increased  at  a time  when  there  is  no  power  to  bear  it. 

I do  not  know  whether  it  is  going  outside  the  scope 
of  the  Committee  to  deal  with  this  side  of  it,  but  you 
you  will  be  aware  that  the  hours  of  agricultural 
labourers  have  recently  been  shortened  by  legislation 
through  the  Wages  Board,  and  except  for  overtime, 
which  is  very  expensive  and  not  liked  by  either 
party,  the  hours  are  reduced  from  60  to  50  per  week, 
not  necessarily  to  an  exact  hour  in  every  place,  but 
the  general  result  is  that  the  hours'  on  the  land  are 
shortened  from  60  to  50.  The  exact  mathematical 
effect  of  that  is  that  it  now  takes  six  men  to  do  the 
same  work  as  five  men  did  before,  assuming  the  work 
done  to  be  of  equal  value  in  the  hours  in  which  they 
are  working,  and  I have  no  reason  whatever  in  all 
my  agricultural  experience  to  say  that  the  men  to-day 
are  not  working  just  as  well  as  they  did  before,  but  I 
do  not  think  they  are  working  any  better.  I think 
one  could  fairly  state  that  an  hour’s  work  from  an 
agricultural  worker  to-day  is  equivalent  to  an  hour’s 
work  before  the  change  was  made.  That  means  that 
you  have  to  find  six  men  where  you  had  five.  Those 
men  cannot  be  found  unless  they  are  housed,  and  that 
means  building  a great  many  more  houses  if  the  same 
amount  of  land  is  to  be  kept  under  cultivation.  I 
happened  during  the  early  part  of  the  War  to  have 
built  by  contract  a pair  of  cottages  for  agricultural 
labourers  on  a farm  in  Lincolnshire — excellent 
5-roomed  cottages  with  outbuildings  and  so  on ; those 
cottages  cost  me  £400  and  a few  pounds  over. 

5556.  Each? — No,  the  pair.  It  is  only  fair  to  say 
that  the  sand  was  dug  on  the  estate  and  did  not 
have  to  be  paid  for  and  the  carting  was  done  by  the 
tenant.  I have  just  completed  under  stress  of 


urgency  another  pair  of  cottages  on  the  same  farm 
that  were  very  particularly  required.  They  are 
slightly  larger  in  accommodation,  but  with  tiles  instead 
of  slates,  with  no  overlap,  and  everything  is  done  to 
reduce  the  expenditure  to  the  utmost  degree;  so  that 
I think  if  you  took  the  slightly  larger  cubic  content 
as  against  the  sacrifice  of  appearance  you  might  say 
they  are  exactly  equivalent.  They  cost  £900  as 
against  £400.  I shall  get  a subsidy  on  them,  which 
of  course  will  reduce  my  expenditure.  I think  the 
subsidy  is  £140  on  the  two,  but  that  does  not  alter 
the  fact  of  the  cost  of  them.  As  I have  mentioned 
here,  if  the  State  had  not  burdened  us  to  such  an 
extent  as  it  has,  we  could  build  the  cottages  ourselves. 
Because  we  cannot  build  the  cottages  ourselves  we 
have  to  get  subsidies  from  the  State  to  build  them. 
Take  the  whole  wolds  of  Lancashire;  there  you  have 
one  of  the  most  essentially  arable  districts  in  the 
whole  of  England,  a very  large  district  with  which 
I am  very  intimately  acquainted.  I was  discussing 
this  very  question  with  the  farmers  there  when  I was 
up  there  10  days  ago.  They  all  say  that  they  are 
obliged  to  put  land  down  to  grass,  which  simply 
means  altering  the  rotation.  People  suppose  that 
putting  land  down  to  grass  means  a solemn  sort  of 
dedication  as  between  arable  and  pasture.  It  does 
not  mean  anything  of  the  kind.  What  it  means  on 
this  kind  of  farm  is  that  instead  of  having  one 
quarter  of  your  farm  under  temporary  pasture,  one 
quarter  under  roots  and  one  half  under  corn,  you  let 
your  land  that  you  lay  down  for  temporary  pasture 
stay  down  two  years  or  three  years  instead  of  one 
year,  thereby  bringing  a larger  proportion  of  the 
land  under  temporary  pasture,  which  requires  no 
tilling  and  very  little  labour.  That  is  what  is  being 
done  all  over  the  district.  The  consequence  is  that 
less  land  is  ploughed,  because  you  must  remember  that 
the  reduction  of  the  hours  of  the  men  means  an 
exactly  equivalent  reduction  in  the  hours  of  the 
horses.  Horses  cannot  work  without  men.  That 
means  that  a farmer  has  got  to  keep  more 
horses  as  well  as  more  men  to  get  the  same 
work  done,  and  all  that  adds  to  Ms  expenses.  Of 
course,  his  burdens  remain  the  same,  and  the  burdens 
on  the  land  owner  of  paying  Income  Tax  and  Super- 
tax remain  the  same,  and  with  the  Deatli  Duties, 
when  they  fall  upon  an  agricultural  estate,  it  is 
absolutely  out  of  his  power  to  do  anything  in  the 
way  of  providing  cottages.  My  experience  of  a very 
considerable  agricultural  estate  is  that  the  estate 
will  just  about  keep  itself  in  proper  order  and  pay 
its  Income  Tax,  and  that  the  Super-tax  has  to  be 
found  from  outside.  That  is  just  about  what  it  will 
do,  taking  all  the  necessary  outgoings  of  an  estate, 
the  maintenance  of  the  woods,  the  repairs  of  the 
cottages,  and  so  on.  Take  an  estate  that  1 have  to 
manage  in  Suffolk,  which  is  managed  I think  on  the 
most  economic  lines  possible.  It  is  a large  property; 
I have  to  keep  a staff  of  30  men  in  the  works  depart- 
ment, whose  whole  time  practically  is  taken  up  in 
the  maintenance  of  the  houses  and  cottages.  There 
are  some  hundreds  of  cottages  on  tne  estate  and  we 
are,  as  we  can,  adding  to  the  cottages  to  meet  this 
hiatus  and  building  new  ones.  I am  just  completing 
a pair  of  cottages;  they  are  building  them  with 
cement  blocks  which  we  cast  ourselves  out  of  sand 
on  the  estate.  Those  will  cost  us  probably  between 
£700  and  £800  by  that  means,  but  it  is  not  everybody 
who  is  in  a position  to  do  that. 

There  is  another  point  of  view.  I think  you  may 
say  that  the  agricultural  land  owner  is  the  on  j 
person  in  industry  in  this  country  who  is  receiving 
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obviously  and  clearly  his  pre-war  income  in  gross  anc 
no  more ; everybody  knows  that  rents  have  not  been 
raised  except  perhaps  in  a few  isolated  cases,  so  tia 
broadly  speaking  the  rents  received  by  an  agncultuia 
land  owner  remain  at  pre-war  level.  Of  his  expenses 
his  taxation  has  been  enormously  increased,  his  main 
tenance  costs  him  from  double  to  treble;  where  is 
it  to  come  from  ? He  has  only  got  the  same  income. 
The  farmers  are  getting  more  for  their  produce.  my 
very  bad  position,  but  they  are  not  m sue 
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a bad  position  as  the  agricultural  land  owner.  No 
doubt  you  all  know  or  can  easily  get  a comparative 
percentage  of  prices  before  the  War  and  prices  since 
the  War,  and  although  a farmer  can  clearly  show 
that  the  percentage  increase  of  his  costs  considerably 
exceeds,  or  has  exceeded  up  to  the  fast  two  or  three 
months,  the  percentage  increase  on  the  prices  which 
he  could  obtain,  still  there  was  a considerable  increase 
in  the  prices,  ana  that  went  some  way  towards  meet- 
ing his  costs.  But  the  agricultural  land  owner  has 
got  to  meet  these  increased  costs  and  he  has  no 
increase  of  resources  at  all — I do  not  know  whether 
that  is  realised.  When  you  take  an  estate  and  in 
addition  to  the  Income  Tax  and  Super-tax  pile  on 
anything  from  20  or  30  or  more  per  cent,  for  Death 
Duties,  which  have  got  to  be  paid  in  cash  out  of 
land  which  produces  no  cash,  it  is  simply  a dead- 
lock. Of  course,  that  means  from  the  revenue  point 
of  view  in  the  case  of  owners  who  are  paying  Income 
Tax  and  Super-tax  that  the  property,  on  which  those 
taxes  were  paid,  is  broken  up  and  passes  into  the 
bands  of  small  people  who  pay  neither  Income  Tax 
nor  Super-tax.  The  capital  sum  which  is  thus  taken 
is  so  much  diminiskment  of  the  capital  value  of  the 
country  since  it  is  spent  as  annual  income,  except 
to  the  extent  that  it  goes  in  the  repayment  of  debt. 
Is  that  a sound  economic  position  ? Nobody  would 
say  that  the  labourer  is  getting  too  much;  he  is 
getting  the  biggest  share,  but  he  is  getting  the 
minimum  which  he  can  live  upon.  There  is  a certain 
amount  of  exaggeration  as  to  the  hardships  of  the 
agricultural  labourer.  People  always  talk  about  the 
agricultural  labourer’s  minimum  wage  as  if  that  were 
all  agricultural  labourers  get.  As  a matter  of  fact, 
i am  employing  at  the  moment  80  men  on  farms  in 
hand,  and,  out  of  those  80  men,  20  and  no  more  are 
receiving  the  minimum  wage.  All  the  other  men  are 
special  men,  that  is  to  say,  horse  men,  stock  men, 
garth  men,  shepherds,  and  so  on,  who  are  receiving 
anything  in  cash  from  £2  to  a minimum  of  about 
34s.  0d.,  and  then  they  and  the  minimum  men  also 
get  2s.  a week  extra  in  the  form  of  harvest  money 
for  all  the  year ; that  is  to  say,  they  get  an  extra. 
£5  at  harvest  clear,  which  means  2s.  a week  more 
in  definite  wage ; they  get  piecework  and  so  on ; they 
get  too,  a five-roomed  house  and  garden  for  Is.  6d 
a week,  which  compared  to  the  man  in  the  town  is 
extremely  low.  I can  give  you  a case  in  point,  not 
on  my  own  property,  but  in  a village  called  Brigsley, 
five  miles  from  Grimsby.  There  were  two  agricultural 
labourer’s  cottages  built  for  an  estate  which  were  let 
at  Is.  6d.  a week  to  agricultural  labourers,  the 
ordinary  rent.  These  cottages  were  quitted — I do  not 
know  why ; the  farm  was  given  up  for  some  reason — 
and  those  cottages  fell  vacant  and  came  into  the  hands 
of  the  owner ; he  let  them  to  workmen  who  came  out 
from  Grimsby  at  25s.  a week  each.  So  when  you 
compare  the  agricultural  labourer  and  the  worker  in 
the  town  and  see  what  the  worker  in  the  town  has 
to  pay  for  very  inferior  accommodation,  and  when  you 
see  that  an  agricultural  labourer  is  getting  on  a well- 
managed  estate  a good  5-roomed  house  with  outbuild- 
mgs,  pig-sty,  a run  for  fowls,  and  a quarter  of  an 
aci-e  of  land,  paying  Is.  6d.  a week  for  it,  everything 
kept  in  repair  and  the  owner  paying  rates  and  taxes, 
that  is  a pretty  big  asset  compared  with  the  position 
of  the  man  in  the  town.  Therefore,  when  you  say 
the  agricultural  labourer  is  a hard  driven  oppressed 
individual  I disagree.  If  you  tell  me  that  the 
agricultural  labourer  is  only  receiving  just  a wage 
to  enable  him  to  keep  his  wife  and  family,  I do  agree ; 
but  to  say  that  he  is  an  oppressed  serf  and  receiving 
a miserable  and  inadequate  wage  is  quite  untrue. 
Now  take  the  case  of  the  farmer ; he  struggles  along 
under  great  difficulties.  There  are  certain  cases 
where  the  land  is  specially  good,  where  the  farmer 
has  some  adjunct  to  his  business,  and  so  on,  or  where 
one  man  is  cleverer  than  another,  where  he  does 
pretty  well,  but  if  you  take  the  average  farmer  on 
second  class  land,  which  is  the  bulk  of  the  land  in 
England,  he  finds  the  greatest  difficulty  in  keeping 
his  farm  going.  Everybody  follows,  in  these  struggles, 
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the  line  of  least  resistance.  The  farmer  has  to  pay 
his  taxes;  he  has  got  to  keep  his  farm  going;  and 
the  line  of  least  resistance  when  the  bank  will  not 
lend  him  any  more  money  is  to  discharge  a man, 
He  discharges  a man  and  reduces  his  wages  bill.  That 
means,  if  he  had  originally  no  more  men  than  his 
farm  required,  that  his  farm  suffers,  and  therefore 
unless  something  happens  in  the  way  of  a rise  in 
prices  or  he  has  some  bit  of  luck  somewhere,  or  his 
difficulty  is  temporary,  he  will  get  into  the  same  mess 
again  later  on,  and  then  he  will  have  to  discharge 
another  man,  and  so  it  goes  on.  The  farmer  is  very 
near  the  rocks.  The  owner  I have  already  dealt 
with.  His  position  is  such  that  with  no  increase  of 
his  pre-war  income  he  has  got  to  meet  post-war  taxes 
and  post-war  claims  of  every  description.  I do  not 
know  if  you  would  like  to  ask  me  any  questions  on 
that  part  of  it. 

5557.  Frofessor  Hall : In  some  of  your  remarks  you. 
are  speaking,  I presume,  as  a farmer? — Yes. 

5558.  That  is  where  you  refer  to  the  hours  and  the 
number  of  men  engaged? — Yes,  certainly. 

5559.  Then  afterwards  you  are  speaking  as  a land 
owner? — Yes. 

5560.  The  land  owner  himself  does  not  feel  the 
impact  of  the  changes  m the  number  of  hours? — I 
explained  that  he  did,  because  he  has  to  provide  more 
cottages. 

5561.  Except  in  that  respect? — Yes,  he  does. 
Another  thing  that  is  not  realised  in  legislation  is 
that  there  are  certain  duties  that  fall  on  the  owner  of 
an  agricultural  estate,  which  involve  him  in  very 
considerable  payment  of  weekly  wages.  He  has  to 
keep  the  woods  up,  he  has  to  provide  drainers,  and 
in  many  cases  has  to  maintain  river  walls.  We  have 
to  provide  30  men  in  the  works  department,  as  I 
mentioned  just  now;  we  engage  some  as  bricklayers, 
some  as  carpenters  and  some  as  labourers  in  the 
maintenance  of  the  estate.  All  those  men’s  wages 
are  not  necessarily  identical,  but  they  all  go  up  and 
down  with  the  agricultural  workers,  and  their  hours 
do  the  same.  If  the  wages  and  the  hours  of  the 
agricultural  workers  are  altered,  the  wages  and  hours 
of  the  estate  workers  alter,  not  necessarily  to  the 
same  extent,  but  in  proportion,  so  that  he  does  feel 
it'  in  that  way. 

5562.  Those  men  are  not  affected  by  the  Trade 
Union  regulations  governing  their  craft? — No;  they 
do  not  any  of  them  belong  to  Trade  Unions.  They 
are  absolutely  certainly  employed ; they  never  lose  an 
hour.  Their  employment  is  for  life  if  they  behave 
themselves,  subject  to  the  estate  not  being  broken  up. 
Their  sons  follow  them  and  they  learn  their  business 
by  apprenticeship  in  the  estate  workshops.  They  are 
perfectly  provided  for ; they  had  sick  pay  and  all  that 
sort  of  thing  before  Parliament  ever  enacted  any- 
thing of  that  kind. 

5563.  So  their  wage  is  dependent  really  upon  the 
agricultural  labourer’s  wage? — No,  not  entirely;  it 
is  a sort  of  mixture.  They  do  have  regard  to  the 
general  wage.  Take  a bricklayer  or  a carpenter ; if 
the  general  wage  of  all  bricklayers  and  carpenters  is 
raised  in  the  country  a proportionate  rise  is  given  to 
them. 

5564.  If  the  agricultural  labourer’s  wage  is  raised 
they  get  a further  rise? — Possibly;  that  all  depends. 
The  craftsmen,  the  bricklayers  and  carpenters,  would 
follow  more  their  crafts ; the  labourers  would  follow 
more  on  the  labourers  in  the  district. 

5565.  I take  it  that  nothing  you  have  said  is  in  any 
way  a criticism  of  the  reduction  of  the  hours  of 
labour? — Not  in  the  least. 

5566.  It  is  simply  to  explain  the  burden  ? — Yes.  I 
have  not  in  any  way  criticised  it ; I have  always  been 
an  advocate  for  the  agricultural  labourer  having  his 
half-holiday,  which  is  the  main  difference. 

5567.  You  are  merely  pointing  out  the  burden  it 
imposes  on  the  estate? — That  is  all;  nothing  more 
than  that.  I am  not  criticising  it  at  all. 

5568.  Sir  Charles  Addis  : You  do  not  think  it  has 
led  to  increased  efficiency? — No,  not  at  all.  You  see, 
the  work  of  an  agricultural  labourer  is  not  so  wearing 
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as  some.  It  is  hard  physical  work,  but  they  have 
been  brought  up  to  it;  if  you  were  to  see  what  a man 
does  in  the  harvest  you  would  soon  know  that.  There 
was  never  any  complaint  before  the  shortening  of 
hours  that  a man  was  physically  incapable  of  doing 
his  work  or  that  he  was  overtired ; I never  heard  such 
a suggestion.  I think  if  he  had  had  these  increased 
hours  available  to  him  10  years  ago  he  would  not  have 
known  what  to  do  with  them,  but  now  in  the  case  of 
the  younger  men  particularly  facilities  are  so  much 
greater;  they  can  get  into  the  town  on  a bus  or  have 
a bicycle.  There  are  lots  of  methods  of  amusement 
open  to  them  now,  which  they  certainly  ought  not  to 
be  deprived  of. 

5569.  Professor  Hall : Would  you  say  that  the 

improvement  in  the  conditions  is  likely  to  have  any 
effect  in  retaining  men  on  the  land  P — There  I have 
a very  strong  opinion.  I do  not  know  if  you  will 
agree  with  me,  but  1 feel  very  strongly  upon  that. 

I have  never  found  the  slightest  difficulty  in  retain- 
ing young  capable  men  on  the  lanci,  where  you  are 
prepared  to  provide  the  man  with  a good  house  and 
garden  in  the  conditions  I have  mentioned,  when  he 
is  ready  to  marry.  It  is  a myth  to  my  mind. 

5570.  It  either  does  not  exist  or  it  is  due  to  the 
action  of  individual  land  owners? — I would  say  this, 
that  in  the  country  districts  there  are  more  men 
bred  than  the  country  can  take  up,  and  there  will 
be  a proportion  of  those  men  who  will  under 
any  circumstances  be  ambitious  and  want  to  get  away 
and  do  something  better.  You  will  not  keep  those 
men,  but  you  will  be  able  to  keep  as  many  good 
men  as  you  want,  if  yon  are  prepared  to  pay  them 
a decent  wage  and  provide  them  with  a good  house 
and  garden — at  least  I have  never  found  any 
difficulty.  I do  not  want  to  dogmatise;  I am  only 
speaking  generally  on  the  question.  I only  say  that 
after  36  years’  experience  of  managing  a large  estate 
and  having  to  provide  cottages,  both  in  Lincolnshire 
and  Suffolk,  where  the  estate  is  purely  agricultural 
and  a very  large  acreage,  I have  never  come  across 
in  any  remote  degree  in  any  shape  or  form  the 
difficulty  of  retaining  young  men  upon  the  land  where 
you  can  provide  these  men  with  a good  house  and 
garden  under  the  conditions  1 have  stated,  when  they 
want  to  marry. 

5571.  That  is  rather  an  important  statement? — 
Well,  that  is  my  definite  experience. 

5572.  Mr.  Lees-Smith : In  your  statements  with 

regard  to  Income  Tax  and  Super-tax  would  you  make 
the  point  clear  where  you  said  that  the  land  owner 
can  afford  to  pay  his  Income  Tax  but  cannot  afford 
to  pay  his  Super-tax? — I merely  gave  that  as  a 
rough  measure  of  the  burden  in  my  own  experience 
— that  the  estate  will  just  about  pay  its  maintenance 
and  necessary  outgoings  to  keep  it  up  to  the  standard 
that  it  ought  to  be  kept  up  at,  anu  the  owner  can 
pay  the  Income  Tax  out  of  his  rents  that  he  receives, 
but  when  he  has  to  pay  Super-tax  he  has  to  fetch 
it  from  outside;  he  cannot  pay  it  out  of  the  estate. 

5573.  Mr.  Hichens : The  landlord,  the  owner,  I 
understand  you  to  say  is  on  the  rocks? — Yes,  unless 
he  has  got  outside  resources  of  his  own.  So  many 
estates  have  been  broken  up  and  sold ; it  may  be  for 
the  good  of  the  country,  or  may  not  be;  I am  not 
arguing  that.  If  I were  dependent  solely  on  my 
estate  I could  not  have  stopped  there  now. 

5574.  The  farmer  is  very  near  the  rocks,  and  the 
agricultural  labourer  is  paid  just  a bare  living  wage? 
— Yes,  he  is  paid  just  a bare  living  wage,  but  he  is 
not  starved. 

5575.  There  are,  are  there  not,  many  industries 
in  this  country  exposed  to  foreign  competition  where 
the  ordinary  shareholder  is  getting  no  return  at  all  ? 
— That  is  exactly  my  point  in  this  Paper. 

5576.  Where  the  workman  is  paid  barely  a living 
wage,  too? — Absolutely. 

5577.  Are  you  suggesting  that  some  special  treat- 
ment should  be  given  to  the  agricultural  community 
as  opposed  to  the  industrial  community? — No.  I have 
said  the  exact  opposite  in  my  Paper.  My  view  is 
that  if  the  agricultural  industry  is  in  a minority  it 


has  to  submit  to  the  method  of  taxation  which  is 
designed  for  the  interest  of  the  community  as  a 
whole,  and  if  that  is  sound,  it  is  up  to  the  community 
as  a whole,  if  it  wants  to  maintain  agriculture,  to 
do  something  to  temper  it.  The  point  of  my  Paper 
is  this:  take,  for  instance,  the  shipbuilding  industry, 

I believe  as  a matter  of  fact  the  wages  in  the  ship- 
building industry,  so  I have  been  informed,  although 
they  are  actually  higher  than  those  of  the  agricultural 
labourer,  have  risen  less  as  compared  with  their  pre- 
war wage  than  the  agricultural  labourers,  so  they 
are  in  a worse  position  compared  with  pre-war  than 
the  agricultural  labourer  himself,  together  with  more 
unemployment.  I am  giving  you  my  experience  of 
the  agricultural  depression  which  is  not  a thing  of 
to-day7,  except  as  to  the  increased  burden  of  taxation, 
but  which  is  a condition  that  has  more  or  less  existed 
for  50  years,  and  on  which  we  have  tided  along  some- 
how or  another ; but  because  the  increasing  wealth 
of  the  country  as  a whole  has  grown  in  a much  greater 
proportion  the  men  who  could  not  get  work  in  agri- 
culture are  absorbed  somewhere  else.  Now  the  ques- 
tion, not  for  you  to  answer  but  I suggest  for  the 
Committee  to  consider,  is,  is  the  country  as  a whole 
and  all  these  industries  drifting  into  the  same  sort 
of  position  as  agriculture  started  in  in  1879,  and  is 
the  country  going  to  recover  sufficiently  under  this 
present  system  of  the  working  class  paying  no  direct 
tax  and  very  little  indirect  tax,  and  getting  out  of 
the  taxes,  I will  not  say  more  than  they  pay,  but 
getting  a large  proportion  back  again  in  the  form 
of  benefits?  It  is  very  desirable  that  a great 
industrial  country  should  work  up  to  that  position, 
and  we  had  worked  up  to  it  before  the  War,  but  we 
must  not  let  it  break  us  now;  that  is  my  point. 

5578.  Your  view  would  be,  as  I understand  it,  that 
it  is  not  merely  the  agricultural  industry  but  other 
big  and  vital  industries  which  are  in  this  difficult 
situation  at  the  present  time,  and  therefore  you'kave 
to  take  a view  which  includes  both? — I only  say  that 
inferential!?,  because  I can  speak  with  knowledge  of 
the  agricultural  industry ; the  other  I only  speak  of 
from  outside  observation. 

5579.  But  at  any  rate  you  would  accept  that  point 
of  view  as  far  as  you  know? — I think  if  the  Com- 
mittee were  going  to  take  evidence  upon  that  they 
would  form  their  own  judgment  on  it,  but  from  what 
I see  of  unemployment  generally,  and  what  I hear 
said  and  see  written  about  other  industries,  I am 
inclined  to  accept  that. 

5580.  If  that  were  so,  what  I was  interested  to  know 
was  what  would  your  solution  be?  I think  you  said 
just  now  it  was  not  for  you  to  give  a solution,  but 
I do  not  quite  see  how  we  are  to  come  to  a conclusion 
unless  people  give  us  their  views? — I beg  your  pardon. 
I did  not  mean  to  say  that  it  was  not  for  me  to 
suggest  a solution ; what  I meant  to  say  was  that 
you  would  get  evidence  from  other  industries  as  to 
their  actual  condition. 

5581.  Assuming  their  condition  is  as  we  have 
depicted  it,  what  do  you  suggest  should  be  done?-— 
I suggest  it  is  for  the  Committee  to  consider  if,  in 
the  matter  of  taxation,  there  should  not  be  at  an;, 
rate  a stop  put  to  continually  abolishing  indirect 
taxation  in  favour  of  direct  taxation.  You  must 
keep  more  money  in  the  wage  fund.  The  money 
which  is  taken  in  taxation  is  now  such  a large  pro- 
portion of  the  earnings  of  an  industry  that  it  is  noc 
only  paid  out  of  that  excess  portion  which  goes  to 
the  employer,  the  proprietor  of  the  industry  as  you 
may  call  him,  the  capitalist,  but  it  is  actually  hitting 
the  industry  itself  and  diminishing  the  wage  func , 
which  involves  unemployment.  My  point  is  that  you 
must  reduce  direct  taxation  in  order  to  prevent  tha 
depletion  of  the  wage  fund,  whether  you  increase 
indirect  taxation  or  not. 

5582.  But  if  it  is  put  on  to  indirect  taxation,  then 
assuming  your  statement  to  be  correct  that  10 
agricultural  labourer  and  other  labourers  are  on  y 
getting  a bare  minimum  you  will  have  to  increase 
their  wage®  pro  tanto? — Yes,  certainly. 
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5683.  Therefore  the  only  effect  you  would  get  would 
be,  would  it  not,  that  they  might  take  a more  lively 
interest  in  economy? — I do  not  think  that  would  be 
the  only  effect. 

5584.  Would  it  not? — No,  because  you  see  it  is  not 
a simple  addition  and  subtraction  sum,  that  so  much 
money  goes  from  wages  to  taxes  or  from  taxes  to 
wages.  It  -would  be  perfectly  true,  if  that  were  the 
position,  but  it  is  not.  It  is  the  money  which  is  taken 
out  of  the  wage  fund  of  an  industry  which  is  prevent- 
ing that  industry  from  going  on  increasing.  That  is 
productive  money;  that  is  money  which  is  going  to 
multiply  itself,  and  which  is  going  to  produce  a great 
deal  more  than  only  wages.  The  argument  is  often 
used  that  because  the  money  is  spent  in  wages  there- 
fore it  goes  in  neoessaries  of  life  and  therefore 
increases  production  to  meet  that  demand. 

5585.  I was  assuming,  and  I wondered  if  you  would 
agree  with  this,  that  supposing  you  are  paying  a bare 
minimum  wage  to-day,  and  supposing  you  put  addi- 
tional taxation  on  that  class,  you  will  have  to  increase 
wages  pro  tanto? — Yes,  you  will  pro  tanto. 

5586.  Therefore  the  effect,  apart  from  any  economy 
which  would  come  from  the  fact  of  greater  vigilance 
on  their  part,  would  be  nil? — No,  I do  not  think  so. 

5587.  Is  not  that  right? — Yes,  in  this  sense;  they 
would  not  be  in  a -worse  position  as  regards  their 
actual  daily  receipts  and  outgoings,  but  they  would 
he  in  a better  position  in  that  there  would  be  more 
demand  for  their  labour. 

5588.  Why  should  there  be  more  demand? — Because 
the  money  being  left  in  the  wage  fund,  as  I said  just 
now,  would  be  producing  more  than  mere  wages. 

5589.  You  would  not  suggest  that  the  limit  of  direct 
taxation  should  be  lowered? — May  I put  it  in  another 
way,  perhaps,  that  the  money  going  into  the  wage 
fund  would  increase  production.  Take  the  exact 
instance  that  I gave  just  now  of  the  farm;  it  would 
exactly  reverse  the  process  that  I shewed  just  now. 
You  take  money  out  of  the  wage  fund  of  a farm  in 
order  to  meet  the  demands  for  direct  taxation.  The 
farmer  discharges  a man ; that  means  that  his  farm  is 
producing  less.  If  you  give  him  back  that  money, 
not  only  will  that  pay  the  wages  of  the  man,  but  it 
will  increase  the  production  of  the  farm,  and  that  will 
be  to  the  good. 

5590.  It  may  have  that  effect,  but  may  it  not  also 
have  this  effect;  take  the  shipbuilding  industry  which 
you  mentioned  just  now  and  assume  that  a man  is 
earning  55s.  a week  and  that  as  a result  of  increased 
indirect  taxation  you  give  him  another  5s. ; that 
increases  his  wages  to  60s.  That  increase  of  cost  upon 
shipbuilding  means,  as  a result  of  foreign  competition, 
that  you  get  fewer  orders  than  before  and  not  more 
orders  ? — I do  not  know  that  giving  a man  more  wages 
necessarily  increases  the  cost  of  your  shipbuilding. 
You  do  not  increase  the  cost  of  your  shipbuilding ; 
you  must  remember,  to  begin  with,  that  the  5s.  you 
give  the  man  has  been  knocked  off  the  shipbuilders’ 
taxes. 

5591.  Has  itk  if  he  is  making  no  profit?  But  jura 
paj'  taxes  whether  you  make  profits  or  not. 

5592.  Tou  do  not  pay  Income  Tax,  do  you?— Well, 
you  may  on  the  three  years’  average. 

5593.  The  only  point  .1  wanted  to  get  at  is  whether 
there  -was  not  a risk  that  indirect  taxation  might 
leally  put  the  cost  of  living  up  and  put  the  cost  of 
production  up,  because  if  it  does,  it  will  have  an 
important  effect  which  will  have  to  be  carefully  con- 
sidered?—It  depends  on  what  you  tax.  I would  not 
tax  food;  I would  not  tax  necessaries  of  life.  I am 
not  suggesting  Protection ; that  is  not  my  point  of 
view  at  all. 

5o94.  Mr.  Lees-Smitli : Do  you  suggest  tea  and 
sugar.  Yes,  .-well,  it  might  be.  I was  not  consider- 
ing the  question  of  Tariff  Reform ; it  was  not  in  my 
mind  m the  least. 

•■>o95.  would  it  be  tea  and  sugar?— That  is  a 
secondary  question  which  is  very  important,  of  course. 

o596.  But  we  must  know  what  indirect  taxes  you 
rnean.^  Indirect  taxation  ” is  rather  general;  what 
axe,^.  It  niust  be  tea  and  sugar  presumably? — Yes, 


but  there  you  come  down  to  very  great  difficulty,  of 
course.  In  some  countries  they  tax  people  on  what 
they  buy  by  stamping  things. 

5597.  You  would  not  do  that? — You  could  not  do 
that  here,  I suppose. 

5598.  Would  jrou  tax  liquor ; would  you  advocate 
an  increase  of  the  beer  duty? — No,  I would  not;  I 
would  advocate  a decrease  of  it. 

5599.  Surely  if  you  want  to  get  revenue  by  taxation 
that  is  the  great  source  open  to  us? — You  will  not 
get  anjT  more.  The  more  you  put  on,  the  less  you 
will  get,  like  the  cigars.  You  have  got  to  the  break- 
ing point  there,  I am  quite  sure. 

5600.  The  tax  has  gone  down,  you  remember ; it 
was  reduced  two  years  ago? — Yes. 

5601.  Would  you  advocate  putting  it  up  again? — 
No. 

5602.  Professor  Hall : Would  you  not  expect  that 
an  increase  of  wages  would  reduce  the  farmer’s 
margin  of  profit  probably  more  than  he  gained  as  a 
result  of  reduced  taxation? — No,  I would  not  think 
so.  These  things  act  and  interact  and  react,  and  it 
is  absolutely  impossible  to  argue  upon  them.  1 look 
broadly  to  this,  that  rich  countries  like  ourselves  can 
afford  the  luxury  of  direct  taxation.  You  will  find 
that  poorer  communities,  where  there  is  not  a great 
deal  of  wealth  to  tax  directly,  or  where  the  industries 
of  the  country  cannot  bear  it,  have  indirect  taxation, 
and  they  have  to  live  upon  it  somehow. 

5603.  You  are  rather  suggesting  a transfer  from 
direct  to  indirect  taxation? — Yes. 

5604.  You  have  just  now  said  that  all  these  things 
act  and  interact  and  it  is  difficult  to  say  what  the 
result  will  be? — Yes,  in  detail. 

5605.  If  you  find  it  difficult  to  say  that,  and  yet 
you  are  so  positive  that  it  is  desirable  to  transfer 
from  direct  to  indirect  taxation,  are  we  not,  as  a 
Committee,  in  a very  difficult  position  in  making  our 
recommendation? — I do  not  think  so;  it  depends  en- 
tirely on  whether  you  look  at  the  wood  or  the  trees. 
If  you  look  broadly  at  two  sheets  of  water  you  can 
say  that  one  is  higher  than  the  other,  but  if  you  come 
to  examine  exactlj-  how  much  water  passes  at  one 
particular  moment  in  one  and  the  other  and  when 
it  gets  backwards  and  forwards  you  get  into  great 
difficulties.  I am  only  speaking  quite  broadly,  and 
jrou  will  see  that  the  richer  the  community  and  the 
more  highly  advanced  it  is,  the  more  it  will  depend 
on  direct  taxation.  At  any  rate,  you  may  put  the 
clock  back.  The  proper  proportion  for  direct  taxa- 
tion to>  bear  to  indirect  used  to  be  regarded  a com- 
paratively short  time  ago  as  50  per  cent,  of  each,  and 
as  far  as  I am  aware,  there  is  no  particular  reason 
to-day  why  that  should  not  be  so — we  were  very  well 
off  then. 

5606.  It  is  your  belief  that  it  would  be  an  advan- 
tage if  there  were  a transfer  from  direct  to  indirect 
taxation? — No.  I do  not  want  to  see  more  indirect 
taxation  if  it  can  be  avoided.  The  best  way  would 
be,  of  course,  to  reduce  direct  taxation  and  leave 
indirect  taxation  alone.  But  the  process  is  continually 
going  on  now  of  reducing  indirect  taxation  and  not 
reducing  direct  in  proportion,  and  if  you  follow  the 
years  down  you 'will  see  that  indirect  taxation  is  con- 
tinually bearing  a less  and  less  share  of  the  burden. 

5607.  I understood  you  to  say  that  you  would  make 
a transfer  from  direct  taxation  to  indirect? — Not 
quite.  I was  only  arguing  the  point  whether  it 
should  be  done.  I say  in  my  evidence  that  it  would 
be  extraordinarily  difficult  to  do.  It  would  be 
politically  most  difficult,  and  I do  not  say  for  a 
moment  if  I were  Chancellor  of  the  Exchequer  I would 
undertake  any  such  operation.  I only  say  that  it 
is  for  the  Committee  to  look  into  all  the  evidence 
and  consider  whether  it  could  go  so  far  as  that, 
and,  at  any  rate,  if  the  Committee  pointed  out  some 
of  these  things,  if  they  agreed  with  them,  it  might 
have  the  effect  of  preventing  it  going  on  any  further. 
What  I would  a great  deal  sooner  see  done  is  that 
the  burden  of  direct  taxation  should  be  reduced. 

5608.  Without  affecting  the  indirect? — Certainly: 
that  would  be  much  better.  Heaven  knows  the 
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political  difficulties  of  increasing  indirect  taxation 
are  enormous.  Whatever  the  economic  results  might 
be  you  have  to  get  over  the  political  difficulties  which 
would  be  simply  stupendous,  as  i point  out  here ; 
and  that  any  Chancellor  of  the  Exchequer  could  do 
it,  even  if  he  were  convinced  of  the  economic  success, 

1 would  not  say  for  a moment.  As  Mr.  Lees-Smith 
says,  you  have  to  find  an  indirect  tax  that  you  can 
increase.  Of  course,  tea  and  sugar  could  be  increased 
again,  and  I do  say  if  we  are  convinced  that  the 
finances  of  the  country  are  drifting  into  such  a posi- 
tion that  our  unemployment  is  going  to  increase, 
that  our  output  is  going  to  fall,  that  our  employers 
and  our  national  income  are  in  such  parlous  state, 
some  drastic  step  has  got  to  be  taken,  it  may  be  by 
an  increase  of  tne  tax  on  tea  and  sugar,  in  order 
to  leave  enough  money  in  industry  to  enable  it  to 
be  carried  on;  but  you  would  have  to  be  convinced 
of  it. 

5609.  Mr.  Lees-Smith  : You  definitely  think  that  all 
these  results  winch  you  are  putting  before  us  are 
due  to  the  high  rate  of  taxation? — No. 

5610.  And  not  to  other  much  more  powerful 
causes? — Certainly.  All  those  things  act  and  inter- 
act on  one  another. 

5611.  Do  you  consider  the  high  rate  of  taxation 
the  main  cause  of  those  results  ? — It  is  more  under 
our  control  than  the  others. 

5612.  If  you  took  a shilling  off  the  Income  Tax  do 

you  think  there  would  be,  as  a result,  a great  bound 
forward  in  trade? — I think  it  would  make  a very 
great  difference,  and  if  the  unemployment  dole  was 
reduced  too,  or  made  a little  more  difficult  to  get 

5613.  That  is  not  taxation  ? — That  would  be  the 
result  of  reducing  the  tax. 

5614.  Did  you  trace  that  similar  bound  forward  in 
trade  the  last  time  Income  Tax  was  reduced  ? — Things 
might  have  been  worse  than  they  are;  and  if  people 
had  had  to  pay  more  tax  they  would  be  worse  than 
they  are  now,  clearly. 

5615.  Sir  William  McLintock : You  do  not  include 
local  rates  in  your  total  when  you  refer  to  taxes  ? — 1 
know  this  Committee  does  not  consider  those,  but 
from  the  farmer’s  point  of  view  they  are  very 
important. 

5616.  From  the  point  of  view  of  the  owner  of  agri- 
cultural land  are  not  rates  the  main  difficulty  to-day? 
— Not  the  owner,  the  occupier  pays  the  rates. 

5617.  They  partly  fall  on  the  landlord  as  wellp- 
Indirectly,  in  that  they  do  affect  rent,  but  he  does 
not  pay  them  except  on  his  own  house  and  what  he 
actually  occupies.  In  Scotland  they  do;  the  landlord 
pays  half  the  rates  there. 

5618.  The  complaint  there,  of  course,  is  the  burden 
of  the  local  rates;  that  has  caused  him  to  have 
these  annual  deficits? — Very  largely. 

5619.  Unless  he  has  any  other  source  of  income  than 
his  land  he  has  to  find  his  Super-tax  probably  out 
of  his  other  income? — That  is  right. 

5620.  You  go  on  to  refer  here  to  the  question  of  the 
Super-tax  being  assessed  on  the  Income  Tax,  in  other 
words,  you  wish  the  Super-tax  based  on  the  net 
income.  Do  you  not  think  that  would  only  have  the 
effect  of  increasing  the  Super-tax  rate? — If  it  is 
necessary  for  the  Super-tax  to  produce  the  same  sum 
obviously  that  would  happen,  but  at  any  rate,  the 
real  rate  would  be  shown,  and  people  would  not  call 
it  6s.  when  they  were  really  paying  8s. 

5621.  You  think  they  would  take  it  better  as  a. 
higher  rate  on  net  income  than  a lower  rate  on  gross 

income? I do  not  know  that  it  would  make  much 

difference  to  the  payer,  but  I know  the  country  would 
see  rvhat  the  rate  really  was,  which  they  do  not  know 
now. 

5622.  You  can  always  work  out  the  effective  rate? — 
Yes,  I know,  but  it  ought  to  be  seen  on  the  face  of  it. 

5623.  That  would  be  an  undoubted  loss  of  revenue? 
—Yes. 

5624.  Apart  from  your  general  question  of  the 
unduly  heavy  burden  that  the  tax  at  present  imposes  ? 

Yes.  I do  not  know  that  it  is  clearly  set  out 

here,  but  my  primary  suggestion  is  that  the  rate  of 


tax,  particularly  of  Super-tax  and  Death  Duties, 
ought  to  be  reduced,  and  will  have  to  be  reduced  if 
agriculture  is  to  be  carried  on. 

5625.  And  that  would  mean  a further  reduction 
in  the  yield,  of  course? — Certainly. 

5626.  Mr.  Lees-Smith : On  the  question  of  Income 
Tax  and  Super-tax  is  your  case  that  the  land  owner 
pays  Income  Tax  not  on  net  income,  as  in  the  case 
of  an  ordinary  professional  man,  but  on  some 
assumed  income? — Yes. 

5627.  You  say  that  the  land  owner,  if  he  has  to 
pay  Super-tax,  has  not  the  income  to  meet  it,  but 
has  to  get  it  from  investments  or  some  other  souroe. 
Is  it  the  fact  that  what  is  called  income  in  the  case 
of  a land  owner  is  not  in  fact  net  iucome  in  reality? 
Yes;  it  is  statutory  income.  There  is  a very  con- 
siderable improvement  now  through  the  maintenance 
claim.  As  you  are  aware,  the  Land  Union  has  been 
for  years  dealing  with  that  very  point  you  have 
raised — I first  started  it  on  the  Budget  of  1908 — that 
the  land  owner  ought  to  be  charged  only  on  any  real 
income  the  same  as  any  other  business  man,  or  any 
other  enterprise,  and  that  all  sums  which  he  had  to 
expend  on  the  maintenance  of  his  property,  or  the 
management  of  his  property,  ought  to  be  deductible 
in  his  assessment.  That  principle  has  been  gradually 
extended  ever  since.  It  was  accepted  by  the  then 
Chancellor  of  the  Exchequer,  Mr.  Lloyd  George,  as 
a principle,  though  he  only  gave  effect  to  it  in  a 
very  limited  way,  but  the  principle  has  been  pressed 
ever  since,  and  it  has  now  been  carried  up  to  the 
point  when  a very  considerable  proportion  of  the 
expenditure  can  be  deducted. 

5628.  Sir  William  McLintock  : If  your  maintenance 
exceeds  your  net  Schdule  A assessment  you  get  no 
allowance  ? — -No. 

5629.  Unless  you  like  to  form  a company  and  then 
you  save  the  Super-tax? — Yes.  You  do  not  get  any 
further  allowance,  but  even  so,  the  outgoings  on  an 
estate  are  so  many,  and  there  are  so  many  things  you 
have  to  do  which  you  really  cannot  get  deducted  as 
maintenance.  You  know  what  it  is  on  an  estate. 
What  actually  happens  is  that  when  the  estate  lias 
been  kept  up  — I am  not  including  the  household 
expenses  of  the  owner — there  is  just  about  enough  left 
to  pay  the  Income  Tax. 

5630.  Your  experience  is  a perfectly  common  one  all 
over  the  country? — Yes,  quite. 

5631.  Sir  Alan  Anderson : Do  you  find  very  many  of 
the  large  land  owners  are  turning  themselves  into 
companies? — I know  of  one  or  two  cases  in  my  own 
experience,  but  that  is  mainly  to  escape  Super-tax. 
You  do  not  escape  any  Death  Duties,  or  any  Income 
Tax,  but  you  do  escape  some  Super-tax. 

5632.  And  some  Death  Duties,  do  you  not? — Not 
necessarily;  you  may  increase  them.  That  is  a ques- 
tion upon  which  so  much  depends.  Perhaps  Mi. 
Watson  can  answer  that  better.  (Mr.  Watson):  In 
the  case  of  a land  owner  forming  himself  into  a com- 
pany he  can  put  himself  actually  on  a Schedule  D 
basis  with  regard  to  actual  income  payments  of  eveiy 
description.  The  whole  of  the  expenditure  on  upkeep 
can  then  be  brought  in,  and  in  addition  he  can  be 
paid,  if  he  is  a director  of  the  company,  for  his 
services  for  management,  and  that  sort  of  thing. 

5633.  Sir  William  McLintock  : I suggest  you  cannot 

escape  any  Super-tax  at  all  if  the  maintenance  exceeds 
the  Schedule  A unless  you  introduce  into  the  company 
as  an  asset  revenue  yielding  investments  other  than 
the  land  itself.  You  must  have  the  additional  rev®”ue 
in  the  company  to  meet  the  extra  maintenance.  ( 1 • 

Pretyman ) : But  the  company  does  not  pay  Super-tax 

at  all.  , ..  . .,  ■ 

5634.  They  do  under  the  present  legislation  if  1 

a one-man  company? — Only  under  special  circum 
stances.  (Mr.  Watson) : What  is  generally  done  is, 
instead  of  other  members  of  the  family  receiving 
voluntary  allowance,  whatever  the  amount  may  , 
they  have  so  many  shares  in  the  company  and  recei 
a dividend,  so  that  the  owner  of  the  estate,  the  com- 
pany, instead  of  having  a big  income  w ic 
actually  paid  away  to  chlidiren  receives  actually  * 
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much  smaller  income.  The  total  income  is  broken  up 
amongst  a number  of  people. 

5(135.  i Sir  Alan  Anderson:  So  that  they  make  it  a 
public  company? — Yes.  There  was  one  issued  to  the 
public  a short  time  ago  — the  Duke  of  Rutland,  I 
think.  In  order  to  get  that  effect,  it  appeared  to  me 
that  it  had  been  turned  into  a public  company  in  that 
way.  On  the  question  whether  you  escape  Death 
Duties,  I am  not  at  all  clear, — whether  the  shares 
would  be  valued  on  the  basis  of  share  value  or  revenue 
or  as  assets.  The  share  capital  based  on  income  might 
be  £200,  but  the  actual  market  value  of  the  assets 
might  be  half  a million,  and  I do  not  know  on  what 
basis  those  shares  would  be  valued  in  case  of  death. 

5636.  Sir  Alan  Anderson : When  Ixird  Clinton  was 
giving  evidence  before  us  the  thing  he  said  that 
sticks  in  my  mind  was  that  it  was  quite  unjust  that 
landowners  should  be  taxed  on  capital  value — he  was 
speaking  about  Death  Duties — because  the  capital 
value  of  land  was  much  higher  in  relation  to  the 
net  income  from  the  land  than  that  of  any  other 
investment? — (Mr.  Pretyman)  : That  is  quite  true. 

5637.  That  is  the  big  point  he  was  making.  Do  you 
share  that  view? — Certainly.  Of  course,  you  will 
remember  that  that  was  met  in  the  original  scheme 
of  Sir  William  Harcourt.  Land  partly  escaped,  be- 
cause it  only  paid  once  in  a settlement.  If  a man 
chose  to  tie  up  his  land  for  three  lives,  or  whatever 
the  number  of  lives  might  be,  the  duty  was  paid  on 
the  death  of  the  testator  in  full,  and  then  he  made 
an  extra  payment,  which  was  at  that  time  1 per  cent., 
towards  Settlement  Estate  Duty,  and  then  that  pro- 
perty did  not  pay  again  until  the  death  of  somebody 
else  who  had  been  competent  to  dispose.  Supposing 
a man  settled  and  had,  we  will  say,  two  brothers,  and 
the  second  brother  had  a son,  then,  the  son  being  the 
last  in  the  entail  and  the  two  brothers  taking  success- 
ively and  finally  the  son,  the  duty  would  be  paid  on 
the  death  of  the  testator,  and  it  would  not  be  paid 
on  the  death  of  either  brother,  but  it  would  be  paid 
again  on  the  death  of  the  son.  With  a certain  number 
oi  quick  successions,  land,  the  capital  value  of  which, 
as  Lord  Clinton  pointed  out,  is  very  high  in  propor- 
tion to  the  income,  is  practically  confiscated,  because 
there  is  no  income  available  even  to  pay  Super-tax, 
much  less  Death  Duties. 

5638.  Why  does  not  the  value  of  these  lands  sink, 
if  the  return  is  so  low? — Because  of  the  amenity. 

5639.  People  are  paying  for  the  ownership  of  land, 
not  so  much  because  of  the  money  i eturn  they  get, 
but  because  of  the  other  things  they  get? — Yes. 

5640.  The  same  as  if  they  bought  a pearl  necklace? 

Yes.  Landed  property  is,  in  a sense,  somewhere 

between  a picture  and  an  investment.  If  you  pay 
£10,000  for  a picture,  you  do  not  expect  any  income 
from  it. 


5641.  And  you  do  not  have  to  pay  Death  Duty  on 
— You  may  or  may  not;  it  depends  on  whether  it 

is  of  historical  interest  or  value.  Oases  of  agricul- 
tural land  vary  very  much.  Say  you  buy  a farm  in 
the  lens;  that  has  got  absolutely  no  amenity  at  all; 
it  is  purely  an  investment.  But  if  you  buy  a pretty 
piece  of  poor  land  in  the  southern  counties,  with  a 
nice  house  on  it  and  some  woodlands,  and  an  attrac- 
tive view,  that  is  all  amenity,  as  much  as  a picture, 
then  you  have  estates  which  are  somewhere  between 
those  two  points;  they  vary  very  much. 

5642.  Would  you  argue  that  you  should  let  a person 
olf  Death  Duties  because  he  invested  the  money  in 
amenity  values? — No. 


5643.  That,  I think,  was  rather  Lord  Clinton’s 
' |6W]i  ^ ?°  no*  ^is  f°rwai'd  as  a personal  matter 

“I;  it  is  a matter  for  agriculture.  What  happens 
is  this,  that  on  account  of  the  amenity,  the  user  of 
rto  land  for  agricultural  purposes  gets  off  practically 
rce  from  interest,  because  the  owner  is  paying  out 
a he  gets  in  rents  for  taxes  and  maintenance,  and 
ie  armer  is  able  to  farm  the  land,  none  of  the  rent 
e pajs  going  to  the  landlord;  lie  gets  the  land  cheap 
, as  1S  in  the  national  interest  that  the  land 
th°U  0uii;iva/ieci)  that  is  one  of. the  advantages 
e nation  gets;  otherwise  how  is  the  land  going  to 
e oultivated?  It  is  not  a personal  matter  at  all. 


I do  not  think  a man  who  invests  his  money  for 
amenity  ought  to  get  off  taxes  on  that  account,  but 
only  as  in  the  case  of  works  of  art  and  of  agricultural 
land  where  it  is  desirable  to  preserve  them  in  the 
national  interest. 

5644.  Chairman : Do  they  grow  corn  in  your  part? 
— Mine  is  a purely  arable  district.  I think  you  may 
broadly  say  that  corn  growing  does  not  pay  as  the 
ultimate  end  of  a farm.  It  is  part  of  a shift  and  the 
less  a man  depends  on  corn  growing,  the  less  loss 
he  is  likely  to  make;  he  had  much  better  depend  on 
stock,  and  use  corn  as  an  adjunct  to  stock  farming, 
particularly  breeding  stock,  instead  of  using  his  stock 
merely  as  an  adjunct  to  provide  manure  for  his 
corn,  that  makes  the  whole  difference. 

5645.  Is  there  any  connection  between  the  shortage 
of  corn  and  the  heavy  Income  Tax? — To  this  extent 
only,  that  I have  already  mentioned,  where  restric- 
tion of  corn  is  due  to  a shortage  of  labour  because 
the  men  cannot  have  houses.  You  cannot  regard 
Income  Tax  or  Super-tax  or  Death  Duties  as  isolated 
taxes ; they  are  all  levied  on  exactly  the  same  subject 
and  they  are  all  parts  of  the  same  burden,  and  where 
the  owner  of  the  property  is  liable  to  instalments  of 
Estate  Duty  or  to  Super-tax  or  to  Income  Tax  or  to 
any  two  or  to  all  three,  they  have  all  got  to  be  found 
out  of  the  same  sum,  and  he  cannot  use  that  money 
for  those  purposes  and  also  build  cottages  with  it. 

5646.  Are  you  going  to  address  us  specifically  on 
the  Death  Duties? — Yes,  I am  quite  willing  to  say 
that  I think  the  Death  Duties  are  an  impossible 
burden  on  agricultural  land.  Of  course  many  people 
hold  a perfectly  tenable  view,  that  it  is  desirable  to 
break  up  large  agricultural  estates,  and  that  that  can 
be  done  by  Death  Duties.  But  it  is  quite  impossible 
for  an  agricultural  estate  to  pay  Death  Duties  in  full 
without  being  broken  up.  Where  the  owner  of  an 
estate  in  the  later  years  of  his  life  genuinely  makes 
it  over  to  his  successor,  in  the  particular  cases  where 
that  can  be  done  and  is  done,  or  where  he  makes  a 
large  proportion  of  it  over  to  his  successor,  if  he  has 
the  luck  to  live  the  number  of  years  afterwards,  there 
may  be  some  reduction  of  the  amount  payable;  but 
where  the  burden  really  does  fall  on  the  agricultural 
estate  and  has  to  be  paid  out  of  the  agricultural 
estate,  the  estate  is  done  for.  If  you  take  Lord 
Clinton’s  point  of  the  proportion  which  the  income 
of  an  estate  bears  to  its  capital  value,  and  you  have 
Death  Duties  based  on  capital  value  and  make  up  a 

rate  of  30  per  cent,  or  even  40  per  cent probably 

a man  who  would  have  to  pay  as  high  as  40  per  cent, 
would  have  other  resources  outside  his  land,  but  with 
land  you  easily  get  up  to  25  or  30  per  cent,  on  a 
big  agricultural  estate — then  it  is  an  utter  break  up. 
I am  bound  to  say  that  in  my  experience  of  second 
class  land,  the  land  that  is  worst  done  is  land  which 
falls  into  small  hands,  where  you  see  the  greatest 
neglect.  I certainly  do  consider  that  the  Death 
Duties  on  agricultural  land  are  altogether  excessive 
and  absolutely  impossible  to  be  paid,  unless  on  the 
theory  that  it  is  desirable  to  break  up  agricultural 
estates. 

5647.  In  regard  to  the  terms  of  reference  that  are 

before  us,  what  alterations  do  you  suggest? If  you 

were  Chancellor  of  the  Exchequer  and  I was  asking 
you  to  do  something,  I should  ask  you  to  do  what  1 
have  suggested  in  this  paper,  and  also  particularly  to 
reduce  the  rate  of  Death  Duties,  and,  without  increas- 
ing the  rate  of  Super-tax,  to  levy  it  on  actual  income 
received,  as  long  as  you  follow  this  present  principle 
that  I have  referred  to  here,  which  you  know  as  well 
as  I do,  and  I need  not  go  into  it  again.  As  long  as 
Super-tax  is  levied  on  the  present  basis  as  a separate 
tax,  it  should  be  levied  on  income  actually  received, 
and  not  on  income  from  which  tax  has  been  deducted 
at  the  source  and  which  the  owner  has  never  seen. 
That  I should  certainly  ask  for,  because  Super-tax  is 
a terrible  burden  on  industry.  Then  the  rate  of  Death 
Duties  is  very  high.  If  you  want  to  relieve  agricul- 
tural land  of  Death  Duties,  the  simplest  way  to  do  it 
would  be  to  go  back  to  the  system  which  was  per- 
fectly sound,  as  far  as  I can  see — I can  see  no  con- 
ceivable objection  to  it — of  making  property  pay  once 
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in  a settlement,  or  alternatively,  ot  having  a very 
considerably  extended  period  of  years  over  which  the 
payment  of  one  Death  Duty  would  exempt  from  the 
payment  of  another,  or  a proportion  of  it;  and  also 
that  there  should  be  some  relief  in  regard  to  the  instal- 
ments of  Income  Tax,  that  are  not  allowed  to  be 
deducted  from  income.  In  an  agricultural  estate, 
supposing  there  was  an  income  of  £20,000  available 
and  supposing  that  was  liable  to  10s.  in  the  £ Income 
Tax  and  Super-tax,  and  then  that  there  are  Death 
Duties  to  pay  of  perhaps  £100,000.  That  £100,000  is 
divided  over  eight  years;  that  would  be  £12,000  a 
year,  we  will  say.  Then  the  owner  having  got  his 
£20,000,  is  debited  with  £10,000  Income  Tax  and 
Super-tax,  to  begin  with,  and  he  has  got  £10,000  left, 
out  of  which  he  has  got  to  pay  £12,000,  without  leav- 
ing him  even  a labourer’s  wage  with  which  to  buy  his 
bread  and  butter.  Not  only  do  they  not  allow  him 
any  deduction,  but  under  a decision  they  have 
recently  obtained  in  a Scotch  case  in  the  Courts,  they 
charge  him  interest  on  his  instalments.  And 
remember,  there  is  another  point : interest  used  to  be 
charged  on  the  instalments  at  a low  rate.  It  has  now 
been  put  up  to  4 per  cent. ; and  the  owner  is  not  even 
allowed  to  deduct  interest  on  the  instalments  from  his 
income  for  Income  Tax  or  Super-tax,  although  it  is 
clearly  a matter  of  interest.  If  you  borrow  money  at 
your  bank,  you  are  allowed  a deduction  of  the  interest 
from  the  assessment  for  Income  Tax  and  Super-tax 
purposes,  but  if  you  owe  the  money  to  the  Crown  and 
the  Crown  add  interest  and  charge  you  that  interest, 
you  are  not  allowed  to  deduct  that  intei'est  from  youi 
assessment  to  Income  Tax  and  Super-tax. 

5648.  Sir  William  McTAntock  : The  reason  being,  of 
course,  the  theory  that  the  rate  he  is  paying  is  a net 
tax-free  rate,  that  he  is  not  being  charged  upon  the 
commercial  rate  F — But  he  is  being  charged  now , he 
is  being  charged  4 or  4J  per  cent. 

5649.  That  was  the  suggestion? — Yes,  when  it  was 
3 per  cent.,  but  it  is  not  so  now.  The  last  drop  of  blood 
is  to  be  squeezed  out. 

5650.  It  is  difficult  to  defend,  one  admits,  except  on 
the  ground  that  you  are  being  charged  a lower  rate 
of  interest P — Which  is  entirely  fallacious.  You  know 
of  the  wolf  and  the  lamb,  do  you  not;  the  wolf  can 
always  defend  himself.  [Mr.  hat-sort.) : Why  should 
it  be  allowed  off  Super-tax  and  not  off  Income  Tax? 
[Mr.  Pretyman ) : It  is  allowed  off  Super-tax  and  not 
off  Income  Tax. 

5651.  For  that  reason:  it  is  a tax-free  rate? — I 
cannot  follow  it. 

5652.  Chairman:  Have  you  any  views  about  the 

reduction  of  the  National  Debt? — It  is  not  a thing 
that  I could  give  any  opinion  upon  that  would  be 
of  the  slightest  value. 

5653.  Professor  Mali : Do  you  think  our  present 
provision  for  debt  redemption  is  too  high  or  not  high 
enough?  You  have  suggested  that  some  relief  in  direct 
taxation  is  desirable.  Would  you  give  that  relief  at  the 
expense  of  debt  redemption? — That  is  a tremendous 
question,  which  requires  a very  high  financial  know- 
ledge to  answer.  I look  at  it  from  one  side  of  the 
hedge  and  I might  say  Yes;  but  I. should  want  the 
opinion  of  the  man  on  the  other  side  of  the  hedge 
to  have  as  much  weight  as  mine. 

5654.  Still,  you  are  recommending  that  we  should 
take  a favourable  view  on  the  question  of  reducing 
direct  taxation,  but  we  have  to  consider  also  the 
question  of  the  debt? — It  is  to  a ceitain  extent  a 
question  of  inflation  and  deflation.  Another  way  of 
putting  it  is,  broadly,  this.  We  have  taken  the 
attitude  here,  which  is  probably  sound,  that  it  is 
necessary  for  the  National  Exchequer  to  be  solvent, 
whatever  may  happen  to  the  individual.  Other 
nations,  France  for  instance,  take  the  opposite  view : 
that  it  does  not  so  much  matter  about  the  National 
Exchequer  as  it  does  that  the  individuals  should  be 
able  to  carry  on.  I think  our  view  is  the  right  one, 
but  the  question  is,  are  we  going  a little  too  quickly ; 
and  after  all,  the  State  is  built  up  by  the  individual. 
The  individual  has  to  make  the  money  before  the 
State  can  get  it,  and  although  it  is  highly  desirable 


to  pay  off  the  National  Debt,  really  the  question 
is  the  broad  one  which  I put  here,  on  which  no  doubt 
you  will  form  a sound  opinion  and  as  to  which  any- 
thing I can  say  is  guesswork  as  compared  with  the 
opinion  you  will  form  after  taking  evidence  and  con- 
centrating your  minds  upon  it.  The  only  question 
is,  is  the  present  basis  of  taxation,  which  is  certainly 
desirable  for  national  solvency  on  broad  lines  of 
national  finance  and  reduction  of  debt  and  so  on 
from  the  financial  point  of  view,  absolutely  sound? 
Can  the . nation  bear  that  strain  under  the  present 
circumstances,  and  how  long ; or  is  it  neoessary  to 
go  a little  more  slowly  with  our  financial  recovery 
as  a nation,  in  order  to  give  a little  more  rope  to 
the  industry  upon  which  our  national  prosperity  is 
founded  and  give  it  a little  more  opportunity  of 
recovering  itself  after  the  War?  They  both  have  to 
recover.  There  has  been  a terrible  shock  to  industry 
and  a terrible  shock  to  national  finance;  such  a shock 
has  never  been  received  before.  Both  have  to  recover 
both  are  interdependent.  The  financial  policy  of  the 
nation  is  governed  really  by  the  financial  heads,  and 
I have  always  got  a little  bit  of  an  uneasy  suspicion 
in  my  mind,  which  may  be  absolutely  wrong,  as  to 
whether  we  are  not  leaning  just  a little  too  much 
to  the  absolutely  financial  standpoint  and  hardly  con- 
sidering enough  the  industrial  standpoint,  “ that  we 
must  maintain  our  industries,  we  must  maintain 
our  production,  and  our  output  on  which  to  build  our 
financial  prosperity.”  I may  be  quite  wrong,  but 
I have  that  little  feeling  at  the  back  of  my  mind, 
but  it  is  no  more  than  that;  that  is  all  it  is  worth. 

5655.  You  do  not  care  to  offer  evidence  about  the 
rate  of  debt  redemption;  you  want  to  state  the  case 
for  agriculture  so  that  we  can  consider  it- side  by  side 
together  with  other  things  that  are  brought  before 
our  notice? — Yes,  it  is  a factor.  I can  only  speak 
with  real  knowledge  and  authority  upon  one  factor. 
You  have  all  the  factors  before  you;  and  of  course  my 
opinion  is,  as  I have  put  it  to  you,  that  the  agricul- 
tural industry  is  in  a parlous  condition  with  the 
burdensome  conditions  that  it  has  got  to  bear. 

5656.  Mr.  Micliens : One.  thing  I should  like  to  ask 
you  and  that  is,  how  do  agricultural  wages  and  rates 
and  hours  of  work  compare  with  those  in  other 
countries,  say  Denmark,  France  and  Germany? — You 
know  in  France  they  work  any  hour  and  everybody 
works,  the  woman  and  the  man  and  the  child.  You 
see  the  cow  and  the  donkey,  and  I am  not  sure  it  is 
not  even  the  pig,  put  to  work.  I am  going  over  to 
Paris  to-morrow,  and  I know  that  as  long  as  there  is 
any  daylight,  if  you  go  along  a French  railway  you 
can  see  they  are  working  in  the  fields. 

6657.  I was  wondering  whether  in  your  view  that 
was  more  important  as  a cause  of  the  agricultural 
depression  than  the  high  taxation? — I do  not  know 
about  more  important.  That  is  a thing  you  cannot 
get  over.  In  this  country  we  have  a standard  of 
living  and  a standard  of  leisure  which  the  people  are 
determined  to  have.  Of  course  my  objection  would  be 
entirely  met  if  workers  would  work  longer  hours  and 
work  harder.  Then  we  should  be  able  to  affoid  the 
taxation. 

5658.  Professor  Hall : Does  not  that  obtain  in  this 
country,  to  some  extent?  You  get  farmers  bringing 
their  wives  and  their  sons  and  their  sons’  wives  into 
work  and  working  an  unlimited  number  of  hours? 
Yes,  to  some  extent.  They  do  not  count  their  hours, 
of  course.  But  on  large  farms  that  does  not  count  so 
much;  it  is  on  small  farms  that  that  counts. 

5659.  On  the  question  of  the  standard  of  living,  we 
have  had  some  evidence  put  before  us  in  regard  to 
Scottish  conditions.  The  suggestion  has  been^  made 
that  there  has  been  a definite  improvement  m the 
standard  of  living  of  the  agricultural  worker  in  Sco 
land? — Yes,  I think  there  has. 

5660.  Would  you  say  that  is  true  of  En  gland  ?-— Yes, 
I think  the  agricultural  labourer,  on  the  whole,  is 
better  off  than  he  was.  Of  course,  you  must  remembei 
there  is  this  difference,  that  in  Scotland  there  aie  no 
agricultural  labourers,  pure  and  simple.  Every 
worker  on  a Scotch  farm  is  a special  man.  They  are 
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all  horsemen  and — I think  they  call  them  servants  in 
husbandry,  or  something  of  that  sort.  There  is  no 
one  corresponding  to  the  men  who  are  on  the  minimum 
wage  in  England;  they  do  not  exist. 

5561.  Could  you  give  us  some  definite  information 
regarding  changes  that  have  taken  place  in  agricul- 
ture in  this  country,  from  data  that  you  have  ? — What 
sort  of  changes? 

5662.  As  to  whether  or  not  there  has  been  a definite 
improvement  in  the  agricultural  labourer’s  status?— 
One  of  the  tests  I always  put  is  this.  You  go  to  a 
country  school  in  a rural  place  and  you  see  the 
children  come  out  of  school,  and  you  look  at  the  way 
they  are  dressed  and  how  healthy  they  look,  and  you 
have  a school  treat  and  you  see  the  children  who  come 
to  the  school  treat,  and  you  see  their  physique  and 
you  see  their  general  standard  of  appearance  and 
status  of  living.  Then  you  go  into  a town  and  you 
see  the  same  there,  where  the  wages  are  nominally 
very  much  higher.  The  comparison  is  wholly  in 
favour  of  the  rural  area. 

5663.  That  does  not  show  whether  the  agricultural 
labourer  is  better  off  than  he  was  ten  years  ago  ? — Yes, 
he  is  better  off. 

5664.  That  is  the  kind  of  data  I was  really  wonder- 
ing whether  you  possess? — That  you  would  get  on  the 
figures  of  wages.  The  pre-war  wage  of  an  agricul- 
tural labourer  in  my  district  was  16s.  That  was  the 
minimum.  The  horsemen  got  18s. 

5665.  Plus  a house? — YTes,  the  house  was  the  same, 
only  there  is  this  to  be  said,  that  the  house  is  worth 
a great  deal  more  now  in  comparison  to  other  people 
than  it  was  then. 

5666.  And  it  is  more  costly  to  the  owners  to  keep 
up? — That  does  not.  hit  the  labourer.  It  is  more 
costly  for  the  owner  to  keep  it  up,  but  to  the  labourer, 
in  proportion  to  another  man’s  wage,  it  counts,  more 
than  it  did  then,  because  the  other  man  will  have  to 
pay  more  for  his  house  than  he  did  then,  whereas  the 
labourer  is  only  paying  the  same.  It  is  only  fair  to 
say  that  the  farmer  has  the  right  now,  if  he  exercises 
it,  where  the  wages  are  imposed  by  the  Wages  Board, 
to  treat  the  house  as  a 3s.  house.  Of  course  Is.  6d. 
is  not  a definite  rate  of  rent  for  houses  all  over  the 
country ; it  is  the  rate  in  the  districts  that  I know, 
but  it  may  be  in  some  cases  half  a crown  or  it  may 
be  less.  It  is  much  lower  than  it  is  in  the  towns; 
I am  only  speaking  of  the  districts  within  my  own 
knowledge,  and  an  agricultural  labourer  can  now  be 
asked  to  pay  3s.  lie  cannot  be  asked  to  pay  more,  but 
he  can  be  asked  to  pay  3s.  But  in  my  district,  in 
view  of  the  increased  cost  of  bread  and  food  and  the 
feeling  that  the  wage  imposed  is  one  now  by  agree- 
ment, and  on  the  whole  although  it  has  to  be  paid,  it 
is  a minimum,  it  is  not  being  asked  for. 

5667.  And  there  was  a 60  hours  week  in  pre-war 
days? — Yes,  and  the  less  hours  he  works  affects  the 
farmer,  but  they  do  not  affect  him. 

5668.  I was  wanting  to  compare  the  position? — He 
has  got  10  hours  less  work  and  he  is  getting  an 
average  now  about  32s.  as  against  16s.,  so  he  has 
gone  up  100  per  cent. 

5669.  That  is  the  labourer  and  the  horseman? — I 
am  putting  them  all  in  a lump.  The  horseman  is 
getting  34s..  or  35s.  but  I am  putting  them  all  on 
an  average. 

5670.  Practically  their  wages  have  doubled  and 
their  hours  are  ten  hours  a week  less? — Yes,  and,  as 
you  know,  the  oost  of  living  is  now  up  between  70 
and  80;  so  that  does  give  him  a 20  per  cent, 
advantage  in  that  case,  and  a little  more,  because 
where  you  take  the  other  workman  he  has  got  to 
pay'  more  rent;  and  also  you  may  take  it  that  the 
a ourer  is  getting  not  only  a cheap  house  but  his 
garden. 

^ ^ ^ was  going  to  ask  you  whether  there  was 
any  advantage  gained  in  regard  to  food?— Yes,  very 
considerable  advantage  in  regard  to  food;  not  in 
every  case,  but  in  a very  large  number  of  cases. 

• 11 ™ay  llave  chickens,  and  they  have  fruit  trees 
Th  16Ir  gardens  and  they  grow  their  own  potatoes. 

° C11S  ora  varies  very  curiously  in  different  parts 


of  the  country.  Take  Suffolk  and  Lincolnshire.  In 
Suffolk  they  like  to  have  a quarter  of  an  acre  of 
garden,  which  they  cultivate  themselves,  and  they 
grow  a considerable  amount  of  produce  in  them,  and 
they  actually  make  money  by  selling  the  produce  in 
addition  to  what  they  have  for  themselves.  When 
their  fruit  trees  are  bearing  they  sometimes  sell  the 
fruit.  But  in  Lincolnshire  they  will  not  have  more 
than  20  rods  and  there  the  farmer  puts  in  a stetch 
of  potatoes  for  the  labourers.  Nearly  every  farmer 
grows  a field  of  potatoes,  and  then  a row  of  potatoes 
of  a certain  length  is  told  off  to  each  labourer.  They' 
are  put  in  at  the  farmer’s  expense  and  the  labourer 
has  to  go  and  raise  them  and  take  them  away  him- 
self when  he  wants  them ; and  they  do  not  want  so 
much  garden,  and  it  is  no  use  giving  them  a quarter 
of  an  acre;  they  will  not  take  it. 

5672.  You  say  then  they  are  definitely  better  off 
than  in  pre-war  days? — Yes,  they  are;  you  can  say 
they  are  better  off  and  they  have  more  leisure. 

5673.  Mr.  Bell:  I just  want  to  ask  one  question  on 
the  broad  issue.  I understand  you  to  say  you  do 
not  want  any  exceptional  treatment  for  agriculture 
qua  agriculture? — No,  not  if  you  oan  avoid  it. 

5674.  You  do  not  feel  that  the  particular  position 
of  the  farmer  is  any  different  from  that  of  the  man  who 
is  living  in  a street  in  London  and  has  a small  amount 
of  capital  which  is  taken  away  from  him  or  his  heirs 
at  death? — The  farmer  and  the  land  owner  are  in 
quite  a different  position  as  regards  Imperial  taxa- 
tion. As  I said,  I quite  , agree  the  small  farmer  is 
in  a favourable  position  as  to  that. 

5675.  I am  talking  now  of  the  proprietor  of  capital 
invested  in  land  as  against  the  proprietor  of  capital 
invested  in  something  else.  Do  you  make  any 
differentiation  between  the  treatment  that  those  two 
people  should  receive  as  to  Death  Duties ; if  so,  how 
do  you  put  it?  I was  not  quite  sure  whether  you 
wanted  to  put  them  exactly  upon  the  same  footing 
as  to  Death  Duties? — I think  that  lie  would  be  really 
not  given  any  advantage  if  we  went  back  to  the 
system  of  duties  once  in  a settlement.  He  would  be 
given  a nominal  advantage,  but  that  would  not  be 
more  than  putting  him  more  or  less  on  a level  in 
view  of  the  extreme  burden  which  Death  Duties 
place  upon  agricultural  property. 

5676.  This  is  the  point  which  introduces  a 
difficulty;  you  begin  to  differentiate  between  the 
quality  of  the  holding  of  capital,  which  holding  is  at 
the  option  of  the  man? — I quite  agree. 

5677.  One  man  says:  “I  opt  to  hold  agricultural 
land.”  The  other  man  says:  “ I opt  to  hold  a cer- 
tain amount  of  War  Loan.”  They  bring  the  same 
amount  of  savings  to  the  two  categories  of  possession. 
Now  do  you  want,  or  do  you  not  want,  to  put  a man 
who  has  opted  to  take  one  sort  of  capital,  in  a more 
favourable  position  than  the  other  man  who  has  opted 
to  take  the  other  sort  of  capital? — The  way  I put  it 
is  as  I have  put  it  here : If  this  country  were  an 
agricultural  community  you  would  not  have  the 
system  of  taxation  that  we  have  got  at  all.  It  is 
because  we  are  an  industrial  community  that  we  have 
got  this  system  of  taxation. 

5678.  I just  want  to  get  at  what  you  really  feel. 
If  there  is  some  differentiation,  although  you  have 
put  yourself  into  that  position  by  your  own  voluntary 
act,  you  still  want  different  treatment  as  to  Death 
Duties  ? — Yes.  It  really  arises  from  the  weight  of  the 
tax.  The  injustice  was  equally  great,  if  it  is  an 
injustice,  or  the  disparity  was  equally  great,  before 
the  War,  but  the  rate  of  taxation  was  so1  compara- 
tively low  that  although  there  may  have  been  a 
theoretical  injustice  it  could  be  borne  without 
crushing. 

5679.  I cannot  quite  follow  the  question  of  justice. 
You  have  opted  to  invest  your  £10,000  in  a farm. 
How  are  you  being  worse  treated  when  you  are  taxed 
the  same  way  as  a man  who  has  opted  to  buy  War- 
Loan? — For  this  reason.  I have  put  my  £10,000  into 
a farm  and  you  put  your  £10,000  into  Consols.  There 
is  £3,000  duty  to  pay  at  each  of  our  deaths.  Your 
executors  pay  £3,000  out  of  the  Consols  and  so  £7,000 
remains  unaffected. 
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5680.  But  you  could  have  done  the  same  thing  if 
you  had  wanted  to.  That  is  my  point.  You  knew 
what  was  going  to  happen? — Yes,  you  could  have 
done  the  same  thing  if  you  had  wanted  to, but  if  every- 
body went  into  Consols  there  would  he  no  land  culti- 
vated at  all.  Somebody  has  got  to  have  the  land. 

5681.  The  logic  of  that  is  that  if  somebody  wants 
the  land  he  must  pay  less  than  somebody  who  wants 
the  same  amount  of  money  dealt  with  in  another  way  ? 
— Does  it  not  depend  on  what  you  mean  by  different 
treatment?  You  may  have  very  different  treatment 
with  an  identical  method  of  taxation;  the  method 
of  levying  the  tax,  which  is  convenient  in  one  case, 
is  very  inconvenient  in  the  other. 

5682.  I see  the  inconvenience  of  it,  because  one 
man  has  to  sell  some  of  his  War  Loan? — He  can  sell, 
and  the  other  man  has  got  a piece  of  land  which  he 
cannot  parcel  out. 

5683.  But  all  this  is  his  voluntary  act.  It  is  a 
little  difficult  to  see  how  you  can  justify  it  to  a 
town  dweller? — Is  it  his  voluntary  act?  A man  may 
inherit  land. 

5684.  He  finds  himself  in  that  position,  but  he  has 
an  opportunity  of  changing  the  investment  and  hold- 
ing the  same  investment  as  the  other  man? — That 
means  to  say  that  it  is  a luxury  to  hold  land. 

5685.  If  he  opts  to  put  his  possessions  into  that 
shape  it  is  difficult  for  ordinary  minds  to  see  why  he 
is  therefore  to  be  saved  some  of  the  duty  that  anotlier 
man  has  to  pay? — I agree  from  the  personal  point  of 
view,  but  I am  not  putting  it  from  the  personal  point 
of  view;  I am  putting  it  from  the  national  point  of 
view. 

5686.  Taxation  is  levied  personally? — Yes. 

5687.  You  rely  on  the  ground  of  the  different  cir- 
cumstances of  the  people  in  different  walks  of  life ; 
you  do  want  some  special  treatment  for  agriculture? 
— In  the  matter  of  Death  Duties,  certainly,  I think 
you  do. 

5688.  For  these  particular  people  who  have  opted  to 
put  their  money  into  a farm  ? — Yes ; unless  the  rate  of 
tax  can  be  reduced.  As  long  as  the  rate  of  taxation 
remains  as  it  is,  it  is  impossible  for  it  to  be  paid  by 
the  owner  of  an  agricultural  estate. 

5689.  He  knew  when  he  was  buying  the  farm  the 
year  before  last? — If  a man  has  bought  a farm  and 
dies,  the  taxation  which  falls  upon  his  successor  at 
his  death,  unless  he  has  got  other  resources  out  of 
which  to  pay,  will  force  a sale. 

5690.  And  he  knew  that  when  he  bought  the  farm? 
— Yes. 

5691.  Sir  William  McLintock  : He  can  sell  the  farm 
and  reinvest  the  money  in  Consols? — It  is  like  paying 
a quarter  of  a china  plate. 

5692.  Mr.  Bell : I can  quite  see  the  practical 

difficulty,  but  you  see  the  difficulty  between  the  town 
man  and  the  country  man  ? — Yes. 

5693.  Sir  Alan  Anderson:  I gather  that  what  you 
say  is  that  this  rate  of  taxation,  particularly  the' 
Death  Duties,  does  make  it  impossible  to  get  con- 
tinuity of  the  ownership  of  land? — If  you  want  to 
break  up  estates  and  make  people  all  put  their  money 
into  Consols  this  is  the  way  to  do  it. 

5694.  Mr.  Bell:  I do  not  want  to I was  not  in  the 

least  meaning  to  be  personal,  but  I mean  if  it  is 
considered  that  it  is  a good  thing  to  break  up  agricul- 
tural estate,  Death  Duties  are  an  excellent  way  of 
doing  it.  If  some  continuity  is  desired,  as  Sir  Alan 
Anderson  points  out,  and  if  the  nation  does  not  think 
it  is  desirable  to  break  up  all  the  agricultural  estates, 
some  reduction  in  Death  Duties  in  some  form  ought 
to  be  made. 

5695.  That  is  what  I want  to  get.  You  think  that 
because  of  the  circumstances  of  this  particular 
industry  you  would  like  some  special  treatment? — 
Yes,  I should  like  to  see  it  done,  but  I do  not  say 
that  that  ought  to  be  the  policy  of  the  . State.  It 
depends  entirely  on  whether  they  think  that  it  is  in 
the  national  interest  that  something  should  be  done  to 
relieve  the  burden  or  to  alter  its  incidence  in  some 
way.  At  present  it  is  impossible  for  agriculture  to 
meet  it. 


5696.  Chairman:  Mr.  Watson,  towards  the  close  of 
your  paper  you  have  some  suggestions  which  youwish 
to  mention  to  the  Committee.  Perhaps  you  will  deal 
with  them  now.  (Mr.  Watson) : I am  not  in  favour 
of  having  any  alteration  in  the  present  method  of 
valuation  for  Estate  Duty  for  agricultural  estates.  I 
think  that  ought  to  remain.  For  one  thing,  to  a very 
great  extent  the  difficulty  has  been  got  over  now  that 
the  boom  in  land  has  passed.  AJter  the  War,  of 
course,  there  was  a great  demand  for  land,  and  people 
were  very  anxious  to  buy  farms.  The  farmers  had 
money  and  the  price  of  agricultural  land  had  gone  up 
to  a very  big  figure.  The  consequence  of  that  was 
that  on  anyone  dying  at  that  date  the  valuation  was 
made  on  the  basis  of  the  value  in  the  market,  and  the 
value  obtained  in  that  way  was  entirely  out  of  pro- 
portion to  the  annual  income.  That  has  been  righted 
by  the  fact  that  the  boom  in  land  is  over  to  a great 
extent,  and  I do  not  suppose  that  agricultural  land  at 
this  moment  is  being  valued  at  probably  more  than 
41  per  cent.,  probably  about  22£  years’  purchase.  The 
result  is  that  you  are  getting  down  to  the  fact  that 
agricultural  estates  will  probably  be  valued  very 
shortly,  I think,  just  like  any  other  ordinary 
investment,  the  boom  being  over.  So  I do 

not  think  we  should  gain  very  much  by 

altering  the  method  of  valuation.  What  I do  suggest 
is,  if  it  is  in  the  national  interest  not  to  break 
up  estates,  and  to  keep  capital  in  agriculture,  whether 
the  payment  of  the  duty  should  not  be  spread  over  a 
much  longer  period.  I had  a case  myself  where  there 
were  two  deaths  within  three  years,  and  the  duties 
amounted  to  about  £450,000.  The  result  is  that  a 
very  large  area  of  the  estate  had  to  be  disposed  of 
and  a great  many  of  the  tenants  had  either  to  buy 
or  make  room  for  other  people  who  could  buy.  That 
meant  that  probably  on  that  one  estate  alone  100 
farmers  have  had  to  become  owners,  and  capital  which 
they  formerly  used  in  farming  was  to  a very  con- 
siderable extent  put  into  land  producing  a very  small 
return.  Moreover  the  price  at  which  they  bought 
had  the  effect  of  greatly  increasing  their  rent 
equivalent  compared  with  what  they  stood  at  when 
renting  the  farm.  I have  a particular  case  in  my 
mind  of  a farm  of  200  acres  where  the  tenant  paid 
£250  before,  and  interest  and  tithes  and  repairs  now 
come  out  at  about  £380,  which  means  an  additional 


£130. 

5697.  Sir  Charles  Addis  : Why  was  that?_That  was 
because  when  he  bought  during  the  boom  in  land  he 
paid  not  on  so  many  years’  purchase  of  the  net  annual 
income  which  the  owner  got,  but  upon  a rate  per 
acre,  that  is  to  say  £25  or  £30  per  acre  that  the 
land  was  said  to  be  worth,  and  which  it  would  fetch 
in  the  open  market. 

5698.  Was  it  a competitive  price? — A competitive 
price.  It  was  practically  an  amenity  value ; the  man 
had  to  pay  that  in  order  to  retain  his  home,  or 
other  people  had  to  pay  it,  not  purely  as  an  ■invest- 
ment, but  from  the  point  of  view  of  ownership,  an 
that  kind  of  thing.  In  that  particular  case  the  man 
had  to  find  an  additional  £130  a year,  and  the  only 
way  to  find  that  £130  a year  in  the  way  of  interest 
and  tithe  and  so  on  is  to  knock  off  laboui.  ia 
means  a man  and  a boy  have  to  go ; either  tha  oi 
the  buildings  and  the  house  and  everything  have  o 
be  neglected,  and  you  get  general  depreciation  am 
loss  of  production.  It  did  appear  to  me  that  i 
we  could  spread  the  payment  over  a much  long 
period  and  give  relief  with  regard  to  interest  o 
instalments  of  Income  Tax  (it  has  already  been  given 
with  regard  to  Super-tax)  it  might  help. 

6699.  Would  not  that  raise  the  purchase  Price: 

I do  not  know  that  competition  at  the  moment  «ia+v 
very  much  difference.  It  did  in  the  time  o 
boom,  no  doubt.  There  were  an  enormous  numoe 
of  men  who  came  back  from  the  War  with  capital, 
and  in  many  cases  men  who  had  intended  to  g 
in  for  professions  or  business  thought  they  never 
be  able  to  go  back  to  office  work,  and  that  kll’( 
thing.  If  their  parents  were  in  a good  P°slt  ° ’ 
thev  said:  “ We  must  buy  him  a farm,  and 
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people  were  prepared  to  pay  more  than  the  real 
economic  value.  The  result  was  a great  boom,  and 
instead  of  the  value  being  22J  years’  purchase  of  the 
net  income  probably  the  price  paid  was  28  years’ 
purchase. 

5700.  Sir  William  McLintoch:  I see  you  say  that 
the  instalments  of  Death  Duties  should  be  deducted 
in  assessing  liability  to  Income  Tax  and  Super-tax? — 
I do. 

5701.  Then  if  there  happens  to  be  a very  small 
balance  of  income  left  over,  you  will  ask  for  the 
interest  on  instalments  of  Income  Tax? — I do  ask 
that  the  interest  on  instalments  should  be  allowed. 

5702.  You  do  not  suggest  any  hardship  where  there 
is  a living  sufficient  to  meet  these  instalments.  There 
does  not  seem  to  me  to  be  any  particular  hardship 
if  there  is  sufficient? — Not  if  you  have  an  income 
sufficient  to  maintain  the  estate  and  find  the  instal- 
ments of  Death  Duty  and  interest;  but  my  point  is 
that  you  have  not  got  that.  I know  a particular 
case  and  I can  show  you  how  it  worked.  It  was  a 
case  I had  to  deal  with.  The  net  income  after  pay- 
ing everything  was  £12,000  a year.  The  death  of  the 
owner  occurred  during  the  War,  right  at  the  height 
of  the  boom,  and  the  valuation  for  Estate  Duty  was 
half  a million  on  which  the  duty  came  to  £135,000. 
That  could  be  spread  over  eight  instalments  and  the 
instalments  and  interest  came  to  £15,625  a year. 
That  was  about  £3,000  more  than  the  actual  net  in- 
come of  the  estate,  and  in  addition  to  that  instal- 
ment of  over  £15,000  a year  there  was  Income  and 
Super-tax  to  pay  on  £12,000  on  the  statutory,  income. 
So  that'  you  got  altogether  about  £21,000  a year  to 
pay  out  of  a net  income  of  £12,000. 

5703.  But  even  in  that  case,  if  you  got  this  con- 
ceded, you  would  have  had  probably  about  one-third 
to  a half  of  the  Death  Duties  themselves  paid  by  the 
State,  from  giving  you  this  deduction,  and  then  you 
would  be  left  with  the  whole  of  the  capital  which 
you  started  with  at  the  date  of  the  death,  at  the  end 
of  eight  years,  except  lor  the  small  amount  of  Death 
Duty  that  you  had  paid? — I suggest  extending  the 
period,  spreading  it  over  a much  longer  period. 

5704.  And  the  deductions  to  run  over  a longer 
period  as  well? — Yes,  the  interest  on  instalments. 
(Mr.  Pretyman ) : If  there  are  any  unpaid  instalments 
when  there  is  anothei'  death,  they  ought  to  be  wiped 
out. 

5705.  Mr.  Hichens:  Supposing  you  got  all  these 
concessions  in  regard  to  Death  Duties  and  instal- 
ments of  Super-tax  and  the  rest — everything  that  you 


asked  for — would  you  then  be  able  to  stand  up  against 
foreign  competition?  vVould  that  help  you  enough 
to  do  that,  bearing  in  mind,  as  I understand  from 
you,  that  longer  hours  are  worked  and  lower  wages 
are  paid,  in  competitive  countries? — I think  it  would 
be  a great  help. 

5706.  Would  it  be  enough  for  one  to  be  able  to  feel 
that  it  would  enable  you  to  hold  your  own  against 
foreign  competition?— In  all  these  cases  everybody 
is  not  going  to  be  affected  exactly  alike.  Some  people 
are  very  near  the  rocks  and  they  are  so  near  the 
rocks  that  it  is  too  late  to  save  them  at  all.  Other 
people  are  in  such  smooth  water  and  so  well  found 
that  they  can  carry  on  even  as  things  are  now;  but, 
I think  if  you  take  the  average  estate  and  the  average 
ownei , such  reliefs  as  those  which  we  have  suggested 
would  not  only  give  him  the  minimum  relief 
necessary  to  enable  him  to  carry  on,  but  would  give 
him  tremendous  encouragement  as  well. 

570/.  In  fact,  this  is  a solution  of  the  agricultural 

pioblem.  Well,  I am  relieved  to  hear  it It  would 

put  the  landowner  in  a very  much  better  position  and 
would  be  a great  deal  of  encouragement  to  spending 
money  on  the  land.  At  present  there  is  such  a feeling 
that  it  is  doomed  and  that  the  owner  of  the  land  is 
threatened  politically  and  he  is  threatened 
economically,  that  people  feel:  What  is  the  use  of 
throwing  good  money  after  bad  ? 

5/08.  Chairman:  If  the  burden  of  rates  were  con- 
siderably reduced,  how  far  would  it  help  agricultural 
estates  to  bear  the  present  taxation?  Would  the 
Super-tax  or  the  Death  Duties  still  involve  the  break 
up  of  all  estates? — No  doubt  in  Scotland  the  position 
is  different.  In  Scotland  the  owner  would  be  actually 
relieved  if  the  rates  were  reduced,  but  in  England  the 
rates  are  paid  by  the  occupier,  and  the  only  way  in 
which  the  owner  could  get  any  advantage  out  of  that 
would  be  by  raising  his  rents,  to  which  there  would  be 
very  great  objection;  and  which  would  be  extra- 
ordinarily difficult.  I do  not  see  how  the  owner  of 
agricultural  land  in  England  is  going  to  get  any 
direct  advantage  out  of  the  reduction  of  rates.  On 
the  other  hand,  he  might  be  hit  by  it,  because  he 
would  not  get  any  more  rent,  and  if  the  money  which 
is  now  paid  in  rates  has  got  to  be  found  from  some- 
where, it  would  have  to  be  found  out  of  taxation, 
which  might  fall  upon  him  in  increased  Income  Tax, 
Super-tax  or  Death  Duties,  and  he  would  be  worse 
off  than  before. 

Chairman  ; Thank  you  very  much. 


(The  Witnesses  withdrew.) 

(Adjourned  to  to-morrow  morning.) 
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Professor  FRED  HALL. 

Sir  WILLIAM  McLINTOCK.  K.B.E.,  C.V 


Present  : 

Sir  JOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 
Mr.  G.  ISMAY,  Assistant  Secretary. 


Professor  D.  H.  Macgregor,  M.C.,  called  and  examined. 
Evidence-in-chief  handed  in  by  Professor  Macgregor. 


The  National  Debt. 

fl0m  t^le  'taxat,i(>n  which  it  necessitates, 
the  debt  represents  (a)  historically,  the  diversion  to 
consumption  of  resources  which  would  otherwise  have 
become  industrial  capital,  and  ( b ) for  the  present  and 
u uie,  a relatively  large  supply  of  safe  forms  of 
imesment  and  security.  The  former  has  obviously 
a ec  ed  the  existing  amount,  and  the  sources  of 


fresh  supply,  of  material  capital;  but  this  would  also 
have  obtained,  had  the  War  been  financed  by  taxa- 
tion, and  refers  rather  to  what  is  behind  the  debt, 
than  to  the  fact  of  debt  itself.  The  latter  probably 
means  that  many  more  people  have  become  investors 
than  before;  and  this,  combined  with  high  rates  of 
interest,  and  such  special  conditions  as  apply  to 
Savings  Certificates,  may  have  somewhat  increased 


424 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


4 Febnary,  1925.]  Professor  D.  H.  Macgregor,  M.O. 


[ Continued . 


tlie  motives  for  saving  among  poorer  people.  It  is 
also  possible  that,  as  in  Prance,  the  public  funds 
have  had  a pioneer  influence  on  other  forms  of  invest- 
ment by  such  people. 

2.  On  the  other  hand,  the  disengagement  for 
investment  in  industry  of  money  invested  in  the  funds 
under  ivar  influences,  may,  because  of  the  size  of  the 
debt  and  its  turnover,  take  place  on  worse  terms, 
and  require  the  prospect  of  a higher  industrial 
return,  if  new  motives  for  saving  are  not  sufficient 
to  support  the  market.  Redemption  of  debt  is  a 
support  through  a form  of  compulsory  saving. 

3.  Apart  from  this  consideration  the  terms  obtain- 
able on  the  debt  and  on  industrial  capital  both  refer 
back  to  the  thing  which  the  debt  represents  in  loss 
of  capital,  rather  than  to  the  delbt  itself. 

4.  The  direction  of  industrial  investment  is 
influenced  by  the  external  debt,  which  makes  the 
conditions  relatively  more  favourable  to  export- 
ing industries,  so  far  as  its  obligations  are  met  by 
bills,  and  not  by  the  realisation  of  foreign  securities. 

5.  The  supply  of  credit  is  assisted  by  the  avail- 
ability of  gilt-edged  securities,  but  this  consideration 
is  of  the  nature  of  salvage,  and  applies  to  only  a 
part  of  the  great  increase  caused  by  the  War. 

The  Floating  Debt. 

6.  That  some  part  of  the  whole  debt  should  be 
Floating  Debt  is  expedient  for  credit  operations, 
because  special  persons  seek  special  forms  of  credit, 
and  the  Floating  Debt  is  specially  useful  to  banks 
and  financial  houses.  If  its  size  increases  with  that 
of  the  whole  debt,  the  general  considerations  apply 
which  have  been  stated  above.  There  is  the  addi- 
tional fact  that  the  Government  is  placed  in  the 
hands  of  the  market  at  times  of  renewal,  with  a con- 
sequent liability  of  an  inflation  which,  being  tem- 
porary, is  disturbing  to  industry. 

7.  The  Funded  Debt  has  more  to  do  with  saving, 
the  Floating  Debt  with  credit.  When  there  is  an 
abnormal  amount  of  public  debt  of  all  kinds,  it  is 
therefore  most  advantageous  to  reduce  the  Floating 
Debt. 

Repayment  of  Debt. 

8.  Some  annual  provision  should  be  made  for 
repayment  of  debt,  because  a future  generation  may 
have  to  create  new  debt,  and  the  accumulated  burden 
cannot  be  foreseen,  the  debt  carried  forward  from 
the  present  being  a sum  fixed  in  money,  and  the 
future  level  of  prices  being  unknown. 

9.  The  burden,  apart  from  the  considerations 
already  mentioned,  consists  of  (a)  the  impediment  to 
enterprise  and  saving  as  a whole,  because  of  high 
rates  of  taxation,  since  the  “ transfer  ” argument 
does  not  affect  the  motives  of  individuals,  and  (6) 
the  use  of  the  time  of  money  in  making  the  annual 
settlements,  which  lessens  its  efficiency  for  trans- 
actions which  increase  material  wealth. 

10.  A fixed  charge  means  an  increasing  Sinking 
Fund;  a fixed  Sinking  Fund  means  a diminishing 
charge.  As  a single  principle,  a fixed  charge  would 
result  in  a sudden  slump  in  national  expenditure  as 
between  some  future  year  and  the  next;  and  this 
is  not  advisable,  or  equitable  between  persons.  It 
would!  seem  that  any  permanent  plan  should,  in  its 
last  stages,  involve  a return  to  a fixed  Sinking  Fund, 
and  therefore  a gradually  diminishing  charge. 

11.  The  method  of  a fixed  Sinking  Fund  is  suit- 
able to  times  of  depression  or  special  difficulty,  and 
therefore  to  the  period  immediately  succeeding  the 
creation  of  a large  debt.  There  is  an  intermediate 
period,  when  recovery  has  taken  place,  to  which  the 
method  of  a fixed  charge  is  applicable.  On  its 
duration  depends  the  amount  to  which  the  Sinking 
Fund  would  increase,  and  this  should  not  exceed  a 
figure  which,  then  stabilised,  will  spread  the  final 
discharge  gradually  over  an  equitable  period  of  time. 


12.  A large  part  of  the  debt  cannot  be  converted 
l'or  five  years.  For  that  reason,  and  because  of  the 
present  industrial  position,  it  would  be  reasonable  to 
retain  the  Sinking  Fund  at  the  present  figure  for 
that  period.  The  total  charge  being  then  stabilised, 
the  Sinking  Fund  would  double  itself  at  4 per  cent, 
in  about  18  years.  The  result  would  be  that  at  the 
end  of  23  years,  the  Sinking-Fund  would  reach' 100 
millions,  and  the  amount  applied  about  1,500  millions. 
The  Sinking  Fund  being  then  stabilised,  tlie 
remainder  would  require,  at  most,  60  years, 
plus  a few  years  to  allow  for  final  scaling  down.  If 
windfalls  from  tlie  Old  Sinking  Fund  are  neglected, 
or  are  appropriated  in  relief  of  bad  times,  from  85 
to  90  years  would  be  the  maximum 'period  involved. 
It  is  assumed  that  the  efficiency  of  the-  Sinking  Fund 
is  not  diminished  by  changes  in  the  rate  of  interest. 

13.  As  between  good  and  bad  times,  it  would  he 
reasonable,  and  would  not  be  an  undue  complica- 
tion, if  Budget  surpluses  realised  in  good  times  were 
reckoned  in  relief  of  repayments  in  bad  times. 

14.  An  alternative  procedure  is  possible.  It  is  not 
the  amount  of  the  charge  imposed  on  account  of  the 
debt,  -but  the  Budget  as  a whole,  which  determines 
whether  and  how  far  debt  is  reducible.  The  recon- 
ciliation between  the  different  principles  of  Sinking 
Fund  administration  which  have  been  argued  in  the 
history  of  the  question  would  be  made  by  budgeting 
for  the  Fund  as  a surplus,  and  paying  over  the 
surplus  actually  realised.  This  would  not  affect 
taxation,  but  would  throw  all  the  Sinking  Fund 
together,  and  make  a clear  account  without  re- 
borrowing. The  process  of  repayment  might  then 
be  based  on  the  method  of  aiming  at  definite  sums 
everj'  10  years. 

15.  Repayment  of  debt  means  (a)  certain  transfers 
of  money  from  taxpayers  to  fundholders  through  the 
hands  of  the  Government,  (t>)  the  cancellation  in  that 
process  of  securities  which  are  saleable  articles,  or  a 
basis  of  loans. 

16.  So  far  as  (a)  is  concerned,  normal  operations 
do  not  affect  prices.  If  the  debt  repaid  was  held  by 
private  persons,  the  repayment  is  represented  by 
transfers  in  bank  deposits,  which  do  not  affect  the 
bank  ratio,  or  its  ability  to  lend.  If  it  was  held 
by  banks,  the  repayment  is  represented  by  cancella- 
tion of  securities  on  the  side  of  assets,  and  of  equal 
deposits  on  the  side  of  liabilities.  The  ratio  of 
cash  to  deposits  being  increased,  the  banks  can  lend 
up  to  the  pirevious  amount.  If  the  banks  buy  new 
securities,  the  money  appears  again  as  an  addition 
to  deposits  and  is  replaced  in  cash  assets.  The 
same  ratio  will  be  restored. 

17.  If  the  repayment  is  of  -an  advance  from  the 
Bank  of  England,  which  has  required  new  money  to 
support  it,  repayment  deflates  the  prices  so  inflated. 

18.  As  regards  (5),  cancellation  of  securities  has 
some  effect  on  remaining  security  prices,  and  a fault 
effect  on  general  prices.  Normal  transactions, 
implying  willing  sellers,  will  not,  for  the  reason  that 
securities  can  be  pledged  for  loans,  materially  affect 
prices.  The  seller  gets  money  in  full,  instead  of  the 
loan  of  money  minus  a margin. 

19.  The  effect  on  prices  of  a large  and  sudden 
repayment  depends  on  the  possible  encroachment  on 
the  supply  of  securities  as  a basis  of  advances,  and  the 
extent  to  which  industry  after  the  War  has  eonie 
to  depend  on  them.  The  nominal  value  of  public 
securities  is  about  five  times  as  great  as  before  the 
War,  in  the  same  currency.  There  would  seem  to 
be  room  for  some  reduction,  but  the  advantages  of 
such  an  operation  depend  on  its  being  large,  as  well 
as  the  risks.  The  progression  of  taxation  would  have 
to  be  increased,  if  large  and  small  incomes  were  to 
bear  the  same  proportionate  share  of  remaining  or 
new  taxation;  or,  with  the  same  progression,  larger 
incomes  would  contribute  a less  proportion.  The 
ultimate  influence  on  prices  of  the  sudden  redistribu- 
tion of  taxation,  when  the  operation  was  over,  is 
doubtful. 
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Burden  of  the  Debt. 

20.  If  the  variation  of  productivity,  prices,  and 
debt  charge  are  represented  by  the  fractions  r,  x 
and  n then  the  burden  of  the  debt  has  increased,  or 
diminished  according  as 

(1  + r)  (1  + x)  is  less  or  greater  than  (1  + n). 

If  the  reduction  of  n is  so  rapid  as  itself  to  affect 
prices,  the  condition  is  that 

(1  + r)  (1  + aSj  + x2)  is  less  or  greater  than  (1  + n), 
where  x1  and  x„  are  the  effects  on  prices  of  Changes 
in  r and  n respectively.  As  a rule,  a,  is  negative 
when  r is  positive,  and  x2  varies  with  n if  n is  large 
in  relation  to  the  time  considered.  The  degree  in 
which  the  'burden  Changes  varies  directly  with  the 
difference  between  (1  + r)  (1  + x)  and  (1  + n). 

Death  Duties. 

21.  At  the  time  when  they  are  paid,  the  Death 
Duties  convert  some  capital  into  expenditure; 
because  the  Government  spends  part  of  the  proceeds, 
while  those  who  take  up  the  securities  realised  put 
into  an  old  investment  savings  which  would  otherwise 
have  had  to  find  a new  one.  Since  the  public 
revenue  will  be  spent  in  the  same  way,  however 
obtained,  the  question  is  whether  what  the  Govern- 
ment spends  is,  through  effects  on  private  saving, 
covered  to  a greater  extent  when  Death  Duties  are 
imposed  rather  than  any  other  tax.  The  whole  of 
the  public  expenditure  is  not  a loss  to  capital,  but 
only  the  excess  over  what  heirs  would  have  employed 
as  expenditure. 

22.  In  the  case  of  those  who  do  not  discount  the 
future,  but  desire  to  make  a foreseen  provision  for 
posterity,  the  Death  Duties  will  cause  them  to  create 
a more  or  less  regular  sinking  fund  for  the  purpose 
of  paying  them-.  Any  annual  tax  imposed  instead 
of  the  Death  Duties  would,  in  such  cases,  be  taken 
to  a greater  extent  than  has  been  customary  out  of 
expenditure,  and  to  a less  extent  out  of  savings. 
The  progression  of  the  Death  Duties  may  intensify 
the  motives  to  save  in  order  to  meet  them.  In  other 
words,  the  Sinking  Fund  of  the  first  case  would  be 
represented  by  the  tax  in  the  second  case,  and  would 
come  out  of  expenditure. 

23.  In  the  case — which  is  probably  the  more  usual 
one — of  those  who  do  discount  the  future,  and  whose 
provision  for  posterity  is  simply  their  life’s  savings, 
the  Death  Duties  do  not  affect  the  customary  rate 
of  savings;  while  an  equivalent  annual  tax  would 
also  come  out  of  savings  and  expenditure  in  some 
customary  ratio. 

24.  It  is  also  to  be  noted  that  the  purpose  of 
savings  is  not  only  to  provide  for  posterity,  but  also 
to  maintain  and  increase  the  personal  standards  of 
li|fe,  power,  and  reputation,  of  those  wh)o  save; 
Death  Duties  miss  these  motives,  while  any  form 
of  alternative  taxation  will  to  some  extent  hit  them. 

25.  Death  Duties  may  hit  small  businesses  at 
awkward  times,  and  they  borrow  at  worse  rates  than 
joint  stock  companies.  This  is  a normal  risk  of  such 
businesses.  A special  case  is  owning  cultivators  of 
land,  whose  remedy  is  in  mutual  credit. 

Taxation  and  Employment. 

26.  As  a general  question,  the  amount  of  employ- 
ment is  not  specially  determined  by  the  fact  that 
there  is  taxation.  Given  that  the  services  paid  for 
in  this  way  are  necessarily  incurred,  and  economically 
administered,  taxation  is  the  method  of  paying  for 
them,  and  the  way  in  which  a part  of  the  community 
obtains  its  income.  The  fact  that  such  services  have 
to  be  paid  for  of  course  affects  buying  power  over 
other  things,  or  the  power  to  save;  but  this  would  be 
true  of  any  other  group  of  tilings — e.g.,  bread,  tea 
and  sugar — which  was  isolated  for  special  considera- 
tion. The  mediation  of  the  Government  in  certain 
forms  of  purchase  is  not  the  essential  fact. 
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27.  The  things  paid  for  by  taxation  are  not,  how- 
ever, charged  to  individuals,  as  things  bought 
directly  are,  in  proportion  to  the  use  they  voluntarily 
make  of  them,  but  in  proportion  to  their  wealth  as 
a whole.  Hence  the  cost  of  taxation  is  regarded  as 
a special  burden,  even  if  it  represents  the  advantages 
accruing  to  individuals  from  it.  That  high  taxa- 
tion might  lead  to  harder  work  is  a consideration 
less  applicable  when  the  work  possible  for  individuals 
depends  on  organisations  to  which  they  belong.  Its 
effect  on  employment  depends  on  its  reaction  on 
saving,  which  depends  on  individual  choice. 

28.  The  sums  raised  by  taxation  become  the  income, 
and  demand  for  goods,  of  certain  consumers,  so  that 
the  amount  of  employment  is  not  through  taxation 
affected  by  under-consumption.  The  amount  of 
employment  is  not  a question  of  the  size  or  nature 
of  particular  industries,  but  of  the  steadiness  of  in- 
dustry ; the  employment,  and  demand  for  goods, 
created  by  taxation  is  steadier  than  in  most  private 
industries. 

29.  It  has  been  proposed  to  use  taxation,  in  the 
form  of  protection  or  subsidy,  to  assist  industries  in 
which  the  amount  of  labour  is  great  in  relation  to 
other  factors ; unless  other  reasons  than  employment 
are  involved,  this  policy  is  likely  to  lessen  national 
resources  as  a -whole ; and  it  could  not  he  shown  to 
increase  general  employment. 

Taxation  and  Prices. 

30.  So  far  as  the  cost  of.  the  public  services  is  met 
by  income  taxation,  it  is  distributed  in  what  is 
economically  the  desirable  way  of  simultaneous 
diffusion  over  the  prices  of  goods  and  services.  This 
tax  cannot  then  be  made  a further  charge-  by  the 
payers  of  it  on  the  prices  of  their  services,  since 
the  amount  of  money  would  not  support  an  indefinite 
increase  of  prices  so  caused.  Economic  friction  may 
enable  persons  who  render  direct  personal  services 
to  charge  the  tax  forward;  hut  then  they  could  have 
done  this  apart  from  the  tax.  Prices  are  now  largely 
determined  by  joint  stock  companies. 

31.  So  far  as  the  cost  is  met  by  taxes  on  particular 
commodities,  the  supply  of  the  articles  primarily 
taxed  is  adjusted  to  cover  the  whole  tax.  If  these 
articles  are  fundamental  to  production,  the  volume 
of  production  as  a whole  is  affected,  and  therefore 
general  prices;  if  they  are  articles  of  final  con- 
sumption, the  arrangement  of  prices  depends  on  the 
elasticity  of  demand  for  the  taxed  articles,  since  this 
affects  the  quantity  of  money  applied  to  other  things. 
The  cost  to  the  consumer  is  in  real  income  through 
the  arrangement  of  expenditure  caused  by  the  charge. 

32.  When  both  forms  of  taxation  are  thought 
desirable,  the  direct  tax  causes  less  loss  of  real  income 
through  the  arrangement  of  expenditure,  hut  a point 
is  reached  where  its  obtrusiveness  lias  a greater 
effect!  on  saving  than  an  extra  cost  imposed  on  com- 
modities; especially  since  it  is  mainly  paid  by  the 
classes  who  save.  A point  is  reached  where  indirect 
taxation  becomes  regressive  on  the  lowest  incomes. 
No  ratio  can  be  generally  determined;  it  is  a con- 
structive problem  in  both  political  finance  and  ethics. 
Specific  indirect  taxation  has  the  advantage  of 
supporting  the  revenue  in  times  of  low  prices. 

33.  It  is  possible  to  consider  specially  the  effects 
of  commodity  taxation  on  external  trade,  but  it  is 
trade  as  a whole  that  is  affected.  It  implies  an 
import  duty,  which  affects  foreign  trade  once;  it 
may  enter  into  the  cost  of  exports,  and  so  affect 
foreign  trade  again.  As  only  the  world’s  prices  can 
be  obtained  for  exports,  higher  taxation  of  industrial 
commodities  will  imply  either  lower  profits  in  that 
market,  or  the  cessation  of  the  least  remunerative 
part  of  the  trade.  The  extension  of  trade  through 
the  economy  of  a large  scale  of  production  may  he 
the  aim  of  commodity  taxation  which  is  protective; 
but  in  established  industries  the  most  economical 


-17800 


426 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


4 February,  1925.]  Professor  D.  H.  Macgbegob,  M.O. 


[ Continued . 


scale  of  production,  depending  on  the  size  of  estab- 
lishments rather  than  on  the  volume  of  production, 
is  sought  by  producers  in  any  case. 

Taxation  and  Disthibution  of  Wealth. 

34.  The  aspects  of  taxation  which  have  most  to  do 
with  distribution  of  wealth  are  (a)  progression,  (b) 
the  creation  at  the  cost  of  the  community  of  social 
services  whose  direct  advantages  mainly  accrue  to  a 
section  of  it. 

35.  Progression  can  be  regarded  as  a method  of 
equalising  wealth,  'but  the  theory  that  it  ought  to  be 
so  regarded  implies  a special  argument  which  is  not 
necessary  to  its  practical  application.  The  amount  of 
progression  which  is  expedient  will  in  any  case 
depend  on  consideration  of  its  reactions  on  wealth  as 
a whole;  and  the  justification  up  to  that  point  of 


any  rates  of  progression  on  the  ground  that  social 
order  and  national  defence  are  indefinitely  valuable. 

36.  The  social  services  restore,  under  modern  con- 
ditions, a support  to  individual  earnings  which  existed 
in  another  form  before  the  Industrial  Revolution. 
It  is  at  least  as  much  in  the  interests  of  the  country 
now  as  it  was  then  to  maintain  them;  especially 
since  it  has  been  shown  that  the  system  of  taxation 
obtaining  before  and  after  the  War  is  still  regressive 
on  the  lowest  incomes. 

37.  The  distribution  of  wealth  is  not  made  more 
unequal  by  the  fact  that  fund-holders  may  receive 
more  in  interest  on  the  debt  than  they  pay  in  taxa- 
tion on  account  of  it.  This  means  that  they  hold 
more  public  securities  than  in  proportion  to  their 
taxable  oapacity,  and  to  that  extent  less  of  other 
securities. 


5709.  Chairman:  Will  you  take  your  points,  one 
by  one?— I will  take  the  paragraphs  as  you  request, 
and  explain  where  any  further  explanation  seems 
necessary.  (Paragraph  1 read,  down  to  the  words, 
“ than  to  the  fact  of  debt  itself.”)  I have  said  that, 
because  if  the  question  is  specifically  about  the  effect 
of  the  debt,  then  the  fact  that  the  destruction  of 
material  capital  is  behind  the  debt,  does  not  seem 
to  me  to  be  a relevant  fact.  If  we  had  entirely 
financed  the  War  by  taxation,  capital  would  have 
been  destroyed  in  the  same  way,  and  there  would 
have  been  no  debt.  Therefore  it  is  not  the  effect 
of  the  debt.  (Remainder  of  paragraph  1 read.)  I 
cannot  add  anything  to  that. 

5710.  Mr.  Bell:  You  speak  of  the  poorer  people; 
vou  mean,  rather,  the  working  classes,  I take  it? — 
Yes. 

5711.  Do  you  think  that  the  holding  of  War  debt 
among  the  working  classes  is  considerable? — I do  not 
know  how  the  debt  is  held.  I would  require  to  have 
some  statistical  evidence  as  to  how  the  debt  is  held. 

5712.  You  are  taking  Savings  Certificates  as  part 
of  the  War  debt? — Yes.  ( Paragraph  2 read.)  I am 
not  sure  whether  the  size  of  the  debt  is  not  against 
the  seller  in  relation  to  the  sources  of  saving,  and 
therefore  that  method  of  sending  capital  into  industry 
which  depends  on  its  disengagement  from  the  debt, 
does  mean  that  you  want  relatively  high  terms  from 
industry  'before  it  pays  you  to  disengage.  I do  not 
know  whether  this  point  may  seem  rather  ingenious. 
There  is  a certain  amount  of  new  savings,  and  there 
is  a certain  amount  of  capital  locked  up  in  the  debt, 
some  of  which  will  want  to  disengage  itself.  The 
terms  seem  to  me  probably  to  be  against  the  investor, 
because  the  sources  of  new  savings  are  not,  I think, 
materially  increased,  and  the  size  of  the  debt  worsens 
the  terms  on  which  any  large  part  of  it  could  be 
realised.  For  example,  at  present  you  can  only  get 
par  for  a 5 per  cent,  investment  in  the  debt,  although 
trade  is  so  bad,  or,  free  from  taxation,  4 per  cent. 
Before  the  War,  I think  about  3 per  cent,  was  the 
figure. 

5713.  Sir  Josiah  Stamp:  Would  it  be  the  same 

point  expressed  in  this  way  : that,  if  the  whole  of 

the  debt  were  like  the  old  Consols  and  could  move 
up  and  down  independently  of  market  rates  of  interest 
and  savings,  free  from  any  kind  of  tie  on  the  parity 
of  redemption,  it  would  not  have  so  much  effect,  but 
here  you  have  got  large  blocks  of  debt  in  regard  to 
which  the  movement  of  purchase  price  (and  therefore 
the  yield  of  income)  is  blocked  or  controlled  by 
redemptions  at  a particular  price  of  a particular 
debt;  it  can  never  get  far  away  from  it,  and  such 
large  blocks  set  a kind  of  psychological  fashion  in  the 
mind  of  the  saver  as  to  what  he  is  entitled  to,  and 
that  rather  militates  against  him  saving  at  any 
different  rates  that  industry  may  be  prepared  to 
offer? — You  are  putting  more  than  was  in  my  mind. 
The  rates  obtainable  on  the  debt  and  on  industry  are 
related  to  each  other,  but  you  must  start  somewhere 
in  the  circle.  The  price  of  the  debt  depends  on  the 
rate  obtainable  in  industry;  on  the  other  hand,  the 


rate  obtainable  in  industry  and  on  debt  arc  related  to 
each  other  so  far  as  capital  goes  into  them  both. 
But  I think  probably  there  is  an  amount  of  capital 
which  will  only  get  into  industry  by  being  disengaged 
from  investments  made  during  the  War,  and  that  the 
size  of  the  debt  in  relation  to  the  sources  of  savings 
has  been  against  the  seller,  as  regards  the  terms  on 
which  that  can  be  disengaged.  Would  it  not  require 
now  74  per  cent,  in  industry  to  make  it  worth  while  to 
disengage  ? 

5714.  You  are  speaking  now  of  a person  who  had 
already  got  his  money  in  War  Loan  and,  having  regard 
to  the  price  at  which  he  put  it  in,  is  now  getting  a 
yield  of  5 per  cent.  ? — Yes. 

5715.  He  is  not  prepared  to  sell  at  present  prices 
unless  he  can  see  a yield  of  74  per  cent,  in  ordinary 


stock  ? — Yes. 

5716.  Would  you  say  that  as  distinct  from  prefer- 
ence stock? — Ordinary  stock. 

5717.  In  other  words,  you  would  say  that  you  can- 
not raise  money  at  the  present  time  for  industry 
unless  at  74  per  cent.  ? — I think  not. 

5718.  And  that  is  probably  due  to  the  levels  set 
by  past  savings  and  the  debt? — I think  so.  I am 
guarding  myself  by  saying  that  these  are  related  to 
each  other;  but  in  the  general  circle  you  must  begin 
to  argue  from  some  point;  you  must  take  something 
as  given  : that  the  rate  on  the  debt  is  so  and  so. 

5719.  Is  it  not  doubtful  whether,  even  before  the 
War,  you  could  have  raised  new  money  for  ordinary 
stock  promising  less  than  74  per  cent.  ? — Before  the 
War  the  average  rate  of  ordinary  stock,  I would  say, 
was  74  per  cent. 

5720.  There  is  this  distinction  in  my  mind.  It  is 
one  thing  to  offer  ordinary  stock  at  74  per  cent,  as  a 
new  investment  and  new  savings;  it  is  quite  another 
for  the  investor  to  take  an  established  ordinary 
stock  which  has  been  paying  for  some  time  that  rate, 
and  try  to  get  in  that  at  74  per  cent.  In  the  case  of 
quite  good  ordinary  stocks  to-day  you  cannot  get 
in  at  much  higher  than  6 or  64  per  cent.  If,  how- 
ever, you  were  issuing  a new  prospectus  with  an 
offer  for  new  saving,  you  would  probably  have  to  offer 
74  per  cent.  You  are  dealing  with  the  dynamics  of  new 
savings,  are  you  not? — Yes. 

5721.  I should  like  to  ask  you  whether  there  is  any 
material  difference,  whether  the  rate  of  74  por  cent, 
was  not  necessary  before  the  War?  — It  was  not 
necessary  before  the  War;  more  would  be  necessary 
now. 

5722.  There  is  a difference? — Yes. 

■5723.  Chairman:  Do  you  mean  ordinary  shares  or 
preference  shares?  Sir  Josiah  Stamp:  Supposing 
you  were  coming  out  with  a very  good  industrial 
offer  or  expansion  of  a business  attracting  new 
savings,  what  is  the  lowest  figure  that  you  would 
offer  on  an  ordinary  share?  Chairman:  Can  y°_u 
offer  a definite  rate  on  an  ordinary  share?  Sir 
Josiah  Stamp : Not  in  the  literal  sense,  hut  the 

prospect  must  be  made  clear.  I do  not  thinx  you 
would  get  your  money  for  the  prospect  of  71  per 
cent.  On  the  other  hand,  if  you  try  to  buy  ordinary 
well-known  industrial  shares  now,  you  have  to  pay  3 
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price  which  only  yields  61  per  cent.  Chairman : 
Nearly  all  the  bank  shares  are  at  5 per  cent,  and 
the  big  industrials  are,  as  you  say,  ranging  from 
5 to  6 per  cent.  Sir  Josiah  Stamp  : I fancy  there  is 
a considerable  distinction  between  the  attraction  of 
new  savings,  and  existing  ordinary  stocks  which 
have  become  almost  preference  in  their  character 
because  they  have  got  a long  and  steady  record. 

5724.  Mr.  Bell : Do  you  suggest  in  any  way  that 
when  industry  becomes  more  prosperous,  debt 
holders  cannot  be  relied  upon  to  re-invest  the  whole 
of  their  money  when  debt  is  paid  off?  Do  you 
think  they  would  be  inclined  to  spend  part  of  it? — 
1 had  not  that  in  my  mind.  I merely  had  in  my 
mind  the  comparatively  greater  difficulty  of  dis- 
engaging large  sums  now  with  the  debt  at  its  present 
figure  than  when  it  was  £650,000,000. 

5725.  Have  you  any  opinion  as  to  how  far  the 
repaid  debt  will  be  spent  and  how  far  it  will  be  re- 
invested? It  is  sometimes  put  to  us  that  it  will  be 
spent  rather  than  invested? — I do  not  see  how  I 
could  give  a general  answer  to  that  question.  (Para- 
graphs 3,  4 and  5 read.)  I thought  possibly  the 
existence  of  a large  debt  might  be  held  to  have  lubri- 
cated industrial  credit,  but  it  was  a very  poor  excuse 
for  the  existence  of  a large  debt.  I mean  by  that, 
that  the  argument  is  not  very  important,  that  when 
you  have  a debt  ten  times  as  great  as  it  was  before 
the  War,  industry  can  be  said  to  require  lubrication  to 
that  extent. 

5726.  Prices,  of  course,  have  also  risen  largely? — 
Allowing  for  that,  the  amount  of  the  debt  would  still 
be  five  times  as  much,  as  I say  later. 

5727.  Both  things  have  to  be  taken  into  account? — 
Yes. 

5728.  We  find  War  Loan  of  great  use  in  banking  ? — 
Supposing  that  the  income  of  this  country  in  the  same 
currency  is  about  the  same  as  it  was  before  the  "War; 
in  the  same  currency  our  securities  are  five  times  as 
much.  I cannot  see  that  anything  more  than  a small 
part  of  that  increase  can  really  be  material. 

5729.  A part  of  it  must  be,  but  what  part  it  is 
difficult  to  say? — Yes. 

5730.  Sir  Josiah  Stamp : Would  not  the  part  of 
the  debt  that  is  used  for  credit  be  similarly  larger 
in  its  real  size  than  the  corresponding  part  before 
the  War?  If  the  whole  debt  is  five  times  as  much, 
would  not  the  part  that  is  used  in  this  way  also  be 
five  times?  The  point  has  been  put  to  us  by  wit- 
nesses that  this  has  given  a very  convenient  form  on 
which  industry  can  work,  much  more  convenient  than 
the  investigation  of  balance  sheets  and  general  busi- 
ness credit? — That  was  always  so.  There  was  a cer- 
tain amount  of  it  before  the  War  for  a national 
income  of  a certain  size.  Would  anyone  say  that  we 
require  five  times  as  much  credit  in  relation  to  a 
national  income  of  the  same  size  ? 

5731.  No,  I do  not  think  the  argument  is  that  it  is 
equally  useful  for  the  whole  of  the  increased  amount, 
hut  that  it  has  added  to  the  ease  with  which  business 
can  raise  money? — I agree  with  that,  but  I say  that 
the  consideration  is  rather  that  it  is  a salvage.  It 
is  not  much  of  a set-off  against  the  disadvantages  of 
a large  debt. 

5732.  Mr.  Bell : The  curious  thing  is  that  one  saw 
very  little  of  it  before  the  War;  it  was  not  so  much 
a question  of  proportion,  but  we  saw  before  the  War 
practically  nothing,  and  now  it  is  largely  used.  It 
might  be  twenty  times  as  much,  for  all  I know.  Sir 
Josiah  Stamp : I take  it  Mr.  Bell  means  that  it  was 
comparatively  unusual  for  a trader  to  come  along 
and  ask  for  credit  and  to  hand  the  bank  this  amount 

collateral.  Mr.  Bell:  But  to-day  it  is  very 

common ; it^  may  be  twenty  times  as  much,  for  all  1 
mow?  (Witness)  : Is  that  because  trade  is  bad  and 

other  collateral  is  not  so  good? 

5733.  Mr.  Bell:  No,  I do  not  think  so  at  all.  It 

M-S  ,?roffer6d  before.  Sir  Josiah  Stamp : I think 

,,  would  agree  that  it  was  necessary  before 

— qwJ1'  more  into  personal  and  business  credit? 

, ' 7 neSs ) '■  Of  course,  I would  entirely  accept  a 

a ament  upon  the  facts,  that  it  is  more  used. 


5734.  Mr.  Bell : Your  point  might  be  perfectly 

good,  none  the  less,  because  it  would  be  a question  of 
practice  then  and  of  practice  now,  but  we  see  an 
overwhelming  proportion  more  in  securities  of  that 
kind  now  ? — It  is  some  off-set,  but  there  are  the  disad- 
vantages of  the  debt.  I use  the  word  “ salvage  ” to 
indicate  that  it  might  be  a small  off-set.  ( Paragraphs 
6 and  7 read.) 

5735.  Do  you  not  feel  that  the  conduct  of  the 
Floating  Debt  has  been  very  skilful  and  very  econo- 
mical to  the  country?  It  has  been  of  very  great 
saving  to  the  country  that  this  convenient  form  of 
investment  for  short  holding  at  a very  cheap  rate 
should  carry  on  as  far  as  possible,  unless  it  is  a real 
danger.  I do  not  know  what  the  saving  is ; it  must 
be  very  great.  Up  to  the  present  there  has  not  been 
any  difficulty,  nor  have  we  ever  had  a set  of  circum- 
stances, such  as  might  force  us  to  pay  off  the  Bills 
when  trade  revives.  We  have  had  figures  given  us, 
but  some  people  think  that  £100,000,000  would  be 
quite  a safe  amount  which  we  could  get  down  to, 
and  it  would  be  perfectly  safe  to  carry.  Have  you 
any  idea  of  the  figure  ? Do  you  feel  that  the  present 
figure  is  a dangerous  one  in  practice? — No,  I would 
rather  you  got  bankers’  evidence  on  that. 

5736.  Sir  Josiah  Stamp:  Y/ould  you  not  recall  the 
early  months  of  1920,  when  something  like  the  condi- 
tion of  things  reflected  in  your  paragraph  seemed  to 
be  upon  us?  You  got  the  continual  struggle  by  the 
Government  to  renew  these  Bills,  against  the  almost 
insatiable  demand  by  the  market  for  money;  and  the 
rate  going  up  to  a very  high  figure;  there  was  talk 
before  the  Committee  on  War-time  Increases  of 
Wealth  expressing  a specific  desire  to  lower  the 
amount  from  what  it  was,  £1,200,000,000  to 
£1,300,000,000,  to  something  like  what  we  have  now. 
Was  not  that  the  kind  of  thing  you  contemplated? 
—Yus. 

5737.  Gould  you  tell  us  whether  you  think  the  pre- 

sent level  is  a natural  level  as  regards  quantity? 
Supposing  you  had  a great  outburst  of  business  acti- 
vity and  a great  demand  for  money,  and  the  Treasury 
found  they  could  not  get  their  Bills  renewed,  even  the 
existing  quantity,  except  on  a rapidly  increasing 
rate,  would  you  then  say,  as  we  said  in  1920  : We 

must  get  the  Floating  Debt  down  to  smaller  dimen- 
sions at  any  cost? — I am  afraid  I should  have  to  say 
that  is  a question  of  which  I should  need  to  have 
notice.  I should  not  like  to  answer  it  off-hand  at  all. 

5738.  We  must  admit  it  is  a very  difficult  question? 
—Yes. 

5739.  Professor  Hall : Would  you  think  there  is 

any  virtue  at  all  in  having  a ratio  between  the 
Floating  Debt  and  the  total  debt?  Sir  Josiah  Stamp : 
That  is  almost  the  same  question  in  another  form? — 
(Witness)  : I would  want  to  work  that  out  on 
statistical  figures.  I think  the  answer  would  be  no, 
but  I would  not  like  to  commit  myself  to  an  answer 
without  statistical  figures  before  me. 

5740.  It  works  round  to  the  question  as  to  whether 
we  could  in  times  of  depression  have  a larger  Float- 
ing Debt  than  in  times  of  trade  activity,  when  more 
assistance  is  wanted  by  the  traders? — Yes.  Obviously 
the  danger  is  less,  and  besides,  a little  inflation  is 
not  so  bad  then.  I think  that  what  I have  said  in 
paragraph  7 in  the  absence  of  statistics  indicated 
what  I thought:  that,  if  they  are  both  abnormal,  the 
balance  of  advantage  is  in  reducing  the  Floating 
Debt.  Then  I come  to  a rather  long  statement  about 
repayment  of  debt.  ( Paragraph  8 read.) 

5741.  Mr.  Bell:  You  speak  of  the  future  level  of 

prices;  I suppose  you  do  not  want  to  be  a prophet 
there  at  all?  Sir  Josiah  Stamp:  Do  you  want  to 

prophesy  whether  it  will  be  up  or  down? — (Witness)  : 
I do  not  think  anyone  can  say. 

5742.  Do  you  see  more  tendency  ahead  for  prices 
rising  or  falling? — No,  I should  not  wonder  if  we  re- 
mained about  as  we  are.  I thought  that  the  chance 
of  prices  falling  a year  ago  was  much  greater;  1 
think  it  is  a completely  unknown  thing  just  now. 
Arguments  regarding  the  debt  are  considerably 
affected  by  the  probability  of  falling  prices,  and  now 
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prices  for  a time  liavo  been  comparatively  stable. 

(. Paragraph  9 rencl.)  That  is  how  I regard  the  burden 
of  debt  generally  from  the  point  of  view  of  taxation 
and  in  reference  to  wliat  is  known  as  the  transfer 
argument. 

5743.  Just  as  big  a burden  as  even  the  external 
debt  as  far  as  the  individual  is  concerned? — I think 
from  the  point  of  view  of  someone  regarding  the 
country  from  outside  entirely,  there  is  a transfer, 
but  the  individual  regards  his  holding  in  the  debt  as 
a source  of  income,  and  he  is  affected  by  taxation  of 
it  as  much  as  by  taxation  of  anything  else.  I think 
in  any  case  the  transfer  argument  is  on  every  ground 
open  to  a great-  deal  of  qrrestion. 

5744.  Mrs.  Wootton  : In  what  you  say,  you  would 
tend  to  make  a difference  between  the  external  and 
internal  debt  in  their  effect  on  industry  ? — I think 
my  views  on  the  transfer  argument  would  tend  in 
that  way. 

5745.  We  had  one  witness  who  argued  that  there 
was  very  little  difference.  Would  that  be  your  view? 
— -I  have  said  that  the  external  debt  may  give  a 
fillip  to  certain  trades;  that  is  all.  1 think  if  the 
rendering  of  a service  is  separated  by  a long  interval 
of  time  from  the  settlement  for  the  service,  there  is  a 
tendency  to  regard  the  settlement  as  a pure  transfer, 
because  of  the  separation.  That  is  the  case  of  the 
War  service  rendered  by  the  fund-holder,  and  the 
settlement  for  that  service,  and  the  transfer  argument 
is  partly  due  to  that  separation  in  time.  On  the 
other  hand,  if  you  take  any  transaction  in  itself,  it 
is  a transfer;  A had  the  money  and  B had  the  goods; 
now  A has  the  goods  and  B has  the  money.  If  you  do 
not  look  further  than  that,  almost  anything  is  a 
transfer.  It  is  by  such  changes  that  wealth  is  in- 
creased, and  you  have  to  look  at  the  relation  of 
things  transferred,  to  the  people  to  whom  they  are 
transferred,  and  in  this  case  to  the  maintenance  of 
the  credit  of  the  nation. 

5746.  Sir  Josiah  Stamp : Would  your  adhesion  to 
the  validity  of  the  transfer  argument  be  greater  if  you 
found  as  a fact  that  the  holding  of  the  debt  was  dis- 
tributed very  much  in  the  proportion  of  liability  to 
pay  tax? — I think  even  then,  although  the  person 
holding  the  ddbt  was  holding  a security  against  him- 
self, a bond  against  himself,  he  would  still  regard  the 
taxation  of  it. 

5747.  The  psychological  effect  on  industry  is  the 
same? — Yes. 

5748.  Even  though  in  his  books  or  in  his  deed  box 

he  may  have  scrip  which  is  assisting  him  to  pay  his 
taxes  ? — Exactly.  I think  the  individual  regards  his 

investment  in  the  debt  as  a source  of  income,  but  he 
does  not  make  in  his  mind  a separation  between  the 
taxes  he  pays  for  the  debt  and  the  taxes  he  pays  for 
other  things.  Economic  arguments  do  make  that 
separation,  and  therefore  you  can  get  a transfer  argu- 
ment which  is  true  in  a certain  economic  sense,  bat 
it  is  disturbed  by  the  psychology  of  business. 

5749.  Would  it  be  true  to  say  that  its  real  validity 
lies  in  the  sphere  of  thought  when  you  are  thinking 
of  the  taxpaying  capacity  or  the  reparation-paying 
capacity  of  a country  viewed  as  a whole  vis-a-vis 
another  country? — I do  not  quite  understand  your 
point. 

5750.  So  long  as  you  are  considering  the  National 
Debt,  as  we  are,  as  a matter  for  adjustment  among 
ourselves,  the  transfer  argument  is  a dangerous  one? 
—Yes. 

6751.  But  if  you  were  considering  the  ability  of 
France  to  pay  an  inter-allie-d  debt,  or  the  ability  of 
Germany  to  pay  reparations,  you  would  tend  to  mini- 
mise the  internal  transfer's  and  look  upon  the  wealth 
of  the  country  as  a whole.  In  that  sphere  it  would 
have  considerable  effect  ? — Yes,  I agree  it  would  have 
considerable  effect.  In  paragraph  9 I use  the  phrase 
“the  use  of  the  time  of  money”.  I do  not  know 
if  that  is  the  bent  way  to  put  it. 

575>2.  I wish  you  would  expound  that  phrase? — I 
think  nearly  half  our  taxation  is  for  debt.  Money 
lias  to  be  saved  for  that.  Money  that  gets  into  the 


hands  of  the  Government  is  not  circulated  so  im- 
mediately as  it  is  circulated  when  'it  gets  into  any- 
body else’s  hands;  it  is  sticky  in  the  'hands  of  the 
Government;  and  a great  deal  of  the  time  of  money, 
in  being  saved  against  taxation  for  that  debt,  and  so 
forth,  and  being  handed  over  to  the  Government,  is 
taken  up,  which  might  be  taken  up  with  business 
transactions. 

5753.  With  regard  to  the  phrase  “ the  use  of  the 
time  of  money  ”,  I think  it  would  help  us  if  you 
would  give  us  your  meaning  a little  more  in  extenso  ? 
— I mean  that  against  the  annual  settlement  money 
has  often  to  be  borrowed  for  tax  charges,  or  money 
has  to  be  saved  for  it  but  when  it  gets  into  the  hands 
of  the  Government,  the  re-issue  of  money  is  quarterly, 
and  therefore  there  is  a limitation  on  the  circulation 
of  money  which,  in  the  case  of  taxes  for  debt,  is  not 
doing  anything  economically. 

5754.  You  mean  it  is  robbed  of  its  full  economic 
potency  by  being  held  up  in  stages? — Yes,  that  is 
what  I mean.  With  regard  to  the  phrase  “ the  use 
of  the  time  .of  money,”  there  is  an  economic  phrase 
“ the  efficiency  of  money.”  I thought  I would  not 
use  that;  I think  it  is  the  use  -of  the  time  of  money. 

5755.  It  is  quite  a good  phrase;  it  has  really  been 
defined  by  its  author? — There  is  a slowness  of  re- 
issue of  money  when  it  gets  into  the  hands  of 
Government.  If  it  is  for  wages  in  Government  De- 
partments, it  does  go  out  quioldy,  but  the  part  of 
it  which  is  for  debt  is  very  sticky  in  the  hands  of 
the  Government. 

5756.  Mrs.  Wootton:  You  are  thinking  of  the 
stickiness  of  it  after  it  gets  into  the  hands  of  the 
Government? — I am  thinking  of  the  fact  that  pre- 
paration has  to  be  made  in  respect  of  those  Charges. 
It  is  not  free  for  industrial  purposes. 

5757.  Mr.  Bell : Are  you  sure  that  in  fact  it  is 
not  used?  Sir  Josiah  Stamp  : A large  part  of  it  gets 
into  industry,  but  not  -all.  Supposing  we  all  of  us 
round  this  table  know  that  we  have  .a  large  amount 
to  pay  in  Super-tax  in  January  and  Income  Tax  in 
February,  we  will  say,  each  month  we  will  put  aside 
large  deposits  in  the  bank  as  something  towards  that. 
The  banks  do  not  keep  that  idle;  it  is  functioning, 
for  the  larger  part  of  it.  Then  we  take  it  out  in 
January  or  February  and  pay  it  over  to  the  Govern- 
ment in  a lump.  I do  not  know  that  you  check  the 
amount  which  is  used  very  much.  Mr.  Bell : Even 
when  it  gets  into  the  hands-  of  the  Government  it  is 
used.  If  you  put  it  into  a safe  in  the  form  of  bullion 
and  it  is  held  there  till  a particular  date,  what  you 
say  may  he  so,  hut  if  it  gets  into  the  hands  of 
Government,  it  may  he  used.  Sir  Josiah  Stamp : 
What  does  happen  in  the  hank,  if  the  Government 
have  a surplus  that  they  are  holding  over  for  future 
use,  is  that  it  reduces  their  liability  to  the  Bank  of 
England.  Mr.  Bell:  I fancy  there  is  not  quite  the 
drag  that  you  have  in  mind  ; it  is  all  employed  as 
much  as  it  can  -be,  in  all  sorts  .o.f  directions,  pending 
payment? — (Witness) : I have  a certain  .amount  of 
authority  for  the  fact  of  the  stickiness  of  money; 
I could  find  it. 

6758.  There  is  a little  drag,  but  it  is  really  all 
being  used.  There  is  a lag,  but  I think  nothing  like 
so  much  as  you  suggest.  However,  it  is  a small  point? 
— I will  leave  that  point  to  the  Committee. 

5759.  On  your  point  (a)  we  have  had  a good  deal  of 
evidence  on  each  side.  You  say  that  the  burden 
consists  of  the  impediment  to  enterprise  and  saving 
as  a whole  because  of  high  rates  of  taxation.  Yon 
come  down  quite  flat-footedly  there;  you  have  no 
douht  in  your  own  mind  that  high  taxation  does, 
as  a matter  of  fact,  impede  enterprise  and  saving. 
You  state  that.  Then  you  are  asked  what  is  high 
taxation  ? I only  want  to  get  from  you  that  your 
strong  feeling  is  that  there  is  an  impediment  to 
enterprise  and  saving  on  the  whole  as  the  result  of 
taxation.  Sir  Josiah  Stamp:  Shall  we  help  the 
witness  by  giving  him  two  or  three  points  that  have 
been  raised?  For  instance,  one  argument  is  that  so 
large  a part  of  industry  is  in  the  hands  of  joint  stock 
companies  which  are  not  .affected  by  the  amount  of 
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taxation,  or  only  to  a very  small  extent,  that  the  en- 
terprise of  their  officials  and  management  is  not  in 
the  least  altered  by  the  high,  rates;  they  are  just  out 
to  make  a profit  if  they  can,  though  they  may  be 
taxed  afterwards.  The  second  point  is  that  for  a 
private  individual  a high  rate  o-f  taxation  means  the 
necessity  of  maintaining  his  income  as  far  as  possible 
nndiminished  in  amount,  and  therefore  he  has  to  do 
greater  work,  and  even  for  the  saver  of  money,  if  he 
wants  to  have  a good  result  from  his  saving  he  has 
tr  save  more  vigorously;  and  that  has  the  tendency  to 
offset  the  psychological  tendency? — (Witness) : I think 
I say  later  that  I regard  the  influence  on  saving  as 
the  more  important  of  these.  With  regard  to  what 
Sir  Josiah  Stamp  says  about  people  working  harder, 
and  so  forth,  to  offset  this,  on  consideration  I 
thought  it  difficult  to  give  a realistic  meaning  to  that. 

I see  where  individuals  are  working  for  themselves 
and  in  private  businesses  what  it  may  mean,  but 
where  people  are  members  of  large  organisations,  1 
am  not  so  clear  what  is  meant  by  the  old  phrases  used 
by  McCulloch  and  others,  as  to  everybody  working 
harder  to  offset  high  taxation.  Put  yourself  in  the 
position  of  someone  who  is  a member  of  an  organisa- 
tion; what  more  does  it  mean  that  he  would  do? 

5760.  It  is  not  suggested  that  members  of  an  or- 
ganisation work  harder;  it  is  suggested  that  they 
more  or  less  stand  aloof  from  high  and  low  taxation; 
they  get  all  the  profits  they  can  and  if  the  tax  is  higii 
it  is  passed  on,  and  if  it  is  low  it  is  passed  on.  The 
workers  in  a public  company  are  not  affected,  but  it 
is  the  private  individuals  of  whom  it  is  suggested 
that  they  work  harder? — That  would  really  he  the 
sphere  of  working  harder.  I do  not  think  it  is  prac- 
ticable in  the  case  of  joint  stock  companies.  As 
regards  enterprise,  will  there  not  he  an  effect 
through  the  taxing  of  their  reserves? 

5761.  Yes,  that  is  acknowledged.  It  is  admitted 
even  by  the  holders  of  that  argument  that,  to  the  ex- 
tent to  which  their  reserves  are  diminished  by  the 
high  rate  of  taxation,  there  is  an  influence.  Pro- 
fessor Hall : Is  it  the  high  rate  of  taxation,  or  is  it 
the  net  return  that  affects  their  will  to  save,  do  you 
think? — Witness:  A high  rate  of  taxation,  I say, 
diminishes  the  will  to  save. 

5762.  Even  though  the  net  return,  after  that  high 
taxation  has  been  deducted,  is  fairly  good?  Take  the 
present  day  compared  with  pre-war  days.  There  is 
a higher  rate  of  interest  and  a higher  rate  of  taxa- 
tion; the  net  return  is  slightly  higher  than  in  pre-war- 
days.  How  would  a man  be  affected  as  compared 
with  pre-war  days?  Would  the  fact  that  the  tax  is 
so  high  be  likely  to  offset  the  advantage  of  the  higher 
return  that  he  gets?  What  would  be  the 
psychological  effect  upon  him  as  a saver  ? — I think 
that  a high  rate  of  taxation  always  will  have  that 
psychological  effect  on  him  as  a saver. 

5763.  And  the  fact  that  the  tax  rate  is  higher  will 
be  an  offset  against  the  fact  that  he  gets  a bigger 
Ret  return  than  formerly?. — So  far  as  the  tax 
rate  is  concerned,  if  it  is  a rate  of  taxation  which  you 
would  call  a high  rate  of  taxation,  I think  that  the 
influence  on  saving  is  obvious . There  is  an  old  argu- 
ment that  there  is  a certain  area  within  which  a high 
rate  of  taxation — or  a less  low'  rate — may  make  people 
save  more.  I am  thinking  here  of  the  present  posi- 
tion of  our  debt  and  rates  of  taxation,  to  which  the 
word  “ high  ” is  particularly  applicable,  rates  of 
taxation  quite  different  from  those  before  the  War, 
for  example. 

5764.  It  has  been  suggested  to  us  by  at  least  one 
witness  that  we  get  accustomed  even  to  the  high  rates 
of  taxation  ? — Well,  I do  not. 

5765.  You  can  get  used  to  anything,  really.  You 
would  not  think  that  that  was  a very  valid  argu- 
ment?— I think  that  the  argument  that  an  old  tax  is 
no  tax  takes  a lot  to  accept  now. 

5766.  Mr.  Bell:  There  may  be  a greater  influence 

on  enterprise  than  on  saving.  We  have  had  evidence 
that  enterprise  is  seriously  checked? — Is  not  that 
through  saving? 
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5767.  1 am  thinking  of  mercantile  transactions, 
where  a man  takes  a risk  and  he  feels  that  the 
amount  to  be  taken  from  him  if  he  is  successful  is  too 
much,  and  he  prefers  not  to  go  into  it? — Is  not  that 
in  the  field  of  personal  service? 

5768.  Yes,  I am  with  you  here,  hut  I only  want  to 

say  that  there  is  a great  difference  between  a trader 
and  a pure  rentier.  In  the  two  cases  the  effects  are 
different? — You  mean  that  the  effect  on  enterprise 
is  much  greater  than  in  the  case  of  the  rentier.  I 
put  that  forward  later.  I said  what  I thought 
about  McCulloch’s  argument  and  these  early  argu- 
ments that  we  really  did  not  lose  money  in  the  wars 
against  Napoleon,  because  they  made  us  work  so  hard. 
That  does  not  apply  so  much  now  under  the  regime 
of  joint  stock  companies,  where  people  cannot  keep 
longer  hours  and  w'ork  harder  at  their  own  will; 
they  are  members  of  organisations.  Then  I come  to 
the  question  of  debt  repayment.  ( Paragraph  10 

read.)  I think  that  is  part  of  a larger  argument. 

5769.  Professor  Hall:  That  “ future  year”  is  some 
distance  ahead? — If  you  are  going  to  make  it  apply 
at  all,  it  must  be  reasonable.  If  you  try  to  chart 
what  you  are  going  to  do  with  the  debt,  it  comes  to 
a perpendicular  line  at  a certain  time  and  there  is 
nobody  paying  any  debt  at  all.  If  you  are  going  to 
make  a plan  at  all,  you  must  allow  for  scaling  down. 

( Paragraph  11  read.)  That  is  the  same  thing.  I 
distinguish  three  periods,  if  you  are  going  to  make  a 
long  plan  of  it.  (Paragraph  12  read.) 

5770.  Chairman:  You  have  not  discussed  the 

Capital  Levy,  have  you? — Yes,  later.  I thought  that 
you  wished  it  kept  out,  but  I could  not  help  referring 
to  it. 

5771.  We  are  having  special  sessions  for  that  pur- 
pose, but  it  is  quite  competent  for  you  to  refer  to  it 
now.  If  you  wish  to  address  the  members  of  the  Com- 
mittee on,  the  Capital  Levy,  we  shall  be  quite  glad  to 
hear  what  you  have  to  say  about  it  P- — You  asked,  I 
thought,  what  was  the  effect  on  prices  of  the  reduc- 
tion of  the  debt,  and  so  on. 

5772.  I was  only  wondering  whether  you  wanted  to 
mention  that? — The  Secretary’s  letter  said  that  you 
were  not  on  the  present  occasion  discussing  it,  so  I 
did  not  put  in  much  about  it. 

5773.  There  has  been  evidence  before  us  about  con- 
version. One  witness'  said  yesterday  that  with  a 
reasonable  method  of  conversion  of  the  debt  fairly 
rapidly,  the  necessity  for  a Capital  Levy  might  not 
be  so  great? — I shall  come  to  that  presently,  if  I may. 

5774.  Mr.  Bell : Your  programme  here  is  for  a 
email  annual  reduction  of  a large  debt,  and  a larger 
annual  reduction  when  the  debt  is  reduced.  It  seems 
to  be  the  wrong  way  round,  does  it  not,  in  view  of 
the  contingencies  and  the  possibilities  before  us? — 
I would  be  inclined  to  keep  the  present  figure  for  a 
period  of  time  and  then  to  let  it  increase  to  some 
figure,  say,  £100,000,000. 

5775.  That  is  setting  aside  less  when  the  debt  is 
big  and  more  when  tlie  debt  is  small? — That  is  partly 
because  of  the  present  industrial  position.  What 
I call  the  first  period  you  can  wipe  out  altogether, 
if  you  like. 

5776.  You  contemplated  23  years,  did  you  not? — 
Five  years. 

5777.  The  first  five  years  onlyP — I am  not  tied  to 
five  years. 

5778.  You  sa.y  that  in  the  first  23  years  the  amount 
repaid  would  be  £1,500,000,000,  that  is,  an  average 
of  £65,000,000  a year.  In  the  last  67  years  you  would 
repay  £6,000,000,000  at  the  rate  of  £90,000,000  a 
year;  so  that  during  the  first  23  years,  when  the 
amount  is  large,  you  put  away  a less  annual  amount 
than  you  do  in  the  last  67  years  when  the  debt  is 
a great  deal  lass.  Have  yon  done  that  with  any  view 
as  to  that  23  years’  .provision  ? In  fact,  are  you  not 
leaving  to  posterity  a great  deal  more  burden  when 
the  debt  becomes  smaller? — I am  putting  on  posterit} 
a declining  total  charge. 

5779.  Prof essor  Hall : Including  interest? — Yes.  If 
you  look  at  the  graph,  it  is  a declining  charge  in  the 
last  period. 
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5780.  Mr.  Bell : Although  a larger  Sinking  Fund  ? 
— Yes,  the  real  trouble  being  to  taper  it  off.  If  the 
Committee  will  contemplate  the  distant  period,  when 
that  problem  will  arise — perhaps  85  years — you  would 
have  £100,000,000  to  scale  down.  It  is  not  very 
serious. 

5781.  Sir  Josiah  Stamp:  We  are  trying  to  set  an 
example  to  posterity? — This  is  the  idea,  as  it  seems 
to  me.  Supposing  you  are  contemplating  a plan  for 
90  years  ahead,  let  us  see  what  it  would  mean. 
Simply  making  the  graphs  of  the  burdens,  I came 
to  the  conclusion  that  this  was  the  fairest  way  to 
distribute  it. 

57S2.  You  mean  that  the  payment  of  that 
£100,000,000  a year  will  be  in  those  days  far  less 
burden  on  the  people? — Yes;  there  is  the  possibility 
of  change  of  prices  and  of  expansion  of  income. 

5783.  I was  not  thinking  of  prices;  I was  thinking 
entirely  of  larger  population  ? — Yes,  but  even  taking 
that  into  consideration,  it  seems  so. 

5784.  Chairman : What  evidence  have  we  got  of 
the  increase  of  population?  We  could  not  rely  upon 
that.  Professor  Hall : Are  we  to  understand  that 
you  recommend  this  as  a policy  ? — (Witness) : I come 
down  later  to  an  alternative,  but  I say  if  you  are 
going  to  think  out  a long  plan,  and  if  you  think 
that  anything  said  now  can  bind  people  50  years 
hence,  and  you  are  going  to  make  a recommendation 
as  to  a long  plan,  then  what  is  equitable  as  between 
the  taxation  now  and  in  future  years  appears  to  me 
to  be  on  these  lines.  {Paragraph  13  read.)  I do  not 
think  that  complicates  things  very  much.  Then 
paragraph  14  is  an  alternative  idea.  (Paragraph 
14  read.)  That  is  a different  proposal  altogether. 
That  means  that  you  are  going  to  proceed  as  far  as 
you  can  by'  ten-yearly  periods.  I do  not  myself  see 
the  use  of  maintaining  indefinitely  the  difference 
between  the  Old  and  the  New  Sinking  Funds.  Further, 
I do  not  see  the  use  of  charging  the  New  Sinking 
Fund  against  revenue  and  then  having  to  borrow  at 
the  end  of  the  year  to  square  up  accounts.  Between 
the  principles  of  Hamilton  and  the  principles  of 
Northcote,  for  instance,  and  the  principles  of  Pitt, 
it  appears  to  me  there  is  only  one  reconciliation  and 
that  is  to  budget  for  the  whole  Sinking  Fund  as  a 
surplus.  Hamilton’s  principle  was  that  there  is  no 
repayment  of  debt  except  surplus,  and  -alternatively, 
therefore,  one  might  throw  all  the  Sinking  Funds 
together  and,  in  presenting  accounts,  budget  for  a 
surplus  which  is  the  debt  surplus — you  would  have 
all  the  Sinking  Funds  together — and  then  work  by 
ten-j’early  periods  to  see  what  you  can  do.  Set  your- 
self an  -amount  in  ten-yearly  periods  to  aim  at,  for 
debt  to  be  redeemed  by  that  surplus. 

5785.  Mr.  Bell : The  most  skilful  budgeting  does 
not  necessarily  bring  the  desired  result?— No;  as  I 
say,  it  would  make  no  difference  in  taxation.  You 
would  raise  the  amount  of  taxation  you  thought 
necessary  to  create  this  surplus.  It  does  not  matter 
whether  the  surplus  is  put  inside  your  revenue  or 
regarded  as  the  difference  between  revenue  and 
expenditure;  only  you  would  not  borrow  at  the  end 
of  the  year ; you  would  not  repay  inside  the  fixed 
charge,  and  then  perhaps  borrow  for  three  months  at 
the  end  of  the  year. 

5786.  Sir  J osiah  Stamp : You  would  throw  your 

Old  Sinking  Fund  in  with  the  New  and  call  it  one 
provision,  and  as  you  would  have  a ten-yearly  pro- 
gramme the  good  and  bad  years  will  all  go  together  ? 
— Yes. 

5787.  Mr.  Bell:  But  I take  it  there  must  be  wind- 
falls? Windfalls  must  all  go  into  the  surplus.  As 
I say,  you  pay  over  the  surplus  actually  realised. 

5788.  You  say : “ Our  programme  for  ten  years 

ahead  is  the  repayment  of  so  much  en  bloc, ; we  are 
going  to  budget  for  that,  and  if  we  get  less  there 
is  more  for  the  remainder  of  the  programme,  and  if 
we  get  more  there  is  less  for  the  remainder  of  the 
programme  ”? — There  is  so  much  for  the  bad  year,  so 
to  speak.  It  is  also  a means,  I think,  of  simplifying 
the  national  accounts.  The  Old  Sinking  Fund  was  not 


scrapped  when  the  New  Sinking  Fund  was  invented, 
because  Gladstone  objected  to  the  New  Sinking  Fund 
and  although  it  was  carried  through  the  House,  I 
think  without  a division,  there  were  very  strong 
criticisms  in  regard  to  introducing  the  New  Sinking 
Fund  at  all. 

5789.  Would  ymur  surplus  be  big  enough? — But 
surely  the  surplus  would  always  be  big  enough  to 
cover  the  fixed  Sinking  Fund,  the  charges  already 
made.  This  is  simply  a method  of  “ One  step  enough 
for  me,”  instead  of  the  long  view  which  really  tries 
to  frame  a policy  for  a time  very  far  ahead,  and  also 
a proposal  to  simplify  considerably'  the  methods  on 
which  we  work. 

5790.  You  still  would  not  shackle  your  politician  on 
a change  of  Government.  He  might  say:  11  We  do 
not  agree  at  all  with  the  programme  laid  down  by  the 
late  Chancellar ; we  are  going  to  lay  down  a new  pro- 
gramme.” You  could  not  stereotype  it? — No;  I think 
it  would  depend  on  the  consent  with  which  the  scheme 
was  received  in  any  case. 

5791.  Professor  Hall:  Do  you  think  any  Govern- 
ment would  be  likely  to  .take  a view  of  this  pro- 
gramme which  would  lead  them  to  make  compara- 
tively little  provision  themselves,  and  leave  it  to  the 
Government  in  office  during  the  remaining  years  to 
shoulder  the  burden? — I think  if  you  budgeted  the 
surplus  for  the  debt,  they  would  be  shown  up  at  once 
if  they  tried  to  do  that ; because  everybody  would  seo 
what  they  were  doing  for  the  debt. 

5792.  I can  see  the  advantage  from  that  point  of 
view,  but  if  you  take  6d.  off  the  Income  Tax,  the 
Income  Taxpayer  is  not  going  to  blame  the  Govern- 
ment very  much  because  they  are  trying  to  postpone 
the  repayment  that  you  suggest  they  should  make 
till  later  years  of  the  period. — I can  only  say  that, 
if  you  adopted  the  logical  plan  of  Hamilton’s  argu- 
ment, and  budgeted  the  surplus  for  the  debt,  any 
Government  which  tried  to  make  itself  popular  by 
reducing  debt  repayment  would  be  at  once  shown  up. 
The  national  accounts  would  show  it  up. 

5793.  I agree,  but  I am  only  suggesting  how  far 
the  public  would  be  inclined  to  criticise  the  Govern- 
ment?— I cannot  answer  that. 

5794.  Mrs.  Wootton : The  public  has  rather  a pre- 
judice against  surpluses? — The  public  has  a preju- 
dice against  surpluses  because  they  are  not  intended 
for  anything  just  now. 

5795.  Sir  Josiah  Stamp:  Whereas  under  your  pro- 
posal, having  a.  definite  programme  for  ten  years, 
the  Government  might  say:  “ We  are  a bit  ahead  of 
our  time  ” (like  what  may  happen  in  a race,  going 
round  the  laps)  “ and  we  have  less  to  do  in  the 
remainder,”  and  therefore  they  might  be  more  cheer- 
ful about  it? — Yes.  The  public  would  have  to  appre- 
ciate that  a surplus  now  meant  something,  that  it 
was  not  due  to  a mistake  in  the  Chancellor’s  estima- 
tions, that  it  was  a debt  repayment. 

5796.  You  would  still  get  those  mistakes.  The 
Chancellor  would  have  to  say  in  his  Budget  what  his 
expenditure  was  expected  to  be,  and  there  would  be 
a difference  at  the  end  of  the  year? — Yes.  As  I say, 
it  is  only  the  realised  surplus  that  he  would  pay  over, 
whatever  he  budgeted  for. 

5797.  Mrs  Wootton  : You  mean  he  would  have  to 
budget  so  as  to  make  sure  of  covering  it? — I can 
see  no  difference  in  that  respect  from  what  happens 
now'.  The  Sinking  Fund  is  a fixed  charge;  he  has 
to  budget  for  that  now  out  of  the  taxes.  But  at  the 
end  of  the  year,  after  having  nominally  repaid  so 
much  out  of  the  New  Sinking  Fund,  he  often  has  to 
borrow,  and  you  see  it  in  the  Finance  Accounts 
in  italics.  The  account  is  muddled  because  of  the 
extra  sum  which  has  to  be  borrowred.  If  Hamilton 
had  gone  into  that  principle,  I think  he  would  have 
said  that  you  should  have  budgeted  for  a surplus 
and  only  the  realised  surplus  should  be  paid  over. 

5798.  Sir  Josiah  Stamp  : It  is  not  really  a different 
thing,  but  it  is  a better  presentation  which  may 
have  a more  striking  appeal  to  the  public? — And 
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might  enable  you,  I think,  to  work  on  a programme 
by  stages. 

5799.  Professor  Roll : There  are  two  points  there. 

One  is  the  question  of  a ten  years’  programme,  and 
the  other  is  the  presentation  of  the  accounts? — Yes. 
Of  course  these  are  independent  of  each  other.  I do 
not  see  the  use  of  maintaining  two  sinking  funds 
now.  I think  it  is  a pure  accident  that  they  were 
maintained  in  1875.  _ 

5800.  I think  the  two  points  can  be  considered 
separately  each  on  its  merits? — Yes.  Then  I come 
to  repayment  of  debt.  ( Paragraphs  15,  16  ancl  17 
read.) 

5801.  Mfrs.  Wootton : We  had  a witness  who  told 

us  that  repayment  of  debt  would  normally  deflate 
prices  because  it  reduces  Bank  of  England  loans. 
If  you  could  have  repayment  of  debt  without  any 
effect  on  the  Bank  of  England,  then  deflation  would 
not  occur;  but  in  practice  you  do  not  have  that.  Is 
that  your  view? — I have  used  the  word  “ normal  ” 
jlere — “ normal  operations.”  I am  not  talking  of  a 
Capital  Levy  here;  I am  thinking  of  the  normal 
repayment  of  the  debt.  I think  there  was  a question 
in  your  questionnaire : “ Does  repayment  of  debt 

affect  prices?  ” 

5802.  Is  it  your  view  that,  if  it  affects  prices,  it 
affects  prices  through  the  effect  on  the  Bank  of 
England? — So  far  as  repayment  of  debt  affects  prices, 

I should  say  generally  it  affects  prices  so  far  as  you 
withdraw  certain  saleable  articles  from  the  market, 
namely,  securities.  But  the  banking  side  of  it  does 
not  seem  to  me  to  affect  prices. 

5803.  .Simply  the  withdrawal  of  the  existing  War 
I.oan  securities? — Yes. 

5804.  They  cannot  be  used  as  a basis  of  credit  ? — 
There  are  plenty  of  them ; I am  sure  they  are  not  all 
used  for  that. 

5805.  Is  the  deflation  in  consequence  of  their  being 
withdrawn,  and  does  deflation  arise  from  that? — I 
think  that  may  result  from  a very  large  operation ; 
and  there  is  the  question  of  how  gilt-edged  securities 
are  held  in  relation  to  the  second  line  of  securities. 

I felt  I wanted  to  know  how  the  debt  was  distributed, 
to  be  sure  about  that ; but  it  would  be  through  that 
cause,  I think — the  sudden  withdrawal  of  a basis  ou 
which  we  do  in  fact  work.  It  is  a voluntary  repay- 
ment, willing  sellers,  that  I am  talking  about  here. 

5806.  We  have  had  it  put  to  us  that  the  cancella- 
tion of  securities  on  which  money  is  borrowed  does 
not  affect  the  volume  of  credit,  but  the  direction  of 
credit? — I do  not  see  why  it  should. 

5807.  You  do  not  think  it  does  affect  the  total 

volume  of  credit? — No.  Remember  again,  1 am 

speaking  about  willing  sellers  here.  ( Paragraph  18 
read.)  Then  paragraph  19  is  really  on  the  Capital 
Levy,  but  it  is  a very  compressed  statement.  (Para- 
graph 19  read.)  I put  it  in  that  paragraph  only 
because  there  was  a general  question  as  to  the  effect 
on  prices  of  repayment  of  the  debt;  and  I am  afraid 
that  the  statement  here  depends  on  the  effect  of  the 
progression  of  taxation,  and  on  the  working  out  and 
on  the  proof  of  the  second  last  sentence  in  paragraph 
3.9.  I am  quite  willing  to  hand  in  the  formula  on 
which  I worked. 

5808.  Chairman : Could  you  give  us  a paper  on 
the  Capital  Levy  ? — I am  quite  willing  to  do  that. 
The  statement  here  is  one  which  argues  to  the  effect 
on  prices  through  the  effects  of  taxation  and  its  dis- 
tribution. The  second  last  sentence,  as  to  the  pro- 
gression of  taxation  and  the  increase  and  distribu 
t:on  of  the  burden,  depends  on  a formula,  and  it 
would  be  difficult  to  explain  here.  Sir  Josiah  Stamp 
lias  worked  this  out  in  one  way,  and  this  paragraph 
depends  on  a rather  different  way  of  doing  it.  What 
1 come  to  is,  I think,  somewhat  different  from  what 
he  comes  to  in  his  last  book. 

5809.  Chairman:  Perhaps  Sir  Josiah  Stamp  is  pre- 
pared to  put  some  questions  on  this?  Sir  Josiah 
Stamp  : I am  not  prepared  to  question  the  witness 
on  this  paragraph  without  doing  a good  deal  of  work 
on  the  formula  myself,  to  see  what  it  means. — (Wit- 
ness) : When  I say  “ progression  ” there,  I do  not 
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mean  anything  eke  except  the  ratio  of  the  rates  of 
taxation ; I do  not  mean  to  say  that  the  highest  rates 
are  higher. 

5810.  You  mean  the  relative  steepness  of  the  rates 
of  tax? — Yes.  I proved  this  merely  by  taking  a 
miniature,  by  taking  £100,000  of  taxation,  of  which 
half  was  for  the  debt,  and  supposing  that  £100,000 
was  raised  on  £510,000  of  income  which  consisted  of 
30  fundholders’  incomes  of  £7,000  and  3,000  small 
incomes  averaging  £100,  and  then  taking  rates  that 
would  give  £100,000,  and  then  cutting  out  £50,000 
for  the  debt  and  finding  the  rates  which  would  give 
the  same  amount  from  rich  and  poor  people  for  the 
remaining  purposes. 

5811.  Could  you  put  in  at  the  conclusion  of  the 
paragraph  whether  it  is  in  the  interest  of  the 
country  or  .against  it  ? — Do  you  mean  a 'Capital  Levy 
of  £3,000,000,000  or  of  £1,000,000,000? 

5812.  Mr.  Bell : Or  of  the  whole  amount  of  the 

debt,  as  has  been  proposed  here  ? £3,000,000,000 

has  been  the  figure  mostly  under  discussion  ? — I 
suppose  that  this  Committee  knows  how  the  debt 
is  held,  and  how  this  would  affect  the  second  line  of 
securities ; certainly  I do  not.  I would  be  disposed 
to  allow  something  to  that  argument,  and  to  think 
that  a transaction  for  £1,000,000,000  was  reasonable, 
but  there  would  be  the  danger  that  it  would  be 
thought  subject  to  repetition.  But,  looking  to  the 
amount  of  securities  in  relation  to  the  national 
income  and  the  amount  of  trade,  I cannot  think 
that  five  times  the  pre-war  amount  is  really 
necessary. 

5813.  Sir  Josiah  Stamp : You  think  a very  con- 
siderable bloc  repayment  could  be  made  without 
serious  deflation? — Yes,  I think  so. 

5814.  But  when  you  get  into  the  region  of 
£3,000,000,000,  or  half  the  debt,  what  is  your  view? 
— Then  I do  not  know  where  I am.  H really  do  not 
know.  I do  not  see  how  anyoire  can  know,  who  has 
not  information  before  him  as  to  how  the  debt  is 
held. 

5815.  Mrs.  Wootton:  Do  you  think  £1,000,000,000 
would  be  reasonable? — I was  inclined  to  think  that 
£1,000,000,000  would  be  a reasonable  proposal.  If 
you  look  back  to  what  I say  about  redemption  of  the 
debt  you  see  it  is  going  to  take  23  years  to  make  a 
■reduction  of  £1,500,000,000. 

5816.  Sir  Josiah  Stamp:  You  are  not  committing 
yourself,  I take  it,  to  other  effects  of  a psychological 
character ; you  are  on  the  point  that  the  ill-effect  of 
deflation  through  the  repayment  would  not  be 
apparent  until  you  get  into  figures  of  some 
magnitude  ? — Yes. 

5817.  That  £1,000,000,000  would  not  have  any  bad 
effect  ? — I would  not  say  that.  I would  say  that 
£1,000,000,000  ought  to  be  examined  as  a reasonable 
proposal.  I am  afraid  of  £3,000,000,000 ; and  the 
whole  thing  has  got  attached  to  an  estimation  of 
£3,000,000,000. 

5818.  Supposing  that  the  £1,000,000,000  were  not 
an  outright  repayment  at  all,  but  only  a portion  of 
it  were  outright,  and  the  remainder  were  done  by 
instalments  to  make  it  administratively  feasible, 
would  not  that  still  further  lessen  the  danger? — On 
the  other  hand,  you  would  approximate  the  Capital 
Levy  then  to  taxation  spread  over  a number  of 
years.  You  would  gradually  increase  the  danger  of 
having  it  again;  you  are  approximating  it  to 
taxation. 

5819.  Chairman : Perhaps  you  will  let  us  have  a 
paper  on  this  later? — Yes.  I ought  to  say  that  I 
think  the  argument  depends  entirely  on  expediency 
and  not  on  equity.  'Speaking  as  an  ex-officer,  I do 
attach  a great  deal  of  importance  to  the  fact  that 
people’s  lives  were  conscripted.  It  is  not  a question 
of  equity;  I think  it  is  mainly  a question  of 
expediency. 

5820.  Mr.  Bell:  With  regard  to  the  conscription 
of  life,  what  puzzles  me  is  this.  Take  the  case 
of  the  man  who  has  some  money  and  who  would 
be  liable  to  a levy;  if  he  had  served  in  the  War 
would  he  be  exempt  from  the  levy? — As  you  are 
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getting  further  and  further  away  from  the  War, 
that  difficulty  is  getting  greater — the  difficulty  that 
you  will  levy  on  people  who  were  also  conscripted 
for  military  service.  . 

5821.  But  you  make  a difference  between  the  man 
who  found  the  money  and  the  man  who  risked  his 
life.  Suppose  he  were  one  and  the  same  person ; 
are  you  going  to  carry  your  principle  to  that? — I 
think  the  Capital  Levy  really  is  a question  of  sharing 
taxation  between  rich  people  and  poor  people. 

5822.  You  are  going  away  from  the  point  on  this 
question  of  the  burden  of  the  conscription  of  life? — 
That  is  exactly  what  I mean  to  say.  The  burden 
of  the  conscription  of  life  was  mainly  borne  by  the 
common  soldiers. 

5823.  But  I am  talking  about  the  man  who  did 
both.  Sir  -Josiah  Stamp:  Take  the  case  of  an  officer 
who  had  a lot  of  money  at  the  time.  Mr.  Bell : Or 
a business  man  such  as  I know,  who  came  back 
poorer  for  his  absence  and  lost  money  in  that  way. 
I know  a solicitor,  who  is  a barrister  now,  whose 
business  had  disappeared  when  he  returned,  and  he 
was  in  the  forefront  of  the  fighting.  Are  you  going 
to  make  him  an  allowance  because  he  suffered  both? 
— (Witness)  : If  we  had  financed  the  War  by  taxa- 
tion— of  course  the  money  was  there,  and  could  have 
been  got  by  taxation — he  would  certainly,  because 
he  was  at  the  front,  have  been  taxed  less,  as  we 
were  when  we  were  at  the  front;  that  is,  if  it 
had  been  done  at  the  time. 

5824.  You  are  getting  away  from  the  point.  Ho 
did  both  services;  are  you  going  to  exempt  him  at 
all? — It  would  be  very  difficult  to  do  it,  I admit, 
now,  when  you  are  getting  away  from  the  War. 
I adhere  to  the  point  that  I mainly  put  this  on  the 
ground  of  expediency. 

5825.  Sir  Josiah  Stamp:  You  are  not  urging  it 
on  the  ground  of  equity? — No.  I am  not  against 
a Capital  Levy  on  the  ground  of  its  inequity.  Then 
I go  on  to  deal  with  the  burden  of  the  debt.  This 
is  merely  a formula;  it  was  upon  a question  in  the 
questionnaire.  Perhaps  I ought  to  explain  that  I 
anticipated  a question:  “Do  you  mean  the  burden 
of  debt  on  the  real  income  or  on  the  nominal 
income?  ” The  condition  is  the  same  whether  you 
are  taking  it  on  the  real  income  or  on  .the  nominal 
income  Then  I deal  with  the  Death  Duties.  ( Para- 
graphs 21  and  22  read.)  I do  not  think  there  is 
anything  new  in  that.  ( Paragraphs  23  and  24  read.) 
1 merely  distinguish  that  to  indicate  people  who  wish 
to  die  rich.  I think  a large  part  of  the  value  of 
savings  in  one’s  lifetime  is  the  acquirement  of  in- 
dustrial power  by  large  shareholding,  and  so  on, 
apart  altogether  from  whether  you  die  rich  or  not. 

5826.  Mr.  Bell : It  is  difficult  to  know  what  is  in 
the  minds  of  people  who  save.  We  need  not  go 
more  closely  into  it,  but  I should  have  thought 
the  purpose  of  saving,  in  the  case  of  most  men,  was 
for  wife  and  family.  It  is  not  really  for  any  of 
these  things  that  you  put;  it  is  on  account  of  the 
man's  anxiety  that  provision  should  be  left  tor 
those  who  will  be  without  his  help  in  the  future? — 
In  that  case  the  imposition  of  Death  Duties  causes 
people  to  try  to  cover  them,  and  to  more  than  cover 
them,  because  of  progression. 

5827.  Of  course,  it  is  really  idle  to  try  to  find  the 
motives  of  people,  but  would  you  not  say  that  is 
really  the  main  object  in  saving  of  the  people  in 
this  country — that  there  is  somebody  dependent  upon 
them  for  whom  they  wish  to  provide? — I think  a 
large  part  of  saving  in  this  country  is  due  to  the 
desire  to  have  the  industrial  power  which  large  share- 
holding gives. 

5828.  But  is  there  not  a great  feeling  with  regard 
to  the  family?  The  family  is  the  unit,  and  is  jt  not 
because  of  that  family  feeling,  for  the  sons  and  the 
daughters  and  the  wife,  that  savings  are  set  aside? — 
I think  I have  allowed  for  that  in  regard  to  what  I 
call  the  first  case  here;  they  would  desire  to  make 
a foreseen  provision. 

5829.  Chairman  : Mr.  Boll’s  point  is  this.  Is  not. 
provision  for  the  family  primarily  the  reason  of 


saving,  though  it  may  develop  afterwards  into  the 
wish  for  power  which  you  suggest? — These  are  people 
who  will  try  to  cover  it  and  to  more  than  cover  it. 

5830.  Is  it  not  true  that  nearly  the  whole  of  the 
cases  spring  from  that  originally,  and  then  develop 
from  that  to  the  desire  for  industrial  and  com- 
mercial power? — Talking  a flashlight  view  at  the 
present  moment  of  saving,  some  of  it  is  due  to  that, 
and  some  of  it  has  got  past  that  stage.  But  the 
real  question  is,  how  far  for  any  reason  it  is  a fore- 
seen provision  that  is  made,  or  a casual  provision. 
In  paragraph  25  I say : “ Death  Duties  may  hit  small 
businesses  at  awkward  times,  and  they  borrow  at 
worse  rates  than  joint  stock  companies.”  I under- 
stand, hrwever,  that  there  might  have  been  set  off 
against  that  the  fact  that  they  pay  Income  Tax  at 
the  earned  rate  on  their  profits.  (. Remainder  of  para- 
graph 25  read.)  I was  a member  of  a Committee 
on  Agriculture  wliero  a very  strong  memorandum  was 
given  to  us  as  to  the  effect  of  Death  Duties  on 
cultivation  of  land  in  this  country. 

5831.  Professor  Ball : I wonder  if  you  will  expand 
that  last  sentenoe  of  yours  in  regard  to  mutual 
credit.  In  what  way  would  you  suggest  that  pro- 
vision should  be  made? — I have  written  a long  report 
elsewhere  on  that. 

5832.  Mr.  Bell : Similar  to  the  Landschaft,  I take 
it.  It  is  a scheme  of  land  mortgage  which  is  so 
common  abroad? — It  is  done  in  this  country  through 
Land  Improvement  Societies. 

5833.  Practically  no  good  at  all? — It  is  not  well 
enough  known,  lb  could  be  done.  The  Landschaft 
is  an  imperial  question  in  Germany.  Its  officials  are 
sworn  in  as  public  servants. 

5834.  Professor  Ball : I wondered  whether  you  had 
in  mind  that  kind  of  tiling? — Yes,  I had. 

5835.  Can  you  give  us  any  reason  why  this  kind 
of  credit  is  not  taken  more  advantage  of  in  this 
country? — There  is  far  less  owning-cultivation,  but 
still  the  Land  Improvement  Society  is  made  consider- 
able use  of,  but  its  extension  is  not  great  enough, 
because  it  is  not  well  enough  known. 

5836.  I have  been  concerned  with  some  efforts  in 
this  direction,  and  there  is  a great  deal  of  difficulty 
in  getting  people  to  take  any  advantage  at  all  of  the 
very  great  facilities  that  have  been  offered? — The 
Land  Improvement  Society  can  very  well  raise  their 
money  from  insurance  companies  or  anybody.  It  is 
the  publicity  of  the  tiling  that  is  difficult  in  this 
country.  There  is  a very  great  difference  between 
a private  society  that  runs  a land  improvement 
society,  and  an  imperial  organisation  of  which  the 
officers  are  public  servants,  and  where  the  affair  is 
conducted  under  the  supervision  of — I would  rather 
not  say  just  now,  but  it  is  conducted  as  a national 
business. 

5837.  You  think  that  ours  would  be  better  if  it 
were  more  directly  controlled  and  directed  by  the 
Government? — I think  it  is  good  enough,  if  it  were 
better  known.  I think  there  ought  to  be  more  than 
one;  I do  not  think  it  should  be  a monopoly. 

5838.  Mr.  Bell : I have  been  into  this  as  a practi- 
cal man,  and  I find  that  the  individual  will  borrow 
from  bis  bank,  but  he  will  not  join  with  other  people 
in  the  village  to  make  a committee  where  they  dis- 
cuss one  another’s  affairs  ?— That  is  a smaller  thing. 
I need  not  have  said  this  at  all,  really,  except  that 
it  was  an  aspect  of  the  Death  Duties  about  which  we 
had  a very  strong  paper. 

5839.  With  regard  to  Death  Duties  as  a whole,  do 
you  feel  that  they  are  at  present  at  a level  at  which 
they  should  not  be  increased,  that  the  burden  of  them 
is  sufficiently  heavy;  that  is  to  say,  if  you  had  an 
idea  of  a further  increase  in  the  provision  for  the 
debt,  you  would  not  like  the  Death  Duties,  as  such, 
to  provide  it.  Do  you  think  that  they  are  already 
very  burdensome? — I am  not  prepared  to  say  that 
they  should  be  reduced  relatively  to  anything  else. 

5840.  But  you  were  putting  the  view  that  taxation 
was  so  high  that  it  should  not  be  increased.  Do  you 
feel  that  about  Death  Duties? — I hope  there  is  not 
going  to  be  any  increase  of  taxation.  I would  not 
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say  there  was  a special  case  for  relieving  Death 
Duties  as  compared  with  Income  Tax,  for  example. 

5841.  It  was  really  that  you  would  not  proceed  to 
increase  them? — No. 

5842.  Professor  Hall : It  has  been  put  before  us 

that  the  Death  Duties  are  specially  burdensome  in 
the  case  of  large  owners  of  land? — Yes. 

5843.  You  mentioned  that  it  wTas  a question  of  busi- 
ness and  a question  of  the  owner-cultivator? — Yes. 

5844.  There  is  the  question  of  the  landowner? — 
There  are  estates  that  have  had  to  be  heavily  mort- 
gaged, where  one  death  has  followed  another  within  a 
few  years.  The  ownership  of  land  and  the  way  in 
which  it  is  held  has  compelled  them  to  mortgage  their 
estates  very  heavily,  and  I think  our  memorandum 
came  from  the  landlords. 

5845.  You  do  not  think  that  is  any  argument 
against  the  Death  Duties  as  such? — No.  The  means 
of  credit  have  been  found  sufficient  to  meet  that. 

5846.  You  do  not  think  that  the  burden  is  quite  as 
heavy  as  it  is  sometimes  represented  to  be? — If  you 
are  interested  in  that,  I think  you  might  get  a 
special  witness  on  it,  because  they  feel  very  strongly 
about  it. 

5847.  We  have  had  special  witnesses  on  this  point 
and  they  have  rather  emphasised  the  burdensome 
nature  of  the  tax.  I was  wondering  whether  you,  as 
an  economist,  had  any  special  views  on  the  subject  ? — 
No.  I have  said  what  I think.  They  have  not  made 
use  of  the  system  which  has  spread  over  the  whole  of 
Europe  and  has  now  'been  adopted  by  the  United 
States.  ( Paragraph  28  read.)  I say  that,  because  it 
appeared  to  me  that,  the  part  of  our  expenditure 
which  is  taxation  is  apt  to  be  put  in  the  dock,  and 
I was  very  much  interested  to  read  a hook  by  an  ex- 
Secretary  of  the  Treasury,  whose  view  of  it  was  that 
tlie  less  taxation  there  was,  the  better.  The  argu- 
ment was  to  make  this  form  of  expenditure  appear 
essentially  an  undesirable  thing — with  which  I do  not 
agree. 

5848.  You  suggest  that  in  some  cases  there  might 

be  collective  spending  instead  of  individual  spend- 
ing? — I think,  perhaps,  it  is  obvious  from  what  I 
have  said  here.  Then  paragraph  27  is  a summary  of 
a great  deal  of  what  I have  written.  ( Paragraph  27 

read.)  Then  I say  something  about  the  question  of 
under-consumption.  ( Paragraph  28  read.) 

5849.  Mr.  Bell : Some  agricultural  witnesses  have 
told  us  that  taxation  has  forced  agriculturalists  all 
over  the  country  to  reduce  the  labour  on  their  es- 
tates. Practically  the  result  of  the  working  of  an 
agricultural  estate  to-day  is  that  it  only  meets  its 
expenditure  and  the  Income  Tax,  that  the  Super- 
tax has  actually  to  be  found  out  of  the  owner's 
pocket  from  other  resources,  and  that  taxation  is  so 
burdensome  that  they  have  had  to  reduce  their 
labour? — But  how  can  they  say  that  they  reduce  their 
labour  because  of  that  part  of  their  expenditure 
which  is  taxation?  They  can  only  say  that  their  ex- 
penditure in  relation  to  their  receipts  is  such  that 
they  have  to'  reduce  their  labour  bill.  Why  do  they 
say  it  is  that  part  of  their  expenditure? 

5850.  It  was  very  strongly  put  to  us  yesterday  that 
that  is  what  is  going  on : that  a.  man  has  to  employ 
fewer  hands  because  of  taxation  ? — Then  why  did  they 
not  put  it  on  the  burden  of  tlie  cost  of  living?  Why 
did  they  put  it  on  that  part  of  the  expenditure  which 
was  taxation? 

5851.  I can  only  tell  you  that  we  had  it  put 
strongly  to  us  that  that  was  the  direct  result  ot 
high  taxation  ? — But  everything  is  dear  now,  includ- 
ing the  public  services;  they  are  one  thing  that  is 
dear  among  other  tilings — there  is  a Commission  sit- 
ting on  the  cost  of  foods.  If  you  have  to  dismiss 
men,  it  is  because  your  whole  receipts  are  out  of  re- 
lation to  your  whole  expenditure;  why  say  it  is  be- 
cause of  that  part  of  your  expenditure  which  is 
taxation  ? 


5852.  They  gave  us  an  individual  instance  where  a 
man  who  had  recovered  something  like  £10,000  from 
the  working  of  his  land  had  to  pay  Income  Tax  and 
Super-tax,  and  interest  on  a mortgage  which  had 
been  raised  to  pay  the  former  Death  Duties;  he  was 
as  a matter  of  fact  paying  £12,000  as  the  sum  of  these 
three  items,  and  he  was  getting  in  only  £10,000,  so 
be  was  £2,000  poorer  every  year,  and  he  had  perforce 
ro  reduce  the  labour;  lie  could  not  pay  the  wages? — 
He  said  that  was  because  of  a very  high  rate  of  taxa- 
tion? I saw  a question  in  the  questionnaire  as  to 
whether  taxation  diminished  employment. 

5853.  He  said,  here  was  a case  where  it  was  actu- 
ally taking  place  every  day? — In  the  same  way,  1 
should  say  a very  high  cost  of  food  might  diminish 
employment.  This  witness  apparently  has  put  it  on 
the  taxes;  he  has  singled  that  out  because  he  thinks 
that  people  can  voluntarily  reduce  expenditure. 
There  is  a Commission  sitting  on  the  cost  of  food,  to 
see  if  you  can  relieve  the  situation  by  reducing  that. 
Why  does  he  blame  that  part  of  his  expenditure 
which  -is  taxation  P 

5854.  Chairman : Is  there  not  .a  greater  increase  in 
taxation  than  in  the  ordinary  things  that  constitute 
expenditure? — Taxation  has  gone  up  more,  you 
mean  P 

5855.  That  is  the  point.  Has  not  that  had  an 
effect  upon  the  position? — Yes,  I see. 

5856.  Professor  Hall : He  rather  put  it  that  this 
was  the  last  straw,  as  it  were;  lie  had  higher 
maintenance  costs  and  higher  expenses  generally, 
and  then  on  top  of  them,  Income  Tax  and  Super-tax 
and  Death  Duties  were  just  about  tbe  last  straw ; but 
of  course  in  that  case  he  was  trying  to  :pay  his  Death 
Duties  out  of  income  and  maintain  the  original  capi- 
tal intact,  hut  it  is  hardly  fair  to  charge  current 
production  with  the  Death  Duties. — The  question 
put  to  me,  I think,  was  whether  taxation  led, 
through  underconsumption,  to  unemployment. 

5857.  You  do  not  think  that  taxation  increases 
permanent  unemployment? — No. 

5858.  It  may  temporarily  but  not  permanently? — 
That  is  so. 

5859.  Chairman : Take  an  instance  of  things  ^ as 
they  are  to-day,  and  then  suppose  your  Income  Tax 
was  raised  Is  1 in  the  £ and  nothing  else  was  raised, 
would  not  that  affect  it?— It  would  depend  on  wliat 
you  are  buying;  5'ou  are  buying  something. 

5860.  Sir  Josiah  Stamp  : That  is,  it  depends  what 
the  Government  are  doing? — Yes. 

5861.  Mr.  Bell:  They  might  be  buying  armaments 
for  Singapore? — Yes.  But  compare  the  amount  per 
head  paid  in  this  country  and  the  amount  paid  in 
France;  what  are  you  getting  for  it?  We  might 
bring  bread  under  taxation  and  distribute  free  bread 
and  charge  taxation;  our  taxation  would  be  high, 
but  there  would  be  something  that  we  were  not  pay- 
ing for  in  another  way.  However,  I was  asked  a 
quite  general  question  as  regards  that.  ( Paragraph 
29  read.)  I do  not  know  if  you  are  dealing  with  argu- 
ments of  this  kind  about  protective  taxation;  if  not, 
I will  take  that  paragraph  out;  but  as  you  asked  me 
about  the  effect  of  taxation  on  unemployment,  and 
proposals  have  been  made  to  protect  employment  by 
using  taxation  to  protect  industries,  I pub  this  para- 
graph in. 

5862.  Mrs.  Wootton:  Before  you  leave  that,  I 

would  like  to  ask  one  or  two  general  questions.  We 
have  had  two  opposite  points  of  view  put  to  us. 
First  of  all,  we  have  had  witnesses  who  are  anxious 
to  increase  public  expenditure  on  certain  lines  which 
they  consider  desirable,  and  they  argue  that  if  the 
debt  charge  was  relieved  it  would  be  easier  to  meet 
this  new  expenditure.  Against  that,  the  argument 
is  put  before  us  that  wliat  we  can  afford  to  spend  on 
social  services  and  so  on,  has  no  relation  to  debt 
charge  at  all,  hut  is  governed  by  our  general  national 
income.  Would  you  give  us  your  view  on  that? — I 
am  afraid  I have  not  got  that,  quite. 
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5863.  The  argument  that  I want  you  to  deal  with 
is  this.  Supposing  the  debt  charge  is  wiped  out,  we 
should  be  in  no  better  position  to  provide  money  for 
education  and  health,  and  so  on,  because  our  national 
income  would  be  the  same,  and  it  is  our  national 
income  that  ultimately  determines  our  taxable  capa- 
city. Is  that  your  view? — When  you  say  to  wipe  out 
the  debt,  do  you  refer  to  any  way  of  wiping  it  out? 
Probably  you  mean  that  the  largest  part  of  the 
charge  for  wiping  it  out  would  be  on  the  fund-holder  ? 

5864.  No,  I am  not  really  referring  to  any  specific 
way  of  wiping  it  out? — I think  that  any  ordinary 
proposal  for  doing  it  would  imply  for  new  social 
services  a largely  increased  progression. 

5865.  Is  it  then  your  view1  that  the  existence  of  the 
debt  is  an  obstacle  to  increased  public  expenditure  ? 
— *No;  I think  that  there  would  be  a larger  progres- 
sion; but,  remember,  I have  said  that  a large  pro- 
gression does  not  mean  a higher  rate  at  the  top. 
The  general  rate  for  everybody  would  be  less. 

5866.  And  therefore  there  would  be  increased 
ability  to  spend? — One  has  to  be  careful  of  what 
one  says.  May  I just  take  a case.  Take  the  case 
again  of  a person  whose  taxes,  on  account  of  the 
debt,  are  equal  to  his  income  from  the  debt.  If  you 
redeem  the  debt,  his  rate  of  taxation  will  be  less 
than  it  was  before.  That  is  quite  easily  proved. 
The  burden  of  taxation  on  him  as  a person  will  not 
be  greater  than  it  was  before.  He  will  have  as  much 
left  to  spend  on  other  purposes.  The  rate  will  be 
different,  but  that  is  purely  a nominal  and  arith- 
metical thing.  What  he  will  pay  for  other  purposes 
and  what  he  will  have  left  for  himself  will  be  the 
same.  The  change  in  the  rate  is  purely  a matter  of 
arithmetical  formula.  It  would  affect  an  addition 
to  social  expenditure,  but  if  you  are  talking  about 
the  burden  of  remaining  social  expenditure,  I do  not 
think  he  is  any  worse  off. 

5867.  If  we  argue  on  from  him  as  a representative 
person,  over  the  whole  class  of  fundholders 
and  taxpayers,  the  net  income  to  that  whole  class 
would  be  the  same;  or  would  it  not,  in  your  view? — 
May  I just  take  the  case  of  the  typical  person.  He 
has  a certain  industrial  income,  call  it  i;  he  has  got 
a certain  income  from  the  debt,  call  it  d;  he  has  got 
taxes  for  social  services  and  other  purposes,  say  f. 

His  rate  is  + ^ . You  cancel  out  the  debt,  and 
i (l 
t 

his  rate  is  — . Now  out  of  his  real  income,  i,  he 

» 

pays  for  remaining  taxes  f,  and  that  is  exactly  what 
he  paid  before. 

5868.  Do  you  think  there  is  a psychological  effect 
which  is  of  importance  there? — It  depends  whether 
he  calculates  separately  the  rates  he  pays  for  different 

taxes.  He  formerly  paid  a rate  ^ for  purposes 

t 

other  than  the  debt,  now  he  pays  a rate  -j  . He  may 
think  his  position  is  worse  in  that  respect. 

5869.  What  I want  to  get  at  is  a simpler  point; 
that  is,  whether  the  existence  of  the  debt  prevents 
public  expenditure.  What  he  may  argue  is  not  so 
much  “ How  much  do  I pay  for  such  and  such  a 
thing?  ” or  " How  much  do  I pay  for  the  debt?”;  he 
is  more  inclined  to  argue  from  the  rate  of  tax. 
Now  his  rate  of  tax  will  be  relatively  steeper,  though 
his  true  rate  may  be  the  same,  and  psychologically  he 
may  be  upset  ? — If  he  separates  his  taxes  and  says  : 
“ What  I pay  for  education  and  for  the  poor  and  so 
forth  is  so  much,”  then  his  willingness  to  do  it  is 
affected  by  this,  though  the  amount  he  pays  is  exactly 
the  same.  Nothing  has  happened  to  change  the 
amount  he  is  going  to  pay.  There  was  a certain 
rate  over  his  real  income  plus  'his  debt  income.  Now 
it  is  a certain  amount  over  his  real  income,  and  that 
is  a higher  rate,  if  he  looks  at  it  like  that. 

5870.  I.  thought  he  would  look  at  it  like  that.  You 
think  there  would  be  a psychological  effect  there? — • 


We  publish  a special  return  Showing  what  these  things 
cost,  and  they  have  got  up  to  about  £300,000,000. 
This  draws  attention  to  the  remarkable  increase  in 
the  cost  of  these  services.  ( Paragraph  30  read). 
Everybody  cannot  say  that  he  has  got  to  pay  Income 
Tax  and  that  somebody  else  has  got  to  pay  it  for  him, 
because  then  somebody  else’s  Income  lax  would  be 
charged  back  to  him.  That  is  the  Ricardian  argu- 
ment, that  the  quantity  of  money  would  limit  the 
whole  thing. 

5871.  Sir  Josiali  Stamp:  Mr.  J.  A.  Hobson  meets 
that  by  saying  that  the  currency  argument  is  not 
quite  watertight,  because  you  will  get  a higher  price 
all  round  for  everything  and  a lower  quantity  of 
goods? — I was  going  to  say  that.  It  is  only  if  there 
is  a restriction  of  supply. 

5872.  He  argues  that  the  net  effect  of  taxation  is 
to  restrict  supply.  I am  not  saying  I think  his  argu- 
ment is  valid,  but  he  does  escape  from  the  currency 
dilemma  in  that  ingenious  way? — I ought  to  have 
put  that  in— unless  tax  is  such  as  to  make  a general 
restriction  of  supply — of  course,  that  is  obvious. 

5873.  Otherwise  there  is  no  point  in  it? — If  you 
start  with  that,  then  there  is  no  end  to  it.  The 
supply  would  be  restricted,  and  the  taxes  are  still  on 
and  it  will  be  more  restricted,  and  in  fact  taxation 
will  get  heavier  the  more  restriction  is  applied.  If 
you  start  with  the  cost  of  food  and  say  : “ The  cost 
of  food  has  gone  up,  I must  charge  more  for  my 
services,”  you  are  in  the  same  circle.  You  cannot 
be  reimbursed  for  your  expenditure  in  that  way  ; you 
cannot  absolve  yourself  from,  say,  the  cost  of  living, 
which  includes  the  cost  of  what  you  get  through  the 
public  services.  Everybody  cannot  do  that. 

5874.  Mrs.  Wootton:  Some  people  think  that  other 
people  can? — Yes. 

5875.  Some  do  think  you  would  get  redistribution 
in  the  sense  that  there  is  an  untapped  source  of 
profit  which  people  do  not  bother  about  when  taxes 
are  low,  but  when  taxes  are  high  they  start  exploring 
to  see  how  much  higher  a price  they  can  charge  and 
secure  to  themselves? — You  mean  the  effect  of  the 
tax  is  to  make  them  investigate  more?  They  could 
have  done  so  before  the  tax,  of  course,  if  they  could 
do  it  at  all,  but  it  is  simply  a stimulus  to  make  them 
look  round. 

5876.  We  are  constantly  met  with  this  point.  This 
series  of  arguments  is  all  right,  no  doubt,  theoretic- 
ally, but  practical  men  know  that  it  is  not  done,  and 
they  charge  more  when  taxes  are  high? — They  do 
charge  forward  part  of  your  Income  Tax? 

5877.  Yes.  The  business  men  say  that  the  pro- 
fessors are  no  doubt  right  along  their  own  line  of 
reasoning,  but  after  all  they  are  not  in  actual  busi- 
ness and  do  not  know  the  business  that  is  being  done 
every  day? — They  can  only  charge  forward  by  restrict- 
ing their  produce.  That  is  the  only  way  they  can 
charge  it  forward. 

5878.  When  it  is  put  to  them  they  say:  “Well, 
you  are  keener  on  getting  the  last  penny  that  you 
can  in  the  price,  and  you  would  not  have  bothered 
before  ”? — I agree  that  it  may  be  a motive  to  make 
you  do  something  which  you  could  have  done  without 
the  tax.  That  is  quite  true;  I have  said  so. 

5879.  Even  if  you  admit  that,  then  you  have  to 
offset  against  that  what  that  same  person  has  to  pay 
as  a consumer  for  the  things  that  other  people  are 
doing  against  him  in  the  same  way? — Yes,  it  is 
charged  forward  and  it  is  charged  back  again. 

5880.  Mr.  Bell:  Would  you  say  that  as  to  a small 
shopkeeper? — He  cannot  say  to  his  customers:  “My 
taxes  have  gone  up;  I must  charge  you  more  for  my 
goods.” 

5881.  He  might  not  say  it,  but  he  might  act  it? — 
He  might  say:  “ There  is  an  addition  to  my  family; 
I must  charge  more  for  my  goods.” 

5882.  There  is  very  strong  argument  that  that  is 
being  done.  Sir  Josiali  Stamp:  The  evidence  from 
business  men  at  any  rate  is  that  they  think  they  are 
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doing  it.  They  do  not  pursue  the  argument  to  its 
logical  conclusion  that  the  burden  on  the  capitalist 
has  ceased  to  be  a burden  because  he  has  passed  it 
on  to  somebody  else? — (Witness):  Do  you  mean  that 
men  in  private  businesses  are  charging  it  in  full? 

5883.  Do  you  think  there  is  anything  in  it  really, 
or  is  it  self-delusion? — Do  you  mean  people  who  are 
not  combined,  men  in  individual  businesses,  are  put- 
ting up  their  prices?  I do  not  see  how  one  person  in 
a private  business  is  going  to  do  that.  There  must  be 
other  people  who  are  going  to  do  the  same. 

5884.  It  has  been  put  that  the  prices  are  very 
largely  affected? — A’s  taxation  in  relation  to  the 
quantity  he  produces  is  a different  thing  from  B’s 
taxation  in  relation  to  the  quantity  he  produces. 

5885.  The  point  is  put  to  them  that  they  are  all 
bearing  different  rates ; some  are  bearing  high  rates 
and  some  are  bearing  low  rates,  and  it  is  also  pointed 
out  that  public  companies  are  not  affected;  all  these 
different  considerations  are  put  to  them;  but  they 
urge  that  they  know  in  practice  that  men  are  doing 
so? — -Does  it  mean  that  they  are  doing  it  by  diminish- 
ing rebates  and  discounts,  and  so  forth?  Do  you  mean 
they  are  putting  it  on  the  price? 

5886.  They  are  declining  to  obtain  contracts  that, 
after  payment  of  Income  Tax  and  Super-tax,  give 
them  a negligible  profit? — Are  they  men  strong 
enough  to  be  able,  by  withholding  their  supply,  to  do 
anything  to  the  market  prices,  or  are  they  not? 

5887.  Do  you  regard  that  as  the  test? — Yes;  the 
only  people  who  are  really  strong  enough  would  be 
joint  stock  companies,  and  they  are  not  affected  by 
that  motive. 

5888.  Mr.  Bell : The  small  traders  are  notoriously 
known  to  meet  together  and  confer? — I should  agree 
that  where  there  is  a great  deal  of  economic  fricton, 
people  do  not  ask  the  price  of  what  you  could  get 
anywhere  else.  That  might  happen ; a small  trader 
might  do  it  for  that  reason,  or,  as  1 say,  because  his 
family  has  increased.  But  then  if  he  could  do  so, 
he  could  have  done  it  without  the  tax. 

5889.  I agree,  but  what  we  see  in  actual  practice 
is  this.  There  is  a notorious  case  where  a man  went 
out  to  a small  place  outside  London,  where  there  were 
five  other  tradesmen  of  the  same  sort.  He  sold  his 
goods,  for  a week,  below  anybody  else’s  and  yet  made 
a very  satisfactory  living.  He  was  nobbled,  and  at 
the  end  of  the  week  he  was  selling  at  the  same  price 
as  the  others.  The  takings  of  those  small  people  at 
that  small  place  enabled  them  to  buy  houses.  They 
v'ere  holding  up  things? — Of  course,  in  shopkeeping, 
there  is  a great  deal  of  economic  friction  indeed.  I 
suppose  a person  in  a small  shop  can  do  it.  He  may 
say  his  wife’s  hats  have  got  dearer  and  he  is  going 
to  charge  that  on  the  prices. 

5890.  I do  not  know  that  it  related  to  Income  Tax 
at  all? — Then  I come  to  commodity  taxation.  I have 
nothing  new  on  that  at  all ; I was  only  asked  the 
question.  (Paragraph  31  read  donm  to  the  words 
“ and  therefore  general  prices.”)  You  asked  me  about 
the  question  of  taxation  apart  from  changes  of  taxa- 
tion. I had  to  take  the  thing  as  existing  at  the 
moment,  not  changes  in  taxation,  but  the  taxation  at 
the  moment.  ( Remainder  of  paragraph  31  read.  Para- 
graphs  32  and  33  read.)  I have  kept  foreign  exchange 
out  of  that,  as  not  being  in  my  opinion  the  relevant 
fact  at  all.  That  is  purely  a matter  of  mechanism. 

5891.  Sir  J osiah  Stamp  : Would  you  say  that  if 
i on  were  obliged  to  place  a certain  heavy  burden  ol 
taxation  upon  a country  that  engaged  in  export  trade, 
you  would  embarrass  it  less  in  its  oxport  trade  if 
you  put  considerable  direct  taxes  on  profits  as  com- 
pared with  putting  taxes  indirectly  on  commodities? 
—Obviously,  on  the  ground  that  if  it  is  put  on  com- 
modities the  volume  of  trade  as  a whole  must  shrink, 
f oreign  exchange  is  merely  ,a  mechanism.  The  result 
°*  W1,l  he  that  foreign  trade  will  balance  at  a 
smaller  quantity. 


5892.  I am  taking  the  more  direct  argument  that 
the  manufacturer  is  put  at  a disadvantage,  owing 
to  the  high  rate  of  taxation  in  his  country,  in 
tendering  for  a contract  in  common  with  other 
nations  whose  rate  of  taxation  is  not  so  high.  The 
economic  answer,  of  course,  is  that  Income  Tax  does 
not  enter  into  prices,  and  if  it  is  a high  Income 
Tax  that  he  is  paying  he  is  not  at  a disadvantage, 
hut  that  if  the  tax  is  raised  by  a commodity  taxa- 
tion, and  we  will  suppose  that  it  enters  into  the 
cost  of  living,  and  his  wages  are  high,  he  is  put 
at  a disadvantage.  Would  that  be  a valid  distinction 
in  your  opinion? — The  distinction  would  come  to  this. 
In  one  case  the  foreign  trade  would  balance  at  its 
present  quantity;  in  the  other  case  the  foreign  ex- 
change would  move  and  the  foreign  trade  would 
balance  at  a less  quantity.  In  one  case  yon  are  going 
to  put  a general  charge  on  prices,  -which  you  are 
not  going  to  put  in  the  other  case. 

5893.  The  point  being  that  you  cannot  determine 
the  point  at  which  the  contractor  is  put  to  a dis- 
advantage by  a higher  taxation  in  making  tenders 
for  contracts  abroad,  until  you  have  examined  the 
nature  of  that  taxation  as  to  whether  it  is  direct 
or  indirect? — Yes. 

5894.  You  would  agree  with  that? — Yes,  I would 
agree  with  that.  I follow  the  argument  of  working 
that  out  through  the  exchange,  hut  I have  come  to 
the  conclusion  that  that  is  not  the  relevant  fact  and 
that  in  the  end  commodity  taxation  would  make 
foreign  trade  balance  at  lower  quantities. 

5895.  We  are  constantly  having  it  put  to  us  that 
these  high  rates  of  Income  Tax  and  Super-tax  are 
a hindrance  in  competition  with  other  countries  for 
trade  abroad  ? — I do  not  think  the  relative  rates 
would  be  affected;  it  is  the  quantity. 

5896.  On  the  principle  that  you  have  been 
enunciating  that  a direct  tax  on  profits  or  income 
does  not  enter  into  cost  of  production,  and  therefore 
into  tendering,  it  surely  must  be  a fallacious  argu- 
ment for  a man  to  urge  : “ If  I had  less  Super-tax 
and  Income  Tax  to  pay  I could  give  lower  quotations 
and  get  the  business  ” ? — There  is  a little  more  in 
it  than  that.  I can  see  an  answer  along  certain 
lines  very  clearly,  but  I would  bold  that  generally 
— that,  on  the  whole,  international  values  would  not 
be  affected  if  it  is  a general  tax  acting  on  every- 
thing. But  while  that  may  be  so,  the  amount  of 
goods  where  foreign  trade  would  balance  would  be 
less  under  commodity  taxation  than  under  direct 
taxation;  and  obviously  that  comes  from  the  fact 
that  commodity  taxation  affects  prices  by  restriction 
of  supply  and  you  are  putting  less  on  the  world’s 
markets. 

5897.  Chain-man : Take  a shipping  business,  for 
instance.  Supposing  you  did  a certain  business  for 
one  year,  and  the  next  year  everything  else  remains 
normal,  but  the  Income  Tax  is  increased  5s.  in  the 
£ ; does  not  that  affect  it  ? — If  you  are  going  to  take 
a os.  increase  I suppose  the  effect  on  saving  will  be 
tremendous.  He  cannot  get  out  of  it  any  -way. 

5898.  Sir  Josiah  Stamp:  Not  on  saving,  but 

quoting  with- existing  capital.  Chairman:  If  you 
put  another  2s.  6d.  on  the  Income  Tax  for  next 
year,  would  it  not  have  an  effect  upon  the  com- 
petition that  we  have  abroad?  If  we  take  into 
account  the  Income  Tax  we  paid  last  year,  and 
then  have  2s.  6d.  more  put  on,  it  would  mean  that 
we  could  not  do  the  business  ? — (Witness) : I can 
quite  see  that  people  will  not  work  at  all  if  wfiat 
they  have  left  is  indefinitely  reduced  by  Income  Tax, 
if  that  is  what  you  mean. 

5899.  Sir  Josiah  Stamp:  That  is  what  it  comes 
down  to.  The  net  return  is  so  small  that  they  will 
not  work.  That  might  be  true  as  to  future  business 
and  saving,  but  if  you  have  a lot  of  ships  and 
existing  capital  would  you  not  rather  have  some- 
thing from  them  rather  than  nothing  at  all? — Yes. 
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5900.  I can  well  understand  you  being  influenced 
in  extending  your  business  in  regard  to  having  new 
ships,  but  if  you  have  money  locked  up  in  existing 
ships  and  it  is  a case  of  having  a small  profit  or 
none  at  all,  would  you  take  the  small  profit? — Yes. 
Then  there  was  a question  on  distribution  of  wealth. 
( Paragraphs  34  and  35  read.)  I think  you  can  in- 
troduce an  argument  about  the  equity  of  equalisa- 
tion, but  you  will  get  exactly  the  same  policy 
whether  you  do  or  not  as  regards  progression. 
(Paragraph  36  read.)  I am  not  sure  whether  the 


reductions  in  tea  and  coffee  duties  will  leave  them 
regressive.  I am  referring  to  Sir  Herbert  Samuel’s 
paper,  “ The  Taxation  of  the  Various  Classes  of 
the  People.”  It  is  possible  that  that  is  so,  but  I 
do  not  know  whether  Sir  Josiah  Stamp  can  say. 

5901.  Sir  Josiah  Stamp : I think  it  is  still  re- 
gressive.— The  inquiry  referred  to  families  of  five, 
which  has  been  very  much  challenged  recently. 
( Paragraph  37  read.) 

Chairman:  Thank  you. 


( The  Witness  withdrew.) 
(Adjourned.) 
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Capital  Levy  printed  on  page  b8d). 


Answer  to  Question  1 (as  to  the  case  for  a large  and 
early  repayment  of  debt,  and  method  suggested). 

1.  When  a country  has  a large  'internally  held 
National  Debt  there  are  four  lines  of  action  open  to 
it:  (1)  repudiation;  (2)  provision  for  the  service  of 
the  -debt  bv  currency  inflation ; (3)  a large  special 
levy;  (4)  payment  of  'interest  and  sinking  fund  out  of 
taxes.  When  for  any  reason,  political  or  other,  method 
(4)  is  excluded  and  the  choice  is  between  the  other 
three,  the  case  for  a special  levy  is  enormously  stronger 
than  it  is  when  method  (4)  is  not  excluded.  In 
England  method  (4)  is  actually  at  work,  which  proves 
it  to  be  feasible,  and,  therefore,  the  case  for  and 
against  a special  levy  stands  on  a different  plane  from 
what  it  would  occupy  if  our  National  Debt  were,  say, 
two  or  three  times  as  large  as  it  is. 

2.  None  the  less  the  National  Debt  at  present 
standing  against  the  country— in  spite  of  the  fact 
that  it  is  for  the  most  part  held  internally— is  a very 
serious  menace;  because,  with  so  large  a debt,  should 
another  great  war  break  out,  it  would  be  extremely 
difficult  for  the  Government  to  raise  large  loans  or  to 
maintain  its  credit.  This  consideration  points  to  the 
urgent  need  of  a very  substantial  repayment  of  debt 
within,  say,  the  next  twenty  years. 

3.  The  large  size  of  the  debt  is  also  probably 
injurious  to  production  here,  because  it  necessitates 
the  raising  of  more  taxes  than  it  is  possible  to  levy 
by  innocuous  methods.  There  is  a considerable  pie- 
sumption,  though  there  is  no  certain  proof,  that  the 
present  high  rate  of  taxation  checks  work  and  saving. 
The  reason  is  that  anybody  considering  whether  or 
not  to  undertake  a little  more  or  a little  less  work  and 
saving  than  he  is  actually  doing  is  likely  to  reflect 
that  a substantial  portion  of  the  proceeds  will  be 
taken  away  in  taxes.  This  consideration  is  not 
affected  by  the  fact  that,  the  debt  being  internal,  his 
taxes  may  be  paid  back  to  him  in  the  form  of  War 
Loan  interest. 

4.  The  rates  of  taxation  necessary  to  provide  the 
service  of  the  debt  on  current  methods  would  become 
smaller  in  the  future  : 


(i)  if  conversion  operations  into  debt  bearing 

lower  interest  are  successfully  undertaken  : 
it  may  be  presumed  that  some  saving  will 
be  effected  in  this  way  : 

(ii)  if,  for  currency  reasons,  the  general  level  of 

prices  and  incomes  rises.  There  has  been 
a tendency  through  many  centuries  for 
prices  to  trend  upwards  : but  this  does  not 
prove  that  the  tendency  will  continue. 
Adequate  data  for  prophecy  are  lacking : 

(iii)  if  inventions,  growth  of  population  and  so 
on  increase  production  and  the  increased 
production  does  not  carry  with  it  a pro- 
portionate fall  in  prices.  Other  things 
being  equal,  increased  production  would 
probably  carry  with  it  some  fall  in  prices 
but  not  a proportionate  fall. 

5.  During  the  period  immediately  following  the 
War  I was  of  opinion  that,  if  it  had.  been  possible  to 
pass  with  general  assent,  or  with  such  measure  of 
assent  as  was  accorded  to  the  Excess  Profits  Duty,  an 
Act  providing  for  .a  large  special  levy  to  wipe  out  a 
substantial  portion  of  tlie  War  debt,  this  would  on  the 
whole  have  been  to  the  national  advantage.  At  the 
present  time  (or  as  regards  the  near  future)  I do  not 
advocate  such  an  Act  for  the  following  reasons : 

(i)  if  passed,  its,  execution  would  be  impeded 
by  strong  and  organized  opposition,  per- 
haps backed  by  some  of  the  banks,  and,  in 
view  of  the  great  technical  difficulties  to  be 
overcome  in  any  event,  it  could  not,  I 
think,  successfully  surmount  this  : 

(ii)  such  an  Act  passed  now  would  create  a much 

greater  fear  that  the  levy  would  be 
repeated  than  it  would  have  done  if  passed 
in  intimate  connection  with  the  ending  o 
the  War  : 

(iii)  at  the  present  moment  industry  is  still 

abnormally  depressed  and  anything  that 
might  frighten  business  men — even  if  t'ie 
fright  were  unreasonable — is  to  be  depi  fl- 
oated. 
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To  these  general  reasons  I have  to  add  one  personal 
to  myself.  Though,  of  course,  I realised  from  the 
outset  that  a special  levy  used  in  repayment  of 
internal  debt  would  cause  Income  Tax,  Super-tax, 
and  Death  Duties  on  . any  given  scale  to  yield  less 
revenue  afterwards,  I have  not,  until  within  the  last 
year,  realised  how  very  large  a proportion  of  a levy 
at  steeply  progressive  rates — and  the  rates  would 
have  to  be  steeply  progressive — would  be  used  up  in 
repairing  ravages  in  the  future  revenue  consequent 
upon  the  levy  itself. 

6.  I am  now  in  favour  of  the  gradual  repayment  of 
the  debt  through  a Sinking  Fund.  If  it  were  not  for 
the  risk  of  future  wars,  I should  be  in  no  great  hurry 
about  repaying  it  by  this  means;  for  the  higher  the 
Sinking  Fund  the  higher  current  taxes  must  be. 
But,  in  view  of  the  risk  of  war,  I think  the  Sinking 
Fund  should  be  large.  How  large  it  should  be  must 
depend  on  our  estimate  of  the  probability  of  con- 
tinued European  peace.  Personally  I should  prefer 
100  millions  to  50  millions  a year. 

7.  If  it  were  feasible,  it  might  be  well  to  make 
smaller  repayments  in  years  of  depression  than  in 
years  of  prosperity;  but,  Governments  being  what 
they  are,  the  adoption  of  a policy  of  this  kind  would 
probably  result  in  practice  in  cuts  in  the  repay- 
ment in  bad  times  not  offset  by  adequate  increases  in 
good  times. 

Answer  to  Question  2 (as  to  form  of  levy). 

8.  In  principle  I hold  that  .a  special  levy,  if  intro- 
duced, ought  to  cover  brain  capital  as  well  as 
material  capital.  There  would  be  obvious  and  great 
difficulties  in  working  this.  The  brain  capital  part 
of  the  levy  would  have  to  be  based  somehow  on  recent 
earnings.  Probably  the  best  plan  would  be  to  assess, 
on  this  basis,  an  annual  lump  sum  to  be  levied  on  the 
payer  for  the  remainder  of  his  life,  subject  to  remis- 
sion m certain  eventualities.  The  apparently  simple 
method  of  balancing  an  extra  tax  on  earned  income 
against  the  levy  on  capital  would  be  unsatisfactory, 
because  the  main  purpose  of  a levy  is  to  make 
possible  a reduction  of  rates  on  marginal  work  and 
marginal  saving.  Though,  however,  I advocate  the 
inclusion  of  brain  capital  in  principle,  the  yield  of  it 
would  be  relatively  small— perhaps  one-tenth  of  the 
whole  levy— and  it  may  be  that  the  technical  diffi- 
culties are  so  great  as  to  make  it  not  worth  while. 

9.  I hold  that,  if  a special  levy  of  the  kind  con- 
templated by  the  Labour  Party  is  made,  the  resultant 
reduction  of  taxes  should  be  used  in  relief  of  Income 
lax  (including  Super-tax)  and  Death  Duties.  This 
must  not,  of  course,  be  taken  to  preclude  subsequent 
increases  of  direct  taxation,  or  subsequent  shiftings 
of  tax  distribution  for  good  cause,  i.e.,  if  they  can 
be  shown  to  be  desirable  independently  of  the' levy. 
But  the  levy  itself  I regard  as  an  alternative  to  other 
taxes  on  the  people  who  would  have  to  pay  it. 

Answee  to  Question  5 (as  to  effects  on  trade  and 
industry) . 

10.  It  is  probable  that,  'in  the  present  state  of 
opinion,  the  passage  of  a special  levy  law  would 
f lighten  people,  and  so  for  a time  check  industrial 
activity..  It.  would  be  much  better,  therefore,  that 
such  legislation,  if  introduced,  should  be  introduced 
in  a.  time  of  boom  rather  than  in  a time  of  depression. 

Answee  to  Question  7 (as  to  effects  on  employment) . 

11.  The  main  argument  in  favour  of  a special  levy 
to  wipe  out  a large  part  of  War  debt  is  that,  when 
people  know  that  the  proceeds  of  future  work  and 
saving,  will  be  subject  to  heavy  annual  taxation, 

leie  is  danger  that  work  and  saving  will  be  dis- 
coui  aged : whereas  under  a special  levy  raised  once 
lor  all  and  not  expected  to  be  repeated,  there  would 
is  no  corresponding  discouragement  to  work  and 
saving.  In  go  far  as  a special  levy  removed  this 


discouragement,  it  would  indirectly  promote  the 
interest  of  all  classes;  but  there  is  no  reason  to  sup- 
pose that  the  benefit  conferred  on  the  working 
classes  would  appear  in  the  form  of  a reduction  in 
the  average  level  of  unemployment. 

Answee  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

12.  I do  not  regard  a special  levy  to  wipe  out  War 
debt  as  a means  of  .altering  the  distribution  of  wealth, 
but  as  a .piece  of  fiscal  technique  designed  to  lessen 
the  discouragement  caused  by  high  tax  rates  to  work 
and  saving.  Incidentally  distribution  would,  no 
doubt,  be  affected  to  some  extent : the  nature  and 
scale  of  the  alteration  depending  on  the  plan  of  tlie 
levy  and  the  choice  of  taxation  to  be  relieved  as  a 
result  of  it.  If  brain  capital  were  exempted  and 
Income  Tax  relieved  there  would  be  some  shifting 
of  burdens  from  the  receivers  of  earned  income  to 
property  owners. 

Answee  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

13.  If  a large  part  of  the  National  Debt  were  wiped 
out,  the  credit  of  the  Government  would  be  improved. 
This  would  not  come  to  much  as  things  are:  but,  if 
another  great  war  were  to  take  place,  it  would  .be’  of 
substantial  advantage  to  us  to  have  a debt  of  three 
or  four  thousand  millions  instead  of  seven  thousand 
millions. 

Answee  to  Question  II  (as  to  effects  on  safe  of 
securities). 

14.  If  a Capital  Levy  were  imposed  and  the 
proceeds  used  to  pay  off  internal  debt,  the  demand  of 
the  people  paid  off  for  securities  would  roughly  balance 
the  supply  of  thpse  wishing  to  sell.  If  the  transaction 
were  managed  stupidly  or  if  the  hanks  were  obstruc- 
tive, there  might  ;be  panic  and  a great  slump  of 
values,  because  the  offer  to  sell  would  precede  the  offer 
to  buy.  But,  if  things  were  handled  properly,  nothing 
of  this  sort  should  happen.  Even  then,  however,  it 
might  well  be  that  the  relative  values  of  different  sorts 
of  securities  would  be  more  or  less  seriously  disturbed. 

Answee  to  Question  12  (as  to  extent  of  deflation 
caused  by  levy). 

15.  In  my  opinion  the  fear’s  sometimes  expressed 
as  to  the  .deflationary  effect  of  a Capital  Levy  are 
greatly  exaggerated.  It  is  true,  of  course,  that  a 
considerable  amount  of  scrip  available  as  collateral, 
and  a much  smaller  amount  actually  used  as  collateral, 
would  bo  destroyed.  Under  a paper  standard  this 
might  be  worth  considering,  but  under  a gold  standard 
— and  it  may  be  presumed  that,  long  before  there  is 
any(  P1  actical  possibility  of  a Capital  Levy,  we  shall 
again  be  on  a gold  standard — any  deflationary  ten- 
dency that  there  might  be  would  be  quickly  corrected 
by  the  familiar  mechanism. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

16.  I have  not  personally  made  any  calculation  of 
the  kind  referred  to  'in  question  13.  I have  no  doubt 
that  Sir  Josiah  Stamp’s  estimates  are  as  good  as  the 
data  allow. 

Answer  to  Question  14  (as  to  methods  of  valuation 
dec.). 

17.  As  to  the  technical  matters  referred  to  in 
question  14,  an  academic  economist  can  only  have 
second-hand  opinions.  The  only  suggestion  I have  to 
make  is  that,  when  an  income  of  an  estate  is  ac- 
cruing to  a life  tenant  the  life  tenant’s  contribution 
should  be  taken  in  the  form  of  a special  Income  Tax, 
the  corpus  of  the  estate  being  attacked  when  the 
settlement  falls  in.  An  Income  Tax  of  this  sort 
would  not  have  the  discouraging  effect  of  an  ordinary 
Income  Tax,  because  it  would  . not  touch  new 
(marginal)  work  or  saving  on  the  part  of  the  life 
tenant. 
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5902.  Chairman : I will  ask  you  to  read  tke  para- 
graphs of  your  paper  and  then  we  can  examine  you 
on  each  paragraph? — If  you  please.  (Paragraph  1 
read.) 

5903.  Mr.  Lees-Smitli  : On  point  No.  (4),  in  that 
paragraph  would  you  say  that  the  system  is 
effectively  at  work  now,  when  under  it  it  will  not 
he  possible  to  pay  off  the  National  Debt  for  150 
years? — Yes,  I should  say  it  is  at  work.  There  is 
no  compulsion  to  pay  off  the  debt  at  all.  It  is  a 
matter  of  words  rather.  Of  course  it  would  be  more 
satisfactory  if  the  present  plan  would  pay  it  off  more 
quickly.  But  what  I mean  here  is  that  supposing 
the  War  had  gone  on  for  another  five  years  it  would 
have  been  obviously  impossible  to  have  a Sinking 
Fund  method  at  all,  and  instead  of  that  method  you 
would  have  had  to  have  something  else.  As  things 
are,  it  is  not  a hopeless  position  for  ordinary 
methods. 

5904.  Sir  Arthur  Balfour : You  say  the  method  is 
a sound  basis  and  of  course  the  amount  repaid  might 
under  certain  conditions  be  increased? — Yes,  whereas 
if  the  debt  was  £24,000,000,000  then  I do  not  see  how 
it  would  be  possible  to  provide  for  the  service  of  it 
by  ordinary  taxes. 

5905.  Sir  Alan  Anderson  : I suppose  the  real  ques- 
tion is  that  our  ordinary  national  expenditure  is 
rather  more  than  our  debt  service.  In  that  last  line 
you  speak  of  our  National  Debt  being  two  or  three 
times  as  large  as  it  is? — If  the  relation  of  the  debt 
service  to  the  Budget  was  such  that  you  had  to 
increase  the  Income  Tax  further  to  meet  it,  say  to 
about  Ids.  or  16s.  in  the  £,  or  something  of  that  sort, 
it  would  be  impracticable  to  provide  for  it  by 
ordinary  taxes. 

5906.  Or  if  in  any  other  way  you  were  spending  so 
much -money? — Yes,  if  it  was  impracticable  to  budget 
for  the  thing  in  the  ordinary  way.  I think  there  is  a 
distinction  between  a case  in  which  it  is  reasonably 
practicable  and  one  in  which  it  is  really  impossible 
to  use  the  ordinary  tax  method. 

5907.  I think  there  is  a distinction,  too,  in  the  way 
in  which  the  country  pays.  These  first  three  courses 
all  differ  in  degree,  but  they  are  all  the  same  in 
kind;  the  country  loses  credit  by  adopting  any  of 
them? — But  there  are  other  objections  besides  that. 
They  are  very  inequitable  as  between  different 
persons  in  the  country. 

5908.  But  the  business  objection  is  that  you  lose 
your  prestige  and  your  credit? — Yes,  but  I think  the 
inequity  itself  is  objectionable. 

5909.  What  I was  getting  at  was  that  in  the  case 
of  a country  which  depends  for  almost  its  whole 
trade  on  its  external  credit,  it  is  more  important 
for  it  to  avoid  payment  by  the  first  three 
courses  than  it  might  be  for  other  countries.  Is  not 
that  so? — Yes,  it  might  be;  but  I myself  should 
object  to  repudiation,  on  the  ground  that  it  is  very 
unfair  as  between  the  people  who  subscribed  the 
War  Loans  and  the  people  who  put  money  into 
businesses. 

.5910.  Mr.  Bichens:  You  do  not  hold  with  those 
who  urge  that  there  should  be  no  repayment  of  the 
debt,  but  merely  ordinary  interest  payments,  until 
the  present  depression  is  over? — I am  anxious  to 
have  the  debt  reduced  soon,  because  I cannot  see 
what  would  happen  if  we  had  another  war,  with  a 
debt  like  this. 

5911.  One  answer  would  be,  would  it  not,  that  no 
one  else  would  be  in  a better  position  in  relation 
to  their  debts  than  we  are,  that  all  other  countries 
are  'burdened  with  debt,  too? — Yes,  but  still,  I do 
not  like  the  idea  of  having  a war  with  a debt  of 
£7,000,900,000. 

5912.  Sir  Arthur  Balfour:  Starting  a war? — 

Starting  a wa.r,  like  that;  I do  not  know  how  you 
would  be  able  to  raise  money. 

5913.  Sir  Alan  Anderson  : If  we  were  all  in  the 
same  "position,  it  might  deter  everybody  from  having 
a war? — It  might. 

5914.  Mr.  Bichens:  It  might  be  argued  then,  if 
everybody  ha-ct  a very  high  debt,  the  chances  of  at 


any  rate  a prolonged  war  would  be  reduced,  and 
therefore  it  would  be  rather  an  advantage  to  have 
it,  from  that  point  of  view  ? — Yes ; but  I would  rather 
we  did  not  have  it. 

5915.  Sir  Arthur  Balfour : A debt  of  this  size  does 
induce  Governments  to  be  a little  more  economical? 
— Yes,  but  that  cuts  both  ways. 

5916.  It  does  induce  them  to  be  more  economical. 
If  it  was  removed  suddenly,  the  Government  might 
go  in  for  very  extravagant  expenditure? — Yes,  but 
economical  in  two  directions.  It  induces  them  to 
stop  expenditure  which  is  undesirable,  but  also  to 
stop  expenditure  which  is  desirable. 

5917.  That  is  true;  or  to  confine  their  expenditure 
to  desirable  expenditure? — We  cannot  be  certain 
that  they  would  cut  the  things  which  we  would  like 
them  to  cut. 

5918.  It  is  never  certain  what  a Government  will 
do;  that  is  why  you  cannot  extract  a promise  that 
there  will  never  be  another  Capital  Levy? — That  is 
so. 


5919.  Mr.  Bell:  The  suggestion  has  been  made  of  a 
forced  loan  with  a low  rate  of  interest  as  another 
alternative.  Do  you  think  a forced  loan  is  worth 
considering?— If  you  have  a forced  loan,  it  really 
comes  to  the  same  thing  as  dealing  with  part  of  the 
debt  by  loan  and  the  other  part  bv  a Capital  Lew 
without  interest  at  all.  If  you  have  a forced  loan 
of  £1,000,000,000  at  2-i  per  cent.,  that  is  the  same 
thing  as  raising  £500,000,000  by  a Capital  Levy  and 
the  other  £500,000,000  by  a voluntary  levy  at  5 per 
cent.  It  is  really  just  a method  of  having  rather 
less  Capital  Levy. 

5920  You  suggest  there  is  a strong  case  for  a 
Oapital  Levy  when  the  service  of  the  National  Debt 
involves  annual  taxation  so  heavy  as  not  to  be 
feasible.  Might  there  not  be  a stronger  positive  case 
for  a levy  at  a time  of  high  prices  and  profits  ?— You 
mean  it  would  be  easier  to  work  then;  yes,  I agree 
it  would  he  easier  to  work  then.  My  contrast  really 
here  is  between  countries  which  are  in  such  a posi- 
tion that  they  cannot  possibly  go  on  with  the 
ordinary  methods,  and  those  that  can.  (Paragraph 
2 read.)  I distinguish  there  between  the  internal 
and  the  external  debt.  I do  not  know  that  it  is 
necessary  to  enlarge  on  that. 

5921.  Mr.  Lees-Smith:  Would  you  make  this  clear? 
Suppose  another  war  broke  out,  it  would  be  possible 
to  raise  your  revenue  by  other  methods  than  loans, 
by  taxation,  for  instance? — Yes,  you  might. 

5922.  But  you  mean  that  even  that  source  would 
be  depleted  if  we  had  already  this  interest  on  the 
heavy  internal  debt  to  pay.  Suppose  we  said  : “ We 
will  raise  it  all  by  taxation”? — The  objection  to 
raising  it  all  by  taxation,  I suppose,  is  that  it  makes 
people  dislike  the  war.  That  is  why  we  would  not 
raise  it  by  taxation  before;  so  politically  I do  not 
think  you  would  raise  it  by  taxation.  Then,  if  yon 
had  great  difficulty  in  raising  it  by  loans,  you  would 
be  in  a bad  way. 

5923.  Sir  Alan  Anderson : You  mean  that  dis- 
liking the  war  might  make  them  dislike  the  Govern- 
ment?— Yes.  A reason,  I suppose,  why  it  was  not 
raised  by  taxes  was  the  fear  of  destroying  what  was 
called  morale.  Obviously  the  thing  to  do  was  to  raise 
much,  more  by  taxes,  if  it  had  been  politically 
feasible,  a thing  which  one  never  does  at  the  start 
of  a war. 

5924.  Chairman  : If  there  were  a Capital  Levy  now. 
would  it  not  he  very  difficult  later  on  to  raise  money 
in  the  event  of  another  war  or  even  for  any  other 
nurpose? — If  people  were  .afraid  that  there  would 
be  another  Canital  Levy  to  wine  out  that  debt,  of 
course  it  would  be  harder,  hut  I think  it  would  still 
be  easier  than  if  you  had  a great  debt  to  start  with. 

5925.  Sir  Arthur  Balfour:  You  think  that 

theoretically  it  .might  appear  to  be  a,  good  idea  to 
raise  necessary  money  by  high  taxation,  but  pract'- 
r-ally  it  is  imnossible? — That  is  what  I am  afraid  ot 
T was  always  in  favour  of  raising  a,  lot  more  taxation 
for  the  war,  hut  they  all  said  : “ If  you  do,  peon  R ~ 
morale,  will  break  ■down.”  Theoretically  I tnn-  v 1 
would  be  much  the  best, 
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5926.  Mr.  Lees-Smith  : I am  in  rather  a difficulty 
about  this.  The  alternative  yon  -propose  to  the 
Capital  Levy  is  one  which  is  in  fact  so  impracticable 
that  nobody  seriously  suggests  it  could  be  done;  that 
is,  to  pay  off  a substantial  portion  of  the  debt  in  20 
years.  At  the  present  rate  of  Sinking  Fund  we  shall 
not  pay  off  any  substantial  portion  of  the  debt  for 
another  70  or  80  years? — That  is  £50,000,000.  T 
should  like  to  have  a bigger  Sinking  Fund  than  that. 

5927.  Sir  Arthur  Balfour-.  £100,000,000,  you  said? 
— That  is  rather  a shot.  I would  like  it  to  be  a 
larger  Sinking  Fund  than  it  is. 

5928.  We  have  had  a larger  Sinking  Fund  in  past 
years;  we  have  reached  £80,000,000? — I do  not  put 
a particular  figure.  My  idea  would  be  that  I should 
like  to  pay  off  the  debt  as  rapidly  as  possible  by  that 
method . 

5929.  Chairman  : Will  you  go  now  to  paragraph  3? 
— Yes.  ( Paragraph  3 read.) 

5930.  Mr.  Bowen:  In  what  form  would  you  argue 
the  presumption  that  the  present  high  rate  of  taxa- 
tion checks  work  and  saving?  You  say  there  is  no 
certain  proof.  How  are  we  to  be  impressed? — What 
I mean  is  this.  We  will  take  Income  Tax,  for  in- 
stance. If  you  have  a very  high  Income  Tax,  a 
person  thinking  whether  he  shall  do  something  that 
will  earn  another  pound,  will  reflect : “I  will  only 
get  15s.  out  of  this  ”;  and  so  he  may  think  it  less 
worth  while  to  work  to  get  that  pound  than  if  he 
knew  he  -was  going  to  get  the  whole  pound  himself. 

5931.  You  do  not  think  that  any  reflection  of 
patriotism  or  some  interest  in  the  nation’s  welfare 
would  induce  him  to  do  his  best,  whether  a portion 
went  into  taxation  or  not? — Of  course  some  people 
will  work  as  hard  as  they  can  for  patriotism,  but 
most  people  will  pay  attention  to  their  own  interest. 
If  they  think  it  is  to  their  interest  to  do  more  work, 
they  will  tend  to  do  more  work. 

6932.  If  you  assume  that  taxation  has  such  an 
effect  upon  work,  cannot  that-  be  counterbalanced  by 
some  interest  in  the  nation’s  welfare?  After  all,  in 
a community  like  ours,  we  can  reasonably  expect 
that  anybody  who  is  called  upon  to  do  his  best  will 
do  his  best,  and  we  might  presume  that  he  will 
regard  the  demand  for  money  for  the  nation’s  work 
as  equally  as  strong  as  anything  else,  even  in  profit 
making? — If  you  believe  people  will  do  that.  I think 
a good  number  of  people  would  not. 

5933.  Sir  Arthur  Balfour : How  far  can  you  drive 
that  question  of  doing  their  best?  Take  a clear  case 
that  we  have  before  us  at  the  present  time — the 
Australian  Commonwealth  Shipping  Line.  The 
Australian  Commonwealth  lias  only  5,000,000  people, 
and  you  would  think  they  would  do  their  best  to 
support  their  own  shipping  line;  'but  they  have 
totally  failed.  Is  not  that  rather  an  answer  to  the 
theory  that  people  o-ut  of  patriotic  reasons  will  do 
their  best? — I do  not  think  sail  people,  or  a great 
majority  of  people  would  do  very  much  if  they  did 
not  expect  to  get  anything  out  of  it. 

5934.  They  do  it  at  times  of  war  under  great 
stress  of  national  peril,  very  likely,  but  taking  year 
in,  year  out,  you  cannot  count  on  them? — That  is  so. 

5935.  Sir  Alan  Anderson : And  if  yon  could,  is 
it  not  just  as  well  to  have  the  other  inducement 
too? — (Sir  Arthur  Balfour) : You  cannot  co-unt  on  it 
at  all  for  practical  purposes.  (Mr.  Bowen) : So  that 
the  appeals  we  get,  you  think,  are  of  no  avail  at 
all?  We  get  appeals  from  very  high  places. — 
( Witness ) : !l  do  not  think  they  are  of  no  avail. 
Of  course,  during  the  war  people  would  do  a lot 
of  work  for  nothing  at  all,  and  even  in  peace,  of 
course,  some  people  would;  but  if  you  pay  them, 
on  the  whole,  I think,  you  will  get  them  to  do  more. 

5936.  We  may  take  it  that  the  presumption  is 
that  we  need  not  expect  more  from  one  class  than 
nom  another  when  it  comes  to  a question  of  paying 
taxes?  No,  I do  not  think  there  is  any  distinction 
Between  classes. 

o93(".  Mrs.  IVootion : We  are  always  hearing  about 
people  who  reduce  their  work  and  saving  owing  to 
axation.  I was  wondering  if  there  rea-lly  are  very 
many  people  who  are  in  a.  position  to  act  in  that 


way.  On  the  one  hand  you  have  a good  many  salary 
receivers  with  a very  limited  field  for  adjusting 
their  precise  amount  of  work  to  the  rate  of  taxation, 
and  on  the  other  hand  you  have  a great  deal  of 
enterprise  carried  on  by  companies  whose  precise 
amount  of  enterprise  cannot  be  adjusted  very  closely 
to  the  rate  of  taxation.  Is  it  really  a very  practical 
point  that  people  are  influenced  in  this  way  ? — I 
do  not  think  it  is  a thing  of  which  you  can  determine 
the  quantitative  effect.  I think  you  can  only  take 
a general  vague  impression.  I do  not  see  how  you 
can  estimate  it. 

5938.  Whether  the  quantitative  effect  is  great  or 
small,  you  cannot  put  it  down  in  figures  ? — No. 

5939.  Sir  -Josiah  Stamp:  Gan  you  express  the 

effect  in  the  expression  of  the  area  over  which  it 
works? — Yes,  you  might  do  that. 

5940.  Mrs.  Wootton  : That  is  really  what  I meant. 
— I do  not  myself  think  it  would  be  very  enormous. 
I think  it  is  more  in  the  nature  of  a guess  than 
anything  else.  If  people  calculated  right,  it  might 
be  quite  small ; but  a great  number  of  people  may 
think  that  it  is  not  worth  while.  They  might,  for 
instance,  not  bother  to  make  a saving;  that  is  the 
sort  of  thing,  for  instance,  that  the  Excess  Profits 
Duty  led  to. 

5941.  Sir  Arthiur  Balfour:  That  was  very  waste- 
ful?— That  was  apparently  very  wasteful. 

5942.  Mr.  Lees-Smith : Have  you  taken  into 

account  the  opposite  effect  that  is  very  often  pointed 
out — that  people  will  save  for  old  age,  and  so  on  ? — 
Yes.  That  is  why  I say  there  is  no  certain  proof. 
There  are  the  two  things  acting  against  one  another. 

5943.  You  do  not  mention  the  opposite  effect  there 
at  all,  do  you? — I am  taking  it  on  the  whole.  What 
I say  is  that-,  there  is  a considerable  presumption, 
though  there  is  no  certain  proof.  I say  there  is 
considerable  presumption  because  there  are  the  two 
forces  pointing  in  opposite  ways,  and  I just  guess 
that  this  one  is  the  stronger. 

5944.  Mrs.  Wootton : Is  it  perhaps  more  im- 

portant in  regard  to  saving  than  in  regard  to  work  ? 
The  field  in  which  you  can  adjust  your  savings  to 
the  net  return  after  taxation  is  much  larger  than 
the  field  over  which  people  can  adjust  their  work? — 
Yes.  I cannot  estimate  how  big  the  field  is.  That 
is  quite  likely. 

5945.  Sir  Alan  Anderson : Are  there  not  two 

different  effects  in  the  two  different  classes  of 
people?  If  you  get  a very  high  Income  Tax  and 
Super-tax  of  5s.  in  the  £ -and  make  that  10s.  in 
the  £,  then  it  is  possible  that  you  might  stop  an 
enterprising  person  from  going  on  taking  risks  and 
creating  further  wealth? — Yes. 

5946.  As  to  salaried  people,  it  is  quite  true  they 
cannot  withdraw  their  salaries,  because  they  must 
have  their  salaries,  but  the  effect  of  a high  Income 
Tax  on  them  must  be  to  make  them  struggle  to 
get  rather  higher  salaries  than  would  satisfy  them 
if  there  had  not  been  a high  rate  of  tax  ? — Yes. 
There  is  the  person  who  gets  a definite  salary,  and 
there  is  the  person,  like  a lawyer,  who  gets  paid 
for  the  particular  work.  If  .a  person  had  a definite 
fixed  salary  it  could  not  make  much  difference 
either  way.  (Mr.  Bell) : Lawyers  do  put  33  J per 
cent,  on  their  accounts. 

5947.  Sir  Josiah  Stamp:  Can  I suggest  to  you 
the  way  in  which  the  effect  that  you  are  speaking 
of  is  perhaps  most  obvious  ? Take  the  case  of  a 
highly  skilled  professional  man  already  working  very 
hard  and  making  several  thousands  a year,  who  has 
heard  of  some  new  appointment  by  which  he  might 
add  to  his  present  income.  He  is  very  disinclined, 
unless  the  reward  is  great,  to  undertake  the  second 
job,  and  as  the  margin  is  more  highly  taxed  than 
any  other  part  of  his  income,  there  is  a double 
incentive  not  to  take  more  ? — Yes ; the  job  may  go 
to  another  professional  man  less  known. 

5948.  You  are  really  discouraging  a certain  section 
who  might  be  in  competition  for  it,  and  giving  a 
differential  advantage  to  another  section? — Yes,  it 
would  probably  work  like  that. 
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5949.  You  are  familiar  with  the  common  statement 
which  is  tniade  about  Budget  time,  that  the  Chan- 
cellor ought  to  reduce  the  Income  Tax  by  Is.  in  the 

because  if  he  did  so  he  would  not  lose  revenue, 
he  would  get  it  all  back.  You  have  seen  that? — Yes, 
often. 

5950.  Have  you  ever  analysed  that  upon  assessed 
incomes  in  order  to  see  over  what  fields  that  could 
operate  ? — No. 

5951.  Would  you  agree  with  this:  that  we  should 
cut  out  Schedule  A? — Yes. 

5952.  That  Schedule  B is  only  slightly  affected 
because  of  the  way  it  is  assessed? — Yes. 

5953.  That  -Schedule  C,  fixed  interest  on  Govern- 
ment Stock,  and  so  so,  is  unaffected? — Yes. 

5954.  And  Schedule  D,  so  far  as  it  relates  to  public 
companies’  profits,  is  affected  only  in  the  lower  grades 
of  companies  that  are  more  or  less  private  concerns? 
—Yes. 

5955.  And  that  Schedule  E is  affected  only  to  a 
limited  extent  as  regards  actual  ability  to  get  a 
higher  salary  on  which  to  pay  the  tax? — Yes. 

5956.  And  if  you  took  the  limited  area  of  figures 
where  this  stimulus  could  operate,  and  allowed  as  a 
maximum  50  per  cent,  increase — and  you  would 
agree  that  50  per  cent,  would  be  the  very  maximum 
increase  that  you  would  get  as  a stimulation  to  the 
ordinary  payer? — I should  think  so. 

5957.  Then  that  the  effect  of  taking  off  Is.  would 
be  that  you  could  not  conceivably  get  more  than 
ljd.  back? — I have  not  made  the  calculation,  but  1 
should  think  that  is  very  likely.  I should  not  think 
you  would  get  anything  like  Is.  back. 

5958.  That  is  after  taking  very  wide  assumptions 
for  the  full  operation  of  the  stimulus? — You  mean 
the  immediate  operation  ? 

5959.  Yes. — Of  course,  I have  not  made  the  calcu- 
lation, but  I assume  your  calculation  is  right. 

5960.  It  is  all  right  to  take  something  off  if  you 
can  afford  it  on  the  Budget,  but  not  to  gamble  on 
the  idea  that  you  are  going  to  get  a higher  assessable 
income  to  pay  it.  That  is  what  this  argument  really 
amounts  to? — I do  not  want  to  put  it  quite  like 
that,  because  there  may  be  all  sorts  of  indirect 
psychological  effects.  There  is  a difference  between 
the  immediate  and  the  ultimate  effect. 

5961.  If  you  ignore  the  effect  on  this  Budget,  in 
five  years’  time  there  may  be  so  much  capital  invest- 
ment that  you  would  get  your  money  back? — You 
might.  I think  it  would  be  more  complicated  to 
make  a complete  calculation  than  to  deal  with  an 
immediate  one. 

5962.  As  a rule,  as  a Budget  argument,  it  is 
usually  addressed  to  the  results  of  the  year? — Yes. 

5963.  Before  I came  here  this  morning,  I was 
begged  on  the  telephone  by  a well-known  economist 
not  to  pay  so  much  attention  to  the  psychological 
effect  of  reduced  taxation,  and  it  was  put  to  me  that 
it  was  demonstrable  in  the  North,  at  any  rate,  that 
whatever  the  earnings  of  wage-earners  and  salary- 
earners  are,  if  they  get  an  increase  in  their  wages 
they  will  work  less  hours  and  take  more  time  off 
because  they  had  got  the  figure  they  wanted,  and 
they  prefer  at  that  stage  more  leisure  to  increased 
work.  If  that  is  true — I have  not  sufficient  know- 
ledge of  industrial  work  to  say — it  seems  to  me  to 
cut  very  much  into  this  argument? — There  is 
evidence  about  that  in  the  coal  mines,  but  there  again 
I think  you  want  to  distinguish  between  the 
immediate  and  the  final  effect.  A person’s  general 
standard  may  alter  after  a bit.  You  cannot  take 
his  immediate  standard  as  fixed  for  ever. 

5964.  You  think  that  after  having  had  this  leisure 
and  enjoying  a low  standard  of  wages  he  will  begin 
to  work  harder? — He  may.  I do  not  think  a person’s 
standard  is  permanently  the  same  if  he  gets  a higher 
income. 

5965.  Otherwise,  in  the  nineteenth  century  we 
should  never  have  enjoyed  a higher  salary.  We 
should  have  reduced  the  hours  of  work? — Yes. 

5966.  Mr.  Hichens  : At  any  rate,  you  would  agree, 
would  you  not,  that  whatever  effect  high  taxation 


may  have  upon  the  output  of  the  individual  it  must 
have  an  important  effect  on  the  amount  that  he 
saves.  Take  an  extreme  case.  Supposing  taxation 
was  so  high  as  to  take  away  everything  except 
sufficient  to  provide  the  bare  necessities  of  life,  it 
is  obvious  that  there  would  be  nothing  left  for  him 
to  save? — I think  I would  draw  a distinction  there 
— the  distinction  between  the  effect  of  actually  taking 
the  money  away  and  the  knowledge  that  the  taxes 
are  there.  If  you  actually  take  the  money  away  and 
the  Government  then  hands  it  over  to  somebody  else, 
somebody  else  gets  it. 

5967.  They  may  hand  it  over  to  somebody  else,  for 
a non-capital  .purpose,  or  some  purpose  that  is 
unproductive  in  the  same  sense? — It  may  be  the 
other  way.  For  instance,  take  the  Sinking  Fund. 
Supposing  that  you  take  in  taxes  £160,000,000,  and 
you  use  that  to  buy  up  somebody’s  War  Loan,  that 
person  probably  would  invest  the  money  so  that  in 
that  case  the  direct  effect  will  be  that  you  will 
actually  cause  more  saving. 

5968.  But  you  will  not  increase  the  incentive.  Is 
that  so  or  not? — I want  to  distinguish  between 
incentive  and  the  actual  use  of  the  money. 

5969.  Sir  Arthur  Balfour  : Surely  if  direct  taxation 
is  high,  the  effect,  even  to-day  to  some  extent,  on 
the  mass  of  the  middle  class  salaried  people,  is  to 
inciease  their  anxiety  about  their  finance,  which 

produces  a psychological  effect  on  their  work  ? You 

mean  that  they  are  probably  disturbed  and  so 
cannot  work  so  well? 

5970.  Lee.  There  are  millions  of  people  disturbed 
to-day  in  that  way.— Yes;  of  course  that  might  cut 
both  ways. 

5971.  Mr.  Lees-Smith : In  most  of  the  evidenco 
that  we  have  had,  the  psychological  effect  of  heavy 
taxation  has  not  been  so  much  criticised  as  the  simple 
fact  that  if  taxation  is  heavy  there  is  a smaller 
margin  from  which  you  can  save,  and  therefore  the 
actual  amount  of  saving  is  less?— That  does  not 
apply  when  the  saving  is  taken  and  handed  over  by 
the  Government  to  repay  war  debt.  That  only 
applies,  when  real  resources  are  actually  used  up: 
otherwise  it  is  a choice  of  whether  the  Government  is 
more  likely  to  use  it  in  a capital  way,  or  the  private 
person. 

5972.  Chairman  : Will  you  now  go  to  paragraph  4? 
— Yes.  (Paragraph  4 read.) 

5973.  Sir  Arthur  Balfour : It  has  been  suggested 
to  us  by  one  witness  that  there  was  not  much  saving 
to  be  hoped  for  from  conversions? — I should  expect 
that  the  general  rate  of  interest  would  tend  to  fall 
and  that  would  mean  that  you  had  more  conversions. 

5974.  Mr.  Bell:  It  is  impossible  to  form  any 
estimate  of  the  saving  ? — I could  not  form  any  esti- 
mate. One  wants  to  have  in  mind  details  of  exactly 
when  the  various  loans  are  repayable  and  also  to 
have  knowledge  of  when  the  rate  of  interest  was 
going  to  fall. 

5975.  Some  witnesses  very  much  condemn  the  issue 
of  Government  securities  below  par  or  below  the  price 
of  redemption.  It  seems  to  be  an  arithmetical 
question  that  simply  wants  working  out,  hut  that 
view  has  been  taken  rather  strongly.  Have  you  any 
view  on  the  point?— I suppose  the  point  is  that  if 
yon  issue  securities  below  par  and  the  repayment 
period  is  a long  way  off,  you  cannot  convert,  or  you 
are  less  likely  to  convert.  Supposing  you  issue  at 
100  with  interest  at  5 per  cent,  and  interest  rates 
fall  to  4 per  cent.,  and  you  are  allowed  to  redeem, 
you  can  redeem  at  £100. 

5976.  I do  not  think  that  was  quite  the  point  in 
the  witness’  mind.  It  was  really  a question  of  the 
advisability  of  issuing  below  par,  say,  at  4 per  cent., 
a loan  which  runs  on  for  some  time,  or  whether  it 
would  not  have  been  better  to  have  issued  the  same 
loan  at  a higher  rate  of  interest  at  par? — I should 
have  thought  it  would  make  no  difference,  except 
that  it  might  alter  the  terms  on  which  you  could 
convert. 

5977.  Mr.  Hichens  : If  you  issue  below  par  you  are 
surely  putting  on  to  -posterity  a certain  proportion 
of  th©  debt  which  otherwise  you  would  pay  to-day. 
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Take  an  extreme  case.  If  you  issued,  let  us  say  at 
£10  with  no  interest  at  all,  and  agreed  to  pay  off 
at  par  in  100  years,  it  is  obvious  that  you  would  be 
putting  practically  the  whole  burden  on  to  posterity? 
— Yes. 

5978.  And  in  so  far  as  you  issue  below  par  you  are 
to  some  extent  adding  to  the  burden  which  posterity 
has  to  bear  and  lightening  your  own.  Mr.  Bell : 
Is  that  so?  Because  by  issuing  below  par  you  pay 
a lower  rate  of  interest.  It  is  purely  arithmetic,  is 
it  not,  which  is  the  better  way?  If  a 3J  per  cent, 
loan  is  issued  at  95  what  difference  is  it  to  issuing  a 
4 per  cent,  loan  at  par? — Mr.  Sickens  : You  are  at 
least  asking  posterity  to  pay  off  £100  at  some  future 
date  in  respect  of  a loan  which  only  yielded  £95,  and 
if  you  carry  that  to  an  extreme  it  is  obvious  that 
you  can  place  the  great  majority  of  your  interest 
burden  on  posterity'  by  making  the  issue  price 
sufficiently  low  and  the  redemption  price  sufficiently 
large.  I merely  want  to  point  out  that  that  is  a 
possibility,  and  I wanted  to  get  from  the  witness 
how  far  he  thought  that  was  a permissible  thing  to 
do.  It  may  be  only  a small  amount  that  you  put  on 
to  posterity,  but  it  must  be  something,  I think.  You 
see  the  point,  do  you  not? — (Witness)  : Yes.  Sup- 
posing you  want  to  raise  £1,000,000,  you  can  raise 
that  £1,000,000  either  by  issuing  10,000  bonds  at 
£100  or  by  issuing  more  at  £80,  but  if  it  is 
£1,000,000  y'ou  have  to  pay  back  £1,000,000  at  the 
end  anyhow. 

5979.  You  have  to  pay  back  £1,000,000  at  the 
end,  but  the  difference  is  whether  you  get  £1,000,000 
in  the  first  instance  and  have  the  benefit  of  that 
money  and  pay  a higher  rate  of  interest  on  it,  or 
whether  you  get  only  £800,000,  let  us  say,  and  pay 
3J  per  cent,  all  through  the  period,  but  at  the  end 
you  have  to  pay  back  not  the  £800,000  that  you 
received  but  £1,000,000? — Yes. 

5980.  The  question  I wanted  to  put  to  you  rvas  this. 
In  so  far  as  you  are  doing  that,  are  you  not  really 
adding  to  the  burden  of  posterity  and  lightening  your 
own  immediate  burden? — Yes,  it  looks  like  it.  I 
had  not  thought  about  that,  but  it  looks  as  if  that 
is  so. 

5981.  It  is  a point  that  is  of  some  importance. 
Suppose  you  took  an  extreme  case  and  said  that  you 
would  issue  at  £10  and  pay  no  interest,  and  that 
you  will  repay  ultimately  at  £100  in  thirty  years’ 
time.  There  would  be  no  burden  on  the  community 
at  the  moment,  would  there? — No. 

5982.  But  a big  burden  ultimately? — Yes. 

5983.  Therefore,  you  would  in  !an  extreme  case  like 
that  obviously  be  adding  to  the  future  burden  of  the 
community  by  issuing  below  par? — Yes.  What  you 
are  doing  then  is  in  effect  getting  rid  of  interest  for 
the  next-  twenty  years,  we  will  say,  at  the  expense 
of  leaving  all  that  interest  to  be  paid  by  the  people 
who  are  living  twenty  years  hence. 

5984.  Are  you  not  doing  that  in  any  case,  in  so 
far  as  you  issue  below  par  and  get  a low  rate  of 
interest? — Mr.  Bell : You  are  taking  into  account 
Sinking  Fund,  of  course?  Mr.  Siclien\s:  There  may 
or  may  not  be  a Sinking  Fund;  I should  like  to  see 
what  the  Sinking  Fund  was,  first.  Mr.  Bell:  If 
there  were,  that  would  be  an  alleviation.  Mr. 
Jlichens : It  would,  pro  tanto;  but  it  would  not  take 
it  all  away,  even  then;  there  would  always  be  some- 
thing. That  is  the  argument  as  I see  it,  and  I was 
just  wondering  how  far  Professor  Pigou  thinks  that? 

-(Witness):  On  the  face  of  it,  it  seems  valid.  1 
would  not  like  to  commit  myself  to  it;  I had  not 

'ought  of  that  particular  thing  before. 

•->985.  Sir  A lan  Anderson : The  same  argument 

eiasts  against  having  a debt  at  all.  Mr.  Sickens  : 
hute  so.  Whatever  debt  you  have,  obviously  you 
me  spreading  the  burden  over  posterity,  but  this  is 
011  another  rather  concealed  way  of  doing  it.  That 
U e.  arSnment  which  has  been  put  forward.  Sir 
Alan  Anderson  : Not  much  concealed.  Mr.  Sickens  : 
i 7 n<yk  know;  Professor  Pigou  has  just  told  us  that 

0 as  11(>t  considered  It,  and  is  not  prepared  to  give 
‘ft  answer  at  present,  which  rather  shows  that  it  is 
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concealed.  The  advantage  again  of  doing  that  is 
that  tho  holder  does  not  pay  Income  Tax  on  this 
increment  Which  will  accrue  to  him  on  redemption. 
Supposing  Income  Tax  for  a rich  man  is  10s.  or 
12s.  in  the  £,  he  will  get  off  Income  Tax  on  a 
substantial  sum  if  the  loan  is  issued  at,  say,  £50, 
and  repayable  at  par  in  30  years,  and  therefore  in 
that  way  the  present  is  given  a benefit,  so  to  speak, 
at  the  expense  of  the  future? — (Witness)  : Yes. 

5986.  Those  are  the  points  that  have  been  raised. 
1 just  wanted  to  know  what  you  thought  of  them?— 
Brima  facie  that  seems  to  he  so,  hut  it  is  not  one  of 
the  things  that  I have  thought  about;  and  one  is 
■always  liable  to  be  tricked  by  these  arithmetical 
problems.  If  one  has  not  thought  about  them  before- 
hand, one  may  quite  well  be  tricked,  so  I would 
rather  say  Yes,  in  a tentative  way. 

5987.  Mr.  Lees-Smith  : May  I put  another  point 

that  arises  ? The  weight  of  this  debt  burden  really 
depends  largely  upon  the  direction  of  prices? — Yes. 

5988.  So  that  if  prices  eventually  fell  to  anything 
like  the  pre-war  level,  then  I presume  our  debt 
burden  would  be  largely  in  the  position  which  you 
have  indicated;  it  would  he  almost  impossible  to 
meet  it? — The  rate  of  tax  to  meet  it  would  have  to 
be  much  higher.  It  would  make  it  very  difficult. 

5989.  In  your  view  would  the  position  with  regard 
to  a special  levy  he  altered  if  prices  fell  to  pre-war 
level? — I think  it  would  much,  strengthen  the  case 
for  having  some  violent  method.  You  might  have 
prices  fall  and  no  new  production.  Of  course  that 
would  strengthen  the  case  a -great  deal  for  a special 
levy. 

5990.  Sir  Arthur  Balfour  • Do  you  think  prices  may 
fall  for  currency  reasons  to  such  an  extent  if  there 
is  an  increase  in  production? — Supposing  we  had 
■a  gold  standard  and  a great  number  of  countries 
begin  to  absorb  a large  quantity  of  gold,  prices  might 
fall — supposing  America  altered  its  policy,  or  sup- 
posing some  country  abandoned  the  use  of  cheques, 
or  something  like  that.  If  prices  were  falling 
enormously,  the  Government  would  prdbahly  do  some- 
thing to  the  currency. 

5991.  Mr.  Lees-Smith  : Because  of  the  problem  of 
the  debt? — For  instance,  supposing  under  the  gold 
standard  prices  were  to  fall  very  rapidly  a great  deal, 
there  would  be  a tremendous  outcry  for  abandoning 
the  gold  standard. 

5992.  Sir  Arthur  Balfour  : You  would  get  a reduc- 
tion in  the  standard  of  living  then,  would  you  not? — 
That  would  not  be  the  main  thing.  The  main  thing 
would  be  the  currency. 

5993.  But  would  you  not  also  get  a fall  in  wages? 
— You  might.  I was  supposing  there  -was  less  cur- 
rency; presumably  wages  and  prices  would  both 
fall. 

5994.  Sir  Josiah  Stamp:  At  a time  when  prices 
have  fallen  for  currency  reasons,  real  wages  have 
generally  gone  up,  because  money  has  not  fallen  so 
rapidly? — Blit  if  you  take  a long  period,  the  two 
things  tend  to  go  together. 

5995.  Mr.  Wootton:  Would  the  case  for  a special 
levy  he  strengthened  by  this  if  it  were  a difficult  time 
for  having  a levy? — Of  course  the  task  of  working  a 
levy  would  be  hopeless  during  a period  of  collapsing 
prices.  When  prices  were  very  unstable  it  would  be 
(almost  impossible  to  work  a levy,  as  in  the  case  of 
Germany  when  prices  were  altering  every  day. 

5996.  After  prices  have  fallen  heavily,  do  you 
think  would  be  the  time? — When  prices  "are  moving 
in  either  direction  quickly  it  would  be  extremely 
difficult  to  have  anything  like  a special  levy,  because 
your  valuations  all  go  wrong;  but  if  you  bad  a 
general  lower  level  of  prices,  that  would  mean  that 
the  proportion  of  tax  to  deal  with  the  debt  would 
have  to  be  very  high,  and  the  existing  arrangement 
would  be  much  more  unpleasant  than  it  is  now. 

5997.  Mr.  Lees-Smith : The  whole  effect  of  our 
deflationary  policy  lately  has  been  to  make  the 
burden  of  the  debt  heavier?— In  that  sense,  to  make 
the  budgetary  burden  heavier.  Of  course  it  is  not 
related  to  the  real  burden  of  the  external  debt.  The 
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amount  of  actual  stuff  that  has  got  to  go  for  external 
debt  is  not  affected  by  our  prices. 

5998.  Sir  Josiah  Stamp  : That  is  true  of  deflation 

of  sterling? — Yes.  ,_T 

5999.  It  cannot  he  true  of  deflation  of  gold?— No, 
there  is  that  difference. 

6000.  Mr.  Sickens:  There  is  one  general  question 
which  does  not  come  in  any  of  these  earlier  para- 
graphs, that  I might  ask  now.  There  are  many 
people  'Who  think  that  a forced  loan  is  something 
wicked  and  savouring  of  Beelzebub;  they  regard  it 
as  perfectly  natural  and  reasonable  that  you  should 
take  money  from  a citizen  and  never  pay  it  back 
at  all,  but  they  regard  it  as  wrong  if  you  take 
money  on  terms  to  pay  it  back.  I should  like  to 
know  whether  in  your  view  there  is  such  a natural 
and  fundamental  objection  to  a forced  loan?  No. 

As  I said  just  now,  I think  a forced  loan  is  really 
a special  levy  plus  borrowing  bv  ordinary  methods. 

If  you  want '£1,000,000,000,  it  is  broadly  the _ same 
if  you  take  the  whole  of  it  up  21  per  cent.,  as  if  you 
take  £500,000,000  of  it  in  taxes  and  £500,000,000 
at  5 per  c'ent. 

6001.  Supposing  it  so  happened  that  there  was 
something  like  £200,000,000  of  the  National  Debt 
maturing  in  each  year,  would  you  Tegard  it  as 
inherently  wrong  to  say  that  a forced  loan  would 
be  raised  on  the  basis  of  the  Income  Tax  to  pay  that 
loan  off,  hut  that  those  who  contributed  the  money 
would  receive  3 per  cent,  or  2-i-  per  cent,  interest?  * 
No,  I should  not  think  there  was  anything  wrong 
abont  it,  but  I do  not  think  that  is  the  point. 

6002.  Why  not? — You  might  just  as  well  borrow 
half  of  it  in  the  ordinary  way  to  pay  off  half,  and 
make  a special  Income  Tax  levy  to  pay  off  the  other- 
half.  It  would  come  to  the  same  thing. 

6003.  Why  would  it  come  to  the  same  thing  if  you 
get  it  that  way?  Supposing  you  decided  to  pay 
2-1  per  cent,  interest  on  the  whole  of  the  £200,000,000, 
you  would  be  getting  your  money  at  par  and  not  at 
below  par.  If  you  borrowed  it,  you  would  be  getting 
it  below  par,  whereas  this  way  you  would  be  getting 
your  full  £200,000,000,  would  you  not?— Supposing 
you  wanted  £200,000,000,  you  can  get  the  whole  of 
it  by  borrowing  it  compulsorily  at  2£  per  cent. ; that 
is  one  way:  or  you  can  get  half  of  it  by  borrowing 
it  voluntarily  at  5 per  cent,  and  take  the  other  half 
in  Income  Tax.  It  seems  to  me  it  is  much  the  same 
thing  to  get  £100,000,000  by  taxes  and  £100,000,000 
at  5 per  cent.,  as  to  get  the  whole  £200,000,000  at 
2i  per  cent. 

6004.  Professor  Sail : Is  that  really  so  ? — Df  course 
there  are  incidental  differences  of  distribution,  but 
broadly  it  is  the  same  thing. 

6005.  The  person  who  holds  the  scrip  for  the 
£200,000,000  can  borrow  on  it,  but  if  you  take  it 
away  from  him  by  taxation,  he  has  not  the  same 
opportunity? — Will  he  he  able  to?  His  scrip  is  only 
at  2i  per  cent. 

6006.  The  capital  value  is  there  and  some  day 
would  be  repaid? — Yes,  but  it  will  not  be  worth  any- 
thing like  £200,000,000  as  collateral  if  it  is  only 
bearing  2£  per  cent,  interest. 

6007.  But  it  would  be  worth  more  than  nothing? 

- — It  would  be  worth  more  than  nothing,  but  it  would 
not  be  worth  so  very  much  more  than  £100,000,000 
paying  5 per  cent. 

6008.  As  a marketable  security,  true;  but  since  it 
is  to  be  ultimately  redeemed,  the  banks  would  take 
it? — Would  they  take  it  at  more  than  its  market 
value? 

6009.  It  depends  on  the  date  when  it  is  to  be 
redeemed? — You  mean  2£  per  cent,  redeemable  at  a 
particular  date? 

6010.  Yes? — Then  of  course  it  is  equivalent  to 
more  than  2J  per  cent,  really.  I do  not  think  there 
would  he  much  difference.  It  would  be  an 
arithmetical  calculation.  There  would  be  some 
difference. 

6011.  There  is  only  the  difference  between  taking 
£100,000,000  in  taxation  and  raising  a loan  of 
£100,000,000,  and  having  the  £200,000,000  security 


available  for  the  person  who  has  accepted  it? — Yes, 
there  is  a difference  in  that,  too;  but  I do  not  think 
a person  with  the  £200,000,000  scrip  would  be  able 
to  borrow  £200,000,000  on  it,  if  it  is  only  at  2J  per 
cent. 

6012.  Mr.  Sickens : But  it  would  enable  him  to 
borrow  something? — Yes. 

6013.  Mr.  Bowen : In  your  reference  to  prices,  how 
do  you  relate  that  to  what  I will  call  the  cost  of 
living  index  figure?  In  speaking  of  prices,  do  you 
speak  of  general  prices— all  kinds  of  prices  ?— Prices 
in  general. 

6014.  Not  those  indicated  by  the  cost  of  living 
index  figure  only? — They  go  more  or  less  together. 

1 mean  generial  prices. 

6015.  The  point  I was  going  to  put  to  you,  follow- 
ing on  that,  was  this.  Do  you  agree  that  we  have 
reached,  or  pretty  nearly  reached,  some  stabilisation? 
There  has  been  very  little  change  in  prices  in  the 
last  two  years?— That  depends  on  the  currency  policy 
and  on  production.  I do  not  see  how  you  can  make 
a forecast. 

6016  There  does  not  appear  to  he  any  way  to 
secure  an  automatic  fall  in  prices?— A sudden  fall? 

6017.  Automatic,  not  exactly  sudden?— You  could 
force  a fall  of  prices  by  currency  measures,  of  course. 

If  you  forbade  the  use  of  cheques,  for  instance,  yon 
would  bring  about  a very  large  fall  in  prices.  _ 

6018.  I do  not  want  to  ask  you  questions  which 
may  lead  to  something  else,  without  making  quite 
clear  what  I have  in  my  mind.  What  I have  m my 
mind  is  this.  How  far  does  the  fact  that rihe » lev* 
of  prices  has  tended  to  stabilise  during  the  last  two 
years  affect  your  mind  with  regard  to  the  Capitol 
Levy?— I do  not  think  at  all.  We  have  to  look  a 
long  way  ahead,  and  whether  this  policy  of  stabilising 
will  "O  on,  I do  not  think  one  can  foresee 

60f9.  You  do  not  think  the  effect  is  quite  natural  ? 

present  we  are  not  on  a gold  standard.  ; eTj 

we  are  oTa  gold  standard,  prices  will  largely  depend 
"n  what  happens  to  gold,  and  we  cannot  he  certain 

what  is  going  to  happen  to  gold.  uncertain 

6020.  Sir  Josiak  Stamp:  I am  a 1 ittle.unc lerta.^ 

of  the  meaning  of  your  words  - ,f  ^ 

equal  ” in  paragraph  .4  M-  . 1)0 J?"  t or  if  wild 
o-old  production  were  to  remain  constaut  or  ^^ 
production  were  to  increase  pan  passu  with  goods 

«sr?  -"■»  ;«» tJ. 

Tiadbably1  if^yomdmd increased  production  you  would 
to  the  same  time  get  a certain  development  of  blank- 
ttar.  would  be 

ence  on  the  hanking  side  in  the  way  o 

that  would  partially  balance  increased  Pro“™‘°  f 

6021.  Supposing  you  had  increased  proc 

gold  at  the  same  rate  as  production  „ ruling 
That  would  he  a different  thing.  I meant,  rm  „ 
Sit  out  I was  simply  taking  the  direct  effect* 
increased  production.  The  thing  would  he  difl 
if  Cy our  debt  was  in  terms  of  goods  from  what  it  » 
if  your  debt  is  in  terms  of  gold.  . , 

6022.  Mr.  Lees-Smith  : I do  not  know  u ^ 

have  formed  any  estimate  at  all;  do  you  ait  1 
an  increase  in  the  wealth  of  this  country  ?-Ite  *al 
„„„l+i,  ves  certainly.  I thank  there  will  be  a.  coi 
tinuance  of’  investment  of.  capital  and  a oontinuanc 

of  growth  of  population.  . makes 

6023.  Evidence  which  has  been  given  to  _ 

it  very  doubtful  whether  there  will  be  an  vac  _ 
of  population  ? — 'Yon  mean  P-roi fessor  Bowley  s 

suggestion ; he  does  not  begin  to  stop  i orowtli 

should  expect  there  would  he  a continuance  o g 
of  population  up  to  a point.  Anyway,  I 
expect  a continuance  of  the  increase  of  caP1^'  , 
I should  be  surprised  if  all  of  a sudden  w P 
increasing  onr  real  wealth.  Of  course,  it  is  a 

6024.  Chairman:  Will  you  go  to  paragraph  0 

Yes.  ( Paragraph  5 read.)  f - 

6025.  Mr.  Bell : Do  you  think  that  advocates  of 
Capital  Levy  generally  have  realised  the  mroact  ^ 
a levy  would  make  into  annual  revenue,  i 
know;  I bad  not  realised  it;  I had  not  worked  fke 
thing  out.  It  is  surprising,  I think,  became 


MINUTES  OF  EVIDENCE. 


443 


3 March,  1925.] 


Professor  A.  C.  Pigotj. 


[ Continued . 


naturally  one’s  first  way  of  looking  at  it  is  to  com- 
pare the  amount  of  the  levy  with  the  amount  of  the 
aggregate  capital  and  not  to  take  full  account  of 
the  effects  of  these  progressive  rates.  I was  very 
much  surprised  when  I found  how  big  an  inroad  it 


was. 

6026.  Sir  Alan  Anderson:  How  big  do  you  make 
it? — I have  not  made  the  calculation.  Sir  Josiah 
Stamp’s  calculation  puts  it  at  two-thirds;  it  is  a 
matter  of  arithmetic. 

0027.  You  are  taking  his  figure? — Yes.  I have  not 
done  the  sum  myself,  but  it  is  a matter  of  doing  the 
sum,  which  presumably  he  has  done  right. 

6028.  Mr.  Lees-Smith : I see  your  view,  stated 
later,  is  that  the  main  argument  for  the  Capital 
Levy  is  that  it  really  would  lead  to  an  improved 
fiscal  technique  if  you  could  overcome  these  diffi- 
culties?— Yes. 

6029.  So  far  as  it  leads  to  an  improved  fiscal 
technique,  it  would  be  better  to  raise  your  money  by 
that  means  than  by  Income  Tax,  Super-tax  and 
Death  Duties? — Yes,  but  the  point  about  these 
ravages  is  that  you  would  be  able  to  reduce  your 
Income  Tax,  Super-tax  and  Death  Duties  so  much 
less  than  one  would  think  at  first  sight. 

6030.  But  in  so  far  as  you  move  the  burden  of  tax 
from  Income  Tax,  Super-tax  and  Death  Duties  to 
the  Capital  Levy,  to  the  extent  that  you  did  that, 
you  would  get  an  improved  fiscal  technique?— Yes. 
Then  against  that  are  all  the  difficulties  of  a Capital 
Levy,  and  the  fact  of  the  gain  being  smaller  than 
one  would  think  might  shift  the  balance  the  other 
way. 


6031.  Sir  Josiah  Stamp:  You  refer  to  the  ques- 
tion of  the  ravages  as  being  one  of  arithmetic.  It 
does  involve  the  laying  down  of  certain  hypotheses? 
— Yes. 

6032.  Particularly  with  regard  to  the  Sinking 
Fund,  and  so  on? — Yes. 

6033.  Would  you  dissent  from  any  of  the 
principles  that  were  adopted  in  the  calculations  I 
made?— No;  I presume  that  they  gave  substantially 
the  right  result. 

6034.  There  are  points  on  which  one  might  say  it 
is  not  right  to  take  the  death  rates  into  considera- 
tion, or  it  is  not  right  to  take  two  generations;  there 
are  points  on  which  one  might  differ,  apart  from  the 
accuracy  of  the  arithmetic  ? — But  I mean  the  whole 
thing  is  a statistical  calculation.  I think  one 
obviously  ought  to  take  account  of  death  rates  of 
different  classes  and  the  distribution  of  income  at 
different  ages,  and  all  those  things. 

6035.  You  would  not  dissent  from  any  of  the 
principles? — No.  I have  not  gone  into  it  very  care- 

li  y,  but  I should  take  it  roughly  as  being  correct 

6036.  1 rofessor  Hall : There  are  two  arguments 
really  here;  one  is  the  lack  of  general  assent,  which 
would  lead  to  difficulties  in  administration,  and  the 
second  is  that  the  net  result  would  not  be  so 
advantageous  as  at  first  sight  it  appears  to  bel- 
les. There  are  three  things,  really.  There  is  the 
lack  of  general  assent,  the  peculiar  temporary 
depression  at  the  moment,  which  makes  it  rather  a 
lad  time,  and  the  fact  that  if  you  put  on  a levy  now 
you  would  create  an  expectation  of  repetition  much 
ngger  than  you  would  have  done  if  you  had  put  it 
on  before. 

6037  That  is  a . matter  of  time,  but  on  the 
punciple  of  the  Capital  Levy,  one  principal  objection 
is  the  lack  of  general  assent,  which  would  create  diffi- 
culties m working,  and  the  other  is  that  you  do  not 
nnk  the  net  result  would  be  as  big  as  people 
previously  had  thought?— I do  not  think  it  would 
6 as  big  as  I thought  it  would  be,  and  I cannot 
make  up  my  mind  whether  if  I had  realised  then 
ow  much  smaller  it  really  would  be  than  I had 
C’cJ  ^0ldd  still  have  been  in  favour  of  it. 
bU38.  Sir  Arthur  Balfour : It  is  a question  as 
Ve?«  „e  amount  obtained  and  the  dislocation 
«?TYfS’  that  is  the  P°int-  You  would  get 
ji  • US  dislocation  and  you  have  to  balance  the  two 
(i  g ' When  you  find  that  one  side  is  much  less 
you  thought  it  was,  it  tends  rather  to  make  you 
•47800 


doubt.  I think,  anyway,  there  was1  a much  stronger 
case  for  doing  it  when  people  were  full  of  patriotism 
just  after  the  war,  than  for  doing  it  later. 

6039.  Sir  J osiah  Stamp : Supposing  on  balance  you 
had  then  still  been  in  favour  of  a levy,  do  you 
suppose  it  would  have  shocked  the  deflationary 
tendency  of  prices? — I think  it  might  have;  it  might 
have  stopped  that  post-war  boom.  That  would  have 
been  all  to  the  good. 

6040.  Therefore,  although  we  might  have  a subse- 
quent fall,  it  would  not  have  been  quite  as  steep  ? — 
Yes,  there  would  have  been  a strong  case  for  it  at 
that  moment. 

6041.  Looking  back  on  the  prospects  of  what  would 
have  happened  on  your  instalment  system  over  a 
period  of  falling  prices,  you  would  not  be  inclined  to 
regret  that  position  ? — The  instalments  would  have 
been  very  awkward,  undoubtedly,  but  you  would  not 
have  had  such  a large  change  of  prices,  I think. 

6042.  Do  you  think  you  would  have  avoided  the 
change? — You  would  not  have  avoided  it  altogether, 
but  I do  not  think  you  would  have  got  that  enormous 
boom.  It  would  have  been  rather  a good  thing  to 
frighten  people  just  then.  They  wanted  frightening. 

6043.  Mr.  Bowen  : Do  I gather  your  view  is  that 
if  a levy  were  at  all  practicable  at  any  time,  it  is 
now  too  late? — I think  it  is  still  practicable,  in  a 
loose  sense  of  the  word  “ practicable,”  but  I think 
it  would  be  very  difficult  to  work  unless  you  had  a 
general  assent  to  it,  and  now  opinions  have  rather 
crystallised;  and  it  is  a very  different  thing  for  the 
Conservative  party  to  pass  a Capital  Levy  and  for 
the  Labour  party  to  pass  it.  If  the  Conservative 
party  passed  it,  it  would  be  generally  accepted,  and 
you  would  not  have  organised  opposition.  But  udiere 
you  have  organised  opposition,  the  mere  fact  of 
organised  opposition  might  be  fatal  against  it. 

6044.  Do  you  think  it  would  be  worth  a General 
Election? — I was  thinking  of  how  people  might  try 
to  evade  it  and  how  banks  might  make  it  awkward 
to  deal  with  the  securities  in  the  interim,  and  things 
like  that. 

6045.  Sir  J osiah  Stamp  : Would  you  agree  that  if 
in  ten  yearn’  time  you  had  a very  low  level  of  prices, 
it  is  quite  possible  that  big  taxpayers  and  business 
men  and  bankers  might  get  together  and  really 
reintroduce  some  arrangement  of  this  sort,  being 
careful  not  to  call  it  a Capital  Levy?— Yes,  that 
would  be  admirable. 

6046.  Mr.  Lees-Smith  : With  regard  to  this  para- 
graph, while  you  state  your  own  objections  to  the 
Capital  Levy,  you  give  no  weight  to  the  ordinary 
objections  which  have  liadi  an  effect  upon  the  public 
mind  and  which,  we  have  had  in  evidence  here.  Nine- 
ton  ths  of  the  ordinarily  expressed  objections  to  the 
Capital  Levy,  you  do*  not  consider  worth  mention- 
ing?— Well,  I do  not. 

6047.  I gather  you  do  not  believe  that  it  would 
diminish  the  amount  of  capital  available  for  invest- 
ment?— No. 

6048.  One  would  like  to  be  clear  about  that, 
because  we  have  had  evidence  the  other  way?— 
There  is  just  this  point  that  I mention  later,  about 
that  £3,000,000,000  collateral.  Apart  from  that,  the 
popular  argument  is  that  you  are  going  somehow  to 
eat  real  capital  up. 

6049.  That  you  are  taking  capital  out  of  industry 
and  therefore  you  are  creating  unemployment  ? — I 
do  not  think  those  arguments  worth  mentioning 
before  this  Committee. 

6050.  Mr.  Bell : Let  me  put  it  to  you  as  I put 
it  to  another  witness  who,  I think,  was  rather 
surprised.  Take  the  case  where  a man  has  £100,000 
of  capital  invested  in  War  Loan,  of  which  £30,000 
was  handed  over  in  payment  of  the  levy.  Do  you 
say  that  is  not  a serious  reduction  of  capital? — 
It  is  not  a reduction  of  capital  in  the  real  sense 
of  capital. 

6051.  Why  not? — It  is  not  a reduction  of  the 
amount  of  railways  or  machines,  or  .anything  like 
that. 

6052.  Is  it  not  the  fact  that  he  is  less  able  to 
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use  it  in  his  business  P— No ; bis  business  is  machines 
and  factories. 

0053.  No,  it  is  not.  I am  talking  of  the  man 
who  wants  the  capital  for  trading,  such  as  getting 
imports  into  this  country,  and  other  things.  Do 
you  moan  that  his  actual  capital  is  not  reduced 
by  taking  £30,000  away  from  him  P— His  own  private 
capital  is  reduced,  but  then  it  is  paid,  over  to 
another  man. 

6054.  No;  it  is  cancelled;  that  is  the  whole  point. 
The  State  tears  up  the  £30,000  worth  of  bonds 
which  he  tenders  P— ’ That  is  the  point — he  has 
collateral. 

6055.  Exactly? — Yes;  I come  to  the  collateral 
question  later  on. 

6056.  But  the  suggestion  is  made  that  he  has  not 
any  less  capital? — Surely  your  suggestion  is  that  he 
lias  less  collateral  on  which  to  borrow  from  the  bank. 

6057.  Exactly — his  working  capital? — That  I come 
to  later — the  question  of  how  far  collateral  is 
reduced,  and  how  far,  therefore,  you  reduce  people’s 
power  of  borrowing;  but  I was  speaking  about  the 
reduction  of  real  capital;  I was  thinking  of  some- 
thing different. 

6058.  A business  man  does  not  understand  these 
fine  distinctions ; he  knows  he  has  got  £100,000  with 
which  to  trade,  which  for  the  moment  he  has  got 
in  Government  securities.  If  you  tell  him  that 
when  you  take  £30,000  of  that  away  there  is  no 
real  reduction  of  capital,  that  does  not  mean  any- 
thing to  him? — Because  he  is  using  “capital’7  in 
a different  sense. 

6059.  Sir  Arthur  Balf&ur:  If  he  has  to  go  into 
liquidation,  it  does  not  interest  him  to  know  that 
somebody  else  has  got  the  money  and  is  using  it 
in  some  other  way? — No,  but  if  you  take  away 
£30,000  from  that  man,  you  ought  at  the  sa'me  time 
to  tell  him  of  the  less  amount  of  taxes  that  he 
would  have  to  pay. 

6060.  And  now  he  discovers  that  the  amount  is 
not  as  large  as  he  thought  it  might  be? — Yes,  you 
have  incidental  disturbance.  I do  not  think  there 
is  any  inconsistency.  It  is  simply  that  we  are  talking 
about  capital  in  two  different  senses. 

6061.  Chairman : Now  paragraph  6.  ( Paragraph  6 

read.) 

6062.  Sir  Alan  Anderson : There  is  some  definite 
limit  to  taxation.  Do  you  think  taxes  are  near  the 
top  limit  now?— -They  are  below  what  they  have 
been.  What  does  the  difference  between  £50,000,000 
and  £100,000,000  a year  mean  in  Income  Tax?  I 
have  forgotten. 

6063.  Mr.  Lees-Smith : Is.  in  the  £. — Yes;  that 
is  a good  lot. 

6064.  Sir  Alan  Anderson : You  would  provide  the 
larger  Sinking  Fund  by  increasing  taxes,  wouljd 
you  ? — If  I was  certain  there  were  not  going  to 
be  any  more  wars  I would  not,  but  I am  rather 
obsessed  by  the  notion  of  starting  a war  with  a 
debt  of  £7,900,000,000. 

6065.  I suppose  the  whole  question  with  the 
Chancellor  and  the  tax-gatherer  is,  in  what  way 
they  can  get  the  money.  They  are  .advised  now  by 
one  section  of  the  community  that  if  they  put  up 
taxes  they  will  very  seriousljr  depress  trade,  and, 
looking  over  years  ahead,  they  will  get  less  money 
by  doing  that  than  if  they  hold  their  hand.  Have 
you  any  view  about  that  ? Do  you  think  we  are 
up  to  the  top  limit  of  taxation? — No,  ll  do  not 
think  we  are  up  to  the  top  limit  in  the  sense  that 
we  are  at  the  rate  which  would  yield  the  maximum 
possible  revenue.  I think  we  would  get  more 
revenue  if  we  put  another  Is.  on. 

6066.  Without  depx-essing  trade? — I think  we  would 
get  more  on  the  whole.  There  would  be  more  evasion 
perhaps,  but  I do  not  think  you  would  depress  trade 
much  by  a higher  Income  Tax. 

6067.  Mr.  Bell  : In  your  paragraph  3,  I thought 
you  said  you  did? — Nob  much,  I think.  You  would 
to  a certain  extent. 

6068.  The  practical  point  is  : would  you  anticipate 
in  connection  with  a higher  Sinking  Fund,  say 


£100,000,000,  that  you  would  actually  tax  to  get  it 
— that  you  would  do  that  as  a practical  measure? — 

I think  I should,  because  I am  rather  frightened  of 
having  a big  debt.  But  it  is  a matter  of  balance. 

If  I was  not  afraid  of  a war,  I would  not,  I would 
let  the  debt  run  on ; but  I cannot  see  what  is  going 
to  happen  if  we  have  a war  when  we  have  this  sort 
of  debt  to  start  the  war  with — and  there  might  quite 
well  be  a war  in  20  years. 

6069.  Mr.  Lees-Smith  : You  object  to  the  Capital 
Levy  and  you  propose  an  alternative,  and  immediately 
you  propose  an  alternative  everybody  begins  raising 
objections  to  it  about  as  strong  as  they  have  to  a 
Capital  Levy — so  strong  that  nobody  could  carry  it 
out.  Under  those  circumstances  what  do  you  in 
practice  propose?  You  cannot  carry  your  alterna- 
tive. You  will  not  get  any  more  assent  to  your 
alternative  from  those  who  object  to  a Capital  Levy 
than  you  get  with  regard  to  a Capital  Levy  itself  ? — 

I think  most  people  would  prefer  to  add  £100,000,000 
to  the  Sinking  Fund  rather  than  have  a Capita! 
Levy. 

6070.  You  would  not  get  your  alternative  carried? 
— You  might  as  a matter  of  practical  politics  say: 

“ Now  we  will  have  £100,000,000  Sinking  Fund.” 

6071.  Mr.  Bell:  I do  not  know  why  Mr.  Lees-Smith 
should  say  that.  I think  the  witness  is  quite  within 
his  right  in  saying  that  he  thinks,  at  all  events,  that 
we  should  put  the  Sinking  Fund  up  to  £100,000,000. 
and  that  we  should  consider  that.  {Mr.  Lees-Smith) : 
My  difficulty  is  caused  by  the  fact  that  there  are 
strong  objections  to  putting  the  Sinking  Fund  up  to 
£100,000,000;  what  is  his  position  when  he  finds  that 
both  proposals  that  he  puts  forward  are  met,  by 
objections  which  prevent  them  from  being  carried? 
— "(Witness)  : I do  not  think  I should  admit  that  it: 
was  impossible  politically  to  have  £100,01)0,000 
Sinking  Fund. 

6072.  Sir  Arthur  Balfour : If  a referendum  were 
taken  in  the  country  to-day  of  the  people  who  pay, 
as  to  whether  they  should  have  a Capital  Levy  o1' 
raise  another  Is.  in  the  £ Income  Tax,  to  make 
another  £50,000,000  for  the  Sinking  Fund,  what 
would  he  the  answer? — I think  they  would  vote  for 
the  other  Is.,  hut  T think  they  would  vote  for  it 
chiefly  on  a bad  argument. 

6073.  Mr.  Lees-Smith  : Is  it  not  that  they  would 
vote  for  neither;  they  would  have  neither  one  nor 
the  other?  (Sir  Alan  Anderson):  It  seems  to  me  it 
is  wrong  to  put  the  views  of  the  witness  as  if  these 
were  alternatives.  I think  he  compares  the  Capital 
Levy  with  certain  other  courses  that  are  open  to  us. 
and  he  decides  that  the  levy  is  not  convenient  just 
now,  and  then  having  decided  that,  he  goes  on  to 
see  whether  we  ought  as  prudent  people  to  pay  off 
more  debt  even  at  the  risk  of  taxing  ourselves  more, 
and  he  says:  “Yes,  I think  we  ought.”  (Witness) : 
That  is  my  view. 

6074.  Professor  Caiman,  I think,  said  the  same 
that  we  ought  to  pay  off  more,  but  he  was  going  to 
get  an  extra  £50,000,000  out  of  economies.  Do  you 
think  that  is  possible?  Have  you  looked  into  that 
at  all? — I have  not  gone  into  how  much  we  could 
get  out  of  economies. 

6075.  Your  view  is  that  even  at  tho  risk  of  taxing 
more,  you  would  have  £100,000,000? — Yes.  If  wo 
can  get  it  out  of  economies,  so  much  the  better. 

6076.  Sir  Arthur  Balfour  : But  if  we  could  get  it 
out  f conversions,  and  so  on,  it  would  mean  no. 
taxing  more,  but  not  reducing  taxes  so  soon  keep- 
ing the  level  of  taxes  where  it  is,  for  a longer 
period  ? — Yes. 

6077.  It  is  not  necessary  to  put  another  Is.  on  to 
carry  out  your  scheme;  your  scheme  might  be  carried 
out,  maintaining  the  present  rates  for  a longei 
period? — Yes,  we  might  get  £50,000,000  from  con- 
versions after  a time,  but  I do  not  know  whether  we 
could  or  not.  There  might  he  various  other  ways 
in  which  you  could  get  it.  Even  if  you  have  got  to 
have  more  taxes,  I should  feel  safer  on  the 
£100,000,000  than  on  the  £50,000,000. 

6078.  Prof  essor  Hall : Would  you  make  i 

£100,000,000  immediately,  or  would  you  reach  it 
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gradually? — I have  not  thought  about  that.  I sup- 
pose gradually.  It  is  a rather  awkward  moment  to 
begin  at  this  instant. 

6079.  I was  wondering  whether  you  would  make 
use  of  the  reductions  of  debt  interest  and  the  reduc- 
tions of  war  pensions  by  adding  the  amount  saved 
annually  to  the  Sinking  Fund  until  it  reached 
£100,000,000,  so  that  without  actually  increasing 
taxation  you  would  actually  reach  the  amount  you 
mention?— (Mr.  Bell):  We  had  a suggestion  from 
Professor  Macgregor  that  the  Sinking  Fund  might  be 
kept  at  its  present  level  for  five  years,  and  that  then 
the  total  charge  for  interest  and  Sinking  Fund  might 
be  stabilised,  so  that  after  another  18  years  the  Sink- 
ing Fund  would  reach  £100,000,000.  You  would  not 
object  to  that,  would  you?— My  feeling  is  a perfectly 
general  one,  that  I do  not  like  the  notion  of  keeping 
such  a big  debt  on  for  a long  time. 

6080.  Are  we  really  going  to  think  upon  these 
matters  in  terms  of  another  war?  Because  I have 
formed  the  opinion  very  strongly  that  if  there  is 
going  to  be  another  war  we  had  better  not  have  any 
Commissions  or  anything  else.  If  we  are  really  going 
to  anticipate  the  possibility  of  another  war  and  the 
terrible  troubles  that  we  htive  seen  in  Europe  and 
elsewhere  we  had  better  throw  the  whole  thing  up? 
(Sir  Joseph  Stamp) : Is  it  not  rather  more  reason  for 
buckling  down  to  it?  (Mr.  Bell) : I do  not  think 
so.  The  thing  is  over  then ; the  game  is  up ; if  we 
are  going  to  add  thousands  of  millions  more  on  to 
it,  there  will  be  no  civilisation  left. 

6081.  Professor  Hall:  It  has  been  suggested  to  us 
by  one  or  two  witnesses  that  besides  the  £100,000,000 
we  should  add  to  it  either  part  or  all  of  the  interest 
saved  annually  so  that  the  Sinking  Fund  would  in- 
crease year  by  year,  and  thus  enable  us  to  pay  off 
the  whole  of  the  debt  in,  say,  30  j'ears.  Do  you 
think  that  is  too  heroic  a policy  ? — I think  it  would 
mean  pretty  heavy  taxes  to  do  it  in  30  year’s. 

0082.  It  would  not  mean  necessarily  an  -addition  to 
taxation,  but  the  maintenance  of  the  rate  of  taxa- 
tion for  a longer-  period  than  perhaps  you  contem- 
plate?— 1 have  not  really  any  definite  time  limit 
proposal  to  make  about  this. 

6083.  Y-ou  do  not  attach  any  importance  to  our 
setting  a date,  either  30,  40,  50  or  60  years,  -by  which 
the  debt  should  be  paid  off? — My  feeling  is  that  we 
should  p ay  it  off  as  quickly  as  wq  can  without  severe 
inconvenience,  and  I suppose  one  would  have  to  see 
how  inconvenient  it  was  as  we  went  along. 

6084.  But  you  have  not  considered  specially  this 
suggestion  that  we  should  increase  the  Sinking  Fund 
by  the  interest  saved.  You  think  we  are  pretty  safe 
if  we  have  £100,000,000  without  any  further  addi- 
tion?— I did  not  like  to  suggest  more  than 
£100,000,000.  It  is  a bad  position,  having  such  a big 
debt. 

6085.  Mr-  Lees-Smith : The  best  that  Professor 

Cannan  could  say  was  that  we  ought  to  impose  on 
ourselves  the  same  terms  as  the  Government  impose 
on  local  authorities? — That  is  just  a rule  of  thumb. 
There  is  no  principle  in  that.  Of  course,  if  you  have 
a thing  that  is  going  to  wear  out  after  a.  certain 
definite  time  there  is  an  obvious  reason  for  making 
the  payments  finish  up  when  the  thing  is  worn  out. 
But  there  is  nothing  to  correspond  with  that  in  the 
War  Debt.  There  is  no  principle  of  that  sort;  it 
is  a matter  of  balancing  up. 

6086.  Sir  Alan  Anderson : But  is  there  not  a. 

principle?  I should  have  thought  there  was,  but  L 
quite  agree  it  is  a matter  of  balancing  up.  What 
you  want  to  do  is  to  get  the  best  balance  that  you 
can.  You  want  the  country  to  be  a well-managed, 
go-ahead  concern,  with  people  thriving,  and  if  you 
tax  them  too  heavily,  even  if  you  are  paying  off  the 
debt,  they  may  do  less  than  if  you  were  running  on 
with  the  debt;  I should  have  thought,  more  or  less  on 
the  lines  that  Mr.  Bell  was  putting, . that  it  really  is 
not  much  use  looking  at  the  prospect  of  another 
war  and  ordering  one’s  -policy  now,  because  there 
might  be  a great  demand  for  capital  later  on,  and 
because  you  do  definitely  want  to  get  to  the  best 
and  most  solvent  state  whether  there  is  -a  war  or  not. 


If  you  get  to  that  solvent  state  you  will  enter  a war 
in  the  best  position.  I should  have  thought  it  did 
not  matter  how  much  debt  you  had  if  all  those 
tilings  were  in  your  favour. — There  are  two  points. 
My  first  point  is  that  j7ou  cannot  write  down  any 
principle  to  determine  how  long  you  shall  take  to 
pay  off  the  debt,  in  the  same  way  that  you  can  if  you 
raise,  debt  to  build  -a  house.  Secondly,  with  regard 
to  the  size  of  the  debt,  why  I am  frightened  of  keep- 
ing it  s-o  big  is  that  it  would  make  it  so  awkward  to 
raise  money. 

6087.  If  you  depreciated  your  credit  in  reducing 
it,  it  would  be  more  difficult  than  if  you  had  a larger 
debt  and  better  credit. — It  might  be  so,  but  you 
would  have  to  depreciate  it  a lot.  I cannot  see 
people  lending  very  willingly  when  there  is  -a  debt 
like  that  to  start  with. 

6088.  There  is  a good  financial  proposition  that  it 
is  well  to  be  in  debt  to  your  banker,  because  he  will 
then  back  you  up. — Yes. 

6089.  Mr.  Bell : Are  you  in  favour  of  attaching 
Sinking  Funds  to  specific  loans? — I do  not  attach 
much  importance  to  it.  I think  the  main  point  is, 
how  much  you  really  pay  every  year.  The  other  is 
a matter  -of  technique,  whether  you  do  it  by  a Sink- 
ing Fund  or  by  a system  of  annuities. 

6090.  The  idea  was  rather  to  attach  them  to  those 
loans  which  were  likely  to  be  used  in  connection 
with  future  conversions? — My  feeling  a-bout  that  is 
this.  The  chief  point  of  having  a formal  Sinking 
Fund  is  that  you  make  it  less  likely  that  the  Govern- 
ment will  change  its  mind;  the  technical  arrangement 
by  which  you  do  it  does  not  much  matter. 

609-1.-  Chairman  : Now  paragraph  7.  ( Paragraphs 

7 and  8 read.) 

6092.  Mr.  Bowen:  If  the  annual  lump  sum  sug- 
gested were  to  be  levied  on  the  possessor  of  brain 
capital  for  the  remainder  of  his  life  we  should  have 
great  difficulty  in  getting  any  guarantee  that  he 
would  he  in  a position  to  pay  it  for  the  remainder 
of  -his  life? — Yesi;  you  would  have  to  remit  it  if  he 
was  not.  -Supposing  he  ceased  to  have  any  income, 
you  could  not  get  it. 

6093.  Mr.  Hichens : What  would  your  criterion  he? 
Would  you  assess  a man  who  got  a first  in  Greats 
at  so  much  and  a man  who  got  a second  at  so  much, 
and  a man  who  got  nothing  at  nothing  at  all? — No. 
I think  you  can  only  assess  people  on  their  incomes. 

6094.  But  is  that  reasonable?  If  you  take  1915, 
a man  may  be  getting  a salary  of  only  £200  a year, 
and  in  1926  lie  may  suddenly  jump  into  affluence. 
Is  that  arbitrary  divison  reasonable? — No,  I do  not 
think  you  can  do  anything  reasonable  about  this. 
If  you  are  thinking  of  fairness  and  equity,  tlie  thing 
to  do  would  be  to  have  a supplementary  Income  Tax. 

6095.  But  if  you  have  a supplementary  Income  Tax 
can-  y-ou  divide  it  off  sharply  as  an  Income  Tax  in 
respect  of  what  a man  was  and  what  he  was  doing  in 
a given  year?  It  is  to  be  a thing  which  will  affect 
him  and  other  -people  on  a sliding  scale  throughout 
their  lives,  and  therefore  it  is  not  reasonable  to  take 
a man  as  only  being  worth  £250,  say,  all  through  bis 
life  because  at  the  -moment  of  the  levy  that  was  his 
wealth.  You  would  have  to  say,  in  so  far  as  he 
improves  he  shall  pay  more,  just  as  in  so  far  as  the 
other  -falls  off  lie  should  pay  less? — What  I mean  is 
that  for  fairness  you  would  want  to  have  an  ordinary 
Income  Tax  on  earned  income,  that  would  more  or 
less  balance  the  special  levy  on  property.  But  the 
disadvantage  of  that  is  that  that  would  involve 
marginal  taxation,  which  would  tend  to  check  work, 
and  since  what  you  want  to  do  by  a Capital  Levy  is 
to  get  rid  of  that  sort  of  extra  marginal  taxation, 
you  would  defeat  your  own  object.  I do  not  see  a 
way  of  doing  it  both  equitably  and  so  that  it  does 
not  spoil  the  object  of  the  Capital  Levy;  so  L am 
rather  inclined  on  the  whole  to  drop  it.  Still  it  is 
unreasonable  that  a lawyer  making  £20,000  a year 
should  not  pay  any  contribution  to  match  what  the 
man  who  has  got  a property  yielding  him  £1,000  is 
paying. 

6096.  Professor  Hall : Could  you  apply  that  and 
have  a tax  bearing  more  heavily  on  unearned  incomes 
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than  on  earned  incomes  P — Then  you  would  come  back 
to  the  present  arrangement. 

6097.  Except  that  you  would  overcome  the 
difficulty  of  the  valuation  for  Capital  Levy? — You 
might  base  a Capital  Levy  on  people’s  incomes. 

6098.  Yes,  over  a -period,  say,  of  five  years? — You 
might  do  that,  but  that  would  not  be  fair  in  some 
ways.  Supposing  a person  has  property  in  land 
whioh  has  a large  capital  value  because  the  land  is 
going  to  appreciate,  and  yields  in  fact  no  income 
now,  that  man  would  get  off.  He  clearly  ought  to 
pay  under  a special  levy. 

6099.  But  there  are  inequalities  in  all  these  things? 
— Yes.  There  is  something  to  be-said,  I think,  for 
basing  it  on  income,  only  there  would  be  very  serious 
inequalities. 

6100.  Supposing  you  decided  that  you  are  going 
to  have  a levy  and  just  for  the  sake  of  illustration, 
we  will  say,  that  the  persons  in  receipt  of  unearned 
incomes  pay  a levy  equal  to  double  their  annual 
average  Income  Tax  during  the  last  five  year’s,  and 
persons  with  earned  incomes  once  the  average 
earnings  during  the  last  five  years,  do  you  think  that 
would  be  a workable  scheme? — The  difficulty  would 
be  that  unless  you  made  it  much  more  than  twice 
you  would  not  get  as  much  money. 

6101.  I was  just  putting  that  figure  as  an  illus- 
tration?— If  you  made  it  much  more  than  twice  some 
of  the  people  assessed  on  earned  incomes  might  not 
have  the  resources  to  meet  the  demand. 

6102.  Suppose  you  allowed  them  to  pay  it  by 
instalments? — You  might  make  special  arrangements 
like  that,  but  what  you  are  suggesting  is  that  it 
would  be  convenient  to  base  a Capital  Levy  on  recent 
incomes  rather  than  on  the  amount  of  capital. 

6103.  I am  putting  the  term  “ capital  ” out  of 
the  way  for  the  moment  and  assuming  that  everybody 
is  anxious  that  the  National  Debt  shall  be  reduced, 
and  as  a means  of  reducing  the  debt  we  all  agree  to 
an  additional  levy,  which  you  can  call  supplementary 
Income  Tax  or  by  any  other  name.  That  levy  would 
be  based  roughly  upon  the  capacity  to  pay,  which 
would  be  indicated  by  the  incomes  of  the  different 
classes  of  the  community  rather  than  by  capital 
values.  Would  you  think  there  is  anything 
inherently  objectionable  in  such  a method  if  there 
was  general  assent  to  it? — I think  the  argument  in 
favour  of  it  is  that  it  gets  over  some  of  the  valuation 
difficulties,  but  the  argument  against  it  is  that  when 
you  are  having  a single  special  levy  a man’s  capital 
is  a much  fairer  test  of  his  ability  than  his  income 
at  the  moment. 

6104.  Even  when  it  is  spread  over  a period  of 
years? — I think  so.  For  instance,  t'ake  the  case  of 
a person  who  owns  land  that  has  practically  no  value 
now  annually,  but  has  a very  large  capital  value 
because  it  is  going  to  -be  built  on  some  time  after. 
Then  there  would  be  a good  number  of  other  things 
that  you  would  like  to  bring  under  the  levy  if  you 
could,  but  you  would  not  be  able  to  bring  them  under 
a levy  based  on  income;  for  instance,  a man  owns  a 
.yacht  or  he  owns  a lot  of  motor  cars — various  things 
in  respect  of  the  service  which  he  is  not  assessed  to 
Income  Tax  at  all;  I would  like  to  bring  them  in. 

6105.  Mr.  Bell:  I am  puzzled  about  this  difference 
between  capital — so-called  unearned — as  a better 
basis  for  taxation  or  -levy.  Take  two  people  doing 
the  same  amount  of  work  and  putting  in.  the  same 
amount  of  energy,  and  one  gets  a pension  of  £1,000  a 
year,  but  the  other,  who  has  no  chance  of  a pension, 
saves1  up  year  by  year  until  he  has  got  £10,000  to 
live  on  for  the  rest  of  his  life.  Do  you  really 
differentiate  between  the  two  that  one  is  capital  and 
that  the  other  is  not? — No.  How  has  he  got  this 
pension  ? The  pension  would  have  a present  value 
presumably.  I would  call  the  present  value  of  that 
pension,  capital  for  this  purpose — if  you  could  do  it. 
That  is  another  of  these  cases  in  which  there  would 
be  technical  difficulties.  But  in  principle  I would 
call  the  present  value  of  any  assured  future  claim, 
capital  for  the  purposes  of  the  levy,  though,  of 
course,  you  have  to  deal  with  that  sort' of  case  by’ the 
method  of  instalments. 


6106.  It  seems  to  be  infinitely  difficult? — It  is 
extremely  difficult,  I agree. 

6107.  Mr.  Bowen:  In  speaking  of  brain  capital 
here,  do  you  assume  that  people  with  brain  capital, 
professional  classes  as  we  understand  it,  would  have 
no  material  wealth?  That  would  appear  to  bo 
suggested  In  your  paragraph? — No.  If  they  had,  of 
course,  it  would  be  easier  to  work.  Some  would  not 
have  very  much.  If  they  had,  you  might  possibly  be 
able  to  make  an  assessment  on  them,  but  still  it 
would  be  very  difficult,  because  you  still  would  not 
know  how  much  you  would  have  to  assess  them, 
because  you  could  not  tell  how  long  they  were  going 
to  live  and  how  long  they  were  going  to  earn  theso 
big  incomes. 

6108.  Chairman:  The  whole  of  the  Civil  Service 
w’ould  come  under  this  question  of  pensions  ? — Yes. 

6109.  Sir  J osiah  Stamp : You  would  have  to  have 

special  arrangements  for  reimbursing  the  State  if  a 
man  died  the  following  year  if  he  had  been  given 
ten  years’  purchase? — Yes;  you  would  have 

innumerable  difficulties. 

6110.  Chairman:  Now  paragraph  9.  (Paragraph  9 
read). 

6111.  Mr.  Bell:  Do  you  approve  generally  of  the 
present  distribution  of  taxation  ? — You  mean  the 
proportionate  burden  among  people  of  different 
classes  of  wealth? 

6112.  Indirect  and  direct? — I have  not  gone  into  it 
very  much  recently.  I do  not  know  what  it  is ; nobody 
knows  what  it  is  exactly  at  present. 

6113.  Sir  Arthur  Balfour : Do  you  mean  that 
rather  than  reduce  taxes  on  food  the  relief  should 
be  in  Income  Tax,  Super-tax  .and  Death  Duties? — 
The  question  as  to  how  you  should  alter  taxes  is  a 
distinct  question  from  the  Capital  Levy.  A Capital 
Levy  should,  I think,  be  used  as  an  alternative  to 
other  taxes  hitting  the  same  people.  I do  not  want 
to  imply  by  that,  that  on  other  grounds  you  should 
not  alter  the  whole  distribution  of  taxation.  But  if 
you  alter  it,  then  you  should  alter  it  directly  and 
not  introduce  a change  of  distribution  by  a sui  t of 
back  door. 

6114.  Sir  Alan  Anderson  : It  is  difficult  enough  to 
make  up  your  mind,  without  confusing  the  issue  ? — 
Yes.  The  argument  for  the  levy  is  a technical  argu- 
ment. If  you,  in  your  technical  method,  introduce  a 
distribution  change,  that  is  introducing  a distribu- 
tion change  by  a back  door.  I do  not  want  to  commit 
myself  to  saying  that  you  should  make  a distribution 
change. 

6115.  Or  that  you  should  not? — Or  that  you  should 
not.  ( Paragraph  10  read.)  I ought  to  add  really 
that  that  is  an  extremely  difficult  affair.  You  might, 
for  instance,  introduce  a Capital  Levy  law  at  a time 
of  boom,  and  it  might  begin  to  operate  in  a time  of 
depression.  I do  not  quite  see  how  you  could  apply 
that  principle  practically ; because  you  cannot  as  a 
matter  of  fact  introduce  your  levy  and  make  it  work 
instantly ; there  must  be  an  interval. 

6116.  Sir  Arthur  Balfour:  Would  not  its  intro- 
duction tend  to  bad  trade,  and  if  you  introduced 
it  during  the  time  of  boom,  would  it  not  break  the 
boom  ? It  might,  but  supposing  you  had  a depres- 
sion which  cam©  afterwards,  it  would  be  very 
■awkward  to  begin  operating  it  m the  time  of 
depression. 

6117.  In  fact,  you  cannot  do  it  without  a depres- 
sion ; it  would  either  depress  a boom  or  it  would 
depress  the  prospect  of  boom,  or,  if  it  was  a time 
of  bad  trade,  it  would  make  it  worse? — Yes.  The 
difficulty  is  that  there  must  be  an  interval  between 
the  passing  of  the  law  and  making  it  work. 

6118.  If  it  would  cause  a depression,  it  would 
cause  unemployment? — If  you  could  make  it  only 
depress  the  boom,  that  would  be  all  right,  but  I 
am  afraid,  owing  to  the  length  of  time  that  would 
be  involved,  you  might  depress  both  the  boom  and 
the  future  depression. 

6119.  And  therefore  it  would  cause  unemployment? 

It  might  frighten  people,  you  mean — yes. 

6120.  Sir  Alan  Anderson : It  is  inherent  i’u  a 

levy  that  it  must  act  in  the  conditions  most  difficult 


MINUTES  OF  EVIDENCE. 


4 17 


3 Mar c-h,  192-5.] 


Professor  A.  C.  Pigou. 


[ Continued . 


Tor  it  to  act  in?— A part  of  it  must.  I think  either 
the  introduction  or  the  beginning  of  putting  it  into 
force  must;  1 do  not  see  how  you  could  avoid  that. 

(Paragraph  11  read.)  ■ 

mi.  Mr.  Bell:  Does  this  paragraph  mean  that 
vou  are  in  favour  of  taxing  past  savings— accumu- 
lated wealth,  that  is— more  heavily  in  order  to 
lighten  the  burden  on  those  who  are  now  engaged 
in  industry  ? — No,  I am  not  in  favour  of  a Capital 
Levy  at  all.  That  is  in  answer  to  a question  about 
unemployment.  My  suggestion  is  that  such  benefit 
as  there  was  would  be  generalised,  and  there  is  no 
reason  to  suppose  that  it  would  appear  specially  in 
the  form  of  a reduction  of  unemployment. 

6122.  Is  there  not  much  more  reason  to  suppose 
that  it  would  increase  unemployment?— No ; except 
from  the  point  of  view  of  the  immediate  dislocation, 

L do  not  think  it  would  affect  unemployment, 
because  unemployment  depends  more  on  dislocation. 

6123.  Mr.  Bowen  : But  we  have  had  unemployment 
in  many  periods  when  there  was  no  talk  of  a Capital 
Levy,  and  we  probably  shall  have  it  again  whether 
we  have  a levy  or  not;  so  that  the  material  effect 
of  the  levy  need  not  disturb  our  minds  on  that 
point? — My  point  is  that  such  benefit  as  there  would 
lie  from  a Capital  Levy  would  not  appear  in  less  un- 
employment, that  it  is  more  or  less  irrelevant  to 
unemployment  except  so  far  as  there  was  an 
immediate  dislocation  through  frightening  people. 

0124.  Or  the  other  way  round? — Or  the  other  way 
round,  but  at  the  present  moment  you  may  get 
more  unemployment  by  frightening  people.  My  point 
is  that  unemployment  is  not  a thing  that  is 
particularly  relevant  to  it.  (Paragraph  12  read.) 

6125.  Mrs.  Wootton:  Your  view  is  that,  in  order 
that  taxation  should  bo  relieved,  it  should  be  done 
on  the  principle  that  the  levy  is  not  to  be  repeated? 
— Yes.  ( Paragraph  13  read.)  That  is  the  same 
point  as  before,  of  course. 

6126.  Mr.  Bowen : You  say  that  the  improvement 
of  State  credit  by  « levy  would  not  come  to  much 
as  things  are.  Does  not  that  really  challenge  the 
general  impression  that  we  have  got,  that  . our 
meeting  our  debt  to  America  lias  substantially 
improved  the  credit  of  the  country? — Credit  is  used 
in  a different  sense.  That  is  an  external  debt.  1 
was  speaking  of  the  internal  debt  here. 

6127.  Does  not  the  same  principle  apply? — No,  I 
tio  not  think  so.  There  was  a sort  of  feeling  that, 
after  all,  we  were  not  paying  any  interest  on  our 
American  debt,  and  there  might  be  a feeling,  as 
fli  ere  is  in  regard  to  France,  that  we  did  not  really 
intend  to  repay  it  at  all,  whereas  there  was  never 
any  feeling  like  that  about  the  internal  debt. 

6128.  Sir  Arthur  Balfour:  You  include,  in  the 
words  “as  things  are,”  the  fact  that  we  are  paying 
our  American  debt? — Yes. 

6129.  That  is  part  of  the  situation? — Yes. 

6130.  It  is  the  beneficial  effect  of  that,  amongst 
other  things,  that  enables  you  to  say  this? — Yes. 

1 think  one  is  using  the  words  “ the  credit  of  the 
Government  ” in  a rather  different  sense  when  one 
is  thinking  of  external  debt.  What  I mean  really 
is  that  to  reduce  our  debt  from  £7,000,000,000  to 
£4,000,000,000  in  ordinary  times  would  not  probably 
have  a great  effect  on  the  amount  of  interest  that 
the  Government  had  to  pay  to  borrow. 

6131.  Our  credit  as  a country  is  good  to-day? 
Yes. 

6132.  Mr.  Bowen  : Do  you  agree  with  the  state- 
ment that  has  been  made  to  us,  that  we  can  get 
accustomed  to  any  amount  of  debt,  and  need  not 
worry  very  much  about  it? — Do  you  mean  external 
debt? 

6133.  Internal  debt? — That  means  that  we  can 
get  'accustomed  to  any  rate  of  taxation.  I suppose 
it  is  less  annoying  when  one  is  accustomed  to  it ; 
but  still,  I think  that  to  have  a high  rate  of  tax 
is  always  bad,  if  you  can  avoid  it. 


6134.  Professor  Hall:  You  do  not  think  the  sub- 
stantial reduction  of  the  debt  suggested  would  he 
of  much  assistance  in  assisting  schemes  of  conver- 
sion?— You  mean,  if  you  knocked  off  £3,000,000,000 
by  a special  levy,  whether  the  effect  of  that  would 
be  so  to  lower  the  rate  of  interest  that  you  could 
convert  the  rest  of  the  debt  on  better  terms  ? 

6135.  Yes;  you  said  you  did  not  think  it  would 
have  much  influence  on  the  rate  of  interest? — I do 
not  think  it  would  make  much  difference  in  that; 
it  might  make  some  difference. 

6136.  Not  an  appreciable  difference? — I should  not 
myself  think  that  it  would  make  a very  appreciable 
difference;  1 mean  apart  from  a war.  Because 
everybody  really  does  believe  that  the  Government 
will  pay  this  interest  in  full  on  War  Loans.  Of 
course,  if  there  was  any  doubt  about  that,  it  would 
be  very  different.  ( Pan-agraph  14  read.) 

6137.  Sir  Arthur  Balfour:  If  people  saw  a Capital 
Levy  coming,  is  it  not  possible  they  would  start  to 
sell  property  in  advance  and  try  to  turn  it  into 
pound  notes  and  hide  it? — Yes,  they  might  do  it. 

6138.  Would  there  ibe  a.  strong  tendency  to  do  that? 
Would  not  selling  come  very  early? — You  mean  they 
would  evade  and  take  it  abroad.  I should  hope  they 
would  not  do  that  very  much,  but  of  course  one 
cannot  be  certain. 

6139.  I should  hope  so,  too,  but  there  is  a strong 
probability,  it  seems  to  me.  People  would  begin  to 
try  to  save  themselves  from  confiscation,  would  they 
not? — You  mean  they  would  put  their  money  into 
pound  notes  and  hide  them.  They  might  he  got  at. 

6140.  What  happened  in  Switzerland?  Could  they 
be  got  at,  sup  post  n g they  put  it  into  pound  notes 
and  took  it  over  to  France  and  turned  it  into  francs 
and  then  proceeded  to  live  in  France?  A very 
similar  thing  happened  in  Switzerland  on  talk  of 
the  Capital  Levy.  Switzerland  was  depleted  of 
currency,  her  securities  went  abroad  and  she  was  in 
a very  embarrassed  position  and  has  not  got  over  it 
to  this  day? — I only  know  from  the  newspapers  about 
that.  Of  course  it  is  possible  that  people  might  hide 
away  their  capital,  but  I should  not  myself  be  very 
much  afraid  of  that. 

6141.  It  could  be  done  to  a large  extent,  hut  if 
could  not  he  done  everywhere,  of  course.  You  said 
just  now  that  if  you  put  the  taxes  too  high  you  got 
evasion?' — Yes. 

6142.  I put  it  to  you  : if  you  put  a confiscatory  tax 
on  people  which  was  considered  too  high,  is  there  any 
reason  to  suppose  you  would  get  less  evasion? — You 
would  get  a certain  amount,  and  you  would  get  much 
more  if  people  did  feel  that  it  was  confiscatory;  and 
that  is  one  of  my  points  about  general  assent. 

6143.  Professor  Hall:  Who  would  buy,  in  that 
case?— tSfir  Arthur  Balfour:  It  depends  how  soon  they 
started.  I do  not  want  to  argue  it.  Prof essor  Hall  : 
Y'ou  are  suggesting  that  they  would  be  willing  to 
sell  and  other  people  would  be  willing  to  buy. 
(Witness) : They  might  sell  abroad. 

6144.  Sir  Josiah  Stamp:  When  you  speak  of 
obstruction  by  the  banks,  what  degree  of  passive 
resistance,  shall  we  say,  would  be  necessary  really 
to  break  down  the  levy? — What  I was  thinking 
was  this.  There  will  he  an  intermediate  period 
in  which  people  will  want  to  sell  securities 
before  anybody  gets  money  to  buy  them.  If  the 
hanks  refuse  all  loans  to  people  who  propose  to  buy  in 
between,  or  if  they  refuse  loans  to  enable  people  to 
hold  them  during  the  interval,  that  might  cause  a 
panic.  I do  not  suppose  the  banks  would,  because, 
to  begin  with,  if  there  was  a big  fall,  it  would  he  very 
profitable  to  the  banks  to  buy  themselves. 

614o.  Sir  Alan  Anderson  : What  you  are  really  re- 
ferring to  is  the  question  of  general  assent?  It  is 
like  refusing  to  lick  stamps  for  the  Insurance  Act; 
if  there  was  that  sort  of  attitude  towards  it,  it  would 
make  it  much  more  likely  for  the  thing  to  go  wrong. 

6146.  Your  view  was  that  the  banks  might  so  act, 
if  instead  of  assent  you  lmd  a general  disapproval? 
Yes.  I mean  the  position  would  be  such  that  if 
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the  thing  was  to  work  properly,  the  banks  would 
really  hare  to  help  it. 

0147.  Sir  Arthur  Balfour:  You  mean  that  it 

banks  were  quite  convinced  that  this  was  a wrong 
policy  for  this  country  and  was  going  to  pull  the 
country  down,  their  opposition  could  bring  it  down? 
— Yes. 

6148.  And  they  might  be  applying  it  quite  legiti- 
mately, because  they  believed  that  the  Capital  Levy 
ought  to  be  stopped? — Yes. 

6149.  Sir  Alan  Anderson : Or  because  they  be- 

lieved it  was  going  to  bring  about  collapse.  Sir 
Arthur  Balfour : They  might  be  applying  it  quite 
legitimately  to  prevent  a Capital  Levy  being  intro- 
duced. lou  are  speaking  of  the  period  after  it  is 
introduced,  but  I was  speaking  of  approaching  its 
introduction?— (Witness) : Yes. 

6150.  Sir  Josiah  Stamp:  It  would  require  their 
utmost  goodwill  and  conviction  to  help  it?— Yes' 
what  I mean  is  that  bankers’  opposition  would  be 
much  more  important  than  anybody  else’s  opposition. 
{Paragraph  15  read.) 

Qlol.  Mr.  Bell : I do  not  understand  how  one  thing 
beais  on  the  other.  Let  me  get  back  to  my  original 
question  about  the  man  with  £30,000  War  Loan  who 
has  £10,000  taken  away  which  is  destroyed.  That 
has  nothing  to  do  with  the  gold  standard,  lias  it?— 
What  I mean  is  this.  Supposing  . your  man  has 
£10,000  War  Loan  on  which  he  is  borrowing  from  his 
banker.  He  has  got  that.  He  may  have  some  War 
Loan  which  he  is  not  using  as  collateral;  that  will 
not  affect  the  deflation  at  all.  Secondly,  when  this 
£10,000  is  taken  away,  he  may  have  other  securities 
that  he  can  deposit  as  collateral  instead,  so  that  the 
removal  of  used  collateral  will  not  be  as  big  as  the 
destruction  of  War  Loan;  because  not  all  the  War 
Loan  is  used  as  collateral,  and  even  where  there  is 
Mar  Loan  used  as  collateral,  the  person  so  using  it 
may7 . have  other  second  line  securities  that  he  could 
put  in  place  of  it. 

6152.  He  may  have;  but  I am  going  back  to  the 
case  where  he  has  not?— Where  he  has  mot,  of 
course  he  will  not  do  it,  but  taking  the  country  as 
a w hole,  some  borrowers  will.  So  that  supposing 
£3,000,000,000  of  this  scrip  is  destroyed,  you  will  not 
really  reduce  your  available  collateral  in  use  by  as 
much  as  £3,000,000,000. 

6153.  No,  not  by  as  much,  but  the  point  is,  if  a 
man  had,  say,  a £10,000  loan,  and  he  had  only  £5,000 
collateral  to  lodge  against  it,  which  is  quite  common, 

what  happens  when  that  is  taken  from  him? That 

particular  man,  of  course,  would  lose  his  collateral, 
and  he  might  not  he  able  to  borrow  any  more.  I 
quite  agree  with  that.  My  point  is  that  the  tiling  is 
exaggerated.  Some  people  have  written  to  say  that 
bank  loans  would  be  cut  down  to  the  full  extent  of 
this  £3,000,000,000.  My  first  point  is  that  you  would 


do  less  than  that.  My  second  point  is  that  under 
a gold  standard,  if  there  was  deflation  of  this  sort 
it  would  mean  a fall  of  prices  and  that  would  lead 
to  an  influx  of  gold  and  would  lead  to  the  fall  of 
discounts  and  so  the  tendency  to  deflation  would 
be  at  least  in  part  corrected. 

6154.  Mrs.  Wootton:  Do  you  think  the  exaggera- 
tion of  the  deflationary  effect  is  due  to  an  exag- 
gerated idea  of  the  amount  of  War  Loan  scrip  used 
as  collateral  behind  which  there  is  no  second  lino 
security? — It  is  partly  that,  but  I think  some  of  the 
people  who  use  this  argument  are  confused  in  using 
“ capital  ” in  two  senses. 

6155.  Sir  Josiah  Stamp:  There  are  some  who  do 
not;  for  instance,  Mr.  W.  W.  Paine  was  cross- 
examined  at  some  length  as  to  that.  Ho  was  then 
asked  to  read  a certain  line  of  argument  that  I pub- 
lished following  the  line  that  you  are  putting  now 
and  after  reading  it  he  has  written  a letter  in  which 
he  says  he  still  thinks  the  problem  is  much  larger 
than  that.  He  says  that  hankers  are  lending  simply 
on  their  personal  knowledge  of  people.  Every  banker 
will  know  that  every  man’s  surplus  or  every  man’s 
reserves  are  reduced,  and  in  that  sense  Jus  personal 
credit  ought  to  be  also  reduced.  You  cannot  measure 
the  extent  of  the  deflationary  effect  solely  by  the 
actual  lodgment  at  the  bank.  Credit  is  very  im- 
portant. Now,  that  is  evidence  from  a banker  who 
considered  my  argument  very  carefully.  He  is  still 
of  opinion  that  the  deflationary  effect  would  be  much 
larger  than  you  think  it  would  be? — Something  inter- 
mediate between  that  and  the  £3,000,000,000? 

6156.  Yes,  but  he  read  the  examination  of  the 
situation  that  I published,  which  took  lather  the 
line  that  you  have  taken  up,  that  you  must  measure 
the  amount  of  payments  that  would  be  made  out  ol 
sources  of  actual  collateral,  and  from  that  lie  made 
a deduction  to  consider  the  amount  of  relative 
deflation,  and  he  says  : No,  the  effect  is  much  wider 
than  that.  It  goes  into  the  whole  question  of 
bankers’  personal  estimates? — Of  course  I have  no 
practical  knowledge  of  that,  but  I suppose,  oven 
adopting  that  argument,  one  would  still  conclude  that 
the  deflation  would  be  much  less  than  the  whole 
£3,000,000,000. 

6157.  Yes,  I think  lie  would  admit  that? — But  how 
far  bankers  lend  without  collateral,  of  course  I do 
not  know. 

6158.  Mrs.  Wootton:  You  have  not  lormed  any 
idea  of  the  figure  of  dislocation  likely  to  arise  from  a 
levy  of  £3,000,000,000?— No. 

6159.  Chairman:  Then  we  come  to  paragraph  16? 

Paragraphs  16  and  17  are  really  saying  that  I 

have  nothing  to  say  on  these  two  questions.  They  are 
technical  things  that  really  are  a matter  for  the 
Revenue  people. 

Chairman  : We  are  very  much  obliged  to  you  for 
your  evidence. 


{The  Witness  withdrew.) 
{Adjourned  for  a short  time.) 


Mr.  F.  W.  Pe, thick-, Lawbbnob,  M.P.,  called  and  examined 

Evidence-in-chief  handed  in  by  Mr.  Pethick-Laweence  (in  reply  to  the  Committee’s  questions  regarding 

a Capital  Levy  printed  on  page  683). 2 * * *  6 


Answer  to  Question  1 (cm  to  the  case  for  a large  and 
early  repayment  of  debt,  and  method  suggested). 

!•  When  in  times  of  peace  individuals  do  not 
consume  their  whole  income  they  either  invest  the 
balance  abroad  or  put  it  into  industry  at  borne  as 
capital.  This  capital  increases  the  annual  output  of 
the  nation,  and  so  in  either  case  the  interest  or  profits 
accruing  to  these  individuals  .are  paid  out  of  the  in- 
creased income  of  the  nation  as  a whole. 


3.  This  result  unless  negatived  by  (1)  repudiation, 
(2)  inflation  or  (3)  a special  tax  on  those  holding 
accumulated  wealth,  will  be  bad  for  trade  and  will 
also  create  a legitimate  sense  of  grievance  in  the 
minds  of  working  people.  These  facts  go  a long  way 
to  account  for  the  serious  conditions  through  which 
this  country  lias  been  passing  and  from  which  it  has 
not  yet  emerged.  Rejecting  as  I do  repudiation  ami 
inflation  as  false  remediies  I am  driven  to  the  third 
alternative. 


2.  When  in  times  of  war  individuals  spend  lei 

on  themselves  and  lend  to  the  State  part  of  th 

balance,  these  loans  do  not  add  to  the  permaner 

capital  -of  the  nation  and  do  not  increase  its  annu; 

output.  Accordingly  the  interest  paid  to  them  sul 
sequently  on  these  loans  is  withdrawn  from  the  ur 
augmented  income  of  the  country  as  a whole,  reduc 
lftg  the  reward  of  industry. 


4.  This  does  net  mean  that  I rule  out  altogether 
reduction  of  expenditure,  but  it  must  be  reduction 
of  unnecessary  and  not  of  reproductive  expenditure, 
and  the  division  of  items  into  these  two  classes  will 
be  a highly  controversial  matter.  I do  not  see  any 
prospect  of  much  further  economies  in  our  national 
expenditure ; nor  can  any  considerable  'saving  be 
effected  by  conversion. 
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5.  As  to  an  increase  in  existing  taxation  there  are 
only  three  forms  which  even  partially  fulfil  the  con- 
dition I have  laid  clown  above  of  falling  on  the 
holders  of  accumulated  wealth.  Of  these  (1)  the 
Death  Duties  are  somewhat  arbitrary  in  their  inci- 
dence and  are  liable  to  be  evaded  if  put  up  unduly 
high,  (2)  Income  Tax  and  (3)  Super-tax  are  applied 
not  only  to  incomes  derived  from  accumulated  wealth 
but  also  to  those  obtained  by  exertion;  they  take 
account  of  only  one  side  of  a man’s  capacity  to  pay. 
The  remaining  taxes  fall  on  the  bulk  of  tiie  people 
and  their  increase  would  aggravate  the  evils  from 
which  we  are  suffering  to-day.  I favour  therefore 
what  'is  called  a Capital  Levy.  (Capital  is  here  used 
in  the  sense  of  accumulated  wealth.) 

6.  I hold  that  the  future  level  of  prices  depends 
almost  entirely  on  the  currency  policy  adopted  in  this 
country  and  elsewhere.  When  I know  what  it  is  pro- 
posed to  do  with  regard  to  that  I might  be  willing 
to  hazard  a prophecy  as  to  what  will  happen  to  prices, 
but  until  that  is  decided  it  would  be  a baseless  con- 
jecture. 

7.  If  prices  fall  the  greater  will  be  the  effective 
burden  of  the  debt  upon  industry  and  the  greater 
the  need  for  relieving  that  burden  by  a tax  on  wealth. 

Answer  to  Question  2 (as  to  form  of  levy). 

8.  (Section  1). — I accept  the  proposal  outlined  in 
(a)  (6)  and  (c)  as  the  basis  of  discussion.  But  as  to 
(dj)  I am  of  opinion  that  to-day  the  yield  would  be 
greater  than  3 milliards,  perhaps  as  much  as  3)  or 
even  4 milliards.  As  to  ( e ) it  is  not  possible  in 
any  country  to  lay  down  a fixed  sum  at  which  the 
budget  should  balance,  but  the  levy  should  be  used 
exclusively  for  debt  redemption  and  there  should  be  a 
considerable  reduction  in  taxation. 


9.  (Section  2)  (as  to  reduction  of  Sinking  Fund 
after  levy). — I would  suspend  the  Sinking  Fund 
during  the  period  of  two  or  three  years  while  the 
bulk  of  the  levy  was  being  paid.  At  the  end  of  that 
time  the  whole  situation  ought  to  be  reviewed  with 
a view  to  determining  the  figure  at  which  it  should 
be  placed.  For  the  purpose  of  comparison,  however, 
between  our  present  position  and  that  brought  about 
by  the  levy  it  is  evident  that  the  Sinking  Fund  should 
bo  assumed  to  be  at  the  same  percentage  of  the  out- 
standing debt  in  both  cases. 


10.  (Section  3)  (as  to  changes  in  taxation  after 
levy). — Reductions  in  the  Income  Tax  and  in  the  food 
taxes. 

Answer  t0  Question  3 (as  to  equity  &c.  of  levy  as 
compared  with  income  taxation). 

11.  I consider  that  taxation  should  he  in  the  main 
ie  based  on  ability  to  pay.  The  Income  Tax  alone, 
falling  as  it  does  on  earned  and  investment  incomes 
does  not  fully  meet  the  situation,  because  it  takes  no 
account  of  a man’s  total  wealth.  Equally  of  oourse 
a levy  on  capital  alone  would  fail  to  be  equitable 
because  it  takes  no  account  of  income.  By  combining 
both  a better  result  will  be  obtained. 


Answer  to  Question  4 (as  to  ivliether  the  lapse  of 
time  since  the  War  bears  on  the  acceptability  of 
of  a levy  and  as  to  guarantee  against  repetition). 

. ?-es'  Ihe  best  time  would  have  been  immedi- 

a e y following  the  War  before  luxurious  expenditure 
on  en  restarted.  First,  this  would  have  been  clearly 
ecogmsed  as  a War  Levy — a sacrifice  called  for  from 
to  uers  of  wealth  'as  a counter-part  to  the  demands 
nade  upon  life  during  the  War—  and  secondly  it  would 
ave  prevented  both  the  artificial  boom  and  the 
J"™4  slumP  which  took  place  in  1919,  1920  and 
fan/,  I ■ P'lesen4i  evils  spring  largely  from  the 
lqiQ116  m?  lniPose  a Capital  Levy  in  the  budget  of 
,v  ' . e evi1  doue  cannot  be  undone;  but  that 
bn  vo  wl*y  evils  which  continue  should  not 

°o  lemedied. 

0ll3' f8  *°  a guarantee  against  repetition,  the  present 
oa.n  J1  ,aifolutely  bilKl  the  future,  but  individuals 
d “emsolvas  and  should  do  so,  making  it  dear 


that  the  proposal  is  a corollary  to  the  improper  financ- 
ing of  the  War  and  would  not  be  repeated  by  them 
except  in  the  unlikely  event  of  another  catastrophe. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry). 

14.  In  answering  questions  5 to  12  it  is  necessary 
to  distinguish  the  primary  or  genuine  effect  of  the 
levy  from  the  psychological  effects  of  the  panic  brought 
about  by  misrepresentation  of  the  proposal.  In  my 
answers  I shall  confine  myself  to  the  former,  and  as 
to  the  latter  will  content  myself  with  saying  that  it 
is  obviously  in  the  power  of  any  considerable  section 
of  the  population  to  sabotage  measures  of  reform,  to 
the  detriment  of  the  country  as  a whole  and  of  them* 
selves  in  particular ; and  further  by  the  threat  of 
such  sabotage  they  may  be  able  to  intimidate  peace- 
ful citizens  into  disapproval  of  these  reforms.  If 
this  were  to  be  done  in  the  present  case  other  forms 
of  taxation  of  wealth  would  have  to  adopted  which 
could  not  be  sabotaged  in  this  way. 

15.  These  matters  apart  I would  say  that  the 
primary  effect  on  trade  and  industry  of  the  levy 
would  lie  to  put  them  in  a more  healthy  condition 
than  they  have  been  since  1914. 

16.  There  is  a great  deal  to  be  said  on  both  sides 
as  to  the  best  time  for  having  a levy. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that 
under  high  annual  taxation). 

17.  I would  compare  the  two  operations  to  having 
a tooth  out  or  suffering  from  continued  toothache. 

Answer  to  Question  7 (as  to  effects  on  employment). 

18.  In  so  far  as  it  changed  the  distribution  of 
wealth  it  would  make  a slight  change  iu  the 
character  of  employment  and  steady  it.  Otherwise  it 
would  not  make  a great  deal  of  difference. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

19.  It  would  tend  to  reduce  inequality. 

Answer  to  Question  9 (as  to  effect  on  future  savings). 

20.  The  levy  will  tell  both  ways  and  it  is  not  easy 
to  strike  a balance.  But  in  any  case  I doubt  whether 
the  amount  of  saving  is  affected  nearly  as  much  by 
these  considerations  as  is  sometimes  supposed.  It  is 
largely  a matter  of  temperament  and  circumstances. 
In  several  cases,  as  with  minors,  the  saving  goes  on 
automatically. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

21.  Highly  advantageous. 

Answer  to  Question  11  (as  to  effects  on  sale  of 
securities). 

22.  No.  A great  part  of  the  levy  would  of  course 
be  paid  in  Government  stock  or  other  trustee  seenri- 
ties.  In  some  cases  there  might  be  exchange  of  stocks 
without  sale.  Where  sale  actually  occurred  it  must 
be  Remembered  that  corresponding  to  everyone 
anxious  to  sell  there  would  be  someone  anxious  to 
buy,  because  no  one,  not  even  the  State,  is  out  to 
obtain  or  retain  money  as  such.  There  might,  how- 
ever, be  small  changes  in  price  as  between  different 
securities;  these  changes  would  be  in  favour  of  .State 
loans  and  other  trustee  investments. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

23.  Very  little  or  none.  If  there  proved  to  be 
any  it  could  he  prevented  by  other  means. 

Answer  to  Question  13  (us  to  reduction  in  yield  of 
taxes  following  a levy). 

t 24.  This  is  of  course  a point  of  great  importance. 

I should  place  it  at  about  £100  millions  a year. 
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Answer  to  Question  14. 

25.  (Section  a)  (as  to  methods  of  valuation).—  On 
the  basis  of  the  Death  Duties. 

26.  (Section  b)  (as  to  finality  of  valuations).— Yes 
in  the  main,  but  if  part  payment  of  the  levy  were 
deferred  certain  allowances  might  be  made  on  this 
account. 

I should  be  guided  by  the  Inland  Revenue  Authori- 
ties, who  have  already  stated  that  a practicable 
scheme  could  be  worked  out. 

27.  (Section  c)  (as  to  extent  of  payment  in  cash, 
secwities  and  other  forms).  (1)  I should  not  expect 
a large  part  to  be  paid  in  cash. 

(2)  It  is  not  easy  to  forecast  the  proportions  in 
which  the  levy  would  be  paid. 

28.  (Section  d)  (as  to  payment  by  private  busi- 
nesses).— In  all  such  cases  where  the  person  on  whom 
the  levy  wias  imposed  had  not  ample  other  resources 
to  meet  the  payment,  I would  suggest  an  option 
being  given  to  him  to  pay  by  instalments  over  a con- 
siderable number  of  years.  Properly  adjusted  as  to 
details,  I think  little  difficulty  would  arise. 

According  to  the  Inland  Revenue  Authorities 
(given  in  their  evidence  (p.  290)  in  the  Report  of 
the  Select  Committee  on  War  Wealth)  the  wealth 
held  in  private  firms  was  in  1919  less  than  9 per  cent., 


and  that  of  private  companies  about  6 per  cent,  of 
the  total  wealth  of  the  country.  In  a sample  of  310 
private  firms  the  Inland  Revenue  ascertained  that 
G’2'6  per  cent,  had  no  overdraft  at  their  bankers,  aild 
further  that  of  the  total  wealth  of  the  proprietors 
less  than  40  per  cent.  was. invested  in  their  business. 
From  an  examination  of  the  Estate  Duty  records 
they  conclude  that  this  figure  should  be  reduced  to 
20  per  cent.  As  to  private  companies  the  Inland 
Revenue  say  that  only  19  per  cent,  of  individuals 
whose  estates  exceed  £15,000  were  so  engaged,  and 
of  these  only  as  to  23  per  cent,  of  their  total  resources. 

29.  (Section  e)  (as  to  extent  of  payment  by  instal- 
ments).— Not  generally  but  in  various  special  cases. 

Probably  it  would  be  best  to  allow  for  a final  adjust- 
ment. 

30,  (Section  /)  (as  to  cases  where  resources  are 
locked  up  in  private  businesses). — I would  propose 
various  optional  forms  of  payment  in  such  cases, 
the  rate  of  interest  being  adjusted  to  take  account 
of  the  risk  the  State  ran. 

I do  not  think  it  should  take  exactly  this  form. 

31;  (Section  g)  (as  to  order  of  debt  repayment, 
&c.). — In  view  of  the  large  portions  of  the  debt  with 
short  terms  to  run  this  presents  no  difficulty.  1 
should  not  favour  compulsory  powers  especially  as 
they  are  quite  unnecessary. 


(5160.  Chairman:  Will  you  please  read  the  para- 
graphs of  your  paper;  questions  may  be  put  upon 
each  one  as  we  go  along? — Yes.  (Paragraph  1 read.) 

6161.  Do  you  want  to  amplify  that  at  all?  No,  1 
think  that  explains  itself. 

6162.  Sir  Arthur  Balfour:  As  regards  capital 

invested  abroad,  of  course  the  income  comes  from 
abroad? — Yes. 

6163.  It  only  becomes  national  income  when  it  is 
brought  here  by  the  individual  ? — Yes,  quite  so. 

6164.  It  is  not  income  from  production  in  this 
country?— No;  that  is  why  I said  in  either  case.” 
(Paragraph  2 read.) 

6165.  Sir  Charles  Addis:  When  you  say  “ reducing 
the  reward  of  industry,”  have  you  in  mind  upon 
what  classes  the  burden  particularly  falls — the 
interest  receiver  or  the  worker? — That  will  depend 
upon  the  equlibrium  established  inside  the  industry 
on  the  one  hand,  and  on  the  other  upon  the 
equilibrium  of  taxation.  I was  rather  looking  at  the 
whole.  Here  is  the  whole  income  of  the  nation,  and, 
in  times  of  peace,  savings  go  into  increasing  that 
income;  in  times  of  war  they  do  not  go  into 
increasing  that  income.  Therefore,  as  some  people 
have  more  there  must  be  less  for  the  others. 

6166.  You  are  regarding  the  post-war  period.  It  is 
the  interest  subsequently  paid  which,  in  your  mind, 
reduces  the  reward  of  industry? — Yes. 

6167.  Is  it  not  in  the  nature  of  a transfer  from 
one  section  of  the  community  to  the  other? — Yes,  but 
it  is  a transfer  from  industry  to  the  owners  of 
accumulated  wealth. 

6168.  Sir  Josiali  Stamp  : Is  that  necessarily  so  to 
the  whole  extent?  Suppose  that  you  could  represent 
the  reward  to  capital  previously  at  x as  a part  of 
the  total  of  x plus  y,  is  it  not  possible  that  a large 
part  of  the  interest  on  the  loans  may  be  a reduction 
of  x ; that  is  to  say,  that  x still  has  to  suffice  for  the 
larger  amount  of  real  capital?  That  is,  you  do  not 
so  much  reduce  the  reward  for  actual  energy  in  busi- 
ness as  you  do  the  reward  for  capital? — That  would 
be  an  independent  event  happening  separately.  That 
might  tend  to  neutralise  it;  but  the  tendency  of  this 
thing  in  itself  is  in  the  direction  which  I have 
suggested. 

6169.  Sir  Charles  Addis  : That  is  not  quite  clear 
to  me.  You  say  that  in  the  subsequent  period  the 
interest  is  paid  upon  War  Loan;  that,  in  your  view, 
is  the  method  of  reducing  the  reward  of  industry 
specially,  as  I understand  you  ? — Yes. 

6170.  How  do  you  differentiate  that  from  reducing 
the  reward  of  capital  ? — What  I visualise  is  this. 


The  whole  national  income  partly  is  the  reward  of 
capital  and  partly  is  the  reward  of  industry.  If  you 
add  to  the  nominal  capital  without  increasing  the 
income,  owing  to  the  fact  that  capital  goes  into 
destructive  forms  in  a time  of  war,  and,  if  in  conse- 
quence of  investments  having  increased  there  is  a 
larger  amount  of  interest  being  paid  annually  to 
capital,  surely  that  must  reduce  the  amount  of 
income  which  falls  to  industry. 

6171.  Sir  Josiali  Stamp:  Do  you  follow  that,  Sir 
Charles?  Sir  Charles  Addis:  No,  I do  not  follow 
it;  it  is  not  clear  to  me.  Sir  Josiah  Stamp: 
Supposing  a very  large  part  of  the  new  interest  is 
paid  out  of  heavy  taxation  upon  the  interest  and 
the  old  interest  itself,  that  is  to  say,  the  people  who 
have  got  a lot  of  invested  capital  are  very  heavily 
taxed  in  order  to  pay  themselves  back  that  taxation 
in  the  form  of  interest,  why  should  not  industry  be 
going  on  as  before,  and  the  reward  for  it? — 
(Witness):  Surely  that  is  not  the  question.  hat 
you  say  is  quite  true;  you  can  neutralise  this  result 
by  imposing  a very  heavy  tax.  That  is  what  1 say 
in  answer  to  question  No.  3.  Apart  from  taxation, 
what  I say  is  surely  correct;  you  can  neutralise  it 
in  several  ways  which  I have  suggested  in  the  lollow- 
ing  paragraphs. 

6172.  'Can  you  separate  the  interest  from  taxation; 
is  there  any  way  of  paying  it  except  by  a fund  pro- 
vided by  taxation  ? — No,  you  cannot  altogether 
separate  it,  but  the  first  result  is  to  withdraw  addi- 
tional income  from  the  general  income  of  the  country 
and  hand  it  over  to  those  who  have  accumulated 
wealth,  to  that  extent  you  will  be  withdrawing  it 
from  industry.  (Paragraph  3 read.) 

6173.  Mr.  Hichens : Why  do  you  use  the  words 
“ legitimate  grievance  ”?  Do  you  think  that  it  is  a 
legitimate  grievance  of  the  working  man  that  this 
country  is  paying  its  debts? — I think  the  grievance 
fundamentally  is  that  a far  too  large  part  of  the 
cost  of  the  War  was  borne  out  of  loans,  some  of 
which  were  not  genuine  loans,  and  too  little  out  or 
taxation  of  wealth  at  the  time. 

6174.  It  may  be  a debatable  point  as  to  how  far  it 
was  advisable  to  take  more  out  of  revenue  at  that 
particular  time.  But  in  point  of  fact  there  was  the 
Excess  Profits  Duty,  which  was  a tax  that  has  never 
been  applied  before,  with  the  object  of  trying  t° 
secure  as  far  as  possible  that  extravagant  pron  s 
were  not  made  out  of  the  War;  to  some  extent  tnr 
was  successful,  was  it  not? — Yes.  Of  course  that  is 
a very  debatable  point,  how  far  under  monopohs  w 
conditions  the  Excess  Profits  Duty  was  really  a tax 
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upon  profits,  or  liow  far  it  altered  prices.  I could 
agree  with,  you  to  a certain  extent,  at  any  rate. 
But  even  if  you  take  all  that  into  account, 
undoubtedly  the  larger  part  of  the  cost  of  the  War 
was  borne  out  of  loans  rather  than  out  of  taxation. 

6175.  The  excess  that  you  could  have  raised  out  of 
revenue  without  injuring  production  at  the  time  and 
without  dislocating  financial  arrangements  generally 
is  a debatable  point,  is  it  not?  It  was  not  raised 
very  much  at  the  time,  was  it;  it  was  not  suggested 
very  strongly  that  the  Income  Tax  ought  to  have 
been  trebled,  for  instance,  or  doubled,  or  that  there 
should  have  Been  other  taxes  on  the  working  classes 
in  those  days  on  the  ground  that  they  were  earning 
very  high  wages  and  should  pay  a higher  share?  On 
the  whole,  the  general  public  acquiesced  without 
great  objection  to  the  principle  that  a proportion 
should  be  financed  out  of  revenue  and  the  balance 
out  of  borrowed  moneys? — It  may  be  that  the  general 
public  acquiesced,  because  the  general  public  are  not 
really  capable  of  expressing  a very  definite  opinion 
on  these  financial  questions;  hut  I think  most  of  the 


economists  were  very  strong  in  opposing  the  pay- 
ment of  so  large  a proportion  by  loans.  I do  not 
want  to  get  too  far  afield,  'but  personally  I contend 
that,  in  the  proper  way  of  looking  at  it,  the  propor- 
tion borne  by  the  revenue  was  very'  much  smaller 
than  is  usually  reckoned,  and  when  you  say  that  it 
was  not  possible  without  altering  production,  I 
should  dissent  from  that.  Because  after  all,  except 
so  far  as  it  comes  from  a foreign  country,  the  cost 
of  war,  whether  borne  by  loans  or  by  taxes,  really 
all  falls  upon  current  production. 

6176.  The  fact  remains,  does  it  not,  that  the 
financial  proposals  were  never  really  criticised  at  the 
time,  that  there  was  no  very  strong  body  of  opinion 
which  made  itself  felt,  in  Parliament  or  elsewhere, 
advocating  higher  taxation?  Taxation  measures,  as 
far  as  I know,  were  agreed  to  more  or  ’less 
unanimously  in  Parliament  by  all  sides  of  the  House; 
that  being  so,  one  might  have  supposed  that  this  was 
an  arrangement  which,  as  far  as  under  representative 
government  anything  can  reflect  the  will  of  the 
people,  reflected  it.  Therefore  it  was  a burden  which 
was  legitimately  imposed  and  should  be,  if  not  cheer- 
fully carried,  at  any  rate  recognised  as  an  obliga- 
tion, and  certainly  not  as  a legitimate  grievance? — 
A good  many  things  could  be  said  in  answer  to  that. 
Inst  of  all,  the  House  of  Commons  is,  .both  con- 
stitutionally and  politically,  a very  difficult  place  in 
which  to  advocate  increased  taxation.  When  you  say 
that  there  was  no  considered  body  of  opinion,  I do 
“°;  tillnk  1 should  agree  with  you.  There  was  a very 
<u  ge  demand  for  what  was  then  called  conscription 
of  wealth,  which  was  a rather  hazy  idea  in  people’s 
minds.  There  were  really  two  distinct  ideas.  One 
was  conscripting  incomes  to  correspond  to  the  con- 
scription of  life  during  the  War,  and  the  other  was 
the  idea  of  a Capital  Levy  in  a sort  of  embryo,  which 
ultimately  took  final  concrete  shape  when  the  War 
was  over.  I think  that  view  was  held  by  a very  con- 
siderable number  of  people  out  of  those  who  under- 
stood what  was  happening.  It  was  broadly  that, 
®!!a,8  “ the  money  were  raised  at  the  time  it 
would  fall  upon  wealth  at  the  time,  but  if  it  were 
borrowed,  it  would  fall  upon  a so-called  “ broader  ” 
basis  which  means  that  part  of  it  would  he  borne 
oy  tne  working  people. 

?Ut’  as  yo"  say  yourself , the  proposal  of  a 
capital  Levy  was  m embryo  at  the  time.  We  were 
oo  busy  with  the  War  to  be  able  to  develop  that  Idea 
ultim7I7T7  1116  id6a  °f  conscription  of  wealth 

Profits  D7  0lr+a  pra;ctioal  shape  in  the  Excess 
have  been  7 • tbat  a better  shape  could 

in  the  mi^  but  °n  th€  Spur  of  the  moment, 
u i an  intense  conflagration,  it  was 

I do  Lt  f tlMt  C°UkI  be  doi,e-  That  being  so, 

ot  see  where  the  legitimacy  of  the 

ST  STS  ™ are  having  to  foo 

seeing  thaft°hy  7®®  f°°tinS  a biI1>  of  ™urse,  but 

Purpose  L \ v 1 1 bTen  ,lnculT6d  for  a very  definite 

Sv’tlm  Z * 1 teke  you  d°  dissent, 

ameh.  the.  carrying  on  of  the  War  to  a successful 


conclusion,  we  must  look  cheerful  and  pay,  must  we 
not,  without  thinking  we  have  a legitimate  grievance 
on  that  account?  1 could  understand  a legitimate 
grievance  if  one  section  of  the  community  was  being 
taxed  more  than  another  to  pay  for  this,  but  for  it 
to  be  regarded  as  a legitimate  grievance  that  it 
should  be  paid  for  at  all,  does  not  seem  to  me  to 
follow?  The  grievance  that  I am  trying  to  repre- 
sent is  the  feeling  among  working  people  that  a 
burden  that  should  have  been  a burden  borne  by 
wealth  has  been  put  on  to  their  shoulders  by  means 
of  postponing  the  payment  to  a later  date.  Can 
I put  it  in  this  way?  In  order  to  prosecute  the  War 
to  a successful  conclusion  certain  things  were  neces- 
saiy ; there  was  the  service  of  a very  dangerous  kind 
imposed  upon  the  young  life;  there  was  a demand 
for  wealth  from  those  who  had  means.  Now,  of 
course,  the  first  could  not  be  vicariously  paid.  It  had 
to  be  paid  as  it  was.  The  feeling  which  has  created 
a sense  of  grievance  is  that  in  the  case  of  wealth 
instead  of  being  found  at  the  time  and  permanently 
by  the  holders  of  wealth,  it  has,  by  means  of  what 
to  the  uninitiated  appears  the  legerdemain  of 
finance,  been  successfully  imposed  to  a considerable 
extent  upon  the  backs  of  the  working  people. 

6178.  Supposing  that  the  War  had  been  paid  for 
at  the  time  by  some  conscription  of  wealth,  should 
we  have  been  any  better  off  to-day?— Yes,  I should 
think  we  should,  for  many  reasons.  If  I may  say 
so,  I think  where  I should  not  quite  agree  with  your 
analysis  would  be  that  you  assume  that  the  total 
cost  of  the  War  would  have  been  approximately  what 
it  has  turned  out  to  be ; but  I do  not  at  all ; I think 
bad  an  entirely  different  method  of  financing  the 
War  been  adopted  from  the  beginning,  prices  would 
not  have  risen  in  the  same  way  and  the  cost  of  the 
War  would  have  been  very  much  lower.  It  was  very 
largely  owing  to  the  methods  of  financing  the  War 
that  prices  rose,  and  had  you  adopted  a different 
method  I think  the  cost  of  the  War  in  terms  of 
money  might  have  been  half  what  it  was,  for  various 
reasons. 

6179.  I suppose  that  nearly  90  per  cent,  of  the 
money  that  was  spent  in  this  country  was  spent  on 
wages,  was  it  not,  in  the  last  analysis — between  80 
and  90  per  cent.  ? I should  not  like  to  agree  to  that 
or  dissent  from  it  for  the  moment,  but  let  us  suppose 
that  to  be  so  for  the  sake  of  argument. 

6180.  Supposing  that  were  so,  then  the  effect  would 
have  been  to  have  reduced  wages  during  the  War, 
would  it  not  ? That  would  have  been  the  main  effect’ 
Mrs.  Wootton : And  prices.  Mr.  Sickens : And 
prices  through  that,  of  course,  would  have  been  re- 
duced in  so  far,  and  in  so  far  only,  as  we  are  self- 
contained.  It  would  have  had  no'  effect  whatever 
that  I can  see  in  reducing  the  prices  that  were  paid 
for  imports  from  abroad? — (Witness) : It  might  not 
have  affected  that.  You  must  bear  in  mind  the 
point  that  something  like  £300,000,000  sterling  was 
made  in  the  shipping  world  (or  at  least  it  is 
generally  assumed  so)  before  control  was  established, 
and  that  makes  quite  a;  large  hole  in  itself  in  the 
margin  of  10  or  20  per  cent,  that  you  have  left  over 
of  the  costs  of  the  War.  I think  you  have  put  it 
far  too  high  for  wages,  but  even  if  you  have  not,  i 
think  that  it  does  make  a.  great  deal  of  difference 
how  the  War  was  paid  for  as  to  the  result  on 
the  future. 

6181.  I think  I see  your  point  of  view.  The 
legitimacy  of  the  grievance  consists,  in  your  view, 
ill  the  fact  that  a higher  contribution  was  not  de- 
manded out  of  revenue  at  the  time,  and  to  that 
extent,  and  to  that  extent  only,  the  grievance  is 
legitimate.  Is  that  right?  You  would  not  regard 
it  as  a legitimate  grievance  that  the  public  is  called 
upon  to  pay  all  this  interest  on  money  which  is  dead 
money,  merely  on  that  ground;  that  is  to  say,  yon 
recognise  that  the  War  was  one  which  was  necessarily 
costly,  that  it  was  worth  anything  to  us  to  win  it, 
and  therefore  we  have  to  pay  the  hill  somehow:  the 
only  question  is  whether  we  should  have  paid  a little 
more  at  the  time  or  not?— It  would  not  be  in  place 
for  me  to  discuss  the  exact  merits  of  the  War  or  the 
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date  at  which  it  might  have  been  brought  to  a con- 
clusion. I should  not  like  to  go  into  that;  that  would 
be.  taking  us  rather  away  from  the  issue.  But  stating 
it  from  your  point  of  view,  at  any  rate,  I think  that 
the  greater  part  if  not  the  whole,  of  the  costs  of  the 
War — I will  nob  say  the  whole,  but  the  greater  part 
of  the.  costs  of  the  War — could  have  been  borne  at 
the  time.  As  a matter  of  fact,  they  are  borne  at 
the  time  with  the  exception  of  what  is  obtained  from 
abroad;  they  must  be  obtained  at  the  time.  There 
is  no  way  of  throwing  the  cost  really  on  to  posterity ; 
that  is  only  a book-keeping  transaction  between  the 
different  elements  in  the  community. 

G182.  Sir  Arthur  Balfour  : Whatever  theoretically 
might  have  been  the  thing  to  do,  would  it  have  been 
feasible  and  politically  possible  to  have  taxed  the 
people  in  a crisis  like  that  to  the  extent  that  you 
indicate? — Yes,  I think  it  would.  If  people  are  so 
determined  to  have  a war  and  to  fight  at  all  costs, 
and  are  willing  to  make  the  sacrifices  in  life  which 
they  make,  I do  not  think  it  is  out  of  proportion 
to  ask  them  to  make  an  absolutely  phenomenal 
sacrifice  in  wealth. 

6183.  They  were  all  making  phenomenal  sacrifices 
in  any  case  at  that  moment.  Was  that  the  moment 
to  come  along  with  6uch  taxation  that  the  War 
practically  could  not  have  been  carried  on,  for 
political  reasons?  I can  quite  understand,  if  your 
theory  is  tha-t  there  should  be  no  war,  that  that  is 
one  way  of  trying  to  stop  it;  but  whether  it  is  a 
practical  way  to  finance  a war  is  another  matter? — 
A'ou  prevent  people  spending  their  money  in  all  kinds 
of  ways  that  they  have  been  spending  their  money; 
you  do  that  in  any  case;  you  did  it  during  the  War. 
You  reduced  people  to  a comparatively  simple 
method  of  life;  in  consequence  of  that,  they  had  very 
large  sums  of  money  over  out  of  their  income. 
During  the  War  you  took  part  of  that  in  taxes,  but  a 
very  large  part  was  left  over. 

6184.  A very  large  part  went  in  increased  costs 

too,  did  it  not? — The  question  we  have  to  ask  our- 
selves is  this:  Where  did  the  money  come  from 

that  went  into  the  loans  ? It  must  have  come  from 
somewhere.  Fart  of  it  was  pure  inflation;  and  the 
other  part,  which  was  not  inflation,  but  genuine 
money,  and  therefore  represented  genuine  income, 
Was  paid  out  of  savings.  Now  there  was  no  fiscal 
impossibility  in  that  part  of  the  income  which  was 
put  into  the  loans,  being  put  into  taxation. 

6185.  Do  you  think  there  was  no  political  obstacle? 

What  sort  of  Income  Tax  would  you  have  said  was 
necessary  to  carry  out  your  proposals? — I think  it 
would  have  been  approached,  possibly',  somewhat  the 
other  way.  It  would  have  been  approached  in  this 
way : that  the  sacrifice  of  life  on  the  one  hand 

carried  with  it  a certain  sacrifice  of  income  on  the 
other. 

6186.  It  was  not  only  sacrifice  of  one  kind. 
Everybody  in  the  country'  went,  both  workers  and 
people  with  accumulated  wealth  went  to  the  War? 

I am  not  suggesting  that  it  was  a.  class  matter, 
but  it  was  an  age  matter,  surely ; there  was  a 
distinction  between  the  young  and  the  old  in 
that  way. 

6187.  It  was  a fairly  high  limit?— The  argument 
that  was  used  during  the  War  was  that  the  War 
was  so  essential  that  everybody  had  to  give  of  what 
they  had.  Those  that  were  young  had  to  give  of 
their  service,  and  I think,  under  those  circumstances, 
it  would  not  have  been  out  of  place  to  ask  those 
who  had  wealth  to  contribute  that. 

6188.  What  sort  of  Income  Tax  would  have  been 
any  use  at  all  for  the  purpose — how  many  shillings 
in  the  £? — I do  not  think  I could  answer  that 
straight  .aw'ay.  If  you  have  followed  the  answers 
I made  to  Mr.  Hichens,  my  point  is  this  : that 
had  we  begun  earlier  taxing  in  the  War,  I think 
that  the  costs  would  not  have  risen  to  anything 
like  the  extent  that  they  did.  If  you  want  par- 
ticulars, I remember  quite  well  when  the  first 
Income  Tax  was  doubled,  and  in  the  first  year  a 
very  slight  addition  was  made  to  revenue,  I think 
that  addition  might  have  been  larger,  but  where 


the  special  failure  came  in  was  in  the  following 
year.  The  War  began  in  1914.  In  September  there 
was  an  addition  put  on  to  the  revenue,  but  if  1 
remember  correctly,  there  was  practically  no  addition 
in  the  following  April,  and  I think  that  was  a 
very  great  blunder. 

6189.  We  taxed  ourselves  both  more  quickly  and 
heavily  than  any  other  nation,  did  we  not? — Yes. 

I think  that  this  country  in  many  respects  always 
leads  the  way  in  financial  methods. 

6190.  Surely  it  does  come  back  to  the  point  of 
political  possibility,  which  is  a debatable  point, 
which  nobody,  perhaps,  can  answer  to-day.  But  it 
seems  to  me  that  the  Income  Tax  which  it  would 
have  been  necessary  to  impose  at  the  time  would 
have  created  such  a situation  that  we  could  not 
have  carried  on  the  War? — First  of  all,  what  really 
took  place?  Roughly  speaking,  the  War  consumed 
half  the  income  of  the  country,  and  it  consumed 
it  equally  whether  it  was  taken  in  the  form  of 
taxation  or  whether  it  was  taken  in  loans  or  through 
inflation;  there  is  no  essential  difference.  The 
economic  facts  were  the  same,  that  people  were 
deprived  of  half  the  incomes  that  they  could  have 
spent  upon  themselves,  in  order  to  convert  that  half 
into  the  service  which  the  State  required.  Therefore 
the  only  difference  was  that  you  were  able  to  make 
people  think  they  were  doing  a .great  deal  better, 
because  you  left  them  with  a considerable  part  of 
their  income  inflated  against  that,  through  loans  ami 
all  the  rest  of  it,  and  it  did  not  really  make  a 
great  deal  of  fiscal  difference;  it  made  a psychological 
difference.  You  are  suggesting  that  people  in  their 
patriotic  zeal  would  not  have  been  prepared  to  make 
the  sacrifice  that  would  have  been  necessary  to  carry 
the  War  through. 

6191.  I suggest  that  you  could  stretch  that  too 
far.  Would  you  express  it  that  we  did  not  stretch 
it  as  far  as  possible  ? — Yes. 

6192.  Mr.  Bowen:  Would  you  put  it  in  this  way: 
If  we  had  taxed  ourselves  in  the  early  stage  and 
not  after  the  War,  you  do  not  contemplate  that 
there  would  have  been  any  lack  of  interest  in  winning 
the  War,  but  rather  you  would  say  that  the  result 
of  taxation  would  have  been  a disciplinary  one,  and 
there  would  not  have  been  so  much  wastage  ? — Yes, 
that  is  very  much  what  I should  say. 

6193.  Mr.  Lees-Smith:  The  question  is  whether 
people  would  have  been  more  grudging  of  money 
than  they  were  of  their  lives? — Yes. 

6194.  Sir  Josiah  Stamp:  There  is  no  question 
about  the  economic  facts.  As  you  say,  the  cost  of 
the  War  had  to  come  out  of  the  balance  of  pro- 
duction at  the  time.  But  you  do  now  put  a great 
deal  of  stress  upon  the  psychological  factor  of  people 
being  deceived.  Do  you  think  you  could  have 
destroyed  that  psychological  factor  if  you  had  taxed 
to  the  extent  of  10s.  in  the  £ all  round? — I think 
at  the  beginning  there  w as  a very  wide  patriotic 
feeling  of  the  very  best  kind,  and  people  were 
prepared  to  make  all  kinds  of  real  genuine  sacrifices, 
and  I think  those  who  were  at  the  head  of  affairs 
then  could  have  utilised  that  and  kept  costs  down. 
But  owing  to  a number  of  causes,  after  a time 
people  made  very  large  profits,  and  then,  when 
some  people  found  other  people  making  large  profits, 
they  did  not  see  why  they  should  not  make  them, 
and  the  thing  piled  up.  All  the  economy  idea  at 
the  beginning  of  the  War,  in  about  the  second  ant 
third  and  fourth  years  of  the  War,  was  thrown  to 
the  winds.  It  returned  in  the  later  stages,  because 
costs  were  mounting  so  enormously  that  great  effoits 
were  made  to  economise;  but  in  the  second  anc 
third  year  I think  there  ivas  a considerable  waste 
and  a considerable  running  riot.  In  particular, 
there  was  the  enormous  shipping  profit  that  was 
made,  which  was  just  one  example  of  many. 

6195.  Is  that  strictly  accurate,  do  you  think. 
Was  there  any  inflation  to  speak  of  in  prices  un  1 
the  rates  of  tax  were  rather  high?  Let  us  take  ie 
history  of  the  thing?  You  start  off. with  the  Govern- 
ment saying  the  time  is  not  ripe  for 
measures.  In  November,  1918,  Mr.  Lloyd  8 
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doubled  the  rate  of  Income  Tax — it  was  not  doubling 
tiie  rate,  that  is  merely  a figure  of  speech,  because 
for  the  year  it  was  only  one-third. — Quite. 

0190.  That  is  why  you  say  he  did  not  increase  the 
rate  in  the  following  April.  As  a matter  of  fact  he 
did,  because  he  doubled  it  for  the  n-ext  financial  year; 
it  went  from  Is.  3d.  to  Is.  8d.  and  then  to  2s.  6d. 
it  was  in  the  autumn  of  that  year  that  some  opinion 
was  vocal  that  taxation  ought  to  be  heavier,  and 
then  it  was  that  the  Excess  Profits  Duty  was  first 
brought  on;  but  it  was  from  the  end  of  that  year 
when  the  taxation  became  heavy  -that  inflation  also 
became  heavy.  Is  not  that  sop — I should  not  quite 
agree  witli  your  representation  of  the  facts  in  that 
April.  It  is  quite  true  that  the  effect  was  that  in 
the  year  1914-15  there  was  only  one-third  up,  but 
that  was  partly  beoause  a great  part  of  the  year  had 
already  gone  by  and  part  of  the  money  had  been 
paid.  The  actual  fact  was  that  the  nominal  rate 
at  any  rate  was  not  increased  in  that  April.  There 
was  no  reason  why  it  should  not  have  been  that  1 
oan  see  at  all.  As  to  the  question  of  when  inflation 
oame  and  the  prices  went  up,  I did  not  of  course 
expect  to  go  into  a great  deal  of  discussion  on  the 
War,  and  I do  not  carry  all  these  figures  in  my 
head,  but  I should  say  that  the  main  reason  was  that 
in  the  earlier  stages  of  the  War  the  cost  was  com- 
paratively small,  but  of  course  it  was  cumulative; 
in  so  far  as  it  was  not  paid  out  of  revenue  but  out 
of  loan,  the  effect  upon  prices  was  cumu- 
lative. As  you  know,  it  takes  a long  time  before  it 
oan  begin  to  show  itself  on  any  extensive  scale. 


6197.  I suggest  to  you  that  if  you  take  the  history 
and  read  it  though  carefully,  there  is  no  point  in 
the  War  at  which  you  could  say  that  there  was 
a very  definite  case  for  doing  something  quite 
different  from  what  we  did,  except  in  April,  1915, 
when  the  rate  of  Income  Tax  might  have  been  put 
higher.  It  culminated  in  the  Government,  in  August 
of  that  year,  saying  that  there  should  be  an  Excess 
Profits  Duty  and  later,  about  January,  1917,  the 
Excess  Profits  Dutj'  was  raised  to  80  per  cent.  Now 
at  that  period  the  rate  of  tax  was  such  that  in  many 
oases  it  amounted  to  nearly  90  per  cent.  You  had 
80  per  cent.of  Excess  Profits  Duty,  t/hat  was  a large 
sum  in  excess  of  pre-war  standard,  and  of  the 
balance  you  had  rates  of  tax  running  up  to  10s.  in 
the  £,  bringing  it  up  to  S8£  per  cent,  or  90  per  cent. 
Now  at  what  point  would  you  have  put  such  an  in- 
crease in  the  rate  of  tax  as  would  have  got  the 
revenue  that  you  wanted,  bearing  in  mind  at  the 
same  time  your  own  view  a,s  to  the  necessity  for 
some  kind  of  psychological  self-deception? — I think 
that  the  taxes  were  not  put  up  sufficiently  even  in 
October,  1914;  and  further  than  that,  I think  that 
they  could  have  been  put  up  higher  in  April,  1915. 
I think  if  that  had  been  done,  and  the  whole  tremen- 
dous feeling  of  patriotism  had  been  invoked, 
undoubtedly  a very  much  larger  contribution  from 
wealth  might  have  been  obtained.  Further  than 
that,  I think  at  the  time  when  conscription  in  the 
oidinary  sense  was  imposed,  a completely  different 
method  of  dealing  with  private  income  might  have 
been  adopted,  which  may,  broadly  speaking,  be 
called  conscription  of  incomes.  Instead  of  thinking 
how  much  proportion  of  a man’s  income  should  have 
been  taken,  I think  it  might  have  started  at  the 
other  end,  and  you  might  have  claimed  the  whole  of 
a man’s  income,  subject  to  certain  exemptions.  I do 
not  think  that  would  have  been  unreasonable  when 
you  were  claiming  the  whole  of  a man’s  sacrifice  of 
his  being. 


6198.  In  fact,  there  Was  a variety  of  opinions,  bu 
there  was  a strong  movement  for  putting  on  ai 
Excess  Profits  Duty  of  100  pea-  cent.,  and  it  wa 
only  defeated  by  a very  narrow  margin  ; but  every 
>ody  inside  the  machine  knew  it  would  have  beei 
disastrous  at  that  stage.  Surely  that  is  sufficien 
indication  that  you  could  not  put  it  on  then.  If  voi 
a ere  really  going  to  have  a drastic  increase  such  a, 
jou  speak  of,  you  would  .have  to  have  taken  a ver; 
laige  sum  from  the  workers  of  the  country,  who  wen 


enjoying  quite  a considerable  real  income  at  that 
date? — Yes.  Every  section  of  the  population  of  those 
who  stayed  at  home  got  a great  deal  of  money  from 
the  War,  and  it  would  have  been  very  difficult  to  take 
it  away,  but  I do  not  think  it  would  have  been  difficult 
if  you  had  started  at  the  very  beginning  to  say,  men 
are  out  at  the  front  and  are  making  immense  sacrifices 
and  are  running  great  dangers,  and  those  who  stay 
at  home  have  got  to  live  simply  and  have  got  to  give 
up  all  luxury  of  whatever  class;  and  I think  if  that 
had  been  imposed  upon  one  class  it  would  have  been 
accepted  by  the  other  class.  I think  it  is  quite  true 
that  the  working  people  had  a great  deal  of  money 
and  spent  it,  hut  I think  that  they  would  have  quite 
willingly  dlone  without  if  it  had  been  imposed  equally 
upon  everybody. 

6199.  Sir  Alan  Anderson : I think  we  are 

examining  the  witness  at  great  length  on  the  one 
word  “ legitimate,”  which  is  really  not  essential  to 
the  lvhole  argument,  and  I think  we  have  got  his 
idea  quite  clearly,  that,  looking  back,  we  could  have 
been  wiser  than  we  were  at  the  time.  I dare  say  that 
is  possible,  but,  even  so,  I do  not  think  that  this 
paragraph  3 is  quite  clear.  Would  not  this  he  true  : 
You  say  that  the  immense  spending  of  money  during 
war  is  bad  for  trade  unless  something  is  done.  It  is 
inevitably  bad  for  trade — not  merely  unless  certain 
things  are  done  ? — I do  not  think  I quite  follow  you. 

6200.  You  say  “ this  result,”  which  means  that 
the  income  was  withdrawn  from  trade  and  was  put 
into  non-remunerative  purposes — “ will  be  had  for 
trade”  unless  certain  things  are  done? — Yes. 

6201.  It  is  bad  for  trade  anyway.  If  there  had 
not  been  a war  and  we  had  not  had  to  spend  thousands 
of  millions  in  fighting  Germans,  we  should  have  been 
better  off;  so  the  fact  that  we  have  squandered  that 
money  is  inevitably  bad  for  trade  ? — Yes. 

6202.  Then  you  say  it  cannot  be  met  at  all  by 
repudiation  or  by  inflation,  because  you  discard  those 
two,  but  you  think  the  burden  on  trade  can  be 
removed  by  this  special  tax.  That  is  what  you  say? 
— Yes,  I think  it  can  be  improved  at  any  rate.  I 
think  it  could  have  been  removed  probably  if  it  had 
been  done  at  once. 

6203.  But  surely,  even  if  you  did  have  that  special 
tax,  you  would  still  have  squandered  these  millions? 
— Of  course,  that  opens  up  another  very  large  issue, 
which  is,  to  compare  what  you  might  call  the  balance 
sheet  of  the  country  as  a whole  after  the  War  with 
what  it  was  before  the  War. 

6204.  Is  not  that  what  you  are  doing?  It  is  what 
you  have  done  in  paragraphs  1 and  2.  is  it  not? — 
That  rather  relates  to  the  distribution  of  the  income. 
I have  always  maintained  that  at  the  close  of  the 
War  the  actual  capital  of  the  country  in  concrete 
things  was  very  little  less  than  it  was  at  the 
beginning  of  the  War. 

6205.  Perhaps,  but  very  much  less  than  it  would 
have  been  if  we  had  been  working  during  the  years 
ol  the  War  and  spending  the  money  on  remunerative 
purposes  ? — Certainly. 

6206.  So  that  all  this  loss  that  you  point  out  in 
paragraph  2 has  occurred  and  it  is  bound  to  be  there. 
Whatever  you  do  in  taxing  people,  it  will  still  be 
there,  will  it  not? — Yes,  but  it  will  affect  the  situa- 
tion very  much  liow  that  loss  is  distributed.  If  it 
falls  upon  accumulated  wealth  it  will,  in  my  sub- 
mission, be  less  injurious  than  if  it  falls  otherwise. 

6207.  That  is  not  quite  what  you  say.  You  imply, 
I think,  in  paragraph  3,  that  it  will  not  be  bad  at  all. 
1011  say  it  will  be  bad  for  trade  unless  negatived  hy 
a special  tax.  You  imply  that  it  can  be  negatived, 
absolutely  made  nothing? — It  rather  depends  upon 
exactly  what  you  say.  Supposing  we  took  it  for 
granted  that  the  position  of  the  country  at  the  end 
of  the  War  was  not  economically  different  from  what 
it  was  before,  then  in  a sense  it  would  be  true  that 
the  result  would  not  be  bad.  It  is  quite  true  that 
if  something  still  better  had  been  done,  namely,  that 
people  had  had  all  this  money  and  they  had  put  it 
into  industry,  it  would  have  been  better  still;  but  it 
is  rather  a matter  of  words,  if  it  conies  to  that. 
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6208.  Mrs.  Wootton : Surely  Mr.  Pethick-Lawrence 
jays  this  result  will  be  bad  for  trade,  and,  if  you 
read  the  previous  paragraph,  the  result  which  he  is 
referring  to  is  the  transfer  of  interest  from  the  tax- 
payers to  the  debt  holders.  It  is  with  regard  to  that 
method  by  which  the  War  was  financed,  rather 
than  the  result  of  squandering  the  money  one  way  or 
another  during  the  War.  When  he  says  it  is  the 
result  of  that,  does  he  refer  to  the  fact  of  expenditure 
for  war  purposes?  ( Sir  Alan  Anderson) : I thought 
it  referred  to  the  whole  of  paragraph  2? — (Witness)  : 
I think  it  does  refer  to  the  fact  that  owing  to  the 
particular  method  of  financing  the  War,  such  income 
of  the  nation  as  there  is  falls  in  larger  proportion  to 
accumulated  wealth  than  it  otherwise  would;  and 
that,  I imagine,  is  bad  for  trade. 

6209.  Sir  Charles  Addis : In  fact  you  think  the 
present  distribution  of  taxation  is  inequitable.  That 
is  the  basis  of  the  grievance — that  the  reward  of 
industry  is  too  much  diminished  ? — Yes. 

6210.  It  is  your  position  that  the  burden  should 
fall  upon  accumulated  wealth  and  not  upon  industry 
generally.  Are  your  grounds  for  that  moral  grounds, 
or  are  they  economic? — Primarily  they  are  moral 
grounds ; but  I think  that  it  has  ramifications  in  the 
eoonomic  field.  Because  if  those  who  are  conducting 
industry,  in  whatever  capacity,  feel  that  they  are 
being  exploited  by  the  owners  of  accumulated  wealth, 
that  will  bring  about  a sense  of  disquiet  and  unrest 
and  will  not  give  a good  result  in  a purely  economic 
field. 

6211.  Mr.  Bell:  How  are  you  separating  them — • 
the  holders  of  wealth  and  those  engaged  in  industrial 
work?  They  are  surely  one  and  the  same,  are  they 
not? — I should  have  thought  there  was  a consider- 
able distinction,  and  even  assuming  that  they 
represented  to  some  extent  the  same  individual,  I 
think  there  would  still  be  a difference.  If  a man, 
owing  to  his  industry,  receives' a certain  amount  of 
money,  and  owing  to  his  position  of  wealth  receives 
it,  I think  there  is  quite  a distinction,  because  it 
has  a different  effect  upon  his  mind  and  upon  his 
actions. 

6212.  Mr.  Lees-Smith : Is  your  point  that  the 
burden  on  industry  depresses  what  I may  call  the 
active  factors  in  production,  and  the  burden  on 
accumulated  wealth,  the  passive  factors  in  produc- 
tion?— Yes,  to  some  extent. 

'6213.  Mr.  Bell : What,  in  regard  to  this  matter, 
is  the  position  of  an  industrial  company  that  holds 
a million  of  War  Loan? — It  certainly  will  make  a 
difference  whether  it  receives  its  income  as  the  result 
of  accumulated  wealth,  because  it  gets  it  then  without 
exertion,  whereas  if  its  income  depends  upon  its 
industrial  activity,  that  will  obviously  operate  upon 
it  and  produce  a different  outlook,  surely. 

6214.  If  one  and  the  same  person  carried  on 
business  activity  and  was  also  a holder  of  War  Loan, 
what  is  the  position  then? — I think  it  is  a perfectly 
correct  analysis.  If  a person  has  an  income  of  £1,000 
a year  for  which  he  exercises  no  exertion,  and  if 
he  is  earning  a further  £1,000  a year  and  you  tax 
him  on  his  exertions  to  a very  large  part,  he  will 
be  inclined  not  to  trouble,  and  industry  will  tend 
to  reduce.  But  if  the  proportion  was  the  other  way 
and  everything  that  he  had  got  by  his  exertion  came 
home  to  him  and  the  tax  fell  upon  the  accumulated 
wealth,  he  would  be  much  more  likely  to  exert 
himself.  Mr.  Hichens  : But  not  to  accumulate. 

6215.  Mr.  Bell : Take  the  case  of  a joint  stock 
company.  Is  not  the  directorate  of  that  company 
doing  its  best  for  its  business  because  it  is  holding 
War  Loan? — I do  not  think  that  I suggest  that  the 
holding  of  War  Loan  is  going  to  be  bad  for  industry. 
What  I suggest  is  that  if  the  fact  is  that  there  is 
a large  amount  of  the  wealth  of  the  country  going 
in  interest  on  accumulated  wealth,  and  if  that  does 
result  in  reducing  the  reward  of  industry,  that  will 
tend  to  have  a bad  effect  upon  industry. 

6216.  I am  putting  that  precise  case.  I will  give 
you  a specific  case  of  a company  which  is  working 
as  hard  as  it  can  for  profit,  and  has  a million  of 
W'&r  Doan.  Doea  the  fact  that  it  holds  that  War 


Loan  have  a deadening  effect  upon  its  other 
activities  ? — It  is  not  the  fact  that  it  holds  the  War 
Loan,  but  if,  in  consequence  of  holding  that  War 
Loan,  it  means  that  a very  large  part  of  the  reward 
of  industry  is  taken  awlay  from  other  people  in 
taxation,  it  will  make  industry  less  profitable,  and  it 
will  reduce  the  margin  of  industry  and  therefore  will 
tend  to  curtail  industry. 

6217.  That  is  what  I am  trying  to  get  at.  Will 
you  take  this  particular  company  which  I am  taking 
as  an  example.  What  will  the  result  be — that  it  has 
a debilitating  effect  on  its  business?  Let  us  take 
a company  which  is  producing  for  abroad? — If  the 
effect  of  the  charges  upon  industry  and  the  high 
cost  of  living  upon  its  workers  is  to  mean  that  pro- 
duction can  only  be  done  at  a higher  cost,  that  will 
obviously  interfere  with  its  foreign  sales,  because  it 
will  have  a difficulty  in  securing  orders  and  in 
keeping  its  price  down  to  the  world  price. 

621S.  You  agree  that  high  taxation  here  is  against 
our  exports? — High  taxation  of  a certain  kind.  It 
depends  very  much  on  the  kind  of  taxation. 

6219.  This  kind  of  taxation? — By  “this  kind,” 
do  you  mean  wfhat  we  have  at  the  present  time? 

6220.  Taxation  to  meet  debt  charges? — I think, 
taking  our  taxes  together,  they  injure  our  industrial 
position.  Mr.  Hichens  made  a remark  just  now; 
might  I answer  that,  too? 

0221.  Mr.  Sickens:  Yes,  do? — You  said  that  yon 
did  not  necessarily  agree  with  me,  but  you  were 
suggesting  that  even  assuming  I was  right  as  to  its 
affecting  the  exertion,  it  would  affect  a man’s  in- 
tention of  saving.  Of  course,  that  would  depend 
entirely  upon  the  form  in  which  you  put  the  tax 
on  accumulated  wealth.  If  it  was  a tax  on  accumu- 
lated wealth  in  the  past,  it  would  not  affect  future 
saving.  • 

6222.  Sir  Artlnm • Balfour  : Referring  to  the  propo- 
sition put  by  Mr.  Bell,  I would  like  you  to  explain 
what  you  meant  about  the  million  pounds  which 
the  company  had  in  War  Loan.  When  you  said 
that  was  accumulated  wealth,  did  you  mean  that 
was  accumulated  wealth  by  war  profits  or  did  you 
mean  it  might  be  their  ordinary  capital?  What  do 
you  mean  by  accumulated  wealth  in  the  proposition 
put  to  you  by  Mr.  Bell? — I was  distinguishing  that 
part  of  the  income  of  the  company  which  was 
derived  from  investment  from  that  part  of  the  in- 
come of  the  company  which  was  derived  from  current 
exertion. 

6223.  By  accumulated  wealth,  you  did  not  mean 
wealth  which  had  recently  been  accumulated.  It 
might  he  their  ordinary  capital  which  was  not  in  use? 
—Yes. 

6224.  Mr.  Hichens  : As  to  these  serious  conditions, 
that  you  refer  to  in  the  industrial  world  would  you 
say  that  they  had  been  brought  about  more  by  tlie 
considerations  that  we  have  been  discussing,  than  by 
the  general  disturbance  in  Europe  and  the  world  at 
large?  That  has  dislocated  our  trade  more  than  any- 
thing else,  perhaps,  has  it  not? — That  is  the  fountain 
source  of  the  whole  thing,  but  I think  that  the  expen- 
ence  of  various  countries  shows  that  the  method  they 
adopted  of  meeting  the  situation  has  distinctly  influ- 
enced the  effect  that  it  Las  had  upon  their  trade. 

6225.  What  I was  trying  to  get  at  was  this.  Has 
our  financial  policy  been  as  responsible  for  the 
depressed  state  of  industry  as  the  general  poverty  of 
the  world  -due  to  the  War?  That  is  really  what  it 
comes  to? — They  have  both  played  a part,  I do  not 
know  that  I should  like  to  express  an  opinion  as  to 
the  percentage.  ( Paragraph  4 read.)  I do  not  sup- 
pose here,  ljut  elsewhere  I think  there  is  an  exaggeia- 
ted  idea  of  the  amount  that  can  be  done  by 
conversions  to  write  down  the  burden  of  the  War  deb  . 
I do  not  myself  hold  the  view  that  any  very  large 
alteration  in  the  actual  burden  can  be  now  effected  m 
that  way.  ( Paragraph  5 read.) 

6226.  Sir  Charles  Addis  : Will  you  explain  in  what 
sense  you  regard  the  incidence  of  the  Death  Du  ies 
as  being  arbitrary?  Are  you  looking  upon  them  a- 
falling  ivholly  upon  the  successor  to  the  estates 
What  I meant  by  their  being  arbitrary  was  that  9 
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depended  how  many  deaths  there  were  in  a certain 
number  of  years;  and  that  is  to  a certain  extent  an 
arbitrary  thing. 

6227.  Sir  Josiali  Stamp  : In  what  sense  do  you  say 
that  the  Income  Tax  and  Super-tax  apply  not  only 
to  accumulated  wealth  but  also  to  exertion  and  yet 
they  take  account  of  only  one  side  of  a man’s  capacity 
to  pay? — The  two  factors  which,  in  my  judgment, 
should  indicate  a mail’s  capacity  to  pay,  are  both  his 
capital  and  his  income,  and  these  taxes  are  based 
only  upon  the  one  measure. 

6928.  Sir  Alan  Anderson : If  he  invests  his  money 
in  something  that  does  not  produce  an  income,  he 
escapes  Income  Tax? — Yes,  and  generally  the  man’s 
capacity  of  bearing  the  burden  is  not  solely  measured 
by  his  income. 

6229.  Mr.  Bowen  : You  say  here  that  Death  Duties 
are  liable  to  be  evaded  if  put  unduly  high.  Could  you 
amplify  that? — I was  thinking  mainly  here  of  gifts 
inter  vivos.  The  higher  the  duty  is  put  up,  the  more 
likely  it  is  that  people  will  attempt  that  method  of 
evasion.  It  is  not  wholly  an  illegitimate  thing  for 
an  elderly  and  wealthy  person,  seeing  people  who  are 
glad  to  have  money  now  rather  than  later,  to  hand  it 
over  to  them,  and  if  it  escapes  Death  Duty  it  has 
that  effect.  I do  not  know  that  you  can  altogether 
say  that  it  is  a criminal  evasion. 

6230.  That  may  be  done,  whether  the  Death  Duty 
is  high  or  not,  may  it  not? — Certainly. 

6231.  And  is  really  being  done? — Yes. 

6232.  Mr.  Bell : Is  that  what  would  be  done  under 
a levy? — I do  not  think  it  would  be  effective  under 
a levy. 

6233.  If  I saw  it  coming  and  divided  my  little  stock 
among  people  so  that  each  of  them  would  have  only 
£5,000  and  therefore  they  would  be  free  from  the  levy, 
I would  have  successfully  evaded  any  levy  upon 
myself? — If  there  was  any  likelihood  of  that — and 
there  probably  would  be — the  levy  would  probably 
carry  some  retrospective  effect,  like  the  three  years’ 
rule  in  regard  to  Death  Duties. 

6234.  I would  go  further.  The  same  methods  would 
be  open  to  me  in  the  one  case  as  you  suggest  might 
quite  fairly  and  legitimately  be  open  in  the  case  of 
Death  Duties? — Except  for  this,  that  we  are  presum- 
ably discussing  the  possibility  of  putting  on  a Capital 
Levy  -within  three  years.  We  are  noit  contemplating 
now  -a  proposal  to  put  it  on  in  ten  years’  time,  whereas 
of  course  the  essence  of  the  Death  Duties  is  that  they 
go  on  for  a very  long  period,  and  a person  may  evade 
them  by  handing  over  money  six  or  seven  years  before 
his  or  her  death. 

6235.  Mr.  Lees-Smith : Did  not  exactly  this  pro- 
blem arise  in. the  discussion  on  the  War  Wealth  Levy, 
whether  evasion  would  be  possible  in  the  same  way, 
and  was  not  that  avoided  by  laying  down  that  they 
would  take  a certain  particular  year  and  not  take 
any  account  of  any  transfer  subsequent  to  that  year? 
— Yes,  that  was  so,  but  of  course  that  was  a little 
different,  because  that  would  have  needed  two  valu- 
ations, both  in  past  time.  The  presumption  is  that 
the  Capital  Levy  would  be  taken  on  a current  date, 
but  it  might  perfectly  well  lay  down  a period,  which 
might  be  a year  or  which  might  be  longer,  in  which, 
gifts  inter  vivos  would  not  have  the  result  of  evading 
the  levy. 

6236.  Sir  Arthur  Balfour:  Yort  could  not  prevent 
people,  if  they  really  saw  a Capital  Levy  was  immi- 
nent, selling  their  shares  abroad  and  disposing  of 
their  property  abroad? — That  of  course  is  quite  a 
different  question. 

6237.  It  is  a question  which  bears  on  the  feasi- 
bility of  a Capital  Levy? — Certainly;  I was  not  going 
to  evade  it.  I think  that  would  not  result  in  evading 
the  levy,  because  in  so  far  as  a person  sells  things 
abroad,  provided  that  person  still  remains  domiciled 
here,  he  still  is  credited  with  the  value  of  the  pro- 
perty; he  must  have  got  something  in  return  for  his 
sales  and  he  is  just  as  liable  to  the  levy  under  the 
new  holding  as  under  the  old.  The  only  thing  would 
be  if  he  invested  it  in  bearer  bonds  or  in  something 
which  he  could  in  some  way  hide;  but  even  then,  the 
knowledge  of  his  estate  would  be  very  considerable 


owing  to  his  previous  record  of  Super-tax  and  things 
of  that  sort,  and  he  might  get  himself  into  serious 
trouble. 

6938.  If  qDeople  invested  money  abroad  and  went 
abroad  with  it,  which  is  possible  in  some  cases,  they 
could  evade  it? — If,  before  the  imposition  of  the 
Capital  Levy,  they  sold  their  holdings  and  went 
abroad,  they  might  perhaps  be  able  to  evade  it,  but 
they  would  then  be  subject  to  the  financial  arrange- 
ments of  that  other  country,  which  might  not  even 
be  an  advantage  to  them  if  they  did  so.  Sir  J osiah 
Stamp  : There  might  be  an  extradition  clause  for 
the  other  country. 

6239.  Sir  Arthur  Balfour : That  would  apply  to 
people  who  did  go  with  their  money,  and  people  who 
kept  their  money  at  home  would  be  liable  to  the  levy  ? 
— Yes.  I do  not  think  there  would  be  very  much  loss 
from  that.  I think  people  prefer  living  here  so  much 
that  they  would  not  be  very  likely  to  run  away. 

6240.  Sir  Alan  Anderson : There  was  a great  upset 
in  Switzerland,  was  there  not?  Did  they  not  lose  a 
lot  of  capital? — The  Swiss  proposal  was  very  largely 
different.  The  Swiss  proposal  differed  in  this,  1 
think,  that  foreigners  were  liable  to  taxation,  for  one 
thing,  and  the  main  difference  was  that  the  results  of 
the  levy  were  to  be  expended  upon  current  ex- 
penditure instead  of  being  used  for  the  reduction  of 
debt.  So  that  the  proposal  was  widely  different  from 
this. 

6241.  Do  you  think  that  would  make  any  difference 
to  the  person  who  had  to  pay? — Yes,  because  it  was 
a financially  unsound  proposal. 

6242.  Mr.  Bell:  We  have  had  the  same  proposal 
here.  Sir  Alan  Anderson : That  was  the  Trades 
Union  Congress  General  Council’s  proposal,  was  it 
not? — (Witness)  ; What  exactly  do  you  suggest? 

6243.  Mr.  Bell : That  it  does  not  by  any  means 
follow  that  this  would  necessarily  result  in  a reduction 
of  taxation.  It  might  mean  additional  expenditure 
upon  social  services? — If  I may  say  so,  that  is  not 
quite  the  same  thing.  There  is  a very  great  deal  of 
difference.  I have  dealt  with  that  a little  later  on  in 
my  paper,  but  if  I may  in  answer  to  that,  anticipate, 
I would  say  they  are  two  quite  different  things.  You 
are  presumably  going  to  raise,  by  a Capital  Levy, 
a certain  sum  of  money.  You  can  either  use  the 
whole  of  that  for  redemption  of  the  debt,  or  you  can 
use  part  of  that  capital  sum  for  current  expenditure; 
that  is  one  thing.  The  second  thing  is  this : that 
having  used  the  whole  of  it  for  redemption  of  debt, 
the  saving  that  is  obtained  to  the  national  revenue 
can  be  used  wholly  or  partly  for  reduction  of  taxation. 
That  is  not  the  same  as  the  first;  it  is  quite  a different 
proposition. 

6244.  Mrs.  Wootton  : On  the  Swiss  proposal,  1 

understood  you  to  say  that  your  plan  for  us  is  that 
a person  domiciled  here  should  be  liable  on  his 
capital  whether  it  is  here  or  abroad? — Yes,  that  is 
right. 

6245.  If  any  analogy  can  be  drawn,  you  would  have 
to  get  evidence  that  the  Swiss  had  emigrated  with 
their  capital? — Yes. 

6246.  Have  you  any  evidence  of  that? — No,  I have 
not  any  evidence  of  that  at  all.  Of  course,  it  was 
not  necessary,  under  the  Swiss  plan,  and  I think 
there  it  was  mostly  foreign  capital  that  was  with- 
drawn. I believe  that  there  were  two  sources  of 
withdrawal.  First  of  all,  there  was  a purely 
seasonal  withdrawal  from  the  banks,  which  goes  on 
every  year  and  happened  to  coincide  with  the  period 
at  which  this  levy  was  imposed.  Switzerland,  being 
an  agricultural  country,  obviously  there  are  seasonal 
payings  in  and  withdrawings  from  the  Swiss  banks. 
The  second  withdrawal  was  a withdrawal  by  foreigners 
of  their  accounts;  neither  of  which  would  arise  in 
this  country,  as  the  questions  have  suggested.  The 
true  thing  would  be  if  they  emigrated  with  their 
capital. 

6247.  That  is  the  only  way  out  of  it  that  you  see? 
— Yes,  that  is  the  only  way,  T think,  a person  could 
evade  it,  except  by  deliberate  falsification,  and  there 
I think  in  a great  many  cases  they  would  be  dis- 
covered, the  risk  would  be  very  great.  .All  the  large 
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holders  of  wealth  who  have  not  hitherto  been  having 
bearer  bonds  and  other  forms  which  would  enable  them 
to  evade  would  find  it  very  difficult  to  account  for  a 
sudden  loss  of  tangible  wealth,  and  they  would  almost 
certainly  be  discovered. 

6248.  Mr.  Lees-Smith  : Has  there  in  fact  been  any 
impartial  scientific  inquiry  as  to  what  the  Swiss  pro- 
posal was  and  what  its  consequences  were  ? — No ; as 
far  as  I know,  there  was  never  any  investigation  of 
it  here.  We  never  saw  any  careful  account  of  it  in 
this  country. 

6249.  Have  you  read  one  by  an  economist  at 
Geneva — not  a Swiss  economist,  but  one  attached  to 
the  Legation? — No,  I have  not  read  that. 

6250.  Mr.  Bell : It  was  in  every  canton  put  to  the 
popular  vote  and  there  was  a very  great  majority 
against  it? — Yes;  I should  have  voted  against  it 
myself. 

6251.  Mr.  Bowen  : Can  you  tell  us  anything  about 
the  levy  in  Ozecho-Slovakia  ? — Yes,  the  levy  in 
Czecho-S lo vaki a was  imposed  for  a special  purpose, 
whioh  was  the  deflation  of  the  currency,  ^nd  it 
brought  that  about  very  speedily.  It  brought  up 
the  Czech  crown  from  somewhere  in  the  neighbour- 
hood of  300  to  the  £ to  160  in  the  £;  and  the  trouble 
with  regard  to  the  collection  of  the  levy  in  Czecho- 
slovakia. has  been  that  that  particular  purpose  was 
so  successful  that  people  complained  that  their  wealth 
now  was  not  represented  by  as  many  crowns  as  it 
had  been,  and  therefore  it  is  very  hard  to  make  them 
pay,  and  in  consequence  of  that  they  modified  it. 

6252.  Chairman  : It  was  always  small  in  amount 
in  Czecho-SIovalsia  ? — Yes. 

6253.  Sir  Josiah  Stamp:  It  was  spread  over  three 
years,  like  a very  big  Income  Tax.  Mr.  Hichens : 
Do  you  think  it  really  sufficiently  lightened  the  bur- 
den ? — (W  itness)  : The  main  difference  is  that  it  was 
used  expressly  for  deflation,  and  as  you  will  see  later 
in  my  paper,  I should  have  suggested  that  at  this 
juncture  at  any  rate  the  Capital  Levy  in  this  country 
should  not  be  used  for  deflation  at  all.  ( Paragraphs 
6 and  7 read.) 

6254.  Mrs.  Wootton:  We  have  had  many  witnesses 
who  were  rather  inclined  to  let  things  go  and  not  do 
anything  towards  reduction  of  the  debt,  in  the 
hope  that  increased  production  will  enable  us  to  bear 
the  burden.  Is  it  your  view  that  there  is  any  danger 
that  if  we  did  that,  this  increased  production  will 
be  accompanied  by  a fall  in  prices  and  therefore  will 
make  the  debt  more  burdensome? — I think  that 
depends  almost  entirely  upon  the  monetary  policy. 

6255.  Mr.  Lees-Smitli  : It  is  as  a matter  of  fact  a 
factor  which  may  make  it  impossible  for  us  to  allow 
the  reduction  of  prices  to  go  very  far? — It  would 
make  it  against  the  interests  of  "the  national  Ex- 
chequer. 

6256.  I was  rather  impressed  by  an  article  by  -an 
Italian  economist  pointing  out  that  currency  reform 
m Italy  must  not  go  too  far,  or  the  National  Debt 
charges  would  become  too  heavy? — France  is  a classic 
instance  of  that.  There  is  a book  by  a Belgian 
dealing  with  the  Capital  Levy,  in  which  he  points 
out  that  a return  of  the  franc  to  normal  in  Belgium 
would  be  impossible  because  the  Belgian  debt  would 
be  impossible. 

625/.  Do  you  think  that  our  currency  policy  might 
in  this  way  be  deflected  from  what  would  otherwise 
be  right,  because  of  this  problem  in  the  background? 
—I  should  be  opposed  to  deflation  of  currency  on 
general  grounds,  and  therefore  I should  not  object 
t° . t,le  currency  policy  being  directed  to  stabilise 
prices.  ( Paragraph  8 read.) 

6258.  Sir  Josiah  Stamp:  Have  you  any  evidence 
which  you  could  give  us  to  show  why  you  think  the 
yield  of  a levy  would  be  greater  than  three  milliards? 
— Tbe  principal  point  would  be  that  I think  the 
capital  value  of-  tbe  wealth  of  this  country  has  in- 
creased since  tbe  time  when  that  estimate  was  orio-in- 
nlly  promulgated. 

6259.  When  it  was  originally  promulgated,  was 
the  figure  of  yield  worked  out  with  any  exactness? — 

1 do  not  think  it  is  possible  for  persons  outside  the 


Inland  Revenue  and  the  Treasury  to  form  an  exact 
analysis.  All  that  what  I might  call  amateurs  can 
do  is  to  form  a rough  approximation. 

6260.  Tims  was  really  an  impression  on  your  part 

rather  than  any  actual  calculation  you  have  made? 

No,  it  is  the  result  of  a calculation.  If  the  Inland 
Revenue  were  to  say:  “ We  have  gone  into  all  the 
figures  and  we  put  another  figure.”  1 could  not  put  niv 
figures  against  theirs.  It  is  not  mere  speculation;  it 
does  represent  a calculation,  only  that  our 
calculations  are  bound  to  be  rather  rough,  particu- 
larly for  this  reason,  that  owing  to  the  time  lag  in 
all  the  figures  relating  to  Super-tax,  Income  Tax  and 
Death  Duties,  an  outsider  cannot  judge  accurately 
what  the  actual  figures  for  those  should  he  at  the 
present  time. 

6261.  Mrs.  Wootton:  Can  you  tell  us  where  the 
original  calculation  came  from?  I remember  a 
pamphlet  whioh  1 thank  first  gave  currency  to  the 
scale,  and  mentioned  the  figure  of  £3,000,000,000  as 
the  probable  yield  of  a levy  on  that  scale  at  that 
date,  hut  no  calculations  _ were  included  in  that 
pamphlet,  and,  apart  from  Dr.  Dalton’s  book,  I 
have  never  seen  any  reasoned  or  calculated  justifi- 
cation of  the  scale  as  likely  to  yield  the 
£3,000,000,000. — I am  not  responsible  for  the  scale, 
and  T do  not  know  who  was.  I think  it  may  very 
likely  have  been  Dr.  Dalton,  but  I would  not  be  sure. 

6262.  You  have  not  anything  .yourself  to  relate  the 
scale  to  the  yield? — No.  I went  over  it  afterwards 
and  came  to  the  conclusion  that  it  seemed  to  mo 
approximately  right. 

6263.  Sir  Josiah  Stamp  : Have  you  seen  any 
figures  based  upon  the  Death  Duty  statistics,  that  I 
was  responsible  for  in  a recent  book?  Calculations 
were  published  of  the  death  duty  figures  showing  the 
effect  upon  the  revenue  according  to  this  scale,  based 
upon  the  Death  Duties? — You  are  referring  now  to 
a later  part,  are  you?  I am  talking  of  gross  yield 
at  the  moment. 

6264.  I am  not  on  the  point  of  the  inroads  into 
future  revenue,  hut  I am  on  this  point,  that  those 
tables  were  tables  of  tbe  Death  Duty  wealth,  and, 
so  far  as  they  indicated  anything  in  the  total, 
they  indicated  a total  of  something  like  two  and  a 
quarter  milliards,  rather  than  three  milliards,  and  I 
wanted  to  see  if  you  could  show  why  that  should  not 
he  so?  I thought  I had  read  nearly  all  you  had 
written  on  it,  hut  I do  not  remember  that  particular 
thing.  I did  not  realise  that  you  had  put  it  so  low 
as  that. 

6265.  I was  only  examining  how  much 
£1,000,000,000  of  levy  on  this  scale  will  cut  into  the 
future  revenue,  but  there  was  a side  indication  that 
the  scale  would  not  yield  £3,000,000,000  by  a con- 
siderable gap,  and  I was  wondering  whether  you 
could  point  out  to  me  a way  of  bridging  tbe  gap? — 
I think  it  is  a matter  of  calculation  upon  tbe  figures. 

I am  sorry  I did  not  read  your  particular  memo- 
randum. I did  not  go  into  your  figures. 

6266.  I will  not  pursue  it,  but  I was  only  wonder- 
ing whether  you  could  help  me  to  find  the  different 
figures  of  the  Death  Duty  statistics,  which  are  much 
lower  than  these,  hut  which  are  the  class  of  figures 
which  will  come  out  in  the  Capital  Levy.  I was 
wondering  whether  you  could  show  me  why  the  yield 
is  more?— I think  probably  one  thing  would  be  that  I 
make  an  allowance  for  tbe  'increase  that  there  would 
be.  I think  that  in  the  last  year  or  two,  owing  to 
the  appreciation  of  the  large  proportion  of  gilt-edged 
stocks  and  commercial  stocks,  probably  there  is  a con- 
siderable increase. 

6267.  The  figures  I took  that  were  last  published, 
v, ei  e I think  'in  the  1921  Inland  Revenue  report,  and 
they  covered  a period  of  very  high  inflated  prices  for 
shipping  and  that  class  of  figures? — But  then  you 
must  remember  that  in  spite  of  that,  the  Death  Duties 

oi  that  period  date  back  to  estates  of  an  earlier 
period. 

6268.  Tt  was  the  estates  proved  in  that  year.  1 
am  not  criticising  anything  you  have  said;  I am  only 
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asking  for  help,  to  see  if  you  can  show  why  my  cal- 
culation should  give  such  a low  result  compared  with 
yours? — I am  sorry,  'but  apart  from  the  fact  that  I 
have  calculated  it  from  the  figures,  I should  not  like 
exactly  to  explain  the  difference. 

6269.  Sir  Charles  Addis : You  say  that  a levy 

should  be  used  exclusively  for  debt  redemption? — Yes. 

6270.  And  that  there  ought  to  be  a considerable 
reduction  in  taxation? — Yes. 

6271.  You  do  not  propose  that  it  should  be  devoted 
exclusively  to  the  reduction  of  taxation? — I do  not 
think  you  can  say  that  definitely  in  so  many  words. 
Supposing ' you  had  a levy  you  will  get  a certain 
amount  of  money;  in  the  meanwhile  the  actual  amount 
at  which  the  Budget  balances  must  always  be  a 
matter  for  the  Chancellor  of  the  Exchequer  at  the 
time.  You  cannot  ear-mark  the  results  of  a thing 
specifically,  because  even  if  you  did  it  technically,  if 
the  Chancellor  wanted  to  spend  another  million  on 
the  Admiralty  or  whatever  it  was,  that  would  be 
cutting  into  your  plan,  and  you  cannot  tie  him  down 
in  advance  as  to  whether  lie  shall  spend  a million  more 
oil  education  or  a million  less ; you  must  allow  a 
certain  amount  of  margin.  I think  that  the  tendency 
will  be  for  the  expenditure  to  increase  generally,  and 
the  effect  of  a levy  in  so  far  as  it  does  not  go  to  reduce 
taxation  will  be  to  prevent  taxation  rising  to  the 
extent  that  it  otherwise  would, 

6272.  It  is  no  part  of  your  plan  of  a Capital  Levy 
to  clear  the  way  for  increased  expenditure  which 
would 'absorb  part  of  the  tax  relief? — No.  ( Paragraph 
9 read.)  I should  like  to  emphasise  that  last  sen- 
tence, because  I think  a good  deal  of  criticism  has 
been  rather  unfairly  directed  on  that  point.  Whether 
the  Sinking  Fund  should  be  reduced  or  not  is  a.  pure 
matter  of  policy,  but  in  seeking  to  find  the  advan- 
tages or  disadvantages  of  the  levy  and  the  net  saving, 
obviously  you  ought  to  take  the  Sinking  Fund  after 
the  levy  at  the  same  proportion  of  the  outstanding 
debt  then  as  you  do  take  it  to-day  of  the  outstanding 
debt  at  the  present  time. 

6273.  Chairman  : Supposing  that  the  amount  saved 
is  put  at  £50,000,000  per  annum. — I do  not  know 
whether  you  accept  that  figure  on  the  £3,000,000,000 
levy — would  you  really  think  now  that  it  would  be 
wise  to  dislocate  the  whole  financial  position  for  that 
saving? — I should  put  it  a great  deal  higher  than 
that.  Later  on  I put  it  at  about  £100,000,000. 

6274.  I was  only  taking  the  general  feeling  that  the 
amount  of  saving  which  was  supposed  to  be  pretty 
big,  has  now  come  down  by  examination  to  something 
in  the  region  of  £50,000,000.  Supposing  that  that 
figure  is  correct,  would  it  be  wortli  while  to  change 
the  condition  of  things  for  that  sum  of  money? — I 
think  that  the  Capital  Levy  has  got  to  be  on  a con- 
siderable scale  or  not  iat  all.  I do  not  think  it  would 
be  worth  while  having  a little  Capital  Levy  wiliicih 
brought  in  a small  figure.  I should  say  that  a net 
result  of  £50,000,000  ia.  year  was  certainly  a.  minimum. 

If  any  Capital  Levy  was  watered  down  to  a point 
where  it  would  bring  a net  result  of  less  tiliaai 
£50,000,000  a year  saving  I certainly  do  not  think 
it  would  be  worth  going  to  the  trouble  of  imposing  it. 

6275.  Have  you  made  any  examination  of  the  annual 
value  at  the  present  time  of  the  £3,000,000,000  that 
would  be  taken  in  a levy? — I think  the  £3.000,000,000 
would  be  taken  in  the  main  from  the  National  Debt 
and  other  sources  of  that  kind,  and  tlierefore  I do 
not  think  you  would  be  reducing  the  real  economic 
income  of  the  country  at  all. 

6276.  I was  wondering  whether  you  think  that  it 
would  be  worth  the  risk  of  doing  it  for  a sum  of 
money  representing  a saving  of  £50,000,000  a year  on 
a Capital  Levy  of  £3,000,000,000? — I think  there 
does  come  a point  when,  it  would  not  be  worth  troub- 
ling to  do  it.  Then  in  regard  to  Question  10,  I am 
asked  what  changes,  if  any,  I would  advocate  in  taxa- 
tion consequent  upon  a Capital  Levy;  and  I say, 
reductions  in  the  Income  Tax  and  in  the  food  taxes. 

6277.  Both? — Yes. 


6278.  Mrs.  Wootton : Later  on,  in  paragraph  No. 
17,  you  compare  the  continuance  of  high  annual  taxa- 
tion and  a Capital  Levy  to  the  choice  of  having  con- 
tinued toothache  or  having  a tooth  out.  That  rather 
leads  me  to  imply  that  you  refer  to  the  Capital  Levy 
as  a means  of  putting  the  burden  on  to  the  same 
people  as  already  bear  it.  How  does  that  fit  in  with 
your  proposal  to  reduce  the  food  taxes?  I can  con- 
ceive two  views  of  the  Capital  Levy,  one,  to 
put  the  burden  on  to  people  who  mainly  bear  it  now, 
and  the  other,  to  redistribute  the  burden?— The 
question  to  which  that  refers,  Question  6,  puts  the 
point  to  me  in  this  form  : 11  Looking  first  at  imme- 
diate lesults,  and  then  at  results  over  a long  period, 
how  would  you  compare  the  friction  and  dislocation 
of  business  which  might  result  from  a levy,  applied 
once,  with  the  friction  and  dislocation  caused  by  the 
present  high  annual  taxation?  ” I think  perhaps 
there  is  la  slight  hiatus  in  my  evidence  there.  In 
paragraph  17  I was  looking  at  the  country  as  a whole, 
which  has  to  bear  a certain  burden,  rather  than  in- 
dividuals. I admit  that  the  distinction  would  not  be 
the  same  for  the  individual,  hut  rather  for  the 
country  as  a whole. 

6279.  Mr.  Bowen : You  are  thinking  of  the  country 
as  a whole  in  debt? — Yes. 

6280.  Mrs.  "Wootton  : The  payers  of  food  taxes 

after  all  do  bear  some  part  of  the  burden?— Yes. 

3281.  I wanted  to  get  at  vour  view  as  to  whether 
you  are  inclined  to  think  that  under  the  levy  the 
same  individuals  as  now  would  be  mulcted, 
or  whether  the  levy  would  re-arrange  the  burden 
so  that  it  would  not  fall  on  the  same  individuals? — 

I think  both ; and  apart  from,  the  individual,  I still 
maintain  the  answer  that  I gave  to  Mr.  Bell,  that 
even  if  the  same  individual  pays  from  different 
sources  of  income,  it  affects  the  position. 

6282.  Mr.  Bell : I was  just  going  to  ask  you  about 
paragraph  17.  Should  it  not  be  compared  to  the 
operation  of  having  other  people’s  teeth  out?  That 
is  what  the  old  barons  and  kings  used  to  do,  is  it  not? 
They  used  to  take  people’s  teeth  out  to  raise  income? 
— Yes.  (Paragraph  11  read.)  I might  say  that  Mr. 
Henry  Higgs  in  a work  which  has  just  been  pub- 
lished on  finance,  makes  almost  his  principal  point 
that  neither  income  nor  capital  alone  is  the  real 
measure  of  a man’s  capacity  to  pay,  but  both  shouhl 
be  taken  into  consideration. 

6283.  Mrs.  Wootton : Is  that  an  argument  for  the 
kind  of  Capital  Levy  you  propose  of  is  it  an  argu- 
ment for  having  some  relatively  small  permanent  tax 
based  on  capital? — It  is  not  an  argument  solely  for  a 
Capital  Levy;  that  is  quite  correct;  it  would  equally 
apply  to  a permanent  tax  upon  capital,  and  in  fact 
that  is  how  Mr.  Higgs  does  apply  it. 

6284.  In  your  view  therefore  it  is  an  incidental 
advantage  of  a levy  to  correct  an  existing  gap  in  our 
tax  system  ? — What  I think  is  this  : that  there  is  a 
gap  in  our  present  system : that  capital  is  not  taken 
into  account  at  all  in  considering  a man’s  ability  to 
pay,  and  that  you  can  mend  that  by  having  a Capital 
Levy  at  the  present  time. 

6285.  Mr.  Bell : That  is  an  entirely  new  doctrine, 
is  it  not? — The  proposal  for  a Capital  Levy  is  not 
new.  It  was  proposed  by  Ricardo  a great  many 
years  ago. 

6286.  I do  not  mean  that.  I mean  the  differentia- 
tion of  the  taxation  basis.  As  I have  always  under- 
stood, until  very  lately  it  was  supposed  that  the  use 
of  capital  in  the  hands  of  a private  person  was  much 
better  than  taking  any  capital  from  him.  That  was 
the  prevailing  view  all  through  the  War. — Consider- 
ably before  the  War  there  was  a differentiation 
against  what  is  now  called  investment  income.  That 
has  been  reduced  since.  In  the  later  form  in  which 
that  occurs  it  is  not  as  large  as  it  was  originally.  I 
cannot  remember  which  year  it  began. 

6287.  The  idea  being,  in  the  view  of  some  of  us, 
that  this  is  a distinct  deterrent  to  a man  saving 
money,  and  falls  with  peculiar  hardship  upon  a man 
who,  for  his  old  age  and  for  his  descendants  and 
dependents,  has  saved  with  great  care  and  denied 
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himself  many  things  to  save  up  a sum  of,  say, 
£10,000.  You  are  really  saying  to  him:  “ You  are  a 
'bad  man,  and  I shall  attach  some  of  that  capital 
either  by  means  of  a tax  or  by  a levy.”  And  this 
strikes,  more  than  these  other  questions,  at  the  real 
root  of  the  objection  to  the  levy  on  the  part  of  a 
great  many.  I have  given  on  another  occasion  the 
instance  of  people  I know  who  by  a long  life  of 
saving  and  sacrifice  and  denial  of  enjoyments  and 
pleasures  which  other  people  took,  have  saved  up 
some  little  .amount  which  is  returning  them  a sum 
of  £400  a year,  and  you  are  going  to  take  from  them 
some  of  that  amount.  I want  to  get  right  at  the 
root  of  this  question. — In  the  first  place,  I do  not 
think  you  are  justified  in  saying  that  it  is  saying 
to  the  man  who  has  saved  money:  “ You  are  a bad 
man.”  A tax  is  by  no  means  a penal  thing;  it  is 
a thing  for  the  good  of  the  country,  and  therefore 
it  is  no  criticism  of  a man  that  you  place  upon  him 
a tax.  With  regard  to  the  case  of  your  man  who 
saved  £10,000,  I must  remind  you  that  on  this  scale 
he  pays  a very  small  sum  and  of  that  he  secures, 
or  his  family  secures,  a very  considerable  part  back 
in  reduction  of  taxation  of  one  kind  and  another. 
It  is  not  until  you  get  to  the  very  much  larger 
amounts  that  you  find  any  considerable  burden 
arising  from  taxation.  I think  against  every  tax 
that  is  proposed  you  can  draw  a picture  of  somebody 
of  whom  you  can  say  it  is  very  sad  that  he  should 
be  taxed;  but  what  you  have  to  consider  is  the  good 
of  the  community  as  a whole,  and  the  merits  of  this 
form  of  taxation  as  against  another.  For  every  man 
that  you  can  suggest  will  be  deprived  of  one- 
hundredth  of  his  income  by  this,  I can  set  aside  ten 
men  and  women  and  families  who  are  going  very 
short  because  of  the  high  taxation  of  food.  I con- 
tend that  on  the  balance  the  advantage  of  this  tax 
would  be  considerably  to  the  good. 

6288.  There  is  no  relation  between  the  one  and  the 
other.  1 am  not  going  on  the  question  of  food  taxes. 
I am  only  saying  that  you  are  taking  from  the  capital 
of  a man  who,  by  great  saving  and  denial,  has  saved 
a little  sum  of  money  for  those  who  come  after  him. 
Take  the  case  of  a ship  captain  with  £8,000.  You 
are  taking  something  from  him? — Yes,  you  are,  but 
then  in  every  tax  you  are  taking  from  someone. 
There  is  no  tax  that  has  ever  been  passed  yet  against 
which  you  cannot  put  up  a case. 

6289.  But  here  is  a tax  where  a very  considerable 
number  of  people  of  that  sort — and  I have  had  great 
experience  of  them  in  my  profession — are  going  to 
suffer  this  burning  injustice  that  you  descend  upon 
them  and  take  from  them  the  little  savings  which 
they  have  so  carefully  got  together? — But  you  are 
not  taking  their  savings.  With  such  a man  as  you 
suggest,  you  are  taking  a very  small  percentage  of 
his  savings.  As  against  that,  you  are  reduoing  his 
Income  Tax.  All  said  and  done,  you  are  making  a 
very  slight  inroad,  if  any,  on  that  man’s  position. 

6290.  I have  gone  into  these  calculations,  which 
you  know  have  had  to  be  altered  many  times — they 
were  peculiarly  fallacious — that  when  you  take  £500 
or-  £1,000  from  such  a man  you  saved  him  a small 
amount  of  Income  Tax.  But  the  problem  remains 
that  that  man  feels  bitterly  injured  by  your  descend- 
ing upon  him  and  taking  by  this  method  of  a levy 
some  of  his  hard-gained  savings  which  he  intends 
to  leave  to  his  wife  and  children  and  dependents? — 
If  I may  say  eo,  I think  that  the  people  who  have 
large  sums  of  money  and  who  will  be  really  hit 
by  this  thing  are  sheltering  themselves  behind  the 
plea  of  the  small  person  who  will  not  be  hit  at  all. 

6291.  But  you  cannot  say  that.  You  have  a 
schedule  here  showing  how  he  will  be  hit.  You  are 
going  to  reduce  his  income  from  £400  a year  to 
something  less  and  you  are  going  to  reduce  his 
power  to  leave  to  his  grown-up  daughters  and  his 
wife  some  of  the  savings  which  he  has  gathered 
together? — Really  it  is  not  a very  large  amount. 
A man  with  £10,000  pays  5.5  per  cent,  of  his  total 
fortune,  and  against  that  there  is  a considerable 
saving  in  Income  Tax;  I really  suggest  that  to  you. 


(6292.  You  are  going  to  take  £500  from  him? 

You  are  going  to  take  £550  from  a man  with 
£10,000;  that  is  to  say,  you  are  putting  upon  him 
ouce-for-all  a tax  of  5.5  per  cent.,  but  as  against 
that,  you  are  going  to  relievo  him  and  his  family 
of  a considerable  amount  of  Income  Tax.  I suggest 
that  the  thing  is  a much  smaller  matter  than  you 
suggest. 

6293.  Professor  Hall : One  year’s  interest  at  5 per 
cent.  ? — Yes. 

6294.  Mr.  Bowen  : I suppose  we  may  say  that  if 
the  Germans  had  come  here,  his  £10,000  would  have 
been  gone  altogether? — It  might;  it  depends  upon 
the  way  the  War  was  conducted,  and  upon  the  peace. 

6295.  Mr.  Bell : Do  you  know  that  there  is  that 
feeling? — I know  that  there  has  been  a great  deal 
of  talk  along  those  lines,  but  I think  it  has  been 
largely  manufactured  by  misrepresentation  of  the 
facts.  We  are  not  here  to  discuss  political  matters, 
but  I know  that  in  the  course  of  political  campaigns 
elderly  ladies  who  have  got  £1,500  altogether,  have 
been  told  that  -a  Capital  Levy  would  take  it  all 
away — which,  of  course,  is  wholly  without  foundation. 
That  has  been  spread  about  very  largely,  and,  of 
course,  if  this  thing  be  misrepresented  in  that  way, 
you  will  get  a very  large  psychological  objection  to 
it.  I think  it  is  not  an  objection  on  the  facts,  but 
on  that  misrepresentation  of  the  facts  which  has  beer, 
put  before  these  people. 

6296.  I want  to  ask  you  whether  it  is  not  the  case 
that  the  people  with  £10,000  would  feel  a grievance? 
— I think  every  person  who  is  taxed,  in  any  shape  or 
form,  always  feels  a grievance. 

6297.  No,  I think  not.  It  has  been  the  glory  of  our 
taxation  that  it  is  quite  fair  and  that  we  pay  in  such 
a marvellous  way.  The  tax  upon  our  incomes  is 
paid  with  extraordinary  facility  in  this  country.  The 
moment  you  descend  upon  the  savings  of  the  small 
man,  or  indeed  of  somebody  with  more,  with  a much 
higher  incidence  of  the  levy,  you  may  produce  a 
widespread  feeling  of  hardship.- — Well,  we  had  better 
leave  it  at  that;  I do  not  think  you  and  I shall 
agree  over  it. 

6298.  Sir  Charles  Addis : I suggest  that  in  the 
matter  that  we  are  considering,  we  are  rather 
wandering  from  the  question,  which  really  was  the 
ability  to  pay,  which  you  held  was  not  measured 
equitably  merely  by  income,  but  also  by  capital? 
— Certainly. 

6299.  So  that  really  the  question  that  you  put 
specially  was  as  to  whether  the  basis  of  the  assessment 
should  be  capital  or  income? — Yes. 

6300.  And  that  does  not  determine  the  source  from 
which  the  payment  would  be  made? — No. 

6301.  You  might  very  well  have  a capital  basis  of 
assessment  while  the  payment  would  be  out  of  income? 
—Yes. 

6302.  You  do  not  put  it  higher  than  that?  - — Not 
in  that  particular  paragraph.  ( Paragraph  12  read.) 

6303.  Mr.  Bowen  : Do  you  still  think  that  although 
a mistake  was  made  in  not  having  a levy  in  1919, 
it  is  possible  as  a practical  measure  to  have  it  now? 
Yes. 

6304.  Professor  Hall : Is  it  not  rather  a strong 
statement  to  make,  that  a levy  would  have  prevented 
the  boom? — It  is  a matter  of  opinion.  It  is  fully  in 
accord  with  my  opinion. 

6305.  Would  it  have  entirely  prevented  it? — My 
opinion  is  that  it  would  have  prevented  the  boom. 

6306.  Entirely?— I think  so.  That  is  my  view. 

6307.  Sir  Charles  Addis:  It  depends  on  the 

definition  of  “boom,”  of  course? — It  would  have 
reduced  demand  so  that  supply  could  have  kept  rnoie 
or  less  pace  with  it,  whereas,  owing  to  the  fact  that 
people  thought  they  were  very  much  richer  than  they 
were,  they  spent  on  an  extravagant  scale,  and  the 
consequent  boom,  in  my  judgment,  took  place. 

6308.  Professor  Hall : Were  there  not  psychological 
factors  at  work,  too;  people  imagining  that  there  was 
going  to  be  a big  market  in  foreign  countries  as  t e 
result  of  having  been  cut  off  for  so  many  years?  A®8." 
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it  was  largely  psychological,  of  course;  but  I think 
this  levy  then  would  have  just  given  the  cold  douche 
necessary  to  prevent  that  extravagant  optimism. 

6309.  I should  have  agreed  with  the  word 
“minimised,”  but  I can  hardly  agree  with  the  word 
“ prevented.”  That  is  what  I am  differing  from  you 
about?  — Well,  we  -will  not  be  too  particular  about  the 
word. 

6310.  Mrs.  Wootton : You  argue  that  a levy  im- 
posed in  1919  would  have  prevented  the  boom  of  1919- 
20.  It  is  very  often  argued  that  a levy  imposed,  say, 
in  1926,  would  prevent  a boom  in  1927-8.  What  is  your 
view  upon  that? — I think  it  all  depends  upon  whether 
deflation  were  brought  about.  As  I mention  later,  1 
think  the  question  of  deflation  would  be  largely  in 
our  own  hands.  I think  there  was,  among  a certain 
section  of  influential  people,  a feeling  that  a deflation 
had  got  to  come,  and  in  1919  a levy  would  have 
formed  part  of  the  deflationary  policy,  and  deflation 
in  consequence  would  have  followel  it.  But  I think 
to-day  a levy  could  be,  and  should  be,  imposed  in  such 
a form  that  it  would  not  bring  about  deflation,  and 
that  deflation  could  be  prevented,  if  it  would 
naturally  occur  at  all.  ( Paragraph  13  read.) 

6311.  Mr.  Bowen : What  do  you  mean  by  indi- 
viduals when  you  say  individuals  should  bind  them- 
selves? Do  you  mean  the  Government  of  the  day? — 
Yes,  the  people  who  were  advocating  and  imposing 
the  levy  would  be  called  upon  to  answer  questions, 
and  they  could  make  the  statement ; a number  of 
people  would  be  called  upon  to  make  it,  and  therefore 
in  their  lifetime  they  could  be  held  to  the  pledge  not 
to  do  it.  You  have  to  face,  in  the  political  world, 
the  difficulty  of  enforcing  any  pledge;  you  cannot 
enforce  a pledge  against  a nation;  you  oan  only  call 
for  its  recognition  by  individuals ; that  is  the  most 
that  you  can  ever. do. 

6312.  What  would  you  say  if  other  individuals  rose 
and  clamoured  for  another  Capital  Levy? — Then  all 
those  individuals  who  had  given  the  pledge  would 
have  to  be  against  it. 

6313.  Still,  they  would  have  no  effect  upon  another 
Government,  who  would  be  quite  a separate  entity 
and  might  have  a different  policy7.  How  would  you 
get  over  that  difficulty? — That  is  what  I say;  the 
present  cannot  bind  the  future  in  that  sense.  I do 
not  know  any  conceivable  method  by  which  it  could 
be  done. 

6314.  A great  deal  has  been  said  about  the  diffi- 
culty of  giving  a guarantee  as  one  of  the  objections 
to  a Capital  Levy.  We  have  been  told  that  it  would 
have  such  a psychological  effect  as  to  be  a very  big 
factor  against  the  Capital  Levy,  and  I am  very 
anxious  to  see  how  that  can  be  made  out  ? — It  is  no 
good  pretending  things  that  cannot  he  done,  and 
there  can  be  no  absolute  guarantee  short  of  a consti- 
tutional law,  which  does  not  exist  in  this  country ; 
there  oan  be  no  method  of  binding  the  future. 

6315.  Mrs.  Wootton:  The  suggestion  has  been  made 
that  the  receipts  for  the  levy  might  be  stamped  with 
a guarantee  that  the  property  on  which  this  levy  has 
been  paid  shall  be  exiempt  from  further  capital 
taxation  over  a period  of  a certain  number  of  years. 
Would  it  be  your  opinion  that  that  kind  of  pledge 
would  be  very  much  more  difficult  to  break  than  merely 
an  Act  of  Parliament? — Yes.  Of  course,  it  could 
be  repealed,  but  it  would  be  very  unlikely.  It  would 
be  a very  much  more  binding  tiling  than  any  other 
form. 

6316.  There  are  possibilities  in  that? — Yes. 

6317.  After  all,  Governments  do  borrow  and  commit 
themselves  many  years  ahead  and  their  obligations 
are  usually  observed? — Yes. 

6318.  Sir  Charles  Addis:  You  suggest  that  indi- 
viduals should  bind  themselves  not  to  repeat  a levy 
except  in  the  event  of  another  catastrophe.  But  is 
not  the  possibility  of  another  catastrophe  one  of  the 
mam  reasons  advanced  for  the  levy?— When  I say 
another  catastrophe,  I mean  the  double  catastrophe 
? there  being  another  war  and  it  being  equally 
improperly  financed.  Obviously  no  one  oaai  give  a 
gmuantee.  Another  war,  if  there  is  to  be  such  a 
oa  as  lophe,  will  obviously  he  of  the  most  terrible 
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kind,  and  with  regard  to  what  is  done  after  that,  I 
am  quite  sure  we  cannot  bind  ourselves  in  advance. 
There  may  be  no  property  left  at  all. 

6319.  In  your  view  that  would  be  one  of  the  con- 
ditions of  tlie  guarantee? — Yes.  1 do  not  think  you 
could  guarantee  that  in  any  further  war  of  any  great 
magnitude  there  would  be  no  inroads  on  capital. 

6320.  It  is  the  fear  of  repetition  that  I want  to  get 
at.  1 he  fear  of  'repetition  itself  might  be  con- 
siderably enhanced  by  the  period  that  has  already 
elapsed  since  the  war? — Yes. 

6321.  It  is  not  your  view  that  to  make  that  one  of 
the  conditions  of  the  guarantee  would  weaken  its 
psychological  force? — It  would  weaken  it,  but  it  would 
be  very  improper  for  me  to  suggest  that  a pledge 
could  be  made  which  I am  sure  could  not  be  kept. 
(Paragraph  14  read.) 

6322.  Mr.  Bell : I would  like  to  have  a definition 
of  that  paragraph.  Do  you  suggest  that  anybody 
who  conscientiously  disbelieves  in  the  levy  policy  is 
not  allowed  to  express  his  opinion? — No,  not  at  all. 
I mean  to  say,  first  of  all,  that  if  any  proposal  for 
reform  is  misrepresented,  and  if  a certain  section 
of  the  population  take  unconstitutional  means  in  the 
end  to  prevent  a reform  being  carried,  and  thereby 
drive  the  reform  into  another  channel,  that  could  be 
done  in  this  case.  That  is  what  I think  you  would 
agree  to  in  other  realms. 

6323.  The  paragraph  refers,  then,  to  misrepresenta- 
tion of  a levy,  not  to  conscientious  objection  to  it? 
— I do  not  think  anybody  can  object  to  people  con- 
scientiously objecting  to  anything. 

6324.  Mrs.  Wootton:  What  you  mean  is  people 
obstructing  ? — Yes . 

6325.  Professor  Hall : You  mean  hindering  the 
operation  of  the  law? — Yes;  misrepresenting  it  in  the 
first  place,  and  hindering  the  operation  of  the  law 
in  the  second  place.  There  are  two  points  involved 
there.  First  of  all  there  is  the  defeat  of  the  thing 
by  misrepresentation.  The  second  thing  is  this.  It 
is  quite  commonly  said,  if  you  were  to  make  this  law, 
a number  of  people  would  band  themselves  together 
to  resist  the  operation  of  the  law  and  it-  would  not 
be  carried  out.  That  is  quite  commonly  argued.  My 
answer  to  both  of  those  is  : it  may  be  that  those  who 
possess  much  wealth  have  the  power  to  do  that.  If 
they  use  it,  it  may  prevent  such  a thing  as  a levy 
on  capital  being  carried,  but  in  that  case  other 
methods  of  impost  upon  accumulated  wealth  will  have 
to  be  adopted  instead  which  do  not  admit  of  such 
treatment. 

6326.  Sir  Charles  Addis : You  refer  to  panic 

brought  about  by  misrepresentation.  Would  you 
agree  that  even  if  the  fear  is  unreasonable,  it  might 

have  a very  material  effect  in  depressing  industry? 

Yes ; I think  if  the  facts  are  misrepresented  to  that 
extent  and  opposition  is  carried  right  up  to  the 
imposition  of  such  a thing  as  a Capital  Levy,  it  would 
have  a.  panic  effect  upon  people,  who  would  sell  tlreir 
property  for  absurdly  low  figures,  which,  would  be 
picked  up  by  speculators  and,  when  the  panic  had 
worn  off,  the  speculators  would  make  a very  con- 
siderable profit  as  against  the  people  Who  had  been 
nefariously  driven  into  panic.  That  is  the  form  of 
depression  of  industry  that  in  my  judgment  it  would 
take. 

6327.  Can  you  suggest  any  means  by  which  that 
fear  could  be  dissipated? — No,  I do  not  think  there 
is  any,  except  by  the  continual  exposition  of  the  real 
fact. 

6328.  Mr.  Bell : The  real  fact  being  what? — That 
the  genuine  primary  effect  upon  industry  would  not 
he  disastrous. 

6329.  But  many  people  conscientiously  think  it 
would?— Then  it  is  quite  open  to  them  to  expound 
their  views. 

6330.  Sir  Charles  Addis  : Assuming  that  the  fear 
of  a levy  cannot  be  dissipated,  and  that  it  might 
lead  to  panic,  would  you  still  be  in  favour,  as  a 
practical  and  beneficial  measure,  of  introducing  a 
Capital  Levy? — I think  the  fear  that  exists  is  due 
very  largely  to  wholesale  misrepresentation  in  the 
Press  and  elsewhere  of  the  proposal,  and  until  it  has 


2 G 2 


•160 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


3 March , 1925.']  Mr.  F.  W.  Pethiok-Lawbence,  M.P.  [ Continued . 


Been  fairly  stated  and  the  case  given  a fail-  chance, 

I should  decline  to  believe  that  the  fear  could  not 
be  dispelled.  After  all,  human  beings  are  reasonable 
beings  in  the  mug  run,  and  if  you  say  they  have  a 
kind  of  complex  against  a Capital  Levy,  it  may  be 
so,  but  I should  not  accept  that  as  a view  of  it  until, 
at  any  rate,  the  other  had  been  given  a fair  trial. 

6331.  Would  you  consider,  for  example,  that  some 
measure  of  general  assent  to  your  proposal  would  be 
an  essential  part  of  it?  Would  it  be  worth  while  to 
try  it,  unless  you  had  secured  a considerable  volume 
of  opinion  in  its  favour  in  the  country? — 1 think 
under  our  political  system  the  Government  could  not 
carry  any  sweeping  change  except  with  a very  con- 
siderable majority.  You  could  not  by  a bare  majority 
of  five  votes  in  Parliament,  perhaps  with  a minority 
Government,  carry  a sweeping  change  of  this  kind; 
it  would  be  politically  impossible.  In  politics  only 
those  changes  which  have  a considerable  measure  of 
public  support — very  much  more  than  a mere  51/49 
per  cent. — could  be  carried  through. 

6332.  The  proposal  for  a Capital  Levy  would  in 
point  of  fact  have  to  stand  or  fall  by  the  measure  of 
assent  which  it  secured  from  the  public? — Yes,  1 
think  so.  ( Paragraphs  15  and  16  read.) 

6333.  Paragraph  17  we  have  already  discussed? — 
Yes.  ( Paragraph  18  read.)  By  steadying  employ- 
ment, I consider  the  demand  by  the  working  class 
is  a more  stable  form  of  demand  than  the  demand 
by  the  classes  that  have  a larger  margin  of  income. 

( Paragraphs  19  and  20  read.) 

6334.  Mr.  Bell : On  paragraph  19,  I want  to  draw 

your  attention  to  a paragraph  in  vo ur  book  “ A Levy 
on  Capital  ” at  page  73.  “ The  imposition  of  the 

levy  will  give  the  State  a direct  financial  interest 
in  certain  national  public  services.  The  number  and 
extent  of  these  will  be  determined  by  public  policy ; 
they  will  very  likely  include  railways,  mines,  banks, 
insurance  companies,  ships  and  armament  works. 
The  interest  thus  acquired  by  the  State  in  these  con- 
cerns will  be  partial  only,  and  can  either  be  extended 
afterwards,  by  purchase,  to  complete  State  owner- 
ship, or  bought  out  so  as  to  restore  full  private  pos- 
session.” Is  it  in  your  mind,  when  you  say  the  levy 
would  tend  to  reduce  inequality  in  the  distribution  of 
wealth,  that  one  of  the  results  of  the  levy  might  be 
the  complete  State  ownership  of  various  things? 
— No,  I do  not  think  that  would  be  the  result 
of  the  levy.  It  would  depend  upon  the  policy 
otherwise  adopted  by  the  country.  The  effect 
of  the  levy  would  merely  be  to  transfer  a 
certain  quite  limited  number  of  title  deeds 
of  various  kinds  in  such  industries  to  the  State, 
and,  assuming  you  had  a Government  that  took  the 
line  of  the  present  Government,  those  would  be  held 
for  a time  and  disposed  of;  assuming  that  by  that 
time  you  had  a Government  that  took  an  entirely 
different  view,  they  might  be  used  otherwise.  I 
would  remind  you  that  when  the  first  edition  of  this 
book  was  written  we  had  at  that  time  a definite  state- 
ment by  a member  of  the  Government  that  the  rail- 
ways were  going  to  be  nationalised,  so  that  it  was 
a much  more  open  question  than  at  the  present  time. 

6335.  You  do  not  regard  the  policy  of  the  levy  as 
a possible  first  step  to  complete  State  ownership? — - 
If  a Government  were  in  power,  supported  by  a suffi- 
cient number  of  people  desiring  State  ownership  of 
several  things,  no  doubt  the  yield  of  the  levy  coming 
in  the  shape  of  title  deeds  of  those  things  would  be 
a small  step,  but  still  nevertheless  a step  in  that 
direction.  But  as  I point  out  in  the  paragraph  that 
you  have  read,  it  would  entirely  depend  upon  the 
policy  otherwise  determined  upon,  and  if  the  further 
policy  were  not  determined  upon,  it  would  not  form  a 
step  at  all.  In  other  words,  it  might  be  considered 
as  a small  step,  but  one  that  could  be  easily  reversed. 

6336.  Mrs.  Wootton : It  is  not  because  it  is  a step 
towards  State  ownership  that  you  are  putting  forward 
a Capital  Levy  now? — No.  (Paragraphs  21  and  22 
read.) 

6337.  Mr.  Bell : It  is  not  my  experience,  in  a good 
long  time  of  business,  that  where  everybody  is  anxious 
to  sell  there  is  somebody  apxious  to  buy? — 


I am  afraid  I did  not  make  the  point  clear 
I am  not  suggesting  that  because  a large  number  of 
people  are  anxious  to  sell  other  people  are  anxious 
to  buy.  The  point  I am  making  here  is  that,  as  the 
object  of  the  levy  is  not  to  transfer  money  at  all,  for 
every  pound  that  someone  wants  to  obtain  someone 
will  have  a pound  that  they  want  to  invest.  Assuming 
that  a person  wanted  to  pay  cash  to  the  Government, 
as  soon  as  the  Government  gets  that  cash  it  will  hand 
it  over  to  the  present  holder  of  some  form  of  "War 
Loan,  and  that  person  will  have  a pound  to  invest, 
so  that  corresponding  to  every  seller  there  will  be 
a buyer  with  exactly  the  same  amount  of  cash  avail- 
able. 

6338.  Of  course  we  do  not  know  what  he  will  do 
with  the  pound  ? — No.  He  may  not  use  it  in  that  par- 
ticular way.  I have  not  said  that.  I have  said  there 
will  be  just  as  many  pounds  coming  into  the  market  for 
investment  as  there  are  pounds  which  people  are 
wanting  to  obtain  by  sale;  and  that  I think  is  correct. 

6339.  No,  you  do  not  quite  say  that.  You  say  that 
for  everyone  anxious  to  sell  there  would  be  someone 
anxious  to  buy? — I think  that  is  true.  I do  not  think 
you  want  meticulously  to  deal  with  the  number  of 
people.  The  real  point  and  the  essential  point  is 
that  there  would  be  the  same  amount  of  money  ready 
for  investment  as  people  are  seeking  to  obtain  by 
sale.  (Paragraph  23  read.) 

6340.  Sir  Charles  Addis : When  you  say  that  the 
levy  would  have  very  little  deflationary  effect  do  you 
mean  that  in  your  view  only  a small  amount  of  War 
Loan  is  used  as  collateral  security  for  advances,  or 
that  this  collateral  could  easily  be  replaced  by  another 
form  of  security? — It  raises  a very  important  and  a 
very  large  question.  The  successive  stages  of  reason- 
ing are  these.  First  of  all,  a very  large  part  of  the 
wealth  of  the  country  is  held  not  in  private  businesses 
at  all.  So  far  as  this  iis  concerned  the  question  of 
deflation  would  not  really  arise;  the  owners  are  merely 
paying  over  part  of  their  accumulated  wealth  which 
they  use  solely  as  a source  of  income.  In  the  second 
place  there  are  large  numbers  of  companies.  So  far 
as  they  are  concerned,  if  they  are  public  companies 
of  some  standing,  the  terms  of  the  levy'  would  enable 
the  holders  of  those  companies  to  pay  in  debentures 
or  preference  shares,  or  in  some  cases  even  in  shares, 
instead  of  paying  cash  at  all.  So  far  as  those  are 
concerned,  there  is  no  deflation  arising.  The  only 
cases  where  deflation  could  arise  would  he  with  regard 
to  people  whose  money  is  invested  in  private  busi- 
ness or  private  companies.  We  have  the  evidence 
of  the  Inland  Revenue,  given  at  the  time  of  the  War 
Wealth  Inquiry,  as  to  the  number  of  persons  who  have 
their  money  invested  in  private  business.  Of  course 
I have  no  means  of  judging  how  far  the  circumstances 
have  remained  unchanged,  hut  we  can  take  that  at  any 
rate  as  a first  approximation.  I give  this  in  para- 
graph 28.  You  have  the  precise  figures  there.  May 
I give  it  in  general  terms  now?  First  of  all,  a very 
considerable  number  have  other  resources.  In  the 
second  place,  so  far  as  overdrafts  are  concerned,  it 
is  only  a small  proportion  of  the  private  businesses 
that  have  overdrafts.  Finally  with  regard  to  those 
particular  persons  all  of  whose  money'  is  invested  in 
their  business  and  who  either  have  an  overdraft  oi 
at  any  rate  have  not  anything  to  spare,  you  will 
meet  the  problem  by  changing  the  levy  into  a payment 
by  instalments.  This  is  part  of  the  essential  plan 
of  the  scheme.  By  giving  them  an  option  of  paying 
over  10,  15  or  20  years  you  make  it  entirely  unneces- 
sary for  them  to  deflate;  and  in  their  particular  case, 
which  does  not  amount  to  a very  large  number  o 
the  whole,  you  do  convert  it  into  something  that  is 
not  widely  different  from  an  Income  Tax. 

6841.  The  answer  is  that  in  your  view  the  amoun 
of  War  Loan  which  is  represented  by  collatera 
security'  is  practically  negligible  and  that  even  foi 
that  small  amount  it  is  possible  to  make  provision 
by  way  of  instalments? — That  is  in  effect  the  answei. 

6342.  Mr.  Bell : I do  not  follow  w'hy  you  say  a de- 
■ flationary  influence  does  not  come  in  because  a 
person  surrenders  some  of  his  War  Loan? — If  it  ls 
a gentleman  at  large,  not  having  a business,  i'll" 
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surrenders  War  Loan  that  is  perfectly  free  and  open, 
that  does  not,  in  my  view,  bring  about  deflation  in 
any  sense  which  means  affecting  prices  and  currency. 

6343.  H'is  purchasing  power  is  very  much  less  after- 
wards?— People  do  not  purchase  by  means  of  their 
capital;  they  purchase  by  means  of  their 
income.  The  question  that  affects  it  is  whether  the 
income  of  the  country  as  a whole  is  reduced,  and  1 
do  not  think  it  would  be. 

6344.  It  is  obvious,  is  it  not?  Take  the  example 
of  the  people  you  quote.  If  you  take  away  from  them 
a considerable  portion  of  the  War  Loan  that  they 
hold,  their  income  is  immediately  reduced? — Yes, 
but  there  are  two  factors  to  set  against  that.  First 
of  all,  their  income  is  not  reduced  by  the  whole  of  the 
gross  charge;  firstly  because  you  have  originally  to 
deduct  Income  Tax  from  their  income,  and  in  the 
second  place  you  have  to  deduct  the  saving  of  Income 
Tax  on  that  part  which  is  left  if  you  reduce  the  rate 
of  Income  Tax;  and  in  general  the  whole  benefit  of 
this  saving  to  the  State  goes  in  reduced  taxation, 
and  that  reduced  taxation  relieves  income  either  to 
the  individual  who  has  paid  the  Capital  Levy  or  to 
others,  to  the  exact  amount.  Therefore  there  is  no 
deflation,  'because  the  'income  of  the  country  is  the 
same. 


6345.  To  the  exact  amount — surely  not.  It  is  only 
the  Income  Tax  upon  the  larger  amount  which  he 
had  formerly ; it  cannot  be  the  whole  amount  ? — I 
venture  to  suggest  that  it  is.  I do  not  know  that  I 
can  trust  myself  to  give  figures  out  of  my  own  head ; 
but  supposing  a man  has  been  in  the  habit  of  getting 
a gross  income  of  £50,000  and  supposing  you  take 
as  a rough  figure  that  the  Super-tax  and  Income  Tax 
at  the  present  time  cut  that  down  to  £25,000;  now 
supposing  by  taking  away  his  capital  you  reduce  his 
gross  income  down  to  £30,000;  in  the  first  place  he 
would  be  paying  a slightly  smaller  Super-tax  and 
Income  Tax,  and  therefore  instead  of  paying  10s.  he 
would  be  paying  something  like  9s.  That  would 
bring  him  down  from  £30,000  to  perhaps  £16,000  or 
£17,000,  or  something  of  that  kind.  So  that  to  start 
with,  even  if  you  made  no  alteration  in  tax,  you 
would  only  have  reduced  his  true  income  by  what- 
ever it  would  be,  £8,000  or  £9,000,  and  not  by  the 
£20,000,  that  appears  to  start  with.  Then  in  the 
second  place,  as  the  result  of  the  levy  you  are  able  to 
leaver  the  rate  of  Income  Tax.  That  again  cuts  into 
die  £9,000  difference.  lu  so  far  as  the  lowering  of 
the  rate  of  Income  Tax  does  not  cut  into  the  whole 
of  it,  obviously  you  get  a saving  to  the  Exchequer,  and 

..  you  us.e  in  cutting  down  the  food  taxes  and 
giving  a wider  margin,  of  expenditure  for  other 
mgs.  lhat  mounts  up  so  that  in  time  you  get 
the  same ^net  income  as  you  had  before. 

6346.  You  have  not  convinced  me  at  all.  Somebody 

a benefit  but  you  have  not  convinced  me 
mat  the  nian  himself  has  not  had  a lesser  income  be- 
cause some  of  the  Income  Tax  is  reduced  upon  that 
esser  income.— No.  That  is  quite  right.  But  that 

was  not  the  point,  if  I may  say  so.  The  point  was 
' netlier  there  was  less  income  for  the  country  as  a 
yj 110  e*  ^ quite  agree  with  you  that  the  mail  may  not 
ave  the  same  income  for  himself,  hut  the  point  on 
uenation  was  whether  the  income  of  the  country  as  a 
hole  would  be  the  same. 

i ?TS'  : Is  your  view  about  this  at  all 

< uected  by  the  question  whether  or  not  this  country 
WfTY*1  standard  at  the  time  the  levy  is  imposed? 
tint  j ''"^ness  here  this  morning  who  suggested 
deflationary  effects  of  a levy  would  be  much 
i 1 ' ou  bad  a gold  standard,  because  you  would 
ve  automatic  correction ; you  would  get  an  influx 
vv  you  would  get  a rise  of  prices  if  there 

fn,-  deflation  ? If  you  have  an  inelastic  gold  basis 
currency  I do  not  see  how  there  could  be 
ap-erl  6 atI0na|ry  effects  of  a levy.  If  you  have  a man- 
eff eo+c  ^+ipej  basis,  then  I think  any  deflationary 
. “at  might  accrue  would  be  altered  by  the 
for  ’V&emeilt-  you  had  an  unman  aged  paper  basis 
ahln't?ln-|Clln'enc^r  bhen  the  whole  thing  is  unmanage- 
> you  cannot  tell  what  will  happen. 


6348.  if  you  had  a gold  standard,  as  you  had  before 
the  war,  any  deflation  which  results  from  an  opera- 
tion of  this  kind  tends  to  correct  itself  through  the 
effect  on  prices? — Yes. 

6349.  Sir  Charles  Addis : Deflation  leads  to  lower 
prices  and  so  leads  to  an  influx  of  gold,  which  will 
immediately  raise  them  again? — I should  have 
thought  that  the  result  would  simply  be  that  there 
could  not  be  a deflation. 

6350.  It  is  on  the  hypothesis  of  there  being  la  de- 
finition ? — The  word  “ deflation  ” has  never  been  ac- 
curately defined,  and  therefore  it  rather  depends  on 
exactly  what  you  mean  by  deflation. 

6351.  What  the  witness  had  in  view  evidently  wlas 
that  prices  would  be  reduced  below  the  level  of  prices 
in  other  countries  and  the  result  would  be  that,  with 
a gold  standard,  gold  would  flow  in  and  deflation 
would  be  immediately  corrected? — I agree  if  that 
were  to  happen  that  would  be  the  result. 

6352.  The  result  being  that  the  danger  of  deflation 
under  a gold  standard  would  be  less? — Except  that  I 
should  in  any  case  think  there  would  not  be  defla- 
tion; therefore  I do  not  think  I should  quite  agree. 

6353.  But  your  disagreement  is  limited  to  the  fact 
of  deflation  ?• — I think  that  there  could  not  be  a de- 
flation under  a gold  currency.  Under  a paper  cur- 
rency it  would  depend  upon  how  it  was  managed. 

( Paragraph  24  read.)  It  was  pointed  out  to  me  that 
1 lmd  slightly  misunderstood  the  question.  What  I 
had  intended  to  convey  was  that  the  £100  millions 
would  be  a net  saving,  but  when  I read  the  question 
over  again  I saw  that  I was  made  to  say  that  that 
would  he  the  loss  in  revenue  owing  to  the  Capital 
Levy.  As  a matter  of  fact  the  difference  is  not  very 
important,  because  I should  put  them  both  at  nearly 
the  same  amount,  from  £90,000,000  to  £100,000,000. 
But  it  depends,  of  course,  upon  the  yield  of  the  levy. 
With  a yield  of  about  3J  milliards  I should  put  the 
gross  saving  at  about  £157,000,000,  and  the  loss  to 
the  revenue  at  about  £93,000,000;  that  gives 
£64,000,000;  adding  the  reduction  to  the  Sinking 
Fund  gives  you  about  £90,000,000  saving  a year. 

6354.  With  roughly  a net  saving  of  one-third,  taking 
the  service  of  the  debt,  that  is,  the  interest  on  the 
debt,  as  £305,000,000? — In  your  new  Budget  you 
would  strike  £157,000,000  off  the  debt  interest;  you 
would  cut  it  down  to  half ; hut  the  loss  to  the  revenue 
would  come  in  on  the  other  side,  so  that  the  net 
saving  apart  from  the  Sinking  Fund  reduction  would' 
be  £64,000,000 ; and  if  you  add  that  in,  as  you  ought 
to  do  on  any  fair  comparison,  you  would  get  about 
£90,000,000,  whereas  if  the  yield  was  four  milliards 
then  I think  the  net  saving  would  be  over 
£100,000,000.  That  is  how  I arrive  at  it. 

6355.  If  you  were  to  wipe  out  the  whole  debt  the 
result  would  be  that  a sum  of  £305,000,000  for  interest 
would  he  no  longer  necessary? — That  is  true. 

6356.  But  that  would  be  fallacious,  because  a 
deduction  would  have  to  he  put  on  the  other  side? — 
Yes. 

6357.  And  the  point  is  to  arrive  at  what  amount  of 
that  £305,000,000  would  be  net  saving? — Yes. 

6358.  Is  it  your  view  that  it  would  he  one-third, 
oi  do  you  say  that  £100,000,000  would  be  saved  out 
ol  the  £157,000,000  on  the  assumption  of  half  the 
loan  being  paid? — In  the  first  place  you  have  not 
taken  the  Sinking  Fund  at  all  into  calculation.  I 
think  you  ought  to  add  that  in,  because  obviously 
if  you  wiped  out  the  Whole  debt  you  would  not  require 
any  Sinking  Fund  at  all;  so  that  instead  of 
£305,000,000  you  ought  to  take  £356,000,000.  Now 
if  you  wiped  out  the  whole  debt  by  means  of  a levy 
on  capital  you  would  relieve  the  national  Exchequer 
of  the  payment  of  the  £355,000,000.  As  against 
that  you  would  suffer  a loss  in  revenue  that  I have 
not  worked  out.  What  I have  worked  out  is  that 
if  you  get  3J  milliards,  the  gross  saving  would  be 
£157,000,000  and  the  net  saving  would  be 
£90,000,000.  Now  the  effect  of  that  on  the  Budget 
would  be  that  £157,000,000  would  disappear  from  the 
right  hand  side;  in  fact  £157,000,000  and 
£26,000,000,  the  Sinking  Fund,  that  would  he 
£183,000,000,  would  disappear  from  the  right  hand 
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(yide,  and  at  the  same  time  £93,000,000  would  dis- 
appear from  the  revenue  side,  showing  a net 
advantage  of  £90,000,000,  and  if  it  was  four  milliards 
those  figures  would  be  slightly  increased. 

6359.  "it  is  £183,000,000  on  the  one  side  and  about 
£90,000,000  on  the  other?— Yes,  something  like  that. 
(Paragraphs  25,  26  and  27  read.) 

6360.  Paragraph  28  we  have  already  dealt  with,  1 
think? — Yes,  I think  we  have.  ( Paragraph  29  read.) 

6361.  What  had  you  in  mind  when  you  said  it 

would  be  best  to  allow  for  a final  adjustment?  How 
would  you  preserve  equity  as  between  the  payer  of 
a lump  sum  and  the  payer  by  way  of  instalments? 
Have  you  considered  that  point? — If  a person  pays 
down,  he  pays  on  the  basis  of  his  present  wealth. 
If  a person  spreads  the  instalments  over  a long 
period  the  question  arises,  supposing  his  wealth 
very  much  increases  during  that  period  or  very  much 
declines,  whether  you  take  that  into  account : if 

vou  put  an  extreme  case  of  a person’s  wealth 
declining  so  much  that  the  instalment  swallows  up 
the  whole  or  more  than  the  whole,  how  will  you 
stand?  I think  it  is  quite  clear  that  you  may  have 
to  make  some  adjustment  in  that  case.  I think 
broadly  the  best  way  would  be  to  give  several  options 
of  instalment  to  the  man.  It  may  sound  complicated, 
but  I think  the  man  might  have  two  or  three 
different  optional  methods  of  paying  instalments, 
which  would  have  different  results.  I could 
enumerate  those  if  you  wish. 

6362.  He  would  have  liberty  to  pay  a lump  sum 
if  he  chose? — Yes,  he  could  always  pay  a lump  sum 
if  he  chose.  (Paragraphs  30  and  31  read.) 

6363.  Professor  Hall-.  You  do  not  anticipate  any 
difficulty  in  regard  to  the  valuation  of  particular 
parts  of  the  property  of  a person  liable  to  the  levy? 
— There  will  be  difficulties,  of  course.  You  must 
remember  that  the  Inland  Revenue  in  the  case  of 
the  proposal  to  tax  War  Wealth  said  that  the  diffi- 
cirlties  of  assessing  in  two  separate  valuations,  both 
in  past  time,  and  taking  the  difference  between  them 
were  not  insuperable.  If  that  be  so,  then  a fortiori 
the  current  valuation  once  of  the  wealth  of  certain 
people  in  the  country  would  obviously  be  at  any 
rate  not  insuperable. 

6364.  I think  it  has  been  estimated  that  the  cost 
would  be  one-tenth  to  one-fifth  per  cent.  You  would 
not  think  that  was  a very  excessive  charge? — -I 
would  not  like  to  charge  my  memory  with  figures; 
it  is  in  that  book  that  you  have  before  you.  That 
is  not  very  heavy. 

6365.  Mr.  Bell : Y'ou  spoke  once  or  twice  this  after- 
noon in  your  very  interesting  evidence  about  war 
services  and  the  arbitrary  division  between  those  who 
went  to  the  War  and  those  who  stayed  at  home.  Do 
I understand  you  that  if  a man  is  liable  to  the  levy 
because  of  his  means,  if  he  had  gone  to  the  War  he 
would  he  exempt? — No,  I did  not  suggest  that  people 
who  stayed  at  home  in  the  main  were  people  who 
made  money  out  of  it.  What  I did  say  was  that 
during  the  War  the  idea  was  that  people  should 
give  whatever  they  had.  Some  people  had  life  and 
health  and  youth;  some  people  had  money;  some 


people  had  neither  and  some  people  had  both;  but 
whatever  they  had,  it  was  expected  in  the  interest* 
of  patriotism  that  they  should  give.  That  was  my 
point. 

6366.  Then  you  would  not  mind  a man  giving  in 
both  ways? — No. 

6367.  The  distinction  between  war  service  and  the 
other  thing  is  not  to  be  taken  into  account? — I am 
not  sure  what  you  mean  by  “ the  other  thing.”  Do 
you  mean  a levy  on  his  wealth?  There  are  two  forms 
of  contribution  or  sacrifice  if  there  is  to  be  a war; 
one  is  a sacrifice  of  health  and  comfort  and  possibly 
life,  and  the  other  is  a sacrifice  of  wealth. 

6368.  And  another  is  the  sacrifice  of  both?— With 
some  the  sacrifice  of  both  and  with  some  the  sacrifice 
of  neither.  If  you  are  going  for  sacrifice  it  is  not 
a question  where  you  can  balance  a profit  and  loss 
account  between  one  person  and  another.  You  call 
upon  people  for  what  is  theirs  to  give. 

6369.  We  have  had  that  sort  of  thing  told  us— 
that  was  just  my  point.  I want  to  know  about 
the  man  w'ho  had  both  war  service  and  wealth.  In 
your  judgment  he  would  still  be  levied  upon,  would 
he? — Yes.  I think  when  you  are  calling  for  sacrifice 
on  the  ground  of  patriotism  you  have  to  call  for 
sacrifice  of  those  things  which  a person  has,  and 
if  you  are  going  to  call  for  the  sacrifice  of  health 
and  strength  and  youth  you  are  certainly  entitled 
also  to  call  for  sacrifice  of  money  from  those  who 
have  it. 

6370.  Although  they  took  part  equally  with  the 
others  in  the  War? — Yes.  It  is  a case  of  “ Give 
what  you  have.” 

6371.  1 quite  agree,  but  we  have  had  it  rather  put 
as  a contrast  of  classes  that  those  people  who  went 
had  no  money  and  those  who  stayed  at  home  had 
money;  but  that  is  not  so.  Now  about  this  limit  of 
£5,000.  Was  the  limit  originally  proposed  very 
much  less? — Yes,  in  my  original  proposal  I proposed 
a very  small  limit  for  the  levy,  which  would  have 
paid  off  the  whole  of  the  War  Debt.  I still  think 
that  if  the  country  would  have  accepted  that,  that 
was  the  right  proposal,  but  that  was  turned  down 
and  then  the  figures  were  altered  into  their  present 
shape. 

6372.  You  say  “ turned  down  ”;  nothing  is  turned 
down  as  yet;  why  cannot  that  remain  part  of  the 
original  proposal — that  everybody,  if  there  is  to  be 
a levy,  should  to  the  extent  of  his  means,  and 
possibly  with  graduations,  take  his  share  in  helping 
towards  the  reduction  of  this  great  debt? — It  has 
been  turned  down  in  this  sense,  that  a considerable 
number  of  years  have  elapsed,  and  in  view  of  that, 
1 do  not  think  it  would  be  possible  to  revert  to  that 
proposal  to-day. 

6373.  It  in  fact  would  be  very  much  less  popular 
as  a measure  among  the  electorate  if  you  made  it 
a £2,000  limit  instead  of  a £5,000  limit? — Yes.  very 
likely  it  would. 

Sir  Charles  Addis  : We  are  very  much  obliged  to 

you  for  coming  hero  to-day  and  for  the  evidence  you 
have  given 


(The  Witness  withdrew.) 


(Adjourned  to  to-morrow  morning.) 
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TWENTIETH  DAY. 


Wednesday,  4th  March,  1925. 


Present  : 

Mr.  HENRY  BELL  (in  the  Chair).  Mrs.  BARBAB.A  WOOTTON 

Mr.  J.  W.  BOWEN. 

Professor  FRED  HALL.  Mr.  G.  R.  HAMILTON,  Secretary. 

. Mr.  G.  ISMAY,  Assistant  Secretary. 

Mr.  P.  D.  Leake  called  and  examined. 

Evidenck-in-uhiee  handed  in  by  Mr.  Leake  (in  reply  to  the  Committee’s  questions  regarding  a 

Capital  Levy  printed  on  page  683). 


1.  My  answer  to  Question  15  should  be  read  before 
my  answers  to  Questions  1-14  inclusive. 

Answer  to  Question  1 .(as  to  the  case  jor  a large 
and  early  repayment  of  debt,  and  method 
suggested). 

2.  I think  the  repayment  of  the  National  Debt 
should  be  undertaken — not  in  an  unoertain  and 
haphazard  way,  but  by  means  of  a regular  annual 
Sinking  Fund.  Beyond  the  amount  of  the  necessary 
annual  Sinking  Fund  the  repayment  of  the  National 
Debt  should  not  lie  upon  annual  taxation  and  so 
upon  production.  I think  there  is  no  practicable 
way  of  reducing  the  debt  except  by  means  of  an 
annual  Sinking  Fund. 

3.  1 anticipate  that  with  a gradual  return  to 
normal  conditions,  there  will  be  a gradual  fall  in  the 
level  of  prices,  and  that  prices  may  ultimately  fall 
to  the  pre-war  level. 

Answer  to  Question  2. 

4.  (Section  1)  (as  to  form  of  levy).  For  the  purpose 
of  this  Memorandum,  the  suggestions  for  a possible 
form  of  levy  made  by  the  Labour  Party  are  adopted. 

(Section  2)  (as  to  reduction  of  Sinking  Fund  after 
levy).  If  the  levy  could  in  fact  be  applied  to  the 
reduction  of  debt,  I think  it  would  afterwards  be 
desirable  proportionately  to  reduce  the  amount  of 
the  Sinking  Fund. 

(Section  3)  (a.s  to  changes  in  taxation  after  levy). 
If  a levy  could  be  imposed,  I would  still  advocate 
the  adoption  of  the  principles  of  taxation  explained 
in  the  evidence  already  given  by  me  to  the  Com- 
mittee, i.e.,  a flat  rate  tax  on  all  annual  production 
at  a rate  necessary  to  produce  the  amount  of  revenue 
required. 

Answer  to  Question  3 (as  to  equity,  Sc.,  of  levy  as 
compared  icitli  income  taxation). 

5.  The  confiscatory  nature  of  a Capital  Levy7  is 
much  clearer  and  more  direct  than  is  the  similar 
characteristic  involved  in  our  qiresent  progressive 
taxation,  and  its  destructive  effects  on  industry  and 
employment  would  be  accordingly  greater. 

Answer  to  Question  4 (as  to  guarantee  against 
repetition). 

6.  I do  not  think  that  the  lapse  of  time  since 
the  War  period  can  have  any7  bearing  on  the 
acceptability  of  a Capital  Levy.  I think  that  any 
guarantee  against  its  repetition  given  by  those 
responsible  for  its  imposition  would  be  neither  con- 
vincing nor  effective. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry). 

7.  A Capital  Levy  would  irretrievably  damage 
public  confidence  and  security.  It  would  greatly 
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deteriorate  the  exchangeable  value  of  all  existing 
capital.  It  would  be  disastrous  to  those  conditions 
which  beget  credit,  and  credit  is  the  very7  lifeblood 
of  the  body  of  industrial  capital,  upon  the  effective 
use  of  which  annual  production  depends.  Finally, 
it  would  react  with  crushing  force  upon  wage-earners 
and  others  with  small  incomes  by  diminishing 
industry  and  employment  and  by7  further  raising  the 
prices  of  all  current  production,  which  a nation  must 
have  in  order  to  live. 

I do  not  think  that  the  state  of  trade  for  the  time 
being  can  have  any  bearing  upon  the  arguments  for 
and  against  a Capital  Levy. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  ivith  that 
under  high  annual  taxation). 

8.  As  stated  in  my  answer  to  Question  3,  I think 
that  the  destructive  effects  of  a Capital  Levy  upon 
industry  and  employment  would  be  much  greater  than 
are  the  destructive  effects  of  our  present  high  pro- 
gressive taxation. 

Answer  to  Question  7 (as  to  effects  on  employment) . 

9.  I think  that  the  effects  of  a Capital  Levy,  set  out 
in  my  answer  to  Question  5,  would  seriously  diminish 
employment. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

10.  A Capital  Levy,  if  it  were  practicable,  would, 
by  reducing  the  large  estates,  have  the  effect  of 
taking  out  of  the  most  capable  hands  the  control  of 
a large  part  of  industrial  capital.  While  it  would 
not,  of  course,  reduce  capital  in  the  sense  of  actually 
destroying  the  materials  and  commodities  which  alone 
represent  existing  capital,  it  would  greatly  de- 
teriorate the  exchangeable  value  of  such  materials 
and  commodities.  It  would  reduce  the  value  of  all 
estates,  including  those  not  exceeding  £5,000,  and 
especially  of  the  large  estates. 

Answer  to  Question  9 (as  to  effects  on  future 
savings) . 

11.  If  a serious  attempt  were  made  to  impose  a 
Capital  Levy,  I think  that  the  inducement  to  invest 
savings  would  be  destroyed,  and  that  therefore,  owing 
to  lack  of  inducement  to  invest,  the  practice  of  hoard- 
ing might  revive. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

12.  I think  that  both  the  immediate  and  ultimate 
effects  on  national  credit  at  home  and  abroad  of 
repaying  a large  part  of  the  National  Debt  by7  means 
of  a Capital  Levy  would  be  disastrous,  because  it 
involves  barefaced  confiscation  of  personal  capital. 
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Answer  to  Question  11  (as  to  effects  on  sale  of 
securities). 

13.  A very  large  part — perhaps  nearly  one-hall' — of 
personal  capital  is  held  in  the  form  of  shares  of  joint 
stock  companies,  and  these  companies’  would  not 
themselves  be  directly  subject  to  the  levy.  Any 
attempt  to  impose  a Capital  Levy  would  necessarily 
lead  to  attempts  being  made  on  a large  scale  to  sell 
or  pledge  these  shares.  The  consequent  fall  in  prices 
of  shares  would  not  be  prevented  by  the  demand  by 
those  holders  of  debt  that  was  paid  off  by  the  levy. 


Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

14.  A Capital  Levy,  by  reducing  all  production, 
including  the  production  of  necessities,  would  cause 
prices  to  rise  still  further,  and  thus,  owing  to  the  fact 
that  production  must  be  had,  it  would  have  an  effect 
on  prices  of  current  production  contrary  to  the  normal 
effect  of  deflation,  which  is  to  cause  prices  to  fall. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

15.  Other  things  remaining  the  same,  the  annual 
saving  in  interest  which  would  be  effected  by  a 
reduction  of  £3,000  millions  in  the  National  Debt 
would  be  about  £150  millions  per  annum,  and  at  the 
existing  rates  of  progressive  taxation  this  would 
involve  a future  reduction  in  the  yield  of  taxes  which 
might  reach  £100  millions  per  annum. 


Answer  to  Question  14. 

16.  I do  not  think  the  practical  working  of  a 
Capital  Levy  is  possible — 

(Sections  a and  b)  (as  to  methods  of  valuation  and 
finality  of  valuations). — Owing  to  the  destruction  of 
confidence  and  security  consequent  upon  the  attempt 
to  impose  a Capital  Levy  it  would,  I think,  be 
impossible  to  determine  any  methods  by  which 
property  could  be  fairly  valued  for  the  purpose  of  a 
levy. 

(Section  e)  (as  to  extent  of  payment  in  cash, 
securities  and  other  forms). — (1)  Owing  to  the  state 
of  chaos  which  would  be  produced  by  any  attempt  to 
impose  a Capital  Levy,  it  is  doubtful  whether  any 
substantial  part  could  be  paid  in  cash.  (2)  For  the 
purpose  of  this  question  it  may  be  estimated  that 
personal  capital  is  at  present  held  in  the  following 
forms : — 


Shares  in 
Companies. 


£ Millions. 

6,583 

1,000 

120 

216 

500 
3,750 

12,169 

Shares  in  Companies  

£27, 286(a)  £21,492 


War  Loan  is,  of  course,  unevenly  held.  Many 
individuals  hold  none  and  others  hold  the  bulk  of 
their  capital  in  War  Loan.  It  is  probable  that  a 
large  proportion  of  War  Loan  is  held  by  a very 
numerous  body  of  small  investors  who  would  not 
themselves  be  liable  to  the  levy.  If  the  holdings  of 


(a)  See  tables  in  paragraphs  18  and  20. 

(b)  21]  per  cent,  of  £27,286  millions  represents  estates  not 
exceeding  £5,000  and  therefore  not  liable  to  Capital  Levy. 


Industrial  property 
Domestic  property 
Gold  and  silver  coin  and 

bullion  

Foreign,  Indian  and  Colo- 
nial Government  pre- 
war fixed  interest 

securities 

National  Debt  and  local 
loans — pre-war 
post-war 


Individual 

Holdings. 


£ Millions. 
6.583 
4,062 

5 


(6) 

78J  per  cent, 
of  Individual 
Holdings 
liable  to 
Capital  Levy. 

£ Millions. 
5,185 
3,200 


217 

500 

3,750 


171 


394 

2,953 


12,169 


9,685 


War  Loan  of  the  individuals  liable  to  assessment — i.e., 
about  10  per  cent,  of  the  total  number  of  individuals 
who  hold  capital — amount  in  all  to  £2,953  millions 
only,  it  would  be  unsafe  to  assume  that  more  than 
about  one-half,  or,  say,  £1,500  millions  of  the  £5,726 
millions  Capital  Levy  (see  answer  to  Question  15, 
table  in  paragraph  20,  column  E)  could  be 
paid  by  the  actual  transfer  of  War  Loan. 
From  this  it  follows  that  the  balance  of 

£4,226  millions  would  have  to  be  found  by 
selling,  pledging  or  transferring  securities  represent- 
ing rights  of  ownership  and  control  of  existing  capital 
now  almost  wholly  engaged  in  some  form  of  industrial 
production.  It  seems  probable  that  two-thirds  of  this 
capital  would  be  represented  by  Stock  Exchange 
securities  and  one-third  by  other  property,  includ- 
ing real  property.  It  is  inconceivable  that  it  would 
be  possible  to  sell  on  the  market,  even  at  knock-out 
prices,  a quantity  of  securities  of  this  nature 
representing  nearly  25  per  cent,  of  the  whole  of  such 
assessable  property  and  securities.  It  is  equally 
certain  that  the  money  could  not  be  raised  on  credit 
by  pledging  such  property  and  securities  to  the  hanks. 
It  would  therefore  be  necessary  to  transfer  the  owner- 
ship of  a vast  amount  of  property  and  securities  of 
this  kind  to  nominees  of  the  Slate,  and  incidentally 
the  control  would  pass  into  unsuitable  and  less 
capable  hands. 

(Section  d)  (as  to  payment  by  private  businesses). — 
In  the  case  of  a private  business,  whether  firm  or 
company,  it  would  seem  impossible  to  provide  the 
payment  of  a levy.  A private  manufacturing  firm 
or  company  whose  capital  was  £100,000  invested  in 
buildings,  plant  and  stock,  the  book  debts  being  set 
off  against  the  creditors,  would  need  to  raise  £33,000 
in  order  to  pay  the  proposed  levy.  This  it  cannot 
do  in  the  conditions  which  would  prevail  if  a Capital 
Levy  was  imposed.  Iu  case  of  private  firms  and 
companies  with  larger  capital,  the  difficulties  would 
be  greater  because  a larger  proportion  of  the  capital 
would  require  to  be  turned  into  cash  in  order  to 
pay  the  levy.  About  two-thirds  of  the  whole  amount 
of  the  levy  would  be  payable  by  those  individuals 
whose  capital  exceeds  £100,000.  I think  that,  owing 
to  the  conditions  which  would  prevail,  the  difficulties 
in  the  case  of  a private  firm  or  company  would  be 
largely  typical  of  the  difficulties  of  industry  generally. 

(Sections  e to  g)  (as  to  payment  by  instalments, 
dec.). — If,  as  I think,  the  imposition  of  a Capital 
Levy  is  impracticable,  these  further  points  would  not 
arise. 

Answer  to  Question  15  ( additional  points). 

17.  I refer  to  paragraphs  26  to  32  of  my  previous 
Evidence-in-chief  on  the  3rd  December,  1924,  for  the 
meanings  attached  iii  this  memorandum  to  the 
following  terms : — 

26.  Capital  as  it  exists  (existing  capital). 

27.  British  national  capital. 

28.  Personal  capital  (individual  capital). 

29.  Value  of  capital. 

30.  National  Debt. 

31.  National  income  (annual  production). 

32.  Employers  and  wage-earners. 

18.  The  following  is  my  rough  estimate  of  the 
nature  and  value  of  post-war  British  national  capital 
and  of  personal  capital.  This  estimate  is  based  upon 
a careful  analysis  of  the  best  estimates  of  pre-war 
British  national  capital  compiled,  in  the  usual  way, 
from  Inland  Revenue  statistics  of  national  income. 
The  figures  have  then  been  adjusted  in  certain  par- 
ticulars' to  post-war  conditions,  and,  as  regards 
existing  capital  (see  definition)  a rise  in  currency 
value  of  66-6  per  cent,  has  been  assumed.  It  should 
be  noted  that  all  the  figures  are  approximate,  and 
that  any  of  the  individual  estimates  of  items,  com- 
prised in  the  valuation  may  be  varied  and  readjusted 
without  impairing  the  validity  of  the  general  form 
and  method  of  statement. 
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Estimate  of  the  Nature  and  Value  of 
British  National  Capital  and  of 
Capital. 

At 

pre-war 

prices. 


Industrial  property  £ Millions.  S 

i Millions. 

In  U.K.— 

Lands  . . 

867 

Industrial  buildings 

1,110 

Farmers’  capital,  ex-lands 
Railways,  shipping, 

mines,  the  contents  of 
factories,  plant  and 

450 

stocks  

Outside  U.K.— 

3,472 

5,390 

Post-War 

Personal 

Currency 
+ 66*6% 
rise  in 
prices. 

£ Millions 


Lands,  buildings,  growing 
crops,  railways,  ship- 
ping, mines,  works,  the 
contents  of  factories, 
plant  and  stocks,  less 
deduction  for  securi- 
ties sold  abroad  during 

tbe  war 

Domestic  property  in  U.K. 

Lands  

Dwelling  bouses,  etc.,  less 
deductions  for  neglected 

repairs  

Household  furniture,  works 
of  art,  wearing  apparel, 
less  deduction  for  neg- 
lected repairs 


Gold  and  silver  coin  and 
bullion,  less  deduction  for 
proportion  exported . . 
Foreign  Government  pre-war 
fixed  interest  securities,  less 
deduction  for  securities  sold 

abroad  

Indian  and  Colonial  Govern- 
ment pre-war  fixed  interest 
securities  


National  Debt  and  local 
loans 

Post-war  fixed  interest  ... 
Pre-war  fixed  interest  . . 


Personal  or  Individual  Capital 
Deduct. 

National  Debt  and  local 
loans  due  to  the  individual 
subscribers  


m 


2,000 


750 


2,000 


3,038 


10,937 


125 


existing 
capital 
+ 66*6  % 


150 


500 


660  — 33'3  % 


7.500 

1.500 


11,712 


9,000 


20,712 


18,228 

125 


433 

18,786 


-33*3% 
on  £1,500 
= 500 


3,500 


Carried  Forward 


9,000 

9,000  20,712 


— 500  as 
above. 


27,286 


27,286 


Brought  Forward 
Less. 

Government  and  municipal 
lands,  dockyards,  arsenals, 
public  buildings,  roads, 
bridges,  sewers,  etc 


British  National  Capital 


At 

pre-war 

prices. 

Si  Millions.  £ Millions. 
..  9,000  20,712 


Currency 
+ 66.6% 
rise  in 
prices. 

£ Millions. 
27-286 


1,600 


7,400 


£13,312 


existing 
capital 
+ 66*6  % 
on  £1,600 
= 1,066.  5,834 


£21,452 


In  addition  to  the  National  Debt,  there  rests  npon 
us,  in  common  with  the  other  belligerent  nations, 
a heavy,  but  gradually  diminishing,  liability  for  the 
payment  of  war  pensions. 

19.  My  estimate  of  the  post-war  value  of  British 

national  capital,  at  pre-war  prices  £13,312  millions, 
may  be  compared  with  £14,319  millions,  the  amount 
of  Sir  Josiah  Stamp’s  estimate  of  British  national 
capital  based  on  1914  figures  and  set  out 

} him  under  each  source  of  taxable  income 
with  the  addition  of  certain  • supplementary 
heads.  (See  page  405  of  1916  edition  of 

Biitish  Incomes  and  Property  ”).  My  estimate 
discloses  a diminution  in  value,  at  pre-war  prices, 
of  about  £1,000  millions  as  the  result  of  adjustments 
to  post-war  conditions.  These  consist,  in  the  main, 
of  deductions  for  securities  sold  abroad,  deterioration 
of  property  owing  to  neglected  repairs  and  upkeep, 
shipping  losses,  and  fall  in  value  of  certain  fixed 
interest  securities,  less  increases  under  some  heads  in 
the  extent  of  buildings  and  plant. 

20.  My  estimate  of  the  currency  value  of  post-waf 
personal  capital  is  £27,286  millions,  and  the  following 
table  shows  in  column  C the  approximate  allocation 
of  this  amount  to  estates  of  different  value-limits. 
The  percentage  in  column  B is  based  upon  the  table 
contained  on  page  21  of  the  66th  Report  of  the 
Commissioners  of  Inland  Revenue,  showing  the 
percentage  of  estates  of  different  value-limits  to  the 
total  net  capital  values  of  estates  of  deceased  persons 
liable  to  Estate  Duty  1922-23.  The  results  shown  by 
this  table  correspond  approximately  with  the  results 
shown  by  the  similar  tables  relating  to  recent  previous 
years. 


Allocation  of  Post-War  Personal  Capital  to  Estates  of  Different  Value-limits. 


A. 

B. 

C. 

D. 

E. 

F. 

Value-limits  of  estates. 

Percentage  of 
value-limits  to 
total  value. 

Allocation  of 
post-war 
personal  capital 
to  value-limits. 

1 

Approximate 
percentage  of 
proposed  levy. 

Amount  of  levy. 

' 0 Percentage  ofi 
numbers  in  each 
value-limit  to 
total  number  of 
estates. 

Not  exceeding  £5,000 

£5,000  to  £10,000  

£10,000  to  £15,000  

£15,000  to  £20,000  

£20,000  to  £30,000 
£30,000  to  £50,000 

£50,000  to  £100,000  

£100,000  to  £200,000  ... 

£200,000  to  £500,000  

£500,000  to  £1,000,000  ... 
£1,000,000  to  £2,000,000 
£2,000,000  and  upwards  ... 

1 

Per  cent. 
21-22 
10-16 
6-97 
4-78 
6-80 
8-61 
11-47 
8-32 
8-20 
4-81 
6-09 
2-57 

1 £ Millions. 

5,794 
2,774 
1,905 
1,305 
1,856 
2,348 
3,120 
2,271 
2,239 
1,310 
1,665 
699 

Per  cent. 

3 

7i 

12 

16* 

22* 

28* 

35 

41* 

47* 

52* 

57 

£ Millions. 

83-22 

143-87 

156-60 

306-24 

528-30 

889-20 

794-85 

929-18 

622-25 

874-12 

398-43 

Per  cent. 

90-196 

4-581 

1-800 

•918 

•896 

■765 

•521 

■207 

•082 

■022 

•010 

■002 

100-00 

£27,286 

— 

£5,726-26 

100-000 

* including  13,008  estates  not  liable  to  Estate  Duty. 


21.  The  results  shown  by  this  table  indicate  that 
a as  alleged  by  its  advocates — a Capital  Levy  at 
lie  rates  proposed  could  be  imposed  without  causing 
a serious  fall  in  values,  the  amount  realised  would 
£5>726  millions  and  not  £3,000  millions.  It  shows 
iat  the  estimated  value  of  capital  upon  which  the 
evy  would  be  imposed — i.e.,  after  deducting  the 
amount  of  individual  estates  not  exceeding  £5,000— 
Js  21,492  millions,  and  thus  the  proposed  levy  is 


equal  in  amount  to  26-6  per  cent,  thereon.  The  table 
also  indicates  that  90  per  cent,  of  the  owners  of 
capital  would  pay  nothing : that  9 per  cent,  owning 
estates  between  £5,000  and  £50,000  in  value,  would 
pay  20  per  cent,  of  the  proposed  levy;  while  the 
remaining  1 per  cent.,  owning  estates  valued  at 
upwards  of  £50,000,  would  pay  80  per  cent,  of  the 
whole. 
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22.  The  War  debt,  like  all  other  national  and 
municipal  debt,  was  incurred,  not  for  the  needs  of 
the  past,  but  for  the  needs  of  the  future,  and  it 
should  be  repaid,  not  out  of  past,  but  out  of  future 
production.  There  is  no  other  means  of  repayment 
of  National  Debt — apart  from  confiscatory  methods 
which  would  irretrievably  damage  the  productive 
mechanism  of  a modern  industrial  State — except  out 
of  annual  taxation,  the  burden  of  which,  however 
distributed,  inevitably  and  rightly  lies  on  future 
annual  production.  The  really  important  question 


therefore  is  how  that  inevitable  burden  may  be  laid 
on  future  annual  production  in  the  way  least  harmful 
to  wage-earners  and  others  with  small  incomes.  These 
constitute  the  great  bulk  of  the  nation,  but  they 
must,  nevertheless,  be  always  ultimately  dependent 
on  their  employers — a numerically  very  small  body, 
in  whose  hands,  however,  all  co-operative  production 
— except  only  State  production — arises.  I ventured 
to  suggest  what  1 think  is  the  true  answer  to  this 
question  in  the  course  of  my  evidence  before  the 
Committee  on  the  3rd  December,  1924. 


6374.  Mr.  Bell:  We  are  extremely  sorry  that  there 
are  so  few  of  us  present ; I am  sorry  also  to  say  that 
we  have  just  had  a message  that  the  Chairman  is  ill 
and  not  fit  to  be  present. — 1 am  very  sorry  to  hear 
that. 

6375.  If  you  have  your  paper  before  you,  you  will 
recall  that  you  wish  us  to  look  at  the  answer  to  ques- 
tion 15,  before  we  go  through  the  other  paragraphs  of 
your  paper.  Will  you  kindly  read  the  paragraph  and 
then  draw  our  attention  to  anything  on  the  following 
pages  which  will  elucidate  what  you  say  there? — My 
answer  to  question  15  includes  a rough  estimate  of 
the  nature  and  value  of  post-war  British  national 
capital  and  of  personal  capital.  The  amount  of  per- 
sonal capital  is  £27,286,000,000.  That  appears  in  the 
table  in  paragraph  18,  in  the  outer  column,  as  personal 
capital  in  currency.  It  is  interesting  to  notice  that 
at  pre-war  prices  the  value  of  post-war  national 
capital,  shown  at  the  foot  of  the  inner  column,  is 
£13,312,000,000,  which  compares  with  the  estimate  of 
pre-war  national  capital,  made  by  Sir  Josiah  Stamp, 
which  is,  I think,  the  best  estimate  that  we  know,  of 
£14,319,000,000.  My  estimate  thus  indicates  a 
diminution  in  post-war  national  capital  at  pre-war 
prices  of  about  £1,000,000,000  as  the  result  of  adjust- 
ments to  post-war  conditions.  These  adjustments  con- 
sist in  the  main  of  deductions  which  I have  made  for 
securities  sold  abroad,  deterioration  of  property  owing 
to  neglected  repairs  and  upkeep  during  the  War, 
shipping  losses,  and  fall  in  value  of  certain  fixed 
interest  securities,  less,  however,  increases  under  some 
heads  in  the  extent  of  our  buildings  and  plant.  So 
that  this  estimate  which  I have  prepared  is  parallel 
with  the  accepted  pre-war  estimates  after  allowing  for 
certain  necessary  adjustments  to  post-war  conditions. 

I have,  of  course,  the  details  of  the  adjustments  made 
under  each  heading,  but  at  the  moment  perhaps  I 
need  not  trouble  you  with  those.  Then  having  got 
the  value  at  pre-war  prices  of  post-war  British 
national  capital  £13,312,000,000,  we  find  higher  up  in 
the  same  column  that  the  post-war  personal  capital  at 
pre-war  prices  is  £20,712,000,000 ; that  is  before  we 
deduct  the  National  Debt  and  local  loans.  The  cur- 
rency value  of  that  property  is  shown  in  the  outer 
column  to  be  £27,286,000,000.  I wanted  to  show  that 
that  figure  is  arrived  at  strictly  on  the  commonly 
accepted  lines  of  valuation. 

6376.  To  make  it  a comparable  figure,  you  reduce 
it  to  £21,452,000,000?— Yes,  that  is  the  amount  of 
British  national  capital;  and  the  difference  between 
the  amounts  of  personal  capital  and  national  capital 
is  the  amount  of  the  National  Debt  and  local  loans, 
less  an  adjustment  for  the  value  of  Government  and 
Municipal  lands,  dockyards,  public  buildings,  roads, 
bridges,  and  so  on.  When  we  seek  the  amount  of 
national  capital,  we  must  deduct  from  the  amount  of 
personal  capital  the  liability  of  the  nation  for  its 
debts,  less  the  value  of  its  property.  That  is  the  dis- 
tinction between  the  amount  of  personal  capital  and 
the  amount  of  national  capital.  The  important  figure 
for  the  purpose  of  discussing  a Capital  Levy  is  the 
amount  of  personal  capital,  £27,286,000,000.  Going 
on  now  to  the  following  paragraphs,  I have  allocated 
the  post-war  personal  capital  to  the  different  value- 
limits  of  estates.  The  percentage  of  each  value-limit 
to  the  total  value  of  post-war  personal  capital  is  shown 
in  column  B of  the  table  in  paragraph  20,  and  is  based 
upon  the  table  contained  on  page  21  of  the  66th 
Report  of  the  Commissioners  of  Inland  Revenue  which 


shows  the  percentage  of  estates  of  different  value- 
limits  to  the  total  net  capital  values  of  estates  of  de- 
ceased persons  liable  to  Estate  Duty  in  1922-23.  It  is 
interesting  to  note  that  the  results  shown  by  this  latter 
table  correspond  approximately  with  the  results  shown 
by  the  similar  tables  relating  to  recent  previous  years. 
For  instance,  estates  between  £5,000  and  £10,000 
represent  about  10  per  cent,  of  the  net  capital  values 
of  estates  of  deceased  persons  liable  to  Estate  Duty 
within  that  year ; and  looking  back  to  the  two  pre- 
vious years,  one  finds  that  estates  falling  into  that 
value-limit  represent  about  the  same  percentage. 
Therefore  I have  taken  those  percentages  for  the  pur- 
pose of  allocating  the  amount  of  personal  capital, 
£27,286,000,000,  to  the  different  value-limits. 

6377.  Professor  Rail:  Have  you  compared  those, 
percentages  with  other  years,  to  see  how  far  the  figures 
for  1922-23  are  typical  of  a series  of  years? — I have 
compared  them  with  the  two  previous  years.  Taking 
the  65th  Report,  on  page  20,  I find  that  the  value  of 
estates  between  £5,000  and  £10,000  represents  10-27 
per  cent,  of  the  whole.  Then  taking  the  64th  Report, 
page  17,  the  value  of  estates  between  £5,000  and' 
£10,000  is  10-34.  That  is  rather  remarkably  near, 
and  therefore  I have  used  a similar  scale  for  the  pur- 
pose of  allocating  the  amount  of  personal  capital  to 
the  different  value-limits. 

6378.  Y’ou  would  not  agree  with  any  conclusion 
differing  from  that? — Not,  I think,  substantially 
differing  from  that. 

6379.  I have  before  me  a paper  read  before  the 
Manchester  Statistical  Society  about  a fortnight  ago, 
and  the  figures  there  given  for  England  and  Wales  do 
not  support  the  figures  that  you  have  put  forward 
here.  They  differ  in  total.  One  must  remember,  of 
course,  that  these  figures  are  for  England  and  Wales 
only,  but  even  when  allowance  is  made  for  the  addition 
of  Scotland  and  Ireland,  there  would  still  be  a differ- 
ence between  your  figures  and  these  figures;  and  the 
proportions  differ.  It  is  estimated  here,  for  example, 
that  98  per  cent,  of  personal  estates  fall  within  the 
£5,000  limit? — In  numbers  of  estates,  according  to 
the  statistics  of  the  Inland  Revenue,  90  per  cent, 
fall  below  the  £5,000  limit.  Your  reference  is  to 
Professor  Henry  Clay,  is  it  not? 

6380.  Yes. Does  he  state  on  what  he  bases  his 


estimate  ? 

6381.  Yes.  He  has  taken  pretty  much  the  same 
returns  that  you  have ; he  has  also  taken  other  things 
into  account  as  well.  I was  only  wondering  how  iai 
you  have  had  these  figures  checked  or  whether  they 
were  merely  based  upon  the  information  that  you  have 
now  given  us,  without  any  criticism  at  all  by  any 
other  person  ?_I  have,  after  careful  consideration, 
relied  upon  the  tables  in  this  66th  Report.  There  is  a 
table,  No.  10,  on  page  20,  giving  numbers  of  estates 
liable  to  duty,  1922-23,  and  it  is  from  that  table  that  1 
have -taken  my  percentage  of  numbers  of  estates  m 
each  value-limit  to  the  total  number  of  estates.  Die 
important  point  is,  however,  not  the  number  but  the 
amount  of  estates  in  each  value-limit,  and  this  1S 
shown  in  column  C of  my  table  in  paragraph  20- 

6382.  In  this  paper,  of  course,  there  are  included  ail 

persons  who  may  be  assumed  to  have  capita  a a , 
including  persons  below  £100,  and  * liat. , „ 

naturally  affect  the  percentage?— Yes.  My  table 
not  include  iu  column  E any  estates  not  exceeding 
£100  net  value — which  are  exempt  by  law— nor  1 
solvent  estates. 


Minutes  of  evidence. 
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6383.  Mrs.  Wootton:  Do  not  your  figures  assume 
that  the  distribution  in  different  groups  among  the 
living  corresponds  to  the  distribution  among  the  dead? 
— Yes. 

6384.  Is  it  not  possible  that  the  number 

of  living  persons  having  great  estates  is 

smaller  relatively  to  the  number  who  have 
died,  and  in  fact,  that  people  who  have  very  large 
estates  are  generally  fairly  advanced  in  age? — I have 
considered  that  and  would  rather  suggest  that  it  may 
be  the  other  way  in  present  day  circumstances ; 
because  as  a man  gets  older  it  is  becoming  rather 
customary  to  divide  a portion  of  his  estate  before  his 
death.  We  have  seen  a good  bit  of  evidence  in  recent 
years  of  that  tendency. 

6385.  Do  you  think  that  is  sufficiently  wide  to 
counteract  the  other  tendency? — I am  inclined  to 
think  so. 

6386.  You  think  you  can  safely  use  the  same  multi- 
plier?— I know  of  no  better  one.  I offer  it  for  criti- 
cism. It  seems  to  me  to  be  an  approximately  accurate 
measure. 

0387.  Have  you  seen  the  calculations  that  were  pub- 
lished in  Sir  Josiah  Stamp’s  latest  book,  in  which  he 
makes  an  estimate  for  another  purpose,  based  on 
Death  Duty  statistics,  and  uses  a different  multiplier, 
a smaller  multiplier,  for  large  estates  than  for  the 
smaller  ones,  assuming  that  the  tendency  I have  men- 
tioned is  active? — I probably  have  seen  them,  but  I 
have  not  compared  his  calculations. 

6388.  The  multiplier  used  leads  to  an  appreciable 
difference  in  the  result? — Possibly  he  may  not  have 
taken  into  account  the  other  point  I have  mentioned, 
which  is  not  unimportant. 

6389.  I do  not  remember  that  he  did.  Mr.  Bell : 
In  any  case,  your  table  is  based  the  nearest  you  can 
upon  the  returns,  and  it  shows  what  the  various 
classes  and  categories  between  different  value  limits 
of  estates  would  have  to  pay  under  a.  levy  on  the 
scale  proposed,  and  that  such  a levy  at  those  rates 
would  produce  £5,726,000,000? — Witness : Yes,  that 
is  so. 

6390.  Mrs.  Wootton:  That  is  on  the  assumption 
lliat  you  can  infer  distribution  of  property  among 
the  living  from  distribution  among  the  dead? — Quite 
so,  and  also  assuming  that  there  would  be  no  sub- 
stantial fall  in  prices  as  the  result  of  a Capital  Levy 
and  that  a levy  would  be  practicable. 

6391.  Professor  Hall:  Assuming  also  that  the  dis- 
tribution iu  the  different  groups  is  as  laid  down 
here,  apart  from  other  causes  than  those  mentioned 
by  Mrs.  Wootton? — Yes. 

6392.  Mr.  Bell : It  is  just  an  estimate  as  nearly 
as  you  could  get  it  of  the  amounts  of  the  levy  which 
would  be  derived  from  various  classes? — That  is  so. 

6393.  Professor  Hall : Are  you  satisfied  about  the 
£27,286,000,000? — I know  of  no  better  estimate. 

6394.  Have  you  compared  it  with  any  other 
estimate  that  has  been  made? — Yes.  I do  not  know 
of  any  other  estimates  with  which  it  may  not  be 
reconciled,  possibly  by  adjusting  factors  such,  for 
instance,  as  the  estimate  of  rise  in  prices. 

6395.  When  you  say  the  post-war  gold  standard, 
are  you  thinking  of  pre-war  prices? — Yes. 

6396.  You  are  taking  pre-war  prices? — Yes. 

6397.  Suppose  we  went  back  to  a gold  standard 
within  the  next  12  months,  do  you  imagine  that  that 
figure,  £27,286,000,000  would  be  much  altered? — No; 
because  I think  it  will  take  a long  time  for  prices 
to  fall  after  the  return  to  more  normal  conditions, 
and  the  restoration  of  a free  gold  market.  I think 
that  ultimately  prices  must  tend  in  the  course  of 
tinm — possibly  a long  time — to  fall  to  normal  level 
again. 

6398.  1 would  like  to  take  up  the  basis  of  that 
point  with  yon  when  you  come  to  question  1.  You 
suggest  now  that  even  if  we  were  back  on  the  gold 
standard,  these  figures  in  paragraph  18  on  the  basis 
of  66-6  per  cent,  rise  in  prices  would  be  quite  correct? 

I bey  would  be  approximately  correct,  because 
owing  to  existing  conditions,  prices  are,  and  will  bo, 

I think  for  a long  time,  abnormally  high.  We  now 
ask  to  b6  paid  about  £1  15s.  for  what  we  should  have 


asked  £1  before  the  War,  and  we  find  inevitably  there- 
fore that  £1  15s.  buys  us  only  an  amount  of  pro- 
duction, whatever  it  may  be,  equal  to  what  £1  would 
have  bought  us  before  the  War.  It  is  really  a kind 
of  contra  transaction. 

6399.  What  is  the  basis  of  the  66-6  per  cent?  How 
have  you  arrived  at  that  percentage? — The  general 
level  of  prices  is  now  in  this  country  70  per  cent., 
or  perhaps  a little  more  above  pre-war  level,  and  1 
have  taken  66-6  per  cent.,  as  an  estimate,  to  be  on 
the  safe  side,  and  also  because  certain  things  may 
cause  the  average  to  be  rather  less. 

6400.  It  is  your  estimate  of  what  would  be  a fall- 
percentage  to  take? — I know  of  no  better. 

6401.  On  the  same  page,  under  the  heading 
“ National  Debt  and  Local  Loans,”  are  you  taking 
the  whole  of  the  debt  to  be  individually  held  ? — No ; 
for  my  allocation  of  that  we  must  go  to  another 
table,  to  which  I will  refer  presently. 

6402.  Are  you  assuming  the  whole  of  it  is  held 
internally? — Yes,  for  the  purpose  of  these  estimates. 

6403.  Have  you  provided  for  any  amounts  that 
may  be  held  by  Government  Departments,  or  anything 
of  that  sort? — No. 

6404.  Before  any  accurate  result  could  be  arrived 
at,  some  of  those  things  would  have  to  be  allowed  for, 
would  they  not? — I have  set  off  external  debts  against 
external  credits.  I think,  however,  that  any  of  the 
individual  estimates  of  items  may  be  varied  and  re- 
adjusted without  impairing  the  validity  of  the  general 
form  and  method  of  my  statement. 

6405.  But  your  figure  of  £27,000,000,000  would  be 
affected,  would  it  not,  if  some  of  the  debt  were  held 
outside  this  country  ?— There  is  a set-off  against  that. 

6406.  Would  it  not  be  necessary,  to  get  at  the 
precise  statement,  to  get  the  amount  held  externally 
and  the  set-off  that  you  mention? — I think  it  would. 
But  that  is  unnecessary  for  the  purpose  of  arriving 
at  an  approximate  statement  of  the  general  position. 

6407.  Your  answer  would  be  then  that  this  is  not 
a precise  statement;  it  is  subject  to  a great  many 
qualifications,  but  you  consider  it  sufficiently  near  to 
serve  as  a working  basis.  Is  that  your  point? — That 
is  so. 

6408.  Mrs.  Wootton : When  you  say  you  have  not 
allowed  for  debt  held  outside  the  country,  does  that 
mean  that  you  have  not  deducted  the  external  debt, 
or  does  it  mean  that  you  have  not  allowed  for 
individual  foreign  holdings  of  our  internal  loans? — 
I mean  that  I have  assumed  that  the  debts  due 
externally  by  us  may  be  set  off,  in  the  main,  against 
debts  due  by  other  nations  to  us. 

6409.  You  have  included  in  that  assumption  the 
American  debt? — Yes. 

6410.  It  is  not  withdrawn  from  this? — No. 

6411.  Mr.  Bell:  The  results  shown  by  these  tables 
you  have  just  been  discussing  are  dealt  with  in  para- 
graph 21.  Will  you  just  go  through  that  shortly? — 
( Paragraph  21  read.) 

6412.  We  have  had  the  yield  of  a levy  estimated 
at  £3,000,000,000,  £4,000,000,000,  and  now,  in  your 
case,  nearly  £6,000,000,000.  There  is  an  extra- 
ordinary difference? — Very  great  indeed.  I was  sur- 
prised, but  I could  see  no  escape  from  it,  because 
these  figures  are  all  founded  upon  commonly  accepted 
statistical  returns. 

6413.  Professor  Hall : Except,  of  course,  that  this 
£27,000,000,000  is  something  that  is  not  yet  proved? — 
Yes,  I only  offer  it  for  consideration,  and  show 
exactly  how  I arrive  at  it. 

6414.  But  that  is  the  basis  upon  which  this  large 
sum  that  you  mention  here,  £5,700,000,000,  has  been 
ai'rived  at? — Yes. 

6415.  If  that  basis  is  wrong,  then  the  result  is  not 
quite  correct? — I agree.  Then  in  paragraph  22  I 
say;  “The  War  debt,  like  all  other  national  and 
municipal  debt,  was  incurred,  not  for  the  needs  of 
the  past,  but  for  the  needs  of  the  future,  and  it 
should  be  repaid,  not  out  of  past  but  out  of  future 
production.”  That  is,  as  I think,  necessary  in  order 
to  avoid  disastrous  interference  with  the  mechanism 
required  for  future  production.  If  we  attempt  to 
pay  it  off  by  methods  involving  confiscation  of  capital 
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needed  to  co-operate  in  production,  we  shall  not  get 
that  future  production  out  of  which  in  the  natural 
course  I think  this  War  debt  should  be  paid  by  means 
of  a regular  Sinking  Fund.  1 think  there  is  no  other 
means  of  repayment  of  National  Debt,  apart  from 
confiscatory  methods. 

6416.  Would  not  a Capital  Levy  be  a transfer, 
really,  and  not  a reduction  in  the  amount  of  capital 
available  for  industry?  Would  it  not  then  be  paid 
out  of  past  and  not  out  of  future  industry? — I think 
that  so  far  as  it  constituted  a transfer,  it  would  have 
this  deplorably  detrimental  effect  on  production;  that 
it  would  transfer  the  means  of  production  on  the 
capital  side — that  is,  the  tools  of  industry — into  less 
able  hands,  and  so  we  should  get  a serious  inter- 
ference with  the  successful  carrying  on  of  industry.  I 
have  been  very  much  struck  with  the  importance  of 
capital  remaining  in  the  most  capable  hands  to  which 
it  is  naturally  attracted.  About  75  per  cent,  of  all 
existing  capital  consists  of  plant,  machinery  and  the 
other  vast  equipments  of  industry,  the  other  25  per 
cent,  consists  of  domestic  capital — in  the  forms  of 
houses,  furniture,  and  so  on.  The  75  per  cent,  should 
remain  as  at  present  in  the  most  capable  hands. 
That  is  a most  important  thing  from  the  point  of  view 
of  the  wage-earners’  interests. 

6417.  Let  us  agree  for  the  moment  that  the 
transfer  may  be  deplorable ; I am  coming  to  the  words 
that  you  use  here : “ and  it  should  be  repaid,  not  out 
of  past  but  out  of  future  production.”  Would  not  a 
transfer  of  that  kind,  however  deplorable  it  might 
be,  be  a payment  of  the  debt  out  of  past  production? 
— It  would  be  a payment  of  the  debt  out  of  past 
production  by  confiscating  the  property  of  other 
people. 

6418.  Mr.  Bell : Now  will  you  pass  to  your  answer 
to  Question  1?  (Answer  to  Question  1 read.) 

6419.  Professor  Kail : What  are  your  views  in 

regard  to  the  desirability  of  increasing  the  amount 
of  the  Sinking  Fund  ? — I think  that  an  annual  Sink- 
ing Fund  aimed  at  repaying  the  debt  in,  say,  50 
years,  which  involves  the  setting  aside  of  half  of  one 
per  cent,  per  annum — assuming  a rate  of  interest  of 

5 per  cent is  the  most  that  we  should  seek  to  raise, 

because  of  the  importance  of  not  imposing  any 
unnecessary  taxation  on  production. 

6420.  That  rather  postpones  the  complete  redemp- 
tion of  the  debt  a long  way  ahead? — Yes,  but  even 
in  the  near  future  it  may  be  that  conditions  will  so 
improve  that  we  may  be  able  to  save  a great  deal  by 
means  of  voluntary  conversions  without  injustice  to 
holders.  Anyhow,  50  years  would  be  known  as  the 
utmost  limit. 

6421.  If  the  rate  of  redemption  is  only  half  of  one 
per  cent.,  the  annual  saving  in  interest,  apart  from 
conversions,  would  not  be  very  great;  so  that  the 
amount  that  you  could  add  to  your  Sinking  Fund  by 

reason  of  interest  saved  would  not  be  large? It 

would  be  sufficient,  on  the  assumption  of  the  5 per 
cent,  interest  base,  to  repay  the  whole  debt  in  just 
under  50  years. 

6422.  You  want  to  add  the  saving  in  interest  to  the 
half  per  cent.  ? — But  you  would  do  that  by  going  into 
the  market  and  buying  amounts  of  stock  equal  to  the 
annual  Sinking  Fund. 

6423.  That  is  a question  of  method,  rather.  I am 
wanting  to  find  out  how  much  annually  you  would  set 
aside  for  Sinking  Fund  purposes.  If  we  stick  to  the 
half  of  one  per  cent.,  it  would  take  us  a long  time  to 
wipe  off  the  debt? — Just  under  50  years. 

6424.  Without  any  accumulation  of  interest? — You 
would  get  your  investment  always  available  at  5 per 
cent,  by  buying  5 per  cent,  stock.  You  do  not  invest 
the  annual  Sinking  Fund  outside  but  you  invest  it  by 
purchasing  the  5 per  cent,  stock  and  so  save  yourself 
the  future  5 per  cent,  on  the  capital  sum. 

6425.  If  the  Sinking  Fund  is  only  half  of  one  per 
cent.,  unless  that  is  increased  by  the  amount  of 
interest  saved,  you  cannot  surely  wipe  the  debt  off  in 
50  years,  can  you  ? — But  the  provision  is,  in  effect, 
increased  by  the  amount  of  interest  saved. 


6426.  The  amount  of  Sinking  Fund  annually 
diminishes  as  your  debt  diminishes,  if  your  standard  is 
half  of  one  per  cent,  on  the  debt  existing  at  the 
moment? — No,  it  is  not.  It  is  half  of  one  per  cent, 
on  the  original  debt. 

6427.  That  of  course  makes  a difference? — Yes. 

6428.  You  are  satisfied  that  would  clear  the  debt 
off  in  50. years? — Yes,  in  50  years,  because  it  is  applied 
to  a 5 per  cent,  debt,  and  you  would  secure  your  5 per 
cent,  investment  by  going  into  the  market  aud  buying 
that  5 per  cent,  stock. 

6429.  I should  like  to  consider  your  suggestion 
before  I say  anything  further  about  it.  When  you 
say  that  “ Beyond  the  amount  of  the  necessary  annual 
Sinking  Fund  the  repayment  of  the  National  Debt 
should  not  lie  upon  annual  taxation,”  do  you  mean 
that  there  is  no  need  to  provide  for  the  reduction  of 
debt  except  so  far  as  contractual  obligations  are  con- 
cerned?— I feel  that  we  must  not  increase  the  heavy 
burden  upon  production.  I believe  that  all  taxation, 
however  imposed,  falls  ultimately  upon  production, 
and  therefore  that  we  must  keep  the  amount  of  taxa- 
tion as  low  as  possible. 

6430.  You  do  not  attach  any  great  importance  to 
the  reduction  of  debt  as  a means  of  raising  the  pres- 
tige of  the  country  or  effecting  conversions  or  for  any 
purposes  such  as  that? — I attach  much  more  import- 
ance to  the  adoption  of  a settled  and  definite  scheme 
which  will  ultimately  effect  the  redemption  of  the 
debt,  rather  than  the  adoption  of  any  abnormal  means 
for  rapidly  paying  it  off. 

6431.  We  have  quite  a variety  of  opinions  expressed 
in  regard  to  the  future  course  of  prices.  I think 
nobody  has  been  so  optimistic  as  you  are  in  suggesting 
that  we  shall  get  back  to  the  pre-war  level?— 
Ultimately,  I say.  I have  not  ventured  to  suggest 
any  period. 

6432.  That  does  not  take  any  account,  surely,  of 
the  output  of  gold  since  1914,  or  it  assumes  such  a 
development  of  production  as  to  offset  that  increase 
of  gold? — The  annual  output  of  gold  is  scarcely  more 
than  a ripple  upon  the  surface  of  the  mass  represented 
by  the  world’s  stock  of  gold.  In  that  respect,  I think 
one  must  consider  that  gold,  as  a commodity,  is  sub- 
ject to  quite  different  conditions  to  any  other 
commonly  used  commodity.  The  annual  production 
of  gold  is  a mere  fraction  to  the  mass.  Though  the 
annual  production  of  gold  may  increase  or  decrease,  it 
takes  a very  long  time  for  annual  output  seriously  to 
affect  the  value,  owing  to  the  very  large  stocks  which 
are  in  use  in  the  world,  and  owing  also  to  the  fact 
that  gold  is  not  perishable  to  any  considerable  extent. 

6433.  Nevertheless  this  increase  in  the  annual  out- 
put of  gold  was  sufficient  to  cause  a fairly  considerable 
rise  in  prices  between  1897  and  1914,  and  since  that 
annual  output  of  gold  is  being  maintained,  it  would 
be  reasonable  to  suggest  that  its  influence  upon  prices 
would  continue.  In  effect  you  say  that  in  1914  that 
influence  ceases  and  in  1925  or  some  subsequent  year 
we  are  going  to  get  back  to  the  price  level  of  1914; 
that  is  to  say,  that  whilst  gold  had  an  influence  on 
prices  from  1897  to  1914,  it  is  now  going  to  have 
no  influence  at  all? — I would  not  say  that.  After 
1914  the  chief  use  of  gold  viz.  as  money  almost 
ceased.  But  now  the  use  of  gold  has  extended  and  is 
extending,  not  only  owing  to  the  normal  increase  in 
the  populations  of  gold  using  countries,  but  also  in 
connection  with  the  growing  use  of  gold  as  the  basis  of 
currency.  Thus  any  increased  production  of  gold  is 
more  readily  absorbed.  We  need  not  fear  anything 
like  a sudden  doubling  of  the  available  amount  of 
gold  in  the  world. 

6434.  I take  your  argument  to  be  that  the  demand 
for  gold  has  overtaken  the  supply  of  gold  more 
rapidly  since  1914  than  it  did  between  1897  and  1914? 
— I have  not  considered  that  point  sufficiently  to  be 
able  now  to  give  an  opinion  upon  it. 

6435.  It  does  seem  to  be  important? — Yes,  it 
may  be. 

6436.  The  whole  question  of  debt  policy  may  be 
affected  by  the  correctness  or  the  incorrectness  of 
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your  statement  here.  If  prices  are  to  fall  from  the 
present  level  to  the  1914  basis  the  real  burden  of 
the  debt  is  going  to  be  enormously  increased? — Yes. 

6437.  So  that  it  would  be  an  argument  in  favour 
of  very  early  repayment  if  the  burden  were  to  Ire 
increased  as  the  result  of  falling  prices.  It  is 
desirable  that  we  should  have  as  much  light  on  this 
problem  as  we  can  get  and  you  are  so  definite  here 
and  so  much  more  optimistic  in  regard  to  prices  than 
other  people  have  been,  that  it  would  be  helpful  to 
us  if  we  had  your  reasons  for  being  so  optimistic 
regarding  the  future  level  of  prices? — I think  that, 
with  possible  future  acceleration  in  the  production  of 
gold  owing  to  improved  methods  and  new  inventions, 
and  so  on,  will  come  also  future  acceleration  in  other 
production  owing  to  similar  causes.  In  that  case 
we  should  find  that  the  ratio  of  exchangeable  value 
between  the  two  commodities — gold  and  other  com- 
modities— did  not  vary  much.  The  acceleration  in 
production  would  be  likely  to  extend  to  other 
commodities. 

6438.  But  is  not  the  production  of  gold  something 
rather  distinct,  something  separate,  something  that 
has  to  be  considered  rather  differently,  from  the  pro- 
duction of  other  commodities,  and  may  it  not  be 
affected  by  some  special  cause  that  does  not  apply 
to  other  industries?  Take,  for  example,  the  intro- 
duction of  the  cyanide  process  for  working  the  gold 
ores.  That  was  something  which  specially  applied 
to  gold  and  cheapened  the  cost  of  extracting  gold ; it 
did  not  affect  other  industries? — But  I suggest  that 
jiarallel  with  those  improvements  in  the  gold  industry 
we  did  see  a great  acceleration  in  production  in  other 
industries. 

6439.  That  would  be  true  of  the  period  1897  to 
1914  just  as  much  as  of  the  present  day,  and  yet 
those  improvements  were  not  sufficient  to  prevent 
the  rise  in  prices  that  took  place  between  1897  and 
1914.  What  happened  was  that  more  economical 
methods  of  working  gold  ores  were  discovered  so  that 
workings  that  previously  had  not  been  profitable 
became  profitable  and  there  was  an  extension  of  out- 
put?— Wages  were  rising  during  that  period  and 
this  would  cause  prices  to  rise.  As  regards  the  rise 
in  prices  since  1914  I feel  instinctively  that  with  a 
return  to  normal  conditions  there  will  be  a gradual 
fall,  and  that  ultimately  prices  may  be  a good  deal 
nearer  to  pre-war  level  than  to  the  present  level. 

6440.  Of  course  if  prices  fall,  the  rate  of  taxation 
would  have  to  be  higher  ? — LTnless  expenditure  also 
fell. 

6441.  So  that  would  be  an  argument  really  in  favour 
of  an  early  repayment? — If  it  were  possible  without 
damage  to  the  productive  mechanism  of  the  country. 

6442.  That  would  count  on  the  side  of  early  repay- 
ment; you  have  set  other  things  against  it,  but  that 
particular  argument  is  in  favour  of  an  early 
repayment? — Yes,  subject  to  my  previous  answers. 
(Answers  to  Questions  3 and  4 read.) 

6443.  Mr.  Bowen : With  regard  to  the  lapse  of  time 
since  the  War,  have  you  any  view  as  to  whether  a 
Capital  Levy  could  have  been  more  profitably  made 
three  or  four  years  ago  than  it  could  be  now  in  any 
case? — I hold  the  view  strongly  that  it  is  imprac- 
ticable, and  I think,  therefore,  that  time  and  other 
conditions  are  immaterial,  I think  it  would  have  been 
found  to  be  impracticable  three  or  four  years  ago. 

6444.  Then  you  do  not  agree  with  the  view 
expressed  by  the  Inland  Revenue  before  the  War 
Wealth  Committee? — Not  so  far  as  it  was  thought 
that  a Capital  Levy  would  be  practicable.  I do  not 
think  it  would. 

6445.  Mrs.  Wootton:  It  has  been  very  often  put 
to  us  that  it  would  have  been  much  easier  to  convince 
the  taxpayer  that  there  would  not  be  a repetition 
of  the  levy  if  it  had  been  imposed  immediately  after 
the  War,  when  it  would  have  been  very  closely 
related  to  the  special  circumstances  of  the  War.  You 
do  not  think  there  is  anything  in  that? — It  may  be 
that  in  those  days  things  were  even  more  abnormal 
than  they  are  now.  But  I do  not  think  we  have 


missed  any  opportunity  that  could  have  been  profit- 
ably used. 

6446.  You  do  not  think  that  a guarantee  would 
have  been  appreciably  more  effective  at  that  date 
than  it  would  now? — I do  not  think  so. 

6447 . Mr.  Bowen : I see  the  whole  of  your  answers 
are  generally  in  condemnation  of  the  Capital  Levy, 
so  there  would  be  no  particular  point,  I should 
imagine,  for  me  at  any  rate  to  put  questions  on  the 
different  paragraphs.  You  clear  them  all  away  by 
saying  that  you  do  not  agree  with  the  Capital  Levy. 
In  answer  to  Question  10,  you  call  it  “ barefaced 
confiscation  of  personal  capital. ” How  do  you  justify 
that  ? — I look  at  it  fairly  and  reasonably,  and  I 
cannot  see  any  other  description  for  it.  It  would 
be  a sudden  seizing  of  property  belonging  to  some 
individuals  amounting  in  some  cases  to  well  over 
50  per  cent. 

6448.  Professor  Hall:  Is  that  argument  based  upon 
the  percentage  taken  or  upon  the  principle?  Would 
you  like  to  relate  your  answer  to  the  Income  Tax, 
where  we  take  a part  of  the  income  before  it  is  set 
aside  as  savings  and  becomes  capital,  and  to  the 
Death  Duties,  where  a part  of  the  capital  is  taken? — 
I am  well  aware  that  our  present  system  of  pro- 
gressive taxation  is  confiscatory  in  its  nature,  but 
the  great  difference  between  that  and  the  proposed 
Capital  Levy  is  that  one  is  a sudden  descent  upon  a 
man’s  property  and  the  taking  of  it  away,  while  the 
other  is  the  continued  application  of  a long-accepted 
principle  of  taxation.  The  basis  is  known  as  ability 
to  pay — a bad  principle,  I think,  which  reacts  disas- 
trously on  the  wage-earners,  but,  at  any  rate,  it  is  a 
well-known  principle.  There  is  a great  difference 
between  the  two. 

6449.  Mr.  Bowen : May  I suggest  that  although  we 
have  had  a war,  a very  abnormal  proceeding  in  tlie 
course  of  our  history  and  in  the  history  of  the  world, 
the  method  you  are  suggesting  to  us  to  get  ourselves 
cured  of  the  disease  or  to  put  our  troubles  right  is 
purely  normal  procedure,  and  any  suggestion  of 
abnormality  in  taxation  you  regard  as  barefaced  con- 
fiscation. Do  you  think  the  things  are  quite  equal? 
— I would  gladly  find  some  better  means  of  helping  to 
restore  normal  conditions,  but  I find  no  means  other 
than  to  proceed  normally.  We  must  avoid  taking 
steps  which  would  be  disastrously  detrimental  to  the 
interests  of  the  State;  and  so  to  the  interests  of  the 
wage-earners  and  others  with  incomes  not  exceeding 
£500  a year. 

6450.  But  if  the  State  owes  £7,000,000.000  it  is  no 
good  talking  about  barefaced  confiscation  if  you  ask 
the  State  to  pay  the  debt? — The  State,  I think,  can 
scarcely  lay  its  hands  upon  the  private  property  of  a 
very  small  section  of  its  individual  members  in  order 
to  pay  that  debt,  without  laying  its  action  open  to 
be  properly  described  as  barefaced  confiscation. 

6451.  You  take  no  account  of  the  fact  that  that 
very  small  number  of  people  to  whom  you  refer  with 
their  property  holdings  have  all  the  protection  that 
the  State  can  give  in  its  relation  to  the  whole  of  the 
community.  For  example,  their  property  would  not 
have  been  worth  two  minutes’  purchase  if  ft  had  not 
been  for  the  life  of  the  community  that  saved  it  for 
them? — All  industrial  property  is  in  effect  held  by 
its  owners  in  trust,  and  is  used  in  co-operation  with 
labour  to  give  us  production,  out  of  which  we  all  live. 
If  this  property  benefited  owners  only,  other  con- 
siderations might  arise;  but  industrial  property  is 
part  of  the  mechanism  of  our  industrial  State,  and 
should  be  used  to  the  best  advantage  in  producing,  in 
co-operation  with  wage-earners. 

6452.  I am  not  going  to  enter  into  an  argument  as 
to  the  relative  merits  of  property  owning  and  all 
that,  but  I do  suggest  that  you  are  looking  at  this 
with  coloured  glasses,  and  the  description  and  the 
suggestion  such  as  you  put  in  your  statement  is 
hardly  in  keeping  With  what  we  are  trying  to  obtain. 
If  you  suggest  that  property  has  its  relation  to  the 
wage-earning  classes,  then  I suggest  that  does  lead 
you  into  the  channel  of  my  own  thought,  that  you 
are  not  attacking  so  much  individual  property  which 
must  he  held  sacrosanct,  but  you  must  have  regard 
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to  the  relation  of  the  property  to  the  State  and  the 
protection  which  is  given  to  it,  and  its  relation  to 
State  indebtedness.  Therefore,  confiscation  is  not  a 
proper  term  to  apply,  any  more  than  you  can  apply 
it  to  Super-tax  or  to  any  other  tax  which  is  accepted 
by  the  community  as  being  just? — I think  that  any 
form  of  confiscatory  taxation  is  unwise  in  the 
interests  of  the  wage-earners  and  others  with  small 
incomes. 

6453.  That  is  another  point.  You  say  that  in 
another  paragraph,  but  I am  talking  about  your 
description  of  the  proposal,  which  I am  suggesting  is 
somewhat  difficult  for  you  to  justify? — I venture  to 
think  that  there  is  no  escape  from  that  description. 

6454.  Mrs.  Wootton:  May  I take  this  point  up  for 
a moment.  T want  to  get  exactly  at  what  charac- 
teristics of  the  Capital  Levy  make  it  confiscatory 
when  other  taxes  are  not  so  described.  I understood 
you  to  say  just  now  that  it  is  a sudden  thing,  and  that 
it  is  not  based  upon  long  understood  principles,  and 
you  contrasted  it  in  that  respect  with  the  existing 
arrangements  as  to  Income  Tax  and  Death  Duties.  I 
was  wondering  whether  you  had  brought  your  mind  to 
bear  on  the  age  of  the  Super-tax,  which  is  not  a very 
old  tax.  whether  you  had  considered  the  things  which 
were  said  about  the  Super-tax  and  about  the  Death 
Duties  at  the  time  of  their  introduction,  or,  in  the 
case  of  Death  Duties,  at  the  time  the  rates  were 
raised.  It  seems  to  me  that  your  description  of  the 
Capital  Levy  as  confiscatory,  if  it  is  based  on  its  new- 
ness, limits  our  ability  to  introduce  any  new  taxes  at 

all? I think  that  progressive  taxation  is  in  its 

nature  confiscatory,  but  there  are  different  degrees. 
Some  methods  of  applying  the  principle  are  much  more 
confiscatory,  because  more  sudden  or  more  severe,  and 
there  is  less  opportunity  to  prepare  for  them  than 
others.  It  is  said  that  all  taxation  is  confiscatory, 
but  I do  not  think  so. 

6455.  You  confine  it  to  progressive  taxation? — Yes, 
progressive  taxation.  Proportionate  taxation,  on 
the  other  hand,  is  not  in  the  least  confiscatory. 

6456.  That  is  what  you  have  stated?— That  is  what 
I believe. 

6457.  In  your  view  progressive  taxation  is  always 
confiscatory  ? — Yes. 

6458.  But  of  course  there  are  degrees  of  confisca- 
tion?— Yes. 

6459.  So  that  this  characteristic  of  the  Capital 
Levy  is  something  which  it  has  in  common  with  exist- 
ing taxation,  but  in  a higher  degree? — That  is  so. 

6460.  Professor  Kail : Coming  back  to  Question  4, 
you  make  reference  there  to  a guarantee  against 
repetition  of  a levy.  You  say  that  no  guarantee  can 
be  either  convincing  or  effective.  Have  you  tried  to 
formulate  any  guarantee  that  would  be  effective? — 
No.  Having  once  exercised  such  a power  of  confisca- 
tion, I think  that  no  guarantee  can  be  effective.  One 
cannot  bind  one’s  successors.  It  might  hereafter  be 
said,  “ Conditions  are  now. so  different  that  we  must 
look  at  things  as  they  are,  and  we  must  now  impose 
another  levy.” 

6461.  Would  you  say,  until  you  had  tried  to  find 
one  and  found  that  it  was  impossible  to  get  one,  that 
this  statement  is  justified?  You  say  you  have  not 
tried  to  formulate  any  guarantee,  yet  you  say  it  is 
not  possible  to  get  one? — But  no  form  of  words  either 
spoken  or  written  would,  I think,  be  convincing. 

6462.  The  State  does  give  many  guarantees  which 
are  accepted,  guarantees  to  pay  interest  upon  loans, 
and  those  terms  are  kept.  Could  you  not  get  an 
equally  acceptable  guarantee  in  regard  to  non- 
repetition of  the  Capital  Levy? — I think  that  none 
would  be  accepted  by  the  business  community. 

6463.  But  you  have  not  tried  to  find  one? — I feel 
that  no  form  of  words  would  be  accepted. 

6464.  Supposing  that  you  were  a Civil  Servant  and 
serving  a Government  that  ha’d  decided  upon  a 
Capital  Levy  and  that  you  were  asked  to  suggest  to 
the  Chancellor  a form  of  guarantee  which  would  be 
accepted,  would  you  say  to  him  that  it  was  not 
possible,  that  you  would  give  up  the  job? — I do  not 
think  that  I should  be  able  to  place  much  reliance 


on  any  form  of  words,  for  the  reason  that  circum- 
stances alter  as  years  go  on,  and  it  is  impossible 
effectively  to  bind  one’s  successors. 

6465.  Mr.  Bell : Now  Mr.  Leake,  as  time  rather 
presses,  I would  like  you  to  select  out  of  the  remaining 
part  of  your  paper  the  points  you  would  like  par- 
ticularly to  put  before  us.  Some  of  them  are  possibly 
not  as  important  as  others  and  we  should  like  you 
to  choose  which  you  would  like  to  amplify  ? — May  I 
take  the  answer  to  Question  14,  which  contains  a 
table  showing  the  forms  in  which  personal  capital  is 
held?  The  estimate  of  the  amount  of  personal  capital 
which  we  were  discussing  earlier  is  £27,286,000,000. 
The  table  shows  in  what  forms  this  £27,286,000,000 
may  probably  be  held  by  individuals.  I suggest  there 
that  £12,169,000,000  may  be  held  in  the  form  of 
shares  in  British  and  foreign  companies ; that  the 
National  Debt  and  local  loans  may  be  represented 
to  the  extent  of  about  £4,250,000,000 ; that  industrial 
property — in  this  country  and  abroad — in  the  form 
of  industrial  land,  growing  crops,  mills,  factories, 
plant,  machinery,  stocks  and  so  on,  may  be  repre- 
sented by  £6,583,000,000,  and  domestic  property  by 
£4,062,000,000.  Then  in  the  outer  column  those 
figures  are  reduced  to  78J  per  cent,  of  individual 
holdings.  That  is  the  proportion  liable  to  a Capital 
Levy  after  deducting  the  part  estimated  to  be  held 
by  persons  whose  estates  do  not  exceed  £5,000.  We 
thus  get  £21,492,000,000  as  liable  to  a levy.  If  the 
holdings  of  War  Loan  of  individuals  liable  to  assess- 
ment amount  in  all  to  £2,953,000,000  only,  as  shown 
in  the  outer  column  in  the  table,  it  would  probably 
be  unsafe  to  assume  that  more  than  about  one  half 
of  this  amount,  or  say  £1,500,000,000,  could  be  paid 
by  the  actual  transfer  of  War  Loan.  From  this  it 
follows  that  the  balance  of  the  Capital  Levy, 
£4,226,000,000  would  have  to  be  found  by  selling, 
pledging  or  transferring  securities  representing  rights 
of  ownership  and  control  of  existing  capital  now 
almost  wholly  engaged  in  some  form  of  industrial 
production.  It  is  probable  that  two-thirds  of  all  this 
existing  capital  would  be  represented  by  Stock 
Exchange  securities  and  one-third  by  other  pro- 
perty, including  real  property.  It  is  inconceivable 
that  it  would  be  possible  to  sell  on  the  market,  even 
at  knock-out  prices,  a quantity  of  securities  of  tins 
nature  representing  nearly  25  per  cent,  of  the  whole 
of  such  assessable  property  and  securities.  It  is 
equally  certain  that  the  money  could  not  be  raised 
on  credit  by  pledging  such  property  and  securities  to 
the  banks.  It  would  therefore  be  necessary  to  transfer 
the  ownership  of  a vast  amount  of  property  and 
securities  of  this  kind  to  nominees  of  the  State,  and 
incidentally  the  control  would  pass  into  unsuitable  and 
less  capable  hands.  That,  I think,  is  a very  serious 
thing,  to  which  sufficient  weight  has  not  been  given. 

6466.  Professor  Ilall : On  what  basis  has  this  table 
been  compiled  ? — The  division  of  property  between 
shares  in  companies  and  other  property  held  by 
individuals  is  an  estimate.  I was  unable  to  find  any 
statistical  basis. 

6467.  You  have  no  statistical  evidence  to  offer  us 
regarding  the  holdings  of,  say,  War  Loan? — No. 

6468.  You  have  taken  an  arbitrary  figure  here, 
£3,750,000,000,  as  being  the  amount  of  National 
Debt  and  local  loans  held  by  individuals? — Yes,  and 
I have  allocated  the  other  moiety,  £3,750,000,000,  as 
probably  held  by  companies  including  banks,  insur- 
ance and  trust  companies.  They  hold  very  large 
amounts. 

6469.  Of  course  this  figure  is  a rather  important 
one,  is  it  not? — It  is.  • 

6470.  It  affects  the  amount  of  War  Loan  that 
might  be  offered  in  payment  of  the  levy? — Yes.^  At 
the  same  time  even  if  two-thirds  of  War  Loans  are 
held  in  individual  holdings,  it  would  still  leave  a 
very  large  proportion  of  the  levy  to  be  found  by  selling 
securities  and  properties  held  by  individuals.  That 
seems  to  be  inevitable. 

6471.  You  have  no  information  as  to  the  proportion 
of  War  Loan  held  by  small  investors,  large  investors 
and  companies? — No,  I have  not, 
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6472.  So  that  this  is  an  estimate  or  surmise? — It 
is  an  estimate  in  support  of  which  I can  bring  no 
direct  evidence.  It  is  based  on  observation. 

6473.  Mr.  Bell:  I suppose  the  National  Debt 

holdings  in  banks  and  insurance  companies  could 
easily  be  ascertained? — They  might,  I think. 

6474.  With  a little  industry,  or  perhaps  a good  deal 
of  industry,  in  examining  balance  sheets  of  public 
companies,  one  would  be  able  to  get  some  indication 
of  industrial  companies’  investments.  It  might  be 
possible  to  get  at  some  figure  from  those? — Balance 
sheets  very  rarely  show  the  details  of  the  invest- 
ments. Certain  trust  companies,  as  we  know,  publish 
lists  of  investments,  but  that  class  of  company  is 
about  the  only  one  that  does  this  commonly. 

6475.  I am  thinking  of  a very  large  industrial 

company  which  shows  a million  pounds  of  War  Loan 
on  its  balance  sheet.  That,  as  you  say,  is  exceptional, 
but  I think  a minimum  figure  could  be  got  for  this 
from  banks,  insurance  companies,  trust  companies 
and  industrial  companies  who  show  it.  It  might  be 
worth  while  to  see  if  we  could  get  a minimum  figure, 
but  there  would  be  a certain  amount  to  be  added 
to  that? — Yes.  It  is  an  important  point,  as 

Professor  Hall  says. 

6476.  Professor  Kail : And  of  course  the  question 
of  holdings  of  people  outside  this  country  would  have 
to  be  allowed  for  too  in  estimating  the  amount  upon 


which  a levy  could  be  imposed  ? — Yes.  I should 

imagine  that  that  holding  is  a very  small  proportion, 
but  I have  no  information  on  the  point. 

6477.  I was  wondering  whether  you  had  the  in- 
formation?— No,  I have  not.  The  case  referred  to  in  (cl) 
of  paragraph  16,  of  the  private  manufacturing  firm 
with  a capital  of  £100,000  invested  in  buildings, 
plant  and  stock,  who  would  need  to  raise  £33,000 
in  order  to  pay  the  proposed  levy,  would  represent 
one  of  very  great  difficulty.  In  the  case  of  private 
firms  and  companies  with  larger  capitals  the  diffi- 
culties would  be  even  greater,  because  a larger  pro- 
portion of  each  capital  would  require  to  be  turned 
into  cash  in  order  to  pay  the  levy;  and  I think  that 
owing  to  the  conditions  of  chaos  which  would  prevail  , 
the  difficulties  in  the  case  of  a private  firm  or  com- 
pany would  be  largely  typical  of  the  difficulties  of 
industry  generally.  I can  find  no  arguments  in 
favour  of  the  Capital  Levy. 

6478.  You  come  back  to  your  previous  suggestion  of 
a flat  rate  production  tax? — I do,  in  the  interests  of 
the  wage  earner;  I am  not  putting  forward  my  pro- 
posals for  a production  tax  in  the  interests  of  rich 
people  only,  as  some  may  think,  but,  as  I believe,  in 
the  far  greater  interests  and  needs  of  the  wage  earner. 

Mr.  Bell : Thank  you ; it  is  very  good  of  you  to  come 
a second  time. 


(The  IPtfness  withdrew.) 


Mrs.  Matthews  and  Miss  A.  Honora  Enfield,  representing  the  Women’s  Co-operative  Guild, 

called  and  examined. 

Evidence-in-chief  handed  in  by  Mrs.  Matthew's  and  Mass  Enfield. 


1.  The  Women’s  Co-operative  Guild  is  a self- 
governing  organisation  of  women  within  the  industrial 
co-operative  movement.  Its  52,000  members, 
organised  in  approximately  1,140  brianohes,  are 
members,  or  wives  of  members,  of  Co-operative 
Societies,  and  it  thus  represents  the  great  mass  of 
Co-operative  purchasers — the  consuming  as  dis- 
tinguished from  the  supplying  side  of  the  Consumers’ 
Co-operative  Movement — who  practically  all  belong  to 
wage-earning  families. 

2.  In  the  following  statement  of  evidence  it  has 
not  been  our  aim  to  answer  seriatim  the  questions 
submitted  by  the  Committee,  many  of  which  are  of  a 
technical  mature  on  which  an  organisation  of  the 
character  of  the  Guild  is  not  in  a.  position  to  express 
an  opinion.  We  desire  rather  to  deal  with  the  sub- 
ject of  the  debt  and  taxation  in  their  relation  to 
trade  and  employment  on  general  lines  in  the  light 
of  the  problems  indicated  by  some  of  the  Committee’s 
questions. 


3.  We  take  it  that  the  purpose  of  the  Committee's 
inquiry  is  tb  arrive  at  a conclusion  as  to  whether  and 
to  what  extent  the  National  Debt,  the  various 
expedients  for  reducing  it,  and  existing  or  possible 
forms  of  taxation  are  detrimental  or  otherwise  to 
national  well-being  and  trade  prosperity,  and  the 
Committee’s  questions  indicate  three  main  factors  in 
this  prosperity — capital,  credit  and  purchasing 
power. 


4.  Of  these,  we  wish  to  emphasise  particularly 
that  of  purchasing  power  (using  that  term  as  imply 
mg  effective  demand),  as  being  of  special  inuportanci 
in  the  present  situation.  We  believe  that  while  i 
proper  balance  between  the  three  factors  is  necessary 
■io  maintenance  of  a stable  purchasing  power  is  tin 
keynote  to  trade  prosperity,  and  in  our  view  this 
'Ac  oi  has  hitherto  received  too  little  consideration 


5.  Problems  of  the  debt  and  taxation  have  been 
regarded  almost  wholly  from  the  point  of  view  of 
prectuction;  from  that  of  the  manufacturer  as  capital, 
e io  financier  as  credit,  or  of  the  workman  as  ein- 
oi  ment.  But  seeing  that  the  real  purpose  of  trade 
, le  satisfaction  of  the  needs  of  the  consumer,  it  is 
on  y when  these  problems  are  regarded  primarily  from 


the  point  of  view  of  the  consumer  that  their  true 
significance  for  trade  becomes  apparent  and  the 
various  factors  in  prosperity  assume  their  right 
proportions. 

6.  Since  the  most  constant  demand  is  the 
demand  for  necessaries  and  the  most  capricious  the 
demand  for  fashionable  luxuries,  it  is  the  maintenance 
of  the  purchasing  power  of  the  great  mass  of  the 
people  which  is  devoted  to  necessaries  that  is  of 
greatest  importance  from  the  point  of  view  of  trade 
stability. 

Taxation. 

7.  Bearing  these  points  in  mind,  it  is,  in  our  view, 
not  only  the  form  of  taxation,  hut  also  the  purpose  to 
which  it  is  applied  that  must  he  taken  into  account 
in  estimating  its  effect  on  trade  and  national 
prosperity. 

8.  The  Form  of  Taxation. — We  are  of  opinion  that 
taxes  on  commodities  fall  on  the  consumer.  Their 
tendency  is  to  increase  the  price  and  thus  to  restrict 
demand  and  reduce  the  volume  of  trade  and  employ- 
ment. If  the  commodity  is  a necessity,  there  may  be 
little  or  no  drop  in  its  sale,  but  there  will  be  restric- 
tion of  demand  for  other  goods.  If  these  are 
imported  goods,  there  will  be  a corresponding  reduc- 
tion (direct  or  indirect)  in  the  demand  for  British 
exports. 

9.  Moreover,  the  restriction  of  trade  is  a pro- 
gressive one;  it  does  not  end  with  the  reduction  in 
demand  due  to  the  original  imposition  of  the  tax, 
which  produces  a vicious  circle  of  lessened  employ- 
ment and  further  restriction  of  demand. 

10.  While,  therefore,  it  cannot  be  said  to  be  a 
determining  factor  in  the  present  unemployment 
situation,  such  taxation  has,  in  our  view,  a definite 
effect  upon  employment,  and  may  show  itself  either 
as  under-employment,  unemployment,  or  lowered 
wages. 

11.  Wb  desire  to  point  out  -what  a very  heavy 
burden  existing  taxation  imposes  on  the  purchasing 
power  of  the  working  classes.  Assuming  the  correct- 
ness of  the  calculation  that  approximately  nine- 
tenths  of  the  country’s  wealth  is  held  by  one-tenth 
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of  the  population,  it  is  roughly  true  to  say  that  at 
least  90  per  cent,  of  the  indirect  taxation  is  paid  by 
the  working  classes;  i.e.,  the  purchasing  power  of  the 
community,  which  would  otherwise  have  been 
expended  on  staple  products  and  so  have  helped  to 
steady  trade,  was,  in  1923-24,  reduced  by  taxation 
to  the  extent  of  over  £240  million. 

12.  From  the  point  of  view  of  the  individual 
housewife  catering  for  a large  family,  this  burden 
constitutes  a very  serious  hardship,  and  too  often 
means  that  what  is  paid  in  taxation  has  to  be  saved 
on  food. 

13.  We  are  therefore  of  opinion  that  taxes  on 
commodities  should  be  abolished,  beginning  with  those 
on  necessaries,  and  should  be  replaced  by  an  increase 
of  direct  taxation  on  wealth  and  by  taxes  on  iand 
values. 

14.  While,  in  our  view,  indirect  taxation  is  parti- 
cularly harmful  in  that  it  cannot  be  graduated  accord- 
ing to  wealth  and  falls  most  heavily  on  the  poorest 
classes,  we  recognise  that  direct  taxation  may  also 
have  an  adverse  effect  on  the  purchasing  power  of 
the  community,  and  we  would  advocate  the  raising 
of  the  exemption  and  abatement  level  for  Income  Tax 
to  £250  in  the  case  of  single  persons,  with  a propor- 
tionate adjustment  in  the  case  of  married  men. 

15.  The  Purpose  to  which  Taxation  is  Applied.— 
The  tendency  of  taxation  spent  on  providing  Old 
Age  Pensions,  Unemployment  and  Sickness  Benefit, 
and  indirectly  also  that  spent  on  Health  Services  and 
Education,  is  to  stabilise  or  increase  the  effective 
demand  of  the  community  as  a whole,  and  particularly 
to  increase  the  purchasing  power  devoted  to 
necessaries,  and  thus  to  steady  trade  and  employment 
and  to  increase  the  physical  and  mental  efficiency, 
and,  therefore,  the  productive  capacity  of  the 
community. 

16.  On  the.  other  hand,  that  applied  to  military 
and  naval  expenditure  withdraws  labour  from  pro- 
ductive employment,  while  much  of  the  demand  it 
creates  leads  to  the  least  productive  of  all  industrial 
employment — that  of  manufacture  for  the  purpose  of 
destruction. 

17.  Again,  the  proceeds  of  taxation  used  to  pay 
debt  charges  go  mainly  to  the  investing  classes,  and 
in  so  far  as  they  are  spent  and  not  re-invested  are 
used  to  a large  extent  for  luxuries,  personal  services, 
expensive  pleasures,  etc.  which  divert  both  labour 
and  capital  from  more  necessary  production  and  add 
nothing  to  the  productive  capacity  of  the  community. 
In  so  far  as  they  are  re-invested  they  tend  to  increase 
the  existing  disproportion  between  capital  and  pur- 
chasing power. 

Effects  of  the  National  Debt  on  Public  Expendi- 
ture and  the  Distribution  of  Wealth. 

18.  — I.  Public  Expenditure. — In  our  view,  there- 
fore the  most  serious  result  of  the  debt  charge  is 


6479.  Mr.  Bell : Perhaps  you  would  kindly  read 

the  paragraphs  of  yiour  paper  and  then  at  the  end 
of  each  paragraph  the  Committee  may  put  questions. 
1 do  not  think  you  need  read  the  first  paragraph ; 
we  have  well  in  mind  whom  you  represent? — ( Miss 
Enfield) : I will  begin  with  paragraph  2.  ( Para- 

graphs 2.  3 and  4 read.) 

6480.  Would  you  tell  us  what  the  maintenance  of 
a stable  purchasing  power  means  in  terms  of  every- 
day life  and  facts? — I think  that  is  largely  answered 
later  on. 

6481.  Very  well;  we  will  leave  that  till  later.  (Mrs. 
Wootton)  : In  your  view,  we  are  not  suffering  so  much 
from  a shortage  of  capital  as  from  a shortage  of 
consumption.  Is  that  right? — Yes,  that  is  so. 

6482.  What  do  you  base  that  on? — We  have  not 
seen  any  evidence  of  a shortage  of  capital.  Taking 
rather  a casual  survey  of  the  situation,  it  seems  that 
large  amounts  of  capital  are  very  readily  subscribed. 
We  have  various  loans  which  have  been  issued  and 


that  while  absorbing  about  40  per  cent,  of  the 
national  revenue  in  payments  to  the  investing  class 
it  has  resulted  in  restricting  the  public  expenditure 
absolutely  necessary  for  maintaining  the  health  and 
efficiency  of  the  workers  through  the  Public  Health 
Services  and  Education,  etc.  and  in  raising  a barrier 
to  such  necessary  developments  as  the  proper  pro- 
vision for  : 

(a)  families  which  have  lost  their  breadwinner, 
or  whose  breadwinner  'is  incapacitated  or 
unemployed. 

(h)  young  people  continuing  their  education  till 
18. 

(c)  Old  Age  Pensions  at  60. 

(d)  Family  allowances  or  Motherhood  Endow- 

ment. 

We  believe  that  'all  these  measures  are  urgently  needed 
for  the  general  well-being  of  the  nation,  while  from 
the  point  of  view  of  trade  prosperity  they  would  have 
the  effect  of  stabilising  demand  by  increasing  the 
purchasing  power  which  is  devoted  to  necessaries  and 
is  therefore  steady,  especially  expenditure  on  clothing, 
furniture  and  household  requisites. 

19.  — II.  Distribution  of  Wealth. — The  existence  of 
the  enormous  National  Debt  thus  operates  to  maintain 
and  probably  to  'increase  the  undue  proportion  of  the 
wealth  of  the  country  held  by  the  investing  classes 
find  so  (1)  to  direct  labour  into  the  least  productive 
occupations;  (2)  to  keep  the  standard  of  life  for  the 
workers  too  low  with  consequent  loss  to  their  in- 
dustrial efficiency ; (3)  to  keep  the  purchasing  power 
of  the  community  below  the  level  necessary  to 
maintain  a proper  balance  between  capital  and  pur- 
chasing power  as  factors  in  trade  prosperity. 

Debt  I? eduction  or  Redemption. 

20.  We  therefore  believe  it  to  be  highly  desirable 
in  the  interest  of  trade  recuperation  and  general 
prosperity  that  the  burden  of  the  debt  should  be 
reduced  at  a very  much  greater  rate  than  at  present. 

21.  To  reduce  it  by  increasing  taxation  in  such  a 
way  as  still  further  to  restrict  purchasing  power 
would  however  be  to  defeat  the  very  purpose  of  the 
reduction.  Debt  reduction  ought  in  our  view  to  be 
a charge  on  the  investing  power  and  not  on  the 
purchasing  power  of  the  community.  The  Guild, 
like  the  rest  of  the  Co-operative  Movement,  has  pro- 
nounced in  favour  of  a Capital  Levy,  and  it  is  on 
such  lines  that  we  believe  the  situation  can  best  be 
met. 

22.  While  we  do  not  feel  that  the  application  of 
Budget  surpluses  sufficiently  accelerates  the  rate  of 
reduction  of  the  debt,  and  should  entirely  deprecate 
■administrative  economies  on  the  social  services  with 
a view  to  creating  such  surpluses,  we  are  of  opinion 
that  any  surplus  there  may  be  should  be  applied  to 
debt  reduction. 


over-subscribed  in  a very  short  time  : the  Tube  Rad- 
ways,  for  instance:  and  we  have  evidence  in  our  own 
Co-operative  movement  that  there  is  not  the  difficult} 
as  regards  capital  that  there  was.  As  regards  pui- 
obasing  power,  I think  Mrs.  Matthews  could  dea. 
with  that  point  from  the  women’s  point  of  view. 
(Mrs.  Matthews) : I do  think  the  ordinary  working 
woman  has  not  the  same  purchasing  power  as  she 
bad ; in  fact,  I met  10  women  at  a Committee  on 
Friday,  and  I asked  them,  was  the  purchasing  powei 
as  good  even  with  their  money  to-day  as  it  was  before 
the  War.  They  all  answered,  No,  and  some  have  a 
very  much  lower  standard  of  living  than  they  had. 
Five  of  them  said  that  they  never  bought  margarine 
before  the  War  and  they  have  margarine  to-day. 
Seven  of  them  said  they  had  had  to  lower  their  pur- 
chasing of  milk  to  a very  low  quantity,  even  going 
without  milk  puddings — just  enough  to  carry  on  with 
milk  in  their  tea.  It  is  the  rule  of  the  thrifty 
woman  with  a standard  wage  to  allocate  that  money 
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as  well  as  she  ca.n  in  a particular  weekly  outlay.  She 
lias  the  rent,  which  does  make  her  purchasing  power 
very  much  less  to-day  than  it  was  before  the  War. 
She  has  a.  certain  amount  of  coal,  which  makes  her 
purchasing  power  much  leas  than  it  was  before  the 
War.  Usually  they  belong  to  a clothing  club,  to 
which  they  allocate  so  much  of  their  income  each 
week.  That  is  the  only  possible  way  of  getting  really 
necessary  clothes.  Then  comes  their  money  for  their 
food.  The  woman  allocates  it  as  well  as  she  can, 
and  of  course  what  ^he  cannot  get,  she  cannot  get. 
There  was  one  woman  on  that  Committee  who  said 
that  if  we  went  through  their  street  on  a Thursday 
afternoon,  she  does  not  think  we  should  find  sugar 
in  any  one  house.  They  order  their  sugar  by  the 
week  and  however  careful  they  are,  it  does  not  go 
round.  One  woman  said  that  she  never  thought  of 
buying  a pot  o.f  jam  to-day,  she  could  not  afford  it. 
They  did  have  a little  bit  on  their  bread,  but  when 
the  margarine  was  done,  it  had  to  be  treacle  or  dry 
bread  towards  the  end  of  the  week.  There  are  lots 
of  instances  among  ordinary  working  women  where 
I can  tell  you  that  if  the  taxation  was  moved  off 
food,  it  would  look  a very  small  amount  to  people 
who  hove  enough  money  to  spend,  but  it  would  make 
a great  deal  of  difference  to  the  women  in  this  parti- 
cular position.  Even  if  the  money  goes  round,  saw 
that  she  has  a family  and  she  has  5e.  a head  to  spend 
on  food  each  week,  it  makes  it  one  day  in  the  week 
where  she  is  very  short,  even  with  that  5s.,  and  if 
the  tax  were  mowed  off  the  food  it  would  make  a 
great  deal  of  difference  to  that  woman  in  the  one 
day  in  the  week.  Perhaps  I had  better  leawe  that 
now,  because  there  is  a later  paragraph  on  the 
Income  Tax,  which  touches  people  who  are  in  a little 
better  position  than  these  women  that  I am  talking 
oi  now ; but  1 do  know  that  the  purchasing  power 
of  the  ordinary  working  woman  is  much  lower  than 
it  was  before  the  War. 

6483.  Mr.  1> e 1 1 : T would  like  to  know7  in  what  way 

the  maintenance  of  stable  purchasing  power  has  any- 
thing to  do  with  capital.  Has  it  not  to  do  with 
profits ? (Miss  Enfield):  I am  afraid  I do  not  quite 
see  the  bearing  of  the  question.  Is  the  point  this 
paragraph : “ We  believe  that  while  a proper 

balance  between  the  three  factors  is  necessary,  the 
maintenance  of  a stable  purchasing  power  is  the 
keynote  to  trade  prosperity”? 

6484.  The  capacity  to  pay,  I take  it,  and  the  wage 
to  enable  a stable  purchasing  power  to  be  main- 
tained, is  related  to  profit  rather  than  to  capital, 
is  it  not?  I am  sorry;  but  I do  not  see  the  point. 

6485.  How  is  the  maintenance  of  stable  purchasing 
power  to  be  effected?  I take  it  that  it  can  only  be 
from  the  profit  arising  out  of  capital? — This  para- 
graph assumes,  and  I hope  the  Committee  will  agree, 
that  there  is  a point  at  which  the  ratio  between 
wealth  held  as  investments  and  liquid  wealth — 
wealth  held  as  purchasing  power — yields  a maximum 
return  on  industry ; and  we  believe  that  this  ratio 
in ust  be  maintained. 

6486.  I want  to  put  it  in  a concrete  way:  because 
it  is  so  much  easier  to  follow  it.  If  in  the  Lan- 
cashire cotton  trade,  for  instance,  the  state  of  the 
industry  is  such  that  the  employers  cannot  employ 
men-  workers  more  than  three  days  a week,  how  can 

ey  maintain  the  stable  purchasing  power  that  they 
would  be  able  to  maintain  if  the  workers  were  em- 
P °yed  six  days  a week? — I agree  that  unemployment 

V61y  seric>usly  affects  the  stability  'of  purchasing 
power.  ° 

6487.  But  how  can  it  be  maintained?  Everybody 
]ian  s it  maintained,  but  how  can  it  be  maintained 

aSi  i1ln,41^er  fact,  the  workers  cannot  be  em- 
1 °>ec  three  days  a week? — (Mrs.  Matthews) : Is  not 
ia-  a vicious  circle— -that  the  low  purchasing  power  of 
le  ""oiLers  themselves  is  caused  by  short  time  in 
ami  acturing  goods  in  their  own  trade.  Is  not 
v ’ ? solt  vicious  circle?  If  we  have  shoemakers 
i i 0 work  and  children  running  about  barefoot,  it 

'S  a very  funny  thing,  while  if  those  people  could 

47800 


and  Miss  Enfield.  [ Continued . 


buy  shoes  the  shoemakers  would  be  employed.  It 
seems  a sort  of  vicious  circle — unemployment  and 
poor  purchasing  power. 

6488.  I am  talking  now  of  an  industry  of  which 
I had  evidence  when  I was  in  Egypt.  Figures  that 
I have  since  seen  show  that  the  import  into  Egypt 
of  Italian  cotton  goods  has  greatly  grown  because 
they  are  able  to  send  into  Egypt  at  a much  less 
price  than  the  Lancashire  cotton  trade  can.  The 
Lancashire  cotton  trade  which,  as  you  know,  is 
largely  engaged  in  manufacturing  for  export,  is  un- 
fortunately working  only  three  days  a week,  and  the 
wages  received  by  the  unfortunate  employees  are 
therefore  down.  Obviously  the  maintenance  of  the 
same  wage  is  not  possible  in  that  trade  unless  we  can 
alter  conditions  and  make  the  export  trade  as  good 
as  it  was  before? — That  is  quite  right. 

6489.  Mrs.  Wootton:  Could  we  relate  this  to  what 
the  witnesses  say  later  on  in  their  evidence?  (Mr. 
Bell)  : By  all  means,  if  there  is  another  opportunity. 

6490.  Professor  Hall : Reading  these  paragraphs  in 
conjunction  with  paragraph  15  and  a later  para- 
graph, I understand  that  the  suggestion  is  that  taxes 
taken  off  food  lead  to  the  development  of  trade 
which  is  more  stable  than  the  trade  in  luxuries.  I 
think  that  is  mentioned  in  paragraph  6.  P — (Miss 
Enfield.)  The  whole  memorandum  refers  to  taxation. 

6491.  Mr.  Bowen  : Would  you  say  that  you  could 

agree  with  what  one  witness  put  to  us,  that  taxation 
does  not  reduce  aggregate  purchasing  power  un- 
less it  leads  to  an  increase  or  decrease  in  borrowing 
from  the  Bank  of  England? — I am  not  prepared  to 
answer  that.  (Mrs.  Matthews) : Did  you  say 

adequate  purchasing  power? 

6492.  No  question  of  adequacy  at  all.  One  witness 
said  that  taxation  does  not  reduce  the  aggregate 
purchasing  power  ? — It  always  does  below  a certain 
amount  of  purchasing  power.  Every  penny  taken 
away  for  anything  else  affects  purchasing  power, 
a.nd  that  is  the  ordinary  working  woman’s  position. 
A working  woman  has  to  allocate  her  money  and  buy 
as  much  as  she  can  with  her  money.  She  never  buye 
really  enough.  Was  that  the  point  you  wanted? 

6493.  I just  wanted  to  know  whether  you  agreed  or 
not  with  the  statement? — No,  I do  not  agree  with  the 
statement  in  regard  to  the  mass  of  the  people. 

6494.  Professor  Hall : The  aggregate  amount  of 
purchasing  power  might  be  maintained  and  the  in- 
dividual power  might  he  very  different? — That  is 
right.  (Miss  Enfield)  : I do  not  think  we  could  give 
a definite  answer  on  that  point  without  going  more 
fully  than  we  have  had  an  opportunity  of  going 
into  the  relation  between  the  effect  of  taxation  on 
different  classes,  and  borrowing  from  the  Bank.  We 
have  not  gone  into  that  matter  and  I could  not  give 
a definite  answer. 

6496.  Mr.  Bell : Perhaps  you  will  now  go  on  to  para- 
graph 5. — (Paragraph  5 read). 

6496.  Mr.  Bowen  : On  the  general  question  of 

taxation,  but  particularly  in  regard  to  the  point  of 
purchasing  power  that  you  have  already  mentioned, 
what  is  your  view  with  regard  to  statements  that 
have  been  made,  and  denied,  that  Income  Tax  is 
passed  into  retail  prices? — This  again  is  a question 
that  wants  thinking  out.  It  is  rather  difficult  to 
answer  on  the  spur  of  the  moment,  but  I do  not  see 
how  Income  Tax  could  be  passed  into  retail  prices, 
at  any  rate  on  a whole  class  of  goods.  Individual 
manufacturers  or  individual  retailers  might  try  to 
compensate  themselves  for  the  Income  Tax  they  have 
to  pay  on  the  particular  goods  which  they  sell,  but 
I do  not  think  that  Income  Tax  could  affect  a whole 
class  of  goods  in  a way  that  an  indirect  tax  does;  and 
if  a manufacturer  tried  to  recoup  himself,  it  would  bo 
difficult,  to  do  it.  I cannot  see  that  there  could  be 
any  definite  ratio  between  increased  prices  and  the 
Income  Tax,  because  the  Income  Tax  is  paid  on 
profits  after  the  costs  of  production  of  the  goods, 
which  enter  into  selling  price,  have  been  arrived  at! 
As  I say,  T have  not  fully  thought  out  the  question  ; 
but  answering  it  on  the  spur  of  the  moment,  that 
would  be  my  view, 
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6497.  Would  you  agree  that  there  is  a great  need 
for  stimulating  savings  in  order  to  make  good  the 
destruction  of  capital  caused  by  the  War? — I think 
there  is  a far  greater  need  of  stimulating  consump- 
tion. 

6498.  Your  view  is  that  the  more  consumption 
there  is,  the  more  efficiency  you  think  there  will  be 
and  the  greater  will  become  the  saving  eventually. 
Is  that  your  point? — Quite. 

'6499.  Then  you  do  feel  the  necessity  for  ac- 
cumulating savings  for  the  restoration  of  capital  for 
various  purposes? — In  general,  certainly. 

6500.  Professor  Hall : I have  read  into  this  evidence 
that  your  position  is  that  you  require  capital  for  the 
purpose  of  production ; but  unless  there  is  some 
demand  for  the  things  you  produce,  then  that  capital 
lies  idle,  and  at  the  present  moment  the  great  need, 
in  your  view,  is  that  consumption  should  be  stimu- 
lated ; there  is  a greater  need  for  stimulating  con- 
sumption than  production,  but  obviously  consumption 
is  limited  by  the  amount  of  production,  so  that  you 
really  want  both,  in  the  long  run? — That  is  exactly 
our  view.  We  have  said  that  in  the  present  position 
what  needs  stimulation  is  consumption  and  then  that 
will  react  on  trade  prosperity  in  general,  which  will 
result  in  producing  the  necessary  capital  to  continue. 

6501.  Mr.  Bell : I want  to  ask  you  this,  as  a prac- 
tical question.  The  real  purpose  of  trade,  you  say, 
is  the  satisfaction  of  the  needs  of  the  consumer ; that 
is,  if  the  consumer  can  pay  for  the  goods? — I con- 
sider that  the  real  purpose  for  which  trade  exists  is 
to  meet  the  needs  of  the  consumer. 

6502.  If  the  consumer  can  pay  for  the  goods  pro^ 
duced? — It  would  not  be  trade  if  lie  did  not  pay  for 
the  goods  produced. 

6503.  Precisely;  but  here  there  is  a difficulty.  For 
instance,  a great  number  of  former  users,  especially  in 
Europe,  have  been  impoverished,  and  therefore  they 
cannot  pay  for  these  things  as  they  could  pay  in  the 
past.  You  cannot  have  greater  production,  I take  it, 
than  the  amount  that  people  are  ready  to  consume? — 
Exactly,  unless  you  stimulate  consumption. 

6504.  How  can  you  stimulate  it  in  Roumania? — 
(Mrs.  Matthews ) : By  getting  from  Roumania  goods 
that  we  need,  and  giving  the  people  here  wages  to 
pay  for  those  goods. 

6505.  That  may  be  so,  if  anybody  wants  to  buy  those 
things,  but  suppose  he  does  not? — (Miss  Enfield ): 
I do  not  know  if  you  want  us  to  go  into  the  whole 
question  of  foreign  trade.  It  is  a rather  large  subject 
to  deal  with  in  answer  to  a single  point.  We  would 
be  quite  prepared  to  put  before  you  a statement  of 
our  views  of  how  to  stimulate  foreign  trade. 

6506.  I wish  you  would? — I am  afraid  it  is  rather 
more  than  we  could  do  in  .answer  to  one  question. 

■6507.  Quite,  but  I only  want  you  to  see  that  in 
making  the  statement  that  the  satisfaction  of  the 
needs  of  the  consumer  is  the  primary  consideration, 
you  must  also  bear  in  mind  that  the  producer  must 
be  paid? — Quite;  we  should  quite  agree  to  that. 
(Paragraphs  7 and  8 read.) 

6508.  Mr.  Bowen : Have  you  considered  how  far 
an  increase  of  price  due  to  indirect  taxation  is  re- 
flected in  increased  wages,  for  example  in  cases  where 
wages  are  regulated  by  the  cost  of  living  index? — No, 
we  have  not  gone  into  that  point. 

6509.  Mrs.  Wootton:  You  think  that  taxes  on 
commodities  .fall  on  the  consumer.  Is  it  also  your 
view  that  when  taxes  are  reduced  or  removed  from 
commodities,  the  consumer  gets  the  benefit?  On  the 
face  of  it,  that  would  seem  to  be  a.  corollary  of  your 
statement? — I do  not  think  the  consumer  always  gets 
the  full  benefit.  I think  the  price  of  goods  is  often 
increased  to  the  consumer  by  more  than  the  amount 
of  the-  tax.  Very  often  it  is  increased  by  a round 
sum.  whereas  the  tax  would  be  a fraction  of  a round 
sum.  Then  also,  when  the  price  has  once  been  in- 
creased to  the  consumer,  it  is  always  easier  to  main- 
tain the  high  price.  So  that  I do  not  think  the  con- 
sumer always  does  get  the  full  benefit  of  a reduction 
of  taxes  on  commodities, 


6510.  Do  you  think  that  the  producer  might  really 
be  in  a stronger  position,  because  if  a tax  is  put  on 
the  producer  can  add  that  tax  to  the  price,  whereas  if 
the  tax  is  removed  the  same  forces  that  enable  the 
producer  to  put  it  on  to  the  price,  do  not  enable  the 
consumer  to  get  it  off  again? — (Mrs.  Matthews):  I 
think  that  between  the  producer  and  the  consumer 
there  are  so  many  middlemen,  and  each  takes  a little 
bit  of  that,  that  it  is  not  just  alone  the  producer, 
but  it  is  all  the  people  concerned  between  the  pro- 
ducer- and  the  consumer,  who  take  a little  share, 
which  of  course  takes  it  in  bulk  from  the  consumer. 

I think  that  has  a lot  to  do  with  it. 

6511.  By  the  producer,  I meant  the  person,  who- 
ever he  is,  who  increases  his  prices  on  the  strength 
of  the  tax.  I am  in  rather  a difficulty  here,  because 
a great  many  witnesses  have  given  us  their  opinion 
that  indirect  taxes  are  paid  by  the  consumer,  hut 
we  have  also  had  evidence  that  the  removal  of  indirect 
taxes  does  not  benefit  the  consumer.  On  the  face  of 
it,  it  would  seem  that  the  same  reason  that  makes  the 
price  go  up  when  a tax  is  put  on,  would  make  the 
price  go  down  when  the  tax  is  taken  off.  I want  you 
to  tell  us,  in  your  opinion,  why  that  does  not  always 
happen? — (Miss  Enfield):  As  you  say,  it  is  easier  for 
the  producer  to  put  up  the  iprice  when  there  is  a 
definite  reason,  such  as  the  imposition  of  a tax,  than 
it  is  for  the  consumer  to  get  the  price  reduced  when 
the  tax  is  taken  off.  In  the  profit-making  system  of 
industry  there  is  always  a motive  for  keeping  up  the 
price,  if  profit  is  to  be  yielded  by  that  price.  Of 
course,  in  the  Co-operative  movement,  where  that 
motive  does  not  apply,  the  full  benefit  of  the  reduc- 
tion of  the  tax  was  felt  by  the  consumer,  for  instance, 
in  the  last  Budget  reductions  on  tea  and  sugar. 

6512.  Professor  Hall : Does  not  that  rather  work 
in  this  way?  The  tax  is  imposed,  the  producer  adds 
it  to  his  price,  a reduced  demand  for  the  commodity 
results  from  the  rise  in  price,  and  a part  of  the  loss 
may  be  borne  by  the  .producer;  he  curtails  his  pro- 
duction and  then,  when  the  tax  is  taken  off,  produc- 
tion has  been  so  much  curtailed  that  the  increased 
demand  resulting  from  the  reduced  price  enables  him 
to  get  a scarcity  price?  That  happened,  l think,  in 
regard  to  tea.  Restriction  of  output  had  been  prac- 
tised in  order  to  meet  the  reduced  demands,  then  the 
demand  went  up  and  the  tea  producers  were  able  to 
get  a scarcity  price,  so  that  the  consumer  was  not 
getting  the  full  advantage  of  the  reduction  in  the  lea 
duty? — Mrs.  Wootton:  Is  that  your  view?  I thought 
I understood  you  to  say  that  people  get  accustomed 
to  these  prices,  tea  at  so  much;  a great  many  con- 
sumers do  not  trouble  about  details,  and  they  do  not 
therefore  feel  aggrieved  that  the  price  is  not  put 
down  when  the  tax  is  taken  off? — (Miss  Enfield):  T 
should  not  quite  say  that.  It  is  not  so  much  that 
they  do  not  feel  aggrieved;  I think  they  feel  very 
strongly  the  burden  of  the  high  prices,  but  I think 
they  do  to  a certain  extent  get  accustomed  to  it,  and 
the  chief  difficulty  is  that,  except  in  the  Co-opera- 
tive -movement,  the  consumers  are  not  organised,  so 
that  they  cannot  use  tlieir  organised  power  to  bring 
down  prices.  As  Mr.  Hail  has  said,  the  fact  that 
there  is  a restricted  demand  necessitates,  from  the 
producer’s  point  of  view,  the  maintenance  o-f  the  high 
price.  He  takes  the  line  of  least  resistance,  keeps  his 
price  high  instead  of  reducing  it  and  stimulating  his 
market  and  getting  back  li is  trade.  I think  that 
very  often  happens. 

6513.  I do  not  want  to  waste  time  on  this  point,  but 
it  seems  to  me  rather  important,  because  we,  as  a 
Committee,  have  to  consider  many  other  things  be- 
yond the  relation  of  direct  and  indirect  taxes,  and  il- 
l’s rather  important  for  us  to  know  whether  it  is 
the  case  that  if  you  put  on  an  indirect  tax  you  know 
that  you  are  going  to  hit  the  consumer,  but  once  you 
have  got  the  tax  on  you  cannot  get  it  off  again  au 
relieve  the  consumer.  If  indirect  taxes-  operate  m 
that  way,  it  seems  to  me  to  be  a very  dangerous  thing, 
and  I wanted  to  know  whether  it  is  your  view  ia 
when  you  put  a tax  on,  it  stays  on  indefinitely,  »nf 
when  you  take  the  tax  off’  again  you  do  not  relieve  lft 
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consumer  from  taxation.  It  tiliat  your  view? — That  is 
our  view;  that  is  one  of  the  greatest  evils  of  the 
system  of  indirect  taxation.  ( Paragraphs  9 and  10 
read.) 

0514.  Professor  Hall : If  it  is  true  that  the  tax 
falls  upon  the  consumer,  either  wholly  or  partly,  then 
it  must  mean  a lower  real  wage  for  the  worker.  He 
may  get  the  same  number  of  Treasury  notes,  but  on 
account  of  prices  being  higher  his  effective  wage  is 
really  less? — Yes,  that  is  the  first  result  of  the  impos- 
ition of  the  tax;  taking  it  a stage  further,  it  may 
even  lead  to  lower  money  wages. 

0515.  But  you  would  say  in  any  case  it  means  a 
lower  real  wage? — Certainly. 

6516.  It  is  the  word  “ or  ” in  paragraph  10  that 
caused  me  to  ask  that  question — the  suggestion  that 
it  might  have  the  first  two  results  mentioned,  but 
not  the  last? — I was  thinking  of  its  effects  at  a later 
stage.  ( Paragraph  11  read.) 

6517.  Mr.  Bowen : May  we  take  it  from  this  state- 
ment that  in  your  view  people  with  small  incomes 
spend  as  much  on  tea,  sugar,  alcohol  and  tobacco  as 
the  rich? — Per  head  I should  say  they  spend  con- 
siderably more;  certainly  on  sugar. 

6518.  On  tea  and  sugar  perhaps? — Certainly. 

6519.  On  alcohol  and  tobacco? — (Mrs.  Matthews) : 

I could  not  tell  you  really,  because  I do  not  know 
what  the  rich  spend  on  tobacco,  but  I do  know  that 
tobacco  is  the  only  solace  a working  man  lias. 

6520.  Professor  Hall : I wonder  if  you  could  help 
the  Committee  by  supplying  any  typical  weekly  house- 
hold orders  for  groceries,  and  whether  you  could 
supply  us  with  information  regarding  the  expenditure 
of  some  of  the  families  among  your  members  on 
tobacco  and  alcohol  ? — I tried  to  get  it,  but  it  is  very 
difficult.  The  women  are  a hit  too  independent  and 
a bit  ton  proud  to  give  you  their  wage  and  the  way 
they  spend  their  money.  They  will  tell  me  what  they 
go  short  of  and  things  like  that,  hut  the  women  are 
very  diffident  at  giving  their  particular  items,  and 
one  rather  admires  them  for  that.  Yrou  do  not  like 
really  to  go  too  deeply  into  it  with  them.  But  with 
regard  to  tea,  working-class  people  do  require  a lot 
of  tea.  Many  a.  husband  takes  one  or  two  meals  out, 
and  it  is  tea  and  sugar  wrapped  up  in  a paper  that 
they  hayo  to  drink.  There  is  nothing  else  for  those 
people  unless  the  man  does  want  a drink  of  beer  in- 
stead. A man  who  carries  his  food  out  must  have 
something  to  drink,  and  it  is  tea  and  sugar  or  beer, 
if  lie  can  get  it  near  to  him,  whereas,  in  the  other 
class  of  people  it  is  so  very  different.  They  can  get 
other  things  instead  of  that;  hut  I do  think  that  for 
tea  and  sugar  there  is  a very  stable  demand  among 
ordinary  working-class  people. 

(>521.  Do  you  think  that  any  of  your  members 
keep  a weekly  order  book  showing  what  they  have 
ordered  from  the  stores,  say  for  three  months  back? — 
Yes. 


6522.  Something  like  that  might  he  useful  to  us  in 
regard  to  the  proportion  of  different  commodities? — 
Yes,  they  do  keep  weekly  order  books. 

6523.  Any  information  of  that  sort  might  bo  useful 
l"  us?— (Miss  Enfield):  I may  say  we. did  try  to  get 
somo  budgets,  but,  as  Mrs.  Matthews  says,  it  is  not 


very  easy,  especially  by  correspondence,  to  get  wome 
to  give  everything.  But  if  the  order  books  would  h 
of  help,  I think  we  might  get  something  of  that  kin< 
What  is  especially  felt  amongst  them  is  that  the 
do  not  like  to  give  away  the  amount  of  the  incom 
and  the  total  amount  of  their  expenditure.  Th 
actual  expenditure  on  different  items  I do  not  thin 
hey  would  mind  giving  so  much,  but  the  relatio 
'at  that  hears  to  their  total  income  and  their  toti 
expenditure  is  a thing  that  they  are  shy  about  giving 
And  that,  of  course,  does  not  cover  alcohol 
or  much,  tobacco? — The  order  book  would  no 
1525.  Mr.  Bowen  : In  regard  to  indirect  taxatioi 
we  hav.e  had  it  put  to  us  many  times,  when  the  statf 
meat  has  been  made  that  the  working  classes  ax 
unmanly  taxed  indirectly,  that  the  rich  are  also  pax 
’"t,  indirect  taxation.  When  you  suggest  the  abol 
ion  of  certain  taxation,  do  you  include  the  generf 
' 0 1 Ion  °f  indirect  taxation  applicable  to  the  ric 


47800 


and  the  poor? — I should  begin,  as  we  have  said  here, 
with  the  abolition  of  taxation  of  necessaries. 

6526.  What  do  you  call  necessaries?  You  do  not 
mean  to  include  in  necessaries  such  items  as  alcohol 
and  tobacco,  do  you?  Would  you  relieve  all  classes  of 
taxation  on  alcohol  and  tobacco  ? — (Mrs.  Matthews) : 

I would  on  tobacco  and  certain  classes  of  drink.  I 
am  in  sympathy  with  the  working  men  a little  bit. 

6527.  Then  your  point  is  that  the  working  classes 
should  be  relieved  of  all  indirect  taxation  except,  as 
Mrs.  Matthews  has  said,  on  certain  kinds  of  alcoholic 
drink? — (Miss  Enfield) : Yes,  that  is  our  position. 

6528.  Is  the  suggestion  made  by  the  Co-operative 
Guild  that  th©  working  classes  should  ixot  be  required 
to  pay  taxation  at  all — those  who  do  not  now  pay 
direct  taxation  in  the  form  of  Income  Tax?  I see 
in  paragraph  14  you  say  you  desire  that  the  Income 
Tax  abatement  should  be  raised.  Is  it  your  sugges- 
tion that  they  should  he  entirely  relieved  of  taxa- 
tion?— (Mrs.  Matthews) : I think  all  persons  who  can- 
not buy  enough  necessaries  to  keep  the  family  in 
health  ought  to  be  relieved  of  all  taxation.  I think 
there  is  ail  ability  to  pay,  and  below  that  ability  to 
pay  no  working  class  family  ought  to  he  taxed, 
because  it  affects  the  health  of  the  family  as  well 
as  the  purchasing  power,  and  of  course  that  is  a very 
important  matter. 

6-529.  Your  point  is  that  health  and  efficiency  come 
first  and  taxation  afterwards? — Yes. 

6530.  Mr.  Bell : In  that  case  we  want  to  know 

something  about  the  expenditure  of  the  whole  in- 
come. We  want  really  to  have  statistics  of  what  it 
costs  to  keep  a family  of  a certain  number  in  good 
health.  We  want  to  see  how  the  whole  income  is 
spent  because  sometimes  too  much  is  spent  on  drink, 
for  instance  and  too  little  on  the  home? — (Miss 
Enfield)  : We  could  not  deal  with  exceptional  cases. 

You  would  have  to  take  the  noi’mal  case  in  estimating 
what  is  necessary  for  keeping  a family  in  health.  It 
does  not  seem  to  me  any  part  of  the  duty  of  a Com- 
mittee like  this  to  go  into  the  expenditure  of  an 
individual  who  may  he  spendiixg  his  money  in  a very 
foolish  way.  The  point  is  the  standard  of  the 
community  as  a whole,  are  we  setting  a standard 
which  is  a just  standard  for  a normal  family. 

6531.  Mr.  Bowen:  Have  you  any  views  as  to  how 
we  ought  to  make  good  the  loss  of  revenue  if  indirect 
taxation  is  removed? — We  suggest  in  paragraph  13 
that  it  should  he  replaced  by  an  increase  of  direct 
taxation  of  wealth  and  by  taxes  on  land  values. 

6532.  That  means  an  increase  of  Income  Tax,  and 
taxes  on  land  values.  Those  are  your  alternatives < 
—Yes. 

0533.  Mrs.  Wootton  : How  does  that  fit  in  with  the 
proposal  in  paragraph  21.  where  you  say  that  the 
Co-operative  movement  are  in  favour  of  a Capital 
Levy  and  you  think  the  situation  could  best  he  met 
by  a levy.  Are  you  proposing  to  have  a Capital  Levy 
to  pay  off  the  debt,  and  are  you  also  proposing  to 
raise  the  rate  of  Income  Tax  and  to  impose  new 
taxes  on  land  values,  or  is  this  proposal  in  paragraph 
13  an  alternative  to  your  proposal  for  a levy? — In  our 
view  the  effect  of  a Capital  Levy  would  he  so  far  to 
reduce  the  debt  that  the  amount  of  revenue  raised 
by  taxation  would  need  to  he  very  much  smaller,  so 
that  it  might  not  he  necessary  to  increase  the  direct 
taxation  of  the  wealthy.  If  the  levy  is  not  sufficient 
to  reduce  the  revenue  to  an  amount  which  could  he 
raised  without  indirect  taxation,  then  we  suggest 
this  alternative. 

6634.  Paragraph  13  might  not  arise  then  if  a levy 
were  imposed? — Quite.  We  hope  it  would  not. 

6535.  But  if  you  want  more  tax  revenue  you  want 
to  get  it  in  these  ways  rather  than  by  any  other 
method  ? — Yes. 

6536.  Mr.  Bell : We  have  had  a great  deal  of 
evidence  from  business  men  that  direct  taxation  at 
its  present  rate  is  already  hampering  the  saving  of 
capital  and  development  of  commerce,  and  therefore 
bringing  about  unemployment  to  that  extent.  Are 
you  not  impressed  at  all  by  the  fact  that  direct 
taxation  as  it  is  at  present,  even  if  it  is  not  raised, 
and  certainly  more  so  if  is  raised,  will  have  a serious 
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effect  upon  employment? — We  are  very  much  im- 
pressed by  the  amount  of  taxation,  direct  and  indirect 
which  exists  at  the  present  day,  and  that  is  our  chief 
reason  for  wishing  that  the  National  Debt,  which  in- 
volves such  very  heavy  taxation,  should  be  at  any 
rate  partially  wiped  off  as  quickly  as  possible. 

6537.  But  you  said  even  if  it  had  been  wiped  off 
and  further  taxation  was  necessary,  you  would  be 
ready  to  apply  it  ? — Yes,  we  feel  that  in  that  case 
direct  taxation  of  wealth  and  taxes  on  land  values, 
even  from  the  point  of  view  of  their  effect  upon 
trade,  would  be  a better  way  of  raising  the  revenue 
than  indirect  taxes. 

6538.  You  do  not  fear  unemployment  as  arising 
from  this  high  direct  taxation? — No.  ( Paragraph 
14  read.) 

6539.  You  do  not  attach  any  particular  value  to 
the  old  principle  cif  no  representation  without  taxa- 
tion?— I think  Mrs.  Matthews  has  really  given  our 
views,  which  are  primarily  that  if  a family  has  not 
•enough  to  keep  itself  in  health  it  has  nothing  to 
contribute  to  taxation.  Taking  the  general  principle, 
supposing  the  income  distribution  was  such  that 
health  could  be  maintained  throughout  the  whole 
community,  it  would  certainly  be  our  view  that  it 
was  the  business  of  the  whole  community  to  contri- 
bute to  the  public  services;  hut  we  feel  that  under 
the  present  conditions  there  is  a large  part  of  the 
community  which  is  not  in  /a  position  to  maintain 
the  health  and  efficiency  of  its  own  life,  and  that  for 
the  sake  of  the  community  as  a whole  that  part 
which  has  the  surplus  wealth  should  contribute  the 
taxation  to  meet  the  public  services. 

6540.  Mr.  Bowen : In  your  previous  paragraph 

you  imply  that  wages  are  really  below  the  sub- 
sistence level.  You  feel  that,  do  you? — In  a great 
many  cases. 

6541.  Ml) s.  ILooffon : On  that  question  of  repre- 
sentation without  taxation,  do  you  think  that  per- 
haps the  importance  of  that  principle  is  rather 
limited  because  it  only  works  one  way?  It  is  sug- 
gested that  you  should  not  have  people  represented 
who  do  not  pay  taxes,  but  if  that  principle  is 
important,  does  it,  in  your  view,  carry  with  it  the 
corollary  that  you  should  not  have  people  paying  taxes 
who  have  no  representation  ? — I think  that  is  the 
more  important;  you  should  not  have  people  paying 
taxes  who  'are  not  represented,  but  I do  not  think 
it  follows  that  you  should  not  have  people  represented 
who  are  not  paying  taxes. 

6542.  It  seems  to  me  that  if  the  principle  is  impor- 
tant in  the  one  way  it  would  have  at  least  equal 
importance  the  other  way  round.  I mean,  that  the 
principle  is  of  rather  academic  interest  so  long  as 
you  have  people  paying  taxation  who  are  not  repre- 
sented, as  you  do  at  present? — I think  it  is  of  quite 
academic  interest  in  this  connection. 

6543.  Mr.  Bell : Looking  at  this  problem  from  a 
wide  point  of  view,  direct  taxation  in  Germany  at 
present  I think  goes  down  to  a level  of  £36;  before 
the  War  it  was  £45  ; and  in  most  countries  of  Europe 
to-day  it  begins  at  a very  low  rate.  The  question 
is  whether  we  can  sav  we  must  have  a certain  stand- 
ard of  living  in  this  country  alone  without  reference 
to  the  conditions  of  the  world  and  the  marketing  and 
cheap  production  of  our  goods.  How  are  we  to  live? 
These  are  large  problems ; I do  not  want  you  to  go 
into  them,  but  that  is  what  puzzles  the  brains  of  so 
many  people — that  we  must  keep  the  prices  of  our 
exports  at  the  level  which  poor  countries  a, re  prepared 
to  give.  In  India  or  in  Egypt  they  do  not  consider 
whether  we  ought  to  have  first  a living  wage  of  so 
much  or  a certain  measure  of  comfort,  but  they  want 
to  have  a cheaper  article.  We  have  to  send  out  the 
goods  that  will  bring  back  the  food  that  we  require. 
The  question  is  whether  we  are  to  form  an  idea  as 
to  the  standard  rate  of  living  in  this  country  without 
considering  the  rest  of  the  world? — (Mrs.  Matthews)  : 
I think  we  ought  to  have  a minimum  standard  «f 
living,  and  when  it  comes  to  obtaining  it,  it  ought 
to  bo  obtained  from  the  people  at  the  top  and 
gradually  coming  down.  I think  there  ought  to  he 
® minimum  standard  of  living, 


6544.  Professor  Hall:  I rather  thought  that  the 
witnesses’  argument  was  that  if  taxation  fell  on 
people  below  the  minimum  standard  of  living  their 
efficiency  was  impaired,  and  that  it  really  was  not 
economical—  that  you  did  not  get  cheaper  production 
by  keeping  people  below  this  level.  Mr.  Bell : The 
trouble  is  that  I find  the  Italians  are  selling  their 
cotton  goods  cheaper,  although  they  have  lower 
wages;  they  are  getting  a great  business.  Mr. 
Bowen:  Of  course  you  cannot  have  a.  world  standard 
of  living.  I take  it  the  witnesses  will  agree  with 
that.  The  witnesses  will  probably,  coming  from 
Manchester,  know  the  great  difficulty  that  was  ex- 
perienced in  the  cotton  trade  because  of  the  introduc- 
tion of  competition  in  India.  If  we  .are  to  have  a- 
world  standard  it  means  that,  to  get  down  to  a basis 
where  we  should  he  absolutely  on  a competitive  level, 
we  might  have  to  adopt  an  Indian  standard.  That, 

I suggest,  is  not  practicable  ? — (Miss  Enfield) : I do 
not  think  that  we  should  in  any  way  depreciate  the 
importance  and  the  extraordinary  difficulty  of  that 
question  ; but  to  begin  with,  admitting  the  lowness  of 
the  standard  of  living  in  other  countries,  that  is  in  our 
view  one  of  tlie  factors  which  have  created  the  present 
situation,  because  it  means  a reduction  of  purchasing 
power  in  those  other  countries.  Our  trade  is  not 
concerned  simply  with  exports.  A very  large  pro- 
portion of  our  trade  is  for  the  home  market.  Con- 
sidering not  one  single  industry,  but  considering  the 
general  situation  of  industry  as  a wdiole,  we  are  not 
going  to  improve  the  general  situation  by  lowering 
purchasing  power  in  the  home  markets. 

6545.  Mr.  Bowen : Would  you  then  not  admit 

foreign  goods  if  they  are  cheaper  than  they  can  be 
made  in  this  country? — Yes,  certainly  I should  admit 
them.  I should  admit  goods  at  what  price  the  con- 
sumer can  pay  for  them.  If  the  consumer  can  pur- 
chase goods  more  cheaply  of  foreign  origin  than  of 
British  origin  I should  admit  them.  ( Paragraph 

15  read.) 

6546.  Do  you  think  there  is  any  limit  to 
this  policy — taxation  providing  for  unemployment 
benefits,  for  example? — I am  not  sure  that  I quite 
follow  your  question.  Of  course  we  should  not  sug- 
gest that  the  whole  community  should  become  unem- 
ployed and  be  provided  for  out  of  taxation.  But  we 
do  suggest  that  the  unemployment  benefit  has  the 
effect  of  increasing  purchasing  power. 

6547.  I agree,  hut  I was  trying  to  get  some  assist- 
ance to  find  out  how  far  unemployment  benefit  might 
he  ineffective  in  so  far  as,  perhaps,  if  it  were  too 
high,  it  might  increase  taxation  and  throw  the  whole 
thing  out  of  gear  and  thus  actually  reduce  purchasing 
power  by  transferring  it  from  one  source  to  another? 
— You  mean  that  too  high  a rate  of  unemployment 
pay  or  too  wide  a distribution  of  unemployment  pay 
might  operate  to  divert  purchasing  power  from  those 
who  pav  the  taxes  and  are  producing  wealth  into 
the  hands  of  those  who  are  not  producing.. 

6548.  Yes.  Granting  the  need  for  the  maintenance 
of  all  people  who  are  unable  to  obtain,  employment 
what  I wanted  to  find  out  was  whether  you  had  any- 
thing in  your  mind  as  to  where  this  operation  became 
ineffective? — We  have  not  gone  into  the  question  of 
what  the  limit  of  unemployment  benefit  should  be 
(Paragraphs  16  and  17  read.) 

6549.  Would  you  agree  that  the  man  who  invests 

his  dividends  in  industry  rather  than  expending  them 
in  luxurious  consumption  is  rendering  a service, 
though  it  might  tend  to  increase  the  existing  dispro- 
portion between  capital  and  purchasing  power.-- 
Yes,  on  the  whole  I would.  I think  to  invest  it  m 
industry  is  a greater  service  than  to  spend  it  on  pm  - 
luxury.  . 

6550.  We  have  had  it  put  to  us  by  a number  o 
witnesses  that  the  richer  classes  are  the  saving  peep  e- 
What  is  your  view  on  that? — Of  course,  the  bulk  o 
the  savings  of  the  community  naturally  comes  fiom 
the  richer  classes,  because  they  have  more  to  save. 

6551.  A bigger  margin? — A much  bigger  margm. 

6552.  That  does  not  mean  that  the  people  that,  you 
represent,  for  example,  are  not  saving  people?  Oei- 
tainly  it  dees  not,  and  I think  the  very  large  an}°UB 
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of  savings  that  ar©  invested  in  the  Co-operative  move- 
ment, which  are  all  working-class  savings,  proves  that. 

6553.  Professor  Salt:  I would  like  to  ask  a question 
on  paragraph  17.  It  bears  on  the  point  about  saving 
and  spending.  Knowing  of  the  scarcity  of  houses,  I 
take  it  you  would  agree  that  the  expenditure  of  capi- 
tal in  that  direction  is  rather  desirable  at  the  present 
moment  ? — Y es . 

6554.  There  are  certain  forms  of  capital  expendi- 
ture that  you  would  think  desirable  to-day? — Yes. 

6555.  For  instance,  the  building  of  schools  and  the 
building  of  houses  ? — Certainly. 

6556.  You  do  not  mean  to  check  the  accumulation  of 
capital  and  investment  in  those  things? — Certainly 
wo  do  not  mean  to  check  the  accumulation  of  capital. 
Tko  accumulation  of  capital  for  the  development  of 
industry  must  necessarily  be  maintained  if  industry 
is  to  continue. 

6557.  1 only  want  to  prevent  your  evidence  being 
misunderstood  and  being  interpreted  to  mean  that 
you  do  not  want  any  form  of  capital  expenditure  to 
go  forward.  There  are  certain  forms  of  capital  ex- 
penditure that  you  think  are  neoessary? — Certainly. 

6558.  Mr.  Bell : The  last  words  of  paragraph  17 

seem  to  be  the  other  way:  “ In  so  far  as  they  are 

reinvested  they  tend  to  increase  the  existing  dispro- 
portion between  capital  and  purchasing  power  ” ? — I 
think  that  is  rather  a different  point.  .What  we  say 
in  this  paragraph  is  that  the  proceeds  of  taxation 
that  go  to  pay  the  debt  charges  go  to  the  investing 
classes  mainly.  Now  those  classes  can  use  the  pro- 
ceeds of  taxation  that  come  to  them  in  two  ways ; 
they  may  either  invest  them  or  they  may  spend  them 
and  it  will  not  be  expenditure  on  necessaries,  because 
they  can  meet  that  in  any  case.  Any  additional 
expenditure  would  be  expenditure  on  luxuries.  Now 
we  do  not  feel  that  expenditure  on  luxuries  is  helpful 
from  the  point  of  view  of  trade  stability.  The  other 
alternative  is  to  reinvest.  In  our  view  there  is 
already  a disproportion  between  the  amount  of  wealth 
held  as  capital — the  amount  of  invested  wealth — and 
the  amount  of  wealth  held  as  purchasing  power.  We 
feel  that  that  balance  which  we  have  spoken  of  at 
the  beginning  is  already  not  properly  maintained. 
It  is  over-weighted  on  the  side  of  invested  wealth, 
and  the  debt  tends  to  increase  the  disproportion. 
That  was  the  argument  of  this  paragraph. 

6559.  I did  not  know  what  this  unfortunate  fellow 
who  had  a surplus  was  to  do.  He  either  has  to  spend 
it  in  one  way  or  another,  or  he  has  to  invest  it.  If 
he  invests  it  in  houses  does  he  do  a service,  or  what 
does  the  paragraph  point  to? — The  paragraph  points 
to  the  fact  that  the  whole  situation  which,  through 
the  operation  of  the  National  Debt,  leads  to  such  a 
large  proportion  of  the  national  revenue  coming  back 
into  the  hands  of  the  investing  classes,  is  not  right. 
It  leads  on  to  the  conclusion  that  it  is  desirable  to 
reduce  the  National  Debt  lat  a very  much  greater 
rate  than  at  present. 

6560.  Do  you  mean  that  if  the  surplus  did  not 
come  from  the  National  Debt  but  from  another 
investment  it  would  be  different  in  kind? — We  are 
not  considering  -that  point  at  the  moment. 

6561.  But  you  tell  me  this  is  the  elucidation  of  it. 
If  a man  holds  debt  and  gets  interest,  he  is  getting 

°o  much.  I want  to  know,  if  he  did  not  invest  in 
debt  at  all  but  had  other  investments,  would  there 
s any  distinction  in  kind? — I do  not  know  that 
lere  would.  But  I cannot  quit©  see  the  bearing  of 
iat  question  on  the  debt.  The  whole  point  of  this 
ls  the  situation  raised  by  the  debt. 

6562.  That  is  what  I want  to  get  at.  I want  to 
vno"  "'bat  is  the  difference  between  two  individuals, 
°ne  holding  -debt  and  one  holding  other  securities 
^11C1  Pr.°duce  some  surplus  of  income? — We  should 

°.  admit  that  it  was  a beneficial  arrangement  of 
ociety  that  any  man  should  hold  such  a large  lien 
l/'r!  ii  Pr°4uctive  capacity  of  the  community  that  he 
■n  all  this  money  coming  to  him  to  invest.  But  we 
‘ e not  concerned  at  the  moment  with  the  whole 
“ail®sa^on  of  the  industrial  system;  we  are  con- 
U1€c  simply  with  the  effect  of  the  debt. 
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6563.  I am  still  trying  to  elucidate  it.  If  I have 
£1,000  of  debt  to-day  and  1 sell  it  to-morrow  and  get 
something  else  in  its  place,  is  there  any  different  view 
taken  of  me  as  a subject  for  taxation? — -Nob  of  you  as 
an  individual. 

6564.  But  we  are  -all  individuals.  The  holding  of 
all  these  things  is  in  the  hands  of  individuals? — 
(Mrs.  Matthews ) : 1 take  it  the  only  way  to  solve 
that  problem  would  be  to  pay  the  debt  and  give  the 
man,  say,  his  £1,000,  and  let  him  invest  it  where  he 
likes,  but  pay  the  debt  to  relieve  the  community  of 
the  interest  which  is  an  income  to  a few  persons, 
which  the  consumers  have  to  find. 

6565.  Professor  Sail : I do  want  the  witnesses  to 

make  themselves  clear  on  this  point.  This  last 
sentence  would  rather  suggest  that  they  do  not  want 
the  large  disproportion  between  capital  and  pur- 
chasing power  to  be  made  more  extreme,  but  I want 
to  suggest  to  them  that  probably  they  themselves 
agree  that  more  houses  are  required,  that  is  to  say, 
more  capital  expenditure  is  necessary.  Do  they  want 
us  to  stop  building  houses,  or  do  they  rather  mean 
that  certain  kinds  of  capital  -are  sufficiently  -abundant 
to  meet  the  needs  of  the  present  day? — ( Miss 
Pnfielcl)  : I am  not  sure  that  I quite  follow  the 

question.  We  certainly  should  quite  agree  that  the 
investment  of  capital  in  building  houses  was  very 
important. 

6666.  That  is  what  I wanted  to  get  -on  your 
evidence,  really — that  you  think  that  is  necessary? — 
Certainly,  and  the  investment  of  capital  in  -a  number 
of  -other  directions  also. 

6S67.  The  general  trend  of  the  evidence  might  have 
been  interpreted  as  meaning  that  you  do  not  want 
any  extension  of  capital  expenditure  at  all? — (Mrs. 
Matthews ) : We  want  capital  expended  in  productive 
trades  that  provide  the  -people  wdth  necessities, 
instead  of  trades  that  provide  them  with  luxuries. 

6668.  I thought  your  point  at  first  was  that  there 
was  not  sufficient  demand  for  the  goods  that  were 
made,  and  you  wanted  to  increase  the  spending 
power  of  the  people  rather  than  increase  the  pro- 
ductive powers  -of  the  community  at  the  present 
moment? — (Miss  Enfield)  : Is  it  not  partly  answered 
by  what  we  have  said  -above  as  regards  taxation, 
that  the  purpose  to  which  taxation  is  applied  must 
also  be  taken  into  account.  If  the  revenue  -of  the 
community  is  invested  in  the  building  of  houses,  we 
should  agree  that  that  is  very  desirable. 

6569.  Mr.  Bell : Then  you  go  on  to  deal  with  the 
effects  of  the  National  Debt? — Yes.  (Paragraph  18 
read.) 

6570.  Mrs.  Wootton : These  particular  services  that 
you  mention  are  put  forward  just  as  illustrations  of 
the  kind  of  thing  that  yon  have  in  mind  ? — Quite. 

6571.  You  cannot  form  any  calculation  as  to  how 
many  of  them  you  -wo-uld  have  if  yon  could  not  have 
the  whole,  or  which  of  them  you  put  first  ? — -No. 

6572.  They  are  purely  illustrations? — -Yes,  that  is 
right.  ( Paragraphs  19  to - 22  read.) 

6573.  Mr.  Bell : Have  you  any  suggestion  about  the 
Sinking  Fund  of  £50,000,000  a year;  w'cral-d  you 
increase  that,  if  necessary  by  further  taxation,  to 
get  down  the  debt? — I think  we  have  answered  that 
point,  because  we  say  that  to  reduce  the  debt  by 
increasing  taxation,  so  as  still  further  to  restrict  pur- 
chasing power  does  not,  in  our  view,  meet  the  cas-e 
at  all ; it  would  defeat  the  purpose  of  wishing  to 
reduce  the  debt. 

6574.  It  has  been  put  to  us  as  the  alternative  of  a 
Capital  Levy  that  we  should  find  more  year  by  year 
in  some  other  way  by  increased  annual  taxation.  You 
would  not  be  in  favour  of  that?- — On  the  whole,  we 
should  not.  I do  not  see  how  we  could  increase  taxa- 
tion without  still  further  restricting  the  purchasing 
power  of  the  community. 

6675.  Professor  Sail:  In  the  absence  of  a Capital 
Levy,  we  are  to  go  on  indefinitely  bearing  the  debt 
and  paying  off  at  the  rate  of  about  £50,000,000  a 
year.  Do  you  contemplate  either  Capital  Levy  or 
nothing?  Is  that  the  position? — If  anybody  is 
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ingenious  enough  to  find  another  way,  it  might  he 
considered,  but  at  the  present  time  it  seems  to  us  that 
there  is  no  alternative  between  either  increasing 
taxation  to  an  extent  that  is  altogether  unbearable, 
and  wiping  off  the  debt  or  a portion  of  it  by  some 
other  means  such  as  the  Capital  Levy. 

6576.  Do  you  think  that  Income  Tax  at  5s.  is 
unbearable? — Added  to  the  existing  indirect  taxa- 
tion. 

6577.  It  was  os.  a little  while  ago,  and  earlier  than 
that  it  was  6s.  Do  you  think  it  was  unbearable  then  ? 
— No,  but  I think  that  the  existing  amount  of  taxa- 
tion is  having  a very  unfortunate  effect,  and  as  we 
said  earlier,  it  is  the  indirect  taxation  that  we  are 
anxious  to  see  taken  off.  If  we  are  goiug  to  increase 
the  revenue  out  of  taxation,  there  seems  no  possi- 
bility of  abolishing  indirect  taxation,  even  if  we  add 
something  to  the  Income  Tax. 

6578.  Would  you  mind  going  back  to  paragraph.  11 
for  the  moment.  Out  of  the  amount  paid  in  indirect 
taxation  in  1923-24,  about  £190,000,000  went  in  taxes 
on  tobacco  and  alcohol.  You  seem  to  assume  that 
the  amount  spent  by  the  workers  on  these  particular 
commodities  is  on  the  average  the  same  as  the 
amount  spent  by  the  wealthy.  If  that  is  true,  then 
the  high  rate  of  tax  is  not  limiting  the  consumption 
of  the  poor.  They  have  not  the  same  resources  as 
the  rich.  The  rich  obviously  would  not  he  restricted 
in  the  same  way  in  buying  tobacco  and  alcoholic 
liquors,  and  yet  you  suggest  here  that  on  the  average 
consumption  has  been  about  the  same.  Would  you 
not  like  to  reconsider  that  point? — On  these  two 
particular  tilings? 

6579.  Yes.  Just  consider  the  implication.  You 
do  not  mean  that  the  high  taxes  have  not  restricted 
the  consumption  of  those  tilings,  do  you? — No,  1 
think  certainly  the  high  tax  has  restricted  the  con- 
sumption, at  any  rate  of  alcohol.  I do  not  knoiv 
how  far  it  has  restricted  the  consumption  of  tobacco. 

6580.  Perhaps  you  would  like  to  look  at  that  para- 
graph again  and  then  weigh  it  up  ? — (Mrs. 
Mattheuvs) : A working  woman  is  restricted.  It  is 
not  always  on  the  taxed  article.  I think  when  people 
put  a tax  on  an  article  they  watch  that  they  put  it 
on  an  article  which  is  necessary  for  people  to  buy. 

6581.  I was  speaking  only  of  alcoholic  liquors  and 
tobacco? — I could  not  give  any  evidence  on  either  of 
those  two,  myself,  as  a working  woman.  I do  not 
think  a working  -woman  can,  because  she  does  not 
even  know  what  her  own  husband  spends  on  tobacco, 
and  I am  sure  she  does  not  know  what  he  spends  on 
alcohol. 

■6582.  If  we  follow  out  the  statement  you  make  in 
this  paragraph,  the  workers  are  spending  per  head  on 
the  average  about  as  much  as  the  rich  on  these 
things.  Now,  obviously  the  position  of  the  two 
classes  is  very  different;  in  the  one  case  they  do  not 
need  to  consider  the  effect  of  the  tax;  they  can  buy 
without  much  restriction.  The  poor  man  presumably 
has  to  consider  the  effect  of  the  tax.  Now,  if  the 
argument  is  sound,  the  poor  are  not  being  restricted 
by  the  high  tax;  and  you  do  not  mean  that  really? — 
(Miss  Enfield) : I do  not  quite  follow  it.  The  argu- 
ment of  the  paragraph  is  a very  general  one,  taking 
the  whole  of  indirect  taxation . 

6583.  £190,000,000  of  that  is  on  tobacco  and  alco- 
holic liquors,  which,  is  a very  substantial  part?— Yes, 
and  we  presume  that  roughly  speaking  90  per  cent, 
of  the  indirect  taxation  is  paid  by  the  working  classes, 
or  perhaps  the  purchasing  classes  would  have  been  a 
rather  more  accurate  definition. 

6584.  That  would  mean  that  the  poor  and  the  rich 
are  spending  per  head  somewhere  near  alike,  and  if 
that  were  true  it  would  mean  that  the  high  tax  was 
not  restricting  the  consumption  of  the  poor? — I think 
on  certain  articles  per  head  the  poorer  classes  spend  a 
great  deal  more. 

6585.  But  drink  and  tobacco  is  such  a largo  propor- 
tion of  the  total  that  I think  you  are  hound  to  give 
special  consideration  to  these  items?— I do  not  think 


we  have  any  means  of  forming  a judgment  as  to  the 
amount  per  head  spent  on  alcohol  by  the  rich  and  by 
the  poor. 

6586.  The  point  here  is  really  whether  the  high 
tax  is  having  a restrictive  effect  upon  the  consump- 
tion of  the  working  classes  in  regard  to  these  articles? 
— (Mrs.  Matthews ) : If  it  does  not  affect  those  two 
articles,  it  still  affects  others.  For  instance,  first 
of  all,  margarine  is  used  instead  of  butter.  Where 
there  is  a shortage  it  is  not  often  taken  off  those  two 
articles  in  a working  woman’s  home;  it  is  taken  off 
the  woman’s  purchasing  power  and  it  affects  other 
commodities.  She  decides  which  she  will  reduce,  and 
usually  it  is  milk  that  is  the  second  thiug.  It  does 
not  go  always  in  the  taxed  article.  It  is  something 
that  she  can  spare  best  that  goes. 

6587.  Then  you  do  not  think  beer  and  tobacco  are 
things  that  could  he  spared  best? — I think  that  an 
ordinary  working  woman,  in  spending  her  wage,  lias 
not  much  power  over  the  spending  of  her  husband  on 
tobacco  and  alcohol.  I think  we  recognise  that.  But 
if  he  keeps  the  amount  that  he  wants  for  those  two 
particular  articles,  hers  is  that  much  less  and  she  has 
to  restrict  her  spending  power  in  other  commodities. 

6588.  Is  that  the  normal  way  of  dividing  the  wage? 
— It  is  my  experience,  aud  I have  had  a very  broad 
experience  with  women  spending  money,  because  I 
have  been  behind  a shop  counter. 

6589.  Your  conclusion  then  is  that  the  high  tax  on 
beer  and  tobacco  has  not  restricted  the  consumption 
of  the  workers?— No,  I could  not  say  that.  1 do  not 
know. 

6390.  Mr.  Bowen : You  will  agree  with  me  that  a 
poor  man  might  be  satisfied  with  a pint  of  beer,  but 
a rich  man  would  not  be  satisfied  under  a bottle  of 
wine? — That  is  right. 

6591.  Cannot  you  see  some  difference  of  expendi- 
ture under  those  two  heads?— 1 am  positive  that  the 
rich  spend  more,  because  they  have  so  much  more  to 
spend;  they  can  do  it  easily. 

6592.  Professor  Rail : That  is  what  one  would 

rather  presume ; hut  your  evidence  does  not  say  that. 
That  is  why  I should  like  to  suggest  to  you  that  you 
should  reconsider  it,  and  affirm  it  if  you  wish  to  affirm 
it,  or  amend  it  if  you  think  it  needs  amendment. — 
Airs.  Wootton:  I think  there  must  be  something 
wrong  with  paragraph  11,  because  you  draw  a com- 
parison there  on  the  assumption  that  nine-tenths  of 
the  wealth  is  held  by  one-tenth  of  the  population. 
&o  far  as  I can  see,  the  inference  you  draw  from 
that  has  nothing  to  do  with  the  earlier  part.  You 
go  . on  to  say  that,  therefore,  nine-tenths  of 
indirect  taxation  is  paid  by  the  working  classes.  I 
wonder  if  you  would  reconsider  that  paragraph?— 
( Miss  Enfield) : Certainly  we  will  reconsider  it,  but  1 
cannot  quite  see  the  difficulty.  If  I could  quite  see 
what  Professor  Hall  was  trying  to  get  at,  it  would  be 
easier  to  reconsider  it.  That  is  taking  roughly  the 
population,  as  divided  into  one-tenth  what  we  call 
the  investing  class,  and  nine-tenths  the  purchasing 
class. 

6593.  Now  you  are  referring  to  numbers  rather 
than  to  wealth.  I feel  that  the  two  points,  numbers 
and  wealth,  have  got  confused.  If  one-tenth  of  the 
population  is  the  rich  section,  then  it  is  they  who 
would  be.  spending  nine-tenths  of  the  expenditure; 
people  with  nine-tenths  of  the  wealth  would  have 
nine-tenths  of  the  expenditure,  surely? — Not  necess- 
arily as  regards  indirect  taxation.  If  nine-tenths 
oi  tile  wealth  is  held  by  one-tenth  of  the  population, 
there  is  one-tenth  left  for  all  the  other  90  per  cent, 
of  the  population.  That  90  per  cent,  of  the  popula- 
tion  may  bo  assumed  to  be  the  working  classes. 

6594.  Professor  Rail : Then  you  say  they  pay  90 
per  cent,  of  the  indirect  taxation? — -Per  head,  the 
working  class  pay  a larger  proportion  of  the  indirect 
taxation  than  the  wealthy  classes,  because  they  speiu 
more  of  their  income  on  taxable  commodities  lik; 
sugar  and  tea — sugar  certainly. 

6595.  That  is  only  one  item.  You  compare  the 
working  man’s  beer  and  the  rich  man’s  wine? — It  is 
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only  a rough  calculation.  You  cannot  compare  all 
the  items,  but  there  are  certain  items  like  sugar, 
which  are  so  very  large. 

6596.  But  then  out  of  £260,000,000,  £190,000,000 
is  got  from  tobacco  and  alcohol,  leaving  only 
£70,000,000  taken  from  tea  and  other  things.  I think 
you  might  just  reconsider  this  paragraph  and  see 
whether  you  can  make  it  a little  clearer  for  us.  I 
do  not  think  you  want  to  suggest  that  the  workers 
spend  more  upon  beer  and  tobacco  per  head  than 
the  richer  people  do.  I do  not  think  you  want  that 
impression  to  be  created? — No.  We  should  quite 

agree  that  the  consumption  of  beer  lias  been  restric- 
ted.* 


G597.  Mr.  'Hell:  I.  think,  sometimes,  when  I find 
that  my  tea  bill  is  very  high,  it  is  not  because  I 
drink  a great  deal  of  tea ; it  is  because  the  house- 
hold who  are  employed  by  me  drink  a great  deal  of 
tea,  for  which  I have  to  pay  the  tax.  When  you 
compare  the  amount  of  my  indirect  taxation  with 
somebody  else’s,  it  is  not  quite  a right  comparison; 
it  is  my  household  who  drink  the  tea  and  I have  to 
pay  the  tax. — Quite.  (Mrs.  Matthews) : If  those 

persons  were  paid  a normal  wage  and  had  to  keep 
themselves,  they  would  still  pay  the  tax.  That  is 
considered  in  the  employment,  is  it  not? — Mr.  Bell: 
It  may  he,  to  some  extent.  Thank  you  very  much 
for  your  evidence  to-day. 


( The  Witnesses  withdrew.) 
(Adjourned.) 


* The  following  note  ill  explanation  of  paragraph  11  of  the  Evidence-in-ohief  was  afterwards  submitted  by  the  witnesses-. — 

“ If  one-tenth  of  the  population  can  he  regarded  as  the  wealthy  classes  and  nine-tenths  as  the  working  classes  then,  if  the  average 
consumption  per  head  of  all  taxable  commodities  were  the  same  in  both  classes,  the  working  classes  would  pay  90  per  cent  of 
the  taxation  upon  these  things. 

“ But  taking  the  Customs  and  Excise  returns — 

(1)  The  rich  may  be  considered  almost  exclusive  consumers  of  the  following 

Motor  cars  ; musical  instruments  ; wine  ; club  licences  ; game,  establishment  and  plate  licences  ; accounting  for  about 
ho-j-  millions  taxation. 

(2)  The  consumption  per  head  of  the  following  is  higher  among  the  rich  than  the  poor  : — 

Clocks  and  watches;  coffee;  table-waters;  saccharine,  etc. ; accounting  for  about  £3^  millions  taxation. 

(3)  The  consumption  per  head  of  the  following  is  considerably  higher  among  the  poor  than  the  rich 

Beer ; chicory  ; cinema  films  ; sugar ; glucose  ; tea  ; patent  medicines  ; coffee  mixtures  : hawkers’  and  pawnbrokers’ 
licences;  accounting  for  about  £131  millions  of  taxation. 

(1)  Of  other  taxable  commodities  it  is  difficult  to  say  in  which  class  the  average  consumption  is  higher  and  it  may  be  therefore 

assumed  to  be  approximately  the  same  per  head  in  both. 

- Taking  the  consumption  per  head  in  (3)  as  3 in  the  working  classes  against  2 in  the  wealthy  (probably  an  under  estimate  of  the 
difference  on  many  of  the  commodities)  the  excess  paid  in  taxation  by  the  working  classes  on  these  things  counterbalances  the  excess 
paid  by  the  rich  oil  (1)  and  (2),  and  it  is  ‘roughly  true’  therefore  to  say  that  the  working  classes  pay  90  per  cent,  of  indirect 
taxation. 

u This  in  no  way  invalidates  the  argument  that  the  tendency  of  taxes  on  commodities  is  to  restrict  demand,  and  that  these  taxes 
have  restricted  the  demand  of  the  working  classes  either  for  these  or  for  other  goods.” 
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reply  to  the  Committee’s  questions  regarding  a 
3d  on  page  683). 


Answeb  to  Question  1 (as  to  the  case  for  a large  and 
carry  repayment  of  debt). 

1.  The  question  whether  the  present  financial  and 
general  position  of  the  country  is  such  as  to  make  it 
essential  or  especially  desirable  for  us  as  a nation  to 
make  a large  repayment  of  National  Debt  at  an 
early  date  should,  in  my  opinion,  be  answered  in  the 
negative.  It  is  not  an  abstract  question  as  to  the 
desirability  in  general  of  debt  repayment,  but  it  is 
one  the  answer  to  which  must  depend  upon  the 
practicable  means  of  repayment  at  our  disposal. 

2.  Four  methods  of  repayment  are  suggested  in  the 
question : — 

(a)  a large  increase  of  existing  taxation; 

(&)  a severe  restriction  of  expenditure; 

(c)  a combination  of  (a)  and  (b);  or 

(d)  a Capital  Levy. 

Of  these  I do  not  think  much  dependence  can  be 
placed  on  (b).  A severe  restriction  of  expenditure 
has  been  preached  for  many  years  and,  I have  no 
doubt,  lias  been  practised  to  the  limit  of  their  power 


by  successive  Chancellors  of  the  Exchequer.  Having 
regard  to  the  political  programmes  of  the  great 
parties  the  State,  whatever  remains  to  be  done 
does  not  afford  much  promise.  Restriction  of  expen- 
diture should  not,  perhaps,  be  left  entirely  out  of 
account,  but  as  the  question  is  one  of  a large  repay- 
ment of  National  Debt  attention  must  be  mainly 
confined  to  the  methods  (a)  and  (d),  'both  of  which 
are  methods  of  taxation.  Our  consideration  must  be 
directed  to  the  degree  to  which  taxation  could  be 
increased,  if  at  all,  without  impairing  the  productive 
energy  and  capacity  of  the  nation. 

S,  If  trade  were  an  automatic  process  in  which  the 
effort  and  sacrifice  of  the  individual  played  no  part, 
it  would  be  easy  to  argue  that  national  welfare  is 
promoted  by  increasing  taxation  to  the  maximum 
and  applying  the  proceeds  to  the  repayment  of  debt. 
For  money  taken  in  taxation,  it  might  be  said,  would 
in  part  at  least  be  drawn  from  expenditure  on  con- 
sumption, and  inasmuch  as  it  was,  to  be  used  to  pay 
off:  an  investment,  the  whole  of  it  might  he  expected 
to  be  reinvested.  Thus  directly  or  indirectly  the 
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repayment  of  debt  would  be  the  means  of  providing 
additional  capital  for  trade  development  and  would 
therefore  be  an  economic  benefit  to  the  State. 

4.  This  argument  might  be  well  founded  if  we  were 
dealing  with  taxes  and  capital  in  an  abstract  world, 
but  in  the  actual  conditions  in  which  we  live  it  is 
fallacious.  Capital  for  trade  development  is  furnished 
from  annual  savings.  As  high  taxation  reduces  the 
incentive  to  save,  it  must  tend  to  diminish  the  supply 
of  new  capital,  and  the  reduction  from  this  cause  may 
readily  be  far  greater  than  any  increase  due  to  the 
proceeds  of  taxation  being  used  to  repay  debt.  The 
argument  ignores  the  direct  relation  between  taxa- 
tion and  the  accumulation  of  savings,  and  proceeds 
on  the  mistaken  assumption  that  one  of  two  depen- 
dent variables  may  vary  while  the  other  remains 
constant. 

5.  The  argument  is  fallacious  for  another  reason. 
The  trade  of  the  country  is  now  carried  on  by  a vast 
number  of  individuals  each  disposing  of  a certain 
quantity  of  capital.  The  funds  taken  through  taxa- 
tion from  each  individual  must  in  some  degree  deprive 
him  of  the  means  of  adding  to  his  capital  and,  where 
the  amount  so  taken  is  excessive,  may  in  fact  become 
a drain  upon  existing  capital.  The  theoretic  return 
of  these  funds  to  industry  in  some  form  or  other  does 
not  and  cannot  compensate  the  individual  for  the  loss 
he  suffers.  Ho  could  only  acquire  a share  of  the 
money  seeking  reinvestment  by  borrowing  it,  a pro- 
ceeding which,  though  practicable  in  some  cases, 
would  in  the  mass  of  business  be  impossible  from  the 
want  of  sufficient  assets  to  justify  a loan.  The 
successful  trader  whose  business  is  developing  is 
certain  to  be  hampered,  his  credit  impaired  and  his 
growth  stunted.  A heavy  increase  of  taxation,  which 
cannot  fail  to  disturb  gravely  the  existing  distribu- 
tion of  capital,  must  at  least  for  the  time  being 
diminish  the  production  of  the  nation,  and  as  less 
will  be  saved  out  of  a reduced  total,  from  this  cause 
also  the  quantity  of  capital  available  for  trade 
development  is  likely  to  decline. 

6.  Again,  apart  from  the  effect  of  the  withdrawal 
of  potential  capital,  to  which  I have  already  referred, 
we  have  to  take  account  of  what  may  be  called 
the  moral  influence  of  high  taxation.  The  taxpayei 
is  not  a working  automaton.  There  may  be  excep- 
tions, but  in  general  he  will  not  make  unusual 
efforts  or  undergo  great  risk  except  for  an  adequate 
reward.  Every  manifestation  of  enterprise,  whether 
it  be  in  the  development  of  a new  line  of  business, 
or  in  expenditure  on  new  plant,  or  in  any  other 
form,  entails  a financial  risk  which  the  trader  will 
only  feel  justified  in  taking  if  he  foresees  the  proba- 
bility of  a good  return.  When  taxes  are  moderate 
their  influence  may  be  neglected,  but  when  any 
additional  profit  which  may  be  made  is  subjected 
to  a contribution  to  the  State  of  upwards  of  10s. 
in  the  £,  the  prospect  of  profit  must  be  exceptionally 
large  to  warrant-  an  additional  output  of  effort  and 
capital. 

7.  It  must  not  'be  overlooked  that,  in  measuring 
the  utility  of>  capital,  quantity  is  not  the  only 
factor.  Capital  may  be  used  with  every  degree 
of  productive  skill ; it  may  be  merely  wasted  or  it 
may  be  employed  with  the  highest  efficiency.  When 
potential  capital  is  withdrawn  from  industry  for 
the  purpose  of  paying  Income  Tax,  it  is  taken  from 
an  individual  who  must  be  using  his  capital  to  some 
advantage  since  he  is  making  a profit,  and  if  the 
rate  of  profit  be  taken  as  the  measure  of  productive 
skill  in  the  use  of  capital,  most  is  taken  by  the 
tax-gatherer  from  the  most  competent.  When  the 
proceeds  of  taxation  are  applied  to  the  repayment 
of  debt,  we  have  to  compare  the  existing  use  of 
capital  in  the  hands  of  the  profit-making  taxpayer 
with  its  probable  use  in  some  undertaking  to  which 
the  public  are  invited  to  subscribe.  The  number 
of  such  undertakings  in  which  the  capital  is  ulti- 
mately entirely  lost  is  by  no  means  negligible.  The 
argument  for  the  quick  repayment  of  debt  out  of 
the  proceeds  of  high  taxation  is  based  on  the 
assumption  that  capital  is  completely  mobile  and 


that  all  men  are  equally  skilful  in'  its  use.  But 
capital  is  not  completely  mobile,  all  men  are  not 
equally  skilful  in  its  use,  and  there  is  grave  danger 
in  taking  it  from  those  who  have  proved  that  tiiev 
can  use  it  well. 

8.  It  can  never  be  an  easy  matter  to  determine 
whether  a nation  has  reached  its  limit  of  taxable 
capacity  without  detriment  to  national  production. 
We  get  accustomed  to  taxation,  and  a rate  of 
Income  Tax  which,  when  first  imposed,  might  have 
a most  injurious  influence  upon  thrift  mav  in 
course  of  time  lose  much  of  this  efFect.  The  maxim 
“ An  old  tux  is  no  tax  ” lias  considerable 
truth  in  it.  We  adjust  ourselves  to  the  inevitable 
burden  and  become  content  with  a smaller  return 
on  our  savings.  But  notwithstanding  the  mitiga- 
tion in  time  of  the  ill  effect  of  high  taxation  on 
production,  I am  still  of  the  opinion  that  so  far 
from  the  present  moment  being  opportune  for  con- 
sidering the  desirability  of  an  increase  of  taxation 
the  existing  burdens  are  already  so  heavy  as  to  be 
seriously  harmful  to  our  trade. 

9.  My  opinion  is  based  upon  observation  of  the 
course  of  our  trade  since  the  War.  It  is  not  a 
matter  capable  of  statistical  proof,  and  it  is  certainly 
not  one  for  dogmatism.  But  there  is  a relation 
between  high  taxation  and  trade  depression,  and  it 
is  undoubtedly  true  that  while  our  taxation  is  higher 
than  that  of  any  other  country  our  unemployment, 
is  consistently  greater.  I do  not  intend  to  suggest 
that  there  are  norther  factors  injuriously  affecting 
our  trade  at  the  present  time;  I think  there  are 
several,  some  of  them  remediable  only  with  veiy 
great  difficulty;  but  I regard  high  taxation  as  one 
of  the  factors,  and  I am  disposed  to  think  that  a 
lower  rate  of  tax  would,  in  a very  little  while,  yield 
no  less  revenue  than  is  collected  to-day. 

10.  As  regards  the  question  of  the  future  level  of 
price,  I can  only  say  that,  if  the  course  of  history 
is  any  guide,  prices  are  certain  to  rise  over  a.  con- 
siderable period  of  time.  If  this  anticipation  is 
correct,  early  repayment  would  benefit  the  creditor, 
postponed  repayment  the  debtor,  which  in  this  case 
is  the  nation.  In  considering  this  matter  from  the 
point  of  view  of  the  just  treatment  of  both  debtoi 
and  creditor,  it  .might  be  desirable  to  have  an 
official  statement  as  to  whether  the  addition  since 
1913  to  the  real  indebtedness  of  the  nation  on  the 
basis  of  our  present  price  level  is  greater  or  less 
than  the  total  value  of  the  amounts  borrowed, 
measuring  the  value  of  each  loan  by  the  price  level 
at  the  time  the  loan  was  made. 

Answek  to  Question  2 (as  to  form  of  lew). 

11.  As  I believe  that  a scheme  of  Capital  Levy 
which  proposed  to  raise  more  than  an  insignificant 
amount  would  prove  impracticable,  and  that  any 
scheme  would  be  inexpedient,  it  is  difficult  for  me 
to  offer  suggestions  on  this  question.  A Capital 
Levy  would  have  none  of  the  advantages  that  may 
attach  to  an  old  tax,  and  its  ill-effects  would  be 
accentuated  by  the  deep  sense  of  injustice  which  it 
would  inevitably  arouse.  The  resentment  against 
the  tax  would  not  be  lessened  by  the  discovery  in 
practice  that  the  professed  object  of  its  imposition 
could  not  be  realised.  I believe  it  is  admitted  that 
a considerable  part  of  the  proceeds  of  the  tax  would 
have  to  consist  of  unsaleable  stocks  and  shares,  of 
mortgages  on  real  estate  and  personal  debts.  Income 
indeed  might  be  obtainable  from  these  sources,  but 
they  could  not  be  made  available  for  repaying  the 
capital  of  the  National  Debt.  In  every  case  of  this 
kind  the  Capital  Levy  would  only  yield  to  the 
Treasury  the  same  result  as  would  lie  obtained  from 
an  additional  Income  Tax  levied  on  the  basis  of  a 
percentage  on  capital  instead  of  on  the  basis  of 
income  actually  received. 

12.  The  grounds  on  which  I think  any  scheme  of 
Capital  Levy  would  he  inexpedient  are  contained 
in  my  answer  to  the  first  question.  It  would  mean 
an  additional  tax  in  a form  having  all  the  defects 
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to  which  I have  referred.  B'ut,  in  my  opinion,  a 
conclusive  argument  against  Capital  Levy  may  be 
founded  on  the  insuperable  difficulty  of  introducing 
a system  of  valuation  which  would  be  reasonably 
fair  as  between  different  classes  of  taxpayers.  In 
some  cases  the  valuation  would  be  .tolerably  easy 
and  could  be  made  quickly.  In  others  there  would 
be  extreme  difficulty,  and  the  valuation  might  extend 
over  a considerable  period  of  time.  Values,  how- 
ever, are  not  constant,  and  it  is  quite  conceivable 
that  a valuation  taken  in  March  might  bring  the 
taxpayer  into  one  category  of  percentage,  while 
the  valuation  of  the  same  property  six  months  later 
would  make  him  liable  to  pay  a different  rate.  If 
the  tax  were  annual,  inequities  of  this  kind  would 
straighten  themselves  out  over  a period  of  years, 
and  no  doubt  this  happens  in  those  countries  where 
Income  Tax  is  based  upon  a valuation  of  capital. 

13.  It  is  sometimes  argued  that  we  should  escape 
much  of  the  difficulty  if  the  State  were  to  take  over 
part  of  an  individual’s  holding  of  stocks  and  shares, 
or  part  of  his  interest  in  real  estate,  or  any  other 
part  of  his  property,  but,  obviously,  no  such  escape 
is  possible.  The  proposed  scale  of  payment  is 
graduated  according  to  the  total  property  of  each 
individual  taxpayer,  and  the  value,  therefore,  of 
every  item,  whether  he  retains  or  surrenders  it, 
must  first  be  ascertained  to  determine  the  rate  of 
tax  payable. 

14.  It  is  true  that  the  valuation  for  Death  Duty 
purposes  is  a valuation  of  capital  and  it  has  been 
suggested  that  all  that  would  be  required  would 
be  an  extension  of  a system  already  in  existence. 
The  difference,  however,  between  a valuation  for 
Capital  Levy  and  the  valuation  of  the  property  of 
a deceased  person  is  so  great  that  the  existence  of 
the  one  gives  no  real  ground  for  belief  in  the  prac- 
ticability of  the  other.  My  evidence  would  run  into 
interminable  length  if  I were  to  take  the  various 
items  of  property  and  show  the  different  value 
which  might  be  attributable  to  them  in  the  case  of 
a deceased  partner  in  a private  firm  and  a living 
partner,  a deceased  shareholder  in  a private  company 
and  a living  shareholder,  and,  in  a very  large  number 
of  cases,  a deceased  shareholder  in  a public  company, 
with  shares  having  a Stock  Exchange  quotation,  and  a 
living  shareholder.  In  most  cases  of  large  valuations 
for  Death  Duties  the  difficulties  are  provided  for 
in  anticipation  of  death,  but  no  similar  arrangements 
could  be  made  in  the  case  of  a Capital  Levy.  It 
must  not  be  forgotten,  moreover,  that  the  work  of 
valuation  for  Death  Duties  purposes  is  greatly  faci- 
litated by  the  fact  that  the  returns  are  rendered  by 
the  legal  representatives  of  the  deceased  and  not  by 
an  interested  party. 

I have  not  alluded  to  the  very  great  cost  involved 
in  setting  up  a new  Valuation  Department. 

Answer  to  Question  3 (as  to  equity1,  ihc.,  of  levy  as 
compared  with  income  taxation). 

15.  From  the  point  of  view  of  equity  to  the  indi- 
vidual taxpayer  on  the  ground  of  ability  to  pay,  the 
existing  income  taxation  is  in  my  opinion  greatly 
superior  to  a Capital  Levy. 

16.  A Capital  Levy  would  be  a new  tax  and  new 
machinery  would  have  to  be  set  up,  and  it  is  only 
a tei  years  of  experience  that  the  machinery  of  any 
tax  can  be  made  to  work  efficiently  and  equitably. 

axation  founded  on  a basis  of  valuation  is  neces- 
sanly  less  equitable  than  that  based  upon  actual 
income  received.  There  may  be  evasions  of  the 
ncorne  Tax  but  every  year  these  become  less  as  the 
aland  Revenue  Department  gathers  experience.  The 
problem  of  valuing  fairly  the  assets  and  liabilities  of 
every  individual  appears  to  me  to  be  beyond  the 
ability  0f  any  Department. 


Answer  to  Question  4 (as  to  guarantee  against 
repetition). 

17.  In  my  observation  the  acceptability  of  a Capital 
Levy,  the  principle  of  which  had  considerable  support 
immediately  after  the  War,  is  greatly  diminished  in 
popular-  estimation  to-day.  A guarantee  against  its 
repetition  could  neither  be  convincing  nor  effective. 
Any  Government  that  arrogated  to  itself  the  power  of 
binding  its  successors  would  obviously  be  acting 
improperly.  No  such  guarantee  ought  to  be  given  or 
accepted. 

Answer,  to  Question  5 (as  to  effects  on  trade  and 
industry) . 

18.  I think  the  general  effect  of  a Capital  Levy  on 
-trade  and  industry  would  be  to  cause  serious  fric- 
tion and  grave  dislocation  of  business.  I think 
this  would  be  true  whatever  the  state  of  trade  at 
the  time. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that 
under  high  annual  taxation). 

19.  The  present  heavy-  annual  taxation  does  not  so 
much  cause  friction  and  dislocation  of  business  as  it 
damps  down  and  retards  trade.  A Capital  Levy 
would  cause  immediate  friction  and  dislocation,  the 
effects  of  which  would  lead  to  lasting  impoverish- 
ment. 

Answer  to  Question  7 (as  to  effects  on  employment). 

20.  If  the  answers  to  the  last  two  questions  are 
correct,  the  effects  of  a Capital  Levy  must  be  bad 
for  employment. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

21.  It  does  not  appear  to  me  possible  to  answer 
this  question. 

Answer  to  Question  9 (as  to  effects  on  future 
savings). 

22.  The  answer  to  this  question  must  depend  upon 
the  answers  to  questions  4,  5,  and  6. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

23.  The  same  answer  as  to  question  9. 

Answer  to  Question  11  (as  to  effects  on  sale  of 
securities). 

24.  I do  not  think  that  in  practice  a Capital  Levy 
would  lead  to  the  sale  of  securities.  It  would  he 
found  that  the  levy  could  only  he  made  if  securities 
were  accepted  by  the  'Government  in  discharge  of 
the  taxpayers’  liability.  If  this  were  not  done,  the 
offers  for  sale  would  he  so  extensive  as  to  swamp 
the  market.  1 do  not  understand  how  the  conting- 
ency suggested  in  the  last  part  of  the  question 
could  arise. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

25.  I do  not  understand  why  deflation  should  he 
involved  in  a Capital  Levy.  Deflation  depends  upon 
the  Bank  of  England  calling  in  loans  or  effecting 
a sale,  and  it  does  not  seem  to  me  to  be  a necessary 
consequence  of  a Capital  Levy  that  the  Bank  of 
England  should  do  either  one  or  the  other.  On  the 
contrary,  it  would  seem  to  me  more  probable  that 
the  Bank  of  England  would  make  additional  loans 
which  would  involve  inflation. 

Answer  to  Questions  13,  14,  and  15  (as  to  annual 
saving , methods  of  valuation,  etc.). 

26.  I am  not  able  to  express  an  opinion  in  answer 
to  these  questions. 
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6598.  Chairman : Perhaps  it  will  be  convenient  if 
you  will  read  your  paper  and  then  you  may  be  asked 
questions  by  the  Committee. — Yes.  ( Paragraphs  1. 

2 and  3 read.) 

6599.  Mr.  Bell : There  is  a very  strong  feeling  that 
there  is  a very  great  area  for  restriction  of  expendi- 
ture. Is  it  really  hopeless  to  expect  it? — For  any 
large  repayment  of  debt  it  is  quite  hopeless.  If  you 
take  the  different  items  of  expenditure  and  see  which 
could  be  reduced  it  becomes  quite  obvious  that,  while 
perhaps  you  might  point  to  some  few  millions  of 
saving,  it  oould  not  be  more.  You  cannot  reduce 
pensions;  they  are  contractual;  and  you  cannot 
reduce  the  interest  on  the  debt;  that  is  contractual. 
Other  social  expenditure  that  we  undertake  is  not  of 
a kind  which  could  be  seriously  reduced. 

6600.  It  is  very  disheartening  to  know  that  there 
is  no  field  of  reduction  of  expenditure,  because  that 
is  what  many  people  have  for  some  time  been 
earnestly  hoping  for — reductions  in  expenditure 
which  seems  to  be  unnecessary,  and  which  is  on  too 
high  a scale. — We  have  had  a series  of  Governments 
in  office  representing  various  parties  since  the  War, 
and  they  have  all  preached  economy,  and  we  have 
seen  the  result. 

6601.  Sir  Arthur  Balfour  : The  difficulty  is  to  resist 
an  increase  really?— That  is  the  utmost  one  could 
almost  hope  for — to  resist  increases.  I am  not  say- 
ing there  may  not  be  some  economy  still  to  be 
effected,  but  as  for  a large  economy,  I do  not  see 
where  it  is  to  be  done. 

6602.  Sir  Josiali  Stamp:  I think  it  is  only  fair 
to  put  it  to  you  that  although  we  have  had  witnesses 
who  have  tried  to  hold  out  this  feeling  as  being  the 
foundation  it  has  only  been  in  general  terms; 
directly  we  have  got  down  to  details  it  ihas  evapor- 
ated. Sir  Arthur  Balfour : One  witness  thought  we 
might  get  rid  of  some  advertisements  in  Kingsw'ay. 
Sir  -Josiah  Stamp:  Yes,  and  stationery. — (Witness): 

I dare  say  you  might  save  a little. 

6603.  Mr.  Eichens : What  would  be  the  effect  sup- 
posing you  did  pass  a self-denying  ordinance,  so  to 
say,  and  reduced  everybody’s  salary  and  wages  10 
per  cent.  ? — In  the  Civil  Service,  do  you  mean  ? 

6604.  Not  in  the  Civil  Service;  I mean  'in  the 
country  generally.  Should  we  be  any  better  off? — You 
could  not  do  it;  it  is  not  a practicable  scheme. 

6605.  I quite  follow  that,  but  you  could  conceivably 
arrange  to  reduce  wages,  for  instance,  all  round ; 
would  you  really  be  any  better  off  if  you  did?  Would 
it  do  anything  except  enhance  the  value  of  the  divi- 
dends of  the  capitalists  by  a policy  of  deflation  ? — The 
reaction  of  such  a policy  is  so  difficult  to  follow.  I 
am  disposed  to  think  that  everybody  would  suffer,  the 
capitalist  as  well  as  the  others. 

6606.  Sir  Josiah  Stamp:  In  what  respect  would  it 
differ  from  very  heavy  taxation? — 1 do  not  think  it 
would  differ  in  its  reaction;  it  would  have  exactly  the 
same  effect. 

6607.  Sir  Charles  Addis : Your  view  would  also 
apply  to  the  sphere  in  which  national  policy  might 
perhaps  come  more  into  play — the  reductions  in  ex- 
penditure on  the  Army  and  Navy.  Are  you  equally 
hopeless  there? — I am,  looking  at  the  ordinary  ten- 
dency of  human  nature.  The  first  scare  would  send 
up  expenditure  again. 

6608.  You  have  not  much  confidence  in  those  inter- 
national relations  which  are  proposed? — I have  great 
hope  and  great  confidence  in  them,  but  not  as  leading 
to  immediate  economy. 

6609.  Or  even  in  the  near  future — a proposal  such  as 
international  disarmament? — I do  not  think  it  would 
reduce  our  existing  level  of  expenditure  to  any  serious 
extent. 

6610.  Sir  Alan  Anderson  : In  paragraph  3 you  seem 
to  imply  that  theoretically  it  might  be  a good  tiring 
to  increase  taxation  to  the  maximum.  Even  in  theory. 
I suppose  if  consumption  is  suddenly  checked,  that 
would  be  bad  for  trade.  A violent  stoppage  of  con- 
sumption would  have  a bad  effect  on  the  whole  nation, 
would  it  not? — Of  course  it  would.  In  paragraph  3, 


I state  the  conditions  if  trade  were  an  automatic 
process,  whioh  it  is  not.  It  is  not  true,  therefore,  in 
any  conceivable  theory. 

6611.  But  if  it  were  an  automatic  process  there 
would  still  be  that  serious  dislocation  of  saving  by 
people  stopping  spending,  would  there  not? — If  trade 
were  an  automatic  process  I do  not  think  there  would 
be  any  dislocation.  The  dislocation  arises  from  the 
human  element  in  trade. 

6612.  I should  have  thought  it  arose  also  from  the 
material;  everyone  would  be  left  with  stocks  on  hand 
and  there  would  he  much  less  buying  and  selling,  and 
so  on.  I should  have  thought  there  was  something 
more  than  the  psychology  of  the  trader  that  would  he 
damaged.  ( Sir  Josiah  Stamp) : I think  Mr.  McKenna 
is  giving  a severe  definition  to  the  word  “ automatic.” 
— (Witness) : Yes,  I am  assuming  it  to  be  an  auto- 
matic process,  which  it  is  not,  and  therefore  it  makes 
the  whole  idea  untrue  even  in  any  conceivable  theory. 

6613  : Professor  Eall : In  replying  to  the  first  ques- 
tion you  say  the  answer  must  depend  upon  the  prac- 
ticable means  of  repayment  at  our  disposal.  Do  you 
mean  solely  depend? — Solely. 

6614.  You  do  not  attach  any  importance  to  the 
disadvantage,  or  perhaps  danger,  of  the  maintenance) 
of  the  very  large  debt  that  we  now  have? — Even  if 
there  he  grave  disadvantage  and  even  danger,  you 
have  still  got  to  consider  the  method  of  repayment 
It  must  be  a practicable  method. 

6615.  But  you  would  weigh  the  disadvantage  of  the 
maintenance  of  the  large  amount  of  the  debt  against 
the  methods  available.  Some  methods  that  you  would 
reject  under  normal  conditions  you  might  be  inclined 
to  adopt  in  other  conditions? — -If  there  were  a prac- 
ticable method,  although  inconvenient,  I might  adopt 
it,  hut  there  is  no  practicable  method.  I mean  the 
word  “ practicable.” 

6616.  You  would  not  say  that  higher  taxation  was 
a practicable  method? — No,  because  I do  not  think 
that  by  such  higher  taxation  as  it  would  be  necessary 
to  impose  to  make  a large  repayment  of  debt  you 
would  get  any  larger  revenue. 

6617.  You  mean  you  would  be  really  in  a worse 
position  by  trying  to  get  more  than  you  would  by 
trying  for  a smaller  amount? — Yes.  (Paragraphs  4 
and  5 read.) 

6618.  On  paragraph  4,  have  you  in  miud  the  Capi- 
tal Levy  or  merely  a higher  rate  of  Income  Tax  when 
you  speak  of  high  taxation? — High  taxation  in  the 
form  of  high  Income  Tax. 

6619.  Would  you  differentiate  between  a Capital 
Levy  and  high  Income  Tax  in  regard  to  the  incentive 
to  effort,  a Capital  Levy  coming  once  as  contrasted 
with  Income  Tax  occurring  annually? — The  sugges- 
tion that  the  Capital  Levy  is  something  which  would 
come  once  is  a suggestion  which  we  are  not  justified 
in  making.  For  if  the  Capital  Levy  is  good  there 
is  no  reason  why  it  should  not  he  repeated;  and  no- 
body has  the  authority  to  assure  us  that  it  will  not 
be  repeated. 

6620.  That  is  true;  at  the  same  time  one  imagines 
the  effect  of  a non-recurrent  tax  will  be1  different 
from  that  of  an  annually  recurrent  tax.  The  justi- 
fication put  forward  for  the  Capital  Levy  is,  of  course, 
the  existence  of  the  debt,  and  not  that  it  should  ho 
used  as  a means  of  meeting  normal  expenditure. 
With  the  reduction  of  the  debt  would  not  the  justi- 
fication for  the  Capital  Levy  have  gone,  to  a great 
extent,  and  would  not  general  assent  be  much  more 
difficult  to  obtain  for  a further  levy? — That  I am 
quite  unable  to  follow.  If  the  Capital  Levy  is  a 
beneficial  proceeding  I see  no  reason  why  it  should 
occur  only  once,  and  why  it  should  not  he  repeated 
until  all  the  debt  is  paid  off,  and  why  it  should  not 
thereafter  be  repeated  again  in  order  to  meet  social 
expenditure.  If  it  is  a good  thing,  why  should  we 
have  a self-denying  ordinance  to  prevent  the  exer- 
cise of  the  Capital  Levy  on  future  occasions? 

6621.  Assuming  that  it  proves  beneficial  there 
would  be  justification  for  repeating  it? — Yes,  there- 
fore we  must  argue  about  the  Capital  Levy  on  the 
basis  of  a recurrent  tax. 
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0022.  What  would  be  the  argument  against  recur- 
rence, if  a levy  were  beneficial  ?— I do  not  think  it 
would  be  beneficial.  I am  only  arguing  that  you 
cannot  base  any  argument  for  the  Capital  Levy  upon 
the  assumption  that  it  will  not  recur. 

6623.  It  would  seem  that  if  it  is  beneficial,  the 
arguments  are  in  favour  of  it  ? — If  it  is  beneficial,  in 
favour  of  it  and  in  favour  of  its  recurrence. 

6624.  If  it  is  not  beneficial  it  is  hardly  likely  to  be 
recurrent? — It  ought  not  to  occur  once  if  it  is  not 
beneficial. 


0625.  I was  rather  following  the  argument  about 
the  effect  of  a levy  upon  savings.  You  suggest  that 
it  may  be  beneficial,  and  therefore  recurrent? — I do 
not  suggest  anything  of  the  kind.  I am  absolutely- 
convinced  that  it  would  not  be  beneficial. 

6626.  If  it  is  beneficial  it  may  be  recurrent  ? — If  it 
is  beneficial  it  would  be  recurrent.  I am  afraid  I 
do  not  make  my  point  clear.  I am  only  arguing  that 
we  cannot  found  ourselves,  in  any  conclusions  we 
may  draw,  upon  the  assumption  that  the  Capital 
Levy  will  not  be  repeated. 

6627.  I see  that  point,  but  all  those  who  so  far  have 
put  forward  the  case  of  the  Capital  Levy  have,  I 
think,  suggested  that  it  should  be  non-recurrent  ? — I 
suggest  that  they  do  that  because  in  their  own  minds 
they  are  quite  satisfied  that  the  tax  in  itself  is  a bad 
tax,  but  they  think  that  the  object  to  'be  secured 
justifies  them  in  imposing  a bad  tax. 


6628.  Sir  Arthur  Balfour : Any  guarantee  against 
recurrence  is  impossible? — Any  guarantee  i’s  im- 
possible. 

6629..  Mrs.  Wootion : A levy  might,  of  course,  be 
beneficial  in  particular  circumstances,  such  as  when 
you  have  a very  large  debt,  and  it  may  be  in  the  minds 
of  witnesses  that  it  is  not  beneficial  in  other  circum- 
stances. Whether  it  is  beneficial  or  not  beneficial  may 
be  rather  an  abstract  question  ? — There  are  two  things 
to  consider,  are  there  not  ? One  is  the  effect  of  the 
imposition  of  the  tax,  and  the  other  is  the  use  to  which 
you  are  going  to  put  the  proceeds  of  the  tax.  Those 
are  quite  two  different  things.  If  you  start  by  saying 
that  the  effect  of  the  imposition  of  the  tax  is  good, 
from  that  point  of  view  it  is  immaterial  to  what 
purpose  you  apply  the  proceeds.  If,  on  the  other 
hand,  you  start  with  the  assumption  that  the  im- 
position of  the  tax  is  bad,  but  is  justified  by  your 
application  of  the  proceeds,  then  we  may  argue  it  upon 
that  basis.  I am  arguing  that  the  imposition  of  the 
tax  is  bad,  quite  irrespective  of  how  you  apply  the 
proceeds.  If  we  are  all  agreed  that  the  imposition 
of  the  tax  is  'in  itself  bad,  then  we  will  discuss  how 
Pad  it  ns  and  whether  it  is  so  bad  as  not  to  be  worth 
while  doing;  but  let  us  agree  then  that  it  is  bad. 

6630.  Mr.  Richens  : It  is  possible  to  say  that  it  is 
had  in  some  circumstances  and  good  in  others,  just 
a*  a dose  of  quinine  may  be  a very  good  thing  if  vou 
have  a fever,  but  would  probably  be  a very  bad  thing 
to  take  every  day? — There  again  the  analogy  is  not 
quite  complete,  but  I will  agree  that  you  may  say 
quinine  is  a poison  and  there  are  cases  when  you  mav 
take  the  poison  with  beneficial  effect.  Now  if  we  are 
agreed  that  the  imposition  of  a Capital  Levy  is  a 
poison,  then  we  will  start  on  that  basis. 

6631.  You  need  not  necessarily  say  it  is  a poison; 
M'u  may  say  that  it  is  an  antidote  to  some  serious 

r'ei  lom  which  the  world  has  been  suffering,  that 
he  world  is  m an  evil  state,  and  can  only  be  cured  by 
t us  particular  drug.  But  it  does  not  follow  that  you 
me  always  going  to  be  in  that  state  of  fever  which 
■allows  from  a great  European  war;  therefore  you 
.. , justified  m taking  quinine  to  cure  that 
t'i  • 011  af  Jever? — Tllere  y°w  give  me  my  case.  The 
-■iking  of  the  quinine  is  by  itself  a bad  thing,  but  it 

produces  d Certa,n  circumstancee  by  the  effect  it 

6(«2.  No  my  point  would  be  that  the  taking  of 
tliiiio-  v 'g  lt  under  °6rtain  circumstances  be  a good 
aunnosL  U cannot  say  that  by  itself  it  is  a bad  thing. 

mi^htben  y°V™re  always  'in  a state  of  fever,  it 

“ a good  thing  to  take  quinine  every  day,  and 


therefore  you  might  say  that  by  itself  it  was  a good 
thing? — As  in  most  cases,  the  analogy  does  not  help 
the.  argument.  If  we  can  keep  strictly  to  the  case  in 
point  and  not  be  led  off  into  analogies  I think  it  would 
be  safer. 

0638.  Mr.  Lees-Smith : Have  yon  examined  the 
methods  of  putting  a Capital  Levy  into  operation 
which  have  been  worked  out  by  Lord  Arnold  and 
others?  If  you  take  Lord  Arnold’s  examination  of 
the  subject,  which  is  very  complete,  he  has  practically 
come  to  the  conclusion  that  you  could  not  impose  a 
Capital  Levy,  if  it  had  to  be  carried  out  by  cash  pay- 
ments ; that  it  is  a practicable  scheme  only  because  a 
great  deal  of  it  would  be  paid  in  War  stock  and  in 
other  good  securities  which  could  be  exchanged  for 
War  stock? — I deal  with  that  myself  later. 

6634.  If  that  view  is  correct,  that  the  practicabi- 
lity of  the  levy  depends  upon  the  existence  of  a huge 
amount  of  War  stock  in  which  it  can  be  paid  and 
certain  advantages  given  to  those  who  pay,  you  will 
see  that  when  once  a large  part  of  the  War  stock  has 
been  cleared  off  by  a Capital  Levy  the  levy  cannot  be 
repeated.  It  would  no  longer  be  a practicable  pro- 
position, unless  we  had  another  war  and  more  War 
stock  was  created? — On  that  basis  the  Capital  Levy  is 
a good  thing  only  if  it  is  not  levied  in  cash  but  is 
levied  in  securities  which  are  available. 

6635.  It  becomes  practicable  if  a large  part  of  it 
is  levied  in  War  stock  or  other  securities;  financially 
it  would  be  practicable? — But  there  would  still  be  a 
very  large  amount  of  securities  in  existence  after  the 
first  levy, — quite  enough  to  be  available  for  the  same 
purpose  again. 

6636.  You  need  a very  large  margin  for  those  who 
are  not  willing  to  surrender  War  stock.  It  would  all 
have  to  be  voluntary;  yon  would  have  to  ask  people 
to  pay  their  levy  in  War  stock  or  in  securities,  and 
a certain  proportion  would  not  agree.  You  must 
have  a very  large  margin  to  account  for  those  who 
would  not  agree? — I quite  agree,  but  I do  not  see 
the  relevance  of  the  point. 

6637.  The  relevance  is  this,  that  if  you  clear  off  a 
large  part  of  the  War  stock,  then  as  a matter  of  fact 
you  have  not  available  the  margin  of  War  stock 
which  would  make  a second  Capital  Levy  a prac- 
ticable proposition ; therefore  it  could  not 
be  repeated?  — The  failure,  if  I may  say  so, 
in  that  argument  is  this,  that  although  you 
may  not  have  as  much  War  stock  available,  you 
would  have  other  securities  available  and  in  as  great 
a quantity.  You  may  have  paid  off  £1,000,000,000 
of  War  stock  but  you  would  still  have  £6,000,000,000 
or  £/, 000, 000,000  of  War  stock,  and  for  this  purpose 
you_  would  have  almost  an  unlimited  amount  of 
millions  of  other  stocks  which  could  be  dealt  with  in 
the  same  way.  You  do  not  exclude  the  possibility  of 
a second  levy  because  you  have  paid  off  so  much  War 
stock. 


uuoo.  sir  uosian  stamp-.  Xou  make  it  less  practi- 
cable?—Not  really  less  practicable. 

6639.  Mr.  Lees-Smith  : Of  course  one  would  have 

to  go  into  the  scheme  in  detail,  but  as  the  scheme  was 
worked  out  it  would  become  clear  that  without  this 
gieat  block  of  A ar  stock  as  the  primary  means  of 
payment,  the  actual  operation  could  not  be  carried 
through ; you  would  want  a great  block  of  War  stock 
which  people  were  willing  to  exchange  and  you  would 
have  to  have  another  great  block  to  account  for  those 
people  who  are  not  willing  to  exchange  ?— The  State 
would  hold  the  other  securities,  do  you  mean? 

. 664B.  It  is  not  the  State  holding  the  securities;  it 
is  the  fact  of  the  War  stock  being  in  the  hands  of 
private  individuals  who  would  pay  their  levy  by  that 
means?— Some  would  pay  it  by”  that  means,  some 
who  had  not  got  the  War  stock  would  have  other 
securities,  and  the  State  would  take  the  securities. 

6641.  Sir  Arthur  Balfour:  May  I clear  up  one 
point  ? Is  the  suggestion  that  the  Capital  Levy  is  to 
be  a voluntary  transaction?  Mr.  Lees-Smith:  No; 
the  point  is  that  it  is  impracticable  to  pay  a levy 
aigely  or  mainly  in  cash.  It  only  becomes  practicable 
if  a large  part  of  it  is  paid  in  War  stock  directly  by 
\Yai  stock  holders  of  their  own  accord,  and.  therefor© 
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it  is  only  practicable  so  long  as  there  is  a large  amount 
of  War  stock  in  the  hands  of  private  individuals. 
Sir  Alan  Anderson:  Substitute  “stock”  for  “War 
stock.” — (Witness)  : Stock;  that  is  my  trouble. 

Why  War  stock,  why  not  Commonwealth  of  Australia 
stock,  or  Canadian  stock  or  American  stock?  Why  not 
any  stock?  There  is  no  distinction  between  War  stock 
and  any  other  kind  of  stock,  and  there  would  be  a 
large  amount  of  other  stock  outstanding. 

6642.  Sir  Josiah  Stamp  : Is  there  not  this  amount 

of  truth  in  Mr.  Lees-Smith’s  argument : that  sup- 

posing you  had  a recurrent  levy  every  six  or  seven 
years  you  would  be  slightly  diminishing  the  amount  of 
the  stock  which  would  be  acceptable  by  a Government, 
by  the  amount  that  you  had  taken  in  that  form  before, 
less  the  amount  of  new  capital  that  had  grown  in 
the  interval? — Yes. 

6643.  But  having  regard  to  the  large  amount  that 
there  is,  it  would  take  some  five  or  six  levies  before 
you  would  get  to  the  region  of  the  impracticable? — 
Certainly,  it  would  take  a very  long  time  to  have  so 
exhausted  the  private  ownership  of  stock  and 
shares  as  to  have  left  you  no  margin  upon  which  to 
levy. 

6644.  Sir  Arthur  Balfour:  In  the  meantime  you 
would  have  dislocated  the  whole  situation,  so  that 
there  would  not  be  any  saving.  Mr.  Lees-Smith: 
That  is  another  argument. — ( Witness ) : Yes,  that  is 
another  point. 

6645.  For  the  Government  to  obtain  War  stock  is 
one  thing;  for  the  Government  to  obtain  securities 
is  quite  another  thing.  It  is  not  proposed  in  Lord 
Arnold’s  scheme  that  the  Government  should  hold  a 
vast  amount  of  ordinary  securities.  His  proposal 
is  that  practically  the  only  reason  for  which  the 
Government  should  take  securities  would  be  to  ex- 
change them  immediately  for  War  stock.  Their 
taking  of  securities  depends  upon  there  being  a large 
amount  of  War  stock  out  for  which  those  securities 
could  be  immediately  exchanged. — Certainly. 

6646.  So  that  if  a large  part  of  the  War  stock  is 
cleared  away,  you  can  neither  get  payment  in  War 
stock  nor  can  you  take  securities  and  exchange  them 
for  War  stock. — Certainly. 

6647.  That  is  why  I say  that  the  levy  cannot  be 
repeated. — Are  we  not  discussing  the  point  as  to 
whether  it  can  be  repeated  or  not  ? 

6648.  Yes,  that  is  the  point.  — It  could  not  be 
repeated  for  exchange  into  War  stock;  I agree  that. 
But  it  could  be  repeated  without  that  qualification; 
and  if  it  is  a good  thing  why  not  repeat  it? 

6649.  It  would  only  be  repeated  if  the  Government 
were  willing  to  hold  a large  amount  of  general 
securities,  railway  bonds  and  so  on? — Why  should 
they  not? 

6650.  That  makes  it  a very  much  more  difficult  pro- 

position. In  Lord  Arnold’s  scheme  they  get  those 
securities  for  the  purpose  of  immediately  exchanging 
them  for  War  stock.— If  they  can;  if  the  holders  are 
willing.  . 

6651.  Yes,  and  if  the  holders  are  not  willing  the 
thing  is  not  practicable.  I will  not  say  it  is  not 
practicable,  but  it  becomes  so  exceedingly  difficult 
that  the  Government  would  hesitate  to  repeat  the 
operation  under  the  very  much  more  difficult  con- 
ditions.— I cannot  see  why  they  should  hesitate  if  the 
thing  is  a good  thing ; if  we  are  going  to  get  no 
reduction  of  our  capital  investments,  if  trade  is 
not  going  to  be  disturbed,  if  we  are  going  to  suffer  no 
inconvenience,  why  not  repeat  it? 

6652.  The  point  I am  trying  to  bring  out  is  your 
view  of  the  argument  that  it  is  a very  difficult  opera- 
tion in  the  first  instance.  The  difficulties  are  inten- 
sified in  the  second  instance  because  of  the  disappear- 
ance of  a large  amount  of  War  stock,  and  that  in 
itself  is  a security  against  repetition. — The  main 
difficulty,  surely,  is  the  valuation. 

6653.  I will  come  to  valuation  later.  I see  you  have 
a paragraph  on  that? — Yes. 

6654.  Mr.  Eichens:  With  regard  to  high  taxation, 
would  you  use  the  same  argument?  Would  you  say 
very  high  taxation  is  either  a good  thing  or  a bad 


thing  ? If  it  is  a good  thing  we  ought  always  to  have 
it;  if  it  is  a bad  thing  we  ought  never  to  have  it.— 
High  taxation  is  an  evil.  It  may  be  an  inevitable 
evil  to  which  we  must  submit,  but  we  need  not 
increase  that  evil  when  it  is  not  compulsory. 

6655.  But  might  you  not  say  the  same  thing  with 
regard  to  a Capital  Levy  as  you  are  now  saying  with 
regard  to  high  taxation? — No;  if  we  have  to  submit 
to  this  bad  tiling,  high  taxation,  a Capital  Levy  is  a 
bad  way  of  taxing;  there  are  far  better  ways  than  a 
Capital  Levy. 

6656.  Sir  Josiah  Stamp  : Am  I correct  in  putting 
it  that  you  are  saying  that  you  are  content  to  stand 
on  one  leg  at  this  stage,  and  that  is  the  evil  of  the 
Capital  Levy? — Yes. 

6657.  You  are  not  setting  up  the  question  of  what 
you  do  with  it  at  all  ? — No. 

6658.  You  would  say  that  all  methods  of  high  taxa- 
tion are  evil  but  this  particular  one  is  more  evil  than 
the  others? — The  Capital  Levy  is  more  evil  than  the 
others.  The  Capital  Levy  is  a particularly  bad  form 
of  high  taxation.  All  high  taxation  is  bad;  this  is 
particularly  bad. 

6659.  Sir  Alan  Anderson  : All  you  are  saying  at  this 
stage  is  that  a Capital  Levy  is  taxation  ? — Yes. 

6660.  Mr.  Lees-Smith : There  have  been  Severn1 
witnesses  here  who  broadly  take  your  line,  that  if  we 
were  to  lower  the  Income  Tax  and  Super-tax  we 
should  really  finally  get  a larger  yield  than  we  do 
at  present.  I would  like  to  get  your  view.  You  say 
here  that  high  taxation  reduces  the  incentive  to  save. 
Our  difficulty  has  been  that  we  have  had  all  these 
general  statements,  but  no  specific  quantitative 
effort  to  prove  them;  they  are  all  tendencies.  Do 
you  in  fact,  in  your  own  experience,  come  across  any 
large  number  of  persons,  or  a majority  of  persons, 
who  say  to  themselves:  “Taxation  is  high,  there- 
fore I am  less  willing  to  save  than  I was  before  the 
War  ”? — No,  you  do  not  icome  across  it  in  that  form. 
You  can  only  judge  by  the  general  tendency.  I can- 
not say,  in  any  given  case,  that  A.  or  B.  says  to 
himself,  consciously:  “ Well,  in  view  of  the  taxation 
being  4s.  6d.  in  the  £,  I will  do  this  or  I will  not 
do  that,”  in  regard  to  any  particular  transaction; 
but  the  tendency  on  the  mind  of  everybody  engaged 
in  business  is  that  when  taxation  is  high  they  will 
not  take  the  risks. 

6661.  I w'ant  to  take  these  arguments  one  by 
one.  I am  now  dealing  with  the  willingness  to  save; 
I am  not  dealing  with  risk? — The  test  of  the  willing- 
ness to  save  is  really  what  net  return  you  can  get 
upon  your  savings  after  deduction  of  tax.  Now  if 
you  look  at  the  price  to-day  of  securities  in  general, 
and  compare  those  securities  with  the  price  of  simi- 
lar securities  pre-war,  you  will  find  that  the  net 
return  to  the  investor  is  very  nearly  the  same. 
That  is  to  say,  unless  you  can  offer  a certain  return 
to  the  investor,  the  investor  will  not  save  as  readily. 

6662.  That  is  the  point  I am  putting.  Have  you 
come  across  examples  of  investors  who  say  that? — 
How  can  I?  All  I can  do  is  to  refer  you  to  what 
the  investor  asks  to-day  to  induce  him  to  save,  and 
that  is  shown  by  the  net  return  to  him  on  particular 
classes  of  securities,  according  to  the  risk.  On  what 
may  be  termed  a trustee  security  he  will  demand 
so  much;  on  a security  with  a slightly  less 
sound  ibasis,  lie  will  demand  a little  more.  Now  if 
you  take  those  securities  through,  you  will  find,  with 
slight  modification  with  regard  to  trustee  securities 
(which  I could  explain),  the  general  net  return  to 
the  investor  is  much  the  same  as  it  was  before  the 
War. 

6063.  Mrs.  Wootton : Therefore  the  incentive  is 

the  same? — If  he  can  get  the  same  return,  yes. 

6664.  I understood  you  to  say  he  can? — He  does 
and  he  will  not  save  as  much  unless  he  does. 

6665.  Then  is  the  incentive  the  same? — You  can- 
not earn  the  same  total ; you  cannot  carry  on  trade 
as  successfully,  in  as  large  a volume,  il  capital  has 
got  to  have  a return,  we  will  say,  of  6,  7 or  8 pel 
cent.,  as  you  could  if  capital  were  content  with  a 
return  of  3,  4 or  5 per  cent.  Therefore,  the  whole 
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volume  of  trade  is  affected  hy  the  large  demand  of 
savings,  if  they  are  to  he  made  to  the  same  extent. 

6606.  Sir  Josiah  Stamp:  Would  it  he  true  to  say 
that  even  though  the  net  price  now  being  offered  is 
not  less  than  the  net  price  pre-war,  the  amount  of 
capital  being  produced  at  that  price  is  not  as  great? 
— Certainly  not  as  great,  because  it  has  to  obtain  a 
much  higher  rate  of  interest  than  the  saver  obtained, 
and  therefore  there  is  less  employment  for  that 
capital,  there  is  less  volume  of  trade  done,  and  we 
are  doing  a less  volume  of  trade  to-day. 

6667.  Mr.  Lees-Smith  : You  are  assuming,  I under- 
stand, that  high  taxation  is  due  to  loss  of  incentive. 
Is  it  not  due  to  very  much  broader  causes,  that  the 
whole  country  is  poorer,  that  there  is  depression  of 
trade,  and  these  results  show  themselves? — The  return 
on  capital  is  determined  more  hy  what  makes  it 
worth  while  for  the  individual  to  save. 

6668.  Ilf  the  whole  wealth  is  diminished,  the  incen- 
tive of  the  individual  is  to  save  less? — Tie  saves  less 
because  he  gets  less.  The  incentive  to  him  to  save 
will  be  measured  by  the  return  he  gets. 

6669'.  Sir  J osiah  Stamp  : Would  it  not  be  true  that 
there  would  be  a greater  fund  available  for  invest- 
ment if  we  were  not  taking  the  top  layer  of  all  the 
big  incomes? — Certainly. 

6670.  And  it  is  probable  that  there  is  a lower  incen- 
tive then  to  bring  it  into  the  capital  market.  Is 
there  not  a very  important  factor  in  addition  to  the 
net  rate  of  interest,  namely,  the  fact  that  you  are 
physically  and  forcibly  taking  away  the  most  avail- 
able source  of  saving?— Certainly,  but  as  to  whether 
a person  will  save  or  not,  the  incentive  to  a person 
to  save  is  the  return  he  gets.  That  is  what  we 
understand  by  incentive.  What  induces  a man  to 
save?  It  is  to  get  some  benefit  hereafter,  that  induces 
him  to  save  and  to  sacrifice  present  enjoyment  for  the 
sake  of  future  enjoyment.  The  incentive  is  the  return 
he  is  going  to  get  which  will  give  him  a future  enjoy- 
ment.  That  is  only  a truism. 

6671.  Sir  Arthur  Half  our:  And  the  sense  of 

security  as  well : that  comes  in  very  strongly? — That 
is  a necessary  condition  of  enjoyment. 


66/2.  Mr.  Lees-Smith  : You  are  really  coming  back 
to  the  question  of  psychology  now?— I think  we  are 
speaking  about  different  things,  really. 

6673.  You  assume  that,  so  to  speak,  the  higher 
the  return  the  more  a man  is  going  to  save.  Have 
you  taken  into  account  the  very  commonplace  pro- 
position that  is  put  on  the  other  side,  that  a man 
will  say:  “I  am  a family  man  and  I wish  to  save 
oi  myself  and  my  family.”  If  taxation  is  high 
does  he  m fact  say  to  himself:  “ Taxation  is  high- 

whatever  I save,  my  wife  and  family  will  therefore 
receive  less  than  otherwise,  and  for  that  reason  L 
snail  save  less  and  leave  them  worse  off  still.”  Surely 
a man  does  the  opposite.  If  taxation  is  high,  he  must 
save  more  to  leave  his  wife  and  family  comfortably 
• It  is  quite  open  to  him  to  say  that,  but  if 
you  look  at  the  mass  of  savings  and  see  how  they 
anse,  and  the  mass  of  mankind,  you  will  find  it  is 
o . so..  ..oil  are  not  putting  the  incentive  to  save 
• s laving  any  relation  to  the  amount  you  are  to 
but  t0  tbe  desire  t0  Piwide  for 
rive  to  f Chlldrr-i  N°W  1 Say  that  the  Fenera!  incen- 
is  SrimX+ePYviethei' for  t!16  family  or  for  one’s  self, 
obtaimabie  1 ” m6asUTed  the  return  which  is 


to  nil  SW 'Josia:h  StamP  ■ I should  like,  if  I may, 

even  if  to  the,p?mt'  ,We  this  curious  fact,  that 

the  War  If ^ mce"!1TOlto  save  is  the  same  as  before 

6675  V art  less  caP'tal  put  up  ?— Yes. 

are  reactions^  to&t  ^F7  011  tlle  ground  tIlat  there 
Reactions  on  the  production  side?— Yes. 

without  ^0Uld  a!k  y°U  if  camlot  he  accounted  for 

r£nr^far  as  that>  io°khig  **  **  tact.  H 

of  that  toe  r-  year>  111  reSard  to  the  ton  £-5.000 
compared  wito  W°+"  d ’f  comPi actively  slight 

save  the  neXt  £5  000°  r7  I ^ 'f  W°Uld  to 

away  the  ton  £5 f \ heavy  taxation  is  taking 

of  income  wb,V!  °°0’  ?le  comes.  dowrl  to  that  range 
ch  requires  a still  greater  incentive, 


That  to-day  is  the  position,  and  the  reason  why  as 
much  capital  is  not  being  put  up  at  the  same  net 
offer  is  because  everybody  is  being  reduced  to  that 
lower  stratum  where  the  higher  incentive  is  required? 
— That  is  true. 

0677.  Is  not  that  probably  a sufficient  reason?  Is 
it  not  very  difficult  for  a man  to  save? — It  is  true. 

6678.  It  would  have  existed  in  any  case  apart  from 
the  productivity  of  industry,  when  you  are  dealing, 
ns  now,  with  individual  psychology;  but  now  I get 
to  the  stage  where  a.  man  has  not  a higher  incentive 
to  save? — I agree  that  is  a more  complete  analysis. 

66/9.  Mr.  Hichens : Is  there  less  saving  at  the 
higher  rates  which  obtain  to-day  than  there  was 
before  the  War?  I ask  that,  because  Mr.  Layton, 
who  was  here,  said  that  he  had  no  very  clear  idea 
on  the  subject,  but  on  the  whole  he  thought  there  was 
a little  less,  but  not  very  much.  That  is  my  recol- 
lection of  his  evidence  ? — I think  there  is  less  saving 
to-day. 

6680.  Mr.  Bowen  : If  there  is  less  saving  to-day, 
what  is  happening  to  the  money? — Money  spent  on 
consumption  is  not  saved.  There  is  less  spent  on 
production  and  more  spent  on  consumption. 

6681.  Consumption  surely  reduces  capital? — The 
difference  between  saving  and  non-saving  is  the  dif- 
ference between  the  methods  of  spending  money 

6682.  Would  you  say  there  is  excessive  consump- 
tion?— “ Excessive  ” is  a difficult  word  to  justify.  I 
would  not  say  there  is  an  excess,  but  of  the  total 
amount  of  money  spent  in  the  course  of  the  year,  I 
should  say  that  a larger  proportion  is  spent  now  on 
consumption  and  a less  proportion  spent  on  produc- 
tion than  was  the  case  before  the  War. 

6683.  The  suggestion  is  that  the  higher  the  taxation 
the  less  inducement  there  is  to  saving? — Yes. 

6684.  The  suggestion  follows,  therefore,  in  my  mind, 
that  there  must  be  some  extravagance  in  consump- 
tion?— Extravagance  implies  that  precisely  the  right 
amount  was  spent  pre-war  and  that  what  we  spend 
now  is  not  the  right  amount.  Perhaps  there  was  not 
enough  spent  on  consumption  pre-war,  and  it  may  not 
be  extravagance  in  spending  more  now. 

6685.  You  do  not  think  it  is  a matter  of  extrava- 
gance, but  a question  of  degree?— It  is  difficult  to 
say. 

6686.  If  you  were  of  opinion  that  consumption  was 
excessive  and  unwise,  there  could  not  be  a real  objec- 
tion to  taxing  what  would  appear  to  be  luxury  in 
excessive  consumption? — It  is  very  hard  to  say  that 
the  consumption  is  excessive.  I do  not  know  what 
standard  you  are  to  take  as  the  right  standard. 

6687 . Sir  Arthur  Balfour : If  the  food  imports  for 
1913  were  100,  and  were  114  in  1924,  and  raw 
materials  were  100  for  1913  and  are  now  79,  would 
not  that  rather  point  towards  increased  consumption  ? 

I think  there  is  more  expended  on  consumption  and 
less  expended  on  production. 

6688.  Those  are  the  figures,  I think? — I agree  that 
is  so. . It  is  very  difficult  to  say  that  the  additional 
food  imported  means  extravagance.  They  may  not 
have  had  enough  to  eat  before. 

6689.  Mr.  Hichens : Does  it  show  even  that  the 
proportion  has  increased  since  1913?  You  would  not 
expect  exactly  the  same  amount  of  food  to  be  im- 
ported. Allowing  for  that,  the  consumption  of  food 
is  just  about  what  ’it  was,  and  has  not  increased. 
Sir  Arthur  Balfour  : It  is  14  up  on  100.  Mr.  Hichens  ': 
Our  population  is  up  a great  deal  also.  Sir  Arthur 
Balfour : And  21  down  on  100  for  raw  materials  gives 
a pretty  wide  margin  between  the  two. 

6690.  ,S'ir  Josiah  Stamp:  You  think  the  absolute 
amount  being  saved  is  rather  less  than  before  the 
War? — I do. 

6691.  And  a smaller  proportion  is  saved.  There 
are  two  things,  a smaller  proportion,  and  the  actual 
amount. — A smaller  percentage.  Reckoned  in  money, 
more  is  saved ; but  money  has  depreciated 

0092.  Would  you  think  so?— Yes,  I think  so. 

6693.  Supposing  the  pre-war  saving  was 
£400,000,000.  would  you  think  that  we  save  as  much  as 
that  now?  We  should  want  about  £600,000,000  to  be 
on  the  same  level  of  real  saving?— We  should  want 
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about  £600,000,000  to  £700,000,000.  There  is  nothing 
like  as  much  as  that. 

0694.  Would  there  be  £400,000,000,  do  you  think? 
—It  is  difficult  to  say.  There  is  a great  deal  saved. 

6696.  Professor  Hall : Would  you  say  there  is  any 
shortage  of  capital  at  the  present  time  in  regard  to 
our  present  day  needs?— There  is  always  a shortage 
of  capital.  You  would  of  course  use  more  capital  if 
you  had  it. 

6696.  I was  thinking  that  the  return  to  the  in- 
vestor in  business  is  partly  dependent  upon  his 
markets.  Does  he  not  to-day  suffer  more  from  the 
absence  of  markets,  than  from  the  lack  of  capital  for 
production? — You  say  markets;  do  you  mean  foreign 
markets  or  domestic  markets  ? 

6097.  Principally  foreign? — But  we  could  greatly 
enlarge  our  domestic  market.  I rather  doubt  whether 
there  is  such  a reduction  in  markets  generally,  in 
possible  sales. 

6698.  You  have  been  discussing  the  question  of 
saving.  From  the  rapidity  with  which  new  issues  are 
taken  up.  it  would  appear  that  there  is  a great  deal 
of  capital  available,  and  that  the  present  high  rate 
of  taxation  is  not  preventing  a large  amount  of 
capital  being  saved? — Yes. 

10699.  Quite  adequate  to  the  needs  as  expressed  in 
the  demands  made  by  new  issues? — I cannot  agree 
that  it  is  adequate  to  the  needs.  We  could  use  a 
great  deal  more  capital  if  we  had  it. 

6700.  There  is  no  dearth  when  new  issues  are  offered 
to  the  public.  Sir  -Josiali  Stamp  : Is  it  not  true  that 
if  you  have  a rush  of  new  issues  for  a week  or  two, 
you  very  soon  get  to  a point  where  the  underwriters 
have  to  take  up  a good  deal  more  ? — ( Witness ) : Yes, 
when  the  underwriters  have  to  take  up  more. 

6701.  It  would  not  be  true  to  say  that  the  recent 
experience  of  new  issues  shows  an  unlimited  supply  of 
capital? — No,  there  is  no  unlimited  supply  of  capital. 

6702.  Mr.  Bell:  There  are  many  issues  waiting?— 
Yes.  It  is  new  to  me  that  any  suggestion  of  the 
kind  should  be  made.  That  is  why  I was  rather  slow 
in  taking  up  the  point. 

6703.  Professor  Hall:  In  view  of  the  extent  of 

over-subscriptions  to  these  various  issues,  what  do  you 
say  as  to  the  shortage  of  capital? — That  does  not 
mean  anything. 

6704.  We  understand  that  people  apply  for  more 
than  they  are  prepared  to  take.  But  to  the  men  in 
the  street,  at  any  rate,  there  does  not  seem  to  be  any 
difficulty  in  getting  capital  for  production  ?— I am 
afraid  we  must  leave  that  view  to  the  man  in  the 
street. 

6705.  We  must  take  the  appearance  of  things  as 
we  see  them  and  hope  that  gentlemen  like  yourself 
will  give  us  the  facts  of  the  case.  That  is  why  I am 
putting  these  questions  to  you.  You  do  not  take  the 
view,  then,  that  there,  is  an  abundance  of  capital 
available  for  production? — No,  I do  not. 

6706.  Mr.  Lees-Smith  : Is  there  not  an  abundance 

for  safe  investments? — No,  I do  not  think  I should 
say  that  there  is  the  relative  abundance  that  there 
was  pre-war. 

6707.  I was  talking  of  safe  issues,  not  new  issues? 
— For  trustee  investments  I should  not  say  there  was 
the  relative  .abundance  that  there  was  pre-war  in  re- 
lation to  the  amount  of  capital  available  for  trustee 
investments.  There  are  far  more  trustee  securities 
now  than  there  were  pre-war. 

6708.  Sir  Josiah  Stamp : If  you  were  to  take  the 

experience  of  the  last  six  months,  taking  thase  issues 
that  have  been  apparently  over-subscribed  and  knock- 
ing out  the  subscriptions  of  those  who  could  not  un- 
load— still  leaving  them  over-subscribed,  if  you  like — 
and  then  taking  those  issues  under-subscribed,  and 
add  them  all  up,  would  there  he  any  remarkable 
surplus? — Oh,  no. 

6709.  Professor  Hall : That  is  a point  that  I think 

wants  stating  by  somebody  of  authority  like  Mr. 
McKenna.  Sir  Josiah  Stamp:  There  is  a popular 

belief  that  there  is  a tremendous  lot  of  capital  about? 
— (Witness)  That  is  not  true. 


6710.  Mr.  Bowen : What  is  the  explanation  of 

these  oversubscriptions  where  there  is  an  apparently 
attractive  investment  with  a high  rate  of  interest? 

— There  are  people  who  are  called  “ stags,”  who 
apply  for  perhaps  twenty  or  thirty  times  as  much 
stock  as  they  could  possibly  pay  for.  On . application 
they  have  to  pay,  perhaps,  only  5 per  cent,  of  the 
amount  that  they  apply  for;  so  that  a man  who 
pays  £1,000  could  apply  for  £20,000  worth  of  stock. 
He  hopes,  if  he  gets  an  allotment,  to  sell  that  stock 
immediately,  before  it  is  fully  paid  for,  at  a premium, 
and  he  may  make  £100  or  £200  profit  out  of  it.  He 
is  known  as  a stag.  He  never  intended  to  take  up  tho 
stock  and  his  application  was  only  made  for  the  pur- 
pose of  selling  it.  When  you  only  pay  on  application 
5 per  cent,  of  the  amount  that  you  are  applying 
for,  you  can  see  that  the  application  might  he  fifteen 
or  twenty  times  the  total  value  of  the  stock,  and  yet 
the  amount  of  money  put  up  may  be  no  more  than 
the  amount  of  the  stock  issued. 

6711.  But  if  they  buy  it  in  order  to  sell,  and  they 
do  sell,  there  is  money  to  he  got  from  somewhere?— 
Yes,  that  stock  will  be  taken,  hut  only  the  amount 
of  the  stock,  and  not  the  amount  of.  the  applications. 

( Paragraphs  6 and  7 read.) 

6712.  Mr.  Hicliens : Do  you  yourself  believe  that 
the  rate  of  profit  can  truly  be  taken  as  the  measure 
of  productive  skill  in  the  use  of  capital? — In  one 
sense,  no,  hut  in  the  sense  in  which  I am  arguing 
here,  yes.  As  a general  rule,  the  most  efficient  user 
of  capital  will  get  the  higher  rate  of  profit  on  it. 

6713.  You  may,  of  course,  have  difficulties,  such  as 
a sheltered  and  a non-slielte.red  industry,  such  ns  a 
close  ring,  where  you  have  high  profits  ?'■ — I agree. 

6714.  Would  yon  say  that  that  was  a measure  of 
the  competence;  that  is  the  word  you  use? — I should 
not  say  it  was  true  in  every  case,  and  therefore  I 
put  it  hypothetically. 

6715.  Must  there  not  be  a very  large  number  of 
cases  where  it  is  not  true  at  all?  I suggest  in  a 
close  ring,  for  example,  or  in  a gold  mine? — Yes,  I 
agree ; but  as  between  the  members  of  the  close  ring, 
the  most  competent  will  he  getting  the  higher  rate 
of  profit.  As  between  the  members  of  the  close  ring 
and  the  outside  world,  it  would  not  be  true. 

6716.  Where  you  can  compare  like  with  like? — 
Where  you  can  compare  like  with  like,  it  is  true. 

6717.  But  that  is  rarely  the  case;  that  is  the 
trouble? — No;  in  the  hulk  of  businesses  this  would 
he  true,  hut  it  is  subject  to  very  many  exceptions, 
so  I have  put  it  as  hypothetical. 

6718.  Professor  Hall : Following  the  remarks  in 

your  paragraph,  would  you  say  that  the  rate  of  tax 
deters  people  from  commencing  new  businesses?— 
Yes,  they  will  not  take  the  risk. 

6719.  As  well  as  checking  the  enterprise  of  those 
already  in  business,  you  take  the  view  that  it  pre- 
vents new  businesses  coming  into  existence? — ’Cer- 
tainly. 

6720.  Mr.  Lees-Smith  : If  you  take  two  'investments 
—one  safe  and  one  speculative — and  assume  the  safe 
investment  gives  you  5 per  cent,  and  the  specula- 
tive investment  gives  you  10  per  cent.,  then  if  you 
work  out  the  final  net  return  to  the  investor,  taking 
into  account  the  higher  tax  on  the  10  per  cent,  as 
against  the  5 per  cent,  investment,  is  it.  not  the 
case  that  the  net  difference  between  the  two  is  really 
so  comparatively  small  that  it  is  not  enough  to  affect 
the  investor’s  willingness  to  take  the  risk?  I am 
trying  to  bring  these  general  doctrines  down  to 
some  quantitative  test,  as  distinct  from  generalisa- 
tions, and  I take  that  as  a test. — I do  not  know  that 
one  would  risk  very  much  capital  for  either  10  per 
cent,  or  5 per  cent.  I do  nort  think  a man  is  going 
to  engage  his  capital  in  a new  risky  venture,  if  he 
foresees  only  a problematical  10  per  cent.,  of  which 
he  is  going  to  pay  .half  in  taxes.  He  will  not  do  so, 
much  less  will  he  do.  it  for  6 per  cent. 

6721.  I was  taking  the  simplest  case,  of  a safe  in- 
vestment at  5 per  cent,  and  a more  speculative  one 
at  10  per  cent. ; does  the  high  taxation  in  fact  tew 
to  drive  people,  on  to  the  6 per  cent,  safe,  rathei 
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than  the  10  per  cent,  speculative? — I am  speaking  of 
the  manufacturer  who  is  engaged  in  business,  not  of 
a man  investing  his  money,  nor  of  a rentier  looking 
for  investment.  I am  not  speaking  of  him;  I am 
speaking  of  the  man  engaged  in  doing  work,  a business 
man  who  is  investing  capital  in  his  own  business. 
Now  suppose  he  has  got  either  to  borrow  or  to  use  his 
own  resources  in  order  to  put  up  a new  plant,  or  he 
has  got  to  endeavour  to  open  up  a new  market,  which 
will  involve  new  expenditure.  Will  he  undertake  that 
expenditure  if  the  return  is  going  to  be  very  small? 
The  expenditure  may  all  be  thrown  away.  If  he  is 
expending  £10,000  in  a new  development  of  his  busi- 
ness, if  it  is  not  successful,  he  will  lose  his  £10,000 ; 
if  it  is  successful  and  he  'is  going  to  get,  we 
will  say,  a 5 per  cent,  return,  he  is  going  to  get  a 
net  2J  per  cent,  return  and  he  will  say  it  is  not  worth 
doing.  If  he  was  going  to  get  a 10  per  cent,  return 
on  it,  he  would  very  probably  say:  “I  am  only 

going  to  get  5 per  cent,  on  this,  and  I will  not  risk 
£10,000;  I do  not  think  it  is  worth  it.” 

G722.  If  he  is  not  risking  anything,  if  he  is  putting 
his  money  into  War  Loan,  he  is  only  going  to  get  a 
small  percentage? — He  is  going  to  get  24  per  cent, 
when  his  Income  Tax  and  Super-tax  are  taken  off. 
He  gets  2i  per  cent,  certain,  and  he  will  not  be 
tempted  to  spend  £10,000  with  the  risk  of  losing  it, 
unless  he  is  going  to  get  a very  high  return. 

6723.  Mrs.  Wootton  : It  seems  to  me  that  two  dif- 
ferrent  points  are  involved.  Some  witnesses  have  told 
us  that  people  will  not  save  new  capital  and  take 
risks  with  it,  owing  to  high  taxation.  Other  witnesses 
put  a rather  different  point,  that  there  is  a certain 
volume  of  saving,  but  more  of  it  goes  into  gilt-edged 
investments  and  less  of  it  goes  into  speculative  in- 
vestments that  may  be  more  valuable.  Is  your  point 
that  you  get  a reduced  volume  of  new  saving  in  busi- 
ness enterprise,  or  do  you  also  put  forward  the 
suggestion  that  of  the  saving  you  do  get,  there  is  a 
diversion  into  gilt-edged  investments 'as  the  result  of 
high  taxation?  They  are  two  separate  points,  really? 
— I quite  agree  they  are  two  separate  points,  but 
here  T am  not  on  either  of  those  points.  Here  I am 
on  a third  point : not  on  the  question  of  the  induce- 
ment to  save,  but  the  inducement  to  undertake  risk — 
the  enterprise  point  of  view;  whether  the  men  who 
are  the  leaders  of  industry  in  the  country  will  show 
the  same  enterprise  and  undergo  the  same  risks  with 
high  taxation  as  they  will  with  low.  I think  not. 
Therefore  when  you  curtail  the  enterprise  and  energy 
of  what  I may  call  for  the  moment,  captains  of 
industry,  you  are  really  impairing  the  whole  produc- 
tive power  of  the  nation. 

6724.  What  is  the  alternative  with  which  those 
people  are  faced?  If  they  take  risks,  they  take  risks 
for  something.  Supposing  there  is  very  high  taxation 
and  they  do  not  think  the  risk  worth  taking  for  the 
return  they  get,  what  do  they  do  instead  ? — They  go  on 
as  they  are  going  on  now. 

6725.  That  means  that  this  capital,  which  would 
have  been  expended  in  a new  risky  enterprise,  is  in 
fact  not  so  expended? — Oh,  no;  it  would  be  expended 
just  the  same,  but  here  I am  dealing  with  the  people 
who  use  the  capital.  Now  it  is  vitally  important  to 
the  nation  that  capital  should  be  used  by  the  people 
capable  of  using  it;  and  the  most  capable  people,  the 
energetic,  powerful  men  of  business,  who  can  use 
their  capital  most  efficiently,  will  not  use  it  to  the 
same  extent  or  put  forth  the  same  energy  or  enter- 
prise as  they  would  if  taxes  were  lower.  The  money 
will  be  spent,  whether  they  spend  it  on  their  own 
productive  business  or  whether  they  lend  it  to  some- 
body else  to  spend,  but  it  will  be  less  efficiently  spent 
in  production.  That  is  my  point;  it  may  be  right 
or  wrong,  but  that  is  the  point  I am  endeavouring 
to  make.  It  is  the  killing  of  enterprise. 

6/26.  I am  afraid  I have  not  made  myself  clear, 
surely,  if  people  have  the  choice  between  using 
capital  in  two  different  ways,  either  as  they  are  at 
present  or  in  a new  enterprise,  their  decision  in 
making  that  choice  will  be  affected  only  by  something 
fyhich  upsets  the  relative  effect  of  the  two  uses. 


What  I want  to  get  at  is  whether  you  are  putting 
to  us  that  the  relative  attractiveness  of  the  use  of 
capital  as  it  is  being  used  now,  and  its  use  in  a more 
speculative  way,  is  affected  by  high  taxation? — Yes, 
that  is  exactly  what  is  affected — the  relative 
attractiveness  of  the  two  uses,  the  one  use  by  a safe 
investment  and  the  other  use  by  personal  effort 
engaging  in  risk  but  with  an  expected  high  return. 
As  between  those  two,  high  taxation  will  reduce  the 
return  on  the  new  enterprise  and  therefore  will 
induce  the  owner  to  use  his  money  in  a less  produc- 
tive way. 

6727.  Sir  Josiah  Stamp : Do  you  base  that  entirely 
on  psychological  grounds?  May  I suggest  to  you  that 
it  is  mainly  actuarial  ? Take  this  point.  Supposing 
that  you  can  get  5 per  cent,  without  much  risk,  and 
the  incentive  to  put  your  money  into  a more  specula- 
tive thing  must  be  a return  of  7 per  cent,  to  attract 
your  money.  There  is  a margin  of  2.  That  margin 
surely  in  the  long  run  has  to  be  large  enough  to  pro- 
vide a pool  which  would  cover  all  the  losses  that 
arise,  otherwise  capital  will  not  be  attracted.  You 
have  a certain  amount  of  money  in  the  pool  pro- 
vided by  the  2 per  cent.  Taxation  applies  unfor- 
.tunately,  not  to  the  5 per  cent  only,  blit  to  the 
whole  7 per  cent.  ; it  applies  to  money  which  is  not 
income  at  all,  but  is  a pool;  it  halves  your  insurance 
fund ; therefore  capital  in  the  long  run  cannot  be 
attracted  into  that  market  unless  the  rate  goes  up 

3 to  provide  the  pool ; the  rate  must  therefore  go  up 

4 and  the  new  rate  must  be  9 per  cent.  ? — I agree 
entirely ; that  is  the  explanation  of  it. 

6728.  Sir  Arthur  Balfour  : I think  Mr.  Lees-Smith 
is  asking  what  we  really  know  about  these  things ; 
and  I think  you  and  I know  of  many  instances ' where 
men  have  actually  withdrawn  from  business  altogether 
owing  to  taxation — Yes. 

6729.  Mr.  Lees-Smith  : I know  we  are  getting  indi- 
vidual cases,  but  I should  like  to  know  what  propor- 
tion they  are  to  the  total  number  of  firms.  Mr. 
Bell : Quite  small. — (Witness) : That  is  an  extreme 
case,  but  I dare  say  most  of  us  in  this  room  could 
tell  of  cases  where  we  ourselves  have  refrained  from 
doing-  something  because  the  return  was  not  good 
enough.  I should  think  there  are  quite  half  a dozen 
gentlemen  in  this  room  who  could  say  that  from  per- 
sonal experience. 

6730.  Mr.  Lees-Smith:  On  account  of  taxes?- — Yes, 
the  net  return  is  not  good  enough. 

6731.  Sir  Alan  Anderson:  It  does  not  matter  for 
what  reason  the  net  return  is  not  good  enough? — No. 

6732.  Mr.  Lees-Smith : We  have  been  talking  of 
types  of  investment  and  the  difference  between  a 
.5  per  cent,  and  a 10  per  cent,  return.  The  point 
is  this,  that  if  the  tax  is  quite  low,  then  obviously 
the  10  per  cent,  return  would  give  a very  consider- 
able margin  over  the  5 per  cent,  return.  But,  taking 
taxation  as  it  is  at  present,  the  relative  difference  is 
so  small  that  the  10  per  cent,  return  really  gives 
you  a return  far  from  twice  the  5 per  cent,  return? 

With  no  tax  there  is  5 per  cent,  difference  between 
the  two  returns;  with  existing  taxation  there  is 
24  per  cent. 

6733.  I am  talking  of  normal  taxation  at  our 
present  rate? — Take  Is.  Income  Tax,  as  we  had  before 
the  War.  In  one  case  you  get  £4  15s.,  in  the  other 
case  you  get  £9  10s. ; so  you  get  a difference  of  £4  15s. 
between  the  two. 

6/34.  Sir  Josiah  Stamp  : Supposing  the  difference 
between  the  two  in  the  first  place  was  5,  made  up  of 
4 which  was  actually  required  to  cover  losses  and  1 
for  reward  for  entering  that  particular  enterprise, 
now  under  the  new  arrangement  you  have  only  got 
24,  which  is  less  than  tlie  actual  insurance  fund 
requires? — Yes,  and  it  is  not  worth  it.  (Paragraphs 
8 and.  9 read.) 

6735.  Mr.  Bowen  : On  that  last  paragraph,  are  you 
able  to  say  to  what  extent  taxation  had  any  effect 
upon  previous  trade  depressions? — How  far  am  I to 
go  hack — to  pre-war? 

6736.  Yes,  pre-war?— I should  think  very  little. 
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6737.  If  so  little,  why  should  it  have  such  a big 
effect  now? — Because  it  is  so  much  bigger,  so  much 
heavier. 

6738.  Sir  Josiah  Stamp  : Is  there  any  more  evidence 
with  regard  to  its  having  had  this  effect? — As  I say 
here,  there  is  obviously  a relation  between  trade 
depression  and  high  taxation,  because  if  you  make 
taxation  high  enough,  you  will  kill  all  trade — if  you 
put  it  at  a sufficiently  high  point.  Now,  is  there  any 
inference  to  be  drawn  from  the  fact  that  we  have 
both  the  highest  taxation  and  the  greatest  amount  of 
unemployment  in  the  world,  that  relatively  our  trade 
is  more  depressed  than  that  of  any  other  country? 
Is  there  any  relation  between  them? 

6739.  Mr.  Bowen : I should  have  thought  you  could 
have  taken  another  test;  you  could  have  taken  this 
country’s  own  experience  since  the  War.  Broadly, 
the  facts  have  been  that  when  trade  was  very  good, 
taxation  was  very  high,  and  as  taxation  has  been 
lowered,  trade  has  gone  back? — I should  not  agree 
with  that  statment.  If  you  are  referring  to  the  boom 
of  1919  and  1920,  there  are  obvious  explanations  for 
that,  which  do  not  affect  this  argument  at  all. 

6740.  But  are  there  not  equally  similar  explanations 
in  addition  to  any  question  of  high  taxation? — No, 
because  we  are  dealing  now  not  with  a boom  period, 
but  with  a period  which  has  lasted  nearly  five  years, 
in  which  we  have  seen  trade  reviving  and  trade  de- 
clining; we  have  had  several  ups  and  downs,  I should 
think  not  less  than  four  or  five  in  the  last  few  years, 
trade  improving  and  trade  declining  again.  It  has 
not  been  a period  of  steady  depression  all  the  time. 
We  have  had  our  ups  and  downs  during  the  last  four 
years,  but  always  on  a low  level  of  trade  activity. 

6741.  Sir  Josiah  Stamp:  Would  it  be  true  even  in 

1919  and  1920?  1919  was  a boom  year  and  for  the 

first  part  of  1920  (the  second  half  being  depressed) 
we  had  60  per  cent.  Excess  Profits  Duty  as  against 
40  per  cent,  the  year  before? — Particular  movements 
of  trade  over  a short  period  cannot  be  taken  as  a 
guide. 

6742.  Mr.  Lees-Smith : What  is  troubling  me  is 

that  you  have  to-day  promised  us  that  if  there  were 
lower  taxation,  we  should  get  an  increased  yield.  I 
can  recollect  that  the  Chancellor  of  the  Exchequer 
promised  us  the  same  thing  two  years  ago  and  said 
that  if  we  lowered  the  Income  Tax  Is.  we  should  get 
an  increased  yield Sir  Josiah  Stamp:  Chan- 

cellors of  the  Exchequer  have  had  that  urged  upon 
them,  but  they  have  refused  to  believe  it.  I would 
ask,  within  what  time  that  would  happen? — 
(Witness) : Clearly  it  would  not  be  in  the  next  year ; 
but  in  a little  time  it  will,  and  if  you  ask  me  how 
soon,  I should  say  within  three  years. 

6743.  Sir  William  McLintock  : Trade  is  so  bad  that 
in  the  next  three  or  four  years  it  is  almost  bound  to 
improve,  even  if  the  tax  is  kept  at  4s.  6d.  ? — At  the 
present  rate  of  taxation  I do  not  think  we  shall  get 
it. 

6744.  Mr.  Bowen : You  will  forgive  me  for  making 
this  remark,  I am  sure,  but  in  one  portion  of  your 
paper  now,  and  in  your  previous  evidence,  you  were 
exceedingly  optimistic  about  the  amount  of  taxation 
that  we  are  bearing — that  we  could  get  used  to  almost 
anything;  but  you  are  pessimistic  in  the  following 
paragraph. — I do  not  think  there  is  any  inconsistency 
between  the  two.  I think  if  you  were  to  read  the  first 
part  of  this  paragraph  by  itself,  you  would  see  that 
I was  optimistic  that  we  would  get  used  to  anything, 
hut  it  is  by  way  of  a qualification.  I only  want  to 
state  my  view  with  all  the  qualifications. 

6745.  Professor  Ball:  Have  you  considered  the 
various  fields  over  which  the  possible  increased  yield 
of  taxation  can  be  obtained ; I mean  under  the  various 
Schedules  of  Income  Tax? — Schedule  D I am  thinking 
of. 

6746.  You  think  the  possibilities  of  an  increased 
trade  are  sufficient  to  justify  the  statement  that  even 
with  a lower  rate  of  tax  we  should  get  a bigger 
yield? — Yes;  if  trade  were  more  prosperous  in  this 
country  and  instead  of  having  1,200,000  unemployed, 
we  had  got  300,000  or  400.000,  which  would 
be  our  pre-war  normal  condition,  and  all  trades 


were  in  consequence  very  much  more  active  and 
making  more  profit  in  the  aggregate  than  they  are 
now,  I think  we  should  see  the  Exchequer  reaping  a 
very  much  larger  return  from  the  Income  Tax.  Id. 
on  the  Income  Tax  would  produce  more. 

6747.  You  put  three  years  as  the  period  roughly 
in  which  that  improvement  would  be  realised? — 
Probably  it  would  take  two  or  three  years  in  order 
to  feel  the  benefit  of  a reduction  of  tax.  I remember 
when  the  penny  used  to  produce  £1,000,000,  and  I 
also  remember  when  the  penny  produced  £5,000,000. 
It  does  not  produce  quite  as  much  now. 

6748.  Of  course  there  is  a limit  to  which  that 
doctrine  can  apply,  is  there  not?  You  can  bring 
your  Income  Tax  down  so  low  that  your  yield  will 
be  actually  less? — Yes,  I agree.  Sir  Josiah  Stamp 
asked  me  when  it  would  happen.  Undoubtedly,  if 
the  Chancellor  of  the  Exchequer  took  off  Is.  to-day, 
the  revenue  next  year  would  be  less;  but  the  re- 
action will  come  sufficiently  fast  to  give  you  imme- 
diately a higher  yield  per  Id.  of  tax. 

6749.  But  that  is  only  one  factor.  The  increase 
per  penny  multiplied  by  the  number  of  pennies  that 
you  impose  has  to  equal  the  loss  from  the  Is.  reduc- 
tion?— 'When  the  penny  yielded  a million,  Is.  yielded 
£12,000,000.  To-day  2BL  Income  Tax  yields  the 
same  amount.  So  that  under  the  present  conditions 
compared  with  the  previous  conditions  you  could 
have  reduced  the  tax  from  Is.  to  2Jd-  and  still  have 
got  the  same  yield,  because  our  income  is  much  more 
elastic  and  our  profits  are  very  much  higher.  I 
believe  that  improved  trade  would  soon  make  up  the 
difference. 

6750.  You  think  that  would  go  on  if  we  reduced 
the  Income  Tax  to  Is.  ? — Over  a long  period  of  time 
I should  hope  so,  but  it  would  take  a veiy  long  while. 

I hope  we  shall  get  it  down;  I hope  the  production 
of  this  country  will  be  so  far  developed  that  we 
shall,  at  some  not  too  hopeless  a date,  see  the  Income 
Tax  considerably  lowered. 

6751.  I wanted  to  see  how  far  this  process  of 
reducing  the  rate  in  order  to  get  a bigger  yield 
might  go  on  with  safety. — We  have  a large  margin 
of  possible  production  undeveloped.  We  have  got 
1,200,000  people  unemployed,  most  of  them  producers 
and  capable  producers.  We  have  got  a field  for 
development.  If  we  develop  that  field,  our  revenue 
will  be  correspondingly  enlarged,  and  if  a reduction  of 
taxation  does  have  that  effect  then  the  Treasury 
will  get  the  benefit  hereafter  of  the  greater  produc- 
tion. That  is  my  case. 

6752.  But  supposing  those  people  are  absorbed, 
would  a further  reduction  of  taxation  tend  to  bring 
an  increased  yield? — No,  I do  not  think  it  would  at 
anything  like  the  same  rate,  because  you  would  have 
no  similar  field  for  further  development. 

6753.  That  would  be  the  limit  from  the  point  of 
yield? — For  the  time  being,  but  so  long  as  you  have 
this  obvious  further  production  in  front  of  you  of 
1,200,000  capable  men  and  women  not  working,  you 
have  the  means  of  increasing  your  production. 

6754.  Can  you  measure  the  relative  importance  of 
a reduction  of  taxation  on  production  here  and  of 
the  improvement  of  demand,  slay,  from  foreign  coun- 
tries; our  foreign  trade,  it  has  been  said  lately,  is 
only  about  threed’ourths  in  volume  what  it  was  in 
pre-war  days? — It  is  a very  difficult  question.  The 
possible  demand  in  our  own  country  is  very  much 
greater  than  the  actulal  demand  to-day.  The  figures 
a/re  very  difficult  to  arrive  at,  but  I assume  that  our 
production  for  purely  domestic  trade  is  70  to  76  per 
cent,  of  our  total  production.  Consequently,  if  you 
could  increase  the  domestic  demand  by  a small  per- 
centage it  would  miake  up  for  a considerable  reduc- 
tion in  the  foreign  trade. 

6755.  That  would  not  help  very  much  the  people 
who  are  specialising  in  production  for  foreign 
markets,  would  it? — No,  I agree  it  would  not. 

6756.  Sir  Arthur  Steel-Maitl'and,  a few  days  ago, 
said  that  if  our  foreign  trade  were  at  the  pre-war 
volume  it  would  find  employment  for  at  any  rate 
about  half  a million  of  the  present  unemployed. 
Does  not  that  rather  show  that-  the  foreign  demand 
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is  a very  important  factor  in  the  absorption  of  the 
unemployed,  and  may  be  j.ust  as  important  as  a 
reduction  in  tax  in  affecting  production  ? — If  you  in- 
crease your  home  production  you  increase  your 
foreign  demand,  your  home  producer  demanding 
more  himself  from  the  foreigner  and  thus  giving  the 
foreigner  the  means  of  purchasing  from  us. 

6757.  That  is  true,  of  course,  but  it  does  not  follow 
that  it  would  operate  to  the  extent  of  the  trade  that 
is  now  missing? — No,  these  can  only  be  described  as 
tendencies  rather  than  as  exact  factors. 

6756.  As  I follow  your  evidence,  you  rather  mini- 
mise the  importance  of  this  demand  for  foreign  trade, 
and  you  attach  most  importance  to  the  reduction  of 
taxation? — My  general  impression  is  that  the  public 
attach  unnecessarily  high  importance  to  foreign 
trade.  I regard  it  as  very  important;  I do  not 
want  to  minimise  it  for  a moment,  but  I consider 
that  the  domestic  trade  is  the  more  important  of  the 
two,  and  that  we  can  make  up  a great  deal  for  de- 
ficiency in  foreign  trade  by  development  of  our  in- 
ternal trade. 

6759.  Mr.  Bowen : You  regard  that  as  being  more 
reliable? — Yes,  certainly. 

6760.  Professor  Mall : And  you  think  that  would 

he  stimulated  b}’  reduction  of  taxation? — I do. 

6761.  Mr.  Lees-Smith  : On  the  question  of  the  effect 
of  reduction  of  Income  Tax,  how  do  you  account  for 
this  : three  years  ago  the  Income  Tax  was  reduced  by 
Is.,  and  we  were  promised,  if  not  immediately,  at  any 
rate  in  a short  time,  that  the  yield  would  justify  it. 
Then  it  was  reduced  by  6d.  Now  the  little  while  has 
elapsed,  do  you  anticipate  that  we  are  now  going  to 
get  it  all  back  in  a great  revival  of  trade;  and  if 
that  did  not  happen  then,  why  should  it  happen 
this  year? — Can  you  tell  me  that  the  Income  Tax 
yield  from  Id.  is  not  higher  to-day  than  it  was  three 
years  ago?  Can  you  tell  me  that  as  a fact?  Re- 
member, you  must  not  take  returns  based  upon  the 
three  years’  average. 

6762.  Sir  Josiah  Stamp  : It  is  slightly  higher,  but 

not  enough  to  make  up  for  the  actual  loss. — Are  you 
sure  that  it  is  only  slightly  higher — the  actual  yield 
for  the  year  ? 

6763.  If  you  multiply  it  out  for  the  total  you  do 
not  get  anything  like  the  amount  of  the  yield.  In 
order  to  fill  up  the  actual  amount  of  your  budget  at 
a lower  rate  the  increase  from  Id.  must  be  very  much 
larger  to  make  u.p  the  whole. — I agree,  but  of  course 
you  have  to  consider  the  reaction  upon  other  taxes 
as  well,  whether  you  do  not  get  from  stamps  and 
Death  Duties  and  other  sources  of  revenue  sufficient 
to  make  up  the  deficiency. 

6764.  It  depends  on  how  long  you  allow7? — If  you 
look  at  a period  of  three  or  four  years,  I think  you 
would  find  the  figures  much  more  comforting. 

6765.  Sir  Alan  Anderson:  In  any  case  it  is  not  a 

question  whether  you  do  better  next  year,  but 
whether  you  do  better  than  you  would  have  done  by 
keeping  on  the  whole  tax  ? — Yes. 

6766.  Chairman  : I was  wondering  whether  you  saw 
any  relationship  between  the  amount  spent  on  drink 
and  tobacco,  and  the  internal  trade  of  the  country  in, 
for  instance,  cotton.  Supposing  we  spent  £100,000,000 
less  on  liquor  and  tobacco,  would,  that  give  a boom  in 
internal  trade? — It  would  divert  the  trade  from 
tobacco  and  drink  to  textiles,  a diversion  which  I 
should  ^ estimate  myself  would  probably  be  greatly 
beneficial  to  the  energy  and  health  of  the  race,  and 
consequently  the  reaction  in  that  way  would  he  good 

oi  trade.  But  the  first  effect  would  be  a mere  trans- 
er  from  one  class  of  domestic  trade  to  another  class 
o domestic  trade;  but  it  would  be  a good  thing. 

6767.  Mr.  Bell:  There  would  be  much  more  em- 
Poyment?  It  would  not  in  the  first  instance  create 
more  employment,  because  you  would  throw  out  the 

lowers  men  while  the  textile  operatives  would  be 
Put  into  employment. 

676s.  Sir  William  MeLintock  : There  is  relatively 
on  i a very  small  amount  of  wages  in  the  production 

, eT  wllisky  and  so  on,  compared  with  foods 
...  0 otjiing  and  furniture. — All  money  is  spent 

miately  in  employment.  In  the  first  instance 
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some  person  may  make  large  profits,  which  lie  him- 
self spends. 

6769.  There  has  been  no  commodity  which  has  been 
so  highly  taxed  as  whisky  and  tobacco,  but  apart  from 
that,  it  would  give  more  employment? — I do  not 
think  it  makes  much  difference  whether  you  spend  it 
on  production  or  consumption.  What  is  meant  when 
you  say  you  save  money  is  that  you  are  spending  it  on 
production;  employment  is  given  in  any  case  Money 
circulates  and  causes  employment. 

6770.  Chairman  : Supposing  a man  spends  5s.  on 

liquor  or  else  spends  5s.  on  clothes  for  his  wife  and 
child,  what  is  the  effect  on  the  trade  of  the  country? — 
The  immediate  effect  on  the  trade  of  the  country  is 
the  transfer  of  employment  from  one  trade  to  another 
Tlie  ultimate  effeot  upon  the  trade  of  the  country  is 
that  in  one  case  the  money  has  been  usefully  ex- 
pended, beneficially  to  health,  and  in  the  other  case 
it  has  been  expected  in  a way  which  may  he  enjoyable 
but  is  not  beneficial.  ( Paragraph  10  read.) 

6771.  Professor  Mali:  Would  your  view  with  re- 

gard to  the  Capital  Levy  he  affected  by  the  possibility 
of  a fall  in  prices  in  the  future? — No,  as  regards  the 
Capital  Levy  it  would  not  be.  For  the  purpose  of 
repayment  of  debt  supposing  we  foresaw  a gigantic 
fall,  we  might  submit  to  the  inconvenience  of  high 
taxes  in  order  to  anticipate  it,  but  I would  not  have 
a Capital  Levy,  because  I think  that  it  is  a bad  form 
of  tax. 

6772.  You  would  agree  perhaps  that  great  efforts 
should  he  made  to  pay  off  the  debt  if  prices  were 
likely  to  fall  rapidly? — Tf  the  fall  were  going  to  be 
such  that  you  were  going  to  be  burdened  very 
heavily,  I agree  it  would  be  desirable  to  pay  off  as 
much  as  you  could.  But  even  then  I would  not  have 
a Capital  Levy  to  do  it.  I would  regard  that  as  a 
clumsy  form  of  raising  money.  ( Paragraphs  11  and 
12  read.) 

■6773.  Mr.  Lees-Smith : On  your  point  that  an  in- 
superable difficulty  in  working  a Capital  Levy  is  the 
question  of  valuation,  have  you  taken  into  account 
the  fact  that  this  same  difficulty  had  to  be  met  by  the 
War  Wealth  Committee  in  the  proposal  to  tax  wealth 
made  out  of  the  War?  In  that  case  the  Inland 
Revenue  reported  that  it  was  practicable  not  only  to 
value  the  wealth  at  the  moment,  but  to  make  a 
valuation  of  that  same  -wealth  as  it  was  before  the 
War;  that  is  to  say,  to  have  a double  valuation? — 
Yes. 

6774.  Have  you  taken  that  into  account  when  you 
say  the  difficulties  would  be  insuperable? — I have.  I 
think  they  were  wrong. 

6775.  Mr.  Bell : Were  they  not  very  clearly  wrong 
and  have  not  events  proved  it? — Yes. 

6776.  Any  valuation  at  that  time  would  have  been 
perfectly  absurd? — Yes. 

6777.  Sir  Josiah  Stamp:  May  I put  it  to  you  that 
even  if  they  had  been  right — as  I believe  they  were — 
the  answer  that  they  gave  was  not  relevant  to  this 
particular  question? — No,  it  was  not  relevant  to  this. 

6/78.  What  they  were  doing  was  comparing  two 
valuations  and  getting  the  difference? — Yes. 

6779.  If  you  had  an  under-estimate  or  an  over- 
estimate of  the  life  of  a mine  and  you  had  that  same 
error  in  both  your  items,  whatever  the  error  was, 
your  difference  was  the  same? — Yes. 

6780.  It  was  the  difference  that  was  the  point  in  the 
case  of  that  Committee? — Yes. 

6781.  It  was  a very  different  thing  from  getting 
an  absolute  valuation  at  the  time? — Yes,  and  I do  not 
think  they  could  then  have  done  it. 

6782.  Apr.  Lees-Smith:  As  a matter  of. fact  they  did 
not  qualify  their  assertion  by  any  such  qualification 
as  Sir  Josiah  Stamp  has  introduced.  They  merely 
stated  their  capacity  and  willingness  to  make  an 
absolute  valuation  in  both  cases.  Sir  Josiah  Stamp  : 

I think  you  will  find,  if  you  read  the  evidence,  that 
it  was  directed  to  the  practicability  of  that  particular 
valuation.  ( Chairman ) : Now  the  next  paragraph 
( Paragraphs  13  and  14  read). 

6783.  Sir  Josiah  Stamp  : It  is  sometimes  put  to  us 
that  all  that  a Capital  Levy  really  means  is  that  you 
have  to  imagine  that  the  individual  coming  under  the 
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levy  dies  on  that  day.  Your  answer  to  that  would  he 
that  you  cannot  carry  that  out  in  practice?— He  does 
not  die.  When  you  are  dealing  with  a dead  man,  it 
is  his  legal  representatives  who  deal  with  an  estate, 
and  all  information  is  readily  given  because  probate 
cannot  he  taken  out  until  the  requirements  of  the 
State  are  satisfied;  the  estate  is  closed.  When  you 
are  dealing  with  a living  person  you  have  to  get  your 
information  from  him  and  you  cannot  close  down  his 
business  until  lie  has  given  you  the  information. 
You  have  to  accept  his  information.  Now,  he  is  not 
in  a position  to  give  it. 

6784.  Sir  William,  McLintock:  There  are  a great 
many  cases  of  hardship  arising  even  in  the  valuation 
for  Death  Duties? — Cases  of  very  great  hardship. 

6786.  I had  one  case  within  the  last  six  months 
where  we  had  to  agree  a value;  it  was  15s.  for  an 
ordinary  share,  hut  we  cannot  give  them  away  to-day? 

— Yes. 

6786.  Sir  Alan  Anderson : Your  point  is  that  he  is 
not  only  not  dead,  but  he  is  kicking  violently? — Yes, 
that  is  so. 

6787.  Sir  William  McLintock : Take  the  case  of 
stocks  and  shares  at  a time  when  a Capital  Levy  is 
seriously  contemplated.  What  would  he  the  effect  on 
all  those  values?  Every  one  would  be  wishful  to  he 
prepared  for  the  day  and  would  he  offering  stocks 
and  shares? — I assume  if  there  was  a Capital  Levy, 
in  order  to  meet  the  impossibility  of  finding  a market 
for  the  stocks  and  shares,  the  State  would  very  early 
say  that  it  would  take  stocks  and  shares  in  proportion 
to  the  person’s  wealth.  Suppose  a man  held  £100,000 
of  shares  in  a company,  if  he  had  to  pay  20  per  cent, 
duty  they  would  he  content  to  take  £20,000  of  those 
shares.  But  that,  of  course,  does  not  get  rid  of  the 
need  for  valuing  the  shares.  Although  those  shares 
may  he  quoted  on  the  Stock  Exchange  at  3s.  6d.  a 
share,  that  very  likely  is  not  their  value.  If  you 
were  to  examine  into  what  happened  you  might  find 
that  there  had  been  dealings  in  five  or  ten  shares  in 
the  course  of  the  last  two  or  three  weeks,  and  that 
3s.  6d.  was  the  last  marking.  That  was  the  price 
given,  but  if  you  were  to  try  to  buy  or  sell  20,000 
of  those  shares  the  price  might  be  10s.  or  Is. 

6788.  Sir  Josiah  Stamp:  Supposing  you  were 
Chancellor  of  the  Exchequer  and  people  came  to  you 
and  said:  “ You  have  adopted  a system  of. valuation 
and  the  value  of  these  particular  shares  is  £1,000, 
hut  when  in  order  to  pay  the  duty  we  came  to  market 
them  we  only  got  £600,”  would  you  as  Chancellor  of 
the  Exchequer  revise  the  valuation? — If  you  are  to  he 
fair  as  between  different  classes  of  taxpayers  you 
must  reopen  it;  hut  how  can  you  reopen  it?  You 
would  never  he  at  the  end  of  it.  Nobody  would  ever 
know  where  he  was  and  what  his  ultimate  liability 
was  or  whether  he  had  ever  discharged  it. 

6789.  Sir  William  McLintock  : Would  it  not  mean 
that  you  would  have  to  throw  overboard  all  Stock 
Exchange  valuations  for  industrial  concerns,  and  go 
hack  to  the  business  itself  and  make  a separate  valu- 
ation of  all  its  assets? — And  of  course  if  you  do,  that 
would  be  monstrously  unfair  upon  the  owner  of  War 
Loan,  a man  who  perhaps  had  put  all  his  fortune 
into  War  Loan  in  order  to  assist  his  country ; he 
would  he  paying  in  full.  ( Paragraphs  15,  16  and  17 
read.) 

6790.  Mrs.  Wootton  : On  paragraph  16,  some  of  the 
estimates  of  the  net  annual  saving  that  you  would  get 
from  a Capital  Levy  of  £3,000,000,000  range  about 
£50,000,000  a year;  that  I think  is  about  the  present 
yield  of  Is.  on  the  Income  Tax?— Yes,  roughly  about 
that. 

6791.  Would  you  give  us  your  view  as  to  how  you 
would  compare,  from  the  point  of  view  of  equity,  a 
Capital  Levy  of  £3,000,000,000— assuming  you  got 
£50,000,000  net  saving  from  it — and  an  additional 
Is.  on  the  Income  Tax?  These  are  two  alternative 
methods  of  getting  £50,000,000  a year.  One  is  the 
Capital  Levy  and  the  other  is  an  extra  Income  Tax. 
Supposing  we  decided  that  we  must  have  another 
£50,000,000  a year,  how  would  you  do  it?  From 
the  point  of  view  of  the  welfare  of  the  country  liow 


would  you  look  at  it? — From  the  point  of  view  of 
the  welfare  of  the  country  I have  stated  my  argu- 
ment in  the  first  part  of  my  paper.  If  I were  a 
professional  man  earning  £10,000  a year  with  a con- 
siderable goodwill  such  as  a doctor  or  a barrister 
may  have,  and  paid  nothing  to  the  levy,  I should  be 
strongly  in  favour  no  doubt  of  getting  a reduction 
of  Is.  on  the  Income  Tax  and  contributing  nothing 
towards  the  Capital  Levy.  If,  on  the  other  hand, 

I were  a manufacturer  or  a merchant  making  a small 
return  on  a considerable  capital  and  I had  to  con- 
tribute 20  or  30  per  cent,  of  my  capital  in  order  to 
get-  a reduction  of  Is.  in  Income  Tax  I should  say 
it  would  he  very  bad.  As  regards  the  effect  on  the 
business  of  the  country  I have  stated  my  answers 
in  my  paper. 

6792.  I do  not  think  that  quite  answers  my  ques- 
tion ; I wiill  put  it  again.  Suppose  we  assume  that 
the  Committee  decides  that  it  is  desirable  to  have 
an  extra  £50,000,000  a year  for  debt  repayment,  we 
have  to  get  that  in  one  form  or  another.  You  would 
have  the  two  alternative  methods  of  adding 
£50,000,000  a year  to  our  net  revenue.  One  way 
would  be  to  impose  an  extra  Is.  on  the  Income  Tax? — 

I thought  you  said  to  relieve  taxation  by  paying  oil 
debt. 

'6793.  No.  Supposing  we  determined  to  get  our 
extra  £50,000,000  I want  to  know  how  you  would 
view  those  two  alternative  methods  of  getting  it?— 
Whether  I would  do  it  by  a Capital  Levy  or  Income 
Tax?  I would  do  it  by  Income  Tax. 

6794.  You  think  that  more  equitable? — Certainly 
by  Income  Tax,  but  I think  I say  that  all  the  way 
through. 

6795.  The  assumption  is  not  made  in  your  evidence; 
you  had  not  assumed  the  position  that  we  want  the' 
extra  £50,000,000? — I think  I do  say  that.  I say  in 
paragraph  15  : “ From  the  point  of  view  of  equity 
to  the  individual  taxpayer  on  the  ground  of  ability 
to  pay,  the  existing  Income  Tax  is  in  my  opinion 
greatly  superior  to  a Capital  Levy.”  I think  I go 
on  to  deal  with  the  general  principle  of  Income  Tax 
based  upon  a known  income  as  superior  to  a tax 
like  that  based  upon  a valuation. 

6796.  Sir  William  McLintock  : Are  you  in  favour 
of  a special  tax  being  imposed  to  provide  this  specific 
amount  of  £50,000,000? — No,  certainly  not. 

6797.  Sir  , Josiah  Stamp  : You  are  not  an  apostle 
of  the  £50,000,000  at  all,  are  you? — I am  not  an 
apostle  of  the  existing  £50,000,000,  much  less  of  an 
extra  £50,000,000. 

6798.  That  is  the  worst  of  accepting  assumptions? — 
Yes.  I accept  no  such  assumption.  I am  not  in 
favour  of  the  existing  £50,000,000. 

6799.  Mrs.  Wootton : I only  put  that  forward  as  an 
assumption ; I wanted  your  views  if  those  were  the 
conditions? — If  you  wanted  to  get  additional  revenue 
for  any  purpose,  Income  Tax  is  the  best  method,  in 
my  judgment;  it  is  superior  to  a Capital  Levy.  R 
would  be  obtained  with  less  friction  and  with  more 
certainty. 

6800.  Sir  William  McLintock : And  the  machinery 
is  there  to  do  it? — The  machinery  is  there  to  do  it. 

6801.  Mr.  Bell:  And  it  is  more  equitable?— And 

more  equitable,  and  if  you  want  to  tax  particular 
people,  owners  of  property,  for  instance,  rather  than 
professional  persons,  again  you  can  do  it  by  a dis- 
criminating Income  Tax,  using  the  existing 
machinery.  Capital  Levy  appears  to  me  to  have 
other  disadvantages.  ( Paragraphs  18  to  26  read.) 

6802.  Mr.  Bell : In  paragraph  25  are  you  speaking 
merely  of  the  inflation  of  currency? — Any  inflation. 

6803.  Do  you  not  take  the  view  that  these  grea 
issues  of  War  securities  were  an  inflation?  r®8) 
but  they  were  inflation  caused  by  loans  from  ie 
Bank  of  England. 

6804.  Then  would  cutting  them  down  be  de.  a^ 
tion? — You  could  not  cut  them  down  without  repaying 
loans  to  the  Bank  of  England.  I am  only  cea  inr 
here  with  how  deflation  is  effected.  Inflation 


MINUTES  OF  EVIDENCE. 


491 


31  March,  1925.]  The  Right  Hon.  Reginald  McKenna. 


[Continued. 


effected  by  loans  from  the  Bank  of  England;  deflation 
is  effected  by  paying  them  off. 

6805.  Is  there  not  a great  deflationary  effect  in 
taking  £30,000  by  way  of  levy  from  a man  who  has 
got  £100,000  of  \V  ar  Loan,  which  he  is  employing  as 

collateral  in  his  business  and  in  other  ways? No 

there  is  no  inflation  or  deflation  in  that.  Inflation 
and  deflation  arise  by  the  action  of  the  Bank  of 
England. 

6806.  I know  your  thesis;  I agree  about  that.  I am 
only  saying,  that,  in  the  general  view  of  many  people 
a great  deflationary  effect  would  be  caused  by  taking 
from  a man,  who  has  £100,000  of  War  Loan  which  he 
is  using  in  business,  £30,000  of  it  for  a levy.  Is  not 
that  deflation?— In  my  understanding  of  the  words 
“ deflation  ” and  “ inflation  ” it  would  not  be 
deflation. 


6807.  S'L'i  tJ o stall  Stamp : Would,  "there  be  a 

reduced  basis  of  credit  in  the  hands  of  individuals? — 
Not  necessarily.  There  might  or  might  not  be. 

6808.  Mr.  Hell : Surely  there  would.  Supposing 

the  Government  take  from  me  £30,000  out  of  my 
£100,000  of  War  Loan  and  destroy  it,  is  not  my 
power  to  spend  and  to  work  deflated?— No,  not  de- 
flated. 

6809.  Surely?— Why?  You  are  a creditor  and  the 

Government  is  a debtor.  You  have  let  the  Govern- 
ment off  their  debt.  Where  is  the  deflation?  Let  us 
get  rid  of  the  notion  of  the  Government.  If  you  owe 
me  £100  and  I say  to  you:  “I  will  let  you  off,” 

there  is  no  deflation  or  inflation. 

6810.  But  I do  not  owe  you  £100.  1 do  not  owe  the 

Government  anything.  The  Government  suddenly 
comes  down  upon  me? — The  Government  owes  you 
You  have  your  War  Loan,  that  is  to  say  the  Govern- 
ment owes  you  £100,  and  we  will  suppose  they  take  it 
from  you,  or  you  voluntarily  say  to  the  Government : 

“ I will  let  you  off  that  debt,”  would  that  be  inflation 
or  deflation  ? 

6811.  Yes;  to  that  extent  my  income  would  be 
less.— But  the  Government  would  be  so  much  better 
off.  It  is  only  a transfer  as  between  a debtor  and  a 
creditor.  Leave  out  the  Government  and  take  any 
creditor  and  debtor;  it  does  not  matter  whether  it 
is  the  Government  and  the  taxpayer,  or  who  it  may 
te.  lake  it  as  a relation  between  any  two  persons 
°“e,1a  creditor  and  the  other  a debtor.  A cancellation 
of  that  debt  cannot  be  inflation  or  deflation. 

6812.  You  are  putting  the  problem  wrongly  The 
Government  owes  me  and  has  expressed  in  a certifi- 

fiTpnmr?1 ' rf  Tum  °f  m°ney’  which  1 putting  at 
f mm  On  that  £100,000  I am  able  to  borrow 
om  banks  and  trade  upon  the  money  so  raised.  If 
you  take  that  from  me— the  debt  which  you  owe  to  me 
-by  an  arbitrary  act  of  the  Capita]  Levy,  I have 
much  less  power  to  carry  on  business  in  future,  and 
tojhat  extent  there  is  deflation  ?- Yes,  you  have  less 
power  to  carry  on  business. 

inS  “ 311  1 want?  No,  it  is  not.  The 

m2 f“lrzz«jmy  “ b"“  d0“  - 

are  merely  a very  narrow  mean- 

7b  °f  the  'TOrd  “ deflation  ” ? — I am  taking  the 
oi  dm  ary  meaning  of  the  word. 

rpTn^V±i?  ^os^a^1  Stamp:  Is  not  the  reconciliation 

‘ y *wo  aspects  of  inflation  and  deflation  that 
nW  h deflationary  action  as  Mr.  Bell  is  talking 
about  cannot  have  its  full  effect  until  it  has  had  its 
nf  Ti\,  T i W,ay  tbafc  you  indicate  through  the  Bank 
„„  . g a“d~tIlat  two  things  are  inevitable ; they 

oecesS  '?7NOL  in  “y  °piniM  they  do  not 

ecessai  i ]y  g0  together. 

jf6Mr ' y°U  followed  the  suggestions  and  articles 
Mi.  Paine  on  this  point?— I have  not. 

Vje6£7;  He  takes  a very  extreme  view.  He  took  the 
be  deflarr6  I1™,®  that  the  whole  £3,000,000,000  would 
tiontlin+  *#•’  mi(^er  ^ie  pressure  of  cross-examina- 
question  /Swi  has  been  reduced  and  it  is  now  a 
£1'000>°00>000  of  ;t  -Wid  he  de- 
. > but  I think  he  would  agree  that  its  final 
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effect  would  be  through  loans  of  the  Bank  of  England. 

That  is  all  it  can  he.  You  cannot  get  inflation  or 
deflation  except  through  the  Bank  of  England. 

6818.  It  will  show  itself  there? — It  will  show  itself 
there,  and  that  is  the  only  point  where  it  does. 

6819.  Mr.  Bell:  But  my  point  is  that  there  is  a 
real  deflationary  influence  upon  me  and  my  spending 
power  in  this  way,  and  my  capacity  to  borrow  for  the 
purpose  of  my  trade,  when  you  take  from  me  part 
o-f  my  £100,000  of  securities  and  cancel  it? — The 
State  owes  you  £100,000,  forcibly  cancels  £20,000 
of  that  debt  and  then  owes  you  only  £80,000.  But 
the  State  thereby  has  relieved  the'  individual  tax- 
payers of  the  liability  to  find  £20,000.  They  were 
your  debtors  to  the  amount  of  £100,000,  and  they 
are  no  longer  your  debtors  to  £100,000;  they  are 
only  your  debtors  to  £80,000.  Whatever  you  have 
suffered,  they  have  gained. 

6820.  I am  not  talking  about  the  other  fellow;  r 
am  talking,  about  myself.— But  we  are  not  dealing 
with  inflation  and  deflation  as  applied  to  the  in- 
dividual. 

. ' But  I am?  But  there  is  no  such  thing  as 

individual  inflation  and  deflation. 

6822.  Professor  Kail:  Is  there  not  a difference 

between  the  contraction  of  the  power  of  the 
individual  to  borrow,  and  deflation?  Deflation  is 
general;  the  power  to  borrow  is  individual? .Cer- 

tainly. Yon  have  a condition  of  inflation  in  your 
currency  and  general  credit  when  the  value  of  the 
currency  is  depreciated  and  the  volume  of  your 
general  credit  is  increased.  The  fact  that  an  in- 
dividual has  got  less  power  to  do  trade  and  somebody 
else  has  got  a correspondingly  increased  power,  is  not 
the  same  thing. 

6823.  Sir  Josiah  Stamp : Who  has  an  increased 
power? — The  State  as  a whole,  the  individual  tax- 
payer. 

6824.  But  no  individual  taxpayer  can  come  to  the 

bank  and  say:  “I  want  an  advance;  I have  no 

scrip,  but  I have  less  tax-paying  to  do  than  I had.” 
Nor  could  another  man  say:  “I  am  sorry,  but  I have 
less  collateral,”  and  then  borrow  as  before? — You  are 
in  the  same  difliculty  that  Mr.  Lees-Smith  is.  He 
desired  a quantitative  explanation  of  these  things. 
It  happens  all  the  same ; your  taxnavers  are  relieved 
of  Is.  in  the  £ Income  Tax  and  they  will  collec- 
tively have  more  power  of  borrowing  from  the  banks 
though  I cannot  put  my  finger  on  A.B.  and  say  that 
he  borrows  more. 

6825.  Your  right  answer  then  with  regard  to  the 
man  who  has  restricted  collateral  is  that  it  is  quite 
true  that  the  lending  to  that  man  may  be  less,  but 
the  general  lending  to  other  people  who  have  less 
taxes  to  pay  will  he  more? — Yes. 

6826.  It  seems  to  me  that  must  depend  on  the 
practice  of  hanking— whether  in  fact  they  would 
lend  more.  We  can  see  on  the  one  hand  they  would 
lend  less ; hut  they  in  fact  will  not  lend  more  to  the 
general  community  because  they  are  paying  less  tax? 
— The  banks  can  always  lend  all  the  money  they 
have  got,  and  a good  deal  more.  They  have  no  diffi- 
culty at.  all  in  lending.  The  limitation  to  then- 
lending  is  their  proportionate  cash  reserves.  The 
amount  of  their  cash  reserves  depends  upon  the  Bank 
of  England,  and  if.  the  Bank  of  England  increases 
the  amount  of  money,  banks  lend  more ; if  the  Bank 
of  England  reduces  the  amount  of  money,  hanks 
lend  less. 

6827.  Mr.  Bell:  Let  ns  get  at  this  question  of 

deflation  and  inflation.  Deflation  I take  to  he  a 
reduction  of  trading  capacity.  Do  you  rule  that 
out  as  a wrong  definition  of  deflation?— I regard 
deflation  as  a diminution  of  the  quantity  of  spend- 
able money,  assuming  that  the  amount  of  goods 
available  for  sale  remains  constant. 

6828.  Sir  .Josiah  Stamp:  Money  includes  bank 

credit ? — Money  includes  bank  credit.  Deflation  is 
a reduction  in  the  quantity  of  spendable  money: 
inflation  is  an  increase  in  the  quantity  of  spendable 
money.  Deflation  lowers  prices;  inflation  increases 
prices. 
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6829.  Mr.  Bell : Then  you  have  deflated  my  powers 
in  both  those  things  if  you  take  away  from  me  my 
capital. — The  individual  power  of  spending;  but  I 
am  dealing  with  the  total 

6830.  I am  dealing  with  the  individual? — You  can- 
not speak  of  an  individual  having  deflated  power. 

6831.  I think  you  can? — I should  prefer  to  call  it 
a reduced  power;  otherwise  we  get  confusion  in  the 
language  we  use. 

6832.  I quite  agree,  as  long  as  we  mean  the  same 
thing;  but  there  would  be  a reduction  comparable 
at  all  events  to  a deflationary  effect  if  you  take  from 
me  any  of  my  capital? — No,  there  would  be  no 
deflationary  effect.  You  as  an  individual  would 
have  a reduced  power  of  spending,  but  the  rest  of 
the  community  would  have  an  increased  power  of 
spending,  and  the  total  amount  of  spending  power 
would  remain  constant. 

6833.  Sir  Josiah  Stamp : I suggest  to  you  there  is 
a very  important  difference  of  quality,  of  lag  of  time. 
The  first  thing  that  would  happen  would  be  that  an 
instruction  would  go  out  to  all  the  bank  managers 
to  revise  their  loans  on  collateral.  From  the  point 
of  view  of  large  taxpayers,  there  would  be  an  imme- 
diate reduction  of  the  amount  that  could  be  lent  to 
a considerable  number  of  people.  That  would  mean 
that  the  banks  would  have  a less  amount  to  lend 
out,  and  the  demands  on  the  Bank  of  England  would 
be  smaller? — No. 


6834.  The  power  to  lend  more  to  the  general  tax- 
payer is  a thing  that  would  only  gradually  manifest 
itself? — No.  What  would  happen  would  be  this.  If 
the  banks  wished  to  reduce  their  loans,  they  could 
not  call  them  up  immediately ; they  would  mark  down 
the  various  people  whose  collateral  was  going  to  be 
reduced,  and  as  those  accounts  were  diminished  they 
would  keep  them  to  the  reduced  limits.  But  the 
banks  would  immediately  use  their  money  either  by 
buying  bills  on  the  market  or  by  investment.  They 
would  not  keep  their  money  idle  because  they  were 
not  lending  it  to  people  who  paid  the  Capital  Levy. 

6835.  Mr.  Bell : It  is  a mere  definition  of  the  word 
“ deflation.”  If  a great  accepting  house  had  a very 
large  amount  of  its  capital  taken  from  it  by  means 
of  a levy  and  therefore  would  accept  much  less  largely 
because  the  firm  felt  they  ought  not  to  accept  as 
largely  with  a reduced  capital  as  they  did  with  a 
larger  capital,  would  you  not  call  that  deflationary? — 
No.  That  firm  would  be  doing  less  business,  but 
whether  it  resulted  in  inflation  or  deflation  would 
depend  upon  other  matters. 

6836.  You  are  thinking  of  the  currency? — Yes,  that 
is  one  of  the  elements. 

6837.  I quite  accept  your  use  of  the  word,  but  in 
the  sense  that  I mean,  there  would  be  a great  restric- 
tion?— 'In  that  form,  yes. 

Chairman:  Thank  you  very  much. 


(The  Witness  withdrew).) 
(Adjourned  for  a short  time.) 


Dr.  Hugh  Dalton,  M.P.  (Sir  Ernest  Cassel  Reader  in  Commerce  in  the  University  of  London)  called  and 

examined. 

Evidence-in-chiee  handed  in  by  Dr.  Dalton  (in  reply  to  the  Committee’s  questions  regarding  a Capital 

Levy,  printed  on  page  683). 


Answer  to  Question  1 (as  to  the  case  for  a large 
and  early  repayment  of  debt,  and  method  sug- 
gested). 

1.  In  my  previous  evidence  to  the  Committee  1 
have  stated  my  opinion  regarding  the  evil  effects  of 
the  National  Debt  and  the  reasons  why  I favour  the 
rapid  clearance  of  a large  part  of  this  burden.  I 
consider  that  a Capital  Levy  is  the  best  instrument 
available  for  effecting  such  a clearance.  The  risk  of 
a fall  in  prices,  which  would  increase  the  real  burden 
of  the  debt,  is  an  additional  argument  for  the  levy. 
Neither  I,  nor  anyone  else,  can  accurately  estimate 
this  risk,  but  there  can  be  no  doubt  that  it  exists. 
If  a sufficient  number  of  rich  men  and  institutions 
would  follow  Mr.  Baldwin’s  war-time  example  and 
voluntarily  surrender  a large  part  of  their  wealth  for 
debt  redemption,  the  need  for  a compulsory  levy  would 
disappear.  But  I regret  to  observe  no  signs,  as  yet, 
of  such  a spirit  of  voluntary  renunciation. 

Answer  to  Question  2 (as  to  form  of  levy). 

2.  (Section  1). — The  suggestions  made  by  the 
Labour  Party  appear  to  me  to  fall  into  two  classes. 
Some  are  of  the  essence  of  any  successful  scheme. 
Others  are  tentative  and  open  to  amendment  in 
detail. 

(a)  I regard  this  as  an  essential  condition. 

(b)  A valuation  of  “ brain  capital  ” seems  im- 

practicable, but  there  is  a good  deal  to  be 
said,  from  the  point  of  view  of  equity,  for 
an  additional  tax,  for  a term  of  years,  on 
large  earned  incomes.  The  proceeds  of 
such  a tax  should  be  earmarked,  like  the 
levy,  for  debt  reduction. 

(c)  I attach  considerable  importance,  on  ad- 

ministrative grounds,  to  an  exemption 
limit  of  £5,000,  or  thereabouts,  but  I have 
quite  an  open  mind  as  to  the  detailed 
graduation  of  the  scale  above  this  point. 


(d)  T should  regard  a gross  yield  of  £2,000,000,000 
as  the  minimum  for  which  it  would  be 
worth  while  to  impose  the  levy,  and  I doubt 
whether  it  would  be  practical  politics  to 
aim  higher  than  about  £4,000,000,000.  I 
should  be  fairly  well  content  with 
£3,000,000,000,  but  should  be  glad,  in  the 
public  interest,  to  obtain  more. 

(«)  I think  both  alternatives  should  be  left  open, 
though  I should  favour  applying  the 
greater  part  of  the  saving  to  tax  reduction. 

3.  (Section  2)  (as  to  reduction  of  Sinking  Fund 
after  levy) — I should  he  prepared  to  suspend  the 
Sinking  Fund  altogether  for  the  first  few  years  after 
the  imposition  of  the  levy.  But  the  clearance  of  the 
residue  of  the  debt  within  a reasonable  time  is  the 
best  guarantee  against  a demand  for  the  repetition 
of  the  levy  and  I should  favour  the  creation  of  a fully 
cumulative  Sinking  Fund  for  this  purpose.  Such  a 
Sinking  Fund  might,  perhaps,  reasonably  start  at  a 
lower  initial  figure  than  £50,000,000.  But  this  figure 
should  depend  upon  the  magnitude  of  the  debt  still 
outstanding. 

4.  (Section  3)  (as  to  changes  in  taxation  after 
levy) — A reduction  of  Income  Tax  and  food  taxes. 

Answer  to  Question  3 (as  to  equity,  etc.,  of  levy  as 
compared  with  income  taxation). 

5.  The  main  argument  from  equity  turns  on  the 
fact  that  those  who  fought  in  the  War  are  now 
heavily  taxed  to  provide  interest  for  those  who  stayed 
at  home  and,  in  many  cases,  made  large  fortunes  out 
of  the  war-time  necessities  of  their  country.  I share 
the  opinion,  which  is  widely  held,  that  this  is  grossly 
inequitable'.  One  of  the  chief  advantages  of  the 
Capital  Levy,  from  the  point  of  view  of  equity,  is 
that  the  greater  part  of  it  would  be  paid  by  elderly 
men,  who  did  not  fight  in  the  War  hut  were  richer 
at  the  end  of  it  than  at  the  beginning, 
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Answer  to  Question  4 (as  to  guarantee  against 
repetition,  etc.). 

6.  It  would  undoubtedly  have  been  better,  if  a 
Capital  Levy  had  been  imposed  immediately  after  the 
Armistice.  (It  would  have  been  better  still  if  the 
War  had  been  financed  more  by  taxation  and  less  by 
loans  and  inflation).  But  the  case  for  the  levy  de- 
pends on  the  magnitude  of  the  debt,  and  since  the 
lapse  of  time  has  not  markedly  diminished  the  debt, 
it  has  not  markedly  weakened  the  case  for  the  levy. 
As  stated  above,  the  best  guarantee  against  repetition 
is  the  rapid  reduction  of  the  debt.  The  present 
generation  of  politicians  can  pledge  themselves  against 
repetition  and,  if  a levy  of  reasonably  drastic  dimen- 
sions is  agreed  to,  should  do  so.  But  they  cannot 
pledge  their  successors,  or  the  public  generally. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry) . 

7.  If  all  men,  including  newspaper  proprietors, 
were  both  clear-headed  and  publio  spirited,  and  if  the 
detailed  provisions  of  the  levy  were  such  as  to  prevent 
hardship  and  financial  embarrassment  in  abnormal 
cases  (e.g.,  oases  where  practically  the  whole  of  a 
man’s  capital  was  locked  up  in  a private  business), 
I believe  that  the  immediate  effects  of  the  levy  on  trade 
would  be  very  slight  and  the  subsequent  effects,  when 
account  is  taken  of  reduced  taxation,  &o.,  distinctly 
beneficial.  If,  however,  we  are  to  assume  that 
irrational  panic  will  arise,  either  from  widespread 
ignorance  among  those  affected  or  from  deliberate 
press  campaigns  engineered  by  ill-disposed  persons, 
the  immediate  effects  may  be  somewhat  damaging, 
though  the  subsequent  effects,  when  the  panic  has 
spent  itself,  will  remain  beneficial,  it  is  not  to  he 
inferred  that  those  who  support  the  levy  should  capi- 
tulate before  the  threat  of  panic  or  of  organised  oppo- 
sition, but  rather  that  they  should  aim  at  the  better 
education  of  public  opinion  and  the  conversion  of 
opponents. 

8.  In  view  of  the  tendency  to  cyclical  fluctuations 
of  trade,  which  are  due  in  part  to  sucoessive  waves 
of  miscalculation  among  business  men,  who  alternate 
between  excessive  hopefulness  and  excessive  gloom, 
there  is  a strong  case  for  imposing  the  levy  in  the 
earlier  stages  of  a trade  boom.  It  would  thus  act  as 
a curb  upon  the  boom  and,  by  preventing  it  from 
going  too  far,  would  mitigate  the  severity  of  the  en- 
suing slump.  This  argument  suggests  that  an  excel- 
lent occasion  was  missed  shortly  after  the  Armistice 
and  that  another  excellent  occasion  may  soon  arise. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that  under 
high  annual  taxation). 

9.  Assuming  general  reasonableness,  friction  and 
dislocation  as  a result  of  the  levy  need  only  be  slight 
and,  even  assuming  unreasonableness,  would  be  tran- 
sitory. But  “ friction  and  dislocation  ” is  not  a 
phrase  which  adequately  describes  the  evil  effects  of 
annua]  taxation. 

Answer  to  Question  7 (as  to  effects  on  employment). 

10.  Assuming  that  steps  are  taken  to  safeguard 
private  businesses  from  sudden  shock  and  to  prevent 
a sharp  fall  in  the  price  level,  the  immediate  effect  of 
the  levy  on  employment  should  be  negligible.  If  its 
imposition  was  well  timed  in  relation  to  the  trade 
cycle  (see  answer  to  Question  5),  it  would  steady  trade 
and,  therefore,  reduce  the  average  of  unemployment 
ever  a period  of  years. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

11.  Broadly,  it  would  lessen  inequality.  But  much 
spends  upon  the  scale  of  graduation  of  the  levy  and 
!e  subsequent  reductions  in  taxation,  and  increases, 

any,  in  social  expenditure. 
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Answer  to  Question  9 (as  to  effects  on  future 
savings). 

12.  I do  not  attach  much  weight  to  the  suggestion 
that,  after  a levy,  saving  would  be  checked  by  the 
fear  of  its  repetition.  The  fear  of  repetition  would 
not,  I think,  be  so  strong  as  the  fear  of  imposition 
is  now. 

13.  I am  in  general  agreement  with  the  following 
statement  by  Mr.  W.  L.  Hichens  (Observer,  February 
8th,  1920):  — 

“ The  fear  that  a Capital  Levy  would  dis- 
courage saving  is,  in  my  view,  unwarranted.  I 
believe  it  would  have  precisely  the  opposite  effect. 
A high  Income  Tax  does  far  more,  in  my  opinion, 
to  discourage  saving,  than  any  other  form  of  taxa- 
tion. One  continually  hears  it  said  that  it  is  not 
worth  while  saving  when  half  the  interest  goes 
in  taxation,  and  that  it  is  better,  in  such  circum- 
stances, to  spend  one’s  money  on  a diamond  neck- 
lace or  some  other  form  of  luxury.  If  as  a result 
of  a Capital  Levy  the  Income  Tax  should  be 
reduced,  the  inducement  to  save  would,  I think, 
be  increased.” 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

14.  Beneficial.  The  supply  of  gilt-edged  securities 
being  reduced,  their  price  would  tend  to  rise. 

Answer  to  Question  11  (as  to  effects  on  sale  of  securi- 
ties). 

15.  No.  Even  if  the  levy  was  paid  mainly  in  cash, 
the  demand  of  those  paid  off  would  balance  the  offer 
of  those  realising.  I contemplate,  however,  that  the 
bulk  of  the  payments  would  be  made  by  handing  over 
securities,  without  the  necessity  for  their  sale. 

Answer  to  Question  12  (as  to  extent  of  deflation  in- 
volved by  levy). 

16.  1 take  “ deflation  ” to  mean  a reduction  in  the 
general  price  level  owing  to  monetary  influences.  If 
the  levy  tended  to  cause  deflation,  such  a tendency 
could  be  checked  by  introducing  a corresponding 
degree  of  inflation.  To  determine  whether,  in  fact, 
there  would  he  any  tendency  towards  deflation,  we 
must  make  some  assumption  as  to  monetary  policy. 
Under  a gold  standard,  our  price  level  would  be  linked 
to  that  of  the  United  States  and  a fall  in  prices  here 
would  he  automatically  checked  by  a favourable  move- 
ment of  the  New  York  exchange  and  an  inflow  of 
gold.  Under  a managed  paper  standard,  aiming  at 
stability  of  prices,  the  check  to  a fall  in  prices  would 
be  in  our  own  hands,  without  reference  to  America. 
The  psychological  effect  of  a levy,  if  imposed  in  the 
early  stages  of  a trade  boom,  would  be,  not  so  much  to 
cause  deflation,  as  to  prevent  inflation. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

17.  Even  if  there  were  no  net  annual  saving,  there 
would  still  he  certain  advantages  from  the  levy.  For 

(a.)  it  would  lessen  the  risk  of  a large  increase  in 
the  real  burden  of  debt,  through  a fall  in 
prices ; 

(b)  it  would  tend  to  raise  British  credit,  and 

hence  to  facilitate  conversion  operations  by 
reducing  the  supply  of  gilt-edged  securities  ; 

(c)  it  would  lower  the  marginal  rates  of  taxation 

on  the  larger  incomes  and  estates  (since 
these,  being  diminished  in  size,  would  be 
less  heavily  taxed  even  under  the  existing 
graduated  scales),  and  hence  any  dis- 
couragement to  work  and  saving  due  to 
these  high  marginal  rates  would  he 
diminished  j 

(d)  it  would  allow  of  some  reduction  of  taxation 

through  the  temporary  suspension  of  the 
Sinking  Fund  and  its  subsequent  re-estab- 
lishment  at  a lower  figure  than  before; 
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(e)  it  would  do  something  to  satisfy  that  section 
of  public  opinion,  which  resents  the  con- 
tinued existence  of  War  debt  on  the  present 
scale. 

(/)  it  would  do  something  to  simplify  an  artificial 
situation. 

18.  In  f act,  however,  some  net  annual  saving  is 
certain,  though  its  precise  amount  is  uncertain  and 
depends  upon  the  scale  of  levy  adopted.  Assuming 
the  Labour  Party  scale,  I estimated  in  1923  (see  my 
Capital  Levy  Explained , pp.  80-85)  that  a net  annual 
saving  of  £70,000,000  a year  might  be  anticipated. 
This  estimate,  of  course,  took  no  account  of  reductions 
in  the  Sinking  Fund.  In  the  same  book  I explained 
that  all  such  estimates  by  persons  without  inside 
knowledge  must  be  tentative  and  provisional,  owing  to 
the  inadequacy  of  the  published  statistical  data. 
Appreciation  of  capital  values  and  new  saving  since 
1923  have  operated  to  raise  both  the  yield  of  the  levy, 
on  any  particular  scale,  and  also  the  net  annual 
saving  which  may  be  anticipated.  The  only  estimates 
to  which  I should  be  inclined  to  attach  much  weight 
would  be  those  prepared  by  officials  of  the  Treasury 
and  Inland  Revenue,  having  access  to  unpublished 
information  regarding  the  distribution  of  wealth,  &c. 
I assume  that  the  Committee  will  have  caused  such 
authoritative  estimates  to  be  prepared,  and  I hope 
that  several  alternative  scales  of  levy  will  have  been 
taken  into  consideration. 


Answer  to  Question  14. 

19.  (Section  a)  (as  to  methods  of  valuation). — As 
for  Estate  Duty. 

20.  (Section  b)  (as  to  finality  of  valuations). — Yes, 
But  I hope  that  all  possible  steps  would  be  taken  to 
keep  prices  steady  during  the  next  few  years  after 
the  imposition  of  the  levy. 

Uncertainty  as  to  the  date  of  death  is  part  of  the 
price  of  mortality.  In  connection  w’th  the  levy,  as 
in  connection  with  other  economic  events,  premature 
(or  post-mature)  death  will  disturb  expectations. 


21.  (Section  c)  (as  to  method  of  payment). — (1) 
(in  cash).  To  a very  small  extent,  except  where  pay- 
ment by  instalments  was  permitted ; 

(2)  (o)  and  (b)  (in  War  Loan  and  other  Stock  Ex- 
change securities).  I anticipate  that  the  great  bulk 
of  the  levy  would  be  thus  paid;  (c)  (in  other  forms) 
to  a very  small  extent. 

22.  (Section  d)  (as  to  payment  by  private  busi- 
nesses). Where  a person,  liable  to  the  levy,  had 
nearly  all  his  capital  invested  in  a private  business, 
and  had  insufficient  other  means  of  payment  (cash, 
War  Loan  or  other  acceptable  securities)  to  meet  his 
liability  promptly,  payment  by  instalments  should  be 
permitted.  Such  cases  are  shown  by  the  Inland 
Revenue  Commissioners’  classification  of  property 
liable  to  Estate  Duty  to  be  comparatively  unim- 
portant. 

23.  (Sections  e and  f)  (as  to  extent  of  payment  by 
instalments). — Payment  by  instalments  might  also 
be  permitted  to  life  tenants  under  a settlement,  where 
these  could  show  their  inability  to  meet  their  liability 
forthwith.  Generally,  if  not  universally,  liability 
should  be  based  on  initial  valuations.  If  any  subse- 
. quent  modifications  were  allowed,  they  should  be  con- 
fined within  the  narrowest  possible  limits. 

24.  (Section  g)  '(as  to  order  of  debt  repayment 
etc.). — I do  not  advocate  that  powers  should  be  taken 
compulsorily  to  redeem  debt  before  maturity.  In 
general,  repayment  of  maturing  debt,  including  Float- 
ing Debt,  should  take  priority  over  purchase  in  the 
market.  There  would,  of  course,  be  some  purchase 
in  the  market,  the  general  effect  of  which  would  be  to 
improve  the  national  credit  and  facilitate  conversion. 

Answer  to  Question  15  (additional  points). 

25.  It  is  sometimes  said  that  a levy  would  “ take 
money  earning  a high  rate  of  interest  in  industry 
and  use  it  to  pay  off  debt  at  a lower  rate  of  interest,” 
and  it  is  suggested  that  this  is  an  uneconomic  opera- 
tion. This  argument  appears  to  be  based  on  a mis- 
understanding. Some  industrial  shares  would  change 
hands,  but  this  would  not  affect  the  earning  power 
of  the  companies.  Where  payment  by  instalments  was 
permitted,  payments  would  be  made  out  of  income. 


6838:  Chairman-.  Will  you  read  your  paper,  and 
then  questions  will  be  put  on  each  paragraph  by 
members  of  the  Committee? — (Paragraph  1 read.) 

6839.  Sir  Josiah  Stamp:  Is  that  expression  of 
regret  real  regret  on  your  part? — Quite  real. 

6840.  You  would  not  really  expect  that  people  were 
going  to  surrender  part  of  their  wealth,  would  you, 
unless  everyone  else  did  the  same? — No;  I was  assum- 
ing the  possibility  of  some  kind  of  concerted  move- 
ment. It  depends  on  the  state  of  public  opinion, 
clearly. 

6841.  Chairman : Would  professional  men  have  to 
give  up  three  months  of  their  year  to  the  State? — 
You  mean  in  respect  of  my  hint  at  a voluntary  levy. 
There  again  I wanted  to  leave  it  quite  vague.  My 
feeling  simply  is  that  there  was  a chance  at  one 
time  that  Mr.  Baldwin’s  very  notable  example  would 
be  followed  on  a large  scale,  and  that  evidently  would 
have  eased  our  problem  very  much,  had  it  been  done. 
It  is  difficult  to  lay  down  precise  rules,  but  if  public 
opinion  among  wealthy  people  had  been  along  that 
line,  it  might  have  been  done. 

6842.  Sir  -J osiah  Stamp : It  is  one  thing  to  praise 
a thing  that  has  been  done  virtuously,  and  another 
thing  to  regret  that  everybody  is  not  doing  some- 
thing that  one  would  hardly  expect  would  be  done. 
It  is  the  word  “regret  ” II  am  referring  to? — I do  not 
want  you  to  read  too  much  into  the  word  “ regret.” 
I do  not  want  to  read  moral  censure  into  it  at  all. 
But  I do  literally  regret  it,  in  the  sense  that  if  it  had 
been  possible  at  the  time  when  Mr.  Baldwin  took 
the  lead,  that  other  people  should  have  followed  it, 
the  problem  we  are  dealing  with  now  would  have 
been  very  much  easier. 

6843.  If  yon  had  said  it  was  praiseworthy,  I could 
have  followed  you. — It  is  only  a question  of  emphasis. 


6844.  But  I suggest  it  savours  a little  of  cant. — I 
am  sorry  that  it  has  so  struck  you. 

6845.  Professor  Hall : How  far  do  you  think  the 
acceptance  of  a Capital  Levy  in  a good  spirit — a 
spirit  of  willingness  to  meet  the  demands  of  the 
State — would  be  likely  to  affect  the  successful  working 
out  of  the  sfclieme? — Very  greatly. 

6846.  But  you  would  not  say  that  opposition  to  a 
levy  would  be  a good  reason  for  not  adopting  it? — 
No.  I should  say  that  it  is  clearly  better  to  get 
voluntary  co-operation.  But  it  is  not  usually  accepted 
that,  if  a minority  is  opposed  to  a law  that  has  been 
passed,  that  law  should  not  be  enforced.  That  has 
never  been  a principle  of  our  public  policy,  and  I do 
not  think  it  should  be  in  respect  of  the  Capital  Levy. 

6847.  You  do  not  think  that  the  difference  of  spirit 
would  have  any  really  serious  effect  on  the  working 
out  of  the  policy  you  recommend? — I have  said  later 
that,  if  there  really  is  going  to  be  organised  opposi- 
tion, it  will  make  it  more  difficult  to  carry  out  a levy ; 
but  it  will  not,  in  my  view,  make  it  impossible  nor 
undesirable,  if  on  other  grounds  it  is  desirable. 

6848.  Mr.  Hichens  : As  a matter  of  fact,  really  big 
reforms  are  seldom  carried  out,  are  they,  unless  there 
is  a large  public  opinion  in  favour  of  them?  Would 
you  not  say  that  most  of  the  big  reforms,  for  instance, 
in  regard  to  the  franchise,  were  carried  by  the  Tory 
Party  generally? — I cannot  charge  my  memory  with 
the  details  of  the  cases.  Many  clearly  were.  The  last 
one.  in  1918,  was  carried  by  agreement  between  the 
three  parties. 

6849.  On  big  measures  like  that,  do  you  not 
generally  have  to  get  some  agreement  of  that  sort. 

I remember  that  Ilarcourt’s  Death  Duties,  which  weie 
very  important  in  the  development  of  our  public 
finance,  were  carried  by  a very  small  majority  m 
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the  House  of  Commons,  against  very  passionate 
opposition.  That  is  a closer  analogy  to  this. 

6850.  Sir  Josiah  Stamp : You  are  not  thinking  so 
much  of  the  majority  in  the  House  of  Commons,  are 
vou,  as  of  the  majority  of  public  opinion? — That  is  so. 

6851.  Mr.  Hichens : I was  merely  thinking  that  for 
an  important  measure,  if  it  were  to  be  successful,  one 
would  expect  to  get  a largely  preponderant  public 
opinion  in  favour  of  it,  because  goodwill  would  be 
required  in  working  things  out? — It  would  be  very 
greatly  facilitated  by  good  will,  but  I cannot  admit 
that  it  would  be  rendered  impossible  by  the  mere 
opposition  of  sectional  ill  will. 

6852.  Sir  Josiah  Stamp  : Would  you  draw  a parallel 
between  a levy  and  the  Land  Value  Duties?  Do  you 
regard  this  as  more  difficult  administratively  than 
the  Land  Value  Duties? — I would  hesitate  to  express 
an  opinion  upon  that,  because  I have  not  studied  in 
very  great  detail  the  administrative  problem  of  the 
Land  Value  Duties.  I did  form  the  view  that  they 
were  unduly  complicated  in  the  provisions  of  the 
1909  Finance  Act.  That  is  another  issue,  perhaps; 
but  I think  that,  if  they  had  not  been  hung  up  in  the 
Courts,  largely  as  a result  of  ambiguous  drafting, 
a lot  of  revenue  could  have  been  got  which  was  not  in 
fact  got. 

6853.  Do  you  not  think  that  any  tax,  however 
drafted,  would  fail  if  it  met  with  the  amount  of 
organised  opposition  point  by  point  in  the  Courts, 
that  that  tax  did? — Yes;  but  opposition  point  by 
point  in  the  Courts  is  only  possible  with  a badly 
drafted  Statute.  I do  not  want  to  go  off  too  much 
into  this  question  of  Land  Value  Duties,  but  my 
recollection — I have  not  read  it  up  lately — is  that 
there  were  gross  ambiguities  in  the  clauses  of  the 
Finance  Act  imposing  the  duties,  that  the  Judges 
themselves  frequently  differed  as  to  what  the  Act 
meant,  and  certainly  the  interpretations  of  the  Judges 
were  quite  different  from  the  interpretations  of  Mr. 
Lloyd  George  in  the  House  of  Commons  when  the  Bill 
was  going  through  and  he  was  accepting  amendments. 

6854.  Does  that  not  apply  in  all  legislation  con- 
nected with  real  property  ? There  is  an  example,  I 
think,  in  the  public  reception  given  to  those  duties 
as  compared  with  the  Excess  Profits  Duty  in  regard 
to  questions  of  practicability  and  impracticability, 
and  the  amount  of  opposition  that  there  was? — The 
less  organised  opposition  there  is,  the  more  practicable 
it  is.  But  if  we  are  going  to  pronounce  a thing 
impracticable  on  the  ground  that  some  people  do  not 
like  it  and  will  not  assist  in  carrying  out  the  law; 
that  seems  to  me  a very  dangerous  principle — to  say 
that  because  a certain  section  of  people  do  not  like  a 
law  which  has  been  passed,  therefore  it  should  not  be 
carried  out. 

6856.  I only  go  so  far  as  to  say  that  a section  of  the 
people  will  not  oppose  what  is  the  considered  opinion 
of  a large  body — the  point  with  which  Mr.  Hichens 
started.  Mr.  Hichens : What  I want  is  to  know 

your  view  as  to  whether,  in  any  country,  legislation 
must  not  be  to  a large  extent  a matter  of  compromise; 
that  you  must  ascertain  the  strength  of  the  opposi- 
tion before  you  determine  whether  it  is  expedient  to 
pass  a measure  or  not.  In  a case  of  this  sort,  for 
instance,  it  is  not  necessarily  so  much  a matter  of 
moral  turpitude  or  rectitude,  as  a case  of  what  is 
most  expedient;  and  what  is  most  expedient  must 
depend  largely  on  the  goodwill  of  the  people  con- 
cerned. Therefore,  if  that  is  so,  it  would  be  a factor 
of  very  considerable  importance  if  the  people  who  were 
going  to  pay  this  tax  were  almost  unanimous  in 
saying:  “ We  recognise  that  the  bill  has  got  to  be 

footed,  but  we  would  very  much  rather  do  it  through 
Income  Tax  than  through  a Capital  Levy  ”.  That 
would  require,  just  for  that  reason,  very  serious 
consideration,  would  it  not? — (Witness)  Yes;  I think 
that  if  the  people,  or  those  representing  the  people, 
who  would  have  to  pay  the  Capital  Levy,  were  to 
come  forward  and  say  : “ We  do  not  like  the  Capital 
Levy;  we  would  much  prefer  high  annual  taxation  ”, 
and  by  annual  taxation  meant  taxing  high  enough  to 
piovide  a Sinking  Fund  of  say  £100,000,000  a year, 
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with  some  cumulative  element  in  it  such  as  I sug- 
gested in  my  last  evidence — that  would  be  a matter' 
worth  very  serious  consideration.  But  that  is  not  a 
contingency  which  has  ever  yet  arisen.  The  kind  of 
thing  that  we  have  now  is  not  an  expression  of 
willingness  to  stand  higher  annual  taxation  for  the 
purpose  of  reducing  the  debt;  it  is  a demand  for 
lower  annual  taxation  irrespective  of  the  debt. 

6856.  But  there  are  many  people,  are  there  not, 
who  say  : “We  are  prepared  to  face  a Sinking  Fund 
of  £50,000,000  a year  ”,  which  is  something  quite  un- 
precedented in  the  annals  of  this  country? — Not  re- 
latively to  the  amount  of  the  debt  to  be  paid  off. 

6857.  I do  not  know.  Is  it  not  large  relatively  to 
the  Sinking  Fund  immediately  after  the  Napoleonic 
Wars,  seeing  that  the  Sinking  Fund  was  nil  at  that 
time? — I agree,  but  it  is  not  large  relatively  to  the 
Sinking  .Fund  pre-war,  when  from  1906  onwards  we 
were  paying  off  debt  at  a much  more  rapid  rate. 

6858.  But  you  would  agree  there  is  something  in 

the  argument  that,  just  as  after  the  Napoleonic  WTars 
people  were  given  time  to  recuperate  before  the 
Sinking  Fund  became  operative  to  its  full  extent,  so 
after  this  crushing  war  you  must  give  Europe  time 
to  settle  down  and  our  trade  time  to  settle  down 
before  you  determine  the  ultimate  extent  of  your 
Sinking  Fund;  and  1 suggest  that  if  you  put  on 
£50,000,000  for  a start,  it  is  arguable  on  that  analogy 
that  yon  have  done  a good  deal? — Yes.  But  I taka 
the  view,  for  reasons  that  I do  not  want  to  repeat 
now  because  we  had  them  fairly  out  on  my  first 
appearance  before  you,  that  the  debt  is  doing  great 
damage  all  the  time.  We  did  not  quite  agree  about 
that,  but  given  that  I take  that  view,  as  I honestly 
do,  I do  not  feel  that  it  is  safe  or  reasonable  to  post- 
pone too  long — in  fact  I think  we  have  already  post- 
poned too  long — a more  vigorous  policy  with  regard 
to  debt  reduction.  But  I should  like  to  repeat  that  if 
the  situation  were,  what  hitherto  it  has  not  been,  a 
real  offer  from  those  who  can  speak  for  what  we  may 
roughly  call  wealthy  people — 1 am  not  using  that 
phrase  in  any  invidious  sense  at  all — if  the  wealthy 
people  were  really  t*o  come  forward  and  say:  “ We 

do  feel  this  debt  has  got  to  be  cleared  off ; we  do  not 
like  this  Capital  Levy ; we  object  to  it  on  all  sorts 
of  grounds ; but  we  are  prepared  to  stand  a heavier 
Super-tax,  heavier  Death  Duties,  heavier  annual 
taxation  of  other  kinds  ”,  I think  that  would  shift 
the  basis  of  the  discussion  on  to  new  ground ; but  up 
to  the  present  that  course  has  not  been  taken. 

6859.  Mrs.  Wootton,  for  instance,  put  a question 

to  Mr.  McKenna,  who  was  here  this  morning,  as  to 
which  he  would  prefer — a Capital  Levy  or  another 
Is.  on  the  Income  Tax.  Mrs.  Wootton:  Assuming 

that  the  net  yield  was  the  same.  Mr.  Hichens: 
Assuming  that  the  net  yield  was,  say,  £50,000,000. 
Mr.  McKenna  said  that  he  would  prefer  the  Is. 
Income  Tax,  under  those  conditions.  If  that  was 
the  general  feeling  of  those  who  had  to  pay,  you  would 
respect  it,  would  you  not? — ( Witness ) I would  cer- 
tainly take  it  into  account. 

6860.  As  an  important  factor? — Yes,  not  neoes- 
sarily  as  a decisive  factor,  hut  as  an  important  factor. 
(. Paragraph  2 read.) 

6861.  Sir  Charles  Addis  : At  what  point  of  income 
do  you  suggest  that  the  additional  tax  on  “ brain 
capital  ” should  come  into  play? — I do  not  make  any 
precise  suggestion  on  that;  I merely  am  somewhat 
impressed  by  the  argument  from  equity;  that  if  you 
are  going  to  take  something  off  an  elderly  person, 
say,  with  £5,000  or  just  above  £5,000  of  savings  and 
no  earned  income  then  in  the  case  of  a man  with  a 
large  earned  income — such  a case  as  a leading 
counsel  at  the  Bar,  and  so  forth,  who  perhaps  has  not 
got  a large  capital,  but  who  has  a very  large  earned 
income — it  is  perhaps  a little  inequitable  that  he 
should  contribute  nothing.  But  I cannot  imagine  a 
capital  valuation  of  earning  power  that  will  really  he 
satisfactory.  It  seems  to  me,  that  if  yon  ax-e  im- 
pressed by  that  point  of  equity,  as  I am  to  a certain 
extent,  you  have  to  tackle  it  on  the  lines  of  a supple- 
mentary Income  Tax  for  a teiun  of  years. 
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6862.  Sir  Josiah  Stamp:  Could  you  actually 

approach  it  from  the  point  of  view  of  capacity  P 
After  all,  there  is  probably  as  much  capital  invested 
in  the  unsuccessful  barrister,  or  the  man  who  is 
humble  in  his  profession,  as  in  a leader  at  the  Bar, 
and  if  both  of  them  have  had,  in  their  University 
education  and  in  the  long  period  waiting  for  briefs, 
£5,000  invested  in  them,  wliv  not  tax  that  £5.000 
on  that  basis,  say,  £250  a year  ? — I do  not  think 
that  would  work  well  at  all.  We  speak  in  a general 
way  about  “ ability  to  pay  ” ; however  you  define  that 
more  precisely,  you  clearly  have  to  take  some  account 
of  the  man’s  earning  power  as  indicated  by  what  he 
earns. 

6863.  Mr.  Hichens:  According  to  Mr.  A.  M. 

Samuel,  every  boy  and  every  girl  that  is  born  into  the 
world  alive  has  £400  of  capital  spent  upon  him  or 
her.  Therefore  on  your  suggestion,  I suppose  you 
would  assess  everybody  on  that  amount. — Sir  ■ Josiah 
Stamp:  You  are  trying  to  bridge  by  analogy  the  gap 
between  the  man  with  capital  and  the  man  who  has 
only  got  earning  power.  I ask,  can  you  carry  your 
bridge  further  as  between  the  two  professional  men? 
— (Witness)  : I doubt  whether  you  can ; I doubt 
whether  I can,  at  any  rate. 

6864.  If  you  had  a just  tax,  should  the  man  who 
is  earning  £5,000  a year  at  the  Bar  pay  at  the  same 
rate  upon  a certain  surplus  of  his  income  as  a man 
earning  £20,000?  That  is  my  point.  It  is  a ques- 
tion of  graduation? — I should  look  to  see  some  pro- 
gression in  the  rate  of  such  a tax.  After  all,  if  you 
have  two  people  drawing  very  unequal  incomes  from 
investment,  it  may  be  that  they  both  started  at  the 
same  level,  but  one  has  invested  wisely  and  much 
and  the  other  has  invested  foolishly  or  spent  up  to 
the  limit  and  saved  nothing.  I think  when  it  comes 
to  taxing  those  two  men,  you  have  to  take  account 
of  the  different  uses  they  have  made  of  the  same 
opportunities,  and  to  stress  the  difference  in  use 
rather  than  the  equality  of  opportunity. 

6865.  Sir  Charles  Addis  : My  question  really  was 
directed  to  another  point  on  which  I wanted  to  get 
your  opinion.  It  has  been  represented  to  us  that 
an  additional  tax.  such  as  you  refer  to  here,  would 
be  unsatisfactory,  since  one  at  least  of  the  main 
objects  of  the  levy  is  to  render  possible  a reduction 
of  rates  upon  marginal  work  and  marginal  saving. 
Since  the  yield  would  be  comparatively  small  and 
the  technical  difficulties  great,  doubt  has  been  ex- 
pressed as  to  whether  such  a tax  would  be  really 
worth  while.  Have  you  any  comments  to  make  upon 
that? — Clearly,  if  you  put  on  such  a tax  for  a term 
of  years,  the  people  liable  to  it  would  not,  during 
that  term  of  years,  get  a reduction  in  their  mar- 
ginal rates  of  tax.  They  would  be  put  on  much  the 
same  footing  as  people  paying  the  levy  in  respect 
of  material  capital  under  the  instalment  system,  the 
man  who  has  capital  in  a private  business,  and  so  on. 
Clearly  they  will  not  get  the  full  advantage  of  re- 
duced taxation,  whatever  that  full  advantage  may 
turn  out  to  be,  until  the  period  of  payment  of  the 
special  tax  has  elapsed. 

6866.  Do  you  regard  that  as  a serious  objection  to 
the  tax  or  not? — Not,  I think,  a serious  objection.  I 
should  not  like  the  term  of  years  to  be  too  long.  It 
is  a matter  of  degree  very  largely.  If  you  impose 
such  a special  tax  for  five  years,  they  would  see  day- 
light at  the  end  of  the  tunnel.  Anticipation  as  to 
future  rates  of  tax  has  a great  bearing  on  one’s 
present  activities. 

6867.  Sir  Josiah  Stamp:  They  might  see  daylight, 
but  they  might  get  choked  in  the  meantime.  Mr. 
Hichens  : . Or  the  daylight  might  disappear ; the 
margin  might  fall  ? (W itness) : I have  only  introduced 
this  paragraph  2 (b)  tentatively.  I consider  that 
there  is  a good  deal  to  be  said  for  such  an  additional 
tax,  as  a concession  to  equity,  but  I think  that 
equity  ultimately  has  to  take  the  second  place.  I do 
not  mean  that  you  should  do  anything  that  is  widely 
thought  to  be  inequitable,  but  ultimately  you  have  to 
consider  economy  rather  than  equity,  as  Professor 
Cannan  has  put  it. 


6868.  Sir  Charles  Addis  : To  pass  on  to  sub-para- 
graph (d),  have  you  made  any  estimate  of  the  proceeds 
of  a levy  on  the  scale  suggested  by  the  Labour  Party? 
It  has  been  suggested  that  at  present  values  the 
yield  would  be  considerably  in  excess  of  £3,000,000,000. 
What  is  your  view  upon  that? — I did  make  an 
estimate,  which  I refer  to  later  in  my  evidence.  I do 
not  want,  however,  to  attach  undue  weight  to  my  own 
estimate,  nor,  with  great  respect  to  Sir  Josiah  Stamp 
and  other  people,  do  I attach  very  great  weight  to 
any  of  the  estimates  which  were  made  before  the 
netting  up  of  this  Committee;  because  I think  they 
have  all  been  made  by  people  who  were  conscious  of 
not  having  full  information.  But  I think  we  are 
now,  for  the  first  time,  in  a position  to  get  really 
accurate  estimates  prepared  by  the  Inland  Revenue 
and  the  Treasury. 

6869.  That  is  to  say,  an  estimate  of  the  proceeds  of 
a levy  on  the  scale  adopted  by  the  Labour  Party? — 
Yes,  or  on  any  other  scale. 

6870.  I should  like  to  confine  it  to  the  scale  of  the 
Labour  Party,  if  you  would  begin  with  that? — Yes, 
but  I shall  decline  to  be  wholly  confined  to  it,  because, 
as  I say  under  paragraph  (c)  I have  quite  an  open 
mind  as  to  how  the  scale  ought  to  be  graduated,  and 
the  scale  which  is  commonly  called  the  Labour  Party’s 
scale  was  only  put  forward  as  a broad  illustration.  I 
do  not  think  any  members  of  the  Labour  Party— I 
certainly  did  not — ever  pledged  themselves  at  all 
tightly  to  the  details  of  that  scale.  It  was  really  for 
rough  illustrative  purposes. 

6871.  My  questions  for  the  moment  are  not  at  all 
directed  to  the  merits  of  the  scale,  but  to  the  results 
of  it  ? — Taking  the  scale  as  it  stands,  I did  work  out  in 
my  little  book  on  the  Capital  Levy  a yield  of  about 
£3,100,000,000,  but  it  is  only  right  to  explain  that  in 
that  estimate  is  included  a certain  element  for 
interest  on  deferred  payments  where  persons  were 
allowed  to  pay  by  instalments  and  also  for  interest 
obtained  by  the  Government  on  approved  securities 
other  than  War  Loan  handed  over  in  payment  and 
held  for  a while  pending  realisation.  Including  those 
two,  and  on  a number  of  other  assumptions,  which 
are  to  some  -extent  arbitrary,  I got  a yield  of  just 
under  £3,100,000,000.  I think  Sir  Josiah  Stamp,  on 
the  same  scale  got  a lower  estimate  and  Mr.  Pethick- 
Lawrence  tells  me  (I  have  not  seen  his  figures)  that  he 
got  a higher  estimate  than  mine  on  that  same  scale, 
but  my  estimate,  for  what  it  was  worth,  was 
£3,066,000,000 ; that  was  in  19'23. 

6872.  Chairman  : What  do  you  estimate  would  be 
the  saving  to  the  nation  if  the  yield  were 
£3,100,000,000? — All  my  remarks  about  estimates  of 
yield  apply  equally  or  perhaps  even  more  strongly, 
to  estimates  of  saving.  I am  not  at  all  wanting  to 
be  a pundit  or  to  pose  as  being  authoritative  on  this 
point;  I do  not  think  anybody  is  entitled  to  do  so, 
but  in  the  estimates  I worked  out  at  that  time  I put 
the  saving  at  £70,000,000  a year. 

6873.  Sir  Charles  Addis : Have  you  taken  into 
account  there  the  recent  increase  in  values? — That 
estimate  was  made  in  1923.  My  little  book  on  the 
subject  was  written  in  1923,  and  at  the  present  time 
1 should  anticipate  that,  whatever  yield  was  right  in 
1923,  is  too  low  now,  because  since  1923  there  has  been 
on  balance  an  appreciation  of  capital  values,  and  there 
has  also,  one  presumes,  been  a considerable  amount  of 
new  saving;  therefore  whatever  was  right  in  1923  is 
an  under  estimate  now. 

6874.  The  amount  ought  to  he  more  than 
£3,000,000,000? — If  my  estimate  was  right  then,  it 
ought  to  be  more  now. 

6875.  Sir  Josiah  Stamp:  As  to  your  suggestion 

that  we  are  in  a position  to  obtain  a better  estimate 
from  the  Inland  Revenue,  would  their  superiority 
over  the  outside  investigator  lie  in  the  use  of  superior 
methods  or  better  material? — I was  thinking  solely 
of  material  there 

6876.  In  what  respect  would  they  have  material 
that  is  not  available  to  us? — I may  be  wrong,  but  I 
presume  that  they  have  a good  deal  more  material 
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than  is  published  through  the  Inland  Revenue  Com- 
missioners’ Reports,  about  the  distribution  of  capital 
and  income. 

6877.  Do  you  mean  the  grading  of  capital? — Yes, 
the  distribution  of  capital  and  of  income. 

6878.  You  know  the  table  of  estates? — Yes. 

6879.  Do  you  know  the  table  of  the  Distribution  of 
Total  Income  assessed  to  Income  Tax  and  Super-tax  in 
the  various  grades  of  income? — That  is  only  given 
to  the  public  in  fairly  broad  strata.  Clearly,  to  build 
up  the  strata  they  have  more  detailed  information. 

6880.  But  the  tables  show  as  many  classifications  as 
are  needed  in  dealing  with  the  scale  of  levy  usually 
put  f oi-ward.  In  what  way  are  they  in  a superior 
position  than,  granted  their  methods  are  no  better 
than  yours? — I did  not  say  their  methods  are  no  better 
than  mine.  I said  the  methods  were  not  necessarily 
superior  to  those  of  other  people;  they  might  be  or 
they  might  not  be. 

6881.  In  what  way  are  we  to  expect  them  to  have 
a real  advantage  over  us  if  the  classifications  that 
they  give  us  for  those  to  be  taxed  are  as  detailed  as 
we  need? — I doubt  whether  they  are  as  detailed  as 
we  need.  With  regard  to  estates  we  have  certain 
figures  given  to  us  about  the  distribution  of  estates 
changing  hands  through  death,  but  I apprehend  that 
they  have  a lot  of  valuable  material  which  is  not  given 
to  the  public  about  the  distribution  of  estates  among 
the  living. 

6882.  You  are  aware  of  Sir  Bernard  Mallet’s  work 
on  the  multiplier?— Yes,  I read  it  some  time  ago. 

6883.  At  that  time  he  was  in  charge  of  that  Depart- 
ment?—-What  was  the  date  of  that? 


6884.  Just  after  the  War  began  there  was  a state- 
ment made  by  him  in  conjunction  with  another  gentle- 
man? Yes,  in  the  Statistical  Journal. 

6885.  Both  of  them  were  officials  of  the  Inland 
Revenue  and  botli  of  them  put  into  it  all  the  work 
they  could.  Can  you  suggest  anything  further  that 
there  can  be  in  the  possession  of  the  Inland  Revenue 
that  would  help  on  this? — Of  course  I have  no  inner 
knowledge  of  the  Inland  Revenue,  and  your  question 
seems  to  be  designed  to  suggest  that  they  have  not  such 
a wealth  of  information  as  I had  hoped. 


6886.  I am  only  asking  you  if  you  can  say  what 
would  be  useful  for  them  to  have — and  then  we  will 
find  out  afterwards  if  they  have  it — to  make  those 
estimates  which  have  been  put  forward  more  reliable. 
In  wih at  respect  do  they  fall  short  of  the  material 
needed  for  reliability?  If  you  had  said  we  had  only 
got  the  published  figures  for  three  grades  of  income 
and  we  want  30  I would  have  said:  “Right;  let  us 
ask  them,”  but  on  that  point  there  seems  to  be  suffi- 
cient detail.  If  you  had  said  we  have  no  grading  of 
the  Income  Tax  or  no  grading  of  the  Estate  Duties 
and  we  want  supplemental  information,  we  could  have 
dealt  with  it.  I want  to  know  what  are  the 
desiderata  of  the  problem? — To  estimate  the  yield  of 
the  levy  you  clearly  want  a pretty  close  classification 
of  the  amounts  of  wealth  held  by  different  persons. 

6887.  What  machinery  have  they  got  for  getting 
that?  They  do  not  get  it  by  the  Super-tax,  because 
tnat  deals  only  with  income? — But  a great  deal  could 
be  inferred  from  the  Super-tax  returns,  I should  have 
thought,  if  they  were  all  under  one  hand. 

6888.  Do  you  suggest  that  the  capital  value  of 
fortunes  should  be  calculated  through  the  machinery 
of  the  Super-tax  returns? — I think  that  is  one  thing 
that  might  very  well  be  done. 

6889.  How  does  that  help  you  in  the  wide  field  of 
life  interests? — Super -tax  returns  cleanly  do  not  give 
J°u  a great  deal  of  light  with  regard  to  life  interests, 
mt  they  may  give  you  a great  deal  of  light  in  other 
directions. 

6890.  Supposing  you  had  an  income  from  minino- 
properties  in  South  Afrioa  or  Bolivia?— You  are  then 

rsoi  difficulty  of  valuing  a wasting  asset. 

fiRQO  t at  means  more  uncertainty?— Yes. 

am  only  asking  you  whether  you  could 
m 4.  , , and  Revenue  to  give  us  a,  closer  ad  hoc 

a e o the  yield  of  the  levy  than  can  be  derived 


by  outsiders  from  the  material  that  they  provide? — 
If  I were  a member  of  the  Committee  I should 
already  have  asked  them  whether  they  were  in  a 
position  to  give  this,  and  I should  have  asked  hoping 
that  they  would  say  yes.  As  I am  not  a member 
of  the  Committee  and  I have  not  had  the  opportunity 
. of  asking,  I cannot  tell. 

6893.  We  will  take  that  as  a hint  to  the  Committee? 
—Perhaps  I may  say,  in  further  reply  to  S;ir  Josiah 
Stamp  that  what  I apprehend  is  this.  If  vou  are 
inside  the  Inland  Revenue  you  will  get  a number  of 
streams  of  information  regarding  Death  Duties, 
Super-tax,  Local  Rating,  Excess  Profits  Duty,  and  so 
on,  and  I should  have  thought  that  there  was  quite 
a considerable  scope  for  correlating  all  those  streams 
of  material  that  you  have  got  and  using  them  to  check 
and  counter-check  one  another. 

6894.  If  you  had  said  that  what  we  really  lack  is 
correlation  between  the  Super-tax  statements  and 
the  corresponding  capital,  and  the  Inland  Revenue 
ought  to  get  at  that  by  a sample  investigation,  I 
should  have  understood  that  as  a tangible  suggestion; 
but  there  was  a sort  of  vague  idea  that  they  had  a 
great  superiority  of  material,  and  I wanted  to  see 
where  you  thought  that  really  lay?— They  have  raw 
material  which  might  be  worked  up  and  checked  in 
various  alternative  ways,  so  as  to  give  more  informa- 
tion than  is  given  in  the  very  excellent  reports  that 
the  Inland  Revenue  Commissioners  publish  year  by 
year.  For  ordinary  annual  purposes  that  is  not 
necessary,  but  for  this  special  purpose  I should  have 
thought  the  material  was  capable  of  further  and  more 
fruitful  treatment. 

6896.  Sir  Charles  Addis  : I wish  to  put  a general 
question  which  might  come  under  paragraph  2 (e).  L 
should  like  to  know  whether  in  your  opinion  the 
Capital  Levy  is  to  be  regarded  primarily  as  a means 
for  i eduction  of  the  debt  or  for  clearing  the  way  to 
increased  expenditure,  especially  on  social  objects?— 
Primarily  for  the  reduction  of  debt.  Then,  as  the 
result  of  the  reduction  of  debt  and  a consequential 
reduction  in  expenditure  greater  than  the  consequen- 
tial reduction  in  revenue,  whatever  that  may  be,  you 
clearly . would  have  a certain  balance,  and  I have 
stated  in  paragraph  (e)  that  I think  it  should  be  left 
open  as  to  the  precise  proportions  in  which  you  would 
allot  your  balance  either  to  reducing  the  rates  of  tax 
or  to  expanding  social  expenditure.  I have  suggested 
here  that  the  greater  part  of  the  balance  should  go 
to  reduce  taxation,  but  I am  impressed  with  the 
urgency  of  the  need  for  increased  social  expenditure 
m various  directions,  and  I should  certainly  not  like 
to  bar  out  tho  possibility  of  expending  some  part  of 
the  balance  on  that. 

6S96.  Sir  Josiah  Stamp:  Before  we  leave  para- 
graph 2,  I should  like  to  refer  to  sub-paragraph  (c). 
Under  (6)  you^put  something  forward  on  the  grouno 
of  equity,  ana  then  abandon  it  on  the  ground  of 
administrative  difficulty?— I do  not  abandon  it. 

6897.  You  said  it  was  qualified  oil  the  ground  of 
administrative  difficulty? — Yes. 

6898.  Would  you  apply  the  same  principle  to  (c)? 
Have  you  introduced  any  thought  of  equity  in  that? 
Why  should  you  stop  at  the  limit  of  £5,000  on  the 
ground  of  equity? — No,  that  is  not  put  forward  on 
grounds  of  equity,  but  on  grounds  of  economy. 

6899.  Supposing  you  are  assured  that  the  principles 
of  valuation  having  been  settled,  and  all  the  diffi- 
culties that  can  arise,  arise  in  any  case  on  estates 
over  £5,000,  and  that  if  you  lowered  the  limit  to  £1,000 
it  is  merely  a matter  of  clerical  staff  which  would 
pay  for  itself,  would  you  then  resist  a lower  limit  on 
administrative  grounds? — I should  he  very  much 
astonished  if  that  statement  was  made. 

6900.  I put  it  forward  as  a hypothesis  and  I wanf 
to  see  how  far  yon  take  equity  into  account  in  this? 

it  do  not  take  it  into  account  at  all  under  (c)  for 
the  reason  that  I gave  just  now,  that  I think  equity 
should  always  take  a second  place  to  economy. 

6901.  I am  just  assuming  for  the  moment  that  the 
economy  point  is  met.  Where  do  you  stand  on  the 
ground  for  equity  then  under  (c)  ?— If  it  could  really 
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be  shown  that  it  would  be  economically  advanta- 
geous, or  rather,  not  economically  ruinous  to  bring 
it  down  to  £1,000 

6902.  If  it  were  merely  a matter  of  additional  staff 
that  would  pay  for  itself  out  of  the  tax? — If  that 
could  be  shown,  and  I do  not  for  one  moment  believe 
it  could,  then  I should  be  prepared  to  see  it  go  down 
to  £1,000.  But  I wish  it  to  be  emphasised  that  I do 
not  for  a moment  believe  it  could;  but  if,  per  impos- 
sibile,  it  could,  then  I would  be  willing  to  go  down  to 
£1,000. 

6903.  You  would  not  be  influenced  at  all  on  poli- 
tical grounds?  You  remember  the  ■widow'  who  has 
got  £75  a year  derived  from  £1,500  of  War  stock; 
she  is  a voter  and  you  have  now  brought  her  into  the 
Capital  Levy? — I am  not  quite  sure  in  what  capacity 
I am  supposed  to  answer  that  question. 

6904.  Mr.  Lees-Smith  : In  fact  did  not  the  War 

Wealth  Committee  impose  a limit  of  £5,000  on 
grounds  of  general  practicability? — They  did,  and  it 
was  from  there  as  much  as  from  anywhere  else  that  I 
derived  this  figure. 

6905.  Mrs.  Wootton : We  have  two  general  views  of 
the  Capital  Levy  put  before  us.  One  is  based  on 
what  has  been  called  the  toothache  argument;  that 
is,  that  it  is  better  for  the  people  who  are  bearing 
the  burden  of  taxation  to  bear  it  in  a different  form 
— to  have  their  teeth  out.  The  other  argument  is 
that  it  is  better  to  have  a Capital  Levy  because  you 
actually  shift  the  burden,  since  by  means  of  a levy 
you  will  be  redistributing  wealth,  and  your  taxation 
will  tend  to  a more  equitable  distribution.  Can  we 
know  broadly  on  which  ground  you  support  a Capital 
Levy? — Partly  on  both. 

6906.  Is  that  possible? — I think  so.  It  is  difficult 
to  get  a form  of  words  which  will  carry  on  the  analogy 
of  the  toothache.  But  I think  that  the  total  burden 
will  be  less  and  that  the  lesser  burden  will  be  better 
distributed. 

6907.  What  you  do  with  the  saving  resulting  from 
a levy  evidently  affects  the  matter.  On  the  one 
argument  you  give  it  all  back  to  the  people  who  pay 
the  levy;  on  the  other  argument  you  give  it  to  other 
people? — I have  suggested  that  you  give  some  of  it 
back  to  the  people  who  have  paid  the  levy  and  some 
of  it  you  give  in  remission  of  food  taxes  to  people 
who  have  not  paid  the  levy,  and  you  leave  it  open  to 
use  part  of  it,  though  the  smaller  part,  in  increased 
social  expenditure,  which  will,  on  the  whole,  he  to 
the  immediate  advantage  of  people  who  have  not  paid 
the  levy,  although  there  is  an  indirect  advantage  to 
those  who  have. 

6908.  Do  you  attach  much  importance  to  that  ar- 
gument? Do  you  think  that  speaking  generally  to 
have  a Capital  Levy  rather  than  a high  annual  tax 
is  a more  convenient  form  in  which  to  carry  the 
burden? — I think  it  depends  on  psychological  con- 
siderations and  varies  from  one  person  to  another, 
but  on  balance,  from  what  I can  judge  of  the 
psychology  of  different  people,  I shouid  think  there 
is  something  in  the  argument.  I refer  to  that  in  one 
of  my  later  paragraphs 

6909.  I was  wondering  how  far  that  desire  to  make 
the  burden  more  bearable  on  the  people  who  are 
carrying  it  weighed  with  you  as  compared  with  the 
desire  to  redistribute  the  burden? — They  both  weigh 
with  me. 

6910.  You  cannot  give  me  any  estimate  of  their 
relative  proportion? — No.  I think  any  such  estimate 
would  be  misleading,  and  I think  they  are  both  of  dis- 
tinct importance.  ( Paragraph  3 read.) 

6911.  Sir  Charles  Addis  : To  suspend  the  Sinking 
Fund  for  a few  years  would  have  the  effect  of  re- 
ducing the  rate  of  taxation? — Yes. 

, 6912.  Would  it  then  be  practicable  to  impose  suffi- 
cient taxation  to  secure  the  Sinking  Fund  of  u a 
less  amount  than  £50,000,000  ” or  is  it  your  view  that 
reviving  industry  would  itself  supply  sufficient  re- 
venue to  cover  it? — 1 am  not  sure  as  to  that.  It  is 
very  difficult  to  prophesy,  since  the  yield  of  taxes  in 
general  depends  on  the  state  of  trade,  the  movement 
of  prices,  and  all  sorts  of  other  factors.  My  feeling 


is  that  during  the  two  or  three  years  after  the  im- 
position of  the  levy,  while  the  bulk  of  it  was  being 
collected,  it  would  be  reasonable  to  ease  the  situation 
by  cutting  the  Sinking  Fund  out  altogether;  and 
that  would  mean  the  possibility  of  reducing  taxation 
during  that  period.  Then  we  should  have  to  see  how 
much  debt  had  been  cleared  or  was  in  reasonable 
prospect  of  being  cleared,  when  we  had  got  some 
idea  of  how  many  people  were  going  to  pay  by  instal- 
ments, and  how  long  it  would  take  and  so  on.  Then 
we  should  have  to  consider  the  Sinking  Fund  policy 
in  the  light  of  the  situation  as  it  emerged.  I 
find  it  very  difficult  indeed  to  anticipate.  Of  course 
the  question  of  the  automatic  loss  of  revenue  from 
the  levy  is  relevant  to  this.  One  does  not  see  very 
clearly,  since  there  are  many  uncertainties  in  the 
subsequent  Budget,  but  I do  feel  quite  strongly  that 
you  would  have  to  re-establish  a Sinking  Fund, 
though  it  might  be  at  a lower  level  than  £50,000,000, 
and  that  you  ought  to  make  it  cumulative,  as  soon 
as  the  first  period  of  difficulty  in  administration  had 
been  passed  through. 

6913.  And  if  necessary  you  would  be  prepared  to 
impose  additional  taxation  for  that  purpose? — Yes, 
if  it  were  necessary,  certainly. 

6914.  Mr.  Richens  : If  the  estimate  of  the  annual 
saving  to  be  effected  by  the  Capital  Levy, 
£50,000,000,  is  right,  then  at  the  present  time  and 
for  the  next  few  years  at  any  rate  we  are  doing  as 
much  with  a Sinking  Fund  of  £50,000,000  as  you 
would  do  under  the  Capital  Levy  scheme,  and,  pro- 
vided that  after  a few  years  the  existing  Sinking 
Fund  were  increased  a bit,  financially  we  should  he 
doing  much  about  the  same?  Supposing  you  keep 
the  Sinking  Fund  on  instead  of  remitting  it,  and  do 
not  have  a Capital  Levy,  you  would  be  in  just  the 
same  situation  as  you  would  be  for  a few  years  with 
the  Capital  Levy  and  no  Sinking  Fund,  would  you 
not? — But  you  are  in  a very  different  situation  at  the 
end  of  a few  years. 

6915.  At  the  end  of  a few  years  you  might  in  any 
case  increase  your  Sinking  Fund  of  £50,000,000? — 
When  I was  before  the  Committee  last  time  I sug- 
gested that  if  we  are  not  to  have  a Capital  Levy  we 
ought  to  have  a Sinking  Fund  of  at  least  £100,000,000 
a year  at  once. 

6916.  But  why,  on  your  own  showing  here?  I can- 
not see  that? — Surely  the  consideration  for  waiving 
the  Sinking  Fund  for  a few  years  is  that  we  get  the 
levy.  If  we  are  not  to  get  that  consideration,  then 
there  is  no  ground  for  waiving  the  Sinking  Fund  or 
indeed  for  not  increasing  it. 

6917.  I thought  you  said  in  answer  to  an  earlier 
question  of  mine  that  if  those  who  had  to  pay  pre- 
ferred the  Sinking  Fund  arrangement,  or  an  annual 
payment,  to  a Capital  Levy,  their  view  would  at  least 
have  to  have  very  serious  consideration? — Yes,  but 
I was  very  careful  to  explain  that  what  would  have 
serious  consideration  would  be  an  offer  on  behalf  of 
the  wealthier  people  to  submit  to  higher  rates  of 
annual  taxation  than  at  present,  in  order  to  enable 
the  present  Sinking  Fund  of  £50,000,000  to  be  raised 
to  £100,000,000.  But  there  would  be  no  consideration 
for  waiving  the  levy  in  saying  they  would  like  to  go 
on  as  they  are. 

6918.  But  the  payers  would  say  : “ We  are  prepared 
to  continue  paying  this  £50,000,000  a year,”  which 
you  suggest  remitting  under  this  clause? — I suggest 
remitting  it  for  a few  years  on  the  condition  that 
you  are  able  to  wipe  out  a large  amount  of  the  debt 
by  the  levy. 

6919.  Then  if  at  the  end  of  that  time  an  additional 
Sinking  Fund  were  put  on  of  perhaps  a.  less  amount 
than  £50,000,000,  you  would  be  contented,  I gather  ? 
■ — If  I get  the  levy  now. 

6920.  No,  without  it.  If  the  £50,000,000  was  con- 
tinued for  a few  years  on  the  existing  basis  and  at 
the  end  of  that  time  there  was  the  same  increase  in 
the  Sinking  Fund  as  you  postulate — you  talked  of 
•something  less  than  £50,000,000  as  being  imposed 
after  a few  years? — I guarded  myself  there,  1 hope 
you  will  notice.  I said  it  might  perhaps  be  reasonably 
started  at  a lower  initial  figure.  It  would  depend 
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on  tli©  magnitude  of  the  debt  outstanding.  If  we 
were  to  have  a Capital  Levy  and  if  it  turned  out  that 
the  yield  of  whatever  scale  was  adopted  was  less 
than  was  thought,  then  I am  not  sure  that  I should 
feel  prepared  to  support  less  than  a £50,000,000 
Sinking  Fund.  In  other  words,  I feel  that  a figure 
of  less  than  £50,000,000  Sinking  Fund  after  this 
transition  period  depends  upon  really  having  got  a 
satisfactory  yield  out  of  the  levy,  on  whatever  scale  it 
is  imposed. 

6921.  You  have  ex  hypothesi  got  your  £50,000,000 
a year  ? — You  mean  the  saving  ? 

6922.  Yes,  the  saving  or  the  substituted  Sinking 
Fund.  That  is  the  first  stage.  You  have  said  we 
must  have  a Capital  Levy  or  a substituted  Sinking 
Fund.  Suppose  a substituted  Sinking  Fund  is  chosen. 
At  the  end  of  a certain  term  of  years  it  is  a question 
of  how  much  it  is  desirable  to  put  on,  and  you  sug- 
gested that  it  should  be  something  under  £50,000,000, 
I gather ; I was  wondering  whether  perhaps 
£25,000,000  more  would  meet  your  point,  and  whether 
an  ultimate  Sinking  Fund  of  £75,000,000  might  not 
do  all  that  is  in  your  mind? — You  will  notice  that  I 
say  the  subsequent  Sinking  Fund  must  be  fully  cumu- 
lative; that  is  to  say,  it  must  go  up  each  year  by 
the  amount  of  the  interest  saved,  in  my  judgment.  I 
have  dealt  with  that  point  before.  I am  anxious  not 
to  take  up  the  time  of  the  Committee  by  repeating 
things  that  I have  said  before.  When  I was  before 
you  last  time  I gave  certain  arguments  in  favour  of 
a fully,  or  at  any  rate  a partly,  cumulative  Sinking 
Fund  as  a possible  alternative  to  the  levy.  It  is  not 
to  be  thought  of  as  just  £75,000,000  or  whatever  the 
figure  may  be,  but  it  is  to  be  thought  of  as  a Sinking 
Fund  starting  perhaps  at  that  figure  and  rising  fairly 
rapidly  as  the  debt  is  reduced. 

6923.  Mrs.  Wootton : Has  what  you  say  in  para- 

graph 17  any  bearing  on  this  point?  You  indicate 
there  certain  advantages  which  would  result  from  the 
reduction  of  the  debt  even  if  there  were  no  net  annual 
saving.  In  the  proposition  put  by  Mr.  Hichens, 
during  the  few  years  the  Sinking  Fund  is  suspended 
you  are  financially  in  the  same  position;  you  are 
getting  £50,000,000  a year  net  saving  out  of  your 
levy,,  and  you  have  given  up  £50,000,000  a year 
Sinking  Fund,  but  you  have  also  on  the  plus  side, 
have  you  not,  these  factors  that  you  mention  in 
paragraph  17? — Yes.  I do  not  want  to  be  referring 

too  much  in  answering  questions  to  later  paragraphs, 
but  that  is  so.  I do  think  that  there  are  certain 
advantages  in  having  a Capital  Levy  over  and  above 
anything  represented  by  the  net  annual  saving  in  the 
sense  in  which  Sir  Josiah  Stamp  and  other  people 
have  used  that  phrase. 

6924.  Sir  William  McLintocJc ; Assuming  there  are 
many  disadvantages  which  flow  from  a Capital  Levy 
the  position  Mr.  Hichens  suggests  is  perfectly  simple, 
as  I understand  it.  On  the  assumption  that  the 
saving  after  the  levy  will  be  £50,000,000,  and  that 
the  new  Sinking  Fund  is,  say,  £25,000,000,  Mr. 
Hichens’  suggestion  is  to  go  right  on  from  now  with 
the  existing  Sinking  Fund  plus  an  addition  of 
£25,000,000.  Does  that  not  commend  itself  to  you? 

Does  Mr.  Hichens  propose  that  that  should  be 
cumulative  ? 

6925.  Mr.  Hichens : Yes.  I really  wanted  to  know 
your  mind  on  that  point? — There  are  certain  advan- 
tages in  clearing  the  debt  rapidly.  That  is  a point 
that  I refer  to  later  on;  Mrs.  Wootton  has  referred 
to  the  paragraph.  If  I begin  speaking  in  detail 
about. paragraph  17,  I may  confuse  the  procedure. 

I am  in  your  hands,  Mr.  Chairman.  Chairman : We 
will  deal  with  that  when  we  come  to  paragraph  17. 

6926.  Professor  Hall : During  the  years  in  which 
the  Sinking  Fund  is  suspended,  do  you  anticipate 
the  remission  of  taxation? — Yes. 

6927.  That  would  be  a benefit  to  the  Income  Tax 
payers  who  have  not  necessarily  borne  any  portion  of 
the  levy  ? — It  would. 

6928.  When  the  Sinking  Fund  recommences  would 
you  find  it  necessary  to  reintroduce  taxation  in  order 

i aise  that  Sinking  Fund  ? — In  reply  to  Sir  Charles 


Addis  I thought  there  were  so  many  uncertainties 
in  the  situation  that  it  is  very  difficult  to  say.  I 
think  probably  you  would.  It  would  mean  that  there 
was  an  immediate  remission  while  your  Sinking 
Fund  was  suspended,  but  of  course  there  are  all  sorts 
of  other  factors  in  the  Budget.  It  might  be  that 
during  that  period  you  would,  be  able  to  negotiate 
a large  reduction  of  armaments;  I just  mention  that 
as  an  example  of  other  possibilities.  You  might  be 
able  to  avoid  any  subsequent  increase  in  taxation 
at  all,  you  might  through  reductions  of  expenditure 
in  other  directions  and  through  buoyancy  of  trade, 
be  able  to  get  the  Sinking  Fund  started  again  with- 
out any  increase  of  taxation.  On  the  other  hand, 
you  might  not. 

6929.  Would  you  think  it  would  be  a good  tiring 
to  have  taxation  on  a certain  level  and  then  reduce 
it,  and  then  re-impos©  it? — The  whole  history  of 
our  public  finance  is  very  largely  that — ups  and 
downs. 

6930.  But  not  generally  so  rapid  as  that  would 
be? — Nio;  I am  assuming  that  if  you  accepted  the 
levy  you  would  have  an  exceptional  state  of  things, 
and  in  order  to  ease  that  through  the  critical  period 
when  the  hulk  of  payments  were  being  made  under 
the  levy  I think  it  would  he  reasonable  to  give  what- 
ever reduction  of  taxation  you  could  through  the 
suspension  of  the  Sinking  Fund,  simply  to  ease  what 
would  admittedly  he  a rather  difficult  period. 

6931.  It  would  bring  benefits  to  the  salary  earners 
who  have  not  borne  any  part  of  the  Capital  Levy  ? — 
Yes,  hut  they,  in  my  view,  are  very  heavily  taxed 
now  owing  to  the  existence  of  the  debt.  That  again 
I spoke  of  last  time. 

6932.  There  is  no  reason  why  they  should  not  con- 
tinue to  pay  their  present  tax,  is  there;  they  would 
not  have  been  hit  by  the  Capital  Levy? — No,  hut 
they  have  been  hit  by  the  debt  ever  since  it  was 
rolled  up  during  the  war  period. 

6933.  Would  you  say  that  was  justification  for 
relieving  them  during  these  years? — Not  for  reliev- 
ing them  exclusively,  but  I do  not  think  the  argu- 
ment that  they  have  not  paid  the  levy  is  a reason 
for  not  letting  them  share  in  the  general  benefit  of 
the  reduction.  If  you  assume  a reduction  in  the 
standard  rate  of  Income  Tax,  for  instanoe,  that 
would  benefit  both  the  people  who  were  paying  the 
levy  and  people  who  were  not  paying  the  levy.  It 
would  benefit,  of  course,  to  a much  greater  extent 
the  people  who  were  paying  the  levy,  because  they 
would  be  richer. 

6934.  I gathered  that  your  reason  for  abandoning 
the  Sinking  Fund  during  these  years  was  to  meet 
the  special  difficulty  of  the  people  who  had  been 
subject  to  the  Capital  Levy;  but  the  benefits  are 
going  to  extend  to  another  class  as  well? — Yes,  they 
are  to  some  extent. 

6935.  Mr.  Lees-Smith : Is  there  not  this  fact  to 
be  taken  into  consideration  with  regard  to  the  Sink- 
ing Fund,  that  it  is  a question  of  balance  of  advan- 
tages. There  are  many  practical  difficulties  in  the 
way  of  a Capital  Levy,  as  has  been  pointed  out,  and 
the  Sinking  Fund  is  proposed  as  an  alternative,  but 
in  fact  is  not  the  Sinking  Fund  itself  an  imprac- 
ticable proposal  ? Is  it  not  the  fact  that  Sinking 
Funds  are  never  maintained  and  that  we  tried  to 
pay  off  the  Napoleonic  War  debt  by  a Sinking  Fund, 
with  the  result  that  it  was  practically  as  high  when 
the  last  war  broke  out  as  at  the  beginning.  We 
have  now  a Sinking  Fund  which  we  have  maintained 
for  18  months,  which  is  a very  great  achievement, 
hut  if  a little  war  broke  out  anywhere  again  the 
Sinking  Fund  would  disappear.  Is  it  not  a fact  that 
a Sinking  Fund  is  not  a practical  alternative?. — 
My  view  is  that  the  Sinking  Fund  is  very  difficult 
to  maintain  for  political  reasons.  I am  not  abso- 
lutely confident  that  Mr.  Winston  Churchill  will  not 
raid  it  next  month  in  order  to  get  6d.  off  the  Income 
Tax.  That  is  just  a guess  that  I make  from  the 
outside;  I do  not  know.  But  I do  think  that  one 
of  the  advantages  of  the  Capital  Levy  as  compared 
with  a prolonged  Sinking  Fund  is  that  if  you  can 
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get  the  necessary  political  and  economic  conditions 
for  carrying  out  the  Capital  Levy  the  tiling  is,  to 
a great  extent,  finished  and  done  with  and  is  no 
longer  imposing  a continuing  strain  upon  the  econo- 
mic rectitude  of  politicians.  I think  that  is  so. 
That  is  one  of  the  reasons  for  trying  as  far  as  we 
can  to  make  a big  effort  of  an  emergency  character. 

6936.  Chairman:  I have  heard  a great  many 

economists,  and  I am  associated  with  a number  round 
this  table,  but  I have  never  yet  heard  one  give  a moral 
reason  why  there  should  be  a Capital  Levy? — In  order 
to  preserve  the  virtue  of  the  politician. 

693(7.  Professor  Sail : I thought  that  Dr.  Dalton 
gave  us  something  of  the  sort  when  he  compared  the 
sacrifices  of  the  people  who  had  gone  out  to  fight? — 1 
mention  that  later,  because  you  ask  me  a leading 
question  in  your  questionnaire. 

6938.  Sir  Charles  Addis : In  paragraph  4,  where 
you  refer  to  a reduction  of  Income  Tax  and  food  taxes, 
do  I understand  you  to  say  that  you  do  not  favour  any 
suggestion  that  the  proceeds  of  the  levy  should  be 
used  to  reduce  the  taxation  of  those  who  in  the  main 
pay  the  levy?  That  is  what  I understood  you  said 
just  now.  When  you  talk  about  the  relief  of  food 
taxes,  is  it  to  be  understood  that  the  relief  is  to  be 
limited  to  indirect  taxation  on  food  and  not  to  indirect 
taxation  generally? — By  food  taxes  I mean  of  course 
the  duties  on  sugar,  tea,  coffee,  cocoa,  dried  fruits — 
that  particular  group  of  indirect  taxes. 

6939.  You  exclude  the  reduction  of  any  other 
groups  of  indirect  taxation? — I think  the  case 
for  red.ucing  those  indirect  taxes  is  much  stronger 
than  the  case  for  reducing  any  other  indirect  taxes. 

I do  not  think  there  is  a very  strong  case  for  reducing 
the  tax  on  alcohol  or  on  tobacco.  But  I think  it  is 
important  to  re'duce  the  food  taxes,  partly  on  the 
ground  which  I think  I mentioned  when  I was  here 
before,  and  which  will  be  familiar  to  the  Committee 
■ — Sir  Herbert  Samuel’s  estimate  about  the  regressive 
character  of  our  tax  system  at  the  bottom,  which  is 
almost  wholly  due,  of  course,  to  the  existence  of  these 
taxes.  Then  that  is  dealt  with  'in  paragraph  4. 
(Pao'agraph  5 read.)  I would  like  to  say  on  para- 
graph 5 that  I should  not  have  reintroduced  that  line 
of  discussion  had  it  not  been  for  your  question  about 
equity.  I had  a very  full  discussion  with  some  mem- 
bers of  the  Committee  about  this  on  a previous 
occasion,  and  I do  not  suppose  that  either  I or  they 
have  changed  our  views  since  then. 

6940.  Mr.  Sichens : I do  not  wish  to  renew  the 
discussion,  but  there  is  one  question  I should  like  to 
ask  you.  Do  you  think  that  this  argument  becomes 
of  decreasing  importance  as  the  years  go  by? — Yes,  I 
am  afraid  it  does. 

6941.  You  are  not  glad;  you  are  sorry? — I am  sorry 
in  this  sense— — 

6943.  You  like  a grievance? — No,  I do  not  like  a 
grievance,  but  I do  not  like  to  see  people  with  a 
grievance  growing  old  without  it  being  remedied.  I 
am  thinking  there  of  the  ex-service  men. 

6943.  To  some  extent  the  argument  for  a Capital 
Levy  is  diminished  by  the  fact  that  it  has  been  put 
off  for  six  years.  It  would  have  been  more  effective, 
perhaps,  if  it  had  been  put  on  at  once? — If  you  are 
on  effectiveness,  I will  deal  with  that. 

6944.  More  equitable;  I will  put  it  that  way? — On 
the  ground  of  equity  I agree,  if  you  wait  till  all  the 
ex-service  men  are  dead,  the  case  on  equity  practically 
vanishes. 

6945.  It  is  not  so  much  the  ex-service  men  as  the 
elderly  plutocrats.  When  they  perish  your  grievance 
ceases.  Their  wealth  may  be  inherited  by  somebody 
who  fought  in  the  War.  You  cannot  carry  your 
grievance  beyond  the  grave.  Seeing  that  they  are  the 
elderly  people,  they  are  people  who  are  dying  off 
yearly? — I agree  that  if  justice  is  not  done  soon  in. 
this  sense,  it  will  be  too  late  to  do  it  ever. 

6946.  But  in  so  far  as  there  is  any  force  in  the 
argument  that  those  who  did  not  fight  in  the  War 
made  fortunes,  and  that  those  who  did  fight  are  pay- 
ing, it  is  of  diminishing  importance  every  year, 
because  wealth  is  shifting  from  one  person  to  another 
— some  are  dying,  many  of  those  who  fought  in  the 


War  are  very  likely  making  fortunes  themselves  and 
are  contributing  in  that  respect? — Yes,  1 agree  it 
diminishes  with  time. 

6947.  It  diminishes  quite  importantly,  I take  it. 
There  must  be  a substantial  difference,  must  there 
not,  in  that  respect  between  this  year  and  the  year 
immediately  after  the  War? — I do  not  know  that  1 
should  expect  it  to  be  very  great  over  that  period. 
It  would  be  very  great  over  the  next  30  years,  but  it 
is  still  true  that  a large  number  of  ex-service  men 
are  paying  heavy  taxation  to  provide  interest  which 
is  to  a great  extent  received  by  people  who  did  not 
fight  in  the  War,  but  who  came  out  of  it  richer  than 
they  went  in. 

6948.  Of  course  the  converse  is  also  true,  is  it  not? 
— What  is  the  converse? 

6949.  That  a large  number  of  elderly  and  wealthy 
people  are  paying  for  those  who  did  fight  in  the  War? 
— Paying  for  them,  you  mean,  in  respect  of  unem- 
ployment benefit,  and  so  on  ? 

6950.  Pensions  and  unemployment  benefit  and  the 
rest  of  it? — Yes,  to  some  extent,  I agree. 

6951.  Chairman:  Is  there  not  the  same  difference 

as  regards  those  men  who  were  working  on  very  big 
wages  in  this  country  while  the  soldiers  were  fighting 
on  a small  wage? — It  is  a difference  of  degree  so 
great  as  to  be  almost  a difference  of  kind.  If  we  are 
thinking  now  of  capital  wealth,  no  doubt  part  of 
those  wages  have  been  invested,  but  of  course  the 
greater  part  was  spent.  There  was  that  inequity  at 
the  time,  I agree,  and  many  people  felt  it  very 
keenly.  One  sees  in  retrospect  that  it  was  a distinct 
inequity.  How  far  it  would  have  been  practicable 
to  avoid  it  then,  I am  not  discussing. 

6952.  Mr.  Sichens:  Would  you  nurse  this  grievance 
for  another  30  years,  or  would  you  drop  it  after 
10  years,  or  what?  It  is  obviously  dying.  When 
would  you  put  it  in  its  grave? — Not,  I think  for 
thirty  years.  I do  not  accept  .your  phrasing  of  the 
thing,  but  answering  you  in  your  own  language,  that 
is  the  answer.  ( Pararaph  6 read.) 

6953.  Sir  Charles  Addis  : It  appears  to  be  your  view 
that  no  real  guarantee  can  be  given  against  the 
repetition  of  a Capital  Levy  ? — No ; I do  not  feel  that 
any  of  the  proposals  so  far  made  or  any  other  that 
1 have  been  able  to  think  of,  would  really  be  effective 
— simply  because  you  cannot  bind  the  future. 

6954.  Do  you  think  that  the  fear  of  repetition 
is  an  important  element  to  be  considered  in  the 
case  of  the  Capital  Levy,  particularly  with  regard 
to  its  effect  upon  the  accumulation  of  savings? — 
It  is  so  much  talked  about  that  1 think  there 
must  be  some  reality  in  it,  although,  as  I have 
suggested  here,  it  is  not  fair  simply  to  speak  as 
though  the  choice  were  between  no  Capital  Levy 
and  no  fear  on  the  one  hand,  and  on  the  other 
hand  a Capital  Levy  plus  a fear  of  repetition. 
There  is  presumably  now  some  fear  of  the  imposi- 
tion of  a Capital  Levy ; and  I have  suggested  hero 
that,  if  a Capital  Levy  on  the  kind  of  scale  1 
contemplate  were  carried  out,  and  if  the  existing 
generation  of  politicians,  particularly  of  politicians 
in  those  political  parties  which  favour  the  levy, 
pledged  themselves,  and  if  tlieir  party  pledged 
itself  against  repetition,  so  far  as  the  individuals 
at  present  comprising  it  were  concerned,  I should 
have  thought  the  fear  of  repetition  then  would  be 
distinctly  less  than  the  fear  of  imposition  is  now. 

6955.  Mrs.  Wootton:  We  had  a witness  this 

morning  who, , if  I followed  him  rightly,  argued 
in  this  way,  and  I should  like  to  have  your  opinion 
on  the  argument.  Either  a Capital  Levy  is  good 
or  a Capital  Levy  is  had;  if  it  is  bad,  we  ought 
not  to  have  it;  and  if  it  is  good,  it  is  a great 
shame  to  guarantee  that  we  should  not  have  Jt 
again.  Therefore  we  ought  not  to  aim  at  a 
guarantee? — The  offer  of  a guarantee  against 
repetition,  like  the  offer  of  a reduced  Income  Tax, 
is  the  price  which  many  of  ns  who  are  in  favour 
of  it  are  willing  to  pay,  if  thereby  we  could  get  it- 
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6956.  In  fact,  there  is  something  to  he  said  for 
the  argument  that,  if  it  is  good,  it  would  be 
desirable  to  have  it  again.  Unfortunately,  you  have 
to  pay  the  price.  Is  that  your  view? — My  view 
is,  that  a Capital  Levy  is  appropriate  to  the  re- 
duction of  a large  dead-weight  debt.  It  is  not 
appropriate  for  many  other  purposes  in  public 
finance  for  which  we  want  funds.  It  is  not 
appropriate  for  a housing  scheme. 

6957.  The  initial  assumption,  either  that  a Capital 
Levy  is  good,  or  that  it  is  bad,  is  perhaps  too  simple  ? 

Yes,  I think  it  is.  It  depends  upon  the  purpose. 

If  you  had  no  National  Debt,  or  only  a very  small 
National  Debt,  there  clearly  would  be  no  point  in 
talking  about  a Capital  Levy.  For  dealing  with  a 
large  dead-weight  debt,  it  appears  to  me  to  have 
great  advantages.  For  dealing  with  other  financial 
requirements,  it  does  not  appear  to  me  to  have 
advantages. 

6958.  Sir  Josiah  Stamp:  You  would  not  advocate 
a Capital  Levy  for  the  purpose  of  the  redistribution 
of  wealth? — No. 

6959.  Nor  for  the  purpose  of  getting  its  beneficial 
effects  to  trade  for  five  years? — No.  I think  some- 
times I should  threaten  it,  when  a boom  was  on, 
but  without  the  intention  of  carrying  it  out. 

6960.  Mr.  Pichens  : Nor  for  destroying  profiteers? 
— No;  only  for  destroying  undue  confidence.  (Para- 
graph 7 read.)  I have  already  referred  to  one  of  the 
points  here,  in  reply  to  an  earlier  question.  In  regard 
to  this  last  sentence,  I do  not  think  it  is  reasonable 
that  those  who  believe  that,  on  the  merits,  the  Capital 
Levy  is  the  right  way  out,  should  abandon  that 
opinion  or  the  propagation  of  that  opinion,  merely 
because  they  find  a certain  number  of  people  in 
opposition  to  them. 

6961.  Sir  Josiah  Stamp:  I take  it  you  mean  by 
this,  that  if  the  imposition  of  the  levy  has  some 
damaging  effects  at  the  time,  they  are  not  inherent  in 
the  levy  itself,  but  that  they  must  be  due  either  to 
people’s  lack  of  courage  or  to  their  wilful  misrepre- 
sentation and  panicmongering? — Broadly,  yes.  I have 
pointed  out  in  the  first  sentence,  and  I deal  with  it 
again  later  on,  that  there  are  a number  of  what  I 
have  called  here  “ abnormal  cases.”  I have  given 
grounds  later  on  *for  supposing  that  they  are  not  very 
numerous  and  that  they  are  capable  of  special  treat- 
ment, and  I am  assuming  that  the  scheme  of  a levy 
is  framed  so  as  to  deal  in  a reasonable  way  with 
them. 

6962.  You  have  practically  taken  all  those  fears  that 
people  have  about  unloading  gilt-edged  securities  and 
the  general  lowering  of  tone,  and  so  on,  and  ruled 
them  out  in  your  hypothesis? — I have  assumed  that 
they  can  be  met  by  appropriate  details  in  the  scheme. 
I do  not  want  to  assume  that  those  fears  are  irrational 
at  all,  but  I want  to  suggest,  and  I suggest  in  more 
detail  later  on,  that  all  those  fears  can  be  met  by  de- 
tailed provisions.  What  you  cannot  meet  by  detailed 
provisions  are  wild  misstatements  such  as  we  had 
when  the  thing  was'  a political  issue,  that  everybody 
was  going  to  be  robbed,  and  going  to  be  robbed  every 
year,  and  so  on.  But  I think  all  reasonable  fear  can 
he  met  by  reasonable  precautions. 

6963.  You  say  that  all  real  difficulties  inherent  in 
the  scheme  can  be  met  by  provisions  in  the  scheme 
itself  P — That  is  my  view. 

6964.  And  therefore  any  ill  effects  of  its  imposition 
must  be  residually  due  either  to  lack  of  faith  or 
courage  or  to  wilful  misrepresentation  ?! — Yes,  or 
perhaps  to  sheer  stupidity,  in  a few  cases.  Some 
people  will  not  understand  even  when  von  make  it 
qnite  clear  to  them.  But,  broadly,  I believe  that 

hese  various  difficulties  which  cause  genuine  and 
bona  fide  fear  and  panic,  can  be  got  over  bv  detailed 

arrangements. 

6965.  Sir  Charles  Addis:  Assuming  that  there  is 
tne  organised  opposition  of  which  you  speak,  would 
you  still  consider  it  practical  politics  to  carry  out 

ie  Lapital  Levy  now,  or  are  we  to  understand  that 

^ hnpital  Levy  would  then  be  postponed  and  that 
16  etforts  of  those  who  advocate  it  should  be  devoted 


to  the  better  education  of  public  opinion  and  the 
conversion  of  opponents?  In  other  words,  would 
the  levy  precede  the  conversion  or  follow  it? — Look- 
ing at  the  thing  in  political  terms,  clearly  the  levy 
could  not  happen  until  you  had  a Parliamentary 
majority  in  favour  of  it.  If  you  had  a Parliamen- 
tary majority  in  favour  of  it,  there  must  have  been 
a very  considerable  conversion  of  opponents.  You 
would  still  very  likely  have  a considerable  section  of 
opponents,  and  possibly  of  influential  opponents. 

6966.  It  was  your  expression  “ organised  opposi- 
tion ” that  struck  me.  Had  you  in  view  the  banks? 
— No;  I do  not  think,  in  the  last  resort,  the  banks. 
I am  thinking  more  of  the  Press.  I do  not  want  to 
seem  unduly  flattering,  but  I do  not  believe  that  the 
bankers,  in  the  last  resort,  would  be  among  the 
opponents  at  all.  I think  it  is  relatively  easy  to 
make  an  arrangement  with  the  hankers.  That  is  my 
feeling;  and  I think  that  supporters  of  the  levy 
would  he  able,  at  a certain  stage,  to  get  the  co- 
operation of  the  hankers  in  dispelling  absurd  non- 
sense, because  it  obviously  is  going  to  hurt  the 
banks  as  much  as  anybody  if  the  absurd  nonsense 
is  believed.  ( Paragraph  8 read.) 

6967.  Mr.  Pichens : Do  you  suggest  that  most 

business  men,  or  all  business  men,  , alternate 
between  excessive  hopefulness  and  excessive  gloom? 
— I am  quoting  there  from  other  authorities.  I 
have  not  myself  published  anything  on  this,  hut 
there  is  a large  concensus  of  opinion,  including, 
by  the  way,  Lord  Leverhulme.  I remember  him 
saying,  in  an  address  he  gave  a year  or  two  ago, 
that  the  state  of  trade  was  very  largely  a state 
of  mind,  and  he  quoted  some  lines  of  verse  in 
illustration  of  that : “ Weep,  and  the  world  weeps 
with  you;  smile,  and  you  sell  your  goods.”  He 
is  clearly  a great  authority  on  this  matter,  and 
there  are  various  economists,  especially  members  of 
the  Cambridge  school,  who  have  stressed  this  aspect 
of  the  thing  very  much,  and  I should  have  thought 
it  had  great  importance. 

6968.  Sir  -Josiah  Stamp:  Is  it  not  rather  that 
it  is  the  aggregate  that  is  important,  rather  than 
the  individual?  If  a business  man  never  risked 
a loss,  he  would  never  make  a profit,  would  he? — 
Broadly,  no;  hut  I am  simply  quoting  a fairly 
generally  accepted  idea. 

6969.  Mr.  Pichens : It  struck  me  because  you 

attribute  a unanimity  to  business  men  which  I 
never  come  across  ? — I do  not  suggest  anything 
which  you  could  call  unanimity,  but  there  are,  are 
there  not,  wave  movements  ? 

6970.  According  to  newspaper  proprietors  and 
economists,  there  are  ? — And  according  to  Lord 
Leverhulme. 

6971.  There  is  the  danger  of  over-stressing  that 
particular  side  of  the  question  ? — Yes,  I think, 
perhaps,  I might  say,  arising  out  of  the  point  that 
Sir  Charles  Addis  put  just  now,  in  a sense  you 
have  got  to  have  political  conditions  favourable 
before  you  can  impose  a levy;  that  is  to  say,  you 
have  to  have  a Parliamentary  majority  in  favour 
of  it;  but,  so  far  as  you  oan  pick  your  time  in 
relation  to  the  trade  cycle,  it  would  be  very 
advantageous  to  have  it  in  the  early  stages  of  a 
boom,  as  a brake.  How  far  it  would  be  politically 
possible  to  exercise  that  degree  of  nicety  in  the 
choice  of  time,  I do  not  know. 

6972.  Sir  WiUi'am  McJAntoch : Having  •come  to 

a period  of  acute  depression,  would  it  not  mean 
an  additional  amount  of  opposition  ? — I am  assuming 
that  the  best  time  is  when  the  trade  boom  is  under 
way  but  not  yet  too  far  gone. 

6973.  Mr.  Pichens:  If  you  could  tell  me  when 

that  was,  I would  give  you  £20,000  a year? — I am 
suggesting  that,  as  far  as  this  argument  is  con- 
cerned, we  should  wait  and  see,  and  that  when  the 
boom  really  does  manifest  itself,  that  would  be 
the  time. 

6974.  The  difficulty  is  to  know  when  the  time  is. 
Before  it  has  manifested  itself,  it  is  over,  is  it 
not?  Sir  William  McT/intock : You  would  only 
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know  after  it  is  over,  that  it  had  been  on? — 
(Witness) : In  1919  it  was  pretty  evident. 

6975.  Mr.  Hichens : That  was  a fairly  prolonged 

one,  hut  there  have  been  a number  of  occasions  of 
recent  years  when  people  have  said:  “See  here, 

see  there,  the  Spring  is  coming,”  hut  it  never  came? 
— I know.  I sit  on  a Committee  which  is  supposed  to 
try  to  make  prophecies.  I do  not  regard  myself  as 
an  authoritative  member  of  that  Committee,  hut  I 
notice  other  people,  whose  judgment  I respect, 
continuously  being  wrong.  I agree  it  is  most 
difficult  to  foretell. 

6976.  It  is  not  easy  to  select  a time  at  which  it 
is  expedient  to  put  on  a levy  on  the  ground  that 
the  boom  is  fairly  under  way.  It  is  a very  difficult 
thing  to  say,  is  it  not? — Yes,  it  would  be  difficult, 
I agree. 

6977.  Chairman : There  is  often  very  great  short- 
ness of  money  while  a boom  is  on.  The  boom  takes 
all  the  money  which  you  have  on  deposit  at  the 
bank  or  in  reserve,  and  there  is  not  much  money 
to  pay  a Capital  Levy? — That  is  so.  ( Paragraphs 
9 and  10  read.) 

6978.  Have  you  any  idea  how  many  years  it  would 
take  to  get  in  the  payments  of  a Capital  Levy  of 
£3,000.000,0000? — My  view  is  that  you  could  get  the 
bulk  of  it  in  within  one  or  two  years,  and  for  the 
rest  you  would  have  your  instalment  arrangements. 

6979.  Would  not  your  valuation  take  much  longer 
than  that? — What  I have  contemplated  (I  have  not 
put  it  here,  but  I have  put  it  in  my  book),  and 
what  is  contemplated,  I think,  in  the  scheme  of 
the  Labour  Party,  is  that  the  owner  would  himself 
be  invited  to  put  in  a first  provisional  valuation, 
and  would  be  assessed  on  that,  and  the  levy  would 
become  payable  on  that,  and  then  you  would  take 
time,  if  it  was  required,  to  check  that  and  make 
subsequent  adjustments.  The  bulk  of  the  money 
you  would  get  in  by  a valuation  put  in  by  the 
person  liable  foT  the  levy,  himself,  and  that,  I should 
have  thought,  would  not  take  long. 

6980.  Have  not  some  of  your  friends  said  that 
it  might  extend  over  four  or  five  years,  and 
suggested  giving  the  power  to  pay  over  that  period? 
— I would  be  willing  to  give  a power  to  pay  in 
certain  cases  over  a longer  period  than  that,  in 
the  case  of  money  in  private  business,  and  so  on, 
but  I should  have  thought,  in  so  far  as  you  are 
getting  payment  in  War  Loan  stock  and  other 
securities,  you  could  get  nearly  all  the  payments 
made  within  a year  or  18  months  at  the  outside. 

6981.  I agree  in  the  case  of  War  Loan,  but  in  the 
case  of  vast  industrial  concerns  and  private  busi- 
nesses, where  capital  is  not  in  money  but  is  in 
machinery  and  buildings,  all  those  things  would  take, 
I fear,  a great  many  more  years? — The  private  busi- 
ness I mention  in  a later  answer.  My  feeling  is  thai 
although  there  would  be  a number  of  cases,  it  might 
amount  to  a fairly  large  number  of  actual  individuals, 
who  would  be  paying  the  whole  or  some  part  of  their 
levy  by  instalments,  that  would  not  represent  a very 
large  fraction  of  the  yield  of  the  levy.  The  greater 
part  o<f  the  yield,  I think,  you  would  get  in  pretty 
quickly  by  the  handing  over  of  securities. 

6982.  Sir  Charles  Addis  : I would  like  to  refer  to 
one  point.  What  steps  have  you  in  mind  should  be 
taken  with  a view  to  prevent  a sharp  fall  in  the  price 
level? — I had  in  mind  the  bind  of  policy  that  Mr. 
Keynes  suggests  in  his  last  book.  You  would  lower 
the  bank  rate  possibly  and  there  might  be  a change 
in  the  arrangements  for  the  fiduciary  note  issue 
during  the  period.  This  is  repeating  what  I say  in 
reply  to  a later  question  ; but,  'in  effect,  if  you  found 
some  deflationary  tendency  following,  you  would 
introduce  an  inflationary  counter  move  to  counter  it. 
(Paragraph  12  read.)  In  paragraph  13  I say  that  I 
am  in  general  agreement  with  the  statement  made  by 
Mr.  Hichens.  I did  not  quote  that  out  of  malice, 
Mr.  Hichens;  I do  not  know  whether  you  still  hold 
this  view. 


6983.  Mr.  Hichens  : I do. — It  did  seem  to  me  to 
express  the  position  extremely  well.  I have  quoted 
it  in  my  little  book  and  elsewhere  because  of  your 
authority  behind  it,  and  because,  for  the  lucidity  of 
its  expression,  I could  not  better  it.  (Paragraphs  13 
to  15  read.) 

6984.  Chairman  : A levy  could  not  be  paid  in  cash, 
could  it? — No,  clearly  not.  A great  deal  of  the 
current  misunderstanding  of  the  proposal  is  based 
upon  the  notion  that  it  is  all  going  to  be  paid  in 
cash,  which,  of  course,  was  never  proposed. 

0986.  Mr.  Hichens  : What  proportion  did  you  esti- 
mate would  be  paid  'in  War  Loan  itself?  Did  you 
make  an  estimate  of  that? — Yes,  I estimated  about 
one-third  or  a little  more,  on  the  £3,000,000,000 
basis.  It  would  depend,  I think,  rather  upon  how 
far  you  could  work  what  Lord  Arnold,  the  initiator 
of  this  proposal,  called  the  exchange  arrangement, 
under  which  corporations  and  institutions  not  subject 
to  the  levy  who  hold  War  Loan  might  be  encouraged 
to  exchange  their  War  Loan  for  other  good  class 
securities  held  by  private  persons.  If  you  could  work 
an  exchange  on  a large  scale  on  those  lines,  then  a 
great  deal  more  than  one-third  could  be  paid  in  War 
Loan  direct.  We  see  estimates  sometimes  of  the 
relatively  small  proportion  of  War  Loan  held  by 
private  individuals,  and  in  so  far  as  a series  of 
exchange  operations  of  that  kind  was  possible  you 
would  increase  the  amount  that  could  be  paid  con- 
siderably in  excess  of  the  figures  that  we  get  from 
time  to  time  for  the  individual  holdings.  (Para- 
graph 16  read.) 

0986.  Sir  Charles  Addis  : I understand  you  to  mean 
by  that,  that  if  the  gold  standard  were  restored  there 
would  be  no  need  for  the  corresponding  inflationary 
action  to  be  taken  in  order  to  counteract  the  defla- 
tion produced  by  a levy? — No,  I do  not  think  there 
would,  but  there  might  be  need  for  it  under  the 
Keynes  scheme,  of  course. 

6987.  Have  you  considered  the  difficulty  that  might 
arise  owing  to  the  decreased  demand  for  credit  as 
part  of  the  result  of  a Capital  Levy? — Yes,  I have 
thought  about  that.  But  would  there  be  a decreased 
demand  in  the  aggregate?  Would  it  not  rather  be  a 
redistribution  of  the  demand  for  credit? 

6988.  I want  to  get  your  view  on  that,  and  whether 
there  might  not  be  a considerable  intervening  period 
where  there  was  a lag  in  the  demand.  I am  assuming 
that  distribution  takes  some  time.  T merely  wanted 
to  get  your  view  as  to  the  importance  of  that? — I 
think  that  the  amount  of  War  Loan  and  these  other 
securities  that  is  held  as  collateral  is  often  greatlv 
exaggerated  in  discussions  of  this  matter.  After  all, 
a large  number  of  retired  people  who  happen  to  be 
wealthy  and  who  would  pay  a good  deal  of  the  levy 
under  these  scales  do  not  use  their  holdings  as 
collateral;  they  simply  use  them  as  a source  of 
income ; and  many  others  who  might  come  within  the 
levy  scheme  have  a certain  amount  of  holdings  which 
they  do  not  use  as  collateral.  I think  you  will  be  able 
to  take  a much  more  authoritative  view  of  this  par- 
ticular point  than  I should,  but  my  impression  is 
that  the  amount  of  potential  good  collateral  in 
existence  now  is  far  greater  than  can  actually  bo  used, 
far  greater  than  the  banking  system  can  afford  to 
lean  upon.  In  so  far  as  the  levy  involves  the 
surrender  of  a large  amount  of  War  Loan  and  other 
good  securities,  the  amount  of  potential  good 
collateral  would  be  reduced.  But  there  is  a very  big 
margin,  I fancy,  between  the  amount  of  actual 
collateral  which  'is  the  basis  of  bank  advances  and  the 
amount  of  potential  good  collateral.  The  amount  of 
potential  good  collateral  has  been  enormously 
magnified  since  1914. 

6989.  The  view'  was  that  although  there  would  be 
this  enormous  potential  capital  still  left  in  the  form 
of  other  securities,  it  would  take  some  time  before 
that  drifted  into  the  other  hands,  and  you  might 
have  sporadic  shortness  here  and  there  which  would 
reduce  the  demand  for  credit ; but  you  do  not  consider 
it  a very  vital  element? — I should  have  thought  not, 
assuming  that  the  details  of  your  levy  in  other 
respects  are  reasonably  well  devised,  If  the  position 
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were  that  the  general  principle  were  accepted  and 
one  were  considering  the  details,  that  is  the  kind  of 
point  where  I think  advice  from  hankers  would  be 
extremely  valuable. 

6990.  Mr.  Lees-Smith : The  figures  we  have  had 
show  that  actually  there  is  only  £2,500,000,000  of  the 
debt  held  by  private  individuals,  the  rest  being  held 
by  banks,  insurance  companies,  etc.  P — Yes. 

6991.  I suppose  it  is  the  case  that  they  do  not  use 
it  as  collateral  to  the  same  extent  as  private  indi- 
viduals?— No,  and  even  if  they  do  it  would  not 
matter,  because  they  would  not  pay  the  levy  at  all; 
they  are  not  affected.  It  is  the  private  trader  who 
would  be  affected,  and  he  in  many  cases  would,  under 
my  suggestion,  pay  by  instalments;  so  there  would 
be  no  need  to  realise  or  withdraw  his  collateral.  If 
he  could  show,  for  example,  that  he  had  indeed  a 
considerable  amount  of  War  Loan  but  that  it  was  all 
being  used,  or  largely  being  used,  as  collateral  for  a 
bank  advance,  that  would  be  strong  presumptive 
evidence  of  his  right  to  pay  by  instalments. 

6992.  Professor  Mall : Do  I assume  correctly  that 
the  whole  of  the  argument  on  paragraph  16  is  that 
there  would  be  no  deflation?  There  are  two  or  three 
“ ifs  ” in  that  paragraph,  and  I am  not  quite  clear 
about  that? — I think  you  have  to  distinguish  between 
the  gold  standard  and  the  managed  paper  standard. 
Now,  under  a gold  standard,  my  view  is  that  any 
slight  tendency  to  deflation  would  be  automatically 
corrected;  it  would  never  become  real;  it  would 
be  automatically  corrected  by  the  movement  of  ex- 
changes and  the  inflow  of  gold  and  the  adjustment 
of  prices.  Under  a managed  paper  standard  you 
would  have  in  your  hands  the  means  to  counter  it. 
According  to  the  general  plan  Mr.  Keynes  sets  out 
in  his  latest  book,  by  movements  of  bank  rate,  and 
so  on,  you  would  be  able  to  check  it. 

6993.  So  that,  under  the  gold  standard,  there 
would  be  no  deflation,  and  under  the  managed 
currency  scheme  you  might  have  it.  But  you  could 
counteract  it? — Yes,  that  is  my  view.  ( Paragraphs 
17  and  18  read.) 

6994.  Sir  Charles  Addis : We  have  had  different 
estimates  of  the  net  saving  which  might  be  expected 
to  result  from  a Capital  Levy,  but  without  entering 
into  those,  I should  like  to  get  your  opinion  on  the 
general  ground  as  to  how  far  the  amount  of  the  net 
saving  to  be  expected  from  a levy  has  a direct  bearing 
on  the  question  as  to  whether  it  is  really  worth 
while? — I have  enumerated  in  paragraph  17  certain 
advantages,  which  seem  to  me  to  be  quite  solid 
advantages  and  which  are  independent  of  the  amount 
of  the  net  saving. 

6995.  It  was  the  relative  degree  of  importance  to 
be  attached  to  the  net  return  that  I wanted  to  get 
from  you  ? — Clearly,  unless  we  get  some  appreciable 
net  saving,  it  would  not  be  worth  while.  But  I 
regard  these  others  as  quite  solid  things ; they  are 
not  just  debating  points.  I do  attach  importance 
to.  these  things  in  paragraph  17,  and  I think  they 
reinforce  the  advantages  of  the  net  saving,  but  I 
should  certainly  be  very  unhappy  if  I did  not  see 
a net  saving.  I got  a net  saving  of  £70,000,000  a year 
on  my  estimate,  but,  as  I said  in  reply  to  Sir  Josiah 
Stamp,  I do  not  attach  any  more  importance  to  my 
estimate  than  I do  to  his  or  anybody  else’s  outside  the 
Inland  Revenue. 

6996.  The  other  things  would  not  be  sufficient  if 
the  net  saving  were  not  considerable? — No,  but  I 
should  like  to  add  to  that,  that  if  on  the  Labour 
Party’s  scale  the  net  saving  appeared  to  be  too  small, 
then  my  first  inclination  would  be  to  adjust  the  scale 
so  as  to  make  the  net  saving  larger.  ( Paragraphs 
19  to  23  read.) 

6997.  Would  you  propose  to  make  any  adjustment 
of  the  levy  in  the  case  of  persons  paying  by  instal- 
ments. whose  wealth  had  substantially  increased  or 
diminished  during  that  period  of  payment? — I start 
with  a very  strong  prejudice  against  making  any 
adjustment  of  that  kind.  It  seems  to  me  a case 
" lere,.  unless  yon  stick  pretty  closely  to  your  initial 
Valuation,  the  administrative  possibility  of  the  thing 


will  be  swamped  by  a mass  of  detailed  claims  for 
alteration.  I think  there  is  a great  advantage,  from 
the  point  of  view  of  removing  uncertainty,  in  an 
individual  liable  to  levy  knowing  from  the  start  what 
his  liability  is  and  knowing  that  it  is  independent 
of  his  subsequent  efforts  and  activities.  Then  on 
the  kind  of  point  that  Mr.  Hichens’  quotation  was 
designed  to  illustrate,  if  you  aim  at  lifting  the  burden 
from  a man’s  future  activities  and  saying  that  the 
fruits  of  what  he  does  in  the  future  shall  be  taxed 
at  a lower  rate,  clearly  you  do  not  completely  do 
that  if  you  say:  “Now  this  initial  valuation  is 

going  to  be  modified  according  to  the  results  of  your 
future  proceedings.”  I quite  realise  that  there  may 
be  some  extreme  cases  where  you  will  not  be  able 
to  stick  absolutely  tight  to  your  initial  valuation, 
but  looking  at  it  from  the  administrative  point  of 
view,  I should  say,  keep  these  cases  down  absolutely 
to  the  minimum.  The  machinery  I contemplate  you 
would  have  would  be  some  appeal  tribunal  to  which 
people  could  go  who  wanted  to  pay  by  instalments, 
and  you  would  clearly  want  to  put  competent  people 
on  that,  including  competent  business  men  and 
bankers,  and  you  would  want  to  give  them  rather 
wide  and  elastic  powers,  I think,  to  deal  with  hard 
cases,  but  you  would  want  to  give  them  the  general 
direction  that  as  far  as  possible  they  were  to  stick 
to  these  initial  valuations  and  not  admit  changes. 

6998.  That  would  be  your  plan  for  mitigating  any 
inequity  which  might  arise  between  the  payer  by 
instalments  and  the  payer  in  a lump  sum? — Yes.  I 
think  you  would  have  to  have  an  elastic  residual 
power,  so  to  speak,  in  your  appeal  tribunal.  ( Para- 
graphs 24  and  25  read.)  I think  paragraph  25  is 
an  important  point,  because  I think  that  argument 
is  plausible;  it  is  one  of  the  most  plausible  arguments 
against  the  levy,  but  I do  not  think,  as  far  as  I 
understand  aright  what  is  meant,  that  there  is 
anything  in  it.  I do  not  admit  that  you  would  be 
taking  money  out  of  industry. 

6999.  The  paragraph  appears  to  refer  to  limited 
companies.  Would  you  hold  the  same  view  in  the 
case  of  a private  partnership  ? — I should  contemplate 
that  there  you  would  get  a good  deal  of  the  instal- 
ment arrangement  operating. 

7000.  Industrial  shares  I can  understand,  but  how 
would  that  operate  in  the  case  of  a private  partner- 
ship ? — In  many  cases  the  partners  in  question  would 
have  other  forms  of  wealth  which  they  would  not 
be  using  as  collateral  for  bank  advances;  they  would 
not  have  all  their  eggs  in  their  own  partnership. 

7001.  I think  the  argument  rather  takes  the  line 
that  in  those  partnerships  which  are  earning  a high 
rate  of  profits,  that  profit  may  be  taken  as  a measure 
of  their  competence? — Yes. 

7002.  And  if  you  take  it  away  frdm  those  and 
redistribute  it  among  others,  the  probability  is  that 
you  are  reducing  the  earning  power  of  capital  and 
thereby  incurring  economic  loss? — These  people  either 
pay  the  levy  forthwith  or  they  pay  'it  by  instalments, 
or  possibly  both.  If  they  pay  forthwith,  they  pay 
by  handing  over  War  Loan  or  other  approved 
securities.  If  these  are  not  being  held  as  collateral 
for  bank  advances,  that  does  not  diminish  their  earn- 
ing capacity ; they  merely  part  with  certain  sources 
of  investment  income.  If,  on  the  other  hand,  they 
pay  by  instalments,  the  notion  underlying  that 
arrangement  is  that  the  instalments  are  adjusted  so 
that  they  can  be  paid  out  of  income,  as  if  it  were 
an  additional  Income  Tax  for  a period  of  years.  1 
do  not  see  how  in  either  case  you  are  taking  money 
out  of  their  business. 

7003.  You  may  have  a net  reduction  in  the  capital 
of  the  partnership,  which  would  diminish  their 
power  ? — In  the  capital  of  the  partnership  as  distinct 
from  the  capital  held  by  the  partners?  That  would 
be  a case  to  be  considered  by  the  tribunal  that  I was 
suggesting. 

7004;  The  object  of  my  question  is  to  show  that 
there  is  a distinction  to  be  made  as  the  argument 
is  applied  to  a limited  company,  and  as  it  is  applied 
to  individuals  or  to  private  partnerships  P — Yes,  T 
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agree  that  where  you  get  individual  traders  or  a 
private  partnership,  you  must  be  careful  not  to 
cripple  them. 

7005.  As  a practical  question,  would  it  be  possible 
to  make  your  instalments  so  low  as  to  enable  them 
to  'be  paid  out  of  income?  It  would  certainly  be  very 
difficult,  would  it  not? — 'When  I try  to  contemplate 
the  scheme  'in  working,  I am  quite  prepared  to  see  a 
certain  number  of  people  being  allowed  to  pay  by 
instalments  for  10,  15  or  20  years,  only  I do  not 
believe  the  number  would  be  very  great.  I am  pre- 
pared to  see  a long  period  in  certain  cases,  because 


I believe  that  the  aggregate  importance  of  those  cases 
would  be  very  slight. 

7006.  Mrs.  Wootton  : Have  you  considered  at  ah 
the  desirability  of  making  allowance  for  family 
responsibilities? — I have  thought  about  it,  but  it 
would  be  an  additional  complication,  and  my  inclina- 
tion is  rather  against  it.  I think  it  is  one  of  mam- 
administrative  improvements  which  may  be  suggested 
but  which  would  really  overweight  the  ship.  Thai 
is  my  feeling.  I am  not  fixed  in  my  mind  about  that, 
but  my  initial  reaction  is  against  it. 

Chairman:  Thank  you  very  much. 


(The  Witness  withdrew.) 
(Adjourned  to  to-morrow  morning.) 


TWENTY-SECOND  DAY. 
Wednesday,  1st  April,  1925. 


Present  : 

The  Rt.  Hon.  LORD  COLWYN,  Chairman.  Sin  WILLIAM  MoLINTOGK,  K.B.E.,  C.V.O 

Sir  CHARLES  ADDIS,  K.C.M.G.  Sir  JOSIAH  STAMP,  G.B.E. 

Me.  J.  W.  BOWEN.  Mrs.  BARBARA  WOOTTON. 

Professor  FRED  HALL.  Mr.  G.  R.  HAMILTON,  Secretary. 

Mr.  W.  L.  HICHENS.  Mr.  G.  ISMAY,  Assistant  Secretary. 

Mr.  H.  Gordon  Selfridge,  called  and  examined. 

Evidence-in-chief  handed  in  by  Mr.  Selfridge. 


1.  One  cannot  see  evidence  of  the  National  Debt 
in  itself  affecting  the  supply  of  credit,  nor  does  its 
simple  existence  seem  to  affect  the  permanent  supply 
of  capital.  Of  course  the  payment  of  the  interest, 
which  causes  practically  the  doubling  of  our  taxes, 
at  once  affects  both  of  these  important  items.  But 
inasmuch  as  we  have  incurred  the  debt  it  must  be 
paid,  and  an  enormous  Sinking  Fund  of  50  million 
sterling  per  year  is  one  which  we  must  all  get 
accustomed  to.  While  this  Sinking  Fund  seems 
gigantic,  the  debt  itself  is  gigantic.  We  cannot  have 
a war  without  paying  for  it. 

2.  1 think  that  I should  be  inclined  to  treat  this 
debt  from  a national  standpoint  as  I would  try  to 
treat  it- in  an  individual  business,  -and  I think  that 
a minimum  of,  say,  50  million  sterling  per  annum 
must  be  looked  upon  as  necessary.  Also  I should  be 
inclined  in  a business,  after  a good  big  year,  to  make 
the  reduction  still  larger,  though  it  would  be  difficult 
to  convince  the  -tax-paying  public  that  this  was  wise. 

3.  But  with  the  difficult  times  such  as  we  are  having 
at  present  it  seems  hardly  desirable  to  apply  any 
Budget  surplus  to  the  repayment  of  debt.  The  present 
very  large  taxes — and  I may  add  high  rates — have, 
o-f  course,  subtracted  large  sums  from  the  annual 
savings  of  many  businesses,  but  the  effect  on  the 
individual  has  -been  even  more  disastrous  from  the 
standpoint  of  reducing  seriously  his  purchasing 
ability. 

4.  One  cannot  say  that  the  existing  taxes  act  as 
a deterrent  to  the  individual  or  the  company  from 
trying  to  save  and  trying  to  increase  the  surplus,  but 
of  course  it  has  a very  serious  effect  on  the  result 
of  that  effort.  If  a company  uses  its  money  simply 
to  pay  out  dividends,  and  the  dividend  is  less  as  a 
result  of  the  high  Income  Tax,  the  individual  share- 
holder suffers  to  that  extent,  but  if  the  company- 
uses  the  extra  profit  for  -adding  to  its  surplus,  then 


7007.  Chairman : Will  you  please  begin,  Mr. 

Selfridge,  and  read  your  first  paragraph?  Members 
will  ask  you  questions  upon  each  paragraph  after 
it  has  been  read.  (Paragraph  1 read.) 

7008.  Mr.  Bowen:  Do  you  think  the  Sinking  Fund 
of  £50,000,000  can  be  regarded  as  gigantic  when  it 
is  related  to  a debt  of  over  £7,000,000,000,  repre- 
senting as  it  does  about  f per  cent,  of  the  debt? — I 


the  expansion  of  the  business  is  limited  by  just  tha> 
amount. 

5.  Income  Tax  can  hardly  be  said  to  enter  into 
the  fixing  of  prices  in  the  business  which  I am  most 
familiar  with,  but  in  the  manufacturing  and  export 
-business  Where  the  Income  Tax  adds  a serious  -per- 
centage to  the  expense  account,  there  is  no  doubt 
but  that  it  does  'affect  the  prices  which  the  manu- 
facturer can  quote  to  his  customers  abroad  and  thus 
forces  him  to  become  a little  less  sharp  competitor 
than  he  would  otherwise  be. 

6.  Death  Duties,  when  used  -as  part  of  the  income 
of  the  country  to  pay  the  expenses  of  the  Govern 
mient,  seem  to  me  extremely  unfortunate.  In  my 
judgment,  when  this  country  can  -afford  it,  Death 
Duties  should  be  used  entirely  to  reduce  the  public 
debt  rather  than  act  -as  an  assistant  to  the  Chancellor 
to  pay  the  current  expenses  of  the  country.  Further- 
more, it  certainly  seems  as  if  Death  Duties  were  far 
higher  than  they  should  he. 

7.  Stamp  Duties  should  not  be  a very  serious 
matter.  Of  course  they  are  annoying  -and  they  dc 
increase  our  expenses  Which  most  people  think  should 
not  be  increased,  but  they  do  not  seem  to  me  to  be 
an  a-ppalling  item. 

8.  I think  that  that  tax  is  best  which  is,  as  far 
as  possible,  hidden  or  indirect  and  which  touches 
every  pocket  rather  than  a few.  The  Sales  Tax, 
which  puts  a tax  upon  all  sales  of,  say,  1 per  cent, 
is  perhaps  the  fairest  of  taxes,  because  the  possible 
addition  of  1 per  cent,  in  the  cost  of  the  -article  to 
the  consumer  is  impossible  to  discover.  This  tax  has 
certain  difficulties  and  certain  possible  serious 
dangers,  but,  -aside  from  that,  it  would  see-m  to  me 
an  extremely  fair  way  of  raising  -a  lot  of  money  which 
no  one  would  feel.  I should  be  glad  to  explain  this 
system  if  members  of  the  Committee  are  not  familiar 
with  it. 


have  tried  to  say  that  it  was  not  gigantic  as 
compared  with  the  debt,  but  in  itself  it  is  a gigantic 
sum  for  any  nation  to  pay  £50,000,000  sterling  per 
annum.  No  matter  what  the  debt  is,  there  is 
£50,000,000  sterling  to  collect  from  the  comparatively 
small  number  of  taxpayers  in  this  country.  It  is 
a gigantic  sum  even  if  the  debt  is  50  times  as  much 
When  the  debt  is  incurred  it  must  be  paid,  and 
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therefore  with  that  splendid  reputation  for  integrity, 
for  which  I have  the  greatest  admiration  and  for 
which  people  across  the  ocean  also  have  the  greatest 
admiration,  this  nation,  when  it  incurs  a debt, 
recognises  that  there  is  a time  for  paying  -as  well 
as  a time  for  making.  It  is  the  only  nation  in  the 
world  that  has  done  it,  and  therefore,  while 
£50,000,000  sterling  is  a very  large  sum,  the  tax- 
payers of  this  country  have  got  to  get  used  to  it, 
in  my  judgment. 

7009.  Sir  Charles  Addis  : Would  you  amplify  your 
statement  that  the  payment  of  the  interest  on  the 
debt  affects  the  supply  of  capital;  why  does  it  do 
that? — It  withdraws  from  every  business  a very  -large 
sum  every  year.  It  withdraws  from  those  who  have 
sufficient  financial  ability  to  pay  anything  towards 
the  debt  a certain  percentage  every  year.  That 
practically  is  capital,  whether  it  is  personal  savings 
or  for  their  business.  When  we  take  a very  large 
sum  from  my  business,  if  you  please,  and  put  it 
into  the  Treasury,  or  it  is  sent  across  the  ocean  or 
somewhere  else,  it  withdraws  capital  from  business. 

7010.  Would  you  apply  that  to  the  payment  of  the 
internal  debt  in  the  same  way?— All  payment  of 
taxes  withdraws  money  from  capital,  but  when  there 
is  an  excessive  payment  it  becomes  more  or  less 
arduous  after  a while  and  irksome.  The  payment 
of  all  taxes  and  the  payment  of  all  expenses  with- 
draws money  from  the  capital  of  the  business,  but 
it  is  recognised  as  a necessity.  If  a business  could 
get  along  -without  paying  rent  it  would  be  that 
much  better  off,  and  be  able  to  save  that  much  more 
money  in  its  capital.  But  it  must  pay  its  rent,  it 
must  pay  its  pay  roll,  and  it  must  pay  its  proportion 
of  taxes.  When  those  taxes  are  increased  it  with- 
draws a still  larger  sum  from  the  capital  of  the 
business.  The  withdrawal  of  money  from  capital  has 
become  irksome  in  this  country  because  taxes  are 
so  very  high. 

7011.  What  does  the  Treasury  do  with  money  so 
withdrawn  ? — It  pays  the  expenses  of  the  manage- 
ment of  the  country,  and  pays  interest  upon  its  debt. 

7012.  So  far  as  it  pays  interest,  which  is  the  ques- 
tion before  us,  on  the  internal  debt,  is  it  not  merely 
a transfer  of  money  from  one  set  of  the  community 
to  another?— If  you  are  speaking  entirely  of  the 
internal  -debt,  that  is  true,  but  whether  that  is  to 
the  advantage  of  the  individual  business  or  not  is 
quite  another  question.  It  may  be  that  it  go-es  into 
individual  pockets,  but  it  withdraws  it  from  the 
capital  -of  business. 

7013.  Then  your  statement  would  have  to  be 
qualified  to  this  extent,  that  so  far  as  the  payment 
of  the  interest  is  on  the  internal  debt  It  involves  no 
reduction  -in  the  capital  of  the  country? — In  the 
capital  of  the  country,  no.  I was  speaking  of  the 
capital  of  the  individual  enterprise.  The  capital  of 
the  country  -is  only  affected  by  the  stuff  which  is 
destroyed. 

v014.  Your  statement  is  as  to  the  permanent 
supply  of  capital.  1 understood  that  to  mean  the 
capital  supply  of  the  country,  but  you  mean  the 
capital  supply  of  individuals? — I was  speaking  of  the 
capital  supply  of  individuals. 

7015.  Then  you  agree  that  so  far  as  the  national 
capital  is  concerned,  it  -is  not  affected  at  all  ? — I agree 
that  the  national  supply  of  capital  is  not  affected,  but, 

1 you  were  to  say  it  did  not  matter,  I should  dis- 
agree, because  the  payment  takes  capital  from  that 
which  is  producing  and  oftentimes  puts  it  -into  the 
hands  of  that  which  is  not  producing;  but  still,  that 
is  a detail  perhaps. 

'016.  Chairman : I think  now  w-e  may  pass  to 
paragraph  2.  ( Paragraph  2 read.) 

7017.  Mr.  Bowen  : Regarding  your  parallel  between 
• 1(?.  national  standpoint  and  the  standpoint  of  an 
individual  business,  it  has  been  put  to  us  that  owino- 
to  the  uncertainty  of  the  future,  and  perhaps  the 
possibility  of  another  war,  it  is  urgent  that  w-e  should 
mate  a more  rapid  repayment  of  the  debt;  what  is 
jour  view  on  that? — Of  course,  there  comes  a limit  as 
o w ia  a nation  can  pay,  just  as  there  comes  a limit 
me  mies  as  to  what  an  individual  can  pay.  As  a 
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man  of  business — take  my  own  business,  for  example — ■ 
I would  say  that  I should  pay  off  that  debt  just  as 
quickly  as  I coul-d  possibly  do  it.  When  it  comes  to 
a nation,  it  seems  to  me  that  the  payment  of 
£50,000,000  sterling  in  reducing  the  whole  thing  to 
practically  nothing  in  50  or  60  years  is  rapid  payment, 
and  is  rapid  enough. 

7018.  Do  you  not  agree  that  we  are  now  suffering 
because  -our  forefathers  have  not  done  their  share  of 
repayment?— Oh,  I -do  not  know  about  that.  The 
country  grows,  you  know ; the  world  grows.  Do  you 
realise  that  money  decreases  in  its  purchasing  ability 
1 per  cent,  per  annum,  or,  perhaps,  J to  1 per  cent- 
per  annum?  In  other  words,  100  years  ago  money 
would  buy  just  twice  as  much  as  what  it  will  to-day; 
so  that  a debt  which  is  to-day  an  important  matter, 
in  100  years  from  now  ought  to  be  paid  off  twice  as 
•easily.  The  buying  ability  of  money,  historically 
judged,  decreases  1 per  cent,  per  annum,  so  that  if 
an  endowment  which  will  take  care  of  an  -institution 
to-day  is  left  to  that  institution,  in  100  years  it  will 
only  half  take  care  of  it,  unless  the  endowment  has 
been  added  to.  That  is  a thing  that  creditors  often 
do  not  quite  appreciate. 

7019.  That  is  purely  speculative  so  far  as  the  future 
is  concerned,  is  it  not? — I do  not  think  so.  It  has 
been  history  for  the  last  500  years.  I think  we  can 
pretty  nearly  g-o  on  history.  It  is  quite  true,  and 
all  you  have  to  do  is  to  read  the  history  of  it,  and 
you  will  see  that  the  buying  -ability  of  money  was  at 
least  500  per  cent,  more  500  years  ago  than  it  is 
to-day. 

7020.  Do  you  say  that,  if  we  held  it  for  300  years, 
we  should  have  little  to  pay  at  all? — I should  say  it 
would  be  very  much  less  proportionately. 

/021.  Would  y o u regard  that  as  a sound  business 
proposition? — No,  because  nobody  is  going  to  loan 
j7ou  money  on  that  basis.  If  you  could  get  somebody 
to  let  you  have  a very  large  sum  for  300  years  with- 
out interest,  I should  take  it  by  all  means;  but  you 
cannot  get  anybody  to  do  it. 

7022.  But  we  d-o  come  back  to  a business  proposi- 
tion?— It  is  a business  proposition.  To  start  with 
you  asked  me  if  these  people  ought  to  have  paid  this 
National  Debt  off  a long  time  ago. 

7023.  I was  asking  you  to-  compare  a National  Debt 
with  a -business  debt.  You  would  regard  it  as  being 
essential  to  pay  off  a business  debt;  would  you  not 
regard  it  as  being  exceedingly  urgent  to  pay  off  the 
National  Debt,  too,  because  the  existence  of  a 
National  Debt  must  affect  your  business  ?— There  is 
a little  difference.  In  a business  debt  there  is  a 
personal  pride,  and  that  may  be  an  extremely 
important  item.  In  a National  Debt  it  becomes  a 
question  of  touching  each  person’s  pocket,  or  at  least 
a small  proportion  of  the  people  in  this  country  who 
are  affected  -by  taxes,  because  a very  small  propor- 
tion pay  all  the  taxes.  Those  peojile  do  not  feel  quite 
the  same  in  the  way  of  personal  pride,  or  most  of 
them  do  not,  as  one  does  -in  business. 

7024.  Professor  Kali : On  a question  of  fact,  whilst 
it  may  be  true  that  compared  -with  100  years  ago  the 
purchasing  power  of  money  is  less  than  it  was,  havc- 
there  not  been  during  that  100  years  long  periods 
when  the  purchasing  value  has  been  going  the  other 
way,  and  when  we  should  have  had  to  be  repaying 
our  debt  when  prices  were  falling? — No;  there  have 
been  no  long  periods.  There  may  be  momentary 
pexiods  of  short  duration  when  perhaps  prices  have 
fallen  particularly,  or  whatever  you  choose,  but  that 
has  been  much  more  ma-de  up  by  the  tremendous  drop 
in  the  paying  ability  of  the  sovereign  during  this 
War.  This  War  has  thrown  an  entirely  different 
complexion  -on  the  whole  thing.  If  it  had  not  -been 
for  the  War,  the  sovereign  would  have  gradually 
decreased  in  'its  buying  ability,  hut  the  War  put  it 
down  at  once  -and  made  a great  bump.  There  have 
been  no  serious  exceptions  in  history,  that  I can  read 
of,  showing  a prolonged  increase  in  the  strength  of 
the  sovereign  or  the  dollar. 

7025.  What  do  you  mean  by  a prolonged  period; 
would  you  say  26  years?— I should  not  say  it  had 
been  anything  like  that;  it  may  be  for  one  or  two 
years  when  for  some  particular  reason  there  may 
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have  been  an  undue  jump.  It  may  interest  you  to 
know  that  just  after  the  War  I engaged  a statis- 
tician to  make  me  a series  of  charts  showing  the 
fluctuation  of  prices  after  various  ware.  I have  those 
charts  still,  and  if  they  are  any  advantage  I will  be 
glad  to  show  them  to  you.  They  show  that  after  the 
Napoleonic  Wars,  after  the  Wars  of  Rebellion  in 
America,  after  the.  Franco-German  War  and  after  the 
South  African  War— I do  not  remember  any  others 
just  now — how  much  prices  went  up  and.  then  came 
down.  I expected  to  get  a great  deal  of  information 
out  of  those  charts  and  paid  quite  a sum  of  money  to 
have  them  done.  I have  never  obtained  much 
information  out  of  them,  hut  they  are  more  or  less 
interesting. 

7026.  Have  you  seen  the  chart  .in  Mr.  Layton’s 
book? — No,  I do  not  think  I have. 

7027.  I think  if  you  follow  that  chart  you  will  find 
that  for  a period  of  25  years  prices  have  fallen, 
roughly  from  1820  to  1845.  (Bool'-  handed  to  the 
Witness.) — Yes,  prices  fall,  but  how  about  the  value 
of  the  sovereign? 

7028.  I take  prices  to  he  representative  of  the 
value  of  the  sovereign  ? — I have  been  doing  business 
more  than  25  years,  half  of  it  in  America  and  half 
of  it  here — I do  not  know  what  these  items  include — 
and  I have  not  been  able  to  discover  that  either 
the  dollar  or  the  sovereign  increased  in  buying  ability 
in  those  25  years;  it  has  rather  gone  down. 

7029.  I think  you  will  find  the  facts  given  in  that 
book  are  pretty  conclusive,  and  that  roughly  from 
1820  to  1845  prices  were  falling;  from  1845  to  1870 
or  thereabouts  prices  were  rising ; and  then  from 
1870  or  thereabouts  to  1895  or  1897  prices  were  falling 
again,  and  were  rising  after  1897.  I think  you  will 
find  that  that  chart  bears  out  that  statement? — 
Yes,  but  what  is  this  on?  Is  it  on  everything,  or 
is  it  on  the  things  we  eat  or  the  things  we  wear, 
or  what  ? 

7030.  It  is  on  general  commodities.  You  will  find 
in  the  book  a number  of  tables  showing  the  per- 
centage rise  or  fall  of  various  commodities  like  iron, 
cotton,  wool,  and  so  forth — the  principal  staples? — 
I should  be  glad  to  get  this  book  and  look  it  over, 
because  I am  very  glad  to  be  educated  on  these 
things,  but  until  I have  been  convinced  of  it  I should 
question  it. 

7031.  I think  you  would  be  convinced  after  seeing 
the  facts? — Yes. 

7032.  There  are  some  of  us  who  are  rather  appre- 
hensive about  the  burden  of  the  debt  if  prices  should 
fall? — "What  is  going  to  make  prices  fall? 

7033.  Well,  that  depends  partly  upon  the  increased 
productivity  of  industry,  and  the  general  increase 
of  demand  for  money  and  the  supply  of  gold? — Is 
there  an  increase  in  the  productivity  of  industry? 

7034.  It  depends  upon  that.  There  have  been 
periods  when  there  has  been  a great  increase  in 
productivity,  say,  from  the  middle  of  the  century 
to  1875,  and  then  -a  still  greater  increase  from  1875 
to  1900,  owing  to  new  machinery,  better  organisation 
of  industry,  and  so  forth? — Yes. 

7035.  I think  you  said  that  if  we  went  on  with 
the  £50,000,000  Sinking  Fund  we  should  have  reduced 
the  debt  to  almost  insignificance  in  50  or  60  years? 
— So  ft  have  read;  I have  not  figured  it  up  myself. 

7036.  Were  you  thinking  of  any  addition  to  that 
£50,000,000  of,  say,  the  interest  saved  ? The  debt 
is,  roughly,  £7,600,000,000,  let  us  say ; 60  years  at 
£50,000,000  a year  is  only  about  £3,000,000,000.  It 
does  not  wipe  off  one  half  the  debt  ? — Well,  I have 
not  figured  that  up,  but  I have  taken  it  for  granted 
that  the  statement  which  was  made  at  the  time  the 
debt  was  substantially  paid  or  agreed  to  be  paid — 
that  we  would  be  saddled  with  a £50,000,000  tax 
for  the  next  60  years — was  correct. 

7037.  That  is  the  repayment  of  the  American  debt, 
I think? — That  is  what  I am  talking  about;  that 
is  the  chief  debt;  I do  not  mean  the  internal  debt. 

7038.  That  rather  alters  it? — If  we  pay  it  to  our- 
selves, it  does  not  make  very  much  difference.  There 
is  nothing  in  the  world  like  compound  interest,  II 


do  not  know  whether  they  figured  on  compound 
interest  or  not.  The  most  interesting  single  tiling 
in  figures  in  the  world  is  compound  interest,  as, 
of  course,  we  all  know.  They  tell  a story,  if  you 
would  allow  me  to  take  two  minutes  of  your  time, 
how  if,  when  Columbus  discovered  America,  he  had 
put  £1  or  one  dollar  at  interest  compounded  6 per 
cent,  annually,  the  Duke  of  Varagua,  who  was  the 
remaining  head  of  the  family,  would  not  have  been 
requiring  money  as  he  did  at  the  time  of  the 
Exhibition  in  America.  The  question  is  how  much 
£1  at  interest  for  400  years  amounts  to  compounded 
annually  at  6 per  cent. ; it  amounts  to 

£13,250,000,000. 

7039.  Mr.  Bowen-.  Where  does  the  interest  come 

from? — It  is  a matter  of  figures;  it  is  not  a matter 
of  doing  it.  It  makes  one  want  to  become  a 

Wandering  Jew,  put  a few  pounds  at  interest,  and 
then  wander  around. 

7040.  Professor  Hall  : The  purport  of  my  question 
is  really  this : Do  you  look  upon  this  £50,000,000  as 
being  a fixed  amount,  or  do  you  look  upon  it  as 
being  an  amount  that  has  to  be  added  to  by  the 
interest  saved  owing  to  cumulative  'redemptions  of 
debt? — I have  looked  upon  it  as  a permanent  amount 
which  included  the  interest  and  the  amortisation. 
I have  not  figured  that  up,  but  I have  taken  the 
matter,  which  I read  at  the  time  that  the  debt  was 
adjusted,  as  being  final. 

7041.  It  would  take  us  about  how  long — 150  years 
— to  wipe  off  the  debt  at  £50,000,000  a year? — I have 
not  figured  it  up.  Why  did  they  tell  us  60  years, 
then  ? 

7042.  That  was  the  American  debt,  I think?— 
Well,  that  is  the  on©  I am  talking  about. 

7043.  But  we  are  speaking  about  the  whole  of  the 
debt  ? — What  our  debt  is  to  ourselves  does  not  make 
so  much  difference.  That  is  another  thing.  The 
money  is  not  going  out  of  the  country.  This  country 
can  only  live,  as  I figure  it,  by  getting  money  from 
outside  itself ; it  cannot  live  on  itself ; and  if  we 
keep  on  paying  money  out  from  this  country  we 
are  that  much  poorer.  What  we  pay  to  ourselves 
may  be  annoying  or  irritating,  but  it  is  not  vital. 
The  money  that  we  are  giving  to  America  is  taking 
it  right  out  from  our  efforts  to  become  again  a 
wealthy  nation.  I do  not  care  so  much  about  the 
local  debt. 

7044.  Should  I be  right  in  putting  your  view  in 
this  way,  that  so  long  as  the  debt  is  held  internally, 
you  do  not  attach  very  much  importance  to  its 
existence  ? — Not  so  much.  Of  course,  no  one  likes 
to  pay  more  taxes,  But  if  we  are  paying  the  taxes, 
the  people  are  again  going  to  build  up  business, 
so  it  is  not  so  serious.  I venture  to  say  that,  though 
it  does  take  it  away  from  the  capital  of  business, 
it  puts  it  into  the  hands  of  those  who  are  again 
likely',  by  their  being  in  the  country,  to  assist  the 
man  of  business  to  add  it  to  his  capital  again. 

7045.  You  do  not  think  the  business  man  is  ad- 
versely affected  by  the  existence  of  the  internal  debt? 
— I think  he  is  adversely  affected  by  anything  that 
makes  him  pay  interest,  but  not  so  much  so;  Of 
course,  if  we  were  out  of  debt,  as  Germany  is,  il 
would  be  a much  simpler  thing. 

7046.  You  do  not  think  it  affects  the  rate  of  in- 
terest he  would  have  to  pay  for  borrowed  money?— 
I have  not  discovered  that  it  does  up  to  now. 

7047.  It  is  held  by  some  people  that  it  does.  I am 
only  asking  your  view ; you  do  not  think  it  does?  1 
cannot  discover  that  it  does  up  to  now.  Our  rate 
of  interest  has  been  increased  because  America  is 
trying,  as  I understand  from  bankers  and  financiers, 
to  retain  the  present  standard  of  values,  being  afraid 
that  when  prices  go  up  she  will  have  to  make 
another  advance  in  this  impossible  rate  of  wage'- 
which  she  is  paying,  and  rather  than  let  the  gold 
be  taken  in  this  country  it  was  necessary  to  do  that 

7048.  Chairman:  Are  you  in  favour  of  wiping  out 
part  of  the  National  Debt  by  a Capital  Levy? 
cannot  see  -anything  practical  in  a Capital  Levy  at 
all,  What  is  a Capital  Levy?  Here  is  a man  with 
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a million  pounds’  worth  of  beautiful  pictures;  how 
are  you  going  to  take  10  per  cent,  or  25  per  cent, 
of  them?  Here  is  a man  with  a big  farm;  how  are 
you  going  to  take  10  per  cent,  or  25  per  cent,  of 
that  and  sell  it  to  anybody?  I think  a Capital  Levy 
is  a Socialistic  description  of  mirage.  I cannot  dis- 
cover a single  grain  of  intelligence  in  the  thing 
called  a Capital  Levy.  What  is  it?  I have  a busi- 
ness. How  on  that  business  are  you  going  to  take 
25  per  cent.  ? Who  are  yon  going  to  sell  it  to  ? 
Really  a Capital  Levy  is  an  absurd  thing.  We  can 
be  taxed ; we  have  discovered  that.  We  have  dis- 
covered a lot  of  things  during  the  War,  and  one 
thing  that  we  have  discovered  is  that  the  country 
can  tax  one  out  of  existence.  I did  not  know  it; 
I did  not  realise  it,  but  we  find  we  can  be  taxed 
until  we  cease  commercially  to  exist.  But  when  it 
comes  down  to  taking  a quarter  or  a tenth  or  any 
proportion  of  that  business  up  there  or  any  other, 
it  is  no  good.  You  can  take  a certain  amount  of 
silks  and  bring  them  down  here,  and  if  anybody 
wants  to  buy  them  you  can  pay  your  debt  with  those 
silks  or  with  those  pictures ; but  I have  not  been 
able  to  discover  any  reasonable  description  of  what 
a Capital  Levy  is,  except  a talking  point  from  the 
more  or  less  Socialistic  standpoint. 

7049.  Have  you  read  any  of  the  literature  on  the 
Capital  Levy? — No,  I have  not.  I have  tried  to 
think  out  myself  what  a Capital  Levy  is.  1 have 
tried  to  be  reasonable  on  these  things.  I am  per- 
sonally extremely  proud  of  the  fact  that  I am  living 
in  a country  where  the  people  have  determined  to 
pay  their  debts,  and  1 am  happy  to  pay  my  share. 
Then  1 have  tried  to  think  out  how  we  can  do 
better,  and  that  is  another  thing  1 should  be  glad 
to  be  enlightened  on — how  a Capital  Levy  is  practi- 
cal. It  has  not  been  practical  anywhere  yet  that 
I have  been  able  to  discover  in  any  country  in  the 
world.  Where  can  I get  something  on  the  Capital 
Levy  which  will  relieve  me  of  these  very  fixed  ideas? 

*050.  Mr.  Bowen:  Have  you  come  across  any 

cases  where  people  have  been  taxed  out  of  existence 
m this  country? — No,  but  during  the  War  it  became 
a pretty  serious  tiling.  The  most  atrocious  tax  that 
was  ever  instituted  and  carried  on  was  the  Excess 
Profits  lax.  I bought  during  that  time  several 
bi  anch  businesses  in  the  country,  and  I discovered 
in  every  one  of  those  branch  businesses  that  they 
had  taken  the  entire  pressure  off  the  expense  account 
and  said:  “ What  is  the  use?  We  have  to  pay  it 
anyway;  we  may  as  well  let  it  go  here,  there,  and 
everywhere  else.”  lit  was  an  unsound  tax.  It 
might  have  been  necessary  during  the  War,  and  we 
+1  P£d  ^ gladly,  but  when  it  was  continued  after 
lie  War  it  was  a poor  piece  of  business.  Excess 
1 routs  Duty  proved  that  we  could  be  taxed  out  of 
existence. 

7051.  Chairman  : Could  not  they  have  taken  some 
precautions  about  disallowing  foolish  expenditure? — 

It  is  a very  difficult  thing;  it  is  a terribly  compli- 
cated thing  with  100,000  traders,  with  little  places 
here  and  there.  It  really  is  not  quite  a practical 
pioposition,  and  if  you  are  going  to  get  into  an 
expense  account  and  control  the  details,  then  you 
have  got  to  have  an  army  of  people  doing  the  business 
''ho  are  perhaps  intelligent  and  perhaps  not,  and  it 
becomes  impracticable.  It  is  unwieldy;  it  cannot 
be  done.  I bought  a little  business  in  a nearby 
own,  for  instance;  who  is  going  to  watch  that  little 

business,  one  of  a thousand  up  there?  Those  people 
said:  ‘We  do  not  care  anything  about  expenses.” 

ney  did  not  say  it  to  anybody  else,  but  they  said 
it  to  me.  No,  it  does  not  become  possible.  I do  not 
th'in  ^ 16  WOrd  “ imP°ssible,”  but  it  is  an  impossible 

7052.  Mr.  Bowen  : But  it  was  not  impossible  for 
70u  ^0  buy  this  business? — Of  course  it  was  not 
impossible  for  me  to  buy  this  business.  Why  should 
not  we  buy  this  business? 

^0o3.  I have  not  the  least  objection. — But  why 
s loiild  we  not  buy  it?  We  worked  very  hard,  and 
"e  should  have  bought  other  businesses,  if  it  had 
not  been  for  this  Excess  Profits  Tax.  I do  not  wish 
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to  talk  personally,  but  we  keep  our  money  in  our 
business  and  reinvest  it  in  that  thing  that  we  know 
the  best. 

7054.  If  the  country  in  which  your  business  exists 
is  heavily  in  debt  and  all  your  customers  are  heavily 
taxed  in  one  form  or  another  form,  reducing  their 
purchasing  power,  does  not  that  have  any  effect 
upon  you? — It  has  very  great  effect  upon  the  pur- 
chasing ability  of  the  public,  and  we  have  to  work 
that  much  harder  to  win  that  number  more  customers, 
because  the  individual  customer  cannot  spend  the 
money  which  he  or  she  did  before.  Nearly  every 
one  of  my  people  up  there  in  Oxford  Street,  or  three- 
quarters  of  them  perhaps  I may  say,  are  paying 
Income  Tax.  That  deprives  them  of  that  much 
money  which  otherwise  they  would  either  save  or 
spend,  and  in  that  way  reduces  their  buying  ability. 
This  is  a serious  thing  for  the  business  of  the 
country. 

7053.  1 am  sure  you  will  not  take  this  as  being 
personal? — Not  the  slightest. 

7056.  Suppose  instead  of  your  buying  those 
businesses  you  had  been  called  upon  to  contribute 
to  a Capital  Levy,  reducing  the  debt  of  the  nation, 
do  you  not  think  it  would  have  been  beneficial  to 
your  business  and  to  your  purchasers  that  they  should 
have  been  relieved  of  that  incubus  ? — I should  hardly 
think  so  if  it  has  taken  a certain  percentage  of  the 
available  money-earning  ability  of  the  country  to 
do  it. 

7057.  But  it  is  not  your  money-earning  ability 
only.  You  are  forgetting  the  earning  ability  of  the 
people  who  have  nothing  to  spend? — But  if  I am 
affected,  or  any  company  with  which  I am  con- 
nected is  affected,  it  seriously  affects  the  ability  to 
meet  the  pay-roll,  and  necessarily  pulls  that  down. 

7058.  You  would  not  have  the  extended  pay-roll 
.if  you  did  not  buy  the  business? — Well,  each  little 

individual  business  has  taken  care  of  itself,  but  if 
you  are  taxing  yourself,  or  being  taxed  to  the  point 
that  you  cannot  afford,  you  reduce  your  pay-roll, 
and  you  reduce  your  expenses. 

7059.  If  I know  Selfridge’s  I would  not  say  that 
about  them? — No,  because  we  are  a very  progressive 
business.  I am  taking  the  average  business  of  the 
country.  I was  saying  to  the  Secretary,  when  I was 
waiting,  that  I tried  to  telephone  to  see  where  this 
meeting  was,  and  I discovered  that  there  is  nothing 
doing  across  the  way  there  until  half-past  ten  in 
the  morning.  Personally  I object  to  that  sort  of 
thing;  I think  it  is  poor  management.  I think  the 
biisiness  of  the  Government  ought  to  begin  at 
9 o’clock  in  the  morning,  as  we  begin,  and  work  till 
6 o’clock  at  night.  That  is  what  I think,  and  if  I 
were  in  a position  of  control  I would  see  that  it  was 
done.  Work  is  what  counts.  It  is  all  very  well  to 
have  half  a million  people  here  w’ho  are  being  paid 
wages  and  salaries,  but  if  they  do  not  get  around  till 
half-past  10  or  11  o’clock  and  go  away  again  at 
3 or  4 o’clock  in  the  afternoon,  they  are  not  doing 
their  share. 

7060.  There  are  some  people  who  start  at  4 o'clock 
in  the  morning. — They  start  at  4 o’clock  and  stay 
till  12;  that  is  another  matter.  We  have  such 
people  in  special  posts. 

7061.  Professor  Mall : I think  Mr.  Bowen’s  point 
was  this,  that,  if  the  debt  could  have  been  reduced 
by  some  form  of  Capital  Levy,  the  Income  Tax  which 
you  now  have  to  raise  to  pay  interest  upon  the  debt 
could  have  been  reduced,  and  thus  your  purchasers 
would  have  been  assisted,  and  from  that  side  you 
would  be  benefited? — Yes,  I know  that  theory,  hut 
you  cannot  take  a tremendous  chunk  from  the  pro- 
ducing ability  of  a country  and  relieve  yourself  of 
part  of  the  Income  Tax  by  this  means,  and  at  the 
same  time  have  the  same  producing  ability.  It 
cannot  be  done.  This  Capital  Levy  business  is — 
well,  no  matter;  you  know  what  I think  of  it.  You 
cannot  reduce  the  strength  of  an  undertaking,  what- 
ever it  is,  by  a certain  percentage  without  affecting 
the  real  ability  of  that  undertaking  to  lift  its  weight. 

If  you  reduce  any  business  25  per  cent,  or  10  per 
cent.,  or  whatever  you  choose,  you  deprive  that 
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business  of  that  much  strength,  just  exactly  as 
though  3’ou  take  the  strength  of  that  arm  and  reduce 
it  by  25  per  cent.,  you  cannot  lift  as  many  lbs. 

7062.  Sir  William  McLintock : Suppose  in  your 
business  that  it  was  agreed  to  accept  payment  of 
the  Capital  Levy  from  you  by  taking  a proportion 
of  the  share  capital  which  is  held,  that  would  not 
have  any  effect  on  the  business  as  such;  the  stock 
remains  the  same,  and  the  debts  and  all  the  assets 
are  untouched? — Then  the  theory  would  make  the 
State  a part  owner  in  various  businesses. 

7063.  Yes,  certainly  ?— That  I object  to  on  general 
principles. 

7064.  Mr.  Hichens : You  are  aware,  are  you  not, 
that  it  was  not  proposed  to  place  a Capital  Levy 
upon  limited  liability  companies  at  all;  you  have 
heard  that? — Well,  il  do  not  know  what  the  theory 
of  the  Capital  Levy  was,  because  I have  looked  on 
the  whole  thing  as  ridiculous. 

7065.  It  is  no  use  discussing  it  if  we  do  not  know 
what  we  are  talking  about  ?—  Capital  Levy,  gentle- 
men, between  us  all,  is  perfectly  ridiculous,  but  let 
that  go.  It  is  an  absurd  theory  without  anything 
to  go  on. 

7066.  Mr.  Bowen  : Of  which  you  confess  you  know 

very  little  ?— Of  which  I confess  theoretically  I know 
very  little,  but  practically  I think  I know  a lot. 
You  cannot  reduce  a stream  by  a quarter  and  turn 
as  many  mill  wheels  as  if  you  had  not  done  it. 
Because  you  have  amused  j'ourself  by  taking  off 
25  per  cent,  of  that  stream,  or  whatever  it  is,  and 
have  not  had  to  pay  quite  the  same,  you  assume 
you  are  relieved  of  that,  but  you  are  not  at  all, 
because  you  have  reduced  the  strength  of  your  stream 
to  turn  your  wheels  that  much.  There  is  also  the 
element  of  human  nature,  which  is  a very  vital  thing, 
which  Committees,  as  a rule,  and  Parliaments,  as 
a .rule,  and  Governmental  Offices,  often  fail  to 
recognise.  It  is  a very  important  item,  and  it  is 
a delicate  thing.  If,  for  example,  you  take  from 
me  25  per  cent,  of  my  business,  I am  irritated,  but 
I say,  “ All  right,  all  right.”  When  you  take  it 
from  most  people,  they  say:  “What  is  the  use; 

we  will  stop  trying.”  It  is  an  element  that  must 
be  considered.  It  is  not  just  simply  mathematics 
and  theory;  it  is  fact.  How  would  you  all  feel 
if  somebody  came  round  and  took  25  per  cent,  of 
everything  you  have  got?  Would  you  not  say: 

“ Well,  I do  not  like  this  a bit  ”? 

7067.  To  some  of  us  it  is  being  done  now? — It  is 
being,  done  to  me  by  my  Income  Tax,  and  more 
than  that,  but  that  is  a different  thing;  I am  able 
to  earn  it.  This  Capital  Levy  is  proposing  to  take 
away  my  earning  ability. 

706S.  Professor  Hall : The  capital  of  the  country 
as  a whole  is  not  reduced  by  a Capital  Levy  ? — It 
is  individually  reduced.  The  money-making  ability 
of  the  country  is  reduced  by  a Capital  Levy. 

7069.  It  is  taken  from  one  set  of  individuals,  and 
possibly  a case  might  be  put  up  that  the  capital  is 
better  in  the  hands  of  those  from  whom  it  is  taken 
than  in  the  hands  of  those  to  whom  the  debt  is 
repaid? — But  who  is  going  to  decide? 

7070.  Is  the  total  capital  of  the  country  less? — 
The  total  working  ability  is  less,  yes. 

7071.  What  becomes  of  the  amount  that  you  pay 
as  a Capital  Levy? — It  may  be  distributed  round. 
One  may  be  relieved  of  certain  expenses  in  the 
future,  but  that  is  not  quite  the  most  agreeable 
way,  is  it  ? 

7072.  Those  who  hold  the  debt  would  receive  re- 
payment of  the  debt.  If  the  Capital  Levy  were 
applied  for  the  purpose  of  repaying  the  debt,  the 
debt-holders  would  then  want  an  outlet  for  what  has 
been  paid  back  to  them? — Yes. 

7073.  There  is  no  reduction  in  the  total  capital 
of  the  country? — No,  not  of  the  country,  but  you 
take  it  away  from  somebody,  for  instance,  and  give 
it  to  somebody  else  across  the  street. 

7074.  That  is  another  point;  I think  you  might 
be  able  to  make  a case  out  there? — Yoii  may  be 


handling  the  capital  better  than  that  fellow  driving 
that  cab  out  there. 

7075.  Mr.  Bowen : Or  vice  versa?—  Or  vice  versa, 
but  if  he  can  do  it,  why  does  not  lie  get  it  to  do 
it  with? 

7076.  He  has  not  got  it?— He  has  got  the  entire 
privilege  to  get  what  you  have  got,  but  he  does  not 
get  it. 

7077.  It  does  not  follow?— It  does  pretty  nearly. 

7078.  Professor  Hall:  Do  you  think  there  is  an 
absolute  reduction  in  the  total  capital  of  the  country, 
or  that  the  transference  from  the  taxpayer  to  the 
debt-holder  is  a bad  transfer? — I think  it  is  a bad 
transfer.  You  can  take  everything  from  all  of  us 
if  you  choose  and  keep  it  in  this  country,  and  it 
is  here  just  the  same,  but  nobody  thinks  it  will  be 
wise.  You  can  take  anything  that  any  of  us  in 
this  room,  or  in  this  house,  have  got,  and  put  it 
into  the  Treasury,  but  nobody  thinks  it  will  be  wise. 

I think  just  the  same  about  the  25  per  cent,  of  the 
value.  I try  to  be  pretty  broad  on  these  things, 
but  I cannot  find  anything  to  sympathise  with  in 
that  fantastic  thing  called  a Capital  Levy. 

7079.  Chairman:  Now  we  may  go  on  to  No.  3. 
{Paragraph  3 read.) 

7080.  Mr.  Bowen:  Which  do  you  regard  as  being 
the  more  burdensome,  rates  or  Income  Tax? — Well, 
we  consider  the  Income  Tax  is  much  the  worse, 
because  we  pay  a very  large  Income  Tax.  We  pay 
Income  Tax  on  our  preference  shares,  which  is 
unusual. 

7081.  Sir  William  McLintock  : In  effect  it  is  really 
just  a higher  rate  of  interest? — It  is  a higher  rate  of 
interest. 

7082.  Professor  Hall : It  does  not  fall  upon  the 
business  unless  you  have  a profit? — No. 

7083.  But  the  rates  do  fall  upon  you  whether  you 
have  a profit  or  not? — Yes,  but  I am  looking  at  it 
from  my  standpoint.  Of  course,  we  have  a profit, 
and  we  see  to  it. 

7084.  But  take  the  business  that  has  no  preferred 
shares,  would  you  say  that  in  that  case  the  rates 
might  be  a greater  burden  than  the  Income  Tax? — 
It  depends  where  they  are.  Some  rates  are  very 
high,  and  some  reasonable.  We  have  not  much  to 
complain  of  as  to  rates.  Bates  are  being  reduced 
except  in  Poplar  and  a few  such  fantastic  places  as 
that.  It  is  another  case  of  the  Municipal  or  the 
Borough  Committees  not  seeing  to  it  that  they  get 
enough  value  for  what  they  are  paying. 

7085.  Is  it  not  also  a case  of  having  to  pay  very 

high  rates  of  interest  for  the  capital  they  borrow  for 
municipal  purposes? — Well,  not  wholly.  Most  of  the 
boroughs,  I think,  are  paying  low'  rates  of  interest. 
'Marylcbone.  where  we  are,  are  not  borrowing  any 
money  now,  but  the  pay-roll  is  bigger.  They  are 
doing  it  pretty  intelligently.  For  example,  only  the 
last  week  or  two  they  reduced  the  electric  light  price. 
These  things  are  to  be  applauded,  because  it  shows 
thought,  and  it  shows  intelligence;  so  we  applaud 
them  and  write  them  and  say:  “That  is  very 

excellent.”  People  are  human;  they  like  the 
compliment. 

7086.  Mr.  Bowen:  Which  do  you  regard  as  being 
more  important,  to  add  to  the  reserves  of  a business, 
or  to  increase  the  purchasing  power  of  the  customers? 
— I do  not  think  that  anything  that  any  individual 
business  could  do  would  increase  the  purchasing 
power  of  the  people.  I think  in  the  circumstances  1 
take  a selfish  view  and  answer:  “ By  adding  to  the 
reserves,”  because  it  gives  me  greater  ability  to  work 
for  a greater  number  of  people  whose  purchasing 
ability  is  reduced.  There  is  no  one  business,  or  no 
thousand  businesses,  which  can  increase  the  pur- 
chasing ability  of  the  people  until  we  get  to  trading 
with  our  neighbours  across  the  seas,  in  my  judgment. 

7087.  Are  you  thinking  of  the  effect  of  the  Income 
Tax  upon  purchasing  ability? — Yes;  all  taxes  and  all 
rates,  but  Income  Tax  particularly  is  a very  serious 
thing.  A very  high  Income  Tax  is  perhaps  the  most 
irritating  of  any. 

7088.  But  if  you  have  taxation  for  dealing  with 
questions  of  unemployment,  Old  Age  Pensions,  am 
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such  things  as  that,  do  you  agree  that  it  would 
improve  purchasing  power  and  generally  be  of 
advantage  to  business  ? — Of  course,  if  I had  my  way 
1 should  begin  to  abolish  this  dole  from  the  time  we 
started.  Old  Ago  Pensions  are  something  we  have 
probably  got  permanently,  but  they  ought  not  to  be 
increased.  But  the  most  objectionable  thing  of  all 
in  this  country  to-day  is  this  dole. 

7089.  What  would  you  put  'in  its  place? — I should 
leave  a vacancy  there,  as  far  as  I am  concerned. 

7090.  You  would  not  have  anything  to  live  on  at 
all? — Well,  I should  reduce  it  gradually;  I certainly 
should  not  increase  it. 

7091.  Well,  reducing  it  gradually  means  that  you 
wipe  it  out  ultimately? — Yes,  and  it  ought  to'  be 
wiped  out.  Have  we  got  this  thing  for  ever? 

7092.  No,  I do  not  say  that  we  have,  but  my  point 

is  this : as  we  are  passing  through  this  transitory 

period  of  great  distress—  ?— It  is  eight  years,  you 
know,  already. 

7093.  Well,  we  never  had  such  a war  as  we  have 
had? — Quite  true. 

7094.  Do  you  think  that  the  wiping  out  of  the  dole 
will  have  any  effect  upon  purchasing  ' power  at  all , 
would  that  be  good  or  bad  for  business? — It  would 
help  to  reduce  our  taxes  and  in  that  way  would  be 
a good  thing,  yes.  I think  the  sentimental  effect  of 
the  reduction  of  the  dole  would  be  a good  thing. 

7095.  Who  would  be  affected  by  the  sentiment? — 
The  public,  recognising  that  we  were  getting  out  of 
this  terrible  weight  of  unhappy  payment  to  people, 
many  of  whom  are  not  entitled  to  it. 

7096.  But  who  are  the  public? — Do  you  not  know 
who  the  public  are?  The  people  constituting  the 
community  are  the  public. 

7097.  A large  proportion  of  them  are  those  people 
who  have  no  work? — No,  not  a large  proportion. 
There  are  1,000,000  people  out  of  work.  There  always 
are  500,000  people  out  of  work.  Statistics  prove  that 
in  this  country,  and  in  every  country,  there  are  a 
certain  proportion  of  people  who  through  laziness 
chiefly,  and  through  inefficiency  and  drink,  and  this, 
that  and  the  other,  are  always  out  of  work.  There 
are  500,000  people  in  this  country  who  are  receiving 
the  dole  who,  in  the  most  prosperous  times,  would 
still  be  out  of  work.  Look  at  the  statistics.  Read 
Stoddart’s  book  on  the  revolt  against  civilisation,  in 
which  he  discovers  that  40  per  cent,  of  the  people  in 
America  have  only  the  intelligence  of  a child  of  10 
or  12  years. 


7098.  Can  you  give  us  any  statistics,  or  any 
authoritative  statement,  which  will  show  that  a large 
proportion  of  the  unemployed  people  are  those  who 
have  got  into  that  condition  owing  to  their  exoesses? 
—I  think  this  book  of  Stoddart’s,  if  we  are  very  much 
like  the  people  of  America,  and  I think  we  are. 

7099.  I am  taking  Great  Britain,  if  you  do  not 
mind? — I do  not  know  that  any  similar  book  to 
Stoddart’s  has  been  written. 

7100.  That  is  about  America  ? — It  refers  to 

America,  and  it  is  perfectly  plain  that  there  are 
inefficients,  there  are  lazy  people  who  will  mot  work 
if  they  can  help  it,  and  they  do  not. 

7101.  Would  you  find  that  in  the  higher  strata  of 
life,,  as  well  as  in  the  lower  strata  of  the  people  re- 
ceiving unemployment  dole? — ’Perhaps  in  what  you 
call  the  higher  strata  of  life  there  is  not  the  necessity. 
They  have  perhaps  been  taken  care  of  by  their  own 
people,  or  what  you  choose.  There  is  no  dole  in 
Amenca,  and  never  was,  because  there  a lazy,  in- 
efficient or  dissipated  man  is  looked  upon  as  a waster 
and  good  for  nothing,  and  his  people  have  to  take 
care  of  him. 


7102.  Do  you  not  agree  in  those  cases  when  they 
ecome  a drag  upon  society  that  they  eventually 
have  to  be  provided  for  out  of  your  business?— No, 
I do.  not  discover  that.  They  are  taken  care  of  by 
leii  people,  and  they  go  to  what  we  call  over  there 
e pool -house.  If  I were  going  to  have  anything 
o do  with  it,  I should  immediately  reduce  the  dole 
o ie  women.  You  cannot  get  a house  servant 
because  they  are  all  getting  their-  dole.  I think  it 
s an  iniquitous  thing.  Politicians  did  it  because 
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they  had  to  do  something ; something  was  necessary ; 
hut  it  ought  not  to  be  continued  indefinitely  and  for 
ever. 

7103.  Would  you  give  us  something  'besides  Stod- 
dart’s book  to  justify  your  statement? — About  what 
— the  unemployed  ? 

7104.  Yes. — I have  not  anything  at  my  hand’s  end, 
but  I do  not  think  it  would  be  very  difficult  to  find  it. 
I have  not  found  it  necessary,  because  I was  very 
glad  to  believe  that  fact. 

7105.  You  were  waiting  for  it,  were  you? — Oh,  yes, 
of  course;  because  I know  it  is  true. 

7106.  So  you  were  prejudiced  before  you  read  it? — 
It  is  not  prejudice;  it  is  one’s  own  experience. 

7107.  It  is  not  experience,  surely?  If  the  un- 
employed people  go  to  the  workhouse  they  become 
a charge  upon  the  rates? — Yes,  but  very  few  go  to 
the  workhouse. 

' 108-  Some  of  them  have  to  go,  and  some  of  them 
have  gone  in  very  large  numbers;  but  they  become 
a charge  upon  the  rates,  do  they  not?— Yes;  I think 
the  percentage  is  very  small. 

(109.  Do  you  agree  that  they  would  be  more  costly 
in  the  workhouse  than  they  would  be  by  receiving 
the  unemployment  dole?— I think  that  ’ the  small 
number  comparatively  that  go  into  the  workhouse 
would  be  very  much  less  expense  to  the  State  than 
the  million  and  a quarter  getting  the  dole,  half  of 
whom  are  not  entitled  to  it  at  all.  II  am  against 
this  dole. 


7110.  . Mrs.  Woottoni:  Have  you  formed  any  idea  of 
the  saving  on  the  taxes  which  would  result  if  the 
dole  were  abolished? — No,  not  at  all.  I do  not  sup- 
pose it  would  amount  to  very  much,  and  what  if  it 
did?  My  individual  taxes  are  a matter  of  no  par- 
ticular moment.  We  are  paying  these  taxes  with 
pei feet  goodwill;  but  I think  the  dole  is  a bad  thing 
for  the  country. 


('ll!.  Mr.  Bowen:  You  are  talking  about  the  dole 
as  something  which  you  object  to-  politically? — 1 
object  to  it  socially  and  sentimentally. 

7112.  Apart  from  that,  do  you  think  it  has  any 
effect  on  purchasing  power,  and  the  propagation  of 
business? — How  much  are  we  paying  for  the  dole? 

(113.  I have  not  the  figure  in  my  mind? — -Pro- 
bably £30,000,000  or  £40,000,000  sterling. 


(114.  Mrs.  Wootton:  The  total  cost  per  annum  is 
of  that  order,  hut  of  that  only  a proportion,  one- 
fourth  to  one-third,  is  paid  out  of  the  pocket  of  the 
State? — -Well,  we  are  all  the  -State,  aa-e  we  not? 

/115.  I thought  you  meant  the  charge  on  the  taxes; 
that  is  what  my  question  was  directed  to  just  now. 
I understood  you  to  say  at  the  beginning  that  one 
leason  why  you  wanted  to  abolish  the  dole  was  in 
order  to  relieve  the  burden  on  the  taxpayer? — I did 
not  say  that.  I think  perhaps  the  absence  of  the 
dole  would  help  to  reduce  one  of  the  various  tilings 
that  increase  the  taxes,  but  it  seems  to  me  not  half 
so  important  as  the  sentimental  effect  on  the  State 
of  1,000,000  men  and  women,  or  -more,  getting  that 
dole  many  of  whom  are  not  entitled  to  it.  Some  of 
them  have  to;  we  all  have  them;  we  have  them  in 
our  business,  and  we  know  liow  it  is. 


7116.  About  one-third  of  the  cost  of  tlie  dole  is 
provided  for  out  of  deductions  from  wages ; about 
a third  of  the  cost  of  the  dole  is  provided  by  the 
workpeople  themselves? — That  is  a matter  of  book- 
keeping, is  it  not? 


111/.  It  is  a matter  as  to  which  the  figures  can 
be  verified,  but  I think  you  will  find  it  is  the  case 
that  the  so-called  dole  is  financed  by  the  oontriou  - 
tions  from  employers  and  workpeople  and  a subsidy 
from  the  -State.  Tlie  subsidy  from  the  State  is 
much  the  smallest  part  of  it,  and  about  one-third 
comes  from  the  workpeople? — You  collect  so  much 
from  the  workpeople  which  you  put  in  the  Treasury, 
and  then  you  pay  out  the  dole,  and,  if  you  wish  to 
make  it  a matter  of  book-keeping,  you  say  that  a 
certain  part,  goes  to  paying  the  do-le,  or  you  can  say 
that  a certain  part  of  the  death  tax  goes  to  pay  the 
dole;  it  is  purely  a matter  of  book-keeping.  I do 
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not  think  it  follows  because  you  are  collecting  a cer- 
tain amount  from  the  workpeople  that  that  par- 
ticular part  is  going  to  pay  the  dole.  They  paid 
that  before  the  dole  was  inaugurated. 

7118.  1 am  not  referring  to  the  general  contribu- 
tions of  workpeople  to  the  general  tax  fund;  I am 
referring  to  the  specific  contributions  made  by  way 
of  stamping  their  cards  by  workpeople  to  the  Unem- 
ployment Insurance  Fund  out  of  which  the  dole  is 
paid.  I think  you  will  find  that  about  one-third  of 
the  cost  of  that  comes  out  of  those  deductions  from 
wages  ? — We  have  not  had  any  reduction. 

7119.  Professor  Hall : I would  like  to  take  up 
another  point,  if  I may.  You  made  some  refei'enoe 
to  ability  to  put  to  reserve.  Do  you  favour  any 
differentiation  in  tax  upon  amounts  put  to  reserve 
as  distinguished  from  amounts  paid  out  as  dividend? 

It  has  been  suggested,  for  example,  that  businesses 
would  be  assisted  if  amounts  put  to  reserve  were 
exempted  from  tax,  or  if  they  were  charged  to  tax 
at  a lower  rate;  what  is  your  view  upon  that  as  a 
business  man,  both  as  to  desirability  and  prac- 
ticability?—! do  not  know  that  I have  any  idea  on 
that;  it  would  not  make  a bit  of  difference  to  us, 
and  I do  not  know  that  my  judgment  on  that  would 
be  good  for  anything.  A business  which  needs  re- 
serves ought  to  put  them  to  reseive  if  it  is  well- 
managed,  instead  of  paying  out  any  dividend,  but 
there  is  always  an  inclination  to  pay  out  as  much 
as  you  can  in  dividend.  In  our  business  the  ordinary 
shares  are  owned  by  myself,  and  therefore  it  does 
not  make  any  difference  how  much  I pay  to  myself 
out  of  the  profits  for  the  ordinary  dividends.  I can 
put  a large  sum  to  reserve  and  depreciation  every 
year,  which  will  keep  it  up.  I do  not  know  that  I 
would  be  quite  intelligent  on  that,  because  we  are 
so  independent  in  what  we  do. 

7120.  You  pay  tax  on  the  whole  of  the  profits, 
whether  distributed  or  put  to  reserve? — Yes. 

7121.  And  you  do  not  feel  that  there  is  any  burden 
by  reason  of  the  fact  that  you  have  to  pay  on  that 
part  that  goes  to  reserve?? — I do  not  think  so.  As 
far  as  we  are  concerned,  we  are  pretty  indifferent 
to  these  things. 

7122.  Sir  William  McLintocli : In  paragraph  3 you 
say  quite  distinctly  : ‘ 1 The  present  very  large  taxes 
have,  of  course,  subtracted  large  sums  from  the 
annual  savings  of  many  businesses.” — Quite  true. 

7123.  That  is  the  point.  The  suggestion  that  is 
being  made  is  that  the  annual  savings  of  the  business 
which  at  present  pay  4s.  6d.  might  be  assessed,  be- 
cause they  are  set  aside  for  future  development  at, 
say,  half  the  full  rate? — Yes. 

7124.  We  wanted  to  get  your  view  on  that  par- 
ticular point,  whether  it  was  a desirable  or  a prac- 
ticable thing  to  give  some  relief  on  that  portion  of 
the  profit  that  is  set  aside? — If  the  taxes  are  so 
large  that  the  profits  are  reduced  and  the  ability 
to  save  a certain  amount  is  limited,  of  course,  it 
affects  the  business,  but  it  does  not  make  any  dif- 
ference with  us.  I am  speaking  individually,  be- 
cause we  do  as  we  please  about  that  thing,  and  we 
shall.  I cannot  talk  intelligently  on  the  relief  from 
taxation  on  the  amount  put  to  reserve,  because  we 
put  to  reserve  whether  we  are  taxed  on  it  or  not. 
This  is  the  first  time  I have  thought  of  it,  but  it 
looks  to  me  rather  like  getting  down  to  the  small 
detail  of  this  thing  when  you  talk  about  relieving 
certain  amounts  put  to  reserve  of  a certain  amount 
of  taxes.  The  shareholders  are  calling  for  dividends 
in  public  companies  all  the  time,  and  they  want  as 
much  as  they  can  get,  but  I do  not  think  there  is 
much  gained — at  least,  there  would  not  be,  as  far  as 
I can  discover. 

7125.  It  is  put  forward  quite  seriously  by  traders 
as  a whole  that  this  is  a form  of  relief  that  they 
ought  to  get? — Yes,  perhaps  so. 

7126.  They  say:  “ We  cannot  develop  and  extend 
our  businesses  because  the  sum  of  money  which  we 
usually  set  aside  for  the  purpose  has  to  be  depleted 
to  the  extent  of  4s.  6d.  in  the  £.”--Yes. 


7127.  Does  it  seem  to  you  to  be  a material  iioint? 
— Of  course,  it  would  be  a relief,  but  it  seems  to  me 
rather  a detail  of  not  much  consequence.  It  would 
make  quite  a difference  to  us  because  we  put  a large 
sum  to  reserve,  but  we  are  not  at  all  inclined  to 
stress  that  matter. 

7128.  It  is  the  only  burden  that  falls  on  a limited 
company  at  all,  because  they  take  the  rest  of  the 
tax  off  the  shareholder  ? — Some  of  them  do,  and  some 
of  them  pay  the  Income  Tax  themselves,  as  we  do. 

7129.  That  is  only  a matter  of  description.  You 
talk  about  a tax-free  dividend,  but  it  is  not  really 
that;  you  are  paying  a higher  rate  of  interest.  One 
man  pays  5 per  cent,  free  of  tax  and  another  pays 
7 per  cent,  less  tax,  and  the  result  is  roughly  the 
same? — Yes;  well,  you  can  call  it  so  if  you  choose. 
It  really  is  paying  Income  Tax,  and  when  the  Income 
Tax  comes  down  the  amount  we  pay  is  that  much 


less. 

7130.  Your  rate  of  interest  fluctuates  with  the  tax? 
— Quite. 

7131.  Chairman  : Now  may  we  go  to  paragraph  4? 
(Paragraph  4 read.) 

7132.  Mrs.  Wootton : We  had  a witness  yesterday 
who  told  us  rather  emphatically  that  high  rates  of 
taxes  are  a deterrent  to  the  individual  who  is  trying 
to  save;  they  do  destroy  the  incentive  to  save? — 
Well,  it  may  act  that  way  sentimentally;  it  does 
not  with  us. 

7133.  It  is  not  your  view  that  it  does  act  as  a 
deterrent? — I presume  it  might  sentimentally,  but 
I was  thinking  more  of  myself,  and  our  indifference 
to  those  things.  I was  thinking,  perhaps,  more 
from  a personal  standpoint. 

7134.  You  have  not  found  it  acts  in  that  way 
in  your  experience  ? — Oh,  not  at  all  with  us ; of 
course  not. 

7135.  Chairman  : Now,  may  we  pass  to  paragraph 
5 — (paragraph  5 read.) 

7136.  Mr.  Bowen:  You  say:  “Income  Tax  adds 
a serious  percentage  to  the  expense  account.”  How 
can  it  add  to  the  expense  account  when  it  is  only 
levied  on  net  profits? — Well,  is  not  that  the  same 
thing?  What  is  the  difference?  One  has  to  pay 
it  out  at  the  end  of  the  year. 


7137.  Mr.  Hie  hens : Not  if  a loss  is  made? — No, 
but  a business  man  has  to  pay  it  if  he  makes  a 
profit,  and  he  has  to  figure  that,  in  figuring  his 
estimates  with  people  in  other  parts  of  the  world. 

7138.  Ho  may  be  in  competition  with  somebody 
who  is  working  at  a loss? — He  may  be. 

7139.  He  has  to  take  the  world  price  or  the  market 


price,  whatever  it  is  ? — Yes. 

7140.  That  may  conceivably  be  fixed  by  a man  who 
is  paying  no  Income  Tax  at  all? — It  may  be.  It 
is  a little  difficult  for  the  man  working  at  a loss 
to  compete,  though. 

7141.  Well,  if  you  had  any  experience  of  the 
export  trade,  you  would  know  that  it  was  being 
done? — Yes.  It  is  a little  difficult  to  make  good. 

7142.  I was  wondering  how  far  you  could  say  in 
a manufacturing  export  business  that  Income  Tax 
adds  a serious  percentage  to  the  expense  account. 
I do  not  see  why  it  adds  a serious  percentage  to 
the  expense  account  any  more  in  manufacturing  than 
it  does  in  any  other  form  of  business  ? — Manufac- 
turing business,  as  I understand,  should  be  done, 
at  least  in  my  judgment,  on  a very  competitive  basis 
if  we  are  going  to  beat  Germany  and  the  rest  of 
these  countries,  and  that  item  is  a serious  matter. 
With  us,  we  are  competitive,  but  we  are  not  so 
competitive  as  a manufacturing  business.  As  I read 
it,  these  intelligent  people  who  are  patriotically 
inclined  who  .are  trying  to  compete  in  South  America 
and  elsewhere,  say  they  have  great  difficulty  in  doing 
it,  and  one  of  the  items  of  great  importance  to 
them  in  their  tax;  I assume,  therefore,  that  they 
are  telling  the  truth.  We  pay  our  taxes,  and  it 
is  an  important  matter,  but  it  is  not  vital  with  us. 
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7143.  Professor  Rail : If  the  tax  goes  on  to  the 
price,  then  the  consumer  is  going  to  pay? — The 
consumer  abroad  is  going  to  pay  if  he  gives  the 
order;  if  he  does  not  give  the  order,  he  will  not  pay. 

7144.  But  it  goes  on  to  the  pi-ice;  that  is  your 
presumption  ? — It  must  necessarily  go  on  price ; 
somebody  has  got  to  pay  it. 

7145.  If  the  exporter  can  get  a higher  price 
because  he  is  more  highly  taxed,  why  did  ho  not 
get  a higher  price  previously?  Presumably  he  is 
always  trying  to  get  the  highest  price  possible? — 
He  is  not  getting  as  much  as  he  should.  We  are 
not  selling  the  stuff  that  we  should.  We  are  not 
competing  as  sharply  as  we  should,  in  my  judgment. 
I would  like  to  see  this  country  get  all  the  export 
business,  but  it  does  not — far  from  it.  We  get  what 
we  can,  but  we  have  to  compete. 

7146.  Then  he  cannot  put  it  on  the  price? — lie 
has  got  to  put  it  on  the  price,  otherwise  he  is  coming 
out  at  a loss.  He  does  put  it  on  price,  and  probably 
loses  the  order. 

7147.  But  how  can  he  come  out  at  a loss  if  the 
tax  only  falls  on  his  profits  ? — He  assumes  that,  and 
it  is  fair  to  assume  it,  because  that  is  the  record 
of  his  business.  A man  cannot  assume  he  is  going 
to  make  a loss,  and  not  count  it  in. 

7148.  Have  you  had  any  experience  of  the  manu- 
facturing and  export  trade? — No.  We  have  30  or 
40  little  factories,  but  they  are  nothing  of  any 
consequence;  they  are  only  in  connection  with  the 
departments. 

7149.  In  speaking  about  the  business  you  know 
most  about,  you  say  that  Income  Tax  hardly  enters 
into  the  question? — Not  quite  “hardly  ” ;■  I said  it 
was  not  vital. 

7150.  It  can  hardly  be  said  to  enter  into  the 
fixing  of  prices,  you  say,  and  yet  in  regard  to  the 
business  you  know  least  about  you  are  more 
dogmatic? — Because  I believe  what  these  people  say. 
They  are  as  good  citizens  as  we  are;  is  it  not  fair 
to  believe  what  they  say? 

7151.  Mr.  Ricliens : They  do  not  all  say  it. — 
Most  of  them  say  it;  I do  not  know  of  any  that 
do  not. 

7152.  Well,  I do. — Of  course — in  your  business. 
I have  something  to  say  about  your  kind  of  business 
when  it  comes  down  to  it. 

7153.  Are  you  going  to  put  on  to  the  price  of 
your  commodity  4s.  6d.  or  2s.  6d.  in  the  £,  or 
what? — I should  think  people  would  put  ft  on  the 
basis  that  they  are  obliged  to  pay.  We  are  not 
sure  that  Mr.  Churchill  is  going  to  reduce  it,  are 
we  ? Is  he  going  to  reduce  it  this  time  ? 

7154.  I should  have  thought  the  ordinary  individual 
would  have  charged  as  much  as  he  could  for  his 
goods? — Can  he  get  a business  if  he  is  going  to  do 
that  ? 

7155.  He  chargee  as  much  as  he  can  to  get  the 
business? — Of  course,  you  know  that  as  well  as  any 
man  in  London.  You  know  exact!}7  how  sharp  you 
have  to  be  with  figures. 

7156.  You  get  as  high  a price  as  you  can  ? — To  get 
the  business;  but  you  do  not  want  to  keep  on  losing 
the  business. 

7157.  It  may  be  for  all  you  know  that  one  of  your 
competitors  'is  making  no  profit  at  all,  and  therefore 
will  have  no  Income  Tax  to  pay? — Yes. 

7158.  If  you  are  going  to  put  Income  Tax  on  to  your 
minimum  price,  and  he  is  not,  you  will  lose  the  busi- 
ness ?— Yes. 

H59.  Therefore,  it  does  not  enter  into  your  calcu- 
lations when  you  are  making  your  prices? — I should 
think  'it  would,  because  you  know  you  have  to  pay  it 
if  you  make  any  profit.  It  is  part  of  your  expense, 
and  you  have  to  try  and  make  a profit. 

<160.  But  you  also  know  you  have  not  got  to  pay  it 
if  you  do  not  make  a profit  ? — But  you  assume  that 
}ou  do  make  a profit,  otherwise  you  would  not  apply 
for  the  job. 

<161.  What  you  do  is,  you  get  the  best  price  you 
can.  If  the  price  you  can  get  is  5s.,  you  do  not  say 
to  yourself : “ 6d.  of  that  is  Income  Tax.”  You  say: 


“ I can  get  5s. ; therefore  I must  charge  5s.,”  or,  “ 1 
can  get  5s.  fid. ; therefore  I must  charge  5s.  fid  ”? — 
You  have  some  sharp  competitors.  Do  you  not  say : 
“ Hold  on;  I have  got  to  pay  certain  expenses.  1 
can  make  that,  if  I can  get  these  workmen  to  work,  ’ 
which  'is  very  difficult  nowadays.  “ If  I can  get  them 
to  do  this  work  it  will  cost  so  much.  I have  to  pay 
this  everlasting  blessed  Income  Tax;  I will  tack  that 
on.  I think  I can  do  it  for  4s.  9d.”  You  do  not  say  : 
“ I am  going  to  charge  6s.,”  because  if  you  do,  you 
will  not  get  the  job. 

71C2.  But  if  you  think  you  can  get  4s.  9d.,  you 
would  put  that  price  on,  whether  you  pay  any  Income 
Tax  or  not? — Perhaps  you  -would,  but  'instead  of  the 
figure  of  4s.  9d.  you  would  get  it  as  low  as  you  could 
consistent  with  your  principles  of  doing  business  in 
order  to  get  the  business,  if  you  are  competing  with 
those  fellows  across  the  North  S'ea. 

7163.  Therefore,  Income  Tax  does  not  enter  into 
your  calculation  when  you  are  fixing  your  price? — It 
is  part  of  your  expense. 

7164.  No,  it  is  not? — It  is  part  of  my  expense. 

7165.  It  comes  out  of  your  profits  if  you  make  any? 
— Yes;  that  is  part  of  the  expense.  We  pay  our 
Income  Tax  each  month — at  least  we  make  it  part  of 
our  expense  account.  Perhaps  we  keep  our  books 
differently,  but  we  know  we  have  to  pay  it;  therefore 
we  do  not  take  it  out  of  our  profits  at  the  end.  If 
you  have  read  our  balance  sheet  you  would  see  that 
our  Income  Tax  is  paid  as  we  go  along,  and  is  part 
of  the  expense.  I think  that  is  the  most  conservative 
way  to  do  it;  you  know  you  have  to  pay  it. 

7166.  Sir  William  McLintoclc : Is  it  part  of  the 
expense  of  any  company  to  pay  the  Income  Tax  which 
the  shareholders  pay?  It  is  the  shareholders  who  pay 
a very  large  portion  of  the  Income  Tax? — They  do  not 
in  my  business. 

7167.  Well,  they  do.  You  choose  to  call  it  “ free 
of  tax,”  but  as  I have  said  already  you  are  simply 
paying  them  a higher  rate  of  interest.  Each  of  those 
shareholders  of  yours  can  go  to  the  Government,  and 
if  his  income  is  below7  a certain  amount,  can  get  the 
tax  back.  They  can  go  to  the  Inland  Revenue,  and 
say:  “There  is  my  dividend  from  Selfridge’s,”  and 
if  the  income  is  below  a certain  figure  they  can  get 
their  tax  back.  There  is  no  known  figure,  as  Mr. 
Hichens  says,  that  any  manufacturer  or  limited  com- 
pany can  add  for  taxation.  We  have  not  had  a single 
manufacturer  here  who  makes  the  same  statement  as 
you  do  who  can  state  definitely  that  in  his  costs  of 
the  article  that  he  is  producing  or  selling  there  is  a 
sum  put  for  Income  Tax  ? — I feel  that  the  Committee 
is  not  in  accord  with  my  judgment  on  this  thing;  I 
quite  recognise  that.  They  are  manufacturers,  and  I 
am  not.  I have  gathered  from  what  I have  read  of 
my  friends’  remarks  at  their  meetings,  and  so  forth, 
that  it  did  affect  prices;  perhaps  it  is  wrong. 

7168.  Mr.  Ricliens  : You  put  'in  your  rates,  because 
those  you  have  to  pay;  they  would  come  in  your 
ordinary  overhead  charges;  but  there  is  all  the 
difference  between  that  which  is  a known  sum,  which 
you  have  to  pay  anyhow,  and  Income  Tax,  which  is 
an  unknown  tax,  which  you  may  not  have  to  pay  at 
all? — We  know  exactly  what  we  have  to  pay.  Come 
down  and  I will  show  you  some  time. 

7169.  Professor  Rail : Is  not  the  point  rather  with 
business  men  that  the  Income  Tax  reduces  the  net 
return  that  they  get  from  their  business?— I think 
that  is  just  the  same  as  increase  of  expenses. 

7170.  No,  not  of  expenses? — What  is  the  difference? 

7171.  It  is  reducing  the  profit  from  the  business? — 
Is  not  that  just  the  same  thing  as  increased  expenses  ? 
If  we  make  a quarter  of  a million  a year  and  we 
do  not  have  to  pay  Income  Tax,  we  would  make 
£60,000  more;  I do  not  see  the  difference. 

7172.  The  expense  is  something  you  have  to  pay 
whether  there  is  a profit  or  not? — Yes. 

7173.  Something  which  you  have  to  pay  only  when 
there  is  a profit  cannot  be  considered  an  expense 
in  the  same  sense? — Well,  I do  not  know  that.  I 
am  not  quite  capable  on  that,  because  we  insist  upon 
making  a profit.  I do  not  know  that  I am  quite  able 
ready  to  discuss  that  matter. 
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7174.  Chairman:  Now  will  you  take  paragraph  6? 
(Paragraph  6 read.) 

7175.  Mr.  Bowen : What  do  you  mean  by  the 
phrase,  “when  this  country  can  afford  it  ” P — I 
mean  when  we  get  into  a reasonably  prosperous  con- 
dition again,  and  it  is  not  just  taking  all  the 
strength  of  the  people  to  pay  taxes  to  meet  the 
current  expenses  plus  the  interest.  If  we  could  have 
prosperous  times  in  this  country,  reasonably  good 
times,  there  would  be  very  much  less  difficulty  in 
paying  these  taxes. 

7176.  Do  you  mean  that  the  Death  Duties  should 
be  used  for  debt  reduction  and  nob  for  current  ex- 
penses?— I say  Death  Duties  should  only  be  used  in 
reducing  the  debt.  Again  that  is  a piece  of  book- 
keeping. To  take  the  savings  of  a lifetime  and 
apply  them  to  the  pay-rolls  over  here  in  Whitehall, 
I think  is  a great  mistake. 

7177.  Sir  William  McLintock : Assume  that  the 
income  from  Death  Duties  is  £50,000,000  on  the 
receipts  side  of  the  account  (this  is  pure  book- 
keeping) and  on  the  other  side  of  the  account  the 
payment  of  Sinking  Fund  is  £50,000,000,  would  you 
suggest  that  the  Death  Duties  had  gone  for  any 
other  purpose  than  the  reduction  of  capital? — I think 
perhaps  I am  a little  technical  on  this;  I think  it  is 
really  a matter  of  book-keeping;  but  I object  to 
taking  so  much  money  from  the  savings  of  the  people 
for  the  Treasury.  With  your  permission  I will  quote 
just  three  or  four  lines  of  what  Mr.  Ooolidge  said 
the  other  day  on  the  Inheritance  Tax  : “ To  take  an 
excessive  proportion  of  the  estates  in  this  way  for 
the  cost  of  the  Government  can  only  mean  that  the 
Government  will  be  living  off  the  capital  of  the 
community.  This  we  should  seek  to  avoid.  To  pay 
Inheritance  and  such  taxes  in  cash,  executors  must 
sell  the  property  which  comes  into  their  hands  at 
what  is  equivalent  to  a forced  sale  with  the  usual 
consequence  of  lessening  the  value,”  and  so  forth. 

7178.  Mr.  Hichens  : That  is  to  say,  you  would  make 
the  Sinking  Fund  the  amount  of  the  Death  Duties 
with  a minimum  of  £50,000,000? — No,  I do  not 
mean  that.  T mean  that  I should  tick  off  the  Death 
Duties  as  not  to  be  applied  in  any  way  to  the 
expenses  of  running  the  country,  but  would 
emphasise  the  fact  that  they  were  towards  the  reduc- 
tion of  the  debt,  whatever  it  might  be. 

7179.  You  would  not  have  them  over  and  above 
the  £50,000,000  Sinking  Fund? — No,  not  at  all. 

7180.  What  I mean  is  this  : Supposing  the  Death 
Duties,  as  they  do  this  year  I think,  amounted  to 
some  £59,000,000,  would  you  say  that  the  Sinking 
Fund  should  be  £59,000,000  on  that  account? — I 
should  not  say  that  the  debt  should  be  paid  at  pre- 
sent more  than  £50,000,000  sterling,  but  I would 
let  the  Death  Duties  do  their  share  in  paying  the 
debt  rather  than  in  going  to  pay  the  pay-rolls  over 
here. 

7181.  Sir  William  McLintock  : Is  it  not  the  same 
thing  in  the  end?  If  you  were  keeping  these  Gov- 
ernment accounts  on  ordinary  commercial  lines  you 
would  probably  place  the  revenue  from  Death  Duties 
to  one  account,  and  against  that  you  would  charge 
the  capital  payment  such  as  the  Sinking  Fund,  and 
the  Sinking  Fund  is  not  the  only  capital  payment 
of  the  Government  expenditure;  there  is  any  amount 
of  capital  expenditure  under  the  other  heads? — You 
are  quite  right ; it  is  really  a matter  of  book-keeping, 
but  there  is  the  sentimental  nature  of  it.  People 
think  that  their  estates  are  being  taken  to  pay  the 
pay-rolls  in  Whitehall. 

7182.  You  do  not  think  that? — I do  not,  but  the 
public  do.  I should  emphasise  the  other  thing.  I 
admit  it  is  purely  a matter  of  book-keeping,  but  I do 
think  it  is  a matter  of  sentiment,  and  I do  think 
that  the  amount  required  of  large  estates  is  too  big; 
that  is  a personal  feeling. 

7183.  Mr.  Bowen  : Have  you  any  view  as  to  what 
the  standard  should  be? — I think  it  should  be  very 
much  reduced;  you  can  say  anything  you  choose. 

( 184.  Sir  William  McLintock  : Where  do  you  sug- 
gest you  would  get  the  revenue  which  is  required  at 


present? — I should  relieve  that  item  one  of  the  first, 
as  a matter  of  not  using  the  capital  of  the  country. 

7185.  Suppose  you  cut  it  down  by  half? — We  can- 
not do  that  yet.  This  is  a little  jump  in  the  future 
that  I have  ventured  here. 

7186.  That  is,  you  would  leave  the  Income  Tax  at 
its  present  high  rate  and  relieve  the  Death  Duties? 
— No,  not  yet ; I said,  after  a while,  when  we  could 
afford  it.  I think  the  first  thing  to  take  care  of 
is  the  general  effect  on  the  public  afi  a whole,  not 
only  our  wvn  public,  but  the  world’s  public,  in  the 
matter  of  the  reduction  of  Income  Tax.  The  effect 
on  the  mind  of  the  man  in  California,  in  Buenos 
Aires,  and  Bombay  that  this  country  not  only  pays 
its  debts,  but  at  the  same  time  is  able  to  reduce  its 
Income  Tax  by  6d.  even,  I think  is  very  favourable, 
and  I think  those  things  should  be  played  on  as  much 
as  possible. 

7187.  If  you  reduce  the  Income  Tax  by  6cL,  that 
probably  means  £25,000,000? — I thought  it  was 
about  £15,000,000,  but  no  matter ; I do  not  know. 

7188.  You  also  suggest  a reduction  in  Death 
Duties  later  on? — No,  I do  not;  I suggested  that 
they  should  be  reduced  wffien  it  can  be  done.  I 
only  ventured  to  say  that  they  are  too  high,  in  my 
judgment;  I do  not  say  they  ought  to  be  pulled 
down  to-day  at  all.  Let  us  pay  them  for  a while, 
but  I think,  on  general  principles,  for  a country 
like  this,  the  Death  Duty  percentage  is  too  high ; 
it  is  a serious  matter. 

7189.  It  is  not  too  high  in  times  like  the  present? 
— Not  at  the  moment  ; not  at  all.  ( Paragraph  7 
of  Evidence-in-Chief  read.)  I presume,  gentlemen, 
that  my  kind  of  business  is  as  much  affected  by  the 
lid.  stamp  as  anybody’s,  but  it  is  an  item  of  expense, 
and  I think  that  perhaps  there  is  too  much  fuss 
made  and  too  much  talk  made  about  reducing  it 
to  Id.,  because  it  cannot  be  done.  I have  been  on 
that  Post  Office  Committee,  and  I know  it  cannot 
he  done  without  a serious  loss,  and  I do  not  think 
we  ought  to  consider  it. 

7190.  Sir  William  McLintock : And  the  consumer 
pays? — The  consumer  pays. 

7191.  Professor  Ball:  Is  that  the  question  that 
is  asked  here?  It  is  not  about  postage  stamps, 
surely? — “ Stamps”  is  one  of  the  things. 

7192.  Sir  T William  McLintock:  I think  it  covers 
the  lot? — Postage  stamps  and  stamps  on  cheques, 
and  everything. 

7193.  Professor  Ball : This  is  really  directed  to 
the  other  kind  of  stamps,  on  legal  documents  and 
transfers  of  shares  and  cheques  rather  than  to 
postage  stamps? — All  stamps  seem  to  me  to  come 
under  more  or  less  the  same  category.  Stamps  are 
an  added  annoying  feature,  but  I do  not  think  they 
are  appalling.  ( Paragraph  8 read.)  I do  not  know 
whether  you  gentlemen  are  familiar  with  the  Sales 
Tax  or  not. 

7194.  Might  I ask  one  question  on  the  first 
sentence  before  we  go  on  to  discuss  the  Sales  Tax : 
Would  you  ag'ree  that  a tax  on  textiles  -would  he 
hidden  and  indirect? — I do  not  know  that  I should 
pick  out  textiles  particularly;  it  is  part  of  the 
general  scheme.  I should  not  pick  out  textiles 
specially  any  more  than  furniture,  or  anything  else. 

7195.  We  want  to  get  at  the  virtue  you  attach 
to  a tax  being  hidden  and  indirect? — The  virtue  I 
attach  to  that  is  that  everybody  pays  his  share. 
Out  of  47,000,000  people,  how  many  people  are  paying 
taxes  in  this  country? — a very  small  percentage. 

7196.  It  has  been  accepted  by  a great  many  people 
that  it  is  extremely  desirable  in  the  interests  of 
good  government  that  .a  taxpayer  should  know  what 
he  is  paying? — Wait  a minute.  Does  that  necessarily 
follow?  AYlio  says  so?  What  makes  you  think  so? 

7197.  A great  many  people  hold  that  view? — But 
let  us  talk  it  out  for  .a  minute.  Why  should  it  be 
necessary  for  a man  to  know?  Who  cares  as  long 
as  it  is  hidden?  Are  you  any  happier  because  yon 
know  you  are  paying  something  that  you  do  not 
like  to  pay  than  if  you  did  not  know? 
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7198.  But  it  tends  to  inefficient  government  if 
Governments  can  get  the  money  without  the  tax- 
payer knowing  how  much  he  is  paying  for  the  goods, 
and  how  much  he  is  paying  in  tax? — The  Govern- 
ment is  stating  just  what  it  is  receiving.  I see  no 
advantage  in  emphasising  the  amount  a man  is 
paying  in  tax.  Take  the  hat  on  that  lady’s  head; 
that  has  cost  her  1 per  cent,  more,  and  she  Hoes 
not  know  the  difference,  and  nobody  can  tell  whether 
that  hat  is  worth  so  many  pounds,  or  so  many  more 
pounds.  Nobody  can  tell.  The  manufacturer  cannot 
tell;  we  cannot  tell.  If  we  take  1 per  cent,  from 
her  on  that,  I do  not  see  that  it  is  necessary  to 
tell  her  of  it. 

If  I may  take  two  or  three  minutes  upon  this, 
the  Sales  Tax  affects  a business  like  ours  perhaps 
more  unfavourably  than  any  other  business,  because 
our  kind  of  business  comes  in  direct  contact  with 
the  households  of  the  land.  It  is  a very  intimate 
business.  But  if  wo  can  make  that  man  driving 
that  cart  pay  a certain  percentage  of  the  tax,  I think 
we  are  better  off  than  if  we  only  let  2,000,000  people, 
or  whatever  the  number  is,  out  of  the  ■whole  great 
public  pay  all  the  taxes  of  the  country.  I think  we 
should  distribute  these  taxes  and  make  him  do  his 
share  in  paying  for  the  civilisation  and  advantages 
which  he  gets  by  living  in  this  country. 

7199.  Mr.  Boiven  : How  can  you  call  that  a hidden 
tax? — Because  you  cannot  discover  it.  That  watch 
chain  of  yours  may  cost  so  many  shillings  or  so  many 
pounds;  Is.  more  or  £1  more  and  you  do  not  know 
the  difference 

7200.  I recollect  when  I paid  for  this  watch  arid 
chain  the  man  who  sold  it  to  me  put  a 2d.  receipt 
stamp  on  the  receipt.  I should  imagine  in  every 
sale  you  would  make  at  your  shops  you  would  require 
that  your  sales  people  should  put  a revenue  stamp 
on  each  voucher  you  issue? — No;  that  is  only  £2  and 
more. 

7201.  It  may  he  anything;  it  makes  no  difference. 
\ou  are  not  hiding  it.  The  fact  is  that  that  stamp 
would  be  there  on  that  voucher? — There  is  no  stamp 
used — oh,  no. 

7202.  Pardon  me.  It  is  a question  of  ways  and 
means,  I agree.  I cannot  imagine  that  any  Govern- 
ment would  allow  any  shopkeeper  or  proprietor  to 
inflict  the  tax  without  accounting  for  it  in  some 
form.  (Sir  Josiali  Stamp):  I take  it  that  Mr. 
Selfridge  is  referring  to  the  way  in  which  the  Sales 
Tax  is  administered  in  those  countries  that  do  it 
without  a stamp,  but  do  it  entirely  by  reference  to 
the  books  of  accounts  of  the  company  and  make  them 
pay  a percentage  on  the  turnover.  (Mr.  Bowen) : 
Ihat  may  be  so,  hut  I have  other  countries  in  mind 
where  they  use  a stamp.  ( Sir  William  McLintock) : 
Might  Mr.  Selfridge  elaborate  his  scheme  and  let 
us  see  ? — (Witness) : I do  not  know  of  any  country 
where  they  use  a stamp. 

7203.  Sir  William  McLintock  : They  do  in  Brazil. 
(Mr.  Bowen)  : They  do  in  Belgium,  I think. — 

(Witness) : Only  on  luxury  stuff,  I think. 

i204.  Sir  William  McLintock  : In  Brazil  it  is  put 
on  for  every  purchase. — There  is  a luxury  tax  in 
France,  but  it  is  only  luxury  stuff. 

7205.  Sir  Josiali  Stamp:  There  is  no  stamp  in  the 
German  system ; it  is  done  on  the  books  ? — Ves.  The 
Sales  Tax  means  the  placing  of,  say,  1 per  cent,  on 
ie  value  of  the  article  that  goes  to  the  consumer, 
ie  exception,  made  in  Canada  is  certain  articles  of 
rood,  which  is  probably  general  from  a taxation 
s anc|Poink  The  difficult  question  is  to  decide 
whether  it.  should  be  done  at  the  source  or  at  the 
point  of  distribution.  There  are  many  points  that 
aie  very  difficult,  and  it  means  the  increasing  of 
certain  articles  by  a microscopic  per  cent,  which 
noiody  can  discover.  Whether  that  bag  is  worth 
s.  or  35s.  nobody  on  this  green  earth  can  tell;  it 
TW  ?TIy  a matter  °f  competition  and  comparison, 
o ody  can.  tell  exactly  what  that  is  worth  except 
y competition.  Nobody  can  tell  what  that  suit  of 
n°  ,es  15  worth;  the  manufacturer  cannot  tell, 
suppose  this  suit  costs  £12,  or  £11,  or  £10;  it  is 


all  the  same.  The  possibility  of  clearing  a large 
sum  of  money  by  a Sales  Tax  is  therefore  very  great, 
and  nobody  knows  the  difference,  which  I think  is  a 
desirable  thing.  I cannot 'see  any  advantage  in 
telling  people  that  they  are  being  bled.  The  trouble 
with  it  is  that  when  a Government  discovers  it  can 
get  money  so  easily  it  keeps  adding  to  it  as  they 
have  done  in  Canada.  They  started  in  Canada  with 
1 per  cent.,  and  now,  I think,  they  have  got  it  up 
to  4$  per  cent,  idle  last  I heard.  Of  course,  it 
becomes  very  iniquitous  and  very  difficult. 

Then  the  other  difficulty  is  to  decide  whether  it 
shall  be  at  tbe  source  where  the  goods  are  manu- 
factured, which  is  the  fairest  way,  or  at  the  point  of 
distribution  where  they  simply  take  a percentage  on 
our  annual  returns,  and  let  it  go  at  that.  But  the 
Sales  Tax  per  se  is  the  best  hidden  tax;  they  tried 
to  put  it  through  in  America  hut  could  not  do  it. 

7206.  Chairman : How  would  it  work  with  cotton  ? 
You  first  of  all  manufacture  a cotton  piece,  and  1 per 
cent,  would  have  to  be  paid  ? — It  is  not  cumulative ; 
it  is  only  in  one  place.  That  is  the  trouble  in 
Germany.  In  Germany  they  do  put  it  on  here,  and 
there,  and  everywhere,  until  they  have  got  about 
12$  per  cent.,  which  is  a very  great  difficulty. 

7 207 . I was  only  thinking  that  1 per  cent,  on  some 
of  these  export  cottons  would  make  a 'difference  where 
the  piece  is  sold  at  o illy  1 or  2 per  cent,  margin? — 
There  may  be  cases  like  that  where  it  is  extremelv 
difficult. 

7208.  There  are  some  articles  where  the  1 per  cent, 
is  of  no  value,  but  if  you  take  it  on  the  manufactured 
article  first,  the  cotton  piece,  then  you  take  it  on 
the  d3^ed  piece,  then  on  the  finished  piece,  all  the 
same  process,  when  do  you  pay  on  it? — It  must  be 
the  first  or  the  last,  in  my  judgment — either  at  tie 
source  of  supply,  where  the  article  ,'is  ready  for  the 
market,  or  where  it  is  finally  distributed  to  the 
consumer. 

7209.  Sir  William,  McLintock  : Take  your  own  busi- 
ness : you  buy  at  a certain  price,  and  you  are  suggest- 
ing to  us  to  put  the  tax  on  your  buying  price? — 1 
would  suggest  putting  it  on  our  selling  price. 

7210.  If  the  tax  is  put  on  your  buying  price  it  is 
probably  one-third  less  than  if  you  put  it  on  your 
selling  price? — You  have  got  the  estimate  pretty 
high,  'but  let  it  go. 

7211.  Sir  Josiah  Stamp:  Let  us  assume  that  you 
Ho*  some  work  on  it;  that  you  have  the  material,  there 
is  a lot  of  work  done  with  it,  and  you  subsequently 
sell  it  for  a much  higher  price,  and  there  is  addi- 
tional profit  on  the  extra  work? — Yes. 

7212.  Sir  William  McLintock  : Then  the  tax  must 
be  put  on.  If  you  put  the  tax  on  the  raw  material, 
say,  for  a suit  of  clothes,  and  then  afterwards  make 
it  up,  do  you  have  any  additional  tax? — You  cannot 
put  it  on  in  both  places ; you  have  to  have  one  or 
the  other,  otherwise  it  is  not  fair. 

7213.  Sir  Josiah  Stamp  : How  do  you  get  over  the 

cumulative  difficulty  ? In  Germany  at  the  time  "when 
the  turnover  tax  was  2$  per  cent.,  complaints  were 
made  that  it  resulted  in  an  addition  of  10,  12$  or 
15  per  cent,  to  the  consumer.  Wherever  it  was  the 
practice  for  an  article  to  be  sold  in  a separate  form 
it  was  imposed.  The  consequence  was  that  yon  got 
this  roll  up  of  the  tax.  They  said:  “It  is  very 

unfair,  because  ft  plays  into  the  hands  of  the  large 
integrated  businesses  ” — the  Self  ridges  of  Germany— 
“ who  can  do  everything  from  the  raw  material  to 
the  finished  article.  They  get  the  full  benefit  of  that 
cumulative  addition,  and  they  only  have  to  pay  once 
to  the  Revenue  ” ? — I think  the  German  system  is 
entirely  wrong,  and  I think  they  think  so  themselves, 
but  they  cannot  get  out  of  it. 

7214.  How  can  you  get  out  of  it? — I would  only 
have  it  at  the  point  of  distribution,  or  a higher  tax 
at  the  point  of  origin.  You  have  to  decide  what  is 
the  point  of  origin — whether  it  is  the  dyed  article 
ready  to  sell. 

7215.  Will  you  take  the  case  of  putting  it  on  at 
the  point  of  distribution  ? How  can  you  avoid  the 
advantage  accruing  to  a large  integrated  concern  that 
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does  a number  of  processes  itself  when  its  final  pro- 
duct is  in  competition  with  something  that  comes 
through  a number  of  different  firms,  each  of  which 
sells  to  the  other  at  an  advanced  stage  P — But  the 
point  of  distribution  is  the  final  point  of  consump- 
tion; that  would  eliminate  the  wholesalers. 

7216.  Take  this  by  way  of  illustration  : I go  into  a 
shop  and  ask  for  gas  mantles.  I ask  for  a dozen; 
six  of  them  are  for  use  in  my  shop,  which  is  not  the 
final  point  of  consumption,  because  they  are  part  of 
my  working  expenses  in  my  business,  and  six  of  them 
I use  in  my  parlour  and  my  bedrooms,  which  'is  the 
final  point  of  consumption.  How  do  you  determine, 
for  all  those  articles  which  may  be  used  immaterially 
for  business  or  personal  purposes,  which  is  the  final 
point  of  consumption  P — It  is  assumed  that  if  you 
use  s’ix  of  those  in  your  own  establishment  you  charge 
them  to  yourselves,  because  you  do  not  take  them 
out  of  your  stock;  it  is  a matter  of  book-keeping; 
that  is  the  point  of  distribution.  If  we  have  12  gas 
mantles  and  put  them  in  stock,  and  I use  six  of  them, 

I pay  for  that  six,  or  it  is  entered  in  my  account. 
The  house  pays  1 per  cent,  on  those  six  when  they 
have  sold  them  to  me;  in  other  words,  'it  is  the  point 
of  consumption. 

7217.  When  I am  in  the  shop  and  ask  for  the  12 
mantles,  does  the  man  add  on  the  whole  tax  at  that 
stage?— No,  because  you  are  buying,  presumably,  to 
sell  again. 

7218.  I do  not  know;  I take  12  mantles? — If  you 
are  in  the  business  then  you  do.  If  you  just  go  in 
and  buy  them,  you  pay  at  the  time,  but  if  you  are 
going  to  sell  them  again,  that  is  another  thing. 

7219.  I say:  “ You  must  not  put  the  tax  on  half 
of  those  things;  I am  not  going  to  consume  them 
finally  ” ? — Yes. 

7220.  Sir  WiUiarn  McLintoch : You  say:  “I  am 
going  to  put  50  per  cent,  profit  on  before  I sell 
them”? — That  is  one  of  the  points  that  is  not  very 
difficult.  You  buy  something  for  a business;  if  you 
are  privately  buying  it  they  charge  you  1 per  cent. 
If  afterwards  you  sell  six  of  those  mantles,  not  being 
in  the  business,  then  you  take  the  chance  of  being 
caught  doing  something  you  ought  not  to  do. 

7221.  Sir  Josiah  Stamp-.  Supposing  I am  a vendor 
of  bicycles  and  a man  comes  to  me  and  asks  for  two 
bicycles  and  says:  “I  will  pay  the  duty  on  one 
because  I am  going  to  ride  it  myself,  but  I am  not 
prepared  to  pay  the  duty  on  the  other  because  that 
is  going  to  be  used  by  an  errand  boy  in  my  butcher’s 
shop  ” ? — That  does  not  make  any  difference;  you 
would  have  to  pay  it  whether  you  charged  him  with 
it  or  not ; it  is  a detail.  When  the  Government  comes 
to  you  and  says  : “ How  many  bicycles?  ” you  pay  it 
on  the  two. 

7222.  Then  I sell  the  two  bicycles  to  him  and 
charge  the  turnover  tax,  but  can  you  say  that  that 
is  the  final  point  of  consumption? — Well,  there  is 
something  traded  afterwards,  but  when  a woman 
buys  a table  it  is  presumably  for  use  in  her  house- 
hold. 

7223.  It  may  be,  or  may  not? — She  may  swop  it 
with  her  next  door  neighbour,  but  you  do  not  care 
much  about  that. 

7224.  Nobody  can  tell  when  he  sells  an  article 
whether  the  purchaser  is  the  final  consumer  or  not? 
— 99J  per  cent,  of  them  are.  There  may  be  small 
items,  of  course.  We  used  to  swop  jack  knives  when 
I was  a boy.  I bought  that  knife  to  use,  but  if  1 
swop  it  with  a school  mate,  that  is  a detail. 

7225.  Supposing  you  sell  steel  rails  to  a railway 
company,  is  that  the  final  point  of  consumption?  • 
Yes.  If  the  railway  company  is  in  the  business  of 
selling  rails  then  that  is  another  matter. 

7226.  It  buys  steel  rails,  but  it  sells  them  in  the 
form  of  railway  tickets  ? — But  it  is  not  in  the  busi- 
ness ; if  it  is  in  the  business  it  buys  them  wholesale. 

7227.  Mr.  Hichens : If  the  railway  company  makes 
its  rails  for  itself  it  wall  not  pay  ? — Yes ; it  is  up  to 
them;  they  consume  them. 

7228.  Sir  Josiah.  Stamp:  Does  it  not  pass  on  the 
tax  in  the  price  of  the  tickets? — It  is  a sale  to  itself, 
because  it  is  in  the  business.  This  matter  of  this 


Canadian  business  is  very  informing,  and  if  it  is 
thought  to  be  of  any  value  at  all  it  certainly  is 
worth  looking  into.  A man  could  find  out  from 
Canada  more  in  a day  than  I know  altogether.  It 
does  seem  to  me  to  be  worth  thinking  about.  We 
could  get  £50,000,000  sterling  from  this  thing  with- 
out very  much  trouble,  and  everybody  would  pay  liis 
share.  Wc  all  make  him  pay  his  share,  d venture 
to  make  that  suggestion  because,  while  it  makes  us 
a lot  of  trouble  and  it  would  be  very  difficult  for  us 
to  get  one  per  cent,  more  for  our  stuff  in  competi- 
tion, I think  we  could  do  it;  we  should  simply  say: 

“ We  must  add  it  on,”  and  nobody  would  know  the 
difference. 

7229.  Professor  Ball:  This  would  require  every 

shopkeeper  to  keep  books? — Yes;  he  keeps  his  re- 
turns; everyone  does,  as  it  is. 

7230.  But  do  they? — Yes;  he  knows  how  much  he 
sells. 

7231.  Oh,  no. — If  he  does  not,  he  must  be  made  to 
do  it. 

7232.  Sir  Josiah  Stamp : Every  hawker  would  have 
to  be  licensed  and  his  licence  taken  away  if  he  did 
not  provide  books? — Yes. 

7233.  Sir  Josiah  Stamp:  That  would  be  a most  in- 
quisitorial form  of  taxation.  ( Professor  Hall) : How 
would  you  guarantee  his  honesty  ? — (Witness) : How 
do  you  guarantee  any  honesty?  If  you  catch  a man, 
lock  him  up. 

7234.  Is  there  not  a vast  difference  between  check- 
ing your  returns  as  recorded  in  your  books  and  check- 
ing the  returns  of  the  corner  shopkeeper? — Yes,  but 
I think  one  man  could  check  Marylebone  in  a week; 
there  is  not  much  trouble  about  it. 

7235.  Mr.  Bowen:  How  would  you  tax  the  coster- 
monger?— What  do  they  say  in  Parliament  when  you 
have  to  get  information  to  answer  a question  later — 
“ I require  notice  of  that  question.”  I do  not  know 
how  I would  tax  a costermonger ; perhaps  I would 
not  tax  him — I do  not  know.  It  is  a simple  matter. 
These  things  are  not  appalling. 

7236.  But  we  are  getting  a.t  the  ways  and  means? 
— I do  not  think  it  would  be  very  hard  to  think  it 
out. 

7237.  Sir  Josiah  Stamp:  It  would  not  be  a very 
small  matter  for  the  shops? — It  would  not  be  a diffi- 
cult matter. 

7238.  Small  shopkeepers  would  not  regard  it  as  a 
small  matter? — It  is  like  selling  chocolate  or  tobacco 
after  six  o’clock ; it  is  a small  matter.  It  makes  one 
tired. 

7239.  Sir  William  McLintoch : How  would  you 

tax  the  farmer? — I would  not  tax  a farmer  on  what 
he  sold,  unless  he  sold  directly  to  the  consumer. 

7240.  He  sells  a cow  or  a steer,  or  whatever  you 
call  it,  and  that  animal  is  used  for  all  sorts  of  pur- 
poses. Its  horns  may  be  used  for  making  buttons, 
its  hide  for  leather,  and  its  flesh  for  food? — -Each 
one  of  those  individual  items  pays  at  the  point  of 
consumption. 

7241.  Sir  Josiah  Stamp:  Not  the  whole  animal?— 
No.  They  do  not  tax  food  in  Canada,  but  I would 
tax  food  a little.  The  meat  and  the  hide  and  every- 
thing else  pays  at  the  point  of  consumption.  Some- 
body has  to  pay  when  he  buys  his  pair  of  boots. 

7242.  Sir  William  McLintoch : But  the  fanner 

would  not  have  to  pay  at  all? — No. 

7243.  Professor  Ball  : In  some  towns,  of  course, 
the  farmers  sell  their  milk  direct  to  the  consumer? 
— I would  make  him  pay;  it  is  a very  small  matter. 

7244.  In  some  cases  their  customers  are  restau- 
rants ? — Yes — well,  (that  iis  all  right.  The  farmer 
has  paid  his  tax  on  the  milk  and  the  milk  that  goes 
into  the  tea  is  not  an  item,  but  the  tea  the  man  is 
serving  is  charged  to  him  by  the  wholesaler  who  sells 
him  his  tea. 

7245.  Sir  Josiah  Stamp:  Quite  a lot  of  the 

farmer’s  produce  would  be  sold  at  the  point  of  con- 
sumption and  taxable  through  him  ? — Yes. 

7246.  And  quite  a lot  would  be  things  not  taxable 
through  him? — Yes. 


MINUTES  OF  EVIDENCE. 


515 


1 April,  1925.]  Mr.  H.  Goedon  Selebidge.  [ Continued . 


7247.  Professor  Hall : If  lie  is  going  to  be  taxed 
upon  the  milk  that  lie  sells,  how  are  you  going  to 
distinguish  between  the  milk  that  he  sells  to  the  in- 
dividual oonsumer  and  the  milk  that  he  sells  to  the 
restaurant  keeper?  If  you  don’t  make  the  distinc- 
tion you  are  going  to  tax  your  milk  twice,  once  in 
the  hands  of  the  farmer  and  once  in  the  hands  of  the 
restaurant  keeper  ? — I do  not  know  how  you  would  do 
that  thing;  it  has  got  to  be  thought  out  a little, 
whichever  is  the  most  reasonable  and  least  expen- 
sive way  of  doing  it.  The  expense  of  collecting  a 
tax  is  the  very  great  feature,  and  this  thing  is  so 
simple.  It  would  create  difficulties,  but  still  I am 
inclined  to  advocate  it  because  of  the  method  of 
getting  in  a great  many  millions  sterling. 

7248.  If  we  adopt  your  recommendation,  we  have 
got  to  meet  all  these  criticisms,  and  we  want  the 
answers  to  them? — Why  do  you  not  say,  if  you  think 
it  is  worth  while,  “ This  thing  seems  worthy  of  atten- 
tion, and  one  of  us  will  go  over  to  Canada  and  come 
back  and  tell  you  all  about  it  ” ? 

7249.  Sir  Josiah  Stamp:  I may  say  I spent  many 
months  examining  this  project? — Why  do  you  not 
recommend  it? 

7250.  Unless  you  were  prepared  to  face  the  con- 
sequences of  the  roll  up  and  what  that  meant  to  a 
large  combine  in  the  way  of  extra  profit,  you  would 
have  to  give  the  thing  up.  This  idea  of  putting  it 
on  the  final  point  of  consumption  could  not  be 
worked;  that  is  the  conclusion  I came  to. — Idow  do 
they  do  it  in  Canada  ? 

7251.  They  have  a mixture;  they  simply  do  not 
carry  it  through;  in  the  main  they  have  a roll  up? 
—I  did  not  quite  understand  that,  but  suppose  you 
do  have  a roll  up,  is  it  anything  very  serious? 

7252.  No,  it  is  very  nice  for  the  large  business 
which  does  all  the  processes  itself? — I cannot  quite 
see  how  we  get  a roll  up  if  we  pay  on  our  annual 
returns. 

7253.  Professor  Hall:  I know  a business  which  lias 
farms  and  raises  cattle,  which  makes  its  own  leather 
and  makes  its  own  boots,  and  does  its  ow n whole- 
saling and  retailing;  would  there  not  be  some  rolling 
up  there? — No. 

7254.  If  it  is  taxed  on  each  process  ?— No ; it  must 
not  be  taxed  on  each  process,  but  at  the  final  point 
of  consumption.  It  disposes  of  the  stuff  somewhere. 
It  either  disposes  of  it  retail,  in  which  case  it  pays  the 
1 per  cent,  or  1J  per  cent.,  or  it  sells  it  wholesale  to 
somebody  else  who  does  the  distribution;  I do  not 
see  any  roll  up. 

7255.  Sir  J osiah  Stamp : The  question  is  this : 
Suppose  there  are  two  ways  in  which  an  article  is 
brought  to  the  market,  an  article  that  passes  through 
five  distinct  stages  which  is  usable  at  any  one  of  those 
stages;  each  one  of  those  separate  sellers  has  a tax 
oil  his  turnover  ? — A Sales  Tax  ? 

72o6.  Yes? — No,  he  must  not,  unless  he  is  dealing 
with  the  consumer. 

7257.  I am  telling  you  how  the  roll  up  occurs.  The 
roll  up  occurs  because  at  each  point  where  it  is  bought 
it  is  sold  commonly  to  consumers  and  commonly  to 
people  who  do  something  more  with  it,  and  it  bears 
the  tax.  By  the  time  the  filial  consumer  gets  it  it 
has  passed  the  fifth  stage,  and  it  is  five  times  taxed, 
bow  comes  along  a large  integrated  concern  which 
does  all  those  processes  itsef.  Its  turnover  tax  is 
computed  on  its  final  turnover.  It  is  in  competition 
with  everyone  in  the  market  and  has  the  benefit  of 
the  price  which  is  brought  about  by  that  five-fold 
■i  it  and  Pockets  a large  part  of  that  difference 
itself.— I have  difficulty  in  understanding  how  that 
wholesaler  or  that  manufacturer  that  is  selling  to  this 
small  fellow  pays  any  tax.  The  little  fellow  pays  his 
■ax  anc[  hig  fellow  pays  his  tax,  but  the  man 
''ho  cuts  that  stone,  or  whatever  you  choose,  pays  no 
tax ; it  is  the  final  oonsumer. 

1 's  the  ultimate  consumer  that  you  are  pro- 
posing ? — Why  is  not  that  the  best  system? 

7259.  Because  I think  it  is  impracticable? — Every- 
nng  is  finally  consumed,  is  it  not,  otherwise  it  would 
no  be  made.  At  that  point  you  charge  1 per  cent. : 


then  you  get  the  advantage  of  very  easy  collection, 
and,  furthermore,  you  get  the  advantage  of  the  1 per 
cent,  on  profit. 

7260.  You  do  not  see  any  difficulties;  that  is  your 
evidence? — I see  difficulties,  but  I see  a great  reward 
for  it,  and  I do  not  care  much  what  difficulties  there 
are  ‘in  this  world.  Who  cares  about  difficulties?  I do 
not  think  there  is  anything  impossible  in  it. 

7261.  You  would  replace  the  Income  Tax  and  the 
Super-tax  with  this,  or  relieve  them  with  this  ? — 1 
think  I would  rather  recommend  it  with  reference  to 
making  the  Income  Tax  less. 

7202.  Not  the  Super-tax? — Oh,  yes,  the  Super-tax. 
I think  the  Super-tax  ought  to  be  reduced  with 
reasonable  regularity  in  connection  with  the  Income 
Tax,  but  one  is  careful  about  saying  that,  because 
one  pays  Super-tax,  and  a big  one,  and  one  does  not 
want  to  seem  to  be  selfish. 

7263.  It  would  be  in  relief  of  the  two  taxes? — Yes. 

7264.  Professor  Hall : Would  you  charge  the  Sales 
Tax  on  furniture? — I would  charge  it  on  everything 
I possibly  could,  because  I want  that  man  over  there, 
who  is  not  paying  any  taxes  and  is  enjoying  the 
advantages  of  civilisation,  to  pay  his  share;  he  is 
not  doing  it. 

7265.  Sir  William  McLintock : But  if  he  drinks 
and  smokes  he  is  paying  something? — That  would 
make  him  pay  his  share,  and  he  would  never  know 
it;  I would  not  tell  him  it  either. 

7266.  Professoi-  Hall : You  would  charge  it  on  furni- 
ture?— Why  not? 

7267.  Would  you  charge  it  on  buildings? — I would 
charge  it  on  everything  I possibly  could.  When  you 
take  the  whole  list  with  the  thousands  of  items  in  it, 
you  might  find  something  that  you  could  not  charge, 
but  I would  charge  it  on  everything  I could.  I would 
charge  it  on  food,  although  of  course  there  would  be 
a lot  of  talk  about  the  dinner  table  and  all  that  sort 
of  thing,  but  they  would  never  know  the  difference. 

7268.  If  I were  erecting  a building,  you  would  put  a 
1 per  cent,  charge  on  that? — Yes,  I think  I would  at 
the  point  of  consumption.  It  is  a building  to  consume. 
You  can  think  of  50  things  while  we  are  sitting  here, 
which  you  would  perhaps  trip  me  up  on,  which  I 
should  have  to  think  out.  There  is  that  statue  over 
there;  I would  put  ‘it  on  that  statue;  that  is  the 
point  of  consumption. 

7269.  If  I had  a man  who  came  into  my  house  to 
make  bookcases  for  me,  would  you  put  it  on  that? — 
Yes;  as  long  as  you  are  going  to  use  them,  why  not? 

7270.  I am  just  asking  you? — In  the  first  place,  you 
do  not  have  a man  come  in  as  a rule;  you  go  to  some- 
body in  the  business  who  pays  the  1 per  cent.  If  you 
have  a man,  it  is  entirely  outside;  that  is  an  extreme 
case,  and  it  may  be  a little  difficult,  but  what  of  it? 
£50,000,000  sterling  is  worth  it. 

7271.  These  extreme  difficulties  are  the  ones  that 
will  be  put  up  to  us? — All  right;  say:  “ These  little 
nuts  are  small  nuts,  and  we  can  crack  them  as  we 
come  to  them.”  It  is  not  very  difficult.  I believe 
that  the  collection  of  a small  tax  at  the  point  of  con- 
sumption, while  it  would  quite  likely  be  opposed  by 
many  of  my  neighbours,  of  course,  and  by  all  the 
little  fellows,  still  if  it  could  be  discovered  that  it 
would  raise  a great  sum  of  money  which  we  want  now 
without  anybody  knowing  it,  would  be  a good  thing. 

7272.  There  is  another  side  to  it : what  effect  do 
you  think  this  might  have  upon  wages? — I do  not 
think  it  would  have  any  effect  at  all,  because  it 
would  not  be  noticeable.  You  know  really  there  is 
nothing  that  any  of  you  have  that  you  have  bought 
with  regard  to  which  you  know  within  5 per  cent, 
what  it  is  worth. 

7273.  Sir  Josiah  Stamp:  What  do  you  think  this 
1 per  cent,  would  bring  in? — I have  seen  it  estimated 
that  it  would  bring  in  £50,000,000. 

7274.  At  the  final  point  of  sale  ? — I should  think 
so,  at  least. 

7275.  Chairman:  Does  that  include  exports? — No, 

I do  not  think  so. 
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7276.  Sir  Josiali  Stamp:  You  estimate  then  that 
the  final  point  of  sale  value  at  the  point  of  con- 
sumption of  everything  that  is  sold  in  a year  is 
£5,000,000,000?—' There  are  47,000,000  people:  is 

£100  apiece  too  much  for  those  people? 

7'277.  Including  women  and  children? — Yes. 

7278.  Oh,  yes;  much  too  much? — -Is  it — £100  a 
year  ? 

7279.  Yes,  certainly? — If  it  was  £100  a year  it 
would  make  £4,700,000,000,  so  you  would  have  got 
enough  to  go  on  with  there,  £100  a year  would  be 
£4,700,000,000.  I think  £10  a year  would  be  safe 
enough.  We  figure  that  we  ought  to  sell,  and  we  are 
not  doing  our  duty  unless  we  sell  in  our  business,  on 
the  average  £4  per  annum  per  inhabitant.  That 
gives  us  an  amount  winch  we  ought  to  sell  in  this 
place  in  Oxford  Street  £40,000,000  sterling,  and  we 
have  not  got  there  yet.  That  is  what  we  figure,  £4 
per  inhabitant;  but  if  you  figure  up  food,  clothing 
and  everything  else,  all  the  people  in  this  country  at 
£10  per  annum,  it  is  pretty  cheap,  less  than  £1  a 
month. 

7280.  We  know  pretty  closely  what  the  final  value 
of  the  production  of  the  country  is  as  consumed ; that 
is  known  pretty  well  from  the  census  of  production 
and  other  figures.  Supposing  it  were  £5,000,000,000; 
1 per  cent,  on  that  would  yield  your  £50,000,000? — 
Yes. 

7281.  But  if  it  is  very  much  short  of  £5,000,000,000, 
you  would  not  get  your  £50,000,000? — All  right  ; you 
would  get  less. 

7282.  You  agree  with  that? — Yes,  but  we  are  not 
taking  the  point  of  production.  The  point  of  distri- 
bution is  very  much  more  than  the  production,  be- 
cause you  have  got  your  distributor’s  profit,  which 
somebody  said  a few  minutes  ago  was  33 J per  cent. 

7283.  Sir  William  McLintock  : I was  referring  to 

gross? — Yes,  to  gross. 

7284.  Sir  J osiah  Stamp ; People  cannot  spend 
more  than  the  total  income  in  the  year? — No. 

7285.  If  you  take  the  total  income  of  everybody  in 
the  country,  that  will  give  you  the  outside  limit, 


apart  from  what  they  save  out  of  it? — Yes,  and  that 
takes  in  a good  many  things.  The  class  of  merchan- 
dise which  we  are  selling  in  what  is  called  dry  goods 
is  from  16  per  cent,  to  20  per  cent,  of  the  income, 
the  food  is  something  like  40  per  cent  or  50  per  cent, 
of  the  income.  We  have  figured  that  all  out  time  and 
again;  whether  it  is  nearly  right  or  not  one  does 
not  know,  but  that  is  roughly  it. 

7286.  Would  you  think  that  the  national  income, 
including  savings,  and  before  taking  off  taxes,  ie 
somewhere  between  £3,000,000,000  and  £3,500,000.000 
at  the  present  time? — I do  not  know,  but  out  of  tha 
7,000,000  people,  whose  income  has  been  stated, 
3,500,000  have  got  less  than  £150  a year  income. 

7287.  1 do  not  quite  agree  with  your  figures,  but 
the  proportions  will  do.  Unless  you  can  get  the 
figure  up  higher  than  £3,000,000,000  you  cannot  get 
more  than  £30,000,000  at  the  very  outside  for  your 
tax? — That  is  so;  I had  not  figured  that  up. 

7288.  I wondered  how  you  would  get  the 
£50,000,000  yield.  It  is  really  a sort  of  figure  that 
you  fancied  you  would  like  to  get? — I ought  to  inform 
myself  a little  more,  but  I have  seen  several  articles 
on  this  subject.  The  fact  is  that  I gathered  a 

1 tremendous  lot  of  data  on  this,  when  I was  keen 
about  it  a couple  of  years  ago,  from  America,  Canada 
and  everywhere  else.  1 gained  the  impression  that 
by  putting  the  thing  into  effect  here  we  would  get 
£50,000,000  sterling,  but  perhaps  that  is  wrong. 
They  have  tried  very  often  to  pass  the  Sales  Tax  in 
America,  and  some  of  their  biggest  papers  are  for  it, 
blit  of  course  you  know  how  difficult  it  is  to  bring, 
about  an  arbitrary  result,  no  matter  bow  good  it  maj 
he,  in  a democratic  government  elected  by  universal 
suffrage. 

7289.  I have  discussed  this  many  times  with 
American  millionaires? — Are  they  not  for  it? 

7290.  The  millionnaires  are  all  for  it,  yes? — Well, 
what  more  do  you  want? 

Chairman : Thank  you  very  much,  Mr.  Selfridge 
for  coming  and  telling  us  your  views  this  morning. 


(The  Witness  withdrew.) 

TWENTY-THIRD  DAY. 
Tuesday,  5th  May,  1925. 


The  Rt.  Hon.  LORD  COLWYN,  Chairman, 

Sir  CHARLES  ADDIS,  K.C.M.G., 

Sir  ALAN  G.  ANDERSON,  K.B.E., 

Sir  ARTHUR  BALFOUR,  K.B.E., 

Mr.  J.  W.  BOWEN, 

Mr.  E.  B.  Tredwen,  Sir  Keith  Price  and 

of  Commerc 


Present  : 

Professor  FRED  HALL, 

Mrs.  BARBARA  WOOTTON, 

Mr.  G.  R.  HAMILTON,  Secretary, 

Mr.  G.  ISMAY,  Assistant  Secretary. 

Mr.  Horace  Barrett,  representing  the  London  Chamber 
>,  called  and  examined. 


Evidence-in-chief  handed  in  by  Mr.  Tredwen. 


Witness  will  state  : — 

1.  1 am  Senior  Partner  of  Gilbert  J.  McCaul  & Go., 
Australasian  Shippers  and  Merchants.  I have  had 
a wide  and  lengthy  experience  of  the  Australasian 
trade,  and  also  of  trade  with  other  countries.  I am 
Treasurer  of  the  London  Chamber  of  Commerce,  and 
Chairman  of  its  Merchants’  and  Australasian 
Sections. 

General. 

2.  1 have  been  requested  by  the  Merchants’ 
Section  of  the  London  Chamber  of  Commerce  to  give 
evidence  on  one  or  two  points  which  may  not  have 
been  dealt  with  in  evidence  from  other  quarters,  and 
am  desired  in  the  first  place  to  state  that  the  Section 
fully  endorses  the  evidence  given  before  the  Committee 


by  Sir  James  Martin,  J.P.  (a  Vice-President  of  the 
London  Chamber)  on  the  4th  November,  1924,  on 
behalf  of  the  Chambers  of  Commerce  as  a whole. 

3.  The  Section  desire  me  to  emphasise  the  following 
points : — The  resources  of  a trader  for  the  develop- 
ment of  liis  business  are  limited  by  the  extent  of  the 
taxation  on  that  business,  and  where  he  conducts  an 
export  business,  his  ability  to  compete  in  the  world  s 
markets  is  weakened  in  proportion  to  the  amount  or 
the  tax.  When  there  is  competition  from  abroad,  a 
considerable  proportion,  if  not  the  whole  of  the  tax, 
falls  on  the  merchant  or  the  manufacturer,  who  is 
unable  to  pass  on  the  burden  to  the  consumer  as  the 
price  is  determined  by  the  cost  to  his  foreign 
competitor. 
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4.  The  tendency  on.  the  part  of  Dominion  and 
Colonial  Governments  is  to  abolish  or  to  reduce  the 
basis  of  preference  hitherto  given  to  British  goods, 
unless  any  reciprocal  tariff  arrangement  exists,  so 
that  with  the  high  taxation  per  head  in  this  country 
as  compared  with  foreign  countries,  British  exporters 
are  finding  themselves  less  able  to  compete  with 
foreign  exporters,  even  in  Dominion  markets. 

The  Effect  of  Taxation  upon  British  Firms 

ESTABLISHED  ABROAD. 

5.  There  are  many  firms  and  companies  in  England 
who  are  practically  foreign  firms  with  headquarters 
in  London.  These  firms  -were  originally  established 
here  when  expenses  and  taxation  were  low  and  com- 
munications and  transhipments  were  more  easily 
conducted  from  this  country  than  elsewhere. 

6.  These  conditions  have  now  changed.  Apart  from 
the  handicap  of  our  high  taxation,  shipping  is  at 
least  as  easily  effected  from  foreign  ports. 

7.  As  an  instance  may  be  mentioned  the  Portuguese 
wine  trade.  When  trading  facilities  in  England 
were  very  favourable,  competition  from  Portuguese 
firms  was  almost  non-existent.  Firms  domiciled  in 
England  have  now,  through  high  Income  Tax,  high 
rates,  and  Super-tax  on  partners  and  shareholders, 
to  compete  under  most  unfavourable  conditions,  -with 
British  and  foreign  firms  domiciled  in  Portugal.  The 
latter  are  making  large  fortunes  from  being  free  of 
British  taxation,  whilst  a firm  which  is  established  in 
both  countries,  with  all  its  profits,  wherever  made, 
being  brought  to  England,  are  in  a much  less  favour- 
able position  and  less  able  to  compete  with  the  above- 
mentioned  firms. 

8.  British  firms  of  the  kind  referred  to  are  disin- 
clined to  extend  their  business  so  long  as  practically 
half  of  any  profit  has  to  be  paid  in  taxes,  and  some 
of  them  are  seriously  considering  whether  it  would 
not  be  of  advantage  to  move  the  headquarters  of  their 
business  from  England.  In  one  case  to  which  my 
attention  has  been  drawn,  two-thirds  of  the  business 


pass  from  one  foreign  country  to  another  and  do  not 
come  to  this  country  at  all,  but  the  profits  on  this 
business  are  subject  to  British  taxation. 

9.  It  must  be  remembered  that  such  firms  are  sub- 
ject to  the  same  taxation  in  foreign  countries  as  are 
their  competitors  domiciled  in  those  countries. 

The  Effect  of  Super-tax  on  the  Business  of 
Merchants. 

10.  The  present  system  of  imposing  and  collecting 
the  Super-tax,  falls  very  heavily  upon  import  and 
export  merchant  firms,  whose  partners,  instead  of 
making  heavy  personal  drawings  from  profits,  have 
re-invested  them  in  the  business.  This  sacrifice  has 
enabled  firms  to  add  to  capital  account  every  year  a 
considerable  sum  which,  being  part  of  trading  profits, 
has  been  assessed  to,  and  has  paid,  Income  Tax. 

11.  The  extra  capital  has  enabled  the  owners  to 
carry  on  a larger  business  both  export  and  import, 
and  also  to  extend  their  region  of  action.  This  has 
resulted  in  increased  exports  of  British  manufactured 
goods,  and  enlarged  imports  of  Dominion  products 
and  minerals  required  in  iron  and  steel  works,  thereby 
creating  employment  in  this  country,  .and  increasing 
the  buying  powers  of  the  Dominions  and  Colonies. 

12.  The  result  of  adding  to  capital  in  this  way  is 
that  the  business  not  only  pays  Income  Tax  on  a 
larger  income  than  the  previous  year,  but  is  also 
assessed  for  Super-tax  on  the  extra  capital  added  the 
previous  year,  which  had  already  paid  Income  Tax. 

13.  It  is  admitted  that  the  method  of  arriving  at 
the  sum  to  he  assessed  may  be  perfectly  in  accordance 
with  the  law  governing  the  Super-tax,  yet  the  effect 
is  to  penalise  firms  who  endeavour  to  extend  and 
develop  their  businesses  by  re-investing  their  profits 
in  those  businesses. 

14.  In  the  case  of  companies  profits  retained  in  the 
business  escape  Super-tax,  and  it  is  submitted  that 
an  anomaly  exists  which  should  be  removed  by  placing 
private  firms  on  the  same  footing  as  companies,  in  so 
far  as  the  assessment  to  Super-tax  is  concerned. 


7291.  Chairman  : Mr.  Tredwen,  I think  you  are  the 
first  witness.  If  you  will  kindly  read  your  paper, 
it  will  help  us  to  concentrate  on  it ; you  may  be  asked 
questions  on  the  various  paragraphs  ? — (Mr.  Tred- 
u-en) : Yes.  (Paragraphs  1,  2,  and  3,  read.) 

7292.  Sir  Charles  Addis:  Are  you  including  Income 
Tax  in  taxation  on  business  — Yes. 

7293.  When  you  say  that  where  there  is  competition 
from  abroad,  and  the  merchant  is  unable  to  pass  on 
the  burden  of  taxation  to  the  consumer,  do  you 
suggest  that  in  normal  circumstances  he  is  able  to 
pass  on  the  burden  of  Income  Tax  to  the  consumer? — 
He  is  obliged  to  do  so,  because  the  Income  Tax  is  a 
part  of  his  costs. 

7294.  That  is  a very  much  laboured  question;  would 
you  just  amplify  it  a little  and  explain  to  us  by  wliat 
means  he  is  able  to  pass  on  to  the  consumer  his 
income  Tax  ? — By  charging  a price  sufficient  to  cover 
the  costs  of  manufacture  and  the  Income  Tax  which 
be  has  to  pay.  Because  in  the  profit  he  makes  he  has 
to  cover  the  profit  for  himself  and  the  Income  Tax 
which  he  lias  to  pay  to  the  Government. 

i295.  Sir  Alan  Anderson  : By  aiming  at  a rather 
higher  profit? — He  has  to  aim  at  a higher  profit  to 
cover  taxation. 


7296.  Sir  Charles  Addis  : I do  not  doubt  that  hi 
anus  at  it;  the  difficulty  is  to  know  how  he  obtain: 
it.  Is  not  the  price  governed  by  competition  ? — Yes 
that  is  where  the  British  manufacturer  stands  at  ; 
considerable  disadvantage  compared  with  the  mer 
chant  or  the  manufacturer  in  France  or  in  Germany 
where  taxation  is  much  lighter. 

/297.  Take  the  case  of  two  businesses,  one  of  whicl 
is  on  a small  scale  and  on  which  therefore  the  tai 


falls  at  a low  rate,  and  the  other  where  it  falls  at  a 
higher  rate.  How  is  the  price  determined  there  P 
Is  the  man  who  pays  the  higher  tax  enabled  to  put 
a higher  price  upon  his  article  as  compared  with  the 
man  who  pays  a lower  tax? — I take  it  that  in  making 
up  his  costs  and  adding  his  profit  he  has  to  consider 
what  taxation,  Income  Tax  for  instance,  he  has  to 
pay,  and  he  has  to  consider  *the  rates  and  all 
the  other  taxes  that  he  has  to  pay;  that  makes 
up  his  costs ; then  he  puts  on  a margin  of 
profit  for  himself,  and  of  course  it  is  his  profit 
that  is  subject  to  the  direct  Income  Tax,  and  if  he 
wants  to  get  a sufficient  reward  for  his  own  exertions, 
he  must  put  on  an  addition  to  his  price  sufficient 
to  cover  the  profit  to  the  Government  as  well  as  the 
profit  to  himself. 

7298.  Will  you  indicate  at  what  point  the  tax  enters 
into  price,  in  the  case  of  two  competitors,  one  paying 
at  the  full  rate  of  4s.  6d.  on  his  profits  and  the  other 
paying  at  2s.  3d.?,_ When  they  make  the  price  to  the 
buyer,  the  one  who  has  to  pay  the  smaller  taxation 
naturally  has  not  to  cover  the  same  amount  for  taxa- 
tion as  the  one  who  pays  the  higher  rate. 

7299.  That  is  quite  clear.  My  whole  point  is:  how 
is  he  able  to  exact  the  higher  rate  from  the  consumer. 
If  you  take  two  competitors,  one  of  whom  on  the 
hypothesis  pays  no  Income  Tax  at  all  and  the  other 
pays  the  full  rate,  how  is  it  that  the  latter  is  enabled 
to  compete  with  the  one  who  pays  no  tax?  Would  not 
you  have  two  prices  in  that  case  ?— Probably  the  one 
who  pays  no  tax  would  get  the  order  and  the  other 
man  would  not. 

7300.  Would  not  that  determine  the  price? The 

prices  quoted  by  the  two  men  would  determine  who 
got  the  order, 
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7301.  Would  that  determine  the  price? — As  I have 
said,  the  calculation  of  the  costs  that  enter  into  the 
price  has  to  he  made,  and  if  those  costs  are  higher  in 
the  one  case  than  in  the  other,  the  man  with  the  lower 
costs  naturally  is  more  likely  to  get  the  business  than 
the  one  with  the  higher  costs. 

7302.  So  that  in  that  case  the  man  with  the  higher 
costs  would  only  be  able  to  pass  on  a part  of  the 
Income  Tax? — Yes,  because  if  he  gets  the  business,  he 
will  have  to  cut  it  fine  and  make  a very  small  profit 
for  himself  compared  with  the  other  man. 

7303.  Chairman : Do  you  add  the  Income  Tax  to 
your  standing  charges  ? — One  has  to  consider  it. 

7304.  It  is  a tax  on  profit,  you  see? — Yes. 

7305.  Do  you  calculate  so  much  per  cent,  estimated 
Income  Tax  before  you  quote  your  prices? — I am  not 
a manufacturer ; I am  a merchant. 

7306.  In  making  up  your  price,  including  the 
amount  of  profit,  do  you  include  something  for  Income 
Tax? — It  works  in  this  way.  In  many  cases  I have 
declined  to  do  business  because  the  reward  for  doing 
it  would  be  inadequate. 

7307.  Sir  Charles  Adclis : That  I see;  you  may  not 
be  able  to  do  the  business  at  all ; that  is  quite  clear ; 
but  I do  not  think  you  have  really  made  it  quite  clear 
to  me  how  it  is  that  where  you  do  the  business,  you 
are  able  to  pass  on  the  Income  Tax  as  against  com- 
petitors "who  are  not  under  a similar  disability.  (Sir 
Alan  Anderson)  : Is  not  the  answer  this ; that  if 
British  firms  were  competing  among  themselves,  with- 
out any  outsider,  they  would  all  be  paying  this  high 
direct  Income  Tax,  and  their  desire  for  profit  would 
be  on  a higher  scale  because  of  it,  so  all  their  prices 
would  go  up? — (Witness) : Yes. 

7308.  But  when  they  are  competing  with  the  outside 
world,  they  are  not  enabled  to  put  up  their  prices  to 
cover  this  extra  tax;  and  they  may  be  deterred  from 
entering  into  competition  ? — That  is  exactly  it ; it 
means  declining  to  do  the  business. 

7309.  It  seems  to  me  very  much  like  the  difficulty 
about  standing  charges.  A man  who  has  got  heavy 
standing  charges  is  not  enabled  because  of  them  to 
get  a higher  price  for  his  article,  but  he  must  get  a 
higher  price  if  he  is  to  supply? — Quite  so. 

7310.  Professor  Hall : Following  that  argument, 
you  would  say  that  higher  Income  Tax  leads  to 
higher  prices? — Yes,  undoubtedly. 

7311.  And  some  of  it  then  is  passed  on  to  the  con- 
sumer?— Yes. 

7312.  Would  you  say  that  it  equally  follows  that  a 
reduction  in  tax  is  going  to  mean  lower  prices? — It 
would  mean  lower  prices,  because  it  would  reduce 
costs. 

7313.  Do  you  think  that  manufacturers  and  mer- 
chants, because  the  Income  Tax  is  lower  will  volun- 
tarily reduce  their  prices,  or  what  is  going  to  bring 
about  the  reduction? — Of  course  it  is  a gradual  pro- 
cess. It  is  a process  that  may  not  be  very  con- 
spicuous, but  naturally  with  the  decreasing  costs  of 
working  a business,  you  can  do  the  business  for  closer 
prices,  of  which  the  consumer  will  get  the  benefit. 

7314.  Do  you  mean  that  with  lower  taxation  you 
may  be  induced  to  accept  orders  that  otherwise  you 
would  not  accept? — That  is  so;  as  I said  just  now,  I 
have  refused  orders  frequently  because  the  reward  on 
them  would  be  inadequate. 

7315.  But  if  you  are  now  getting  orders  in  the 
world’s  markets  with  the  present  high  rate  of  taxa- 
tion, there  is  nothing  apparently  to  prevent  you  con- 
tinuing to  get  that  trade,  and,  if  the  tax  is  reduced, 
the  saving  would  go  into  your  pocket  as  manufacturer 
or  merchant.  Would  that  be  correct? — I find  that  a 
great  deal  of  business  that  we  used  to  do  is  being  done 
now  by  Germany  especially,  and  France,  because  I 
think  thev  can  do  it  under  less  taxation  than  we  are. 
We  lose  business  in  that  way. 

7316.  Simply  because  the  inducement  to  you  is  not 
sufficient  by  reason  of  the  high  taxation?  Yes . In 
every  bit  of  business  that  you  do  there  is  some  ele- 
ment of  risk.  It  may  be  very  small  sometimes;  but 
when  you  are  doing  business  you  have  to  consider: 
“ How  much  am  I going  to  get  out  of  this  and  what  is 


the  risk  ”?  If  you  find  that  what  you  are  going  to 
get  out  of  it  is  very  little  indeed,  it  is  not  worth 
taking  the  risk  of  it. 

7317.  I can  see  that,  but  it  is  a question  of  how  far 
and  for  how  long  this  fall  of  prices  will  go  through  a 
reduction  in  Income  Tax.  You  say  it  takes  some  time 
before  the  price  does  come  down  as  the  result  of  a fall 
in  the  Income  Tax? — Yes. 

7318.  Sir  Alan  Anderson : Do  you  think  that 

traders  are  being  hampered  just  now  by  a scarcity  of 
capital  in  the  trade  you  are  dealing  with? — Yes,  that 
is  so,  because  through  the  very  high  rates  of  taxation 
it  is  impossible  to  accumulate  the  capital  in  one’s 
business  that  one  would  in  the  ordinary  way  and  that 
one  used  to  accumulate  before  taxation  was  so  heavy. 
An  increase  of  capital  enables  one  to  do  a larger 
business,  and  to  take  more  risk  than  one  will  when 
capital  is  not  being  increased,  as  at  the  present  time 
in  many  cases  it  is  not  being  increased. 

7319.  Chairman:  Sir  Keith  Price  and  Mr.  Barrett, 

if  you  like  to  interject  any  remarks  on  the  evidence 
of  Mr.  Tredwen,  the  Committee  will  be  quite  agree- 
able for  you  to  do  so (Mr.  Barrett)  : Thank  you,  my 

Lord.  In  confirmation  of  what  Mr.  Tredwen  says, 
I would  just  like  to  remark  here  that  this  condition 
bears  more  hardly  on  the  manufacturer  probably  than 
on  the  merchant.  Mr.  Tredwen  spoke  of  refusing 
business.  A merchant  can  do  that  to  a certain  extent 
but  it  is  impossible  for  a manufacturer  to  do  that 
on  anything  like  the  same  scale ; because  as  a rule 
he  has  a very  much  larger  organisation  to  support 
and  keep  going;  he  has  a factory  and  he  has  a large 
number  of  factory  hands  and  machinery  which  must 
be  kept  going,  and  in  very  many  cases  he  has  to 
accept  business  whether  there  is  an  adequate  profit 
on  it  or  not. 

7320.  Chairman : Then  your  next  paragraph,  Mr. 
Tredwen  ? — (Mr.  Tredwen)  : (Paragraph  4 read.)  I 
might  amplify  that  a little  by  saying  that  I have 
noticed  in  the  indents  which  we  have  received  from 
Australia  and  New  Zealand  during  the  last  few 
months  a steady  increase  in  the  proportion  of 
German,  Austrian  and  other  foreign  goods  which  we 
ship,  and  consequently  a lessened  quantity  of  British 
goods.  The  preference  helps  us  a great  deal,  but 
the  policy  of  all  our  Dominions  appears  to  be  to  manu- 
facture for  themselves  everything  that  they  possibly 
can,  and,  although  they  give  us  a preference,  the 
Customs  duties  which  they  charge  on  our  shipments 
are  so  high  that  it  gives  very  great  assistance  to 
the  manufacturer  in  Australia  or  South  Africa,  and 
of  course  an  equal  disadvantage  to  the  British 
manufacturer  shipping. 

7321.  Some  people  in  Australia  say  that  the 

German  traveller’s  method  of  doing  business  is  better 
than  that  of  the  English  traveller.  They  get  their 
goods  put  up  in  a better  form  and  more  saleable.  Is 
that  true? — It  may  be  to  some  extent.  It  probably 
was  much  more  true  a few  years  ago  than  it  is 
to-day.  In  my  own  experience  most  manufacturers 
are  very  thankful  to  receive  from  their  customers 
suggestions  for  the  improvement  of  their  goods  or 
the  get  up,  the  way  in  which  they  are  packed  and 
presented  to  the  public.  We  very  frequently  have 
recommendations  of  that  kind  from  our  clients  abroad 
which  we'  invariably  pass  on  to  the  manufacturers, 
and  I think  in  almost  every  instance  we  have  found 
that  the  suggestions  have  been  received  very  gia  c 
fully  and  have  been  adopted.  . 

7322.  On  a Commission  where  I was  sitting  some 
time  ago  one  man  said  that  if  a foreign  customei 
asked  for  certain  things  to  be  made  up  in  a certain 
manner,  English  people  said:  “That  is  our  way  o, 
making  it  up  and  we  shall  not  change  for  anyone. 
Ho  said  that  if  he  gave  his  orders  to  Germany  or 
to  other  countries  they  would  immediately  do  any- 
thing in  that  form.  Is  that  you  opinion  ?— twenty 
years  ago  I should  have  said  there  was  a great  neai 
of  truth  in  that.  To-day  I do  not  think  there 

much.  ,,  . , 

7323.  Professor  Ball:  How  far  do  yon  thmk  tno 
alteration  in  the  proportion  of  foreign  goods  to  v 1 
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you  refer  is  clue  to  the  recovery  of  the  countries  on 
the  Continent  and  not  necessarily  to  any  defects  of 
organisation  in  this  country? — I think  the  recovery 
on  the  Continent  is  largely  due  to  the  lower  taxation 
which  they  have  to  pay. 

7324.  But  how  far  is  this  alteration  of  proportion 
of  trade  with  Australia  and  South  Africa  due,  do  you 
think,  to  the  recovery  of  the  Continental  countries? 
— They,  like  ourselves,  could  not  manufacture  very 
much  during  the  War,  but  now  they  are  manu- 
facturing and  recovering  very  well,  and  they  are 
regaining  trade,  especially  in  steel  goods.  I have 
noticed  this  week  very  large  orders  for  cutlery  of 
various  kinds,  all  kinds  of  tools  for  engineering  trades, 
and  tools  for  agriculture,  and  other  things — all  those 
kinds  of  small  hardwares  are  very  largely  coming  now 
from  Germany,  whereas  a few  years  ago  they  went 
from  here. 

7325.  Do  you  think  that  is  partly  due  to  the 
recovery  of  Germany;  she  is  in  a better  condition  to- 
day than  she  was  four  or  five  years  ago  to  do  trade 
of  this  character? — Yes,  and  I think  the  German 
Government  has  been  able,  through  not  paying  its  fair 
share  of  reparations  or  anything  else,  to  assist  their 
industry  very  largely.  To-day  they  appear  to  have 
spent  the  whole,  of  the  loan  that  was  recently  given 
them,  and  that  has  gone,  I think,  largely  in  assisting 
manufacturers  and  shipping  companies  and  various 
trades  which  directly  compete  with  us.  Then  they 
have  reduced  very  greatly  their  railway  charges.  Now 
that  is  a very  important  matter,  because  here  we 
suffer  from  very  high  railway  rates.  The  Germans 
have  been  reducing  their  rates  very  considerably, 
especially  on  exports. 

7326.  On  the  general  question,  of  course,  you  would 
probably  agree  that  unless  Germany  had  some  export 
trade  and  some  prosperity  our  prospects  of  getting 
adequate  reparations  are  rather  remote? — Yes,  but  I 
think  their  prosperity  at  the  present  time  is  much 
greater  than  ours.  I should  not  call  ours  prosperity 
at  all.  Ours  is  adversity.  Theirs  is  prosperity. 

7327.  The  point  I want  to  bring  out  is  that  during 
the  last  few  years  there  undoubtedly  has  been  a 
recovery  in  Germany? — Yes. 

7328.  And  this  increase  that  you  have  mentioned  in 
the  exports  from  Germany  may  be  partly  a regaining 
of  the  position  occupied  by  Germany  before  and  not 
necessarily  stealing  an  advance  upon  us? — Some  of  the 
orders  I was  looking  at  this  week  certainly  contain  a 
great  many  items  which  even  two  or  three  years  ago 
we  should  have  been  buying  in  this  country. 

7329.  Would  you  mind  comparing  the  position  with 
pre-war  days? — I should  say  that  in  pre-war  days 
Germany  was  making  great  strides  in  the  export  trade 
and  more  particularly  in  the  heavy  lines.  Germany 
and  America  had  practically  captured  the  whole  of 
the  bar  iron  trade,  wire,  wire  nails,  fencing  wire,  and 
so  on,  which  we  used  to  get  from  this  country  many 
years  ago.  Germany,  Belgium  and  America  had  prac- 
tically captured  the  bulk  of  that  trade. 

7330.  Would  you  say  the  proportion  of  your  indents 
from  Australia  that  you  obtain  to-day  from  Germany 
Jq  greater  than  the  proportion  .you  obtained  in  pre- 
var  days?  No,  I think  not,  because  the  preference 
Riven  to  British  goods  in  Australia  prevents  Germany 
getting  such  a big  share  as  before.  To  give  you  an 
illustration — I think  it  will  appeal  to  Sir  Alan 
J nderson  before  the  War  my  firm  paid  more  freight 
to  the  German- Australian  line  and  to  the  Norddeuts- 
cher  Lloyd  Line  than  we  did  to  any  line  in  this 
country.  That  was  because  they  had  a great  share 
m the  iron  and  steel  business  at  that  time. 

7331.  Sir  Charles  Addis:  You  refer  to  the  damag- 
ing effect  on  British  industry  of  high  taxation  in  this 
country  as  compared  with  other  countries.  But  in 
ouei  to  institute  a fair  comparison  would  you  not 
lave  to  take  into  account  the  relative  wealth  of  those 
countries  ?— That  is  a question  which  I have  not  con- 
■ ceied  very  closely  and  I should  not  like  to  give  an 

swer  to  it-  ( Paragraphs  5,  6 and  7 read). 


7332.  Do  you  propose  any  particular  relief  for 
British  firms  operating  abroad,  or  do  you  merely  put 
forward  their  case  as  a general  one  against  taxation? 
— I will  give  you  one  illustration — Sandeman’s,  the 
port  wine  shippers.  They  are  a Portuguese  house, 
you  may  say,  because  their  wine  is  made  in  Portugal, 
and  they  could  ship  from  Portugal  direct  to  other 
countries,  such  as  Belgium,  Germany,  and  Northern 
Europe ; but  if  their  profits  on  that  business  are 
brought  to  this  country  and  subject  to  our  taxation, 
they  are  in  a very  unfavourable  position  to  compete 
with  a firm  domiciled  in  Portugal  and  doing  business 
direct  with  those  countries. 

7333.  I understand  that.  Then  do  you  propose  any 
relief  for  those  firms? — It  appears  to  me  that  they 
should  only  be  taxed  upon  the  profits  made  in  this 
country,  not  on  the  profits  made  practically  in 
Portugal  doing  business  with  other  countries.  And 
the  same  would  apply  to  other  businesses. 

7334.  You  are  aware  that  the  Royal  Commission  on 
Income  Tax  made  recommendations  with  regard  to 
that? — I cannot  say  that  I am  aware  of  it.  ( Para- 
graph 8 read).  People  are  inclined  to  transfer  their 
business  abroad  and  carry  it  on  from  there  rather 
than  in  this  country,  by  making  subsidiary  companies 
to  carry  out  the  business  in  those  foreign  ports  in- 
stead of  making  their  headquarters  here.  That  ia  a 
tendency  that  I have  seen  in  several  instances. 

7335.  Mr.  Bowen } Have  you  any  idea  what  would 
bo  the  relief  to  business  and  the  reduction  in  the 
amount  of  revenue  if  your  suggestions  were  adopted? 
— I could  not  tell  you  the  number  of  businesses  that 
would  be  affected  by  it.  I look  at  it  in  this  way.  If 
we  drive  business  firms  out  of  this  country  we  have  not 
got  the  opportunity  of  taxing  them  here;  and  if  the 
taxation  is  moderate  and  not  so  immoderate  that  they 
are  tempted  to  go  abroad,  then  that  amount  of  tax 
is  for  the  good  of  the  country. 

7336.  Have  you  anything  in  mind  as  to  what  is 

a moderate  taxation? — If  the  tax  were  half  what  it 
is  to-day  I think  that  would  be  something  more 
reasonable.  « 

1 33 1 . But  even  then,  according  to  what  you  have 
told  us,  your  business  people  would  not  pay  that 
Income  Tax;  they  would  pass  it-  on? — We  try  to. 

7338.  Then  what  is  the  objection  of  the  business 

men?  Where  do  they  pay  their  Income  Tax? They 

pay  their  Income  Tax  in  this  country.  That  is  the 
tax  we  are  objecting  to. 

7339.  And  still  they  pass  it  on? — They  are  bound 
to  pass  on  a good  deal  of  it — all  they  can. 

7340.  In  effect  then  they  pay  no  Income  Tax? 

The  consumer  has  to  pay  ultimately. 

7341.  Chairman:  Can  you  suggest  to  us  any  means 
whereby  that  difference  can  be  raised  in  this  country? 
What  other  taxes  would  you  have  in  order  to  make 
good  the  reliefs  you  suggest?— I think  it  is  easier  to 
suggest  reductions  of  expenditure,  economies  rather 
than  increased  taxation,  because  everything  almost 
is  taxed  now  to  the  utmost — more  than  it  ought  to  be. 

^342.  Have  you  given  any  thought  as  to  new 
methods  of  taxation  or  to  any  definite  scheme  of  re- 
duction in  expenditure? — It  appears  to  me  that  we  are 
spending  a great  deal  too  much  on  education,  for  one 
thing.  Education  is  a vei'37  good  thing,  and  very 
desirable,  but  I do  not  think  that  the  very  high  educa- 
tion that  we  are  paying  for  to-day  is  of  very  great 
advantage  to  the.  community.  If  I may  cite  my  own 
case,  I was  in  business  when  I was  16.  Now  they  talk 
of  carrying  on  education  much  further.  I have  never 
found  any  disadvantage  from  the  fact  that  I began 
so  early.  I have  not  found  that  the  education  was  in- 
sufficient for  the  work  I have  to  do  and  the  place  I have 
to  fill ; and  when  you  come  to  people  who  do  not  have 
to  enter  into  the  managerial  side  of  business,  but  are 

labourers— and  we  must  have  labourers then  I think 

it  is  unnecessary  to  give  them  such  very  high  educa- 
tion as  is  being  given  now  at  such  an  enormous  ex- 
pense to  the  country.  We  are  spending  far  too  much 
on  it.  AVe  cannot  afford  it,  and  just  as  a father  now 
cannot  perhaps  afford  to  send  his  sons  to  college  and 
has  to  take  them  away  from  school  earlier  than  he 
would  like,  so  I think  it  has  to  be  passed  down  the 
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scale  through,  all  the  nation.  We  are  spending  too 
much  on  it.  Then  there  are  many  other  things  on 
which  we  could  economise.  I believe  Labour  Ex- 
changes do  no  good  to  the  country  whatever,  but  they 
are  very  expensive.  The  Civil  Service,  if  I may  say 
so,  costs  very  much  more  than  it  did,  and  while  every- 
one in  the  country,  through  taxation,  has  to  live  on  a 
smaller  income  than  before,  I do  not  see  why  the  Civil 
Servant  should  not  have  to  do  the  same.  In  business 
we  cannot  make  the  profits  we  did,  and  we  all  feel  the 
pinch,  and  it  appears  to  me  that  the  Civil  Service 
might  be  very  considerably  reduced ; at  any  rate,  we 
are  spending  more  than  we  can  afford  on  it. 

7343.  There  are  three  things  on  which  you  suggest 
expenditure  might  be  reduced ; Labour  Exchanges, 
Education,  and  the  Civil  Service? — Yes. 

7344.  Have  you  gone  deeply  into  that  matter? — No, 
I have  not.  It  has  not  been  part  of  my  business. 

7345.  Mr.  Bowen:  You  would  not  suggest  that 
education  is  purely  education  for  business  purposes 
and  business  purposes  alone,  would  you? — No,  but 
I do  not  think  that  the  sons  of  the  working  classes  in 
this  country  require  the  education  that  is  being  given 
to  them  at  the  present  time. 

7346.  I suppose  you  iake  up  the  attitude  that  what 
was  good  enough  for  us  fifty  years  ago  is  good  enough 
for  our  sons  to-day.  Is  that  the  idea  you  have  in 
your  mind? — Perhaps  I should  not  go  so  far  as  that, 
but  the  education  that  is  being  given,  1 think,  is  often 
of  very  little  practical  use  to  the  boys  in  after  life. 
They  are  being  taught  things  that  will  not  really  be 
useful  to  them  in  after  life ; and  education  for  the 
masses  really  should  be  education  that  will  make  them 
useful  in  future  life,  and  it  should  be  with  a greater 
view  to  their  business  capacity  and  their  capacity  for 
work,  than  anything  else. 

7347.  You  just  produce  them  to  work;  nothing 
more? — Quite  so,  just  as  1 work  and  just  as  each  one 
should  work  in  his  calling  and  be  educated  in  pro- 
portion. 

7348.  The  whole  outlook  on  life  must  be  practical 
and  nothing  more? — We  have  to  work  harder  than  we 
had  to;  there  is  no  question  about  that. 

7349.  You  say  you  went  into  business  at  16? — Yes. 

7350.  Would  it  surprise  you  to  know  that  I left 
school  at  11  and  went  into  business  at  11.  Can  you 
tell  me  that  my  education  was  complete  at  11? — I do 
not  think  my  education  is  complete  to-day ; but  there 
is  where  it  is : the  education  that  I have  been  getting 
and  which  you  have  been  getting,  if  I may  be  allowed 
to  put  it  so,  is  the  education  of  the  world  of  life  and 
not  the  School  Board  education  that  I think  is  tor- 
expensive  at  the  present  time. 

7351.  You  and  I may  have  had  very  exceptional 
advantages  which  we  seized;  but  would  you  regard 
that  as  being  the  proper  general  level  for  the  country 
to  look  forward  to?  Are  you  not  up  against  all  the 
educational  experts  in  the  country? — If  you  look  at 
the  syllabus  that  is  taught  in  the  schools,  there  is  a 
great  deal  that  is  unnecessary  and  not  of  any 
practical  use. 

7352.  What  would  you  call  of  practical  use  in 
education? — For  instance,  the  decimal  system  of 
arithmetic,  without  which  you  cannot  get  on  in 
engineering  or  anything  of  that  kind ; really  good 
arithmetic  and  really  good  writing  and  English,  are 
the  most  essential  things,  I think,  for  the  boys  of 
the  masses  to-day. 

7353.  That  is  all ; you  want  just  to  adopt  a system 
of  decimals  and  a little  arithmetic? — I think  a boy 
should  be  able  to  do  any  arithmetical  calculations. 
That  is  most  important. 

7354.  Sir  Alan  Anderson:  Are  we  not  getting  into 
rather  more  detail  than  is  necessary  on  the  educa- 
tional points?— Mr.  Bowen:  I was  trying  to  find  what 
is  in  Mr.  Tredwen’s  mind,  because  I want  to  do  him 
justice.  If  Mr.  Tredwen  will  tell  us  exactly  what  he 
means  by  the  restriction  of  education,  we  should 
better  understand  his  point? — Witness  : I really  did 
not  come  prepared  to  give  evidence  on  that  question. 

7355.  Professor  Hall:  Are  you  now  expressing  the 
opinion  of  the  London  Chamber  of  Commerce  or  your 
own  individual  opinion? — The  precis  of  evidence  that 


I have  put  in  is  the  considered  opinion  which  has 
been  approved  by  the  Chamber  of  Commerce,  but 
when  you  ask  me  questions  here  round  this  table,  I 
am  bound  then  only  to  give  my  individual  opinions, 
because  1 have  had  no  opportunity  of  asking  such 
questions  of  my  colleagues. 

7356.  I ask  this  about  education  because  I believe 
the  London  Chamber  of  Commerce  interests  itself  in 
education  ? — Yes. 

7357.  Has  the  Chamber  of  Commerce  itself  in- 
creased expenditure  upon  education  during  the  last 
twenty  years? — We  have  not  increased  our  expendi- 
ture very  much  in  recent  years,  because  it  is  not  the 
expenditure  of  the  Chamber  itself;  it  is  subscriptions. 
We  have  an  Education  Committee,  and  the  sub- 
scriptions to  that  amount,  I think,  to  about  £600 
or  £700  a year,  and  that  we  expend ; but  we  do  not 
expend  very  much  of  the  funds  of  the  Chamber  on  it. 

7358.  Is  your  total  expenditure  on  education  some- 
thing less  than  £1,000  a year? — Yes,  I should  imagine 
so  ; I have  not  got  the  figures  with  me. 

7359.  Having  regard  to  the  scope  of  your  educa- 
tional work,  1 should  have  been  inclined  to  doubt 
that  figure,  but  I do  not  know  the  facts? — May  1 
explain  that  the  Chamber  does  no  education  itself; 
it  holds  examination  and  gives  prizes  for  pupils,  but 
it  is  not  an  educational  body  itself. 

7360.  It  encourages  education? — It  encourages 
commercial  education. 

7361.  The  point  I want  to  ask  is  whether  you  think 
education  should  be  a training  for  citizenship  or  just 
a training  for  industry  and  commerce? — I think  for 
industry  and  commerce,  first,  because  the  education 
for  citizenship  comes  in  their  after  life,  as  it  has 
come  in  ours.  ( Paragraphs  10  and  11  read.)  I do 
not  quite  agree  with  the  logic  of  the  last  part  of 
paragraph  11.  The  way  in  which  it  has  increased  the 
buying  powers  of  the  Dominions  and  the  Colonies  is 
that  the  increased  capital  in  the  business  enables  one 
to  give  greater  facilities,  in  credit  and  other  ways,  to 
the  Dominions.  ( Paragraphs  12,  13  and  14  read.) 


7362.  On  paragraph  12 : is  the  position  not  just  the 
same  as  the  position  of  a man  who  may  have  money 
invested,  say,  in  War  Loan,  who  does  not  spend  the 
whole  of  his  income  but  invests  that  which  he  saves 
and,  as  the  result  of  that  investment,  increases  his 
total  income?  Does  he  not  become  subject  to  Super- 
tax in  just  the  same  way? — I think  I have  not  con- 
sidered that  question  sufficiently  to  answer. 

7363.  I ask  that  because  you  seem  to  think  the 
business  man  is  suffering  some  injustice  because  he  is 
taxed  to  Super-tax  on  account  of  his  having  a larger 
income,  because  he  has  saved  and  invested  in  his 
business? — Yes. 

7364.  I want  to  suggest  to  you  that  the  man  who 
saves  from  investments  in  gilt-edged  securities  is  in 
just  the  same  position? — That  I have  not  considered 
at  all,  because  I have  been  looking  at  it  entirely  from 
the  trading  point  of  view,  and  not  from  the  point  oi 
view  of  the  investor  who  lives  on  the  income  from  Ins 
investments. 

7365.  Sir  Arthur  Balfour  : Is  the  real  difficulty  this . 

You  might  leave  money  in  a business  to-day  and,  by 
arrangement,  the  Government  might  not  charge 
Super-tax  on  that,  but  what  guarantee  could  they 
have  that  it  will  remain  in  the  business?  Is  not  tha 
rather  difficult?— You  cannot  guarantee  that  the 
capital  you  have  in  your  business  shall  remain  mtac  . 
You  may  make  losses.  , . 

7366.  Or  you  might  draw  it  out  in  two  years  ti 
in  another  form?— You  might  have  to  draw  it  ou  o 
put  it  into  some  other  subsidiary  business  that  woi 

also  bring  in  income.  , 

7367.  Then  you  would  draw  it  out  as  capital. 
tW.  the  rlifficultv  of  the  Inland  Revenue. 


X6S.  + 

7368.  Sir  Alan  Anderson:  Apart  from  the  recen  - 
law  which  restricted  the  rights . of  small  Puv‘ 
limited  companies,  those  firms  limited  undei  u ' 
as  it  was  two  years  ago  or  so,  were  allowed  to  >•  _ 
their  reserve  profits  in  the  business  without  ue  - 
assessed  to  Super-tax? — Quite  so. 
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7369.  Is  there  any  real  reason  why  a large  number 
0f  those  private  firms  should  not  come  under  the  law 
of  limited  liability  companies? — I think  that  the 
private  firm  and  the  company  should  both  be  treated 
in  identically  the  same  way. 

7370.  But,  if  you  do  that,  you  get  into  the  difficulty 
that  has  been  put  to  you,  that  the  private  person  is 
also  forced  to  pay  Super-tax  on  reserve  profits  which 
he  does  not  spend.  So  that  if  you  went  back  to  the 
position  we  were  in  two  years  ago,  or  whatever  it  was, 
of  limited  companies,  even  private  companies  were 
entitled  to  reserve  their  profits  without  paying 
Super-tax  on  them.  Now  they  are  not.  The  question 
1 was  asking  you  is  whether  there  is  any  reason  why 


private  firms  should  be  shy  of  limiting?  Would  they 
not  carry  on  their  business  just  as  well  if  they  were 
limited  companies? — I do  not  think  so.  In  regard  to 
my  own  firm,  I have  always  said  I would  never  make 
it  a limited  company,  because  a limited  company  has 
no  soul  to  be  saved  or  body  to  be  kicked,  as  I think 
Sidney  Smith  remarked.  In  my  own  experience,  a 
private  firm  is  better  liked  by  the  people  with  whom 
it  does  business,  than  a company.  There  is  not  the 
same  personal  touch  in  the  case  of  a company,  or  the 
Same  associations  as  in  the  case  of  a private  firm. 

7371.  You  think  there  is  a real  point  in  keeping 
them  unlimited? — Yes,  there  is  a reason. 

Chairman:  Thank  you,  Mr.  Tredwen, 


Evidence-in-chiee  handed  in  by  Sir  Keith  Price. 


Witness  will  state:  — 

1.  I am  Chairman  of  Messrs.  Price  and  Pierce, 
Ltd.,  Timber  Agents;  Chairman  of  the  Committee 
appointed  by  a Conference,  convened  by  the  London 
Chamber  of  Commerce,  of  associations  and  individuals 
interested  in  the  question  of  the  liability  of  agents 
for  the  Income  Tax  on  the  profits  of  their  non-resident 
principals ; and,  as  Chairman  of  the  Anglo-Finnish 
Section  of  the  Chamber,  am  a member  of  its  Council. 

2.  I desire  to  urge  upon  the  Committee  the  impera- 
tive need  for  an  alteration  in  the  law  governing  the 
liability  of  agents  for  the  Income  Tax  of  their  non- 
resident principals,  in  the  interests  not  only  of  brokers 
and  general  commission  agents  but  of  the  national 
exchequer. 

3.  At  the  outset  I should!  remind  the  Committee 
that,  although  the  question  was  before  the  Royal 
Commission  on  the  Income  Tax  which  reported  in 
1920,  the  only  evidence  given  came  from  the  manu- 
facturers’ agents,  as  the  subsequent  action  of  the 
Inland  Revenue  Authorities  in  attempting  to  extend 
Rule  10  of  the  General  Rules  for  the  Income  Tax, 
to  cover  brokers  and  general  commission  agents,  was 
not  anticipated. 

4.  Section  41  of  the  Income  Tax  Act,  1842,  re- 
enacted in  the  Income  Tax  Act,  1918,  renders  liable 
to  Income  Tax  the  profits  of  a non-resident  arising 
“ from  any  trade  ....  exercised  within  the  United 
Kingdom.” 

As  non-residents  are  not  within  the  United  King- 
dom jurisdiction,  in  practice  they  escaped  taxation  ; 
the  Section  remained  for  many  years  a dead  letter. 

In  some  instances  where  foreign  traders  had 
branches  and  stock  in  the  United  Kingdom  the  goods 
were  invoiced  from  abroad  at  a price  which  did  not 
permit  of  any  visible  profit  being  made  and,  con- 
sequently, they  escaped  liability  to  Income  Tax. 

5.  To  meet  the  situation  thus  created,  Mr.  McKenna 
(Chancellor  of  the  Exchequer)  introduced  a Section 
into  the  Finance  (No.  2)  Act,  1915,  (Section  31).  This 
was  subsequently  incorporated  in  the  Income  Tax  Act, 
1918  (General  Rules  5-11).  The  Courts  have  decided 
that  this  legislation  does  not  create  a fresh  charge, 
but  is  purely  administrative. 

6.  If  a foreigner  was  not  previously  liable  to  Income 
Tax  he  could  not  become  so  under  this  Section  hut 
the  important  point  was  that  agents  were  rendered 
personally  liable  for  the  Income  Tax  of  their  prin- 
cipals under  certain  conditions. 

7.  General  Rule  10  is  as  follows: — - 

Nothing  in  these  rules  shall  render  a non-resi- 
dent person  chargeable  in  the  name  of  a broker  or 
general  commission  agent,  or  in  the  name  of  an 
agent  not  being  an  authorised  person  carrying 
on  the  regular  agency  of  the  non-resident  person 
or  a person  chargeable  as  if  he  were  an  agent  in 
pursuance  of  these  rules,  in  respect  of  profits  or 
gains  arising  from  sales  or  transactions  carried 
out  through  such  a broker  or  agent. 
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8.  Mr.  McKenna,  on  7th  December,  1915,  speaking 
in  the  House  on  Clause  31,  said:  — 

“ If  the  agent  is  doing  a bona  fide  business  and 
receiving  his  1 per  cent.,  the  ordinary  trade 
return,  there  will  be  no  more  Income  Tax  charged, 
except  on  the  agent’s  profit  of  1 per  cent.  But 
if  there  is  a collusive  arrangement  whereby  the 
agent  gets  no  profit,  he  will  be  charged  in  respect 
of  the  proper  profit  of  the  agent.  That  is  what 
Clause  3 says.  Otherwise  we  are  not  extending 
the  existing  law  ...  If  he  comes  under  the  Act 
of  1842  the  question  is  settled ; he  is  liable.  If 
he  does  not  come  within  the  Act  of  1842  he  will 
not  come  under  this  fresh  Clause.  The  only  new 
effect  of  this  fresh  Clause  as  it  relates  to  agents 
is  that  contained  in  sub-Clause  (3) — that  is  to  say 
— it  relates  only  to  conditions  in  which  there  is 
a quasi-collusive  arrangement  between  the  non- 
resident principal  and  the  agent.  It  is  the  uni- 
versal desire  of  the  House  that  Income  Tax  should 
be  charged  in  that  case.  Apart  from  that,  the 
Clause  does  nothing  so  far  as1  the  agent  is  con- 
cerned ...  Not  unless  he|  is  already  liable. 
We  do  not  propose  to  make  any  change  in  the 
existing  law  in  that  respect  ...  It  says  in 
the  Clause  that  a non-resident  principal  shall  be 
liable.  That  is  the  only  new  liability  which  we 
create  so  far  as  it  relates  to  a non-resident  prin- 
cipal becoming  liable  through  agents  .... 

I can  assure  the  lion.  Member  that  we  will 
watch  the  operation  of  this  Clause  with  the  great- 
est care.  It  cannot  be  long  before  another 
Budget  will  have  to  be  introduced,  and  if  we  find 
the  alarming  things  happen  which  he  has  pre- 
dicted, we  can  then  deal  with  the  matter.  We  do 
not  want  to  kill  British  trade ; in  fact,  it  is 
absolutely  essential  that  British  trade  should  be 
maintained  in  all  its  branches.  The  Government, 
equally  with  the  hon.  Member  desires  to  bring 
within  the  harrow  of  the  Income  Tax  all  persons 
whom  we  are  all  agreed  ought  to  be  taxed  and  if 
we  find  that  we  have  done  more  than  that  we  shall 
be  able  to  remedy  it  next  year.” 

9.  It  is  clear  from  the  foregoing  that  the  intention 
of  the  Government  in  introducing  this  Clause  was 
exclusively  to  defeat  collusive  arrangements  to  evade 
legitimate  taxation.  It  was  certainly  not  the  inten- 
tion of  the  House  at  that  time  to  interfere  with  the 
general  agent  and  broker,  and  yet  this  is  now  being 
done. 

10.  The  terms  broker  and  general  commission  agent 
have  never  been  defined.  In  some  branches  of  com- 
merce “broker  ” and  “ agent  ” are  interchangeable; 
in  others  one  or  the  other  is  employed ; in  others 
again,  the  agent  and  broker  perform  distinct 
functions. 

11.  Rule  10  would  appear  to  mean  that  companies 
and  firms  which  arrange  the  sale  of  goods  for  a 
foreigner  (and  this  word  includes  the  British  Empire 
overseas)  on  commission  and  who  act  for  a number 
of  foreigners — the  general  commission  agent,  that  is 
to  say,  as  opposed  to  the  special  agent — cannot  be 
held  liable. 
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12.  Unfortunately,  the  Board  of  Inland  Revenue 
hold  a different  view  and  general  agents  are  now 
being  assessed.  Their  view  is  apparently  that  if  a 
commission  house,  although  acting  for  numerous 
shippers,  acts  continually  for  any  one  foreign  shipper 
or  has  an  agreement  with  him  then,  ipso  facto,  the 
commission  house  becomes  a special  agent  for  that 
particular  shipper  and  is  thus  liable  for-  his  taxation. 
If  this  view  is  correct  at  law,  Clause  10  may  be  con- 
sidered as  of  no  protection  to  the  ordinary  commission 
house,  which,  if  it  is  of  any  importance,  will  probably 
be  continually  handling  the  same  shippers’  goods, 
and  if  any  serious  amounts  are  involved,  is  certain 
to  have  some  sort  of  agreement  with  its  principals 
abroad. 

13.  A number  of  cases  have  already  been  before  the 
Courts  (some  have  still  to  go  to  final  Appeal)  whilst 
many  others  are  pending. 

From  the  decisions  already  given  it  would  seem 
that  if  the  contract  is  signed  in  the  United  Kingdom 
the  trade  is  carried  on  within  the  country  and  the 
agent  is  accordingly  liable  for  the  tax.  Even  where 
this  is  not  the  case  and  no  stock  is  held  in  the  country 
according  to  a recent  judgment  (Belfour  v.  Mace) 
liability  can  still  arise. 

Brokers  and  general  commission  agents  are  then 
apparently  liable  for  tax  in  respect  of  every  trans- 
action carried  out  for,  in  many  cases,  hundreds  of 
foreign  principals. 

14.  The  main  difficulties  under  which  agents,  in 
general,  suffer  may  be  enumerated. 

In  the  first  place,  they  are  often  unable  to  say 
whether  their  principals  can  be  said  to  be  trading 
“ within  ” the  country  and  cannot,  therefore,  tell 
whether  any  liability  to  Income  Tax  exists. 

In  the  second  place,  Section  29  of  the  Finance  Act, 
1923,  empowered  the  Inland  Revenue  to  go  back  over 
six  years  (but  not  earlier  than  1920-1921)  and,  if  held 
liable,  it  would  be  manifestly  impossible  for  the  agent 
to  obtain  reimbursement  from  his  principal. 

In  the  third  place,  should  the  agent  make  a pay- 
ment out  of  funds  in  his  hands  belonging  to  his 
principal,  the  latter  could  sue  him  in  the  foreign 
(or  Dominion)  Court  and  attach  property  which  the 
agent  may  (and  often  does)  possess  in  that  country. 
Furthermore,  unless  under  special  agreement,  the 
agent  cannot  legally  retain  the  monies  of  his 
principal. 

In  the  fourth  place,  the  amount  of  profit  earned 
by  the  shipper  is  entirely  unknoivn  to  the  commission 
house. 

15.  But  there  is  a vastly  more  important  aspect  of 
the  whole  question,  namely,  the  cumulative  effect 
upon  tho  national  exchequer. 

16.  Tho)  trades  affected  may  be  divided  into  three 
categories : — 

(i)  International  trade; 

(ii)  Entrepot  trade; 

(iii)  Import  trade; 

and  (i)  should  be  sub-divided  into  : — 

(а)  Sales  between  two  non-residents; 

(б)  Sales  between  two  non-residents  with  British 

houses  intervening. 

17.  The  Inland  Revenue  Authorities  have  expressed 
the  view  that  (i)  and  (ii)  are  protected  from  assess- 
ment by  General  Rule  11. 

General  Rule  11  is  as  follows:  — 

“ The  fact  that  a non-resident  person  executes 
sales  or  carries  out  transactions  with  other  non- 
residents in  circumstances  which  would  make  him 
chargeable  in  pursuance  of  these  rules  in  the 
name  of  a resident  person  shall  not  of  itselr  make 
him  chargeable  in  respect  of  profits  arising  from 
those  sales  or  transactions.” 

18.  However,  in  a very  large  number  of  cases, 
neither  the  shipper  nor  the  commission  house  knows 
the  ultimate  destination  of  the  goods.  In  many 


trades  the  majority  of  the  produce  is  sold  delivered  in 
the  country  of  origin  and  the  buyer  is  entirely  free 
to  re-sell  the  goods  wherever  he  wishes ; the  ultimate 
destination  would  be  impossible  to  trace.  This 
applies  equally  to  the  entrepot  trade.  Foreign  pro- 
duce is  landed  in  Britain  and  buyers  come  from  all 
parts  of  the  world  to  buy.  Much  of  it  changes  hands 
two  or  three  times  before  being  finally  exported  or 
consumed  in  this  country,  and  neither  the  shipper 
nor  his  agent  has  any  means  whatever  of  following 
the  goods.  There  is  a natural  and  very  strong  re- 
pugnance on  the  part  of  all  merchants  to  disclose 
the  names  of  their  customers,  and  if  any  commission 
house  attempted  to  ascertain  the  ultimate  destination 
of  its  buyers’  purchases,  the  result  would  usually  be  a 
blank  refusal  and  the  loss  of  a customer. 

19.  Thus,  whilst  Rule  11  is  designed  to  protect 
international  and  entrepot  trade,  in  fact  it  does  not 
do  so,  and  the  uncertainty  and  alarm  which  have 
already  been  created  have,  to  my  knowledge,  led  to 
business  being  diverted  from  this  country. 

20.  The  international  and  entrepot  trade  which,  it 
should  be  made  clear,  is  done  almost  entirely  on  a 
commission  basis,  is  also  very  much  bound  up  with 
the  import  trade,  for  the  larger  commission  houses 
often  handle  the  whole  of  a foreign  shippers’  pro- 
ductions for  world  sale.  If  these  houses  have  to 
relinquish  their  agencies  for  Great  Britain — and  this 
is  bound  to  be  the  case  if  they  are  held  personally 
liable  for  assessment — they  will  be  unable  to  retain 
the  agencies  for  other  countries. 

21.  As  regards  import  trade,  the  possibility  of  the 
Authorities  making  commission  bouses  responsible  for 
the  taxation  of  their  foreign  shippers  has  scarcely 
yet  been  appreciated  in  many  of  the  more  important 
trades,  more  especially  those  dealing  in  raw  materials 
and  foodstuffs.  In  the  trades,  however,  where  assess- 
ments have  been  made,  action  has  been  taken  in 
many  cases,  both  by  shippers  and  commission  houses 
to  escape  the  possibility  of  assessment.  Often  this 
can  be  done  with  ease,  though  the  results  will  be 
scarcely  satisfactory  from  the  revenue  point  of  view. 
In  the  case  of  the  countries  lying  contiguous  to  Great 
Britain,  where  the  post  only  takes  a day  or  two  to 
reach  its  destination,  it  is  relatively  simple  for  many 
traders  to  conduct  their  business  without  fear  of 
assessment  by  following  the  House  of  Lords  decision 
of  Grainger  v.  Gough,  though  this  is  difficult  if  stocks 
are  held  in  this  country.  Colonial  shippers  and  pro- 
ducers further-  afield,  however,  cannot  make  use  of 
this  judgment,  as  the  time  taken  in  exchanging  corre- 
spondence is  too  long  for  practical  business  purposes. 

22.  Authentic  figures  are  difficult  to  obtain,  but  it 
may  be  taken  as  a fact  that  practically  the  whole  of 
the  raw  materials,  provisions  and  produce  imported 
into  Great  Britain  is  sold  through  commission  houses. 

23.  It  is  inconceivable  that  the  intention  of  Par- 
liament when  passing  the  new  Rules  was  in  effect 
to  place  an  import  tax  on  foodstuffs  and  raw  material 
coming  to  this  country,  and  more  especially  a tax 
of  the  worst  possible  description,  inasmuch  as  the 
parties  concerned  have  no  knowledge  of  the  amount 
involved.  While  the  Authorities  might  possibly 
succeed  in  collecting  some  monies  through  the  ruin 
of  the  commission  houses,  they  can  only  do  so  once, 
and  the  loss  to  the  revenue  through  the  elimination  of 
these  commission  houses  would  be  very  serious  indeed. 
In  some  important  trades  the  disappearance  of  the 
commission  houses  will  mean  that  the  buyers  will  be 
forced  to  maintain  a buying  organisation  abroad ; this 
will  have  the  effect  virtually  of  eliminating  the  small 
operator  and  forcing  business  into  the  hands  of  trusts 
and  combinations,  which  it  is  submitted  is  most  un- 
desirable. 

24.  It  is  unquestionable  that  the  foreign  shipp®1 1 
rather  than  become  liable  for  a high  Income  Tax  m 
respect  of  goods  which  never  reach  the  United  King- 
dom, or,  after  being  shipped  here,  are  re-exported, 
will  transfer  this  business  to  foreign  ports.  H1? 
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business  may  suffer  at  the  outset  but  in  the  course  of 
time  it  will  be  handled  just  as  well  as  it  is  now  in 
London. 

25.  No  foreign  shipper  will  risk  having  to  pay  a 
heavy  Income  Tax  if  he  can  pass  his  business  through 
other  channels.  The  competition  of  Hamburg, 
Amsterdam  and  Havre  is  already  severe.  I know  of 
an  actual  instance  in  which  a Java  shipper  has 
already  opened  an  office  in  Calcutta  in  order  that 
this  Income  Tax  liability  may  be  obviated. 

26.  The  difficulty  arises  mainly  from  the  interpre- 
tation placed  upon  Clause  10  and,  to  sum  up,  unless 
this  is  remedied  the  results  will  be  incalculable  harm 
to  business  and  to  the  national  finances. 

What  the  commission  business  entails  may  be 
summarised : 

(1)  The  financing  is  done  with  Britsh  banks. 

(2)  The  shipper’s  chartering  business  is  centred 

in  London. 

(3)  The  insurance  is  effected  in  London. 

(4)  The  agent’s  or  broker’s  commission  is  earned. 

(5)  Employment  is  given  to  thousands  in  all  these 

connections. 

(G)  Large  sums  in  the  aggregate  are  expended  by 
the  business  people  from  all  over  the  world 
who  come  on  account  of  the  concentration 
of  business  here. 

The  possibility  of  retaliation  on  the  part  of 
foreign  countries  cannot  be  overlooked. 

I append  particulars  of  a few  cases  which  illustrate 
my  case. 

Example  I. 

Australian  colliery  owner  (A)  makes  contracts 
through  London  agent  (B)  with  various  British  and 
Continental  ship  owners  for  the  bunkering  of  their 
vessels  if  and  when  in  Australian  waters.  Contracts 
arranged  and  signed,  and  payments  made,  in  London. 

(B)  has  received  an  assessment  for  (A)’s  profits  on 
these  transactions.  Apparently  Rule  11  will  protect 
(B)  in  respect  of  sales  to  foreign  ship  owners,  hut  nob 
to  British  ship  owners. 


Observations : 

It  will  probably  be  quite  impossible  for  (B)  to  collect 
from  (A).  If  the  Authorities  succeed  in  collecting  from 
(A),  the  latter  will  certainly  alter  his  selling  arrange- 
ments and  arrange  that  his  business  will  not  pass 
through  London  for  the  future,  or  alternatively 
charge  a higher  price  to  British  owners  than  foreign. 
In  any  case,  if  this  class  of  business  is  going  ro  do 
assessed,  the  tendency  must  he  for  it  to  leave  London, 
with  the  resultant  loss  of  business  to  the  countrv  and 
profit  to  the  revenue. 


Example  II. 

Danish  butter  merchants  (A)  sell  butter  packed  in 
special  tins  through  a Liverpool  agent  (B). 

Formal  contracts  are  not  made  ; orders  are  obtained 
by  the  agents  and  transmitted  to  the  principal.  Pay- 
ments are  made  to  the  principal  abroad  by  the  buyers 
either  direct  or  into  his  account  in  England.  A 
small  stock  is  held  in  England  for  small  urgent 
orders,  but  the  bulk  of  the  business  is  f.o.b.  foreign 
port. 


Tinned  Danish  butter  is  never  sold  for  consumption 
in  this  country,  but  is  used  by  residents  in  the  tropics. 

(B)  has  received  an  assessment  for  (A)’s  profits  on 
this  business,  although,  presumably,  Rule  11  releases 
(B)  from  liability  entirely. 


Example  III. 

Swedish  pulp  mill  owner  (A)  sells  through  London 
agents  (B)  to  British  papermakers  (C).  Contracts 
and  payments  are  made  in  London  in  accordance  with 
long-standing  usage  of  the  trade.  Delivery  is  either 
f.o.b.  or  c.i.f. 

(B)  has  received  an  assessment  for  £50,000  for  the 
years  1919  and  1920  respectively  on  account  of  (A), 
who  refuses  to  pay  or  give  any  information  as  to  his 
profits. 

Observations  : 

Wood  pulp  is  an  essential  raw  material  to  British 
industry.  If  the  Authorities  take  up  a harsh  attitude, 
they  might  conceivably  get  part  of  these  assessments 
from  (B),  who  would  certainly,  however,  resign  the 
agency,  with  consequent  loss  to  the  revenue.  It  is 
most  improbable  that  the  Authorities  would  ever  be 
able  to  collect  from  (A)  under  any  circumstances,  but 
if  they  could  (A)  would  undoubtedly  add  the  costof  his 
tax  to  his  quotations  to  the  British  mills  as  opposed 
to  his  net  quotations  to  the  competing  foreign  mills. 
In  effect  an  import  duty  would  he  imposed,  which 
under  present  circumstances  would  be  disastrous  to 
British  papermakers. 

Example  IY. 

Large  sawmillers  and  papermakers  in  Canada  (A) 
have  sold  their  timber  for  many  years  for  world  dis- 
tribution (except  U.S.A.)  through  London  agents  (B). 
Contracts  and  payments  usually  made  in  London. 
Chartering,  insurance  and  finance  usually  arranged 
in  London.  Deliveiy  at  port  of  shipment  in  Canada. 

(B)  has  received  assessment  notices  for  £50,000  for 
the  years  1919  and  1920  respectively  on  account  of 

(A) ,  who  refuses  to  accept  liability  or  disclose  profits. 

(B)  is  a leading  firm  of  general  agents,  representing 
many  timber  shippers  all  over  the  world.  Sales  only 
made  to  importers.  The  annual  commission  earned 
in  London  on  this  account  varied  from  £5/10,000  for 
pre  and  post-war  periods  until  assessment. 

Since  assessment  (A)  has  passed  no  business 
through  (B). 

Observations  : 

This  is  a very  typical  case  of  important  business 
leaving  London,  and  will  undoubtedly  be  followed  by 
many  others  if  commission  houses  continue  to  be 
assessed  on  behalf  of  their  shippers.  For  instance, 
it  is  just  as  easy  for  (A)  to  pass  their  River  Plate 
business  through  New  York,  their  Spanish  business 
through  Barcelona  agents,  etc.,  etc.,  as  it  is  to  work 
through  London,  and  as  (A)  are  disinclined  to  pass 
their  British  business  through  (B)  since  assessment, 
the  foreign  business  passes  also. 

The  sale  on  which  it  is  believed  the  original  assess- 
ment was  made  was  for  goods  to  the  value  of  over 
£300,000  sold  on  f.o.b.  terms.  It  is  impossible  to  say 
where  many  of  these  goods  were  consumed,  or  trace 
them  to  their  ultimate  destination. 


7372.  Chairman : Sir  Keith  Price,  will  you  pleas' 
read  your  paper? — (Sir  Keith  Price):  Yes.  ( Para 
graphs  1 and  2 read.) 

7373.  Will  you  explain  that  a little? — This  is  a ver; 
large  question.  Recent  cases  which  have  come  befor 
the  Courts,  have  suddenly  made  the  question  of  trad 
rng  “ with  the  country  ” and  “ within  the  country  ’ 
a very  serious  matter.  Until  quite  recently  it  wa 
thought  that  there  were  two  kinds  of  trading  wit] 
this  country,  one  was  trading  with  the  country  am 
the  other  was  trading  within  the  country.  Naturally 
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when  people  are  trading  within  the  country,  every- 
body concerned  should  be  taxed ; but  in  recent 
decisions — some  of  which  are  quite  recent — an  entire 
change  has  come  over  the  whole  situation.  I believe 
I am  correct  in  saying  that  these  cases  have  gone  far 
beyond  what  the  Inland  Revenue  Authorities 
expected.  The  present  position,  according  to  law, 
apparently  is  that  in  the  case  of  any  contract  signed 
or  made  in  Great  Britain — it  need  not  even  be  signed 
in  Great  Britain,  if  the  acceptance  is  made  in  Great 
Britain — the  foreign  shipper  who  makes  that  contract 

2 L 2 


524 


COMMITTEE  ON  NATIONAL  DEBT  AND  TAXATION. 


5 May,  1925.] 


Sir  Keith  Peice. 


[ Continued . 


is  trading  within  the  country;  that  is  to  say,  the  old 
distinction  between  within  and  with  the  country,  has 
disappeared  to-day.  In  any  contract  made  or  accepted 
in  this  country,  the  foreign  shipper  becomes  liable  for 
taxation. 

7374.  Sir  Arthur  Balfour:  By  accepted,  do  you 
mean  accepted  by  one  party  or  the  other? — Accepted 
from  this  country;  in  a recent  case  it  came  down  to  a 
question  of  where  a letter  was  posted.  If  the  letter 
of  acceptance  was  posted  in  Italy,  the  shipper  was  not 
responsible  for  taxation;  if  it  was  posted  in  this 
country,  he  was  responsible. 

7375.  Sir  Alan  Anderson : Do  you  mean  that  if  I am 
a merchant  here  and  I write  to  France  for  some 
scent,  the  French  maker  of  the  scent  will  he  liable  for 
Income  Tax  on  the  profit? — Certainly. 

7376.  But  if  I go  over  to  Calais  and  post  my  letter 
there,  he  will  not  be  liable? — Yes,  I think  that  is 
right.  I might  come  to  that  point  later,  perhaps. 
( Paragraph  3 read.)  Perhaps  I might  give  a little 
explanation  there.  The  law  was  altered  in  1915,  when 
this  question  came  up.  At  that  time  there  was  a 
great  discussion  in  the  House  of  Commons  and  it  was 
pointed  out  by  many  members  that  nobody  quite 
knew  what  the  effect  of  the  Rules  as  drawn  up  would 
he.  I think  anybody  who  reads  Hansard  would 
clearly  follow  what  was  in  Mr.  McKenna’s  mind, 
which  resulted  in  Rule  10  being  drafted;  this  was 
supposed  to  cover  and  protect  the  position  of  brokers 
and  agents.  When  the  Royal  Commission  (1920)  met 
and  evidence  was  taken  that  Rule  was  understood  by 
the  general  traders  to  mean  exactly  what  Mr. 
McKenna  said  it  was  going  to  mean,  that  is  to  say, 
it  was  protection  to  general  commission  agents  and 
brokers;  and  it  is  only  since  1920  that  that  under- 
standing has  been  questioned.  When  the  Royal  Com- 
mission met  in  1920,  the  matter  generally  was  con- 
sidered of  very  little  importance  in  the  City  of 
London,  and  no  one  took  the  trouble  to  attend,  with 
the  exception  of  one  or  two  agents  representing 
foreign  manufacturers  who  gave  evidence.  So  really 
when  that  Commission  met,  they  had  no  evidence  of 
any  serious  nature  before  them. 

7377.  Chairman : I think  I remember  that  a whole 
day  was  spent  on  that  particular  point? — If  I may 
say  so,  I think  the  two  witnesses,  who  I believe  were 
the  only  ones  who  were  examined,  were  representa- 
tives of  Italian  silk  merchants,  a relatively 
unimportant  branch  of  our  import  trade. 

7378.  Supposing  you  represent  a Swiss  company, 
they  send  you  the  goods  and  all  their  business  is 
done  here;  who  pays  the  Income  Tax  on  the  profits  of 
that  business? — If  it  is  a regular  agency,  that  is  to 
say,  if  the  agent  is  really  carrying  on  business  in  this 
country  for  a foreign  firm,  he  is  certainly  responsible. 
I do  not  think  there  is  any  question  about  that  if  he  is 
not  a general  commission  agent. 

7379.  Supposing  the  foreign  firm  has  a man  here 
who  does  all  the  transactions  in  this  country  and 
makes  a large  profit,  and  that  profit  goes  to  the  man 
in  Switzerland,  he  is  not  liable  for  Income  Tax,  you 

say? The  foreigner  is  liable  but  it  was  impossible  to 

collect  the  tax,  and  that  is  what  the  new  Rides  were 
brought  in  to  prevent,  and  rightly  so,  too,  in  my 
opinion.  Many  American  shippers  who  were  shipping 
goods  over  here  were  showing  no  profits  at  all.  There 
were  very  many  cases,  and  Somerset  House  perfectly 
justifiably  brought  in  legislation  to  protect  themselves. 

7380.  I think  the  point  was  that  a number  of  firms, 
instead  of  having  agents,  sent  their  own  man  to  do 
all  the  agency  work  in  this  country;  he  got  all  his 
business  here  and  paid  no  Income  Tax  at  all? — It  is 
extremely  easy  to  do,  and  that  is  what  I wish  to 
point  out. 

7381.  Sir  Arthur  Balfour:  Evasion  is  perfectly 
simple? — You  can  escape  the  British  taxation  with 
the  greatest  ease;  there  is  no  difficulty  whatsoever 
about  it. 

7382.  Sir  Alan  Anderson:  How  is  the  profit  ascer- 
tained? Take  the  person  in  Switzerland  who  manu- 
factures there  and  sells  his  goods  here.  He  has  to  pay 
Income  Tax  on  the  whole  profit  he  makes,  has  he  not? 


— It  is  very  complicated ; really  there  is  absolutely  no 
method  of  ascertaining  his  profit.  They  assess  him. 

7383.  Sir  Arthur  Balfour  : And  he  is-  asked  to  prove 
that  the  assessment  is  wrong? — Yes. 

7384.  Sir  Alan  Anderson  : That  is  done  quite  easily, 
I suppose,  by  invoicing  the  goods  to  the  agent  here 
at  the  price  at  which  the  agent  will  sell  them,  so  that 
there  is  no  profit? — Of  course,  if  it  is  a genuine  com- 
mission house,  the  agent  makes  his  commission  on  it. 

7385.  Then  the  agent  pays  on  the  commission.  That 
is  what  Mr.  McKenna  said  was  the  intention,  was  it 
not? — Yes,  he  has  to.  The  Revenue  try  to  discrim- 
inate, I understand.  It  is  extremely  difficult.  I do 
not  think  the  authorities  quite  know  themselves  how 
to  do  it.  Take  a foreign  manufacturer ; the  autho- 
rities try  to  discriminate  between  the  manufacturing 
profit  and  the  selling  profit.  They  say  if  a man 
markets  his  goods  in  this  country,  he  ought  to  pay 
Income  Tax  on  the  extra  profit  he  has  made  by  mar- 
keting the  goods  in  this  country. 

7386.  Sir  Arthur  Balfour:  The  profit  must  be  the 
difference  between  the  cost  of  the  goods  and  the  price 
he  has  sold  them  at,  less  his  expenses  in  this  country? 
—Yes. 

7387.  That  is  the  only  profit  that  can  accrue  in  the 
way  it  is  being  put  now? — Yes. 

7388.  Sir  Alan  Anderson : That  is  the  commission 
agent’s  profit.  What  I am  trying  to  get  at  is  how  we 
get  Income  Tax  out  of,  say,  the  Swiss  manufacturer 
on  goods  which  he  manufactures  in  Switzerland  and 
sells  here.  I understand  from  you  that  we  try  to  do 
that? — Yes. 

7389.  How  do  we  ascertain  what  the  Swiss  manufac- 
turer’s profit  is? — That  is  one  of  the  difficulties.  He 
is  not,  ns  I understand  it,  liable  for  his  manufacturing 
profits,  but  he  is  responsible  for  his  marketing  profit, 
and  Somerset  House  have  to  discriminate  between  the 
two.  You  cannot  expect  the  foreign  manufacturer, 
because  he  sends  these  goods,  to  pay  on  the  whole  of 
his  manufacturing  profits.  I do  not  think  Somerset 
House  go  so  far  as  that,  but  they  say  on  the  market- 
ing profits. 

7390.  Sir  Arthur  Balfour:  His  marketing  profit  is 
the  profit  that  I have  just  said : it  must  be  the 
difference  between  the  price  at  which  he  invoices  the 
goods  from  Switzerland  and  the  price  he  obtains  from 
the  consumer,  less  any  local  expenses? — Then  it  comes 
down  to  just  the  question  of  at  what  price  does  he 
invoice  his  goods. 

7391.  That  is  where  the  evasion  takes  place? — 
Quite.  ( Paragraphs  4 to  7 read).  Nobody  has  ever 
quite  decided  what  General  Rule  10,  which  I give  in 
paragraph  7,  means;  it  has  never  been  argued  in  the 
Courts.  There  is  absolutely  no  question  to  anyone 
who  reads  the  discussions  in  the  House  of  Commons, 
what  it  was  intended  to  mean,  it  was  meant  to  be 
protection  for  the  general  agent  and  brokers,  and  it 
has  been  accepted  as  such  until  quite  recently.  But 
the  view  of  Somerset  House  is  that  it  does  not  protect 
them.  They  take  this  line.  They  say:  “Yes,  you 
may  be  a general  agent  or  broker ; you  may  be  the 
biggest  broker  in  the  world,  but  what  are  your 
arrangements  with  your  principal?  Have  you  an 
agreement  in  writing?”  I venture  to  submit  that  m 
all  the  leading  trades — I do  not  mean  to  say  the  small 
affairs,  but  when  you  run  into  millions  of  pounds  or 
hundreds  of  thousands  of  pounds — that  there  is  an 
agreement  in  writing.  If  there  is  no  agreement  m 
writing,  I decline  to  believe  it  to  be  a bona,  fide  case. 
That  is  one  thing.  They  say  : “ If  there  is  an  agree- 
ment in  writing,  then  you  cease  to  be  a general  agent 
or  broker;  you  become  a regular  agent  ” ; or  further, 
if  you  invariably  sell  the  same  people’s  goods,  that  is 
to  say,  if  the  foreign  shipper  always  places  his  goods 
through  the  same  British  commission  house,  then 
again  he  becomes  a regular  agent  and  so  personally 
liable  to  the  Income  Tax  of  the  shipper.  In  general, 
if  that  view  is  accepted  by  the  Courts — and  it  looks 
as  if  it  may  be — that  clause  is  of  no  protection, 
that  means  that  practically  every  commission  house 
in  the  City  is  liable,  ( Paragraph  8 read.) 
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7392.  Sir  Alan  Anderson  : If  the  clause  succeeded 
in  doing  what  Mr.  McKenna  apparently  wanted  to 
do  you  would  not  disagree  with  it? — Then  that  would 
lie  protection.  What  we  require  is  protection  for  the 
general  commission  agent  and  broker.  If  the  authori- 
ties’ view  is  good  at  law,  it  means  the  elimination  of 
practically  all  the  commission  houses  in  this  city  and 
in  Great  Britain,  because  it  is  clearly  perfectly  im- 
possible for  a commission  house  to  collect — I do  not 
say  in  small  trades,  but  in  the  major  trades  where 
you  run  into  millions  of  pounds — it  is  perfectly  im- 
possible to  collect  from  one’s  shippers  scattered  all 
over  the  world.  Not  only  that,  but  this  liability  runs 
for  six  years  back.  The  figures  probably  run  into 
hundreds  of  millions  of  pounds.  (Paragraphs  9 to 
11  read.) 

7393.  Chairman : If  you  are  a broker  and  have  a 
turnover  of  two  millions  and  you  get  2 per  cent,  on 
it  you  are  liable  to  the  Income  Tax  on  that  2 per 
cent.?— Yes. 

7394.  Sir  Arthur  Balfour:  Less  expenses? — Yes, 
less  expenses. 

7395.  Chairman:  There  is  no  complaint  on  that 
score? — None  whatever. 

7396.  Sir  Charles  Addis  : Is  the  distinction  between 
the  tax  as  assessed  upon  the  profit  made  by  the  agent 
and  upon  the  commission  made  by  him? — I am  really 
only  dealing  with  commission  houses. 

7397.  There  is  no  objection,  from  your  point  of  view, 
to  the  tax  being  levied  on  the  commission  agent? — • 
None  whatever,  on  the  profits  made  by  the  agent,  less 
his  expenses. 

7398.  That  is  to  say,  the  marketing  profit  of  the 
goods  that  he  has  sold? — No,  I think  it  must  be  on 
the  particular  profits  of  the  agent  only.  I do  not 
consider  that  the  commission  houses  should  be  made 
personally  liable  for  the  debts  of  their  foreign 
principals,  unless  they  are  quasi-collusive,  or  unless 
they  are  a tied  house. 

7399.  Yes,  I follow  that? — But,  of  course,  the  agent 
here  must  pay  on  his  profit — his  commission  less  his 
expenses. 

7400.  Chairman : Did  not  the  point  arise  in  this 
way:  to  take  Switzerland  as  a case  again,  the  Swiss 
manufacturer  and  the  English  manufacturer  were 
both  selling  in  the  London  market.  The  Swiss  manu- 
facturer did  not  pay  any  Income  Tax  on  the  profits 
made  by  the  whole  of  the  distribution  of  his  business 
in  this  country.  The  English  manufacturer  was 
■subject  to  Income  Tax  on  all  his  profits.  The  com- 
plaint was  that  the  English  manufacturer  could  not 
compete  against  those  foreign  people  sending  goods 
into  this  country  because  of  the  Income  Tax  which  he 
had  to  pay? — One  quite  follows  that. 

7401.  Do  you  suggest  that  that  can  be  dealt  with; 
the  business  is  done  here,  and  the  .Swiss  profit  is  made 
here? — The  marketing  profit  is  made  here ; and  I 
think  in  all  those  cases  you  will  find  that  the  foreign 
manufacturer  has  a house  here.  If  they  are  doing 
retail  business  here — and  it  follows  from  what  you 
say,  that  they  are  doing  retail  business  here — they 
must  have  an  organisation  here  which  can  be  taxed 
on  such  profits. 

7402.  Sir  Arthur  Balfour : I want  to  see  what  your 
answer  to  another  case  is.  A Swiss  house  sends  to  its 
agent  here  £100,000  worth  of  goods,  and  says,  “ We 
will  allow  you  1 per  cent,  commission,  but  we  will  also 
agree  with  you  that  if  you  can  get  from  the  consumer 
higher  profits,  we  will  divide  the  differences  with  you; 
if  you  can  sell  those  goods  at  £120,000,  you  shall  have 
£10.000  of  it  and  we  will  have  £10.000  of  it,  you  get- 
tnig^  your  fixed  commission  of  1 per  cent,  on  the 
original  £100,000.”  How  does  that  come  into  the 
Income  Tax  question? — That  is  perfectly  simple;  that 
comes  under  the  old  1842  Act,  and  tiie  commission 
house  is  personally  responsible  if  in  receipt  of  the 
profits  and  gains  derived  from  any  transaction. 

_7403.  He  is  responsible  for  the  £20,000  as  well  as 
his  1 per  cent. ; that  is  the  two  added  together  less 
expenses? — I think  he  would  be. 

i404.  I myself  think  he  is,  but  I wanted  to  see  what 
Jour  answer  would  be? — Speaking  for  my  Committee, 

17800 


we  would  have  no  objection  at  all  to  taxation  in  those 
cases,  because  that  clearly  is  a case  of  trading  in  the 
country. 

7405.  Chairman  : The  whole  £20,000  would  have  to 
be  taxed  in  this  country? — Yes,  and  it  is  so.  I am 
quite  sure  that  that  can  be  done  at  present  under  the 
1842  Act. 

7406.  Sir  Arthur  Balfour:  That  is  to  say,  although 
£10,000  of  it  goes  abroad,  the  whole  £20,000  is  taxed, 
plus  the  1 per  cent,  commission  on  the  £20,000,  less 
the  local  expenses  of  selling  the  goods? — Yes,  T think 
it  would  be  done  in  this  way.  T think  that  the  agent 
would  be  taxed  for  the  1 per  cent,  less  his  expenses 
and  his  share  of  the  £20.000,  and  the  foreigner  would 
be  taxed  certainly  upon  his  £10,000  and  probably'  upon 
some  additional  amount. 

7407.  How?  That  is  what  I want  to  get  at? — 
Through  his  agent. 

7408.  If  he  did  not  pay',  the  agent  would  have  to 
pay ? — Certainly.  The  agent  has  always  been  respon- 
sible, since  1842,  where  he  is  in  receipt  of  the  profits 
or  gains  on  any  transaction. 

7409.  Sir  Charles  Addis  : There  is  no  way  of  getting 
it  except  through  him? — But  I do  not  think  in  other 
cases  it  is  necessary  that  the  agent  should  be  per- 
sonally7 responsible.  1 think  he  should  be  where  he  is 
in  receipt  of  profits,  because  that  is  a tied  house. 

7410.  Sir  Arthur  Balfour:  Profits  other  than  com- 
mission?— Yes,  I think  you  then  have  a tied  house. 

7411.  Just  for  my7  information,  will  y7ou  say'  what 
you  mean  by7  the  other  cases  as  opposed  to  the  case  I 
have  just  put? — Lou  cited  a case  where  the  agent  was 
making  a profit  over  and  above  his  commission.  That 
is  quite  a distinct  category,  because,  after  all,  there 
are  very  few  cases  of  that  description.  The  majority 
of  the  cases  are  clean  commercial  cases;  they  are  the 
only  cases  I am  dealing  with. 

7412.  Sir  Alan  Anderson : The  Swiss  manufacturer 
sends  his  goods  in  here ; they  are  sold  by7  a commission 
agent;  the  commission  agent  is  quite  prepared  to  pay 
Income  Tax  on  his  own  profit,  which  is  his  commission 
less  expenses,  but  he  resents  being  made  personally' 
responsible  for  an  alleged  profit  which  his  principal 
makes  by  sending  the  goods  hero  to  be  marketed? — 
Yes. 

7413.  Sir  Arthur  Balfour:  So  there  are  those  two 
kinds,  the  kind  that  I cited  and  the  kind  that  Sir 
Alan  Anderson  cited  ? — Yes,  except,  if  I may  say'  so, 
that  y7ou  have  taken  a case  which,  of  course,  appeals 
to  everybody,  that  is  to  say,  Swiss  watches,  which 
are  sold  and  retailed  here.  But  I am  really  not  look- 
ing at  such  cases  at  all.  I am  looking  at  the  cases 
of  the  great  produce  trades  and  the  great  raw 
material  trades,  which  are  never  retailed  here  at  all — 
goods  which  come  here  and  which  the  commission 
house  often  never  sees.  It  is  documentary'  work 
almost  entirely.  We  talk  about  Swiss  watches,  but 
when  we  come  to  the  raw  material,  such  as  provisions, 
cotton,  wool  and  timber  in  bulk,  these  are  the  serious 
matters. 

7414.  Chairman : Swiss  embroidery  is  a very  big 
trade;  the  mention  of  “ Swiss  ” was  only  to  illustrate 
it? — Yes.  My  feelings  are  rather  strong  with  regard 
to  Swiss  watches,  which  are  retailed  here.  It  really 
comes  to  the  question  of  retail  and  wholesale. 

7415.  How  can  the  Government  get  hold  of  the 
profits  of  the  Swiss  manufacturer  if  they'  do  not  como 
on  to  the  agent? — Take  the  case  which  Sir  Arthur 
put,  where  they'  ship  £100,000  worth  of  watches.  If 
y7ou  can  assess  through  the  agent  y7ou  can  come  down 
on  those  watches  without  making  the  agent  per- 
sonally responsible. 

7416.  Sir  Arthur  Balfour:  You  cannot  do  that, 

because  before  the  transaction  is  completed  they  are 
the  property  of  a third  party.  You  cannot  possibly 
do  that.  When  they  have  been  sold  to  people  in  Bond 
Street  you  cannot  go  and  say:  “We  want  those 

watches  because  the  people  have  not  paid  the  tax  ” ? — 
If  they  have  a judgment  for  that  amount  he  cannot 
ship  any  more  watches, 
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7417.  Mr.  Bowen  -.  Would  not  the  better  way  be 
very  largely  to  increase  the  Customs  and  Excise 
arrangements  and  have  a tax  on  those  things  before 
they  get  out  of  bond  P — It  would  be  a much  better  way 
to  do  it. 

7418.  Chairman : The  foreign  exporters  may  only 
have  a very  small  capital  in  this  country.  I want  to 
find  out  from  you,  as  an  expert,  how  you  would  get 
hold  of  the  tax  P — From  the  foreigner  who  is  retailing  ? 

7419.  Sir  Arthur  Balfour : The  tax  which  we  all 
admit  is  legitimate?  — I think  you  must  make  the 
agent  responsible  for  it.  I do  not  dispute  that.  I 
say  if  you  have  a regular  special  agent,  as  in  all  these 
cases  of  Swiss  watches,  and  so  on,  where  you  are 
bound  to  retail  the  goods,  then  in  every  instance  you 
have  a tied  house  on  this  side  of  the  market  and  you 
can  make  your  tied  house  responsible.  But  I say 
where  you  have  your  general  brokers  and  commission 
agents  who  are  doing  the  great  wholesale  import 
trade  of  the  country,  if  you  made  them  responsible 
you  would  ruin  half  the  trade  of  the  City  of  London. 

7420.  Chairman:  Then  how  can  we  get  hold  of  the 
money  from  those  people  whom  the  big  broker  repre- 
sents ? — Let  us  leave  Swiss  watches  and  come  to 
the  real  things  that  matter,  sugar  and  such  things. 
What  profits  does  the  foreign  shipper  make  here? 
Supposing  he  sells  his  goods  f.o.b.  Why  should  he  be 
responsible  for  British  Income  Tax  and  how  are  you 
going  to  catch  him? 

7421.  That  is  what  we  want  to  know? — You  cannot 
catch  him. 

7422.  Sir  Arthur  Balfour:  And  you  say  we  ought 
not  to  catch  him? — I really  think  so — if  foreigners 
sell  their  goods  f.o.b.  or  before  they  reach  this 
country,  and  they  are  never  handled  by  the  commis- 
sion agent  at  all.  The  importer  buys  and  you  would 
have  your  taxation  from  the  importer. 

7423.  Chairman:  But  where  is  the  profit  made? 
Is  it  not  made  by  the  brains  of  the  people  in  this 
country  getting  the  profit?  I am  asking  you  as  a 
broker?  Do  you  not  make  the  profits  of  that  manu- 
facturer by  the  energy  and  skill  that  you  display 
in  this  country? — But  I get  paid,  and  well  paid,  foi 
my  skill,  and  the  authorities  take  a very  large  amount 
of  Income  Tax  out  of  me. 

7424.  But  the  proportion  may  be  as  1 to  10 ; the  profit 
of  the  manufacturer  may  be  ten  times  more  than  you 
are  allowed  as  broker.  How  are  we  to  get  hold  of 
that?— I maintain  that  it  is  absolutely  impossible  in 
the  cases  of  the  big  trades,  where  the  goods  are  never 
passing  through  the  agent’s  hands.  You  may  make 
the  agent  responsible,  but  he  will  disappear 
to-morrow. 

7425.  I want  you  to  suggest,  if  you  can,  how  we  can 
get  hold  of  the  tax  from  those  people?— I have 
seriously  considered  this  matter,  and  I do  not  think 
you  can  do  so. 

7426.  How  do  you  suggest  that  we  should  amend  the 

law? I do  not  necessarily  want  to  amend  it.  I do 

not  go  so  far  as  that.  All  I say  is  that  if  we  could 
take  Clause  10  to  mean  what  the  House  of  Commons 
wished  it  to  mean,  that  would  be  sufficient  protec- 
tion; but  at  the  present  moment  in  all  your  major 
trades  you  are  faced  with  the  idea  that  the  com- 
mission houses  may  be  ruined  to-morrow ; and  I 
submit  that  is  a very  serious  matter. 

7427.  Sir  Arthur  Balfour : You  said  if  the-  foreign 
manufacturer  delivered  goods  f.o.b.  you  thought  he 
ought  not  to  be  liable? — No,  I do  not  think  he  should. 

7423.  But  suppose  he  is  held  to  be  liable  to  Income 
Tax,  will  not  the  next  move  be  that  the  British  buyer 
will  simply  buy  those  goods  at  the  works  in  Switzer- 
land, or  in  the  Argentine,  or  wherever  it  is?— That 
is  what  in  a great  many  cases  they  are  doing  at 
present. 

7429.  That  is  what  will  happen,  of  course?— Yes. 

7430.  Professor  Hall:  Supposing  goods  were  sent 
here  on  consignment  and  the  agent  credits  the  foreign 
seller  with  the  proceeds  of  sale,  how  can  you  ascertain 
the  profit  he  has  made  on  that  transaction? — It  is 
quite  impossible  in  all  these  cases  to  decide  what  the 
foreign  shipper’s  profit  is.  It  is  absolutely  impos- 
sible. In  thousands  of  cases  the  foreign  shipper  could 


not  possibly  tell  you  himself.  Take  the  case  of  the 
big  timber  people,  for  instance,  in  Canada.  How  can 
they  tell  you  what  profits  are  on  their  shipments  to 
England  as  compared  with  their  shipments  to  other 
countries  ? 

7431.  Is  there  any  method  by  which  we  could  ascer- 
tain that  profit? — No,  it  is  absolutely  impossible. 

7432.  Sir  Arthur  Balfour:  You  could  assume  a 
profit? — Yes. 

7433.  Chairman:  The  law  does  assume  profits?— 
Yes. 

7434.  Sir  Charles  Addis:  Am  I right  in  thinking 
that  the  general  object  that  we  all  have  in  view  is  to 
equalise  the  tax  between  the  foreign  manufacturer 
and  the  British  manufacturer?  Would  you  agree 
with  that? — Yes,  I do  not  see  much  objection  to  that. 

7435.  The  difficulty  is  to  find  the  means  for  doing 

so? Yes,  if  you  can  arrive  at  a formula,  without 

doing  the  trade  of  this  country  very  material  harm. 
It  is  extremely  difficult  to  come  to  one. 

7436.  It  has  been  suggested,  for  example,  as  you 
know,  that  it  might  be  done  through  a Customs  duty. 
Would  you  agree  with  that  suggestion? — I have  not 
heard  that  suggestion. 

7437.  It  was  suggested  in  the  House  of  Commons 
during  a debate  in  July  last? — I have  not  considered 
that.  I do  not  quite  see  how  the  Customs  could  do  it. 

7438.  The  difficulty  there  would  be  to  get  some 
l elation  between  the  tax  on  the  imported  goods  and 
the  Income  Tax  paid  by  the  resident  trader  ini  this 
country,  would  it  not? — Yes,  it  raises  so  many  diffi- 
culties I do.  not  quite  see  how  you  are  going  to  do 
it. 

7439.  There  would  also  be  the  difficulty  of  excluding 
contracts  which  may  be  made  abroad? — It  is  so 
wrapped  up  with  international  and  entrepot  trade 
that  really  I think  it  is  an  impossibility. 

7440.  You  think  there  is  nothing  to  be  explored  in 
that  line? — I do  not. 

7441.  Professor  Hall:  Can  you  tell  us  how  foreign 
countries  treat  us  in  regard  to  goods  sold  abroad  on 
consignment?  Do  they  ascertain  the  profits  for  assess- 
ment purposes? — I am  afraid  I cannot  tell  you.  I 
sell  a large  quantity  of  goods  to  European  countries 
as  a commission  agent,  and  there  has  never  been  any 
question  of  taxation  on  profits. 

7442.  Sir  Alan  Anderson : Sir  Charles  Addis  said 
to  you  just  now  that  we  all  started  by  wishing  to  find 
a means  of  equalising  the  tax  on  the  foreign  manu- 
facturer and  the  British  manufacturer,  but  I rather 
understood  that  in  dealing  with  these  big  trades, 
timber  and  grain,  and  so  on,  you  thought  it  was  quite 
hopeless  to  attempt  it? — Perhaps  I put  it  wrongly. 
Sir  Charles  said  the  foreign  manufacturer.  That 
brings  to  my  mind  manufactured  goods.  When  you 
come  to  raw  materials  I say  it  is  suicide  to  tax  them 
because  you  come  down  absolutely  to  this  you  cannot 
escape  it — that  it  is  in  effect  an  import  tax;  it  is 
nothing  else.  I submit  in  the  case  of  an  essential 
raw  material  it  is  suicidal. 

7443.  It  would  be  very  difficult  to  draw  the  line 
between  manufactured  goods  and  raw  materials.— 
Very. 

7444.  They  slide  ofi  into  one  another  ?— Yes. 

7445.  Sir  Arthur  Balfour : On  the  other  hand,  it 
the  method  that  Sir  Charles  Addis  suggested  were  put 
into  operation  the  effect  would  be,  would  it  not,  tha 
the  foreigner  would  add  the  tax  to  the  price  an  we 
should  have  to  pay  a higher  price?— That  is  abso- 
lutely what  it  has  come  to.  In  the  case  of  ia« 
materials  we  certainly  should  have  to  pay  a higie 

7446.  Need  we  speculate  as  to  who  pays?  Who  paid 
in  the  case  of  the  26  per  cent.  Reparations  Du  y on 
manufactured  goods  that  came  to  this  country . 

all  have  different  views,  I think. 

7447.  We  know  that  the  money  had  to  be  paid  ou 
at  this  end  before  we  got  the  goods?— We  paid  ' 
most  cases.  ( Paragraphs  12  and  13  read).  Jn  1 
case  of  Belfowr  v.  Mace  there  was  no  contract  » 
this  country;  it  merely  became  a question  ot  w 
the  letter  was  posted.  The  agent  unfortunately  P ■ 
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the  letter  in  this  country  instead  of  it  being  posted  in 
Italy,  with  results  that  probably  cost  a few  thousand 
pounds. 

7448.  Professor  Sail : Supposing  a contract  was 

signed  in  London  by  which  somebody  in  Finland 
bought  goods  from  somebody  in  France,  would  the 
agent  in  that  case  become  liable  for  the  tax  on  that 
transaction? — May  1 bring  up  that  point  later  on. 
That  is  a very  serious  point ; I will  bring  that  up  later. 

7449.  Certainly.  It  is  on  this  point  where  you  were 
speaking  about  trade  within  the  country? — Yes. 
( Paragraph  14  read).  In  fact  we  may  say  that  it  is 
absolutely  impossible  for  the  general  commission  house 
(1  do  not  say  the  tied  house)  to  collect  Income  Tax 
from  his  foreign  principal. 

7450.  Chairman : You  have  not  made  inquiries, 
have  you,  as  to  the  method  adopted  by  America  and 
France  in  this  particular  case? — It  was  started,  I 
believe,  in  the  State  of  New  York,  but  was  dropped 
almost  at  once.  My  firm  do  a large  commission  trade 
in  New  York.  We  had  to  alter  our  methods  of  busi- 
ness temporarily,  but  went  back  to  the  old  methods 
very  soon. 

7451.  Sir  Charles  Addis : Up  to  this  point  you  have 
been  speaking  about  brokers  and  general  commission 
agents,  and  now  in  paragraph  14  you  appear  to  have 
entered  upon  a new  phrase,  “ agents  in  general." 
Am  I right  in  thinking  that  you  would  like  to  have 
the  law  amended  with  regard  to  brokers  and  commis- 
sion agents  and  not  with  regard  to  agents  in  general? 
—I  tried  to  follow  the  wording  of  the  Act.  The  Act 
says:  “ in  the  name  of  the  broker  or  general  commis- 
sion agent.” 

7452.  I take  it  that  what  you  mean  here  is,  the 
special  agent? — Yes.  All  agents. 

7453.  May  not  there  be  a difficulty,  if  the  law  were 
amended  in  that  way,  through  changes  from  one  class 
of  agent  to  another? — I maintain  that  it  would  be 
perfectly  easy  for  the  authorities  to  differentiate 
between  what  one  may  call  the  regular  tied  house  and 
the  general  commission  agent  and  broker.  Perhaps 
certain  difficult  cases  would  squeeze  through,  but  I do 
not  believe  they  would  really  be  serious.  I believe  if 
the  authorities  would  work  with  the  trade  organisa- 
tions— practically  all  the  large  trades  have  organisa- 
tions of  their  own — there  would  be  no  difficulty  in 
ascertaining  whether  so  and  so  was  really  a recognised 
agent  or  broker,  or  a tied  house.  In  the  leading  cases 
which  have  come  before  the  Courts  to  date,  dealing 
with  cotton  and  sugar,  in  the  cotton  case  the  agent, 
I believe,  was  really  a tied  house,  and  was  not  a mem- 
ber of  the  Manchester  Cotton  Brokers’  Association, 
and  in  the  sugar  case  he  was  virtually  a tied  house 
also. 

7454.  If  brokers  and  commission  agents  were  ex- 
empted it  would  be  a simple  matter,  would  it  not,  for 
other  agents  so  to  alter  their  methods  as  to  secure 
exemption  also? — For  a tied  house:  I do  not  think 
so;  I think  it  would  be  very  difficult;  that  is  my  view. 
After  all,  the  general  commission  houses  are  usually 
of  many  years’  standing.  It  is  very  difficult  to  pick 
up  other  agencies  when  known  to  be  a tied  house. 

'455.  Of  course,  a special  agent  is  no  more  pro- 
tected by  the  rule  that  you  referred  to  than  the  broker 
with  regard  to  international  and  entrepot  trade? — 
That  is  covered  by  Rule  11.  ( Paragraphs  16  and  17 

read.)  At  a meeting  of  my  Committee  with  the 
Treasury,  Mr.  Guinness  gave  a clear  ruling  that  in  no 
circumstances  would  he  assess  international  trade  or 
entrepot  trade.  I venture  to  suggest,  however,  that 
I should  be  very  sorry  to  have  to  go  to  the  Courts  on 
Rule  11  in  most  cases  of  international  and  entrepot 
trade,  because  while  1 imagine  Rule  II  covers  sales  be- 
tween two  non-residents  made  in  this  country,  so  much 
of  this  trade  consists  of  sales  made  by  a non-resident 
to  a British  house  for  delivery  abroad,  and  I per- 
sonally fail  to  see  where  Rule  11  protects  one  in  those 
cases.  And  in  so  many  cases  it  is  perfectly  impossible 
to  know  where  the  goods  are  going  to.  One  makes  a 
sale  for  forward  delivery,  so  many  tons  of  sugar  f.o.b. 
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In  many  cases  neither  the  seller  nor  the  commission 
house  knows  where  the  final  destination  is.  It  is 
very  difficult.  And  in  the  entrepot  trade  also  it  is 
impossible  to  know  the  ultimate  destination  of  the 
goods.  Somerset  House  suggested  that  you  could 
obtain  a rebate  for  any  goods  which  went  abroad,  but 
it  is  quite  impossible  to  tell  what  goods  go  abroad. 
Unfortunately  in  trade  everybody  always  has  a very 
great  dislike  to  disclosing  his  customer.  If  you  ask 
for  the  name  of  your  buyer’s  customer  the  buyers  will 
not  like  it  at  all ; they  will  think  you  are  going  to  go 
behind  their  back.  So  I submit  that  both  inter- 
national trade  and  entrepot  trade  will  be  very 
seriously  affected,  and  in  fact  fare  being  so  now. 

( Para.gra%ihs  18  to  21  read.)  That  really  covers  the 
question  about  manufactured  goods,  because  the 
manufacturers  are  practically  all  taking  very  good 
care  to  get  behind  Grainger  v.  Gough.  That  covers 
the  Swiss  watches.  It  is  perfectly  easy  for  the 
ordinary  foreign  manufacturer  in  countries  close  at 
hand  to  get  behind  Grainger  v.  Gough. 

7456.  Professor  Hall : Would  you  mind  explaining 
that  case  briefly? — Grainger  v.  Gough  was  a wine 
case  and  it  describes  what  is  trading  with  and  trad- 
ing within  the  country.  In  that  case  it  was  decided 
that  where  the  acceptance  comes  from  abroad  and 
where  payment  is  made  abroad  the  trade  is  not  within 
the  country,  but  outside  the  country.  Of  course,  if 
I may  say  so,  it  is  a perfect  farce,  but  it  is  sufficiently 
good  at  law.  It  is  a great  hardship  on  the  Colonial 
people,  because  it  can  only  be  done  where  the  post 
takes  a day  of  two.  That  is  what  it  really  comes 
down  to.  ( Paragraphs  22  and  23  read).  Amplifying 
that,  if  I may,  when  we  were  a deputation  accom- 
panied by  the  Members  of  the  City  of  London  and 
the  representative  of  the  Banker’s  Association,  visit- 
ing the  Treasury,  the  representative  of  the  provision 
trade  put  forward  what  I thought  was  one  of  the 
most  powerful  arguments  that  I have  heard. . He 
said  : “ We  may  be  liable  for  our  shippers’  Income 
Tax,  we  are  not  quite  sure,  but  are  you  going  to 
attack  us?  Are  you  going  to  destroy  the  whole  of 
the  present  arrangement  for  the  distribution  of  pro- 
visions in  this  country  ? At  present  provisions  for 
London  come  chiefly  to  Tooley  Street  and  district ; 
there  is  practically  a free  market  for  small  people 
in  the  country  to  go  to  Tooley  Street,  and  buy  on  the 
very  best  terms.  If  you  destroy  the  commission 
houses  and  destroy  that  method  it  means  that  the 
buyers  will  have  to  go  abroad  to  escape  the  effect  of 
taxation  and  buy  abroad.  That  means  the  elimina- 
tion of  the  small  buyer  almost  entirely,  and  you  will 
get  the  provision  trade  in  the  hands  of  big  trusts  the 
same  as  you  have  got  the  meat  trade.” 

7457.  That  paragraph  seems  to  suggest  that  the 
agents  for  business  in  foodstuffs  and  raw  material 
are  being  assessed  by  reference  to  some  provision  in 
the  Act  of  1915.  But  if  they  were  in  receipt  of  pro- 
fits, they  were  liable  all  along  under  the  old  Act? — 
With  practically  all  of  them  it  is  pure  commission 
work. 

7458.  That  is  to  say,  the  comparison  is  not  fair 
because  they  are  not  in  receipt  of  profits? — They  are 
in  receipt  of  profits  only  in  respect  of  commission. 
They  are  general  commission  brokers  handling  food- 
stuffs from  all  parts  of  the  world.  ( Paragraph  24 
read).  I am  alluding  there  to  the  entrepot  trade. 
Just  taking  a branch  of  my  own  trade,  the  mahogany 
trade,  which  is  an  important  trade  in  this  country, 
used  largely  to  be  centred  in  Hamburg.  During 
the  War  we  managed  to  eliminate  that  and  now 
Liverpool  is  I should  say  the  centre  of  the  mahogany 
trade.  It  is  an  important  trade.  If  there  is  any 
question  of  taxation  it  will  very  largely  go  back  to 
Hamburg  without  any  question.  This  country  will 
lose  the  trade  if  the  authorities  commence  to  tax  it. 

7459.  Do  you  think  there  is  anything  in  the 
superior  dock  facilities  afforded  abroad  ? — Yes,  they 
are  cheaper.  We  have  got  the  entrepot  trade  here; 
the  market  has  been  better  here  than  it  has  been 
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abroad.  Probably  the  major  part  of  the  goods  which 
come  here  stops  here.  A cargo  of  mahogany  comes 
here  and  the  major  part  of  it  will  probably  be  lei t 
here  and  the  remainder  will  go  abroad.  Germany 
rather  dropped  out  because  they  did  not  consume 
very  much  themselves.  On  the  whole  I agree 
that  I think  facilities  are  certainly  cheaper  in  Potter- 
dam  and  Hamburg  than  in  this  country. 

7460.  Would  you  consider  the  taxation  an 
important  element? — Taxation  frightens  the  foreign 
sellers.  They  do  not  know  what  they  have  got  to 
pay.  If  you  tell  a man  he  is  going  to  pay  5 per  cent, 
on  everything,  he  knows  what  he  will  have  to  pay, 
but;  when  you  say:  “ There  is  an  unknown  tax;  we 
will  tell  you  later  when  you  have  been  assessed,”  it 
frightens  people ; they  do  not  know  what  it  means 
at  all. 

7461.  It  seems,  from  what  one  hears,  that  a great 
deal  of  importance  is  attached  to  it? — I agree  the 
tendency  is  for  the  entrepot  trade  to  go  abroad,  and 
if  you  commence  to  tax  foreign  shippers  here  it  will 
go  abroad  at  once.  The  position  is  bad  already. 

7462.  It  is  the  last  straw? — Yes.  ( Paragraphs  25 
and  26  read.)  I would  like  to  say  that  I do  not  know 


what  the  commission  earned  by  the  British  com- 
mission houses  amounts  to.  In  the  Board  of  Trade 
return  it  is  put  down  in  the  invisible  exports  as  forty 
million  pounds.  I believe  that  is  a very  low  estimate; 
I do  not  believe  it  is  correct;  I believe  it  is  very 
much  more  than  that.  Then  at  the  end  of  my  paper 
1 give  you  a few  particulars  of  specific  transactions. 
I do  not  know  if  the  Committee  would  like  me  to 
read  them. 

7463.  Chairman : We  shall  be  glad  to  hear  a couple 
of  cases? — (Example  I read.)  That  is  to  say,  if  the 
contract  is  made  in  London,  British  ship  owners  will 
probably  have  to  pay  more  for  their  coal  in 
Australian  waters  if  the  tax  is  added,  which  it 
probably  would  be.  It  seems  extraordinary;  I would 
like  to  draw  your  attention  to  Example  IV.  Assess- 
ments were  received  in  that  case  for  £50,000,  and  the 
business  was  worth  £5,000  or  £10,000  of  commission 
earned  in  this  country  for  40  years.  That  has 
absolutely  been  taken  right  away ; and  I think  in 
every  case  where  assessments  have  been  made,  unless 
there  has  been  some  unknown  reason,  the  busi- 
ness has  left  the  country.  I submit  it  is  very  serious. 

Chairman:  Thank  you. 


Evidexce-in-chief  handed  in  by  Mr.  Barrett. 


Witness  will  state : — 

1.  I am  Managing  Director  of  J.  & E.  Atkinson, 
Limited,  Perfumery  and  Toilet  Soap  Manufacturers, 
of  Eonia  Works,  Southwark  Park  Road,  Bermondsey, 
S.E.  16.  My  Company  have  various  branches  in 
London  and  also  in  Paris.  I am  the  immediate  Past 
Chairman  of  the  Perfumery  Manufacturers’  Section 
of  the  London  Chamber  of  Commerce  (Incorporated) 
which  comprises  all  the  principal  manufacturers  of 
British  spirituous  perfumery. 

The  Effect  of  the  Incidence  of  the  Excise  Duty  on 
Spirit. 

2.  The  British  perfumery  industry  desire  to  direct 
your  attention  to  the  very  prejudicial  effect  upon  tlieir 
industry  of  the  existing  high  excise  duty  on  spirit 
used  in  the  manufacture  of  their  products. 

The  perfumery  trade  is  even  more  highly  taxed  than 
the  potable  spirit  trade  for  the  reason  that  potable 
spirits  are  placed  on  the  market  at  about  30  degrees 
under  proof,  and  therefore  in  effect  bear  a duty 
equivalent  to  about  51s.  per  gallon.  Eau  de  Cologne 
is  about  60  degrees  over  proof,  and  therefore  in  com- 
parison bears  a duty  of  nearly  £6.  The  effect  of  this 
on  the  perfumery  trade  is  staggering,  and  to  illustrate 
this  it  may  be  mentioned . that  five  times  as  much 
capital  is  now  required  as  compared  with  pre-war 
days. 

3.  The  point  may  be  urged  against  the  trade  that 
the  danger  of  using  perfumes  for  potable  purposes  is 
too  great.  Perfumery  manufacturers  are  convinced 
that,  firstly,  there  is  no  greater  risk  than  with  medi- 
cines; secondly,  that ’the  price,  even  with  duty  at  the 
pre-war  figure,  would  always  be  higher  than  the  usual 
potable  spirits;  and,  thirdly,  that  in  America,  not- 
withstanding prohibition,  the  components  are 
regarded  as  a sufficient  denaturant,  and  spirits  are 
supplied  for  perfumes  quite  freely. 

4.  The  British  perfumery  industry  have  urged 
continuously  since  1921,  that  a rebate  should  be 
granted  on  alcohol  used  in  the  manufacture  of  per- 
fumery and  toilet  preparations  equal  to  that  which  is 
to-day  conceded  to  the  manufacturer  of  drugs,  viz., 
59s.  3d.  per  proof  gallon,  subject,  of  course,  to  all  the 
safeguards  and  guarantees  which  His  Majesty’s 
Customs  would  require. 


The  position  of  the  perfumer  as  compared  with  the 
druggist  may  be  seen  from  the  following  table:  — 


Manufacturing 

Manufacturing 

druggists  per 

perfumers  per 

proof  gallon. 

proof  gallon. 

s.  d. 

s.  d. 

1902  to  1910 

...  11  0 

11  0 

1910  to  1915 

...  14  9 

14  9 

1916  to  1917 

...  14  9 

16  3 

1918  to  1919 

...  14  9 

31  6 

1919  to  1920 

...  14  9 

51  0 

1920  to  1921 

...  14  9 

74  0 

5,  The  circumstances  which  place 

French  uiamt- 

facturers  of  perfumery  in  an  advantageous  position 
in  competing  with  British  manufacturers  in  this 
market,  and  also  in  markets  abroad,  exist  mainly  in 
consequence  of  French  manufacturers  being  allowed  to 
manufacture  with  duty-free  alcohol,  both  for  home 
and  export  trade.  British  manufacturers  are  forced 
to  use  duty-paid  alcohol  for  their  home  trade. 

Use  of  Duty  Paid  Alcohol  by  British 
Manufacturer  s . 

6.  The  following  is  an  instance  of  the  manner  in 
which  the  use  of  duty  paid  alcohol,  upon  which  an 
excessive  duty  is  imposed,  reacts  on  the  export  pei- 
fumery  trade.  It  is  the  practice  of  many  countries 
(especially  the  United  States  of  America)  to  levy  im- 
port duties  on  the  home  consumption  value  of  the 
goods  imported.  This  practice  also  operates  m 
certain  of  the  British  overseas  Dominions.  In  con- 
sequence of  the  high  duty  paid  by  British  manufac- 
turers the  home  consumption  value  of  their  products 
approximates  100  per  cent,  above  that  of  the  French 
manufacturers.  The  result  is  that  twice  the  amount 
of  duty  has  to  be  paid  by  the  British  manufacturei . 
The  French  manufacturers  also  occupy  an  advan- 
tageous position  over  manufacturers  in  this  coiiiitij 
in  consequence  of  obtaining  spirit  for  manufacturing 
purposes  without  paying  the  duty,  until  the  finisher 
article  of  perfumery  is  withdrawn  from  bond.  In 
other  words  no  duty  is  payable  until  the  prodiic 
leaves  the  manufacturers’  hands  and  this  enali  es 
them  to  store  the  perfume  for  the  purpose  of  maturing 
it,  which  is  a very  important  factor  in  the 
manufacture. 
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It  is  impracticable  to  do  so  in  this  country  as  the 
whole  of  the  duty  has  to  be  paid  when  the  spirit  is 
taken  into  the  manufacturers’  premises.  The  per- 
fumery manufacturers  of  the  United  States  also  carry 
on  their  businesses  under  more  favourable  conditions. 
They  are  permitted  to  utilize  the  normal  ingredients 
of  the  finished  product  as  denaturants  for  their 
alcohol  thus  obtaining  their  spirit  at  approximately 
2s.  per  proof  gallon.  It  would  appear  therefore  that 
the  policy  of  some  countries  is  to  foster  their  per- 
fumery industry,  in  the  first  place  by  the  imposition 
of  a high  tariff  and,  secondly,  the  granting  of  con- 
cessions to  the  home  producer. 

7.  That  this  is  not  a manufacturers’  question  only  is 
sliowfi  by  the  fact  that  the  Perfumery  Section  of 
the  London  Chamber  iX  Commerce  has  received  a 
large  number  of  resolutions  from  Pharmacists’  Asso- 
ciations all  over  the  country  complaining  of  the 
falling  off  in  trade  in  all  articles  in  which  rectified 
spirits  form  the  principal  raw  materal,  which  is  due, 
in  their  opinion  to  the  high  prices  it  is  necessary 
to  charge  owing  to  the  excessive  taxation  in  alcohol. 

Tendency  to  use  a Substitute  fob  Spirit. 

8.  The  high  cost  of  spirit  consequent  upon  the 
excessive  Excise  Duty  is  naturally  an  incentive  to 
use  a substitute  for  spirit.  The  use  of  this  substi- 
tute is  increasing,  due  solely  to  the  very  heavy  duty 


imposed  on  spirit.  The  result  is  that  an  impression 
is  created  in  the  minds  of  the  public  that  British 
perfumery  is  very  much  inferior  in  quality  to  that 
of  French  manufacture. 

Conclusion. 

9.  It  will  be  seen  from  these  considerations  that  the 
British  manufacturers  are  working  under  a very 
grave  handicap.  The  result  to-day  is  a gradual 
decline  of  the  industry  and  of  the  employment  it 
might  afford,  and  it  will  probably  eventuate  in  some- 
thing like  collapse  in  the  near  future  unless  some 
alleviation  is  granted  by  the  Treasury. 

10.  The  losses  in  alcohol  in  process  of  manufacture 
are  considerable,  amounting  on  the  average  to  say  10 
per  cent.  As  far  as  their  home  trade  is  concerned,  all 
these  losses  have  to  be  borne  by  the  British  manu- 
facturer on  duty  paid  alcohol.  Permission  to  manu- 
facture in  bond  for  home  trade  is  the  only  means  of 
avoiding  these  losses  thus  placing  British  manufac- 
turers on  equal  terms  with  their  foreign  competitors. 

11.  Belief  on  the  lines  referred  to  in  paragraph  1 
would  confer  considerable  benefit  upon  the  people 
of  the  country.  Perfumery  products  would  be  brought 
within  the  reach  of  the  whole  community,  and  a con- 
siderable augmentation  of  the  number  of  employees 
engaged  in  the  manufacture  of  British  perfumery 
would  take  place. 


7464.  Chairman : Mr.  Barrett,  what  are  the  points 
you  wish  to  put  before  us?  Will  you  please  read  your 
paper? — (Mr.  Barrett ) : If  you  please.  (Paragraphs 
1 ana,  2 read.) 

7465.  Sir  Charles  Addis : You  mention  that  Eau 
de  Cologne  bears  a duty  of  nearly  £6  per  gallon. 
There  is  a specific  import  duty  on  perfumery  of  £6 
or  thereabout  per  gallon,  is  there  not? — Yes. 

7466.  It  is  the  case,  is  it  not,  that  the  strength  of 
imported  perfumes  is  a good  deal  less  than  of  Eau  de 
Cologne,  is  it  not? — Oh,  no. 

7467.  Is  it  higher? — It  would  be  about  the  same.  I 
am  aware  that  the  Board  of  Customs  produce  some 
statistics  which  would  seem  to  bear  out  your  state- 
ment. 

7468.  That  the  strength  of  imported  perfumes  is  on 
average  considerably  less ; that  is  the  statement,  is  it 
not? — Yes.  WTe  have  not  the  slightest  idea  where 
they  get  those  figures  from,  and  we  do  not  agree  with 
the  statement.  They  evidently  include  some  goods 
that  we  do  not  class  as  first  class  perfumery  at  all. 
They  were  unable  to  explain  how  that  arose.  I may 
say  that  the  Customs  statistics  are  not  at  all  good  in 
our  trade. 

7469.  You  would  say  that  the  strengths  are  about 
equal?— Yes. 

7470.  In  that  case  where  is  the  staggering  blow 
which  you  refer  to,  seeing  that  there  is  an  import 
duty  of  about  £6  a gallon  on  Eau  de  Cologne  and  on 
something  else,  the  strength  of  which  you  say  is  about 
the  same? — One  of  the  staggering  blows  is  the  fact 
that  for  our  home  trade  we  manufacture  with  duty 
paid  spirit.  We  pay  the  duty  before  we  get  the 
spirit.  The  goods  have  to  be  matured  for  a consider- 
able time.  We  have  considerable  manufacturing 
loss,  amounting  in  all  to  something  like  10  per  cent., 
and  on  the  whole  of  that  the  high  duty  has  to  be 
paid.  Now  the  French  and  German  manufacturers 
manufacture  in  bond  with  spirit  that  costs  him  2s.  or 
3s.  a gallon.  I-Ie  sends  the  goods  here,  and  the  duty 
is  not  paid  until  they  are  cleared  from  bond,  quite  a 
short  time  before  he  receives  his  money. 

7471.  That  is  what  you  mean  by  the  staggering 
blow? — Yes.  (Paragraph  3 read.) 

7472.  Can  you  tell  us  what  is  the  average  strength 
of  the  spirit  used  by  manufacturers  and  perfumers  in 
this  country? — About  60  over  proof. 

7473.  Then  what  proportion  roughly  does  the  duty 
bear  to  the  total  charges  which  make  up  the  price  of 
the  manufactured  article? — I am  afraid  I have  not 


got  that  figure  here.  The  duty  is  £6  a gallon.  In  a 
fancy  trade,  such  as  the  perfumery  trade,  it  depends 
entirely  on  the  amount  of  money  which  is  expended 
on  the  packing,  which  may  be  very  small  in  some 
cases  and  very  high  in  others ; so  it  is  almost 
impossible  to  generalise  on  that. 

7474.  In  that  case  the  proportion  of  duty  on  the 
spirits  would  be  relatively  small  where  the  packing 
charge  is  large? — Where  the  packing  charge  is  large, 
the  proportion  borne  by  the  duty  would  naturally  be 
small.  In  the  case  of  an  article  like  Eau  de  Cologne 
the  packing  charge,  of  course,  is  small,  and  con- 
sequently the  charge  to  be  put  down  to  duty  is 
relatively  high.  I might  say,  to  give  you  some  idea, 
that  before  the  War  the  price  of  a 4 oz.  bottle  of 
Eau  de  Cologne  was  2s.,  and  to-day  one  may  say  that 
it  is  8s.  ; it  is  nearly  all  duty  that  has  done  that. 

7475.  That  is  to  say,  your  price  is  multiplied  by 
four? — Yes.  The  figures  are  given  a little  lower 
down.  You  will  see  a comparison  of  the  duty. 
(Paragraph  4 read.)  It  is  suggested  that  the  spirit 
should  be  supplied  to  the  perfumery  industry  on  the 
same  terms  as  to  the  druggists.  The  machinery  exists ; 
it  is  simply  a matter  of  writing  a few  words  on  a 
piece  of  paper  to  carry  it  out.  (Paragraph  5 and 
paragraph  6 down  to  the  words : “ The  result  is  that 
twice  the  amount  of  duty  . has  to  be  paid  by  the 
British  manufacturer  ” read.)  That  means  that  you 
do  not  get  the  advantage  of  having  them  produced  in 
bond  for  export  to  the  American  market ; that  is  to 
say,  if  we  export  to  America  in  the  first  place  we 
charge  our  export  price,  and  we  then  have  to  declare 
our  home  trade  price  and  the  duty  is  levied  on  that, 
and  the  British  home  trade  price  being  so  enormously 
higher  than  the  French  home  trade  price,  it  has  to 
bear  a very  much  higher  duty,  nearly  double. 

7476.  You  speak  of  the  possible  collapse  of  the  per- 
fumery trade  in  the  near  future.  How  do  you  recon- 
cile that  with  the  considerable  increase  in  exports 
year  by  year? — Y’ou  are  referring,  I take  it,  to  the 
figures,  which  I have  here,  of  the  net  yield  of  Customs 
Duty.  I do  not  understand  those  figures. 

7477.  I do  not  know  that  you  have  these.  These 
are  official  figures  of  exports;  33,000  gallons  in  1921, 
-12,000  gallons  in  1922,  53,000  gallons  in  1923,  and 
55,000  gallons  in  1924.  Have  you  those  figures  before 
you? — No,  1 have  not  those.  I have  the  net  yield  of 
Customs  Duty,  which  roughly  comes  to  the  same 
thing. 
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7478.  It  does  appear  to  be  the  fact  that  the  export 
trade  is  increasing? — I am  afraid  I could  not  accept 
those  figures  without  further  evidence. 

7479.  Perhaps  you  would  look  into  those? — We  have 
endeavoured  to  look  into  these  figures  which  have  been 
furnished  us  on  several  occasions,  and  we  have  never 
been  able  to  arrive  at  a satisfactory  conclusion.  I 
do  not  know  what  is  classed  as  perfumery.  I have 
two  columns  here : net  yield  of  Customs  Duty.  This 
is  from  a reply  by  the  Chancellor.  They  are  absolutely 
unintelligible  to  anybody  in  the  trade.  He  has  got 
two  columns  to  start  with:  No.  1,  perfume  spirits, 
and  No.  2,  perfumery  containing  spirits.  I do  not 
know  what  that  means ; nobody  can  tell  me  what  it 
means.  There  is  no  difference.  One  goes  up  and  the 
other  goes  down.  I may  say  that  we  have  complained 
to  the  Board  of  Customs  on  several  occasions  that 
the  statistics  which  they  have  are  very  meagre  and 
very  unreliable ; and  they  have  in  a quite  friendly 
manner  quite  frankly  admitted  that  that  is  so,  and 
they  have  then  stated  that  they  cannot  get  any  better 
statistics,  because  the  Treasury  will  not  give  them  the 
money  to  get  them  with. 

7480.  I will  not  pursue  that.  It  is  the  case,  I sup- 
pose, that  the  luxury  trades  in  this  country  generally 
have  not  been  doing  well  of  late  years ; they  have 
had  a bad  time? — I am  afraid  I can  only  speak  for 
my  own  trade.  I am  not  here  to  discuss  trade  gener- 
ally or  even  only  luxury  trade.  I have  only  actual 
knowledge  of  my  own  trade. 

7481.  You  would  rather  not  give  an  opinion  as  to 
the  general  trade  position? — No. 

7482.  Do  you  consider  that  as  strong  a'  case  could 
be  made  out  for  a rebate  in  the  case  of  spirit  used 
for  perfumery  as  in  the  case  of  spirit  used  in 
necessary  drugs? — Perhaps  not  quite  such  a strong 
case.  Of  course  one  knows  exactly  why  the  rebate 
was  given  to  the  druggist.  The  rebate  was  given  to 
the  druggist  for  this  reason.  The  Health  Insurance 
was  introduced  with  certain  fixed  charges  for  di’ugs, 
and  that  point,  I believe,  entirely  escaped  the  Chan- 
cellor when  he  increased  the  duty  on  spirits.  It  was 
then  brought  to  his  notice  that  the  Health  Insurance 
Act  could  not  be  conducted  if  the  duty  on  spirit  was 
on  the  higher  scale  that  he  had  introduced,  and  he 
therefore  immediately  produced  a rebate  for  the  drug- 
gist in  order  to  allow  the  Health  Insurance  to  go  on. 

7483.  I only  wanted  to  get  your  opinion  as  to 
whether  there  should  be  some  differentiation  between 
the  tax  on  spirit  used  for  necessary  drugs  and  on 
spirit  used  for  making  perfumes,  or  whether  you 
think  they  ought  to  be  on  the  same  basis? — I think 
they  ought  to  be  on  the  same  basis. 

7484.  Professor  Hall : And  it  is  an  accident  that 
they  are  not  on  the  same  basis? — Quite. 


7485.  Chairman : But  is  it  quite  an  accident.  Is 
not  one  a luxury  and  the  other  a necessary? — The 
reason  I have  given  was  the  real  reason. 

7486.  I was  wondering  whether  you  would  agree 
that  there  was  a difference? — I think  that  is  probably 
the  reason  why  the  difference  exists  to-day,  or  at  any 
rate  one  of  the  reasons.  Of  course  outsiders  generally 
regard  the  whole  of  the  perfumery  trade  as  the  pro- 
duction of  a useless  luxury,  which  is  generally  con- 
sumed by  a lot  of  idle  persons  who  had  better  not  buy 
it.  That  is  the  general  impression  that  we  find  our- 
selves . encountering  when  we  make  these  petitions. 
But  that  is  not  quite  so.  The  bulk  of  the  perfumery 
trade  consists  in  selling  what  I should  like  to  describe 
as  some  of  the  minor  amenities  of  life;  say,  Eau  de 
Cologne,  lavender  water,  hair  washes,  and  that’ sort 
of  thing,  which  a very  large  proportion  of  the  popula- 
tion use;  and  that  trade  has  been  seriously  crippled 
and  diminished. 

7487.  Sir  Charles  Addas:  Just  one  point  more  with 
regard  to  the  state  of  your  trade.  Not  only  have  the 
exports  been  increasing  but  apparently  the  imports 
from  Prance,  for  example,  have  been  decreasing.  It 
is  difficult  for  me  to  reconcile  the  two  with  the  danger 
of  collapse  that  you  speak  about  or  the  staggering 
blows  inflicted? — I do  not  admit  for  a moment  that 
the  imports  from  Prance  have  been  decreasing. 

7488.  The  official  figures  are : In  1914,  11,000 

gallons;  in  1918,  6,000  gallons;  in  1922,  5,000  gallons; 
in  1923,  5,000  gallons;  in  1924,  7,000  gallons.  It  has 
decreased  from  pre-war  figures  by  roughly  4,000 
gallons? — It  is  common  knowledge  that  the  import  of 
French  perfumery  into  this  country  to-day  is 
immensely  larger  than  it  was  in  1913. 

7489.  Professor  Hall:  That  is  an  impression? — I 

say  it  is  more  than  that;  it  is  common  knowledge. 

7490.  Sir  Charles  Addis : Can  you  give  us  any 
figures? — No,  I am  afraid  I cannot. 

7491.  You  see,  it  is  very  difficult  for  us,  with  the 
official  figures  put  before  us,  to  accept  a different 
impression  ? — I quite  see  that. 

7492.  I hope  you  will  not  think  I am  putting  that 
by  way  of  cross-examination? — Not  at  all.  I regard 
those  meagre  and  deficient  statistics  in  this  trade  that 
the  Customs  have,  as  being  very  serious  for  us;  in 
fact  I think  we  are  already  arranging  for  a special 
deputation  to  the  Board  of  Customs  in  order  to  tell 
them  seriously,  as  a foundation  for  all  our  further 
applications  and  statements  of  our  case,  that  we 
cannot  go  on  any  longer  until  we  have  actual  figures. 

7493.  Chairman  : Is  there  anything  else  you  wish  tn 
say? — I do  not  think  there  is  anything  else. 

Chairman:  Thank  you  for  your  evidence,  Mr. 

Barrett. 


( The  Witnesses  withdrew.) 


Lieut. -Colonel  W.  Rigby,  D.S.O.,  called  and  examined. 
Evidence-in-chiee  handed  in  by  Lt.-Col.  Rigby. 


I am  in  receipt  of  your  letter  of  January  12th, 
1925,  and  as  you  are  aware  of  the  Capital  and 
Increased  Capital  Tax  in  Czechoslovakia,  will 
simply  give  details  of  the  operation  of  those  taxes. 

1.  Firstly:  The  Capital  Tax  and  Increased  Capital 
Tax  cannot  be  treated  alone  but  must  be  considered  in 
conjunction  with  the  “ Boden  Reform  (Land  Reform) 
Laws  ” passed  in  November,  1918,  and  April,  1919, 
which  confiscate  all  land  in  excess  of  150  Hectares 
(Approx.  375  'acres)  together  with  buildings,  land 
industries  (such  as  sugar  factories,  distilleries, 
breweries,  saw  mills,  etc.,  etc.,  etc.).  The  object  of 
all  these  laws  is  punitive  and  intended  to  deprive  the 
landlords  (mostly  Austrian)  of  the  whole  of  their 
property  in  land  or  money. 

2.  Method  of  procedure. — On  the  Capital  Tax  Law 
coming  into  force  every  inhabitant  of  the  country  had 
to  state  the  amount  of  his  total  possessions  in  (a.) 


land;  (b)  money;  (c)  investments.  The  total  of  this 
amount  was  taken  at  pre-war  value  and  multiplied 
by  a variable  figure  from  5 to  10  and  a.  varying 
amount  up  to  50  per  cent,  charged  as  Capital  Tax. 
The  original  pre-war  figure  was  then  taken  and 
deducted  from  the  assessed  value,  the  difference  being 
“ Increased  Capital,” , which  was  further  assessed  at 
approx.  30  per  cent,  for  tax,  so  that,  say  the  pre- 
war unit  was  1,  the  value  is  assessed  at  10 — tax  oU 
per  cent.  =5,  deduct  1 from  10  leaves  9,  30  per  cent, 
tax =3,  total  tax  8.  Now  we  have  the  catch  of  the 
whole  thing.  The  Government  having  assessed  the 
tax  at  8,  promptly  confiscates  the  land  and  buildings 
and  pays  pre-war  rates,  viz.  : 1,  so  that  the  unfoi- 
tunate  owner  has  lost  all  his  property  and  owes 
7 times  the  pre-war  value  of  his  property. 

3.  That  is  the  matter  in  so  far  as  land  is  concerned, 
the  land  is  in  theory  divided  up  amongst  the 
peasants. 
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Where  land  is  given  to  peasants  they  pay  10  times 
the  price  received  by  the  late  possessor,  to  the 
Government,  and  as  they  have  no  stock,  seed  nor 
implements,  and  a very  little  knowledge  of  crops 
(having  worked  as  labourers  only),  they  cultivate  very 
little  and  the  land  goes  out  of  cultivation. 

4.  In  the  case  of  factories  many  bankruptcies  have 
occurred,  but  the  German  or  Austrian  owners  have  in 
many  cases  succeeded  in  leaving  their  properties  in 
the  hands  of  the  banks.  The  Czechs  were  only  too 
anxious  to  try  and  get  the  Austro-German  element 
out  of  the  country  and  these  people  took  advantage 
of  this  to  obtain  overdrafts  on  their  factories  or 
mortgages,  and,  under  plea  of  buying  raw  material, 
removed  all  the  money  out  of  the  country,  following 
it  up  by  leaving  with  their  books  and  commencing 
opposition  factories  in  Austria,  Hungary  or  Germany. 

The  banks  in  the  meantime  are  left  with  empty 
factories  and  must  continue  them  at  a loss  or  add 
to  the  number  of  unemployed.  The  Government 
meanwhile  seized  the  factories  for  Capital  Tax,  only 
to  be  told  that  the  banks  must  close  their  doors, 
so  that  in  addition  to  losing  the  Capital  Tax  the 
Government  were  faced  with  the  possibility  of  a finan- 
oal  crisis.  Of  course  they  had  to  climb  down,  but  it 
was  actually  proposed  that  5 per  cent,  should  be 
deducted  from  all  credit  accounts  in  other  banks 
to  reimburse  banks  who  lost  money. 

5.  I have  forgotten  to  mention  that  at  the  time  of 
the  commencement  of  the  Republic  50  per  cent,  of 


all  money  in  the  banks  was  confiscated  to  improve  the 
exchange  and  the  most  stringent  rules  made  about 
the  transfer  of  money.  Transfers  of  money  can  only 
take  place  on  application  to  the  Government  and  no 
money  is  permitted  to  be  removed  from  the  country 
unless  in  purchase  of  goods. 

I do  not  think  the  manner  of  collecting  the  taxes 
and  the  impossibility  of  obtaining  any  refund  of 
overpaid  taxes  -would  be  relevant,  but  the  fact  that 
all  taxes  must  be  paid  in  advance  and  that  10  per 
cent,  interest  is  charged  on  all  due  taxes  might. 

6.  Turnover.  Tax. — With  further  reference  to  the 
Turnover  Tax  which  is  now  advocated  by  Lord  Lever- 
hulme,  I can  also  give  evidence  in  the  matter  as  this 
very  tax  of  2 per  cent,  on  all  transactions  is  one  of 
the  causes  of  the  present  dear  living  in  Czecho- 
slovakia. 

For  instance  a farmer  sells  a fat  beast  to  the 
butcher,  who  has  to  pay  2 per  cent,  turnover  tax  in 
addition  to  other  taxes  and  fees ; he  in  his  turn 
sells  the  skin  to  the  tanner,  again  2 per  cent;  the 
tanner  tans  the  skin  and  sells  it  to  the  wholesale 
bootmaker,  again  2 per  cent.  Boots  are  made  and 
sold  wholesale,  again  2 per  cent;  the  wholesaler  sells 
ro  the  retailer,  again  2 per  cent.,  and  the  eventual 
purchaser  again  pays  2 per  cent.,  so  that  the  actual 
extra  charges  amount  to  approx.  50  per  cent,  on  the 
original  cost  of  the  hide  and  about  16  per  cent,  on 
the  cost  of  the  boots. 


7494.  Chairman:  We  have  your  paper  before  us; 
perhaps  you  would  kindly  tell  the  Committee  the 
number  of  years’  experience  you  have  had  in  Czecho- 
slovakia and  then  amplify  the  points  in  your  paper  ? 
— I have  had  four  and  a-half  years  in  Czecho- 
slovakia. I was  administering  a very  large  estate 
out  there  of  35,000  acres.  To  start  with,  the  Govern- 
ment confiscated  all  property  over  150  hectares,  on 
the  Declaration  of  Independence. 

7495.  Sir  Charles  Addis : What  date  was  that? — 
That  was  28th  October,  1918.  In  1919  they  brought 
in  a Capital  Tax  Law  and  imposed  a Capital  Tax  on 
the  property  which  they  had  already  confiscated. 


7496.  Chairman:  After  they  had  taken  it? — They 
had  not  actually  taken  it  away  from  the  owners. 
They  left  the  owners  in  residence,  and  until  such  time 
as  the  Government  required  the  property,  -the  owner, 
could  put  someone  into  it  and  was  allowed  to  remain 
on  -the  place  and  to  obtain  the  usufruct  of  whatever 
was  obtained  from  the  place.  The  Government  im- 
posed a Capital  Tax  in  1919  and  1920.  In  1919  the 
Capital  Tax  was  imposed,  (afterwards  there  were 
extra  laws  made  in  1920),  part  of  which  was  a Capital 
Tax  varying  up  to  50  per  cent,  on  a value  of  50 
million  Czech  crowns  capital.  The  tax  rose  to  50 
per  cent,  of  the  value ; it  went  in  a ratio  varying 
according  to  the  value  of  the  property.  Actually 
the  pre-war  value  of  the  property  was  taken  and 
multiplied  by  a figure  varying  from  5 to  10  to  reach 
an  estimated  post-war  value.  From  this  post-war 
value  they  then  assessed  a varying  figure  up  to  50 
per.  cent.,  as  Capital  Tax.  In  addition  they  deducted 
the  original  figure,  i.e.  the  pre-war  value,  which  we 
will  say  was  1,  from  the  post-war  figure,  say  10,  leaving 
9,  which  represented  the  increased  profit  made  by  the 
fall  in  the  exchange,  and  they  demanded  up  to  30  per 
cent,  of  that  increase  as  an  Increased  Capital  Tax. 
So  that,  actually  speaking,  some  people  were  mulcted 
in  the  amount  of  about  eight-tenths  of  the  post-war 
value  of  their  property . 


7497.  Sir  Charles  Addis : Can  you  say  what  the 
depreciation  of  the  currency  was  at  that  time  P 
What  was  the  real  difference? — The  Czech  crown  was 
at  that  time  about  75  to  the  £.  The  pre-war  value 
was  22  Austrian  crowns.  Of  course,  the  Czech  crown 
never  I ud  any  value,  because  it  did  not  exist.  It 
actual!;  was  about  75;  it  is  now  about  164. 


7498.  So  that,  roughly  speaking,  it  was  multiplied 
by  three? — Yes.  Then  by  the  time  they  had  made 
the  assessment  for  Capital  Tax,  the  cr-own  had  fallen 
to  380,  and  they  multiplied  it  by  10.  They  multiplied 
it  by  a variable  amount,  according  to  the  fall  of  the 
exchange. 

7499.  I am  not  quite  clear  what  the  real  value  was 
at  the  time  the  tax  was  imposed? — The  particular 
estate  that  I was  administering  was  valued  pre-war 
at  10  million  crowns.  The  Czechs  valued  it,  for  the 
purpose  of  the  Capital  Tax,  at  49  million  odd  crowns; 
they  gave  us  the  advantage  of  a few  crowns  so  that 
we  should  not  have  to  pay  50  per  cent. 

7500.  Sir  Arthur  Half  our : Was  that  at  the  time 
when  the  crown  was  at  380  ? — It  was  valued  at  the 
time  when  the  crown  was  at  380.  For  the  purposes 
of  valuation  the  crown  was  fixed  at  72,  so  that 
actually  speaking  the  property  was  valued  at 
£700,000  at  72. 

7501.  Chairman:  How  do  they  collect  that  tax? — 
The  tax  is  assessed  and  it  is  collected  principally  by 
confiscation  of  the  property.  As  they  require  the 
property  to  divide  up  amongst  the  peasants  and 
various  other  people,  they  take  portions  of  the  pro- 
perty and  they  give  credit  for  it  on  pre-war  valuation, 
leaving  the  owner  owing  them  a large  amount  for 
Capital  Tax.  In  practice  they  reduce  the  Capital 
Tax  on  the  land  that  they  have  already  taken  down 
to  the  value  of  what  they  have  taken.  If  they  pay 
you  less  than  the  Capital  Tax  valuation,  they  demand 
less  Capital  Tax  from  you. 

7502.  "W  ould  you  work  it  out  for  us.  Supposing 
there  was  an  estate  worth  £5,000  pre-war,  how  would 
that  be  classified  ?_ An  estate  valued  at  £5,000  pre- 
war would  be  assessed  at  anything  from  £50,000  down- 
wards. 

7503.  Sir  Arthur  Balfour : According  to  the 

arrangement  which  you  could  make? Yes. 

7504.  Chairman:  Let  us  assume  £50,000? From 

that  £50,000  they  would  want  about  £15,000  Capital 
Tax;  that  is  a little  over  one-third. 

7505.  How  would  they  collect  that  £15,000? That 

Capital  Tax  would  be  collected  by  the  taking  of  land, 
buildings,  or  houses,  breweries,  distilleries,  saw-mills, 
or  anything  you  may  have  on  your  property,  to  that 
pre-war  value.  They  did  take  these  various  industries 
or  buildings  which  were  on  the  land. 
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7506.  And  sell  them  to  the  peasants? — Sell  them  to 
the  peasants,  or  they  would  float  companies.  What 
usually  happened  was  that  they  floated  companies  of 
which  the  Government  took  12  per  cent.  The  Govern- 
ment took  the  property,  floated  a company  and  took 
12  per  cent,  from  the  company. 

7507.  Sir  Arthur  Half  our-.  What  happened  after- 
wards to  the  companies? — The  companies  were  in  the 
hands  of  peasants  and  people  like  that,  who  subscribed. 

7508.  What  has  been  the  result? — Tli9  result  has 
been  a.  fiasco.  There  have  been  no  profits  shown. 
What  usually  happened  was  this.  In  the  case  of 
German  industries,  which  had  woollen  manufactories 
and  leather  manufactories  and  machine  works  and  so 
on,  they  obtained  an  advance  of  money  from  the  bank. 
The  Czech  Government  were  very  nationalistic  and 
they  wished  to  get  rid  of  all  the  German  and  Austrian 
elements  out  of  the  country.  The  banks  were  only 
too  anxious  to  mortgage  these  properties,  thinking 
they  could  foreclose  on  them.  They  advanced  money 
to  the  German  and  Austrian  nationals  who  owned 
these  properties.  Under  the  pretence  of  buying  raw 
material  outside,  the  money  was  got  out  of  the  country 
and  then  the  merchants  retired  with  their  books  and 
started  opposition  works  in  Germany,  Austria  and 
Hungary.  The  result  is  that  the  industries  have 
stopped  and  the  people  in  those  industries  have  be- 
come unemployed  and  the  Government  have  to  pay  out 
money  to  find  employment  for  the  people.  The  Gov- 
ernment tried  to  take  the  factories  from  the  owners, 
but  the  banks  stepped  in  and  said : “No,  you  cannot 
do  that;  we  have  a first  mortgage  on  this  property.” 
The  Government  said:  “We  do  not  mind  that;  we 
are  going  to  take  them.”  The  bankers  said:  “ All 
right,  then  we  will  go  smash ;”  and  the  result  was  that 
there  was  financial  chaos  in  the  country. 

7509.  Sir  Arthur  Balfour-.  The  Germans  and  the 
Austrians  were  the  only  people  who  got  away  with 
their  money,  really? — Yes. 

7510.  Sir  Alan  Anderson : What  the  Government  set 
out  to  do  was  to  take  payment  in  kind,  really? — What 
they  set  out  to  do  was  to  take  payment  in  cash. 

7511.  I think  you  said  if  you  had  a place,  they  put 
a tax  of  one-third  on  to  that  and  they  would  take 
one-third  of  the  land? — Only  because  they  could  not 
get  the  cash ; but  the  point  of  the  thing  was  that  the 
land  had  previously  been  confiscated  and  then  they 
tried  to  get  the  tax,  which  they  said  was  a tax  on  the 
profit  made  in  the  War,  then  they  enhanced  that 
because  of  the  decreased  value  of  the  crown  ; and  not 
being  able  to  get  the  cash,  they  took  the  property. 
Had  they  been  able  to  get  the  cash,  they  would  still 
have  taken  the  property  and  paid  you  the  pre-war 
value. 

7512.  Chairman:  Did  they  confiscate  the  whole  of 
your  property? — They  confiscated  the  whole  of  the 
property,  35,000  acres. 

7513.  Sir  Charles  Addis : Did  they  actually  enter 
into  possession? — Yes. 

7514.  Chairman : I thought  they  only  took  one- 
third  of  that  35,000  acres? — According  to  their  laws, 
the  whole  of  the  land  is  confiscated  with  the  exception 
of  the  150  hectares  which  may  be  agricultural  or  it 
may  include  everything  according  to  the  whim  of 
the  Land  Department. 

7515.  But  did  you  not  have  possession  given  you  of 
the  35,000  acres? — No. 

7516.  It  was  confiscation  of  the  whole  of  your  land  ? 
— It  was  confiscation  of  the  whole  of  your  land  and 
your  capital. 

7517.  Sir  Arthur  Balfour:  What  is  the  net  result 
to-day  in  Czecho-Slovakia  ? — The  net  result,  as  far  as 
we  are  concerned,  is  that  the  whole  of  our  property 
has  been  confiscated  and  we  have  received  nothing  by 
way  of  compensation. 

7518.  Chairman:  Have  they  not  acknowledged  any 
liability  at  all? — They  have  acknowledged  no 
liability. 

7519.  Mrs.  Wootton:  Is  this  complete  confiscation 
due  to  the  fact  that  your  property  was  in  land?  Did 
it  arise  solely  from  the  Capital  Tax  or  did  it  arise 
from  land  reform? — It  arose  in  two  ways.  It  arose 


principally  from  land  reform,  but  this  particular 
property  was  an  industrial  undertaking.  It  con- 
sisted of  a sugar  factory,  distillery,  brewery,  saw 
mills,  brick  kilns,  and  so  on.  It  was  absolutely  self- 
contained.  There  were  25,000  acres  of  forest,  and 
10,000  of  agricultural  land.  There  rvere  3,000  people 
employed  on  the  place;  and  a lot  of  intellectuals — 
people  with  university  degrees  in  forestry  and  agri- 
culture were  employed  there.  Generally  on  all  estates 
in  the  country  those  people  are  now  being  turned  oil 
and  the  properties  run  by  peasants  who  have  never 
had  any  experience  in  farming  or  in  forestry;  the 
consequence  is  that  the  forests,  being  divided  up  into 
small  portions  amongst  the  villages,  are  being  simply 
hacked  down  and  the  natural  consequence  will  soon 
be  a shortage  of  timber. 

7520.  The  whole  thing  is  confiscated  including  all 
the  plant? — Yes. 

7521.  How  does  that  work  in  with  the  calculations 
in  paragraph  2,  of  your  paper.  You  say  a varying 
amount  up  to  50  per  cent,  was  charged  as  Capital 
Tax,  and  then  a further  30  per  cent,  was  levied  on 
the  increased  value.  I do  not  see  how  that  is  equiva- 
lent to  100  per  cent.  ? — If  you  had  a property  valued 
at  £100  pre-war  they  value  it  now  at  £1,000.  They 
take  £500  in  Capital  Tax  and  £300  in  Increased 
Capital  Tax.  That  is  £800.  They  then  take  your 
land  and  they  give  you  £100.  The  result  is  that  you 
are  £700  deficient  on  a property  which  started  at  a 
pre-war  value  of  £100. 

7522.  I presume  that  prices  have  gone  up  in 
Czecho-Slovakia? — Prices  have  not  gone  up  in 
Czecho-Slovakia,  for  the  simple  reason  that  no  dealing 
was  allowed  in  land,  and  therefore  there  could  be  no 
increase  in  value. 

7523.  What  about  the  price  of  land;  was  that 
at  pre-war  level  ? — The  general  price  of  land 
previous  to  the  War  was  about  50  hellers — shall  we 
say  about  5d.? — per  quadrate  metre;  that  is  about  a 
square  yard;  but  that  was  the  price  of  agricultural 
land.  The  best  land  you  could  get  was  50  hellers. 
The  Government  confiscated  building  land  in  the 
middle  of  villages  and  towns  and  for  that  building 
land  they  paid  out  sometimes  as  little  as  10  hellers 
per  quadrate  metre,  and  that  at  the  depreciated 
currency  so  that  what  was  worth  5d.  pre-war  w'as 
credited  at  fd.,  that  was  land  which  in  this  country 
would  be  worth  £200  or  £300  an  acre.  We  got  some- 
thing like  £5  an  acre  for  it — at  least  we  did  not  get 
that;  that  amount  was  credited  to  the  Capital  Tax 
which  we  bad  to  pay.  So  the  result  of  the  whole 
thing  ivas  that  when  you  had  paid  your  Capital  Tax 
and  they  had  taken  the  whole  of  your  land  you  were 
in  a state  of  minus,  because  you  had  nothing. 

7524.  Sir  Arthur  Balfour:  And  in  effect  the  owner 
of  this  property  has  nothing  to  show  for  that  35,000 
acres? — He  has  nothing. 

7525.  Sir  Alan  Anderson:  He  has  a liability  still? 
— He  has  a liability,  of  course,  to  the  tax. 

7526.  Sir  Arthur  Balfour : He  has  a liability  which 
they  cannot  collect? — Which  they  cannot  collect,  of 
course. 

7527.  I presume  that  has  absolutely  killed  any 

desire  of  foreigners  to  invest  any  money  in  Czecho- 
slovakia?— Naturally.  The  only  people  who  have 

invested  money  in  Czecho-Slovakia  are  people  who 
invested  in  the  Skoda  works,  and  that  sort  of  thing, 
which  are  guaranteed  in  England  or  America. 

7528.  Mrs.  Wootton:  Does  it  boil  down  to  this. 
Leaving  the  land  out  on  one  side,  if  you  take  the 
value  of  the  plant  and  so  on,  they  would  take  the 
pre-war  value  and  multiply  it  by  a certain  figure 
which  you  say  varied  from  5 to  10? — Yes. 

7529.  The  existing  value  of  that  plant  at  that  date 
was  much  less  than  five  to  ten  times  the  pre-war 
value? — The  existing  value  was  non-existent  because 
there  was  no  market  for  it;  you  could  not  sell  it; 
you  were  not  permitted  to  sell  land ; you  were  no 
permitted  to  dispose  of  anything  in  the  country.  Ton 
were  not  permitted  to  remove  money  from  the 
country ; you  could  not  draw'  your  money  from  the 
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bank ; your  money  was  detained  in  the  bank  and  held 
up  and  you  could  not  get  it. 

7530.  Sir  Arthur  Balfour-.  But  that  did  not  apply 
only  to  the  land;  that  applied  to  everything? — 
Exactly,  to  everything. 

7531.  Mrs.  Wootton : Did  the  Capital  Tax  have 

relation  to  your  business  and  other  businesses  as  a 
going  concern? — Actually  it  did  not,  because  our 
business,  as  far  as  that  was  concerned,  were  seques- 
trated by  the  Austrians  during  the  War,  and  the 
Austrians  had  it  until  such  time  as  the  Czechs  took  it 
away  from  them.  The  Czechs  took  it  away  from  them 
and  gave  the  Austrians  no  receipt  for  it,  anti  the 
Czechs  then  remained  in  possession  of  it,  and  we 
could  not  get  it  back. 

7532.  It  seems  that  the  origin  of  your  difficulties 
was  a good  deal  earlier  than  the  Capital  Tax? — Of 
course  it  was. 

7533.  If  your  property  was  already  valueless  before 
the  tax  that  is  a different  matter? — The  property 
was  valued  at  the  pre-war  valuation. 

7534.  I understood  you  to  say  that  the  property, 
even  before  the  imposition  of  the  tax,  was  very  low 
owing  to  the  machinations  of  the  Austrians  and  the 
Czechs?— No,  I did  not  say  so.  As  a matter  of  fact 
we  are  making  a claim  against  Austria  now  for  one 
million  £ sterling  for  possession  of  the  property  which 
they  did  not  return  to  us,  as  required  under  Article 
249  of  the  Peace  Treaty. 

7535.  If  there  were  no  confiscation  would  your 
objections  still  apply  to  the  Capital  Tax? — If  there 
was  no  confiscation  of  the  land  it  is  possible  that  one 
might  be  able  to  do  something,  1 think,  but  even  so 
the  total  amount  of  Capital  Tax  that  they  require  on 
the  estate  would  work  out  to  £250,000  on  a presumable 
value  of  £500,000. 

7536.  Sir  Arthur  Balfour-.  I understand  the  reason 
they  had  to  have  a Capital  Tax  was  because  they  did 
not  tax  themselves  during  the  War  at  all.  The 
Capital  Tax  and  the  taxes  paid  during  the  War,  put 
together,  do  not  equal  our  direct  taxation  in  this 
country? — Of  course  they  were  under  Austria  during 
the  War. 

7537.  They  were  not  taxed? — I do  not  know  about 
that.  The  fact  remains  that  so  far  as  their  Capital 
Tax  is  concerned,  that  is  what  happened.  I will  give 
you  one  incident  which  may  explain  things  to  you. 
One  of  the  men  on  this  estate  was  an  Austrian,  and 
his  godmother  was  English.  She  left  him  10,000  Austrian 
crowns  before  the  War,  worth  then,  we  will  say,  £400. 
They  left  the  money  in  Vienna.  When  the  tax  came 
into  operation  everyone  had  to  declare  what  money 
and  what  property  they  had.  He  declared  he  had 
10,000  crowns.  They  said:  “Very  good;  you  have 
got  10,000  crowns  in  the  bank  at  Vienna;  that  10,000 
crowns  is  now  worth  100,000  crowns.  We  want  50,000 
crowns  Capital  Tax  from  you  for  that  ” : the  increased 
capital  being  90,000  crowns,  30  per  cent,  was  30,000 
crowns,  and  he  was  assessed  to  pay  a Capital  Tax  and 
Increased  Capital  Tax  of  80,000  crowns.  In  the  mean- 
time his  10,000  crowns  which  had  remained  in  Vienna 
are  worth  6d.,  and  he  has  to  pay  80,000  Czech  crowns, 
worth  £500. 

7538.  Sir  Arthur  Balfour : In  effect  they  have  not 
been  able  to  carry  it  out? — They  have  not  been  able 
to  carry  it  out.  President  Masaryk  himself  made  a 
statement,  which  was  published  in  the  papers,  that 
they  had  not  been  able  to  collect  more  than  50  per 
cent,  of  the  Capital  Tax,  and  he  was  afraid  they 
would  never  get  any  more. 

7539.  Chairman:  Have  you  any  other  remarks  to 
make? — No,  I do  not  think  so,  unless  anyone  has  any 
question  to  ask.  I do  not  know  if  you  wish  to  know 
anything  on  the  subject  of  the  Turnover  Tax. 


7540.  It  would  be  very  interesting? — The  Turnover 
Tax  is  a tax  of  2 per  cent,  on  all  turnover,  on  all 
business,  no  matter  of  what  kind.  If  a farmer  sells 
grain  to  a merchant  who  deals  in  grain  he  has  to  pay 
2 per  cent.  tax.  When  ho  sells  that  grain  to  a re- 
tailer he  has  to  pay  2 per  cent.  tax.  When  the 
retailer  sells  it  to  the  miller  he  has  to  pay  2 per  cent, 
tax.  And  so  with  the  miller  to  the  baker,  and  the 
baker  to  the  customer. 

7541.  Sir  Charles  Addis : How  is  it  imposed — by  a 
stamp? — On  all  business  that  you  do,  you  are  bound 
to  collect  2 per  cent,  and  credit  it  to  the  Government. 

7542.  Is  there  much  evasion  of  the  tax? — There 
cannot  be  much  evasion,  because  you  must  keep  books, 
and  they  go  through  all  your  books,  and  on  every 
transaction  which  has  taken  place  charge  you  2 per 
cent.  In  fact,  so  far  have  they  gone  that  they  actually 
charged  us  2 per  cent,  on  timber  we  cut  in  the  forest; 
they  charged  us  2 per  cent,  on  the  transport  to  the 
saw  mill,  and  they  charged  us  2 per  cent,  on  the  work 
in  the  saw  mill,  and  they  charged  us  2 per  cent,  when 
we  sold  it  to  buyers. 

7543.  You  think  generally  it  was  not  much  evaded? 
— No,  it  was  not  much  evaded  except  in  this  way, 
that  many  people  got  permits,  for  instance,  in  the 
way  of  exporting  raw  sugar,  and  it  was  evaded  under 
the  Export  Tax.  And  very  often  things  were  very 
much  decreased  in  value.  For  instance,  from 
Roumania  there  was  brought  petrol,  and  it  was 
described  as  paraffin  oil,  and  paid  a less  Turnover 
Tax. 

7544.  Sir  Arthur  Balfour : I take  it  the  big  Skoda 
works,  where  they  carry  on  a long  series  of  operations, 
also  escaped  as  compared  with  the  small  manu- 
facturer who  had  to  have  processes  done  outside? — 
Yes,  and  every  time  the  thing  changed  hands  they 
had  to  pay. 

7545.  Professor  Hall : I understood  you  to  say  that 
in  your  own  case  you  had  to  pay  upon  each  depart- 
ment ? — Yes. 

7546.  Sir  Arthur  Balfour:  But  they  were  all 

separate  concerns,  were  not  they,  invoicing  to  one 
another? — It  was  the  same  industry.  When  a 
transfer  of  material  was  made  from  one  department 
to  another  they  charged  me  Turnover  Tax. 

7547.  Did  you  invoice  it? — No,  we  did  not  invoice 
it  at  all. 

7548.  Professor  Hall : Did  the  tax  extend  also  to 
professional  people? — Professional  people  had  a 
peculiar  sort  of  tax  of  their  own.  which  they  called 
a Profit  Tax.  If  a girl,  we  will  say,  was  a school- 
mistress, she  would  pay  her  Income  Tax  not  only  on 
her  income  that  she  had,  hut  if  she  had  free  housing, 
or  free  lighting,  or  free  food,  she  had  to  pay  Income 
Tax  on  whatever  her  total  income  was,  whether  it 
was  in  food  or  drink  or  light  or  fuel,  or  whatever  it 
was ; and  if  she  went  out  after  her  school  time  was 
done  and  gave  lessons  in  English  or  French  or  music 
to  anyone  else,  that  was  a profit  outside  her  legitimate 
occupation,  and  she  had  to  pay  a Profit  Tax  on  it. 

7549.  I wanted  to  take  this  case.  The  baker  buys 
flour,  and  he  sells  bread;  he  pays  a tax  upon  the  sales 
of  bread? — Yes. 

7550.  The  sale  price  includes  a good  deal  of  labour. 
Was  the  labour  of  the  hairdresser  and  the  solicitor 
and  the  other  such  persons  also  submitted  to  tax? — 
Yres,  they  came  under  the  Profit  Tax,  not  the  Turn- 
over Tax ; the  Turnover  Tax  only  applied  to 
industries  and  the  Profit  Tax  applied  to  professions. 

Chairman  : We  thank  you  very  much  for  giving  us 
this  information. 


(The  Witness  withdrew.) 

( Adjourned  to  to-morrow  morning.) 
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TWENTY-FOURTH  DAY. 
Wednesday,  6th  May,  1926. 


Present  : 

The  Rt.  Hon.  LORD  COLWYN,  Chairman.  Mrs.  BARBARA  WOOTTON. 

Sir  CHARLES  ADDIS,  K.C.M.G.  

Professor  ERED  HALL.  Mr.  G.  R.  HAMILTON,  Secretary. 

Sir  WILLIAM  McLINTOCK,  K.B.E.,  C.V.O.  Mr.  G.  ISMAY,  Assistant  Secretary. 


Mr.  J.  M.  Keynes,  C.B.,  called  and  examined. 


Evidence-in-chief  handed  in  by  Mr.  Keynes. 


1.  It  would  not  be  reasonable  to  introduce  a new 
and  disturbing  form  of  taxation,  such  as  a Capital 
Levy,  except  for  an  important  and  definite  purpose. 
I am  not  aware  that  any  reasons  could  be  advanced 
in  favour  of  the  levy  which  would  satisfy  this 
criterion,  except  the  folloiving  : 

(1)  In  order  to  redeem  the  National  Debt  more 

rapidly  than  would  be  possible  otherwise. 

(2)  In  order  to  change  the  incidence  of  taxation 

as  between  different  types  of  taxes. 

(3)  In  order  to  effect  a redistribution  of  wealth 

as  between  different  classes  in  the  com- 
munity. 

Since  different  taxes  generally  affect  different 
classes  unequally,  there  is  no  sharp  line  of  division 
between  the  second  of  these  objects  and  the  third. 

2.  Let  me  take  them  in  order : — 

(1)  Circumstances  might  exist  in  which  the  rapid 

redemption  of  the  dead-weight  debt  was 
a matter  of  primary  importance.  I see, 
however,  no  reasons  for  supposing  that  this 
is  the  case  at  present.  Indeed,  on  the 
contrary.  If  the  demand  for  new  gilt- 
edged  investments  was  exceeding  the  flow 
of  savings  into  those  channels,  there  would 
be  a prima  facie  reason  for  expediting 
debt  redemption.  But  at  present,  in  my 
opinion,  the  opposite  is  true.  Indeed,  I 
think  it  unlikely  that  there  would  be  a 
strong  argument  for  a more  rapid  redemp- 
tion of  debt  unless  (1)  we  were  anticipat- 
ing a war  at  an  early  date,  or  (2)  the 
Government  or  other  public  bodies  were 
embarking  on  new  capital  expenditure  of 
a productive  kind  on  a somewhat  large 
scale. 

(2)  The  object  of  changing  the  incidence  of  taxa- 

tion made  me  in  favour  of  a Capital  Levy 
in  1920.  At  that  time  the  Income  and 
Super-taxes  had  reached  what  seemed  to 
me  to  be  the  limit  of  what  was  tolerable, 
and  perhaps  to  have  passed  it.  At  the 
same  time  I felt  doubtful  whether  the 
Budget  could  be  balanced  without  some 
additional  taxation.  I was  in  favour  of  a 
Capital  Levy  in  order  that  the  standard 
rate  of  Income  Tax  might  be  reduced. 
The  effect  of  a Capital  Levy,  provided 
that  its  proceeds  were  used  in  this  way, 
would  be  to  throw  more  of  the  burden  of 
taxation  on  the  holders  of  wealth  already 
existing  at  the  date  of  the  levy,  and  less 
on  current  profits  and  on  the  fruits  of 
present  effort.  It  would  transfer  some 
part  of  the  burden  of  taxation  from  the 
brain  worker  and  the  earner  of  profit  on 


to  those  who  were  rentiers  and  capitalists 
at  the  date  of  the  levy.  It  seemed  to  me 
better  to  do  this  than  to  lay  what  was 
becoming  a crushing  burden  upon  salaries 
and  profits.  In  existing  circumstances  I 
am  no  longer  in  favour  of  the  levy  on  this 
ground,  partly  because  it  is  now  probable 
that  the  Budget  can  be  balanced  without 
raising  the  Income  Tax  to  an  oppressive 
level,  and  partly  because  the  arguments 
put  forward  by  Sir  J.  Stamp  have  con- 
vinced me  that  the  amount  of  the  relief 
which  could  be  obtained  from  a levy  of 
given  amount  is  appreciably  less  than  I 
used  to  think.  I can,  however,  conceive 
that  circumstances  might  still  arise  in 
which  a combination  of  reasons,  arising 
out  of  (1)  and  (2),  would  again  cause  me  to 
advocate  a levy.  I limit  myself  to  saying 
that  sufficient  arguments  in  its  favour  do 
not,  in  my  opinion,  exist  at  present. 

(3)  As  regards  the  third  possible  object  of  a levy, 
namely,  to  effect  a redistribution  of  wealth, 
it  is  sufficient  perhaps  to  say  that  if  this 
measure  is  to  be  on  a scale  which  would 
take  it  out  of  the  category  of  a mere 
modification  of  the  incidence  of  taxation, 
it  ought  to  be  the  last,  rather  than  the 
first,  step  in  any  transition  from  indi- 
vidualistic capitalism,  to  a new  order  of 
society.  If  the  State  had  taken  over  the 
main  responsibility  for  future  savings,  and 
was  at  the  same  time  involved  in  large 
capital  expenditure  for  State-operated  con- 
cerns, the  case  -would  be  changed.  It  is 
not  necessary,  however,  that  I should 
expatiate  upon  a measure  which  would 
belong  to  a late  rather  than  to  an  early 
phase  of  purely  hypothetical  develop- 
ments. 

3.  The  most  important  arguments  against  a levy 
may  be  summarised  under  the  following  heads  : — 

(1)  Any  new  tax  to  which  taxpayers  have  not 

adjusted  themselves  is  a bad  tax.  Unless 
there  are  strong,  positive  reasons  for  a 
change,  it  is  always  better  to  continue  with 
the  existing  taxes  than  to  introduce  new 
ones. 

(2)  Exceptional  disturbance  is  likely  to  be  caused 

by  a non-recurrent  tax. 

(3)  Experience  shows  that  taxes  on  capital  pre- 

sent exceptional  difficulties  of  valuation. 

(4)  It  is  commonly  held  that  a non-recurrent  tax 

on  capital  is  essentially  unjust  because  it 
upsets  reasonable  expectation  and  thus 
discourages  future  savings. 

4.  The  first  three  of  these  arguments  all  have,  in 
my  opinion,  some  weight,  but  rather  less  weight,  I 
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think,  than  is  often  attached  to  them.  I do  not 
believe  that  a Capital  Levy  is  unworkable.  And,  in 
so  far  as  its  results  would  be  worse  than  those  of 
any  other  new  tax,  I think  that  the  ill  consequences 
would  be  due  to  psychological  rather  than  to  economic 
or  technical  causes.  I should  not,  therefore,  regard 
these  counter-arguments  as  conclusive,  if  a state  of 
affairs  was  to  recur  in  which  the  positive  reasons  for 
a levy  appeared  to  be  very  strong. 

5.  To  the  last  of  these  objections  I attach  only 
such  weight  as  must  be  attached  to  any  ground  of 
opposition  which  is  widely  held.  This  argument  is 
always  adduced  against  an  unfamiliar  tax  and  could 
be  urged  just  as  strongly  against  the  rates  of  Income 
Tax  and  Super-tax_  to  which  we  have  already  sub- 
mitted, and  against  the  existing  rates  of  Death  Duty, 
as  against  the  Capital  Levy.  I see  nothing  more 
unjust  or  injurious  to  the  saving  motive  in  a tax  on 
capital  than  in  a tax  on  income.  Indeed,  a very 
heavy  tax  on  income  may  be  more  injurious  not  only 
to  saving,  but  also  to  earning,  than  a moderate  tax 
on  capital. 


7551.  Chairman:  Would  you  like  to  amplify  the 
paper  you  have  given  us? — I assume  in  this  evidence 
that  minor  considerations  for  or  against  can  be 
neglected,  because  no  one  would  advocate  new  taxa- 
tion of  this  kind  except  for  some  large,  clear  and 
well-defined  purpose. 

7552.  Sir  Charles  Addis  : With  regard  to  the  objects 
of  a Capital  Levy  that  you  mention,  would  you  mind 
saying  a word  upon  the  point  how  far  you  would 
consider  that  increased  expenditure  on  social  services 
would  be  a justification  for  a Capital  Levy  ? — If  the 
expenditure  of  the  State,  under  any  heading  what- 
ever, had  to  be  unavoidably  increased,  I should  be 
prepared  to  consider  this  tax,  amongst  others.  If 
the  choice  was  between  a Capital  Levy  and  raising 
the  Income  Tax  to  a materially  higher  level,  I should 
prefer  the  Capital  Levy.  I regard  that,  however, 
simply  as  part  of  the  problem  of  how  to  meet  new 
unavoidable  expenditure.  The  fact  that  it  is  for  a 
social  service  makes  no  difference  compared  with  war 
expenditure,  for  example. 

7553.  If  there  was  a Capital  Levy,  say,  to  the 
extent  of  half  the  debt,  as  has  been  proposed,  you 
would  then  have  a certain  amount  of  revenue  on  the 
present  basis  free  for  social  expenditure? — I should 
simply  regard  that  as  the  choice  of  a particular  form 
of  taxation,  falling  upon  a particular  class  of  tax- 
payers, in  order  to  meet  that  expenditure.  I would 
prefer  ■ to  treat  it  as  part  of  the  general  Budget 
problem. 

7554.  You  would  prefer  that,  for  example,  to 
increasing  the  Income  Tax? — If  I was  so  much  in 
favour  of  the  new  expenditure  that  I felt  we  must 
commit  ourselves  to  it,  and  if  the  choice  was  between 
a Capital  Levy  and  a very  material  increase  of  the 
Income  Tax,  I should  prefer  the  levy. 

7555.  Chairman : Supposing  you  had  the  alterna- 
tives of  an  increased  Income  Tax  or  a Capital  Levy, 
with  the  dislocation  which  it  would  cause,  which 
would  you  choose  to-day? — I should  prefer  a Capital 
Levy.  I think  that  the  disadvantages  of  a very  heavy 
Income  Tax  on  current  effort  are  most  serious.  I 
think  there  are  disadvantages  in  a Capital  Levy, 
loo — there  are  in  any  new  tax.  It  is  a choice  between 
two  sets  of  disadvantages.  If  I was  limited  in  my 
choice  between  a Capital  Levy  and,  say,  doubling  the 
Income  Tax,  I should  prefer  the  Capital  Levy.  That 
is  .all  I am  saying. 

7556.  Sir  William.  McLintoch : Repayment  of 

£3,000,000,000,  which  is  a figure  that  has  been  taken, 
would  give  a gross  saving  of,  roughly,  £150,000,000  a 
year? — Yes. 

7557.  It  has  been  estimated  that,  with  the  loss  of 
Death  Duties  and  Income  Tax  and  Super-tax,  you 
might  probably  have  a net  surplus  of  £50,000,000. 
Assuming  that  figure  to  be  as  near  as  one  can  get,  it 
is  equal  to  Is,  additional  Income  Tax? — Yes. 


6.  In  conclusion,  one  point  is  perhaps  worth  men- 
tioning, namely,  the  tendency  to  attribute  any  mis- 
fortune which  occurs  to  any  recent  and  unfamiliar 
innovation.  The  first  introduction  of  iron  plough- 
shares into  Poland,  Sir  James  Fraser  tells  us  m 
“ The  Golden  Bough,”  having  been  followed  by  a 
succession  of  bad  harvests,  the  farmers  attributed  the 
badness  of  the  crops  to  the  iron  ploughshares,  and 
discarded  them  for  the  old.  wooden  ones.  If  we  had 
had  a Capital  Levy  in  1919  and  had  used  the  pro- 
ceeds to  reduce  the  Income  Tax,  it  is  possible  that 
the  net  results  might  have  been  very  good.  But 
even  though  important  advantages  had  accrued  from 
such  a measure,  we  certainly  should  not  have  avoided 
entirely,  merely  by  that  means,  the  slump  of  1921; 
and  if  a levy  in  1919  had  been  followed  by  a slump 
in  1920-21  all  the  misfortunes  of  that  slump — from 
which,  with  no  Capital  Levy  to  explain  it,  we  even 
still  suffer — would  certainly  have  been  attributed  to 
the  operation  of  the  levy,  and  the  opponents  of  the 
levy  would  be  now  maintaining  that  all  their  fears 
and  warnings  had  been  more  than  justified. 


7558.  Would  you  still  suggest  that  if  a sum  of 
£50,000,000,  or  thereby,  is  all  that  is  required  for 
any  additional  expenditure,  the  disturbance  of  a 
Capital  Levy  would  not  be  a much  more  serious  matter 
than  simply  Is.  on  the  Income  Tax? — If  that  is  the 
choice,  I am  against  the  Capital  Levy,  as  I have 
explained  here.  I am  very  much  impressed  by  that 
argument  which  you  have  just  outlined,  which  I think 
was  first  elaborated  by  Sir  Josiah  Stamp,  that  a 
Capital  Levy  approximately  of  such  magnitude  as  you 
have  mentioned  would  have  very  disappointing  results. 
In  the  earlier  discussions  of  the  Capital  Levy  I do  not 
think  anyone  was  quite  alive  to  that — I certainly  was 
not — and  the  force  of  those  figures  is  very  great.  I 
think  it  would  be  much  better  to  have  Is.  extra  on 
the  Income  Tax  than  to  have  the  disturbance  of  a 
Capital  Levy,  which  would  amount  to  £3,000,000,000 
gross  and  yet  would  not  be  equivalent  to  more  relief 
than  Is.  on  the  Income  Tax. 

7559.  Chairman  : Will  you  now  go  to  the  next  para- 
graph in  your  paper? — I might  perhaps  elaborate  my 
first  point  a little  more.  It  is  connected  with  the 
evidence  I gave  before  the  Committee  last  time  I was 
here.  Paying  off  Government  debt  means  taking 
money  from  the  public  at  large,  or  from  capitalists  at 
large,  and  using  the  proceeds  to  give  cash  to  holders 
of  gilt-edged  securities  in  exchange  for  their  gilt-edged 
securities.  Those  investors  will  want  to  invest  the 
money  which  they  receive  in  a similar  manner, 
that  is  to  say,  in  other  gilt-edged  securities. 
Therefore  a very  important  consideration  in 
my  mind  is  how  far  there  is  a demand  for  capital  in 
that  particular  form.  If  the  Government  was  engaged 
in  big  productive  works  so  that  they  needed  the 
money  themselves  on  a huge  scale,  and  if  the  natural 
supply  of  the  investment  market  for  that  sort  of 
investment  was  inadequate  to  the  demands,  then  I 
think  you  would  have  a certain  argument  in  favour  of 
the  levy.  In  the  opposite  case  if  the  gilt-edged  market 
is  congested  with  available  funds  and  new  opportuni- 
ties for  investment  in  gilt-edged  securities  are  mainly 
overseas,  then  I hold  there  is  no  object  in  rapidly 
repaying  the  National  Debt,  but  the  contrary.  It  is 
much  better  to  leave  the  resources  in  the  hands  of 
people  who  are  free  to  use  them  in  any  way,  rather 
than  to  transfer  them  to  the  hands  of  people  who  are 
limited  to  using  them  in  a particular  way. 

7560.  Sir  Charles  Addis  : That  is  on  the  assumption 
that  the  people  who  are  paid  out  would  demand  the 
same  kind  of  security  ? — Presumably  they  would.  They 
do  not  hold  Government  debt  by  accident;  they  hold 
it  by  choice,  which  means  that  they  have  some  motive 
for  preferring  that  particular  form  of  investment  to 
others. 

7561.  Have  you  considered,  when  you  take  account 
of  the  enormous  amount  of  the  whole  stock,  whether 
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that  argument  can  be  quite  followed  throughout? — 
ll  think  it  holds  in  spite  of  that. 

75(32.  With  regard  to  other  changes,  do  you  attach 
much  importance  to  increased  expenditure  by  Local 
Authorities,  for  example?— If  it  involved  heavy 
borrowing,  yes.  In  1920,  in  the  early  days  of  the 
housing  programme,  it  was  involving  heavy  borrow- 
ing; at  present  it  is  not. 

7563.  In  some  industrial  enterprises  under  the 
Trade  Facilities  Act,  for  example,  there  has  been 
another  channel  opened  up? — They  have  not  in  fact 
come  to  much.  My  belief  is  that  for  the  last  year 
and  a half,  say,  the  new  home  trustee  securities 
available,  minus  the  debt  paid  off,  are  far  short  of 
the  natural  accumulations  seeking  an  outlet  of  that 
kind. 

7564.  Yes,  that  is  so;  but  I rather  thought  there 
was  a growing  expansion  there  to  which  one  might 
look  in  the  near  future? — Unless  there  is  a change  of 
policy,  I see  no  reason  to  expect  a great  acceleration. 

7565.  You  attach  a great  deal  of  importance,  to  the 
argument  that  it  would  be  diverted  abroad? — If  we 
change  our  policy  and  our  Local  Authorities  embark 
on  great  road  schemes  and  port  schemes  and  the  like, 
the  situation  would  be  changed.  I see  no  probability 
that  we  shall  do  these  things  in  the  near  future;  I 
should  like  to  do  them,  but  we  are  not  doing  them 
at  present. 

7566.  Nor  is  there  much  expansion  of  investment 
abroad  at  present? — There  are  certain  hindrances  of 
an  artificial  kind  in  the  way  of  that. 

7567.  To  that  extent  the  argument  is  weakened 
with  regard  to  investment  abroad? — Not  in  the 
slightest,  because  my  argument  depends  on  the  lack 
of  outlet  at  home.  If  you  choose  to  put  our  export 
trade  in  difficulties  by  cutting  off  foreign  loans  and 
not  putting  home  ones  in  their  place,  you  arc  doing 
the  maximum  amount  of  damage  in  every  direction. 

7568.  Is  there  not  a reactive  effect  on  investment 
at  home  if  you  discourage  investment  abroad  ? — There 
might  be.  If  you  keep  it  going  long  enough  you 
would  affect  the  rate  of  interest,  but  I do  not  think 
that  there  is  very  much  in  the  difference  between 
45  per  cent,  and  44  per  cent.  What  would  happen  if 
you  kept  up  your  artificial  methods  long  enough 
would  be  that  the  people  would  find  ways  of  defeating 
them. 

7569.  In  your  view  is  there  any  way  of  testing  the 
annual  amount  which  we  might  pay  off  without  the 
adverse  results  which  you  fear  ? Is  there  any 
criterion? — I do  not  think  there  is  any  criterion  that 
you  could  lay  down  now  which  would  hold  good  for 
the  next  ten  years.  I think  it  is  a thing  you  ought 
to  budget  for  in  the  light  of  the  circumstances  of 
each  year.  I think  that  at  the  moment  there  is  no 
argument  for  paying  off  more  than  a small  amount 
of  debt,  but  that  might  rapidly  change  if  we  embarked 
upon  important  new  schemes.  When  enterprise  of 
this  particular  kind  is  dead,  for  whatever  reason, 
political  or  economic,  the  argument  for  paying  off 
debt  is  diminished.  As  soon  as  the  Government  or 
public  boards,  or  public  authorities,  have  an  active 
policy  of  productive  investment,  then  the  argument 
for  paying  ofl  the  debt  rapidly  is  quickly  increased; 
so  that  it  is  a thing  you  must  think  over  afresh 
almost  every  year. 

7570.  How  far,  in  your  view,  is  the  argument  that 
we  ought  to  anticipate  a renewal  of  war  at  an  early 
date  an  argument  for  repayment  ? — Personally,  I do 
not  anticipate  a renewal  of  war. 

7571.  You  do  not  think  that  can  properly  be  taken 
as  a test  of  the  amount  to  be  annually  paid  off  ? — I 
think  it  ought  to  be  considered,  but  I think  even  if 
one  did  anticipate  war,  say,  ten  years  hence,  the 
extent  to  which  one  could  be  armed  against  it  by  an 
increased  Sinking  Fund  is  very  small.  If  I foresaw 
a war  ten  years  hence,  I would  rather  spend  the 
money  upon  the  fighting  services  than  upon  the 
Sinking  Fund. 

7572.  As  we  are  going  now,  we  are  paying  off 
£50, 000, OCR)  a year.  At  the  end  of  20  years  we  shall 


only  have  paid  off  £1,000,000,000  of  debt;  so  that 
at  the  end  of  20  years  we  should  still  be  in  a very 
serious  position,  so  far  as  concerns  the  argument 
from  the  possibility  of  a war  in  the  near  future? — 

I agree. 

7573.  Therefore,  you  do  not  consider  that  possi- 
bility of  much  importance  as  a test  of  the  amount 
that  ought  to  be  paid  off? — No.  I attach  almost  no 
importance  to  it 

7574.  Professor  Hall ; I would  like  to  ask  how  your 
view  regarding  repayment  would  be  affected  if 
deflation  were  taking  place  rather  rapidly  and  the 
real  burden  of  the  debt  charges  were  increasing  in 
consequence? — I think  that  would  be  an  additional 
reason,  probably,  against.  But  I do  not  think  1 
should  attach  so  much  importance  to  that  argument 
ns  to  the  question  of  the  demand  for  capital  in  the 
form  of  gilt-edged  securities.  If  deflation  was  pro- 
ceeding, I should  be  more,  rather  than  less,  against 
paying  off  debt,  because  we  should  be  repaying  the 
lenders  in  an  appreciated  currency. 

7575.  You  would  not  think  it  desirable  for  that 
reason  to  get  the  debt  cleared  off  quickly  before  the 
burden  increased  enormously? — But  I do  not  look 
forward  to  progressive  deflation  lasting  over  years. 

7576.  Bnt  I am  assuming  that  it  is  taking  place, 
and  continually  taking  place? — Then  I should  say  the 
game  was  up,  anyhow. 

7577.  Sir  Charles  Addis:  With  regard  to  your 

change  of  view  since  1920,  concerning  a Capital  Levy, 
to  which  factor  do  you  attach  more  importance — -the 
amelioration  of  the  existing  burden  of  taxation  or 
the  comparatively  small  net  amount  which  would 
result  from  a Capital  Levy? — It  is  hard  to  say;  at 
that  time  Income  Tax  was  6s.,  and  I thought  it  quite 
possible  that  it  might  rise  to  8s.  or  9s.  or  10s.,  and 
at  that  time  I thought  that  a Capital  Levy  might 
perhaps  make  3s.  or  4s.  difference.  Now  the  rate  of 
Income  Tax  is  4s.,  and  the  type  of  Capital  Levy 
under  discussion  would  be  worth  only  Is.  of  Income 
Tax,  so  the  two  things  together  entirely  alter  tho 
situation,  in  my  mind.  What  I wanted  to  avoid  was 
an  Income  Tax  in  excess  of  6s.,  and  the  argument  for 
avoiding  Income  Tax  in  excess  of  6s.  is  quite  different 
from  the  argument  for  reducing  Income  Tax  from  4s. 
to  3s. 

7578.  But  do  you  not  consider  that  existing  taxa- 
tion is  exerting  a very  depressing  effect  upon 
industry,  in  restricting  enterprise  particularly? — I 
think  that  it  is  dangerous  to  have  a very  high  tax  on 
profits,  including  in  that  term  the  reward  of  risk- 
taking. The  Super-tax,  together  with  the  Income 
Tax,  is  a deterrent  to  a rich  man  who  contemplates 
taking  a risk,  or  rather  taking  a risk  which  is  an 
isolated  risk,  or  one  not  easy  to  average.  To  that 
extent  I agree.  I also  think  that  a great  part  of 
saving  is  generally  done  by  people  of  big  fortunes 
who  make  large  profits,  and  if  you  tax  them  very 
heavily  you  interfere  with  saving  to  a certain  extent. 
On  the  other  hand,  the  argument  that  Income  Tax 
and  Super-tax  are  responsible  for  the  general 
lethargy  of  trade  is  greatly  exaggerated,  in  my 
opinion.  I think  that  there  is  extremely  little  in  it. 

7579.  If  the  present  burden  of  taxation  were  to 
fall  once  for  all  upon  ithe  accumulations  of  past 
efforts  rather  than  on  current  income,  would  the 
result  not  be  a very  considerable  incentive  to  enter- 
prise and  to  risk-taking? — If  you  used  the  proceeds 
for  an  important  reduction  of  Income  Tax  and  Super- 
tax, yes.  My  difficulty  is  that  unless  you  are  going  in 
for  a very  huge  tax,  which  we  are  not  discussing  at 
the  moment,  the  relief  to  enterprise  is  so  very  small. 
If,  by  a not  unreasonable  Capital  Levy,  I could  re- 
duce the  Income  Tax  and  Super-tax  to  something  like 
the  pre-war  level,  I should  'be  strongly  in  favour  ol 
it;  but  I do  not  believe  that  Is.  off  the  Income  Tax 
would  make  a significant  difference  to  enterprise. 

7580.  Would  you  on  general  grounds  be  in  favour 
of  any  kind  of  tax  on  capital,  say  a small  annual  tax, 
especially  for  debt  redemption?  Would  there  be  any- 
thing to  be  gained  by  exploring  in  that  direction?— 
The  best  way  of  doing  that  is  by  increasing  the 
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Income  Tax  on  “investment”  income.  The  experience 
of  the  United  States  in  a tax  on  capital  is  rather  dis- 
couraging. It  is  practically  impossible  to  have  an 
annual  valuation  of  capital.  The  result  is  that  you 
tend  to  tax  realised  capital  profits  only,  and  that 
works  out  in  all  sorts  of  unequal  and  inconvenient 
ways.  I believe  that,  if  you  want  to  relieve  current 
effort  and  to  tax  more  heavily  past  accumulation,  the 
way  to  do  it  is  to  increase  the  tax  on  what  used  to 
be  called  unearned  income,  and  is  now  called  invest- 
ment income.  The  objection  is  that  you  mix  up  the 
rentier  with  the  profiteer.  But  the  tax  on  capital 
has  exactly  the  same  effect,  if  it  is  an  annual  tax. 
There  is  no  difference  whatever  in  incidence  that  I 
can  see  between  a tax  on  capital  and  an  increased 
tax  on  unearned  income,  'and  the  latter  is  much 
easier  to  collect. 

7581.  Sir  Charles  Addis-.  They  both  tax  past 
accumulations? — They  both  tax  the  accumulations  up 
to  the  beginning  of  that  year. 

7582.  Sir  William  McLintoch  : You  mentioned  that 
you  would  be  in  favour  of  a Capital  Bevy  as  compared, 
say,  with  doubling  the  Income  Tax? — Yes. 

7583.  Taking  the  figures  we  have  already  had  of  a 
levy  for  £3,000,000,000  (yielding  a net  £50,000,000) 
being  equivalent  to  Is.  Income  Tax,  it  would  follow 
that  a levy  equivalent  to  a 4s.  tax  would  produce 
about  £12,000,000,000?— Yes. 

7584.  So  that  that  figure  indicates  a sum  far  in 
exoess  of  any  requirements  we  are  ever  likely  to  have  ? 
— Well,  I do  not  know. 

7585.  Assuming  there  is  not  another  war? — Sir 
Charles  Addis  was  suggesting  that  there  might  be  new 
social  expenditure  of  a very  heavy  kind.  I am  not  in 
favour  of  a heavy  increase  of  expenditure.  I should 
resist  heavy  increased  expenditure,  but  suppose  I 
was  either  compelled  to  accept  or  was  convinced  of 
the  necessity  for  heavy  increased  expenditure,  and  if  I 
was  limited  to  a choice  between  doubling  the  Income 
Tax  and  very  heavy  Capital  Levy,  I should  choose 
the  Capital  Levy.  But  that  is  all  very  hypothetical 
and  contingent. 

7586.  The  suggestion  with  regard  to  social  expen- 
diture was  made  hy  a witness  who  was  assuming  a 
net  saying  of  £150,000,000  a year  from  a Capital 
Levy  to  produce  £3,000,000,000- — He  was  simply 
mistaken  in  his  arithmetic. 

7.587.  He  said  he  would  spend  probably  £20,000,000 
or  £30,000,000  on  social  betterment  schemes,  and  the 
balance  would  he  saved.  So  he  was  assuming  that  he 
was  going  to  have  a very  large  fund  available,  some- 
thing to  reduce  the  current  rates  of  Income  Tax  and 
something  for  social  schemes  at  the  «mo  time? — His 
arithmetic  was  not  correct. 

7588.  Sir  Charles  Addis-.  I would  like  to  ask  you 
one  more  general  question.  On  the  last  occasion  that 
you  were  here,  I think  you  considered  that  a Sinking 
1'und  of  £50,000,000  in  the  present  circumstances  was 
enough.  I just  want  to  ask  you  once  more,  have  you 
considered  whether  a non-cumulative  fund  of  that 
amount  is  sufficient  effort  for  us  to  make  for  the 
purpose  of  repayment  of  debt? — I see  no  object  in 
i educing  the  debt  as  such.  Your  question  assumes 
that  there  is  something  desirable  in  extinguishing  the 
debt  sooner  or  later. 

7589.  Would  you  go  so  far  as  to  say  that  was  not 
desirable?  On  general  grounds  it  is  a desirable  thing, 
is  it  not? — I think  it  is  a matter  almost  of  indiffer- 
ence. 

7590.  So  that  you  would  confirm  the  opinion  .ex- 
pressed before  that  a non-cumulative  £50,000,000  a 
year  is  an  adequate  amount? — I think  the  argument 
lor  extinguishing  the  National  Debt  is  partly  an 
aesthetic  argument,  that  it  looks  nice  to  have  a clean 
balance-sheet,  and  I think  it  is  partly  false  analogy 
trom  private  account  keeping;  an  individual  likes  to 
be  out  of  debt.  But  for  a nation  as  a whole  it  is 
merely  a book-keeping  transaction. 

''591.  Chairman:  That  is  a very  interesting 

opinion. 

Sir  Charles  Addis  : I find  it  very  difficult  to  follow 
that,  partly,  I dare  say,  from  the  prejudice  of  which 


you  speak.  It  is  very  difficult  for  me  to  regard  it  as 
anything  hut  a had  thing. 

7592.  Sir  William  McLintodk  : Do  you  not  think 
the  average  individual  who  might  he  liable  to  a 
Capital  Levy,  if  he  could  he  assured  of  a permanent 
annual  relief  in  his  current  taxation,  would  he  quite 
ready  to  part  with  some  capital? — I think  so.  I have 
never  seen  any  objection  of  principle  to  the  Capital 
Levy  on  that  ground. 

7593.  One  of  the  difficulties  is  that  he  can  have  no 
guarantee  that,  having  made  a capital  contribution 
and  got  a temporary  relief  of  the  annual  burden,  say 
on  Income  Tax  and  Super-tax,  that  relief  will  be 
continued  to  him? — I do  not  think  he  has  any  right 
to  any  such  guarantee. 

7594.  And  so  long  as  he  cannot  get  that  guarantee, 
he  will  not  he  in  favour  of  a Capital  Levy ; he  will 
not  take  kindly  to  it.  ( Professor  Hall)  : Rightly  or 
wrongly,  a great  many  people  are  psychologically 
affected  hy  the  existence  of  the  debt,  and  is  there  not 
among  a section  of  the  community  a very  strong 
feeling  that  they  are  being  overtaxed  in  order  that 
interest  may  he  paid  upon  the  debt  l Rightly  or 
wrongly,  that  feeling  exists? — (Witness)  : I think 
that  the  matter  is  widely  misunderstood. 

7595.  You  think  it  is  a matter  of  which  no  notice 
should  he  taken  ? — 'I  think  there  is  no  end  to  it  if 
you  set  out  in  yonr  legislative  programme  not  to  pro- 
duce the  best  results  hut  to  get  rid  of  unfounded  mis- 
apprehensions in  the  mind  of  the  ignorant. 

7596.  But  Parliament  has  to  take  some  account  of 
public  opinion  ? — It  takes  account  of  nothing  else. 

7597.  And  if  public  opinion  demands  a certain 
policy,  Parliament  may  he  forced  along  a certain 
line  ? — It  will  certainly  he  so.  That  does  not  affect 
the  question  whether  it  is  wise. 

7598.  No;  but  I wanted  to  know  your  view  of  how 
that  position  should  he  met? — It  is  a difficult  ques- 
tion. You  are  assuming  a state  of  affairs  in  which 
public  opinion  is  pressing  Parliament  to  do  some- 
thing foolish.  If  I knew  the  remedy  for  that,  I should 
know  the  remedy  for  many  of  the  evils  of  society. 

7599.  What  I am  asking  you  to  give  us,  really,  is 
some  argument  that  can  he  put  up  against  that 
expression  of  opinion,  to  show  how  foolish  it  is.  You 
said  it  is  simply  a question  of  book-keeping.  Well, 
that  does  not  convince  people  when  you  tell  them 
that? — I cannot,  at  short  notice,  think  of  a very 
brief  platform  way  of  putting  it.  I do  not  think  it 
is  more  difficult  than  a great  many  other  economic 
questions  which  have  gradually  been  made  plain  to 
the  big  public.  All  these  matters  are  hard  at  first, 
but  there  are  many  of  them  which,  in  the  course  of 
years,  the  public  get  to  understand,  so  long  as  good 
sense  is  talked  to  them  in  a reasonably  lucid  way, 
year  after  year.  That  is  the  only  method,  I think. 

7600.  Do  you  think  that  this  statement  of  yours, 
published  in  the  evidence,  will  do  anything  to  correct 
that  feeling? — This  was  not  prepared  from -the  point 
of  view  of  the  platform. 

7601.  No,  hut  it  may  he  read  by  thoughtful  people, 
who  may  be  able  to  interest  others  from  the  platform  ? 

— I think  it  would  need  a good  deal  more  elaboration. 

7602.  The  statement  that  it  is  merely  a matter  of 
book-keeping  may  he  acceptable  to  us ; we  may  see 
it  quite  clearly;  hut  I think  the  outside  public  would 
want  some  arguments  to  show  that  it  was  merely 
a question  of  book-keeping? — I should  argue  in  some 
such  way  as  this.  This  is  not  a proposal  for  confisca- 
tion, nor  is  it  a proposal  to  increase  savings;  it  is 
a proposal  that  the  holders  of  the  National  Debt 
should  hold  some  other  form  of  security ; that  is  to 
say,  that  they  should  receive  the  same  income  as 
before.  A certain  proportion  of  the  fruits  of  industry 
would  go  to  those  individuals,  exactly  as  hitherto, 
but  they  would  not  first  be  collected  from  industry 
by  the  Government  and  then  handed  to  the  rentier-, 
they  would  reach  him  by  some  more  direct  channel. 
Now  there  is  a large  class  of  investors  who  like  to 
have  the  Government  guarantee  for  the  security  of 
their  income,  and  they  will  accept  a smaller  income 
if  they  have  that  guarantee  than  if  they  have  not. 
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So  there  may  be  some  positive  advantages  in  their 
income  reaching  those  individuals  through  the  hands 
of  the  Government  out  of  the  proceeds  of  taxation, 
and  with  the  guarantee  of  the  Government,  rather 
than  more  directly.  But  whether  that  be  so  oi  not, 
it  does  not  affect  the  total  wealth  of  the  country  nor 
the  total  burden  of  anyone,  whether  their  income 
reaches  them  direct  or  through  the  channel  of  the 
Treasury. 

7603.  Sir  William  McLintock : Of  course,  the 

holders  of  National  Debt  would  not  have  the  same 
income  as  before.  You  said  that  they  would,  fio-m  a 
different  form  of  security.  All  those  having  capital 
above  the  minimum  amount  would  have  a portion 
of  their  national  investment  taken  from  them  as  well? 
—Certainly  the  Capital  Levy  is  a form  of  taxation. 

I was  answering  the  point  whether  paying  off  the 
National  Debt  as  such,  apart  from  laying  a new 
burden  upon  a particular  class  of  taxpayers,  was  any 
relief.  That  was  the  question  I was  answering.  Tf 
your  method  of  paying  off  the  National  Debt  is  by 
ia  Capital  Levy,  then  you  are  placing  a new  tax  upon 
a particular  class  of  the  community,  and  therefore 
reducing  their  wealth.  That  is  quite  true. 

7604.  Chairman : It  is  a striking  statement 

that " Mr.  Keynes  makes  to-day,  which  makes 
one  feel  more  reassured  and  more  comfortable. 
What  Professor  Hall  wanted  was  that  there 
should  be  some  argument  ' to  present  to  the 
minds  of  the  people  who  are  looking  at  this 
debt  as  a very  dire  and  oppressive  calamity?— I think 
that  a person  who  is  in  favour  of  repaying  the 
National  Debt  rapidly  has  two  indirect  reasons  for  it, 
both  of  which  have  some  force.  The  first  is  that  all 
Chancellors  of  the  Exchequer  have  a natural  disposi- 
tion to  cut  their  Budgets  rather  too  fine  A substan- 
tial Sinking  Fund,  therefore,  provides  a margin  and  it 
is  a corrective  to  that  natural  tendency  of  Chancellors 
of  the  Exchequer.  Suppose  anything  goes  wrong  with 
the  Estimates,  the  result'  is  that  we  have  not  repaid 
quite  as  much  debt  as  we  expected,  but  we  have  not 
positively  got  into  arrears,  and  I think  it  is  right  to 
wish  for  some  margin  of  that  sort.  I have  supported 
a moderate  Sinking  Fund  for  exactly  that  reason— 
that  it  is  a good  practical  method  of  seeing  that  there 
is  a margin  on  the  Budget.  The  other  reason  is  that 
they  believe  that  it  will  increase  the  aggregate  saving 
of  the  community,  because  in  so  far  as  the  Govern- 
ment repays  debt,  it  is  taking  away  money  from  the 
taxpayers,  not  al'l  of  which  will  be  saved,  and  using 
it  to  repay  holders  of  Government  debt,  who  will 
probably  save  the  whole  of  it.  So  that  the  point  is 
not  to  repay  the  National  Debt,  but  to  increase  the 
national  savings,  a result  which  would  be  achieved 
equally  well  if  you  had  used  the  proceeds  of  taxation, 
not  to  repay  the  National  Debt,  but  for  productive 
capital  expenditure.  I think  it  is  very  hard  to  decide 
how  much  you  should  favour  saving.  We  may,  some- 
times, be  inclined  to  exaggerate  it.  We  assume  too 
lightly  that  more  saving  is  always  the  most  desirable 
thing.  But  no  doubt  with  an  increasing  population 
there  is  a powerful  reason  for  increased  savings,  and 
therefore  there  is  a ground  for  using  the  Sinking 
Fund  as  an  indirect  way  to  promote  saving.  I am  not 
now  disputing  either  of  those  reasons.  I agree  that 
there  ought  to  be  a margin  on  the  Budget.  I think 
that  it  ought  to  be  a matter  of  anxiety  for  the  State 
that  the  community  saves  an  adequate  sum  each  year. 
But  such  reasons  are  distinct  from  those  for  paying 
off  the  National  Debt  as  such.  They  can  be  met  with- 
out paying  off  the  National  Debt;  and  I intended  to 
limit  my  remarks  to  the  desirability  of  paying  off  the 
National  Debt  as  such,  apart  from  any  effect  it  might 
have  in  stimulating  saving  or  in  enforcing  on  the 
Chancellors  of  the  Exchequer  prudent  finance. 

7605.  Professor  Hall : While  you  feel  that  it  is  a 
matter  of  indifference  whether  we  repay  the  debt 
rapidly  or  not,  you  do  not  think  the  existence  of  the 
debt  is  a good  thing  in  itself,  as  some  people  some- 
times suggest? — I am  not  sure  that  it  is  not  a good 
thing  that  there  should  be  a considerable  volume  of 
capital  available  for  investment,  the  interest  of  which 


is  guaranteed  by  Government.  There  is  a large  class 
of  investors  to  whom  that  is  an  advantage,  but  it 
would  be  much  better  if  the  debt  was  productive  debt, 
instead  of  deadweight  debt.  I do  not  believe  that  the 
National  Debt  will  ever  be  greatly  reduced.  I should 
be  surprised  if  it  ever  stood  below,  say,  £5,000,000,000; 
because,  after  a certain  point,  demands  for  productive 
capital  expenditure  are  likely  to  arise.  It  is  just 
possible  that  the  debt  may  appear  to  fall  below 
£5,000,000,000,  because  the  new  debt  will  be  raised, 
not  by  the  Treasury,  but  by  other  public  bodies.  But 
taking  the  public  debt  in  a wide  sense,  I should  anti- 
cipate that  in  the  future  there  will  be  some  reduc- 
tion but  that  it  will  not  actually  fall  towards  nothing 
at  all.  As  soon  as  so  much  debt  has  been  repaid  that 
there  is  a distinct  shortage  for  investment  purposes, 
there  will  be  a strong  swing  of  opinion  against  repay- 
ing it  faster.  The  arguments  Which  I am  now  advan 
cing  in  an  abstract  way  wall  then  have  practical  force. 

7606.  That  assumes,  of  course,  that  there  are  not 
other  available  opportunities  of  investing  in  public 
securities? — If  there  are,  I should  say  that  there  was 
no  net  reduction  of  the  public  debt,  but  only  of  the 
deadweight  debt. 

7607.  Chairman:  What  do  you  think  of  the  case 
for  a reduction  in  the  rate  of  interest  upon  the 
National  Debt? — I think  that  the  power  of  the  Treas- 
ury to  reduce  the  rate  of  interest  on  the  National 
Debt  below  the  world  rate  of  interest  on  first-class 
securities  is  very  limited.  In  the  years  immediately 
succeeding  the  War,  the  rate  of  interest  on  the  debt 
was  probably  above  the  true  rate  of  interest,  and 
prudent  finance  has  had  its  reward  in  bringing  the 
rate  of  interest  down  to  somewhere  near  the  true 
rate  of  interest.  But  once  you  have  achieved  that, 
yon  cannot  achieve  much  more.  You  cannot  proceed, 
by  prudent  finance,  to  reduce  the  rate  of  interest 
from  4J  per  cent,  to  31  per  cent,  and  then  to  21 
per  cent.,  merely  by  paying  off  debt,  irrespective 
of  what  the  rate  of  interest  is  in  the  outside  world. 
The  most  you  can  do  is  to  get  into  a situation  where 
you  are  an  absolutely  prime  borrower  and  need  never 
pay  more  than  the  international  rate  of  interest  for 
a prime  borrower;  and  I should  say  that  we  have 
practically  achieved  that  already,  and  that  the  rate 
of  interest  on  the  National  Debt  in  future,  assuming 
reasonable  prudence,  will  depend  upon  the  general 
movement  of  the  rate  of  interest  rather  than  upon 
the  particular  policy  of  the  Treasury. 

7608.  Professor  Hall  : I forget  whether  you  men- 
tioned this  point  in  your  previous  evidence;  do  you 
attach  any  importance  to  hypothecating  the  receipts 
from  Death  Duties  for  debt  reduction  purposes 
instead  of  for  current  expenditure? — Not  the  slightest 
I see  no  connection  between  one  particular  form  of 
taxation  and  the  Sinking  Fund. 

7609.  Sir  William  McLintoclc : If  you  come  down 
to  a mere  matter  of  book-keeping  and  take  the 
national  accounts,  you  could  quite  easily  find  almost 
an  equivalent  amount  of  capital  expenditure  on  the 
one  side  of  the  account  as  against  the  revenue  from 
Death  Duties,  which  is  considered  a tax  on  capital 
on  the  other  : but  the  public  accounts  are  prepared 
in  such  a way  that  they  do  not  bring  that  out 
clearly?— Yes,  very  likely  that  is  so. 

7610.  I think  it  could  be  shown  every  year  that  uie 
capital  expenditure  on  the  one  side  is  almost  equiva- 
lent to  the  amount  raised  from  Death  Duties  on  the 
other ; the  difference  is  not  material  P — I think  there 
is  no  more  force  in  the  argument  for  equating  is 
two  than  there  would  be  for  equating  the  proceeds  o 
the  -Sugar  Duty  with  the  cost  of  meals  for  school 
children,  so  as  to  he  able  to  say  that  the  amount  you 
spend  on  meals  for  school  children  exactly  equals 
receipts  from  the  Sugar  Duty. 

7611.  But  if  there  is  any  point  in  the  argumen 
against  using  Death  Duties  for  current  expendi  u 
there  is  nothing  left  in  it  when  you  come  to  ana - 5“ 
that  current  expenditure,  and  find  that  an  equiva  e ^ 
amount  of  it  is  truly  capital  expenditure  ?— 1 ia'® 
not  worked  that  out  myself.  I am  not  at  ai 
surprised.  Summing  the  whole  matter  up,  1 tee  j 
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any  rate  in  the  present  circumstances,  that  the  sort 
of  moderate  Capital  Levy  which  has  been  under  dis- 
cussion is  not  worth  while,  and  that  the  advocate  of 
the  Capital  Levy  is  probably  wanting  it  as  a first 
instalment  of  a radical  redistribution  of  wealth.  My 
feeling  about  this  is  that,  assuming  such  a policy, 
I doubt  whether  this  is  a wise  way  in  which  to  take 
your  first  instalment.  If  I were  considering  a com- 
pletely different  order  of  society  in  which  saving  was 
looked  after  by  the  State,  so  that  you  had  not  got  to 
pay  much  attention  to  encouraging  or  discouraging 
saving  by  private  individuals,  then  measures  of  this 
sort  might  be  worthy  of  serious  consideration.  But, 
to  begin  at  this  end,  to  take  steps  which  might 
interfere  with  the  private  motive  to  save,  before  you 
had  established  in  operation  a thoroughly  efficient 
alternative  method  of  saving,  would  be  to  make  a 
mistake,  from  any  point  of  view.  This  is  the 
dilemma  : that  if  the  Capital  Levy  is  part  of  a new 
social  order  it  is  not  the  thing  to  begin  with.  If  it 
is  not,  if  it  is  meant  to  be  something  which  is  quite 
compatible  with  our  present  order  of  society,  then  it 
is  not  worth  while. 

7612.  Profeasor  Kail:  You  differ,  then,  from  one  of 
our  witnesses  who  has  suggested  that  a Capital  Levy 
of  £1,000,000,000  might  be  desirable,  and  would  not 
really  be  disturbing.  You  do  not  think  it  is  worth 
while,  and  the  smaller  the  amount  the  less  worth 
while  it  is  ? — The  Capital  Levy  is  extraordinarily  dis- 
turbing in  proportion  to  its  magnitude — far  more  so 
than  any  other  tax.  You  are  insulting,  by  it,  a set 
of  very  strong  irrational  feelings  in  men. 

7613.  Sir  William  McLintock:  Have  you  con- 

sidered the  other  aspect  of  it — that  the  payers  of  the 
levy  in  many  cases  would  have  to  hand  over  an 
interest  in  their  business  to  the  Government,  to  hold 
in  the  form  of  shares? — I believe  that  there  are  ways 
round  all  these  technical  points.  I admit  that  these 
grounds  of  objection  are  troublesome,  and  that  there- 
fore no  one  -would  undertake  to  meet  them  except  in 
connection  with  a large  and  important  scheme ; but 
C do  not  think  they  are  insuperable. 

7614.  Then  there  are  people  who  earn  substantial 
incomes  with  very  little  capital.  Would  they  escape? 

Yes,  they  would ; but  they  are  just  the  people  I 
should  wish  to  let  off.  If  the  object  is  to  put  more 
burdens  upon  owners  of  accumulated  capital  in  order 
to  relieve  those  who  are  earning  big  current  incomes 
and  making  big  current  profits,  the  result  you  indicate 
is  just  what  is  sought. 

.7615.  The  suggestion  has  been  made  that  those 
with  incomes  of  a certain  size  and  very  little  capital 
should  have  their  contribution  commuted  in  some  way 
Then  it  comes  back  to  an  Income  Tax? — Yes,  I have 
heard  that  suggestion.  If  you  think  that,  I see  no 
object  in  not  doing  it  by  Income  Tax.  Of  course 
that  has  constantly  happened  in  experience.  The 
Capital  Levies  which  have  been  proposed  in  foreign 
countries  have  generally  been  elaborated  and 
whittled  away  until  they  were  practically  additional 
Income  Taxes.  If  all  the  payers  of  a Capital  Levy 
proceeded^  to  set  up  a sinking  fund,  out  of  their 
current  income,  in  order  to  replace  what  the 
Capital  Levy  had  taken  from  them,  it  would  then  be 
equivalent  to  an  Income  Tax  on  the  holder  of  the 
capital  at  the  date  of  the  imposition.  But  even  then 
it  would  not  be  a general  Income  Tax,  because  not  all 
the  Income  Tax  payers  would  be  paying  it. 

7616.  There  is  no  other  method  left  to  them? — 

Even  so,  you  still  achieve  your  object  by  transferring 
the  burden  from  the  Income  Tax  payers  as  a whole 
to  a particular  section  of  the  Income  Tax  payers, 
namely,  those  who  own  capital  at  the  date  of  the 
levy.  * 

7617.  Professor  Sail :■  Should  I be  right  in  saying 
that  you  think  a Capital  Levy  is  practicable,  but  m 
present  circumstances  undesirable? — Yes,  and  not 
worth  while.  That  is  the  aspect  I should  emphasise. 

7618.  It  is  practicable.  The  question  of  valuation 
coes  not  trouble  you  at  all? — It  troubles  me  a little. 

unk  it  ig  quite  a serious  and  difficult  matter  and 
an  aigument  against  the  Capital  Levy  unless  you 
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are  achieving  a big  object.  But  if  you  have  a big 
object  in  view,  I think  that  these  valuation  diffi- 
culties are  capable  of  solution. 

7619.  It  is  not  an  insuperable  obstacle? — No. 
After  all,  if  there  was  no  Income  Tax,  it  would  be 
an  objection  to  the'Income  Tax  that  you  would  have 
to  set  up  the  tremendous  machinery  of  Somerset 
House. 

7620.  Chairman : Have  you  any  further  point, 

Mr.  Keynes? — There  is  one  point  upon  which  I have 
not  said  anything,  but  which  you  emphasised  in  the 
questionnaire  sent  me.  That  was  the  question  of  the 
effect  of  a Capital  Levy  in  producing  inflation  or 
deflation.  My  view  of  that  is  that  a Capital  Levy 
would  set  up  two  tendencies.  There  would  be  some 
people  who  would  be  so  much  alarmed  that  they 
would  sell  out  securities  beyond  what  they  required 
for  the  purpose  of  the  levy,  and  would  keep  monev 
in  their  banks.  That  effect  would  be  deflationary. 
There  would  be  other  people  who  w'ould  be  either 
unable  or  unwilling  to  sell  out  their  securities,  and 
who  would  try  to  obtain  part  of  the  amount  of  the 
levy,  partly  by  using  their  bank  balances  up  to  the 
hilt  and  partly  by  borrowing  additionally  from  the;>- 
bank.  That  would  be  inflationary.  If  we  had  a 
managed  currency  there  need  be  no  effect  on  balance 
because  it  would  be  easy  to  counteract  the  net  effect 
of  those  two  influences.  If  we  had  a currency  in 
which  we  took  no  steps  to  counteract  tendencies 
towards  inflation  or  deflation,  then  it  would  depend 
upon  which  of  those  two  sets  of  motives  was  the 
stronger.  I sliould  have  supposed  that  the  tendency 
to  borrow  would  be  incomparably  stronger  than  the 
tendency  to  hoard,  and  that  consequently  the  nef 
effect  would  be  inflationary  rather  than  deflationary 

7621.  Mrs.  Wootton:  When  you  say  a managed  cur- 
rency, would  that  include  a managed  gold  standard? 
— You  can  have  a gold  standard  that  is  to  a great 
extent  a managed  currency.  I am  not  assuming  the 
absence  of  a gold  standard ; I am  assuming  the 
presence  of  a standard  which  has  been  worked  on 
managed  lines,  although  it  may  have  a gold  basis. 
It  is  too  soon  to  predict  along  what  lines  these  things 
will  develop.  Recent  talk  has  been  to  lay  stress  upon 
the  amount  of  gold  reserves  as  governing,  cnedit 
policy.  If  we  were  to  manage  our  credit  by  reference 
to  the  inflow  and  outflow  of  gold,  then  it  would  be 
impossible  for  us  to  counteract  such  influences  as 
these. 

7622.  Either  way? — Either  way.  Suppose  that  we 
did  not  pay  too  much  attention  to  gold  and  attended 
mainly  to  credit  influences  at  home,  then  in  spite  of 
the  gold  standard  we  could  do  a good  deal  to  counter  ■ 
act  these  influences. 

7623.  If  we  had  an  entirely  unmanaged  standard? 
— If  we  had  a gold  standard  of  the  kind  which  the 
orthodox  gold  party  advocate,  we  could  do  nothing. 

7624.  We  could  do  nothing,  but  the  gold  standard 
would  do  something  in  time? — Yes,  but  what  it  would 
do  would  be  a matter  of  chance. 

7625.  Professor  Sail : What  would  you  do  with  any 
repayments  that  come  to  us  from  France  or  some 
other  of  our  debtor  countries?  Would  you  utilise 
those  amounts  for  repayment  of  debt? — I think  that 
there  is  a strong  sentimental  and  psychological  argu- 
ment for  doing  that,  just  as  there  is  for  using  repara- 
tion receipts  in  that  way,  but  I do  not  know  that 
there  is  much  in  it,  really.  I should  take  the  money 
into  my  Budget,  and,  whatever  I might  say,  the  effect 
would  be  to  ease  the  Budget  situation  as  a whole. 

7626.  Sir  William  McLintock : If  they  do  not 

budget  for  those  reparations,  as  has  not  been  done 
the  last  year,  will  they  not  automatically  go  to  the 
reduction  of  debt,  if  anything  comes  in? — The 
Treasury  budget  for  a certain  amount  of  reparation 
receipts  this  year,  and  I should  suppose  that,  as 
soon  as  the  reparation  receipts  can  be  accurately 
foreseen,,  they  will  be  budgeted  for.  The  only  reason 
for  not  budgeting  for  them  is  the  fact  that  the 
Treasury  is  not  quite  sure  how  much  they  will  be. 

7627.  Professor  Sail : But  since  we  have  borrowed 
for  the  purpose  of  these  loans,  does  it  not  seem  that 
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on  grounds  of  public  policy  it  would  be  desirable  to 
utilise  the  repayments  for  repayment  of  the  capital 
burden? — We  could  say  we  were  doing  that,  just  as 
we  can  say  that  we  are  using  the  Death  Duties  for 
this  purpose;  hut  I should  not  increase  the  Sinking 
Fund  above  £50,000,000  merely  because  we  had  got 
an  extra  £5,000,000  from  France. 

7628.  Sir  William  HcLintock  : The  same  principle 
has  been  operating  every  year  in  the  sale  of  War 
stores.  We  are  treating  the  proceeds  from  sales  as 
current  income? — Yes, 


7629.  Professor  Hall:  Taking  the  choice  between 
reducing  Income  Tax  and  increasing  the  amount  of 
the  Sinking  Fund  above  £50,000,000,  would  you  sug- 
gest that  it  would  be  better  to  apply  the  money 
received  to  reducing  the  Income  Tax? — I should 
bring  it  into  the  Budget  as  a whole  and  treat  it  very 
much  like  other  receipts  in  deciding  how  I Should 
use  it. 

Chairman : Thank  you  very  much  for  your  most 
interesting  evidence. 


(The  TTifness  withdrew.) 
(Adjourned.) 


TWENTY-FIFTH  DAY. 


Tuesday,  2nd  June,  1925. 


The  Rt.  Hon.  LORD  OOLWYN,  Chairman. 
Sib.  CHARLES  ADDIS,  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Mb.  J.  W.  BOWEN. 

Mr.  W.  L.  HIOHENS. 


Present  : 

Mr.  H.  B.  LEES-SMITH,  M.P. 

Sir  JOSIAH  STAMP,  G.B.E. 

Mr.  G.  R.  HAMILTON,  Secretary. 
Mr.  G.  ISMAY,  Assistant  Secretary. 


Mr.  Randle  Holme  and  Mr.  L.  B.  Carslake,  representing  the  Council  of  the  Law  Society,  called  and 

examined. 

Evidence-in-chief  handed  in  by  Mr.  Holme  and  Mr.  Carslake. 


1.  The  Council  of  the  Law  Society  have  considered 
the  list  of  subjects  submitted  by  the  Secretary  of  the 
above  Committee.  Most  of  the  subjects  are  of  so 
general  a character  that  the  Council  do  not  feel  that 
they  can  usefully  offer  evidence  upon  them.  How- 
ever strongly  t)he  members  of  the  Council  may 
individually  feel  that  the  heavy  rate  of  taxation 
now  prevailing  is  detrimental  to  the  well-being  of 
the  country  and  its  industries,  these  are  not  matters 
which,  generally  speaking,  concern  solicitors  as  a 
profession.  Stamp  duties,  however,  and  duties  of 
a similar  character  are  matters  with  which  solicitors 
are  constantly  dealing  in  the  ordinary  course  of  their 
practice,  and  accordingly  they  welcome  the  oppor- 
tunity of  expressing  their  views  on  certain  of  these 
duties.  It  is  not  to  be  inferred  from  their  mention- 
ing certain  duties  only  that  they  consider  none  others 
require  reconsideration.  The  subject  is  so  vast  that 
they  feel  compelled  to  confine  themselves  to  points 
of  outstanding  importance. 

Ad  Valorem  Duties  Payable  in  Respect  of  Limited 
Companies. 

2.  It  is  a commonplace  that  the  system  of  limited 
joint  stock  companies  has  been  beneficial  and  has 
stimulated  the  growth  of  trade  and  industry.  The 
system  undoubtedly  has  been  abused,  but  the  abuses 
are  infinitesimal  in  number  and  importance  com- 
pared with  the  benefits  which  have  resulted.  Con- 
sequently, while  the  formation  of  limited  companies 
affords  a legitimate  opportunity  for  raising  revenue, 
that  opportunity  should  not  be  made  use  of  so  greedily 
as  unduly  to  hamper  this  beneficial  form  of  business. 

3.  At  present  this  is  the  case.  The  ad  valorem 
duties  payable  in  the  case  of  limited  companies 
(generally  at  the  time  of  their  formation)  are  far 
too  heavy.  It  is  true  that  the  number  of  companies 
formed  in  recent  years  is  large  and  shows  no  sign 
of  diminution,  but,  were  it  not  for  this  heavy 
impost,  the  number  of  registrations  would 
undoubtedly  be  larger. 

4.  The  fact  that  the  system  of  limited  companies 
is  sometimes  used  for  unworthy  objects  is  no  argu- 
ment to  the  contrary.  Heavv  taxation  does  not 


deter  the  formation  of  such  companies,  and  a reduc- 
tion in  such  taxation  would  not  materially  increase 
them. 

5.  By  the  Finance  Act,  1920,  the  Capital  Duty  on 
companies,  previously  5s.  per  cent.,  was  raised  to  £1 
per  cent.  In  the  case  of  large  public  companies, 
where  large  figures  are  involved,  this  impost  results 
in  an  almost  intolerable  burden.  In  the  case  of 
private  limited  companies,  although  the  figures 
involved  are  generally  smaller,  the  burden  is  pro- 
portionately heavy. 

6.  But  the  hardship  does  not  end  here.  Where, 
as  is  almost  .always  the  case,  the  company  is  formed 
to  acquire  some'  property  or  business,  there  is  a 
further  payment  of  Stamp  Duty  on  the  agreement 
for  sale,  or  on  the  conveyance  or  transfer,  to  the 
company.  This  duty  on  agreement®  for  sale  or  con- 
veyances used  to  be  at  the  rate  of  10s.  per  cent., 
but  was  increased  to  £1  per  cent,  in  1910  and  is 
chargeable  on  the  consideration  so  far  as  it  is  in 
respect  of  immovables  in  this  country,  book  debts, 
goodwill,  and  indeed  every  kind  of  property  except 
land  abroad  and  movables. 

7.  Though  these  additional  burdens  are  borne  in 
the  case  of  a public  company  which  invites  the  public 
to  subscribe  by  being  in  effect  paid  by  the  share- 
holders, they  are  often  prohibitive  in  the  case  of  a 
private  company  formed  to  take  over  the  business 
of  a private  firm.  Very  often  such  transactions 
amount  to  little  more  in  reality  than  the  addition 
of  the  word  “ limited  ” to  the  name  of  the  firm, 
and,  although  the  firm  as  the  result  of  the  trans- 
action acquires  the  benefit  of  limited  liability,  the 
impost  of  approximately  2 per  cent,  on  the  value 
of  the  assets  is  far  too  high  a price  to  pay.  The 
result  is  that  in  many  caseg  either  the  transaction 
is  abandoned,  or  some  legal  hut  inconvenient  subter- 
fuge is  adopted  in  order  to  reduce  the  amount  pay- 
able. 

8.  Take  a simple  case  of  conversion  of  a private 
business  into  a private  limited  company.  The  value 
of  the  assets  is  £250,000.  It  being  desired,  quite 
rightly,  that  the  capital  of  the  company  should  be 
approximately  equivalent  to  the  value  of  the  assets 
which  it  is  to  acquire,  the  nominal  capital  of  the 
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company  is  £250,000.  The  Capital  Duty  of  1 per 
cent,  therefore  amounts  to  £2,500.  The  agreement 
for  sale  or  conveyance  to  the  new  company  is  for  a 
consideration  of  £250,000  in  fully  paid  shares,  of 
which  £30,000  represents  movables.  The  balance 
of  the  consideration,  viz.  £220,000,  involves  a stamp 
duty  of  £2,200 — ia  total  ad  valorem  payment  of 
£4,700,  an  amount  which  is  quite  out  of  proportion 
to  the  benefit  obtained  by  the  transaction.  The 
parties  will  therefore  be  driven  either  to  abandon 
the  conversion  altogether,  whereby  the  revenue 
will  receive  no  payment  at  all,  or  some  device  must 
be  adopted  for  reducing  the  figures,  resultingl  in 
some  less  desirable  proposition. 

9.  The  present  duty  is  particularly  hard  on  com- 
panies formed  to  start  new  business,  develop  mines, 
patents,  etc.,  and  it  undoubtedly  deters  many  for- 
eigners from  forming  companies  here  and  also  drives 
Englishmen  to  register  aibroad,  instead  of  here,  com- 
panies formed  to  carry  on  business  abroad. 

10.  It  is  understood  that,  where  a reconstructed 
company  is  being  formed  to  take  over  the  business 
of  the  existing  company,  and  where  the  shareholders 
in  the  new  company  are  the  same  and  hold  shares 
in  the  same  proportion  as  those  in  the  existing  com- 
pany, the  ad  valorem  duty  is  not  claimed  by  the 
Inland  Revenue  on  the  agreement  for  sale  or  con- 
veyance. If  this  is  so,  it  is  difficult  to  see  any  reason 
why  the  concession  should  not  be  extended  to  the 
case  where  a private  business  is  converted  into  a 
private  limited  company,  and  where  the  shares  axe 
taken  up  by  the  vendor  or  his  nominees.  But  the 
concession  (if  made)  in  the  case  of  reconstruction  is 
made  without  statutory  authority,  and  nothing  could 
be  more  objectionable  than  that  the  Board  of  Inland 
Revenue  should  have  it  in  their  power  to  give  ox 
withhold  concessions,  like  an  oriental  potentate 
scattering  largesse  at  his  pleasure. 

11.  The  matter  should  be  dealt  with  by  statute. 
In  the  opinion  of  the  Council  no  ad  valorem  duty 
at  all  should  be  payable  on  a conveyance  or  agree- 
ment for  sale  from  one  company  to  another  for  fully 
paid  shares  when  the  shareholders  are  substantially 
the  same  in  both  companies,  or  in  the  ease  of  a sale 
of  a business  to  a private  company,  where  the  vendors 
take  by  themselves  or  their  nominees  substantially 
all  the  shares. 

1 12.  In  addition  it  is  submitted  that  the  rate  of 
Capital  Duty  on  the  original  or  increased  capital 
of  companies  should  be  reduced  to  the  figure  which 
prevailed  before  1920  of  5s.  per  £100. 

Ad  Valorem  Stamp  Duty  on  Conveyances  and 
Transfers. 

13.  It  is  submitted  that  in  all  cases  ad  valorem 
duty  on  conveyances  and  transfers  and  agree- 
ments for  conveyance  or  transfer  should  be  reduced. 
Before  the  year  1910  the  rate  was  10s.  per  cent.,  but 
by  the  Finance  (1909-10)  Act,  1910,  it  was  increased 
to  1 per  cent,  except  in  transactions  where  the  con- 
sideration did  not  exceed  £600  and  except  on  transfers 
ol  stocks  and  shares.  In  1920  the  increase  was  ex- 
tonded  to  transfers  of  stocks  and  shares  by  the  Finance 
Act  of  that  year  (without  any  exception  in  cases  where 
tlie  consideration  is  less  than  £500).  In  the  opinion 
o the  Council  it  should  be  reduced  'in  all  cases  to  10s. 
per  cent.  It  is  probable  that  the  loss  to  the  revenue 
would  be  compensated  for  by  an  increased  volume  of 

usmess,  resulting  also  in  increased  revenue  from 
income  Tax  and  similar  sources. 

Commission  to  Solicitors  on  Government  Loans 

14.  The  Council  have  repeatedly  urged  upon  the 
leasury  the  desirability  of  allowing  to  solicitors  a 

comnnssion  upon  subscriptions  to  Government  loans 
e chents  through  their  solicitors,  in  the  same 
‘>1  as  such  allowance  is  made  to  bankers,  stock- 
nokere  and  financial  houses. 

Tlie  principle  of  allowing  commission  to 
itors  was  admitted  in  paragraph  13  of  the  rules 


made  in  pursuance  of  the  National  Debt  (Conversion) 
Act  1888  with  respect  to  the  conversion  of  New  3 per 
Cent.  Annuities  and  the  exchange  of  Consolidated  3 
per  Cent.  Annuities  and  Reduced  3 per  Cent.  Annui- 
ties. lhat  paragraph  provided  that  solicitors  lodging 
assents  on  behalf  of  clients  would  be  paid  a commission 
of  Is.  6d.  per  cent. 

16.  The  only  occasion  on  which  a specific  reason 
was  given  for  refusing  to  allow  such  a commission  to 
solicitors  was  in  1915,  when  the  then  Chancellor  of 
the  Exchequer  stated  that  it  was  not  practicable  to 
offer  commission  except  to  bankers  and  brokers,  but 
that  he  understood  it  was  the  practice  of  bankers  and 
brokers  to  divide  the  commission  which  they  received 
with  other  agents  who  introduced  the  business.  He 
stated  with  regard  to  the  1888  conversion  that  it 
differed  from  War  Loan  in  that  while  the  former  had 
been  undertaken  in  the  Interests  of  the  Exchequer, 
the  then  conversion  was  intended  to  confer  a privilege 
on  subscribers  to  the  new  loan. 

17.  The  Council  submit  that  the  fact  that  brokers 
divide  their  commission  with  solicitors  amounts  to  an 
acknowledgment  that  solicitors  do  a substantial  part 
of  the  work  and  that  present-day  loans  and  conver- 
sions are  undertaken  in  the  interests  of  the  Ex- 
chequer to  at  least  as  great  an  extent  as,  if  not  to  an 
infinitely  greater  extent  than,  the  conversion  of  1888. 
They  are  convinced  that  such  an  allowance  would  be 
in  the  public  interest  as  tending  greatly  to  facilitate 
and  assist  the  success  of  future  Government  issues. 

18.  Solicitors  are  in  the  position  of  being  able  to 
render  valuable  service  to  the  State  in  connection 
with  such  loans.  They  have  charge  of  numbers  of 
trusts  involving  an  immense  sum  in  the  aggregate. 
The  trustees  are,  as  a rule,  quiescent,  and  the  manage- 
ment is  in  the  hands  of  the  solicitors.  The  super- 
vision of  investments  and  the  arranging  for  any 
changes  necessarily  throw  a large  amount  of  work 
upon  solicitors.  In  order  to  influence  investments  in 
Government  loans  they  have  to  examine  trust  papers, 
look  up  uninvested  balances,  enter  into  considerable 
correspondence  with  clients  and  trustees  to  recom- 
mend, and  obtain  the  consent  to  the  proposed  invest- 
ment of  the  tenant  for  life,  and  two,  and  sometimes 
more,  trustees,  fill  up  all  the  forms,  obtain  the 
necessary  signatures,  arrange  for  the  drawing  of 
cheques,  payment  of  instalments  into  the  bank,  and 
many  other  details. 

19.  All  this  involves  the  expenditure  of  a large 
amount  of  time  and  trouble,  and  cost  to  the  trust 
estate ; and  it  is  to  meet  such  costs  that  it  is  con- 
sidered only  right  that  solicitors  should  be  included 
among  those  who  receive  commission. 

20.  Solicitors  are  men  of  affairs  and  have  many 
opportunities  of  influencing  and  directing  the  invest- 
ment of  money.  The  brokerage  offered  is  of  a-  dual 
nature : it  is  not  only  remuneration  for  work  done, 
but  also  an  inducement  to  direct  the  flow  of  money 
into  the  coffers  of  the  person,  company,  or  depart- 
ment offering  the  commission.  It  is  obvious  that 
solicitors  earn  this  commission  equally  with  bankers 
and  brokers. 

21.  The  aggregate  of  money  passing  through  the 
hands  of  the  profession  for  actual  investment  is  very 
large,  and  it  is  well  recognised  that  solicitors  on 
placing  debentures,  etc.,  are  entitled  to,  and  do 
receive,  the  commission  which  is  usually  offered  to 
bankers,  brokers,  and  underwriters.  They  disclose 
the  fact  to  their  client,  and  such  commission  is 
treated  in  lieu  of,  or  in  addition  to,  professional 
remuneration,  according  to  circumstances. 

22.  Payment  of  a commission  to  solicitors  would  in 
no  way  diminish  the  amount  received  by  the  nation. 
The  only  result  would  be  that  instead  of  bankers  or 
brokers  receiving  a share  of  the  commission  in  respect 
of  applications  made  by  solicitors,  the  solicitors 
would  receive  the  whole  of  the  commission.  A very 
large  proportion  of  the  applications  made  to  the 
Treasury  by  bankers  and  stockbrokers  emanates  from 
the  solicitor.  Almost  the  whole  of  the  service  has 
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been  rendered  by  the  solicitor,  but  at  present  the 
remuneration  paid  by  the  State  goes  to  the  broker 
or  banker.  There  can  be  no  doubt  that  the  clients 
would  be  perfectly  willing  that  their  solicitors  should 
be  paid  by  commission  for  his  efforts  and  attention 
to  their  interests;  they  are  principally  concerned 
that  the  trust  estate  should  not  be  charged.  At 
present  any  charges,  if  made  by  the  solicitor  against 
the  client,  would  have  to  be  borne  by  the  client,  and 
it  is  not  an  inducement  to  the  latter  to  invest  in 
this  class  of  security  if  he  has  to  pay  solicitors’  costs. 

23.  Unless  the  solicitor  is  remunerated,  he  cannot 
be  expected  to  bestir  himself  or  to  undertake  all  this 
work,  and  it  is  clearly  in  the  national  interest  that 
the  source  of  money  in  the  control  of  solicitors  should 
be  tapped. 

Residence  for  Income  Tax  Purposes  of  Companies 

Carrying  on  Business  and  Controlled  Abroad. 

24.  The  Income  Tax  Act,  1918,  is  a consolidation 
of  earlier  Statutes  which  were  passed  at  a time  when 
limited  companies  were  less  in  number  and  importance 
than  they  are  now.  Income  Tax  liability  to  a large 
extent  depends  upon  residence  in  this  country,  and 
the  draftsmen  of  the  earlier  Acts  used  that  word, 
having,  of  course,  the  case  of  an  individual  in  mind, 
and  oblivious  of  the  fact  that  it  is  not  an  apt  word 
to  apply  to  the  case  of  a limited  company,  which  can 
have  no  physical  residence.  It  has  consequently 
fallen  to  the  Courts  to  apply  that  word  to  the 
case  of  limited  companies  as  best  they  can.  Shortly, 
the  result  of  cases,  until  the  decision  about  to 
be  referred  to,  has  been  that  a company  resides 
for  the  purpose  of  Income  Tax  in  the  country 
where  it  is  controlled.  To  use  the  words  of  the 
latest  text  book  on  the  subject  (Konstam’s  Income 
Tax,  2nd  Ed.,  p.  116,  written  before  the  decision 
above  referred  to),  “ Attempts  have,  however,  been 
made  to  establish  the  contention  that  a company 
resides  in  the  country  in  which  it  is  registered  or 
incorporated  or  in  which  its  registered  office  is 
situate;  these  attempts  have  always  failed,”  though 
the  learned  author  adds  in  a note — “ With  the 
possible  exception  of  John  Hood  and  Co.  v.  Magee 
(1918),  7 Tax  Cases,  327  ” (an  Irish  case). 

25.  The  view  so  taken  'by  the  Courts  has  been  an 
advantage  to  the  revenue  of  this  country,  for  it  has 
been  possible  to  register  a company  in  this  country, 
and  therefore  pay  in  this  country  the  Capital  Duty 
and  other  payments  required  on  registration  of  a 
company,  and  yet  to  avoid  paying  Income  Tax  on, 
at  any  rate,  some  of  its  income  not  remitted  to  this 
country,  by  arranging  for  the  control,  as  well  as  the 
business,  to  be  situate  abroad. 

26.  Unfortunately,  this  state  of  affairs  has  come 
to  an  end,  for  the  House  of  Lords  (Lord  Atkinson 
dissenting)  has  upheld  the  Court  of  Appeal  which  held 
(Lord  Justice  Atkin  dissenting)  in  the  recent  case 
of  the  Swedish  Central  Railway  Co.  v.  Thompson 
(1924)  2 Iv.B.,  255,  that  the  company  was  to 
be  deemed  resident  in  this  country,  although  prac- 
tically the  only  ground  for  the  decision  appears 
to  have  been  the  fact  that  it  was  registered 
in  this  country.  The  company  was  in  receipt  of  a 
rent  from  a railway  in  Sweden  and  was  held  to  be 
liable  to  tax  on  the  whole  of  the  rent  whether 
remitted  to  the  United  Kingdom  or  not ; whereas 
if  not  resident  here  it  would  have  been  liable  only 
on  so  much  of  the  rent  as  was  remitted  here.  This 
seems  to  be  a perfectly  gratuitous  present  to  the 
foreigner  at  the  expense  of  our  Inland  Revenue.  The 
word  “ residence  ” is  so  inapt  when  applied  to  a 
limited  company  that  almost  any  construction  of 
the  word  was  open  to  the  Court.  The  decision 
will  render  liable  to  tax  all  income  from  foreign 
securities,  rents,  stocks  and  shares,  whether  remitted 
to  this  country  or  not,  even  though  the  company  is 
wholly  controlled  abroad,  and  thus  prevent  the 
formation  of  companies  in  this  country  for  the  pur- 
pose of  carrying  on  business  abroad  if  they  are  likely 


to  have  any  income  other  than  trading  profits.  This 
will  deprive  the  revenue  of  a corresponding  amount 
of  Capital  Duty  on  registration  and  incidental 
payments,  and  at  the  same  time  take  away  oppor- 
tunities for  employment  which  such  companies  at 
present  afford  to  persons  resident  in  this  country. 

Income  Tax  on  Debentures  Held  by  Foreign 
Residents. 

27.  The  provisions  in  the  Inoome  Tax  Act  which 
oblige  a company  to  deduct  tax  from  debenture 
interest  is  a great  hindrance  to  the  investment  by 
foreigners  in  the  debentures  of  English  companies. 
In  the  United  States  debentures  can  be,  and  often 
are,  issued  “ free  of  all  United  States  taxes.”  In 
England  the  obligation  to  deduct  the  tax  can  only 
be  got  round  in  a complicated  manner.  It  is  diffi- 
cult on  business  grounds  to  see  why  a borrower 
should  not  be  able  to  contract  to  pay  his  interest 
“ free  of  Inoome  Tax.”  It  is  believed  that  if  tax 
free  debentures  coukl  he  issued,  a considerable 
amount  of  American  money  would  be  invested  in  such 
debentures  of  sound  English  undertakings. 

Exemption  of  Superannuation  Funds  from  Income 
Tax. 

28.  Under  Section  32  of  the  Finance  Act,  1921, 
pension  funds  for  employees  and  ex-employees  can  be 
exempted  from  Inoome  Tax,  but  under  this  Act  the 
Inland  Revenue  Authorities  will  not  exempt  a fund 
which  provides  benefits  for  the  widows  and  other 
dependants  of  deceased  employees. 

29.  It  is  submitted  that  very  often  the  best  work- 
men do  not  want  to  give  up  work  when  they  are  of 
pensionable  age.  They  do  not  want  a pension  them- 
selves, but  prefer  to  go  on  working  until  they  die, 
if  they  know  that  their  wives  and  dependants  will 
be  adequately  provided  for.  The  result,  however, 
of  the  existing  law  is  that  pension  schemes  in  order 
to  obtain  exemption  from  Income  Tax  must  be  so 
framed  as  to  provide  benefits  only  for  the  employee, 
thus  encouraging  men  to  retire  when  they  reach 
pensionable  age,  or  if  the  scheme  covers  widows  and 
dependants,  the  funds  have  to  pay  Income  Tax. 

Stamp  on  Scrip  Certificates  to  Bearer. 

30.  It  is  the  practice  of  the  Inland  Revenue  to 
stamp  these  with  2d.  (the  Finance  Act  1920  having 
raised  the  stamp  from  Id.  to  2d.).  But  this  is  done 
as  an  act  of  grace,  seeing  that  it  was  decided  in 
Bumball  v.  The  Metropolitan  Bank  (1877)  2 Q.B.D., 
194,  that  a scrip  certificate  by  which  it  is  certified 
that  after  payment  of  certain  instalments  the  bearer 
will  become  entitled  to  be  registered  as  the  holder 
of  shares  is,  by  usage  amongst,  banks  and  on  the 
Stock  Exchange,  a negotiable  instrument  trans- 
ferable by  delivery. 

31.  As  scrip  certificates  to  bearer  consequently  fall 
under  two  categories  they  may  be  assessed  under 
either  class  at  the  option  of  the  Government  ( Speyer 
Bros.  v.  Inland  Revenue  Commissioners,  A.C.  1908, 
page  92V  It  is  not  desirable  that  the  business  com- 
munity should  be  left  in  doubt  as  to  the  course  which 
the  Inland  Revenue  Authorities  may  at  any  time 
take  at  their  discretion  in  any  particular  instance. 

Summary. 

32.  For  the  above  reasons  the  Council  desires  to 
express  the  opinion; 

(1)  That  the  duty  on  the  capital  of  Limited  Com- 

panies should  be  reduced  from  £1  per 
£100  to  the  figure  at  which  it  stood  before 
1920,  namely  5s.  per  £100.  {Paragraph 

12.) 

(2)  That  the  Conveyance  Duty  should  be  reduced 

from  £1  per  £100  to  the  figure  at  which 
it  stood  before  1910  namely  10s.  per  £100. 
( Paragraph  13.) 


MINUTES  OF  EVIDENCE. 


543 


2 -June,  1925.] 


Mr.  Randle  Holme  and  Mr.  L.  B.  Carslake. 


[ Continued . 


(3)  That  no  conveyance  ad  valorem  duty  should 

be  charged  in  the  case  of  companies  under 
certain  conditions,  namely,  where  the 
vendor  and  purchaser  are  substantially  the 
same,  so  that  the  transaction  is  a sale  in 
name  only.  ( Paragraph  11.) 

(4)  That  commission  should  be  allowed  to  soli- 

citors on  Government  loans  and  conver- 
sions. ( Paragraphs  14  to  23.) 

(5)  That  legislation  should  be  introduced  to  pro- 

vide that  for  Income  Tax  purposes  the 
residence  of  a company  is  the  place  where 
its  real  business  is  carried  on  irrespective 
of  where  it  is  registered.  ( Paragraphs 

24  to  26.) 


7630.  Chairman:  You  attend  this  morning  as  the 
representatives  of  the  Council  of  the  Law  Society  ? — 
(Mr.  Holme) : Yes. 

7631.  I believe  the  Society  are  celebrating  their 
centenary  to-day,  and  I understand,  Mr.  Holme, 
that  the  founder  was  an  ancestor  of  yours.  We  are 
very  glad  to  see  you  here  to-day? — Thank  you. 

7632.  We  will  bake  your  evidence  paragraph  by 
paragraph.  I understand  you  will  speak  as  to  the 
Stamp  Duties,  Mr.  Holme? — Yes.  ( Paragraphs  1,  2 
and  3 read.) 

7633.  Mr.  Hichens:  I was  wondering  whether  you 
thought  that  the  additional  number  of  registrations 
would  be  very  much  larger  ? — That,  of  course,  in  any 
case  is  only  prophecy. 

7634.  It  is  only  prophecy,  but  it  is  important? — 
The  best  way  I can  answer  you  is  this,  that  in 
my  own  practice,  and  as  I know  from  discussions  with 
my  colleagues  on  the  Council  of  the  Law  Society  in 
their  practice,  it  frequently  does  happen  that  a 
company  which  would  have  been  formed  is  given  up 
oil  account  of  these  heavy  imposts. 

7635.  Even  companies  with  substantia]  prospects  of 
success  ? — (Certainly. 

7636.  It  is  an  extraordinary  thing  to  give  them 
up,  is  it  not? — (Mr.  Carslake) : I can  give  you  one 
instance — I will  not  mention  the  particular  industry 
— -where  I was  asked  to  report  on  the  possibility  of 
fusing  together  all  the  companies  in  one  industry; 
there  were  about  eight  or  nine  of  them. 

7637.  Yes;  that  is,  an  amalgamation? — Yes.  That 
comes  on  the  Capital  Duties.  The  Capital  Duty  was 
so  heavy,  as  well  as  the  Transfer  Duties,  that  it  was 
dropped. 

7638.  I could  understand  amalgamation  being  frus- 
trated. Indeed,  I have  often  thought  I would  make 
a certain  reorganisation  myself  if  it  were  not  for 
the  Stamp  Duty  expense,  but  with  regard  to  a new 
company  it  astonishes  me  that  its  formation  should 
be  in  any  way  prevented  by  these  duties  ? — If  it  is  to 
take  over  an  existing  business  you  have  got-  1 per 
cent.  Capital  Duty,  and  you  have  got  1 per  cent. 
Transfer  Duty ; it  is  2 per  cent,  that  you  have  to  pay, 
and  it  certainly  does  hamper  things  very  materially. 
One  tendency  is  that  companies  are  formed  with,  1 
was  going  to  say,  nominal  capital,  sometimes — with 
one  shilling  shares — in  order  to  get  over  the  Capital 
Duty.  I have  done  two , recently.  That  is  not  good 
finance. 

7639.  It  is  simply  to  avoid  the  duties? — Yes.  (Mr. 
Holme):  When  I referred  to  companies  having  been 
given  up,  which  seemed  to  surprise  you,  I was 
thinking  of  private  companies  where  a man,  an  owner 
of  a business,  desires  to  convert  it  into  a limited 
company.  That  is  the  kind  of  case  which  I have 
known  given  up  on  account  of  the  expense,  simply 
on  the  ground,  as  I say  later  in  my  evidence-in-chief, 
that,  as  all  you  are  gaining  by  the  conversion,  is  to 
add  the  word  “ limited  ” to  your  name,  it  is  not 
always  worth  paying  several  thousand  pounds  for 
that  benefit. 

7640.  Sir  Alan  Anderson:  Do  you  think  it  is  a 
good  thing  for  a private  firm  unlimited  to  turn  itself 


(6)  That  provisions  should  be  made  for  deben- 

ture interest  to  be  paid,  without  deduc- 
tion of  tax,  to  non-residents.  ( Paragraph 

27.) 

(7)  That  the  exemption  from  Income  Tax 

should  be  extended  to  pension  schemes 
which  provide  benefits  for  the  widows  and 
dependants  of  deceased  employees,  and 
should  not  be  limited  to  pension  schemes 
which  provide  benefits  only  for  the  em- 
ployees. ( Paragraphs  28  and  29.) 

(8)  That  the  Stamp  Duty  on  scrip  certificates  to 

bearer  be  fixed  by  Statute  exclusively  at 
2d.  ( Paragraphs  30  and  31.) 


into  a limited  company? — Well,  I do.  I use  the 
phrase  in  my  evidence  that  it  is  a commonplace  that 
it  is  an  advantage. 

7641.  To  the  community,  do  you  think?  Of  course, 

I see  the  advantage  to  the  private  firm  ? — (Mr. 
Carslake)  : One  of  the  disadvantages  of  the  private 

firm  and  the  advantage  of  the  company  is  in 
case  of  death ; it  is  so-  much  easier  to  keep  continuity 
of  management  and  distribute  the  estate  without 
having  to  sell  the  whole  business. 

7642.  Mr.  Hichens:  Would  you  prefer  another 

penny  or  twopence  on  the  Income  Tax  for  instance? 
One  assumes  that  the  money  lias  to  be  found  some- 
where, and  it  is  a choice  of  evils,  is  it  not? — (Mr. 
Holme) : Of  course,  if  my  evidence  is  correct,  that 
is  not  so.  If  to  make  it  easier  to  form  a limited 
company  is  beneficial  to  trade  and  industry,  more 
income  will  be  earned  and  more  Income  Tax  paid  in 
that  way. 

7643.  Surely  the  benefit  to  trade  and  industry  will 
only  be  in  respect  of  those  companies  who  do  not 
register  to-day? — Yes. 

7644.  That  number,  I do  not  think  you  have  con- 
tended, is  very  large.  There  are  certain  amalgama- 
tions or  big  absorptions  which  might  be  made,  but  I 
did  not  understand  you  to  think  that  they  were  very 
many,  or  that  they  were  going  to  electrify  the  indus- 
tries of  this  country  ? — It  is  impossible  to  say  to  what 
extent. 

7645.  Mr.  Hichens : The  industries  that  I know 

would  scarcely  feel  a -change  of  this  sort.  It  is  true 
that  if  you  were  going  to  have  -a  big  amalgamation  of 
all  the  steel  interests,  for  instance,  the  duty  payable 
would  be  large,  but  it  is  extremely  doubtful  if  any- 
body would  be  deterred  from  -doing  it  on  that  account ; 
if  they  were,  I could  understand  that  under  such 
circumstances  relief  from  duty  might  help  trade,  but 
as  I know  it  I can  only  think  of  trifling  instances 
where  people  are  deterred  owing  to  the  Stamp  Duty 
from  this  action.  Sir  Alan  Anderson:  As  I under- 
stand Mr.  Holme,  lie  says  as  a matter  of  business  if 
the  Government  charge  5s.  instead  of  £1  they  would 
make  more  money.  Mr.  Hichens : What  I want  to 
know  is,  are  there  going  to  be  very  many  more  regis- 
trations, because  that  surprised  me.  I did  not  gather 
from  you  that  there  would  be  three  or  four  times  as 
many  registrations,  because  that  is  what  it  comes  to. 
(Mr.  Holme) : But  there  are  two  advantages.  First, 
there  will  be  more  registrations,  and  second,  new 
companies  will'  be  relieved  of  this  unduly  heavy 
burden,  which  is  so  heavy  a burden  on  them  and  which 
hampers  their  start.  As  I -say  later  on  in  my  evi- 
dence, apart  from  the  question  of  registration  or 
non-registration,  there  is  the  millstone  hung  round 
the  neck  of  a newly-born  company  which  is  really  a 
detriment. 

7646.  Then  your  contention  would  be,  would  it,  that 
the  loss  in  duty  would  be  made  up  (a)  by  increased 
registrations,  and  (h)  by  increased  profits?  Yes; 
whether  it  would  exactly  meet  it,  is  a mathematical 
proposition  which  I do  not  attempt.  Mr.  Hichens : 

I should  be  very  much  surprised  if  that  is  so. 

2 M 4 
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7647.  Chairman : Will  you  now  pass  on  to  para- 
graph 6? — Yes.  ( Paragraphs  6,  7 and  8 read.)  I 
may  say  that  the  figures  in  paragraph  8 are  taken 
from  a case  in  my  own  practice,  a very  recent  case ; 1 
have  just  made  them  round  figures. 

7648.  Sir  Alan  Anderson:  A device  for  reducing 
the  figures  means  having  a nominal  capital? — Well, 
there  are  several  ways  of  doing  it. 

7649.  That  is  one  way? — That  is  one  way,  and  an 
objectionable  way.  You  have  a business  worth 
£100,000  and  sell  it  to  a company  with  a nominal 
capital  of  £10,000;  that  is  one  way  of  avoiding  the 
stamps. 

7650.  What  is  the  objection? — There  are  great 
objections.  In  the  first  place,  supposing  I am  the 
owner  of  this  business;  1 sell  it  to  a company  for 
10,000  fully  paid  shares;  supposing  I want  to  raise 
further  capital,  if  I 'issue  shares  for  cash  it  is  obvious 
that  the  subscribers  come  in  on  terms  which  are  most 
unfair  to  me,  because  every  one  of  my  shares  is  really 
worth  ten  times  more  than  its  nominal  value,  lhat  is 
one  objection;  it  absolutely  hampers  the  raising  of 
further  capital,  though  of  course  there  are  ways 
round  it. 

7651.  That  is  just  what  I was  getting  at.  If  the 
owner  of  the  private  business  is  wanting  to  sell  it,  or 
to  get  further  capital,  or  something  of  that  sort,  I 
should  have  thought  this  tax  was  a comparatively 
small  thing.  If  he  is  going  to  retain  the  whole 
business  in  his  own  hands  and  go  on  just  as  he  did 
before,  then  he  can  put  a nominal  figure  on  it 
because  no  one  is  interested  except  himself  ? But 
times  may  change.  At  the  time  of  the  formation  he 
may  be  the  only  person  interested;  in  a few  years’ 
time  he  may  find  it  necessary  to  raise  further  capital 
and  he  will  be  very  much  hampered.  Another  reason 
is  that  it  is  not  very  good  for  the  credit  of  the  com- 
pany to  have  a capital  which  is  unduly  low.  People 
who  are  ignorant  of  the  circumstances  form  their 
opinion  from  the  nominal  capital,  and  it  does  the 
company  no  good  to  have  the  nominal  capital  unduly 
low.  You  suggested  that  the  natural  way  would  be 
to  have  a low  nominal  capital,  but  there  are  other 
ways,  of  course,  of  avoiding  the  duty  but  which  are 
undesirable.  Supposing  I am  the  owner  of  a business 
with  freehold  property,  say,  a brewery  with  licensed 
houses;  if  I sell  that  concern  to  a company 
there  has  to  be  consideration  of  the  full  value  in- 
volving this  large  duty.  One  way  out  of  it  is  that 
I would  not  sell  it  but  lease  it ; the  owner  of  the  pre- 
mises would  remain  the  freeholder  and  the  company  is 
the  lessee  of  the  property  owner.  In  that  way  you 
avoid  the  conveyance  duty  but  it  is  a less  desirable 
proposition,  obviously.  ( Paragraphs  9 and  10  read.) 
In  the  case  of  a sale  to  a private  company  where 
there  is  an  absolute  change  of  ownership  I would  not 
suggest  this  concession ; I am  only  referring  to  a case 
where  a man  sells  a business  to  a company  and  him- 
self holds  the  shares  in  it.  ( Paragraph.  11  read.)  Our 
view  is,  if  I may  put  it  shortly,  that  there  should  be 
no  ad  valorem  duty  on  a conveyance  where  the  vendor 
and  the  purchaser  are  really  the  same  person  so  that 
there  is  no  real  change  of  ownership,  although  legally 
there  is.  There  are  two  cases;  the  first  is  where 
company  A sells  to  company  B and  the  shareholders 
are  the  same  in  each.  There  is  a change  of  owner- 
ship as  a matter  of  law,  but  as  a matter  of  fact  there 
is  not,  and  that  is  the  case  where,  as  I understand, 
the  Inland  Revenue,  without  statutory  authority,  as 
a concession  allow  the  duty  not  to  be  paid.  The  other 
case  is  where  a man  is  himself  the  owner  of  a business, 
sells  it  to  a company  and  takes  all  the  shares.  There 
again  there  'is  in  law  a change  of  ownership  but  in 
fact  no.  ( Paragraphs  12  and  13  read.)  When  I say 
“in  all  cases”  at  the  beginning  of  paragraph  13, 
I mean  not  only  in  companies  but  generally. 

7652.  Ghairmam : With  regard  to  the  next  para- 
graphs, 14  to  24,  I was  thinking  perhaps  you  would 
like  to  address  a few  words  to  the  Committee  upon 
those,  instead  of  reading  them  through? — Perhaps 
I may  first  of  all  refer  to  the  last  paragraph  that  I 
was  reading  on  the  question  of  the  ad  valorem  duty, 
paragraph  13.  The  value  of  money  having  gone 


down  and  figures  generally  having  gone  up,  of  course 
in  the  case  of  a conveyance  for  that  very  reason 
larger  Stamp  Duty  is  payable.  If  at  the  same  time 
the  rate  is  increased,  as  it  is,  the  taxpayer  is  hit 
twice,  first  by  the  increase  of  prices  owing  to  the 
economic  change,  and  secondly,  by  the  increase  of 
Stamp  Duty. 

7653.  Would  you  like  now  to  say  a few  words  to 
the  Committee  upon  the  point  of  “ Commission  to 
solicitors  on  Government  loans  ”? — When  the  Govern- 
ment make  an  issue  or  convert,  they  allow  a com- 
mission to  bankers  and  brokers,  but  for  some  reason, 
and  no  reason  which  appeals  to  me  as  of  any  value, 
they  decline  to  give  that  similar  commission  to 
solicitors.  In  my  opinion,  not  only  are  solicitors 
equally  entitled  on  general  grounds  to  be  paid  for 
such  work  and  such  introductions,  but  also  they  are 
probably,  speaking  generally,  in  a position  to  in- 
fluence money  in  the  direction  of  Government  loans 
even  more  than  bankers  and  brokers  are.  My  difficulty 
on  this  subject  is  to  see  what  possible  answer  there 
can  be  to  the  suggestion  that  what  is  fair  for  a banker 
and  broker  is  fair  for  a solicitor  in  the  way  of  this 
humble  commission  of  Is.  6d.  per  cent.  I cannot 
see  what  the  answer  is.  The  only  answer  given  by 
the  authorities  is  the  one  set  out  in  paragraph  16 
where  the  Chancellor  of  the  Exchequer  in  1915  stated 
that  it  was  not  practicable  to  offer  commission  except 
to  bankers  and  brokers.  I cannot  see  why  it  is  im- 
practicable; moreover,  it  is  not  true,  because  in  1888 
it  was  done,  and  therefore  it  is  rather  hard  to  under- 
stand how  he  could  say  it  was  impracticable  when 
only  a few  years  before  the  very  thing  was  done.  It 
is  certainly  not  impracticable ; it  is  obviously  practi- 
cable. The  other  reason  was  this;  “He  stated  with 
regard  to  the  1888  conversion  that  it  differed  from 
War  Loan  in  that  while  the  former  had  been  under- 
taken in  the  interests  of  the  Exchequer,  the  then 
conversion  was  intended  to  confer  a privilege  on 
subscribers  to  the  new  loan.”  So  this  reason  'is  that 
he  will  give  a commission  to  bankers  and  brokers  in 
all  cases  but  to  solicitors  only  if  the  conversion  is  a 
conversion  'in  the  interests  of  the  Exchequer.  In 
the  first  place,  I cannot  see  the  reason  for  that  distinc- 
tion being  drawn.  If  it  is  right  for  a banker  and 
broker  it  is  right  for  a solicitor  and  vice  versa.  Also 
I should  say,  and  1 think  there  can  be  no  doubt 
about  this,  that  most  Government  issues  are  in  the 
interests  of  the  Exchequer  and  most  conversions  are 
in  the  interests  of  the  Exchequer,  otherwise  the  Ex- 
chequer would  not  do  them.  So,  if  that  is  the  only 
reason  given,  that  the  conversion  is  to  be  to  the 
■interests  of  the  Exchequer,  it  does  not  seem  to  me  to 
be  a reason  at  all  : theref  ore  I am  at  a loss  to  under- 
stand on  what  ground  the  Treasury  make  that  dis- 
tinction and  allow  these  commissions  on  introductions 
by7  brokers  and  bankers  and  not  on  introductions  by 
solicitors.  As  I cannot  understand  the  reason  I have 
no  more  to  say  about  it.  I cannot  see  any  possible 
reason;  I wish  somebody  would  suggest  one. 

7654.  Have  you  anything  to  say  upon  that,  Mr. 
Carslake ? — (Mr.  Carslahe)  : I think  Mr.  Holme  has 
covered  the  ground. 

7655.  Sir  Alan  Anderson : Do  other  issuers  of  loans 
give  commission  to  solicitors? — (Mr.  Holme):  Acs, 
I do  not  say  ail,  but  in  my  experience,  yes. 

7656.  It  is  common  for  a solicitor  to  get  commis- 
sion, is  it? — Yes,  I think  so.  , 

7657.  Does  he  have  to  disclose  that  to  his  client. 
— Yes;  that  is  dealt  with,  certainly. 

7658.  I suppose  you  would  agree  that  a solicitor 
is  in  a more  confidential  position  towards  his  clien 
than  a stockbroker? — Yes;  that  is  why  he  has  a 
really  better  means  of  influencing  the  investment  or 
money  than  a stockbroker. 

7659.  That  is  why  it  is  more  dangerous  to  give 
him  an  inducement  to  influence  it? — (Mr.  Carslalce )■ 
He  has  to  disclose  it. 

7660.  But  still,  as  you  point  out,  his  business  i 
to  act  for  people  who  are  largely  quiescent,  an  i® 
is  in  an  extraordinarily  confidential  position,  and  i 
is  a very  dangerous  one  in  many  ways.  Surely  i ■ 
open  to  objection  that  he  should  be  influenced  iy 
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a money  payment  given  by  someone  who  is  not  his 
client?— (Mr.  Holme) : Do  you  suggest  that  it  can 
be  dangerous  to  advise  a man  to  go  into  a Govern- 
ment loan?  We  are  talking  here  of  War  Loan. 

7661.  I do. — Can  it  really  ever  be  said  to  be  dan- 
gerous that  I should  advise  my  client  on  a choice 
of  investments  instead  of  going  into  some  industrial 
that  he  should  go  into  War  Loan?  How  can  that 
be  dangerous? 

7662.  I think  the  business  of  a solicitor  is  to  advise 
his  client  according  to  the  interests  of  the  client, 
and  the  business  of  the  person  who  draws  a commis- 
sion from  some  other  person  is  to  exert  himself  for 
the  interest  of  that  other  person;  I think  that  dis- 
tinction is  a perfectly  obvious  one  ? — Perfectly  true, 
and  I entirely  accept  it,  but  what  surprises  me  is 
that  anyone  can  suggest  that  it  could  ever  be  dan- 
gerous or  wrong  to  advise  a man  to  go  into  War 
Loan. 


7663.  But  surely  if  it  is  always  the  best  thing  to 
do  to  put  all  your  money  into  Government  loans,  you 
would  not  need  any  advice;  you  have  the  things 
offered  to  you.  If  your  client  is  largely  quiescent — 
you  have  widows  and  orphans  and  so  on — you  are  in 
quite  a different  position,  it  seems  to  me,  from  the 
stockbroker? — I wonder  why  you  say  there  is  a 
difference. 

7664.  Because  your  business  is  to  guard  the  in- 
terests of  those  people  who  trust  you,  who  are  not 
the  people  issuing  the  loans,  and  here  you  say  you 
ought  to  be  paid  by  the  prospective  borrower  of  these 

persons’  money  to  do  something  to  help  him. I 

should  have  thought  the  same  argument  would  have 
gone  against  the.  broker  and  banker  also.  If  they 
are  asked  to  advise  as  to  a proper  investment  in  a 
particular  case,  is  it  not  their  duty  also  to  consider 
the  whole  thing  quite  impartially? 

7665.  I think  you  have  put  it  very  well  when  you 
say  you  are  in  a much  more  confidential  position  and 
you  have  much  more  power  to  influence  the  money; 
people  trust  you  more;  and  just  for  that  reason  it 
seems  to  me  it  would  be  quite  wrong  for  the  Govern- 
ment to  go  out  of  its  way  to  put  you  in  the  same 
position  as  bankers  and  brokers.  Of  course,  if  it 
was  done  by  every  other  person  who  issued  loans,  then 
the  Government  would  say  : " All  these  other  people 
are  giving  the  solicitors  something,  and  they  will 
give  wrong  advice  to  their  clients  against  our  in- 
terest unless  we  give  them  the  same  bait  that  these 
other  people  give  them.”  I think  the  whole  tiling 
u bad.  It  seems  to  me  that  the  people  to  pay  you 
are  your  clients.— (Mi*.  Carslake) : There  is  just  that 
question  of  payment  in  connection  with  it.  If  the 
solicitor  does  not  get  any  commission  and  the  broker 
oi  banker  does,  the  banker  does  not  share  the  com- 
mission with  the  solicitor;  he  keeps  it  for  what  he 
floes;  but  the  solicitor  has  to  be  consulted  and  the 
client,  has  to  pay  him  as  well. 

7666.  He  gets  his  advice?— He  gets  his  advice,  but 
H the  solicitor  got  the  commission,  that  commission 
would  go  to  pay  for  the  advice;  the  solicitor  would 
not  keep  that  and  charge. 

* '6f37'  Ae  y°u  sa*y>  it  is  advice  induced  by  a commis- 
sion ; that  is  not  the  sort  of  advice  I should  want 
lorn  my  solicitor?— I hope  you  have  a solicitor  who 
would  not  be  induced  to  give  different  advice  by  that 
commission. 


f668.  Still,  that  is  not  the  point  of  this  argument;  1 
jP®*  trying  to  state  some  of  the  objections  to 
i.  Holme?  (Mr.  Holme):  I am  much  obliged  to 
Live  earned  one.  As  Mr.  Carslake  was  saying,  surely 
™ fifio  .sJlould  be  paid  anyway  for  what  he  does. 

bbj.  I think  that  is  between  him  and  his  client. 
ndo  n°t  think  that  solicitors  are  paid  too  much  at 
all;  I think  they  do  their  work  extraordinarily 
cheaply  but  II  do  think,  as  you  properly  point  out, 

, fat  their  position  is  one  of  great  confidence  between 
lem  ,“d  t]leir  client,  and  I think  it  is  wrong  for 
some  third  party  to  start  giving  baits  to  them.  I 
* louid  dislike  it  very  much  if  my  solicitor  was  advis- 
ing  me  about  investments  ?— I find  it  quite  difficult  to 
lonow  the  argument,  but  I will  not  pursue  it  further 
G uragraphs  24,  25  and  26  read.) 


I should  like  to  add  a word  or  two,  if  I may,  on 
that  point.  As  the  evidence  points  out,  Income  Tax 
liability  to  some  extent  depends  on  residence.  The 
Income  Tax  Acts  use  the  word  “ residence.”  It 
would  have  been  quite  open  to*  the  Courts  originally 
to  have  held  that  a company  had  no  residence, 
and  therefore  relieved  them  from  liability,  and  if 
they  had  done  so,  Parliament  would  have  had  to  step 
in  and  say  what  they  really  meant.  Instead  of  which 
the  Courts  unfortunately  have  struggled  to  apply  the 
word  “ residence,”  although  inapt,  to  the  case  of  a 
company,  and  the  result  has  been  a large  number  of 
decisions  more  or  less  inconsistent  with  one  another 
and  finally  the  decision  mentioned  here.  Still,  up  till 
now,  it  has  not  much  mattered  because  the  conditions 
applied  have  been  that  if  the  company  is  controlled 
abroad  it  is  resident  abroad.  But  the  result  of  this 
last  decision  will  be  that  you  will  have  no  chance  of 
holding  the  company  to  be  resident  abroad  if  it  is 
registered  here,  and  the  result  will  be  that  where 
a company  trading  .abroad  is  controlled  abroad 
it  will  no  longer  be  possible,  as  it  has  been,  to  register 
here,  unless  you  are  prepared  to  accept  Income  Tax 
liability. 

7670.  You  have  read  what  the  Lord  Chancellor  said 
upon  that,  have  you  not? — Yes,  I have  it  here.  In 
such  cases  registration  here  has  really  been  a matter 
of  sentiment  or  convenience  or  habit,  but  if  the  in- 
dulgence in  that  is  to  result  in  Income  Tax  liability, 
nobody  will  register  any  more.  The  result  will  be, 
we  fear,  that  a large  number  of  companies  which 
might  have  been  registered  here  will  be  registered 
abroad. 

7671.  Sir  Charles  Addis  : Will  that  be  the  sum  of 
the  disadvantages,  in  your  view — the  loss  of  the 
Capital  Duty  and  the  small  employment  given  ? — 
Well,  I suppose  it  will. 

/6t2,  Is  that  all? — That  is  all  that  occurs  to  me. 
yes 

7673.  I should  like  you  to  develop  that  a little  ; 
there  must  be  indirect  consequences  of  that? — That  is 
the  only  one  that  occurs  to  me,  but  there  are  other 
disadvantages  no  doubt. 

''67 4.  There  are  no  doubt  'indirect  -disad vantages. 
There  will  be  a tendency,  for  example,  for  orders 
that  might  be  placed  here  to  be  placed  abroad? — 
(Mr.  Carslake) : I think  those  are  the  direct  dis- 
advantages. 

7675.  The  direct  are  not  very  serious,  but  the  in- 
direct disadvantages  are  very  serious? — I think  the 
general  feeling  that  the  company  is  registered  here 
would  tend  to  bring  business  to  this  country. 

7676.  Equipment,  material,  and  so  forth? — Yes. 

7677.  Mr.  Hichens : If  the  control  is  centred 

abroad,  would  that  be  so? — Yes,  I think  even  then, 
because  although  the  control  is  centred  abroad  you 
may  have  the  shareholders  centred  here. 

76 ‘ 8 • Sir  Alan  Anderson:  As  I understand  this 
very  difficult  question  of  taxation  in  other  countries, 
we  have  always  gone  until  lately  on  the  principle  as 
to  the  company  whose  control  was  here,  that  when 
the  brain  of  the  company  is  resident  here,  we  have 
taxed  them  even  if  they  were  registered  abroad? — 
Yes. 

7679.  But  some  other  countries — America,  I think 
was  one  of  the  others — went  for  the  place  of  registry. 
When  you  had  two  conflicting  principles  of  that  kind 
both  at  large  and  operating  over  the  world,  it  wae 
possible  for  some  .companies  to  escape  everywhere  and 
for  other  companies  to  be  taxed  in  a number  of 
different  countries.  Obviously  that  is  wrong.  It 
seems  to  me  that  it  is  very  important  to  have  the 
thing  cleared  up  one  way  or  the  other,  but  I cannot 
think  it  is  worse  for  us  to  discourage  the  act  of 
registration  in  this  country  than  to  discourage  the 
settlement  of  the  centi*al  brain  of  a concern  in  this 
country.  If  we  continue  our  past  practice,  which  is 
to  tax  according  to  the  residence  of  the  central  brain 
of  the  company,  we  obviously  discourage  people  from 
maintaining  the  central  brain  of  their  concern  here, 
and  they  are  going  to  operate  abroad.  It  is  more 
likely  that  business  will  flow  from  the  residence  here 
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of  tlie  brain  of  the  company  than  from  the  mere 
registration,  I should  have  thought? — (Mr.  Holme): 

I entirely  agree.  (Mr.  Gar  slake ):  I entirely  agree; 

I was  only  dealing  with  the  recent  change. 

7680.  We  must  go  upon  one  or  other  of  those 
principles;  we  cannot  have  it  both  ways;  because 
every  other  country  will  admit  it  both  ways  too.  It 
is  a very  difficult  thing,  but  I do  not  think  you  solve 
it  if  you  say  we  are  wrong  to  tax  according  to  registra- 
tion, because  then  you  get  thrown  at  once  at  you 
the  only  other  known  way  of  taxing,  as  far  as  I know, 
of  going  for  the  brain  ? — (Mr.  Holme ) : But  the 
Inland  Revenue  will  have  'it  both  ways  if  the  decision 
stands. 

7,081.  But  they  cannot? — If  the  company  is  con- 
trolled here  they  will  certainly  tax  them. 

7682.  That  will  be  cured  at  once  by  all  the  other 
countries  in  the  world  doing  the  same  thing  ? — Which 
they  do  already;  so  you  pay  twice  over. 

7683.  Then  we  get  into  diplomatic  disputes  and 
it  has  to  be  cleared  up ; we  have  to  choose  one  or 
the  other  ? — I was  only  dealing,  of  course,  with  this 
one  decision.  I do  not  say  by  ,any  means  that  things 
would  be  perfect  if  the  decision  had  not  been  given 
far  from  it — but  this  decision  is  the  last  straw  on  the 
camel’s  back;  it  adds  one  more  to  the  various  factors 
if  you  cause  residence  here  to  depend  on  the  place  of 
registration,  which  as  I say  is  one  step  worse  than 
we  were  before. 

7684.  Secretary  : There  is  one  sentence  at  the  con- 
clusion of  the  Lord  Chancellor’s  Judgment  which 
seemed  rather  to  imply  that  a certain  amount  of 
doubt  is  still  left  as  to  the  meaning  of  registration. 
“ I am  not  at  present  prepared  to  say  that  registra- 
tion in  the  United  Kingdom  would  itself  be  sufficient 
proof  of  residence  here;  that  point  does  not  arise  in 
this  case,  and  I express  no  opinion  upon  it.  But 
however  that  may  be,  I am  satisfied  that  the.  fact 
of  registration  together  with  the  other  circumstances 
which  were  found  by  the  Commissioners  to  exist,  were 
sufficient  to  enable  them  to  arrive  at  their  finding  ’’? 
— That  is  quite  true,  and  Lord  Buckmaster  ar  the 
very  end  of  the  report  said  this,  v’hich  I think  will 
show  that  the  thing  is  important : “ The  reference 
to  the  registered  office  is  important;  it  is,  to  my 
mind,  one  of  the  critical  facts  in  determination  of 
residence  in  this  country,  but  not  necessarily  the  sole 
and  exclusive  fact.”  In  the  face  of  that  I fail  to 
see  how  any  company  registered  here  will  have  much 
chance  in  future  of  avoiding  being  held  to  be  resi- 
dent here.  Of  course,  if  Sir  Alan  Anderson’s  sug- 
gestion should  be  pursued  and  it  should  be  held,  by 
legislation  or  otherwise,  that  a company  might  be 
resident  abroad  although  controlled  here,  that  would 
be  infinitely  better  still,  but  I had  not  the  bravery 
or  the  courage  to  suggest  that. 

7685.  Sir  Alan  Anderson : That  is  the  American 
plan,  I believe.  We  have  been  having  a great  dis- 
pute about  double  taxation  of  shipping.  We  were 
told  that  there  were  the  two  principles. — If  I may 
say  so,  I am  sure  the  Council  will  entirely  agree  with 
that.  Registration  is  a detail  compared  to  the  con- 


trol, but  we  had  not  the  courage  to  ask  for  the  altera- 
tion of  what  has  been  the  law  here  so  long,  namely, 
that  the  control  is  the  guiding  principle,  but  if  that 
could  be  done  we  should,  of  course,  welcome  it.  (Mr. 
Gar  slake)  : I was  going  to  say  upon  that,  that  if  one 
could  tax  not  the  company  but  the  shareholder,  that 
would  be  the  real  way  out.  It  is  the  shareholder  in 
this  country  who  takes  his  share  of  the  profits,  and 
if  resident  here  should  be  taxed. 

7686.  Of  course,  a great  many  other  countries  are 
not  satisfied  with  that? — No. 

7687.  And  we  are  not  when  there  is  an  American 
company  operating  here  ? — Quite  so.  It  is  a very  diffi- 
cult, thing  to  see  any  way  out  satisfactorily.  ( Para- 
graph 27  read.) 

7688.  Mr.  Hichens:  You  issue  tax  free  debentures? 
— Only  in  a very  roundabout  way.  Your  covenant  to 
pay  interest  must  be  to  pay,  say,  4 per  cent,  interest 
plus  further  interest  at  such  a rate  as  is  equal  to 
the  Income  Tax  on  the  whole  of  the  interest,  and  a 
foreigner  does  not  understand  that. 

7689.  Sir  Charles  Addis  : That  has  got  to  be  stated 
in  the  debentures? — Yes;  you  can  do  it;  but  in  a 
silly  way. 

7690.  Mr.  Hichens:  You  would  merely  simplify 

what  in  effect  can  be  done  to-day? — That  is  it.  It 
is  illegal  today;  the  contract  is  void. 

7691.  But  there  are  a good  many  tax  free  prefer- 
ence shares? — Preference  shares  are  different. 

7692.  It  only  applies  to  debentures? — It  only  applies 
to  debentures.  Your  preference  share  is  simply  a 
division  of  the  profits;  you  can  do  it  there,  but  not 
in  the  case  of  a debenture. 

7693.  Sir  Alan  Anderson : Does  a foreigner,  a per- 
son resident  abroad,  have  to  pay  Super-tax? — Yes. 

7694.  Chairman:  Now  the  next  paragraph?— 

(Paragraphs  28  and  29  read.)  What  we  say  here  is 
a little  bit  contrary  to  the  views  about  the  new  Gov- 
ernment Pension  Scheme,  but  it  is  so  in  a good  many 
cases.  Of  course,  it  depends  on  the  trade  or  business. 
Your  most  experienced  men,  your  most  valuable  men, 
are  very  often  those  who  are  over  60.  They  are  just 
as  good  for  the  particular  work  they  have  to  do  and 
they  prefer  to  go  on;  I have  had  that  said  to  me 
by  more  than  one  employer.  I have  just  had  to  alter 
a pension  fund  which  is  a fund  really  for  the  depen- 
dents generally,  and  it  nearly  always  went  to  the 
widows.  Now  that  has  got  to  be  altered.  In  that  par- 
ticular company  the  best  men  stop  on  long  after 
pensionable  age. 

(Paragraphs  30  and  31  read.)  Paragraph  30 
shows  that  scrip  certificates  to  bearer  have  techni- 
cally to  bear  a very  heavy  stamp. 

As  regards  paragraph  31,  the  only  safe  way  is  to 
ask  the  Inland  Revenue  Authorities  whether  they 
will  pass  the  particular  set  of  scrip  certificates,  and 
you  have  to  do  that  before  you  issue  your  prospectus; 
it  takes  time  and  the  result  is  that  scrip  certificates 
have  a good  deal  gone  out  of  use. 

7695.  Chairman  : Now  will  you  deal  with  the  sum- 
mary, please.  (Summary  read.) 

Chairman  : Thank  you  for  the  evidence  which  you 
have  given  us. 


(The  Witnesses  withdrew.) 


Mr.  J.  St.  Loe  Stbachey,  called  and  examined. 
Evidence-in-chief  handed  in  by  Mr.  Stbachey. 


1.  Our  first  duty  towards  the  public  creditor  is  to 
determine  that,  come  what  may,  the  nation  shall  pay 
its  debt  and  keep  faith  with  those  who  have  helped  it. 
That  is  not  merely  the  path  of  honour  and  of  truth. 
It  is  the  path  of  safety.  If  we  were  to  repudiate  the 
debt,  or  to  indulge  in  any  policy  which  partook  of 
the  nature  of  repudiation,  the  ruin  of  the  nation 
would  be  assured.  We  should  break  the  confidence 
upon  which  our  economic  strength  is  founded,  and 
with  that  break  in  confidence  would  come  a commer- 
cial ruin  which  would  literally  mean  for  us  a.  famine 


and  an  agony  as  great  as,  but  even  more  intensified 
than,  that  which  now  holds  Russia  in  its  grip. 

2.  The  talk  about  the  weight  of  the  debt  is  greatly 
exaggerated.  We  can  endure  it  perfectly  well  if  we 
have  the  strength  of  character  to  face  it,  and  not  to 
he  frightened  at  its  portentous  figures.  The  vast 
debt  means  no  doubt  very  heavy  taxation  for  a 
classes,  and  that  of  course  is  a burden,  but  it  is  a 
burden  which  can  be  borne.  For  good  or  ill,  t e 
National  Debt  was  incurred,  and  we  cannot  now  ge 
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rid  of  it  by  any  quick  repayment  scheme,  or  rather, 
to  put  it  in  another  way,  such  schemes  are  merely  a 
transfer  of  property  from  one  set  of  capitalists  to 
another. 

3.  But,  though  we  shall  not  increase  the  wealth 
of  the  nation  by  paying  off  the  debt  any  more  than  we 
increased  that  wealth  by  creating  it,  we  may  for  the 
present  generation  incur  very  serious  and  dangerous 
sacrifices — sacrifices  enough  to  cripple  the  nation  for 
years,  if  not,  indeed,  to  destroy  it.  To  put  it  in 
another  way,  the  burden  may  not  be  at  all  too  great 
for  a pack-horse  to  carry  over  a pass  if  he  is  kept  at 
it  steadily  for  a number  of  years,  but  if  you  try  to 
heap  up  an  undue  burden  on  him  in  order  to  get 
the  stuff  carried  over  in  one  year,  or  two  or  three 
years,  you  may  very  easily  kill  your  animal. 

4.  Indeed,  I think  it  is  not  too  much  to  say  that 
the  real  national  danger  involved  in  the  National 
Debt  is  that  it  may  invite  people  to  make  frantic 
efforts  to  pay  it  off,  efforts  which  are  injurious  to  the 
present  generation,  and  efforts  which  disturb  that 
stabilisation  of  values  and  sacrifices  which  we  all 
desire,  and  finally — and  this  is  a very  important 
point — efforts  which  give  the  public  creditor,  not 
that  pound  of  sterling  flesh  to  which  he  has  every 
right,  moral,  legal  and  economic,  but  a good  bit 
more  than  his  pound.  To  put  it  plainly,  I do  not 
want  the  National  Debt  to  be  paid  off  in  a way  which 
will  break  the  taxpayer’s  back,  or  again,  which  will 
give  the  creditor  more  than  he  deserves,  which  will, 
in  effect,  pay  him  back  in  full  sterling  value  what  he 
lent  in  depreciated  sterling  value,  or,  as  somebody 
has  put  it  brutally,  “ We  don’t  want  to  feel  that  we 
have  borrowed  in  paper  and  have  paid  back  in  gold.” 

5.  Translated  into  plain  words,  this  means  that 
debt  becomes  dangerous  in  a high  degree  if  we 
frantically  laise  from  the  existing  taxpayers  fifty 
millions  sterling  every  year  in  order  to  get  a better 
quick  lunch,  so  to  speak,  for  the  creditor  than  he 
lias  any  legal  right  to  expect.  If,  instead  of  paying 
off  fifty  millions  a year  of  National  Debt,  we  had 
some  other  scheme  for  amortization,  we  should  have 
been  just  as  virtuous  repayers,  but  we  should  do  it  in 
a scientific,  non-injurious,  instead  of  a rough  and 
ready  and  injurious  way. 

6.  Consider  for  a moment  what  it  would  mean  if 
the  Chancellor  of  the  Exchequer  were  able  to  remit 
fifty  millions  a year  of  taxation.  In  the  first  place, 
by  doing  so  he  would  do  more  to  reduce  unemploy- 
ment than  any  other  conceivable  method  for  treating 
that  dreadful  evil.  Next,  the  money  now  taken  by 
the  Exchequer  would  begin  to  fructify  in  men’s 
pockets,  and  fructification  would  mean  employment 
here.  It  would  mean  it  best,  of  course,  if  the  money 
were  used  for  development  here,  but  even  if  it  were 
used  for  development  abroad  we  must  gain,  for  the 
people  who  would  owe  us  money  would  have  to  send 
us  goods  and  would  have  to  take  goods  back  in 
exchange — in  a word,  a thousand  balls  would  be  set 
rolling. 


7.  Again,  the  waste  which  comes  with  high  taxa- 
tion would  be  eliminated.  And  here  we  should  get 
an  indirect  advantage.  If  our  taxation  was  reduced 
m amount,  it  is  as  certain  as  anything  can  be  that 
m many  esaes  we  should  gain  more  by  the  extra 
volume  of  trade  than  by  the  apparent  reduction  of 
the  debt.  Taxation  taken  off  sugar,  tea,  and  tobacco 
wouid  almost  at  once  give  us  a greater  proportionate 
yield  than  the  existing  high  rates.  Again,  it  is 
highly  probable  that  if  we  reduced  the  charges  on 
the  postage,  made  a really  cheap  parcels  post,  and 
also  reduced  telephone  charges,  we  should  have 
given  a legitimate  subsidy  to  trade  which  would 
have  vast  results. 


8.  Again,  think  of  the  effect  on  health  if  we  used 
some  of  the  money  we  now  absorb  by  a hectic  effort 
to  pay  off  debt  in  cleaning  our  skies  of  their  pall  of 
smoke.  Subsidies  for  schemes  for  low  carbonization 
°f  coal  and  also  subsidies  for  cheap  electrical  power 
and  heat  would  be  a far  better  national  investment 
than  the  rapid  paying  off  of  debt.  The  only  commer- 


cial advantage  of  the  rapid  paying  off  of  debt  occurs 
in  the  case  of  a money-lending  nation.  But,  though 
money-lending  is  a good  thing  per  se,  and  often  a 
profitable  thing,  it  is  not  the  first  consideration  of  a 
country  with  forty  million  inhabitants  who  must 
starve  if  they  cannot  work. 

9.  In  the  case  of  the  repayment  of  the  debt  what 
I favour  in  a system  which  I believe  always  attracted 
Mr.  Pitt,  though  he  was  not  able  to  carry  it  out,  a 
system  which  does  not  exactly  create  a Sinking 
Fund,  though  it  partakes  of  that  nature.  Above 
all,  it  is  a system  which  is  automatic  in  its  action, 
and  yet  does  not  impose  an  intolerable  burden  on 
the  men  and  women  of  the  present  for  the  benefit 
of  the  men  and  women  of  the  future.  What  I desire 
and  what  in  my  opinion  we  ought  to  have  done 
before  now,  is  to  adopt  a system  of  borrowing  in 
terminable  rather  than  in  perpetual  annuities.  We 
could  have  clone  this  if  we  had  chosen,  and  we  could 
do  it  even  now  for  a very  large  portion  of  the  debt. 
It  is  one  of  the  commonplace  paradoxes  or,  to  speak 
more  accurately,  facts,  of  our  economic  life  that  a 
man  will  pay  practically  as  good  a price  for  a ninety- 
nine  years’  .ease  as  he  will  for  a freehold. 

10.  In  all  probability,  then,  if  the  State  had  only 
offered  to  borrow  on  the  principle  of  London  lease- 
holds— be.,  for  ninety-nine  years  rather  than  for 
perpetuity — it  would  have  got  almost  as  good  terms 
as  it  actually  did  get.  It  could  easily  have  shown 
the  prospective  lender  that  it  was  doing  him  no 
injury  by  its  offer.  The  State  would  say  : “ Don’t  he 
alarmed  at  your  annuity  coming  to  an  end  in  ninety- 
nine  years.  There  will  be  practically  no  depreciation 
in  the  first  thirty-five  years,  and  after  that  the 
depreciation  will  be  so  gradual  that  you  and  your 
heirs  will  not  notice  it.  Besides,  if  yon  are  scrupulous 
about  the  matter,  you  have  only  got  to  make  a Sink- 
ing Fund.  This  can  be  easily  arranged  for  you.” 

11.  At  the  present  high  rate  at  which  money  can 
be  invested,  only  a very  small  sum  a year  has  got  to 
be  put  aside  to  make  a fund  which  in  a hundred 
years  will  produce  £100.  If  the  Government  were 
to  add  Is.  7d.  to  the  existing  interest  given 
on  every  £100  of  the  debt,  but  at  the  same  time 
to  turn  the  perpetual  annuity  into  an  annuity  for 
one  hundred  years,  they  would  be  doing  no  harm  to 
the  creditor  of  the  State;  that  is,  they  would  be 
keeping  their  bond  with  him,  only  as  it  were  return- 
ing him  a small  piece  of  the  loan  each  year. 

12.  The  figures  of  course  are  so  big  that  even  the 
addition  of  only  Is.  7d.  to  the  interest  paid 
on  every  £100  throughout  eight  thousand  millions  of 
the  National  Debt  would  increase  the  burden  of  the 
debt  by,  say,  £6, 000,000  a year;  but  that,  it  must 
be  admitted,  would  not  be  a very  large  amount  to 
devote  every  year  to  the  repayment  of  the  debt. 
Yet  I hold  it  would  be  sufficient.  For  the  first 
thirty-five  years  no  doubt  we  should  appear  to  be 
doing  nothing  in  the  way  of  reducing  the  capital  sum 
of  the  debt.  But  as  soon  as  the  National  Debt  had 
only  sixty-five  years  to  run,  the  Government  would 
begin  to  find  a certain  relaxation;  and  by  the  time 
there  were  only  thirty  years  of  the  terminable 
annuities  to  run,  it  would  be  extremely  easy  to  deal 
with  them  in  such  a way  as  to  reduce  the  burden  of 
interest.  Large  sums  of  money  could  be  raised  to 
get  an  extension  of,  say,  another  twenty  years,  just 
as  is  done  in  the  case  of  Crown  leaseholds. 

13.  And  here  it  may  be  noted  that  as  long  as  the 
present  rate  of  taxation  was  maintained  in  Income 
Tax.  Super-tax,  and  Death  Duties,  the  burden  of 
the  State  in  increasing  the  rate  of  interest,  though 
nominally  by  £6,000,000,  would  not  really  be  more 
than,  say,  some  £4,000,000  a year.  That,  however,  I 
admit,  ds  a somewhat  delusive,  and  therefore  dan- 
gerous, form  of  calculation. 

14.  Before  I proceed,  and  in  case  I have  not  made 
my  point  clear  to  the  plain  man,  I may  give  shortly 
another  method  of  exposition.  Let  the  plain  man  of 
my  thought  turn  in  any  book  of  reference  to  the  sec- 
tion which  deals  with  savings,  compound  interest, 
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an-d  the  making  of  Sinking  Funds,  and  he  will  prob- 
ably find  a table  headed  “ Present  value  of  a lease  or 
annuity.”  The  table  will  tell  him  what  is  the  present 
value  of  an  annuity  of  £1  accumulated  at  various 
rates  of  interest  for  a varying  number  of  years.  If 
he  takes  the  6 per  cent,  table,  he  will  find  that  a 
terminable  annuity  of  £1  which  is  to  finish  in  a 
hundred  years  is  worth  £I6'62;  whereas  a perpetual 
or  unending  annuity  of  £1  is  only  worth  £16’66,  or 
in  other  words  practically  equal. 

15.  If  we  assume  a Government  converted  in  prin- 

ciple tc  my  scheme  of  abandoning  formal  Sinking 
Funds,  or  the  purchase  of  the  State’s  own  stock 
spasmodically  or  at  regular  intervals,  what  is  the 
method  on  which  they  should  act?  Whenever  one 
of  the  fixed  periods  named  in  one  of  the  new  con- 
tracts with  the  State  creditor  arrives,  whether  in  the 
case  of  actual  War  Loans,  Saving  Certificates,  or  War 
Bonds,  the  Government  should  say  to  the  State 
creditor:  “We  propose,  instead  of  funding  your 

£100  Bond  or  £100  block  of  War  Loan  by  giving  you 
a perpetual  annuity,  to  give  you  a terminable 
annuity  for  one  hundred  years.  In  addition  to  giving 
you  4-1  per  cent,  on  each  £100,  we  shall  add  to  each 
annual  payment  of  interest  made  to  you  such  a sum 
as  will  produce  £ LOO  cne  hundred  years  hence.  If 
you  are  dissatisfied  with  this  arrangement,  you  can 
make  out  of  the  extra  interest  Sinking  Fund  for 
yourself.  And  if  you  say  this  is  not  fair  we  will  set 
up  a Statutory  Commission  entitled  1 The  Sinking 
Fund  Commission,’  which  will  undertake  the  work 
of  founding  a Sinking  Fund  for  you,  provided  you 
give  us  an  order  to  pay  the  extra  rate  of  interest  to 
the  said  Commissioners  rather  than  to  yourself.” 

16.  Another,  and  perhaps  a better,  way  (for  I keep 
always  before  me  the  absolute  necessity  of  maintain- 
ing complete  faith  with  the  national  creditor)  would 
be  to  tell  him  that  he  still  can  have  a peipetual  bond 
if  he  wishes  it.  We  would,  however,  in  that  case  make 
a strong  appeal  to  all  patriotic  people  to  take  the 


7696.  Chairman:  Perhaps  you  will  read  youi 

paper,  paragraph  by  paragraph ; the  Committee  may 
ask  you  questions  a.t  the  end  of  each  paragraph? 
Yes,  my  Lord.  ( Paragraphs  1 and  2 read.) 

7697.  Sir  Charles  Addis : Do  your  remarks  in  para- 
graph 2 apply  only  to  schemes  of  quick  repayment, 
or  would  you  agree  that  any  form  of  repayment  of 
debt  involving  taxation  in  some  form  or  other  would 
carry  with  it  a transfer  from  one  set  of  capitalists 
to  another  or  from  one  section  of  the  community  to 
another  ? — Yes,  tt  think  that  is  so. 

7698.  You  are  not  expressing  it  as  peculiar  to 
schemes  for  early  repayment? — No,  I think  not.  I 
think  the  next  paragraph  really  puts  my  view. 
(Paragraph  3 read.)  By  that  paragraph  I mean  that 
we  shall  not  increase  the  wealth  of  the  nation  by 
paying  off  the  debt,  because  that  would  be  a transfer. 
We  have  to  get  the  money  from  somewhere.  We 
have  to  borrow  it,  or  we  have  to  deal  with  in  in  some 
way,  or  to  get  it  from  taxation,  so  that  it  is  obvious 
that  we  cannot  increase  our  wealth  in  that  way , any 
more  than  we  can  increase  it  by  an  Act  of  Parliament. 
(Paragraph  4 read.) 

7699.  Sir  Charles  Addis : Is  there  not  some  little 
contradiction  there  in  your  saying  that  frantic  efforts 
to  repay  debt  would  be  injurious  to  the  present 
generation,  in  view  of  your  statement  in  paragraph  2 
that  repayment  involved  merely  a transfer  of 
property?  In  what  way  is  it  injurious,  if  there  is 
merely  a transfer  of  property? — In  the  first  place, 
there  is  the  waste  which  is  sure  to  take  place  when 
you  raise  that  amount  of  money  by  taxation.  Even 
if  there  is  not  an  absolute  apparent  diminution, 
there  is  a waste  in  the  mechanism  of  collection  and 
redistribution.  Theret  is  also  what  is  in  the  nature 
of  a waste,  an  interference  with  that  stability,  which 


terminable  annuity  rather  than  force  the  Govern- 
ment to  issue  perpetual  stock.  It  the  able  men  wk_ 
now  arrange  the  loan  advertisements  were  to  put  the 
matter  plainly  before  the  public  as  a patriotic  duty, 

1 believe  that  there  would  be  a general  willingness 
to  fall  in  with  the  Government  scheme,  and  to  accept 
without  any  further  demur,  as  a complete  carrying 
out  of  the  State’s  bargain,  the  amount  of  additional 
interest  required  to  amortize  the  loan  in  a hundred 
years,  and  so  to  do  all,  to  use  a Hibernianism,  that 
the  silent  voices  of  posterity  can  demand  from  us. 

17.  I have  one  more  suggestion  to  make  in  regard 
to  the  loan.  It  is  that  in  addition  to  using  the 
ninety-nine-year  or  hundred-year  terminable  annui- 
ties, the  Government  should  introduce  an  attractive 
form  of  short  terminable  annuities  with  high  rates 
of  interest,  and  again  popularise  these  by  a wide 
system  of  advertisement.  Tjhe  increasing  Death 
Duties  are  turning  men’s  minds  very  much  to  the 
purchase  of  annuities,  and  it  is  just  as  well  that  the 
Government  should  have  a share  in,  and  benefit  by, 
this  new  development  as  well  as  the  insurance  com- 
panies. In  my  opinion,  the  Government  should  not 
merely  sell  life  annuities,  or  annuities  for  a fixed 
term,  but  should  also  sell  what  would  prove  very 
popular — i.c.,  annuities  which  should  run  for  life  or 
for  a fixed  term  of  years,  whichever  should  be  the 
longer. 

18.  I believe  that  a good  many  childless  men,  or 
men  who  had  provided  otherwise  for  their  wives  and 
children,  would  be  very  willing  to  give  up  their 
capital  in  exchange  for  a life  annuity  under  an 
attractive  rate  of  interest,  especially  if  they  knew 
that  by  doing  so  they  were  helping  to  diminish  the 
National  Debt.  When  the  life  annuity  fell  in  the 
money  should  pass,  not  into  the  general  Exchequer, 
but  to  the  Commissioners  for  the  Deduction  of 
National  Debt.  This  is  of  course  a form  of  amortiza- 
tion which  has  long  been  in  use.  All  I suggest  is 
that  the  new  power  which  the  Government  have  dis- 
covered in  large  advertisement  should  be  employed 
in  the  work  of  loan  reduction. 


we  all  want  to  reach,  through  what  I should  call  a 
feverish  effort  to  raise  the  money  to  pay  back  debt. 

I think  it  is  shown  by  the  analogy  which  1 put  Inter. 
We  all  know  that  it  is  not  always  good  business  for 
a company  to  pay  off  its  debentures. 

7700.  Sir  -Josiah  Stamp:  Does  it  not  also  rest  on 
the  extraordinarily  deterrent  effect  of  high  taxation? 
For  instance,  if  you  take  something  from  me  specially 
to  pay  Sir  Charles  Addis,  the  deterrent  effect  on  me 
is  quite  as  great  as  the  advantage  to  him?— Yes;  I 
am  very  glad  to  be  reminded  of  that.  The  psycho- 
logical effect,  i.e.,  the  damping  down  of  one’s  energies 
caused  by  very  high  taxation  is  obviously  great. 

7701.  Mr.  Eichens:  But  supposing  we  took  it  from 
you  on  your  demise,  we  should  not  very  much  mine 
whether  you  were  deterred  in  the  next  world. 
Sir  Charles  Addis  : My  question  was  not  intended  to 
be  controversial;  it  was  only  in  order  to  get  the 
point  clear.  I have  only  one  other  question  on  that 
paragraph,  and  that  is  with  regard  to  borrowing  m 
paper  and  paying  back  in  gold.  Is  there  really  any- 
thing in  that  as  between  an  early  payment  and  a la  e 
payment  ? Is  there  in  fact  any  scheme  of  repayinea 
which  gets  over  that  difficulty  ? I mean  not  only  wi  i 
regard  to  War  Loan,  but  debentures  and  everything 
else.  I wondered  if  you  had  any  special  point  m view 
there?— (Witness)  : I could  not  answer  that  quite 
satisfactorily,  unless  I could  predict  the  futuie. 
really  depends  upon  whether  we  are  able  to  maintain 
a higher  value  of  sterling  than  that  existing  at  e 

time  of  borrowing.  , 

7702.  Sir  Josiah  Stamp:  It  is  nothing  more  tnau 
an  argument  in  favour  of  maintaining  prices  stable  a 
the  present  level.  If  the  present  level  is  the  averag 
level  at  which  money  was  borrowed,  and  if  you  ma 
tain  the  present  level,  no  injustice  will  be  done, 
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if  prices  fall,  there  will  he  injustice.  ( Sir  Charles 
Addis : There  is  no  distinction  really,  that  I can 
see,  whether  repayment  is  made  at  an  early  date  or  at 
a late  date.  It  would  depend  on  the  future  course  of 
prices,  in  fact.  If  they  are  stable,  it  does  not  matter; 
if  they  rise,  the  effect  that  you  suggest  would  take 
place? — (Witness)  : Yes.  ( Paragraph  5 read.) 

7703.  Mr.  Eichens : Do  you  really  think  there  has 
been  anything  particularly  frantic  in  the  way  that 
taxes  have  been  collected  to  pay  off  the  debt?  There 
was  a surplus  one  year,  which  helped  matters.  I do 
not  know  whether  there  was  anything  very  exciting 
about  it  or  whether  people  got  excited  over  it  ? — The 
present  very  high  rate  of  taxation  makes  people  care- 
less and  wasteful.  When  we  had  got  the  money  in 
the  Treasury,  that  was,  of  course,  quite  different. 
My  point  is  that  we  ought  not  to  have  raised  so  much 
money.  It  is  Peel’s  old  idea,  that  you  ought  to  do 
everything  possible  to  leave  money  fructifying  in  the 
pockets  of  the  taxpayers. 

7704.  £60,000,000,  I think  we  may  take  it,  repre- 
sents Is.  on  the  Income  Tax? — Yes. 

7705.  £50,000,000  is  also  less  than  the  volume  of 
Death  Duties  that  is  collected  annually? — Yes. 

7706.  And  neither,  in  themselves,  is  going  to  sink 
the  ship,  if  you  compare  those  expenditures  with  so 
many  others  which  are  much  higher? — I expect  it  all 
comes  hack  to  the  problem  of  how  you  cut  your  cloth. 
If  you  can  get  your  remission  of  £50,000,000  a year 
of  taxation  in  some  other  way,  there  would  he  far  less 
ground  for  talking  about  feverish  efforts. 

7707.  My  only  point  was  this,  that,  seeing  that  the 
Budget  is  £800,000,000  or  more,  one  does  not  want  to 
stress  too  much  the  effect  of  £50,000,000  out  of  that 
£800,000,000.  It  is  a comparatively  small  sum,  is  it 
not? — It  is  a comparatively  small  sum,  and  yet  it  is  a 
sum  for  the  reduction  of  which  the  taxpayer  would 
be  very  grateful. 


7708.  Sir  Josiah  Stamp  : It  is  the  last  straw;  that 
is  the  point  ? — Yes.  If  one  were  to  say  that  a trifle  of 
£50,000,000,  more  or  less,  does  not  matter,  I venture 
to  think  that  it  would  he  rather  a profligate  way  of 
looking  at  it. 

7709.  Mr.  Eichens : I was  not  suggesting  that  it 
does  not  matter.  I was  only  thinking  that  one  does 
not  want  to  stress  unduly  the  magnitude  of 
£50,000,000,  which,  taken  separately,  seems  a large 
sum,  but  which,  compared  with  the  Budget  as  a Whole, 
is  not  large  ? — No. 

7710.  And  if  one  is  thinking  of  all  the  various 
expenditures  undertaken  by  the  Government,  I was 
wondering  whether  we  might  not  pare  in  other  direc- 
tions which  would  be  equally  important  perhaps,  and 
spare  the  Sinking  Fund? — Yes,  but  against  that,  I 
want  to  point  out  that,  from  the  Government’s  stand- 
point, £50,000,000  set  free  would  be  an  enormous 
boon.  There  are  many  desirable  things  that  they 
could  undertake  with  that.  For  example,  there  are 
schemes  for  universal  all-in  insurance  and  things  of 
that  kind,  which  cannot  be  adequately  undertaken 
now  because  you  cannot  place  any  more  burdens  on 
the  taxpayers.  That,  I think,  is  generally  admitted, 
t.e-,  that  you  cannot  increase  the  weight  of  taxation. 

7711.  Possibly  not,  but  I take  it  that  the  increase 
of  expenditure  on  education,  for  example,  has  been 
considerably  more  than  £50,000,000  since  pre-war 
days? — Yes. 


7712.  Would  you  call  that  feverish,  too? — No,  I do 
not  think  that  I should  personally,  because  I think 
it  is  probably  a very  good  investment.  Granted 
that  it  is  not  wasted,  I think  education  is  as  good  a 
thing  as  you  can  spend  money  on.  Still,  it  may  have 
been  necessary  to  cut  down,  because  it  is  a question 
of  the  balance  between  the  sacrifices  of  the  taxpayer 
and  the  benefits  to  the  community.  You  have  to 
balance  between  those  two  things,  but  if  you  have 
£50,000,000  to  play  with,  it  will  make  your  balancing 
much  easier  for  education  and  for  those  benefits  that 
T want  so  much — benefits  through  which  you  may 
abolish  the  Poor  Law  and  so  on,  and  get  a scheme 
of  all-in  insurance. 


7713.  Have  you  calculated  how  long  it  would  take 
to  pay  off  the  debt  by  means  of  a Sinking  Fund  ? — 
I have  not  calculated  very  accurately,  but  I find  that 
an  annual  payment  of  Is.  7d.  per  cent.,  at  compound 
interest,  in  100  years  makes  £100. 

7714.  Sir  J osiah  Stamp  : I am  not  sure  that  the 

rate  of  interest  is  not  rather  high? — I have  taken 
perhaps  a rather  high  rate  of  interest.  Sir  Josiah 
Stamp : It  will  do  it  at  4 per  cent. ; that  will  make 

it  amount  to  £100  in  100  years. 

7715.  Mr.  Eichens  : At  any  rate,  leaving  out  the 
mysteries  of  compound  interest  for  the  moment,  it 
is  clear  that  a direct  repayment  of  debt  of  £50,000,000 
per  annum  would  not  pay  off  the  whole  debt  in  100 
years? — No.  The  debt  is  now  £8,000,000,000. 

7716.  So  that'  this  payment  of  £50,000,000  would 
still  leave  the  debt  in  existence  for  120  to  130  years 
or  more? — Yes;  that  is  in  favour  of  my  scheme. 

7717.  We  shall  come  to  that  later,  but  I should 
have  thought  that  to  pay  off  the  debt  in  120  or  130 
years,  or  whatever  it  is,  is  not  an  unreasonable  thing 
to  do  in  itself? — No,  certainly  not;  it  is  very  much 
better  than  to  try  to  pay  it  off  in  30  or  40  years. 

7718.  The  only  question  will  be  whether  it  shall  be 
paid  off,  so  to  speak,  by  equal  annual  instalments, 
or  whether  the  main  part  of  the  burden  should  fall 
on  posterity? — Yes. 

7719-  You  are  going  to  assume  that  it  will  fall  on 
posterity  better  than  on  you  and  me? — Yes.  I do  not 
mind  it  being  put  in  that  way,  because  I think,  owing 
to  its  psychological  effect,  you  should  never  raise  an 
enormous  sum  in  any  one  year. 

7720.  Sir  Alan  Anderson : It  is  your  view  that  this 
£50,000,000  a year  that  we  are  setting  aside  to  repay 
the  debt  is  too  much? — Yes. 

7721.  But  I suppose  you  would  reckon  as  part  >f  the 
money  we  set  aside  to  pay  off  the  debt,  any  additional 
interest  we  have  paid  because  we  have  raised  loans 
on  the  annuity  principle? — Yes;  of  course  you  must 
take  that  into  consideration.  But  that  would  only 
apply  to  the  present  Sinking  Fund.  When  one  of 
the  loans  became  due  and  you  had  to  repay  it  or 
refund  it,  I should  offer  the  holder  his  amount  of 
new  100-year  scrip,  and.  if  he  refused.  I should  go 
into  the  market  and  raise  the  money  on  a 100  years 
annuity  instead  of  a perpetuity.  (Paragraph  6 
read.) 

7722.  Sir  Charles  Addis : A number  of  witnesses 
have  told  us  that  taxation,  apart  from  changes  of 
taxation,  is  not  to  be  regarded  as  a determinant, 
either  of  employment  or  unemployment.  Do  you 
share  that  view? — It  is  of  course  a thing  that  one  has 
often  had  to  think  about.  I think  that  in  a purely 
abstract  sense,  it  ought,  perhaps,  not  to  make  any 
difference,  but  I am  afraid  I shall  have  to  take  refuge 
in  psychology  again.  I think  psychologically  the 
effect  of  high  taxation  is  very  great  upon  what  I con- 
sider the  lifeblood  of  commerce,  that  is,  speculation. 
Speculation  in  its  true  sense  means  looking  ahead  and 
seeing  where  you  can  make  a profit  and  so  forth. 
If  that  were  not  its  psychological  effect,  we  should 
not  have  the  dislike  of  high  taxation  which  is  now 
universal. 

7723.  It  has  been  put  to  us  that  when  a tax  is 
once  established,  the  psychological  effect  dwindles  and 
finally  disappears ; we  get  accustomed  to  it.  You 
do  not  quite1  agree  with  that? — It  is  a very  difficult 
point.  It  seems  to  me  to  involve  one  of  the  most 
extraordinary  paradoxes  in  economics.  Tt  might  be 
argued  that  the  rates  are  no  burden  except  when 
they  are  increased.  Suppose  that  the  Poor  Rate  had 
got  to  £1  in  the  £ all  over  England  in  1832  and  that 
we  had  done  nothing.  Judged  by  this  argument,'  it 
would  not  have  mattered ! 

7724.  The  argument  as  regards  employment  is  that 
sums  raised  by  taxation  become  the  income1  and  the 
expenditure  of  other  consumers,  and  so  equalise  the 
matter? — Yes. 

7725.  Sir  Josiah  Stamp : I would  like  to  take  up 
that  point  about  this  money  that  is  going  to  fructify 
lin  men’s  pockets.  The  taking  of  money  in  taxation 
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is  very  often  considered  to  effect  a compulsory  saving 
of  money  that  would  otherwise  have  been  spent.  It 
is  passed  over  to  somebody  whose  debt  is  redeemed 
and  it  is  used  in  business  as  capital;  surely  therefore 
there  cannot  be  anything  in  the  fructifying  point. 
Perhaps  by  taxation  more  is  saved  than  otherwise 
would  be  for  the  development  of  commerce.  The  only 
point  is  the  deterrent  effect  of  high  taxation  upon 
producers.  There  is  nothing  in  the  point  about  the 
actual  sum  of  money  that  is  taken;  it  fructifies  just 
as  much  where  it  gets  to  as  it  would  have  done  where 
it  was  taken  from? — It  does  not  fructify  so  much, 
because  the  amount  of  the  extra  cost  of  collection  of 
high  taxation  is  higher. 

7726.  I should  not  have  thought  that  made  very 
much  difference.  The  cost  of  collecting  direct  taxa- 
tion is  so  very  slight,  and  the  difference  between  the 
two  costs  must  be  infinitesimal  ? — You  mean  that  when 
the  Government  raises  the  money,  it  draws  it  up,  like 
the  sun  draws  up  water  from  the  sea  and  then  it 
returns  it  in  rain. 

7727.  You  might  say  that  there  is  £99  15s.  out  of 
every  £100  that  is  collected,  of  the  high  portion? — 
Yes. 

7728.  I suggest  to  you  there  is  nothing  in  the  point 
about  fructifying  more  in  one  pocket  than  in  another. 
The  real  question  is  the  deterrent  effect  on  the 
original  producer? — Yes. 

7729.  Sir  Alan  Anderson : But  is  not  “ fructifying  ” 

merely  a picturesque  way  of  talking?  Sir  Josiah 
Stamp : I could  never  understand  how  gold  could 
fructify  in  anybody’s  pocket;  hut  it  is  a time- 
honoured  phrase. — (Witness)  : I admit  I have  to 

'haul  my  colour  down  there.  I see  Sir  Josiah’s  point 
entirely;  hut  there  again  I think  one  cannot  help 
going  back  to  the  psychological  oppression  of  very 
high  taxation. 

7730.  Supposing  I have  £50  and  I should  have  saved 
it  and  put  it  into  somebody’s  business  ; hut  it  is  taken 
away  from  me  in  taxation  to  redeem  War  Loan,  and 
the  holder  of  that  War  Loan  puts  it  into  the  same 
business ; there  is  no  difference  there.  Supposing  it  is 
£50  that  I should  not  have  saved,  but  I should  have 
spent,  and  it  is  taken  away  from  me  in  taxation  and 
it  is  paid  away  in  social  relief,  or  in  pensions  to  some- 
body else,  who  spends  it  in  the  very  same  commodity 
that  I should,  surely  there  is  nothing  in  the  change 
of  ownership? — It  is  very  difficult  to  earmark  money 
or  to  trace  which  pocket  it  comes  out  of.  The  tax- 
payer may  have  been  spending  too  much  money,  and 
he  may  have  to  sell  out  stock  to  meet  it.  Then  that 
is  not  any  compulsory  saving ; it  is  a compulsory  trans- 
fer again. 

7731.  He  realises  his  capital,  hut  there  is  no  ques- 
tion of  it  fructifying? — -No;  I am  afraid  1 must  give 
up  “ fructifying.”  ( Paragraphs  7 and  8 read.) 

7732.  Sir  Charles  Addis:  By  paragraph  8 you  do 
not  mean  that  commercial  advantage  is  the  only  con- 
sideration to  he  taken  into  account  in  considering  the 
rate  of  debt  reduction  ? — No.  ( Paragraph  9 read.) 

7733.  Sir  Alan  Anderson  : Is  it  a paradox  that  a 

man  will  pay  practically  the  same  for  a 99  years’ 
lease  as  for  a freehold,  because  they  are  almost  iden- 
tical in  value?  They  are  within  one-tenth  of  1 per 
cent,  the  same? — No,  I do  not  know  that  “ paradox  ” 
perhaps  is  the  right  word.  I admit  you  oould  not  do 
it,  for  you  must  keep  to  the  letter  of  your  bond,  hut 
I mean  that  you  would  do  no  substantial  injury  to  the 
creditors  of  the  State  if  you  simply  passed  a Statute 
saying  that  all  annuities  now  perpetual  should,  after 
the  1st  January,  1926,  become  annuities  for  99  years 
only.  _ . 

7734.  You  would  not  give  them  any  extra  at  all? — 
I think  you  must,  because  I think  that  they  may  hold 
you  to  your  pound  of  flesh.  Still,  suppose  you  imagine 
my  law  passed,  would  the  value  of  the  new  War  debt 
and  War  bonds  fall? 

7735.  Sir  Josiah  Stamp:  You  could  have  originally 
raised  your  money  on  practically  the  same  terms? — • 
And  even  now,  suppose  you  could  do  it  loyally,  would 
the  value  fall  ? I do  not  think  it  would ; I think  that 
is  admitted. 


7736.  Sir  Charles  Addis  : It  surprises  me  to  heai  you 
say  that  the  fact  that  men  will  pay  practically  as 
good  a price  for  a 99  years  lease  as  for  a freehold 
is  one  of  the  commonplaces  of  our  economic  life.  It 
certainly  has  not  been  my  experience.  I have  found 
that  investors  in  property,  hanks  for  example,  make 
a great  distinction  between  leasehold  and  perpetuity; 
and  furthermore,  I should  have  thought  even  your 
analogy  was  not  quite  complete,  because  in  dealing 
with  leasehold  in  land  you  are  dealing  with  an  area 
which  is  limited  in  extent  as  regards  location,  while 
you  have  a tremendously  wide  range  of  gilt-edged 
securities.  I suggest  that  the  analogy  is  not  quite 
so  complete  as  you  seem  to  think? — If  1 may  be 
allowed  to  say  so,  I was  led  to  that  argument  by  con- 
versations with  several  accountants  of  standing  in 
the  City,  who  assure  me  that,  in  preparing  a balance 
sheet,  if  they  are  'dealing  with  leasehold  or  freehold 
premises  they  make  no  difference  if  there  is  at  least 
65  years  to  run.  Perhaps  I was  over  impressed  by 
that  statement,  but  one  of  the  biggest  accountants 
in  the  City  told  me  that. 

7737.  There  is  an  important  distinction  in  what  an 
investor  will  give  as  between  a 99  years  lease  and 
perpetuity? — Then  that  goes  against  my  view  and 
against  the  accountant’s  point  of  view. 

7738.  Your  proposal  apparently  is  to  give  the  man 
a terminable  annuity  and  to  raise  the  interest  to 
such  a point  that  it  will  enable  him  to  restore  his 
capital  at  the  end  of  100  years? — Yes,  that  is  exactly 
what  I suggest.  It  does  not  much  matter  whether 
you  take  5 per  cent,  or  6 per  cent.  Call  the  figure  x; 
there  is  an  easily  calculable  sum.  I believe  that  my 
x,  if  calculated  on  a 4 per  cent,  basis  becomes  just 
over  Is.  7d.  or,  in  the  case  of  an  £8,000,000,000  debt 
about  £6,000,000  a year.  Then  of  course  you  get 
Super-tax  and  Income  Tax  off  it,  or  some  of  it,  and 
so  I put  the  net  burden  at  about  £4,000,000  a year. 

7739.  And  there  would  he  practically  no  difference 
between  the  amount  of  the  annual  Sinking  Fund  pay- 
ment required  for  the  100  years,  and  perpetuity, 
would  there? — No. 

7740.  Practically  the  same? — Practically  the  same. 

7741.  Therefore  in  effect  financially  there  is  no 
difference  between  giving  a man  terminable  annuities 
under  the  scheme  you  propose  and  providing  a Sink- 
ing Fund  into  which  the  necessary  contributions 
would  he  paid  by  the  State  to  redeem  the  loan  in 
100  years? — Exactly  the  same,  economically.  Poli- 
tically, however,  I think  my  scheme  very  much  the 
better.  If  you  do  it  by  a change  into  a leasehold 
security  at  a slightly  higher  rate  of  interest  you  have 
a Sinking  Fund  that  can  never  be  raided.  If  you 
give  it  to  the  individual  you  could  say  : “ We  are 
going  to  add  a little  to  the  annual  payments  of  the 
debt  in  the  way  of  interest.  It  will  he  an  advantage 
to  you  to  take  it,  because  you  have  a sinking  fund 
which  cannot  be  raided,  and  you  may  even  feel  con- 
fident that  if  a Communist  Government  come?  in, 
they  will  think  twice  before  repudiating  a terminable 
annuity.” 

7742.  That  is  the  practical  advantage,  but  finan- 
cially it  is  the  same  thing  as  a Sinking  Fund  calcu- 
lated to  redeem  the  debt  in  100  years? — Yes. 

7743.  Sir  Josiah  Stamp:  I suggest  that  there  is 
considerable  difference  between  the  two  ways  of  ex- 
pressing the  thing — by  juggling  with  a Sinking  Fund 
one  way  or  with  an  annuity  another,  and  trying  to 
get  home  on  what  you  might  call  social  psychology. 
If  you  are  merely  juggling  on  two  things  that  are 
actuarialljy  alike  there  cannot  be  very  much  in  it 
for  the  State,  hut  if  you  are  taking  something  that 
is  psychological,  then  you  have  an  area  in  which  you 
may  do  something.  I suggest  therefore  that  all  this 
talk  about  99  years  and  perpetuity  really  has  nothing 
i n it;  when  you  come  to  deal  with  an  annuity  for 
40  or  50  years  at  a rate  which  will  he  acceptable  to 
people,  you  have  a chance  of  finding  perhaps  some- 
thing in  the  individual  psychology  which  will  give 
you  a profit.  It  is  the  difference  between  juggling 
with  the  mere  mathematical  way  of  dealing  with  the 
thing  and  introducing  the  human  element? — Yes. 

7744.  Sir  Alan  Anderson : What  is  the  rate  of 
Sinking  Fund  to  be  added  over  50  years?  Sir  Josiah 
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Stamp : If  the  current  rate  of  interest  is  4J  per  cent, 
the  Sinking  Fund  to  repay  £100  in  50  years  is 
11s.  2d.  For  100  years  it  is  Is.  7d.  at  4 per  cent,  or 
practically  2s-  at  3J  per  cent.  But  I was  only  sug- 
gesting that  the  area  in  which  you  could  use  this 
scheme  probably  is  something  between  wiiat  people 
will  expect  from  a psychological  point  of  view  and 
the  actuarial  point  of  view? — (Witness)  : Yes.  I 

think  if  you  used  propaganda  you  would  convince  a 
good  many  people.  (Paragraphs  10  to  18  read.) 

7745.  Sir  Josiah  Stamp  : I have  referred  already 
to  the  difficulty  of  getting  anything  really  substantial 
out  of  a thing  which  is  merely  a mathematical  or 
actuarial  equivalent  of  something  else — merely  chang- 
ing one  thing  to  another.  But  these  last  paragraphs 
do  present  the  possibility  of  taking  advantage  of 
the  individual’s  short  length  of  view,  for  the  State 
to  get  some  profit  which  is  more  than  an  actuarial 
equivalent.  How  would  you  meet  this  objection? 
Supposing  that  the  Exchequer  offered  a life  annuity 
or  an  annuity  for  a period  of  30  or  40  years  at  a 
rate  which  is  going  to  give  a profit  over  and  above 
the  actuarial  table,  but  supposing  the  Treasury  say 
that  is  taking  too  big  a risk  because  long  within  that 
life  or  that  period  the  general  rate  of  money  may 
have  fallen  to  such  a point  that  we  could  have  con- 
verted the  debt  to  a lower  rate  altogether;  we  have 
tied  ourselves  for  50  years  to  pay,  say,  5i  per  cent., 
whereas  if  we  had  not  tied  ourselves  we  could  have 
converted  that  debt  at  3 per  cent.  What  is  the 

answer  to  that? — Is  not  the  answer  “ It  depends 
whether  you  were  born  an  optimist  or  a pessimist?  ” 
It  all  depends  upon  that.  If  we  can  look  forward 
to  the  rate  of  interest  falling  to  what  it  was  when 
I was  a young  man,  2i  per  cent.,  then  the  Treasury 
would  have  made  a bad  bargain,  of  course;  but  if 
one  takes  the  pessimistic  view  it  may  be  that  the 
rate  of  interest  will  be  higher  even  than  it  is  now. 

7746.  Would  it  support  your  scheme  from  a popular 

point  of  view  if  the  rate-  of  interest  were  not  abso- 
lutely assured  for  life  but  fluctuated  with  some  other 
rate  like  Consols,  or  something  like  that?  Supposing 
you  said  to  a man:  “ The  rate  of  interest  for  ten 

years  shall  be  £x,  and  thereafter  shall  be  half  per 
cent,  more  or  one  per  cent,  more  than  some  other 
rate  ”? — The  difference  in  interest  would  be  so  little 
that  very  few  young  men  whose  expectation  of  life 
was  40  years  would  touch  annuities  of  this  kind.  It 
would  appeal  merely  to  people  like  myself,  of  65,  with 
an  expectation  of  10  or  11  years.  Those  would  be  the 
people  who  would  take  it  up.  I should  think  they 
would  not  at  all  mind  the  possibility  that  if  they 
lived  beyond  their  term  of  years  they  would  get  a 
slight  reduction.  I should  think  that  would  not 
affect  it. 

7747.  Have  you  taken  into  -account  the  fact  that 
the  Government  would  lose  in  the  Death  Duty  ? — 
Yes;  obviously  one  has  to  do  that. 

7748.  At  any  rate  they  would  get  Income  Tax? — 
Yes.  I have  always  understood  the  Treasury  view  is 
that  what  they  lose  on  the  swings  they  would  gain 
on  the  roundabouts,  and  they  would  not  care  whether 
they  got  it  out  of  Income  Tax  or  of  Death  Duties. 

7749.  Do  you  not  think  it  is  really  of  the  essence  of  a 
popular  scheme,  if  it  is  going  to  be  popularised  by 
advertisement,  that  its  terms  should  be  very  clear 
and  indisputable  ? — Yes. 

7750.  Therefore  an  advertisement  which  proceeded 
to  say:  “ Deliver  up  your  £100  and  we  will  give  you 
5 per  cent,  for  ten  years,  and  then  if  the  rate  of 
interest  falls  it  will  be  half  per  cent,  less  or  whatever 
it  is,”  would  rather  endanger  its  popularity? — I 
think  possibly  it  might. 

7751.  It  is  the  only  way  in  which  the  Treasury 
can  get  over  the  lottery,  is  it  not,  the  risk  that  they 
are  taking  of  the  rate  of  interest  falling? — Yes,  but 
do  you  think  that  is  a great  risk? 

7752.  We  have  had  witnesses  before  us  who  look 
forward  to  conversion  schemes  if  the  rate  of  interest 
falls,  as  being  the  chief  way,  as  it  was  in  the  Nine- 
teenth Century  one  of  the  ways,  in  which  the  in- 
terest burden  is  going  to  be  made  less? — That  is  only 


if  you  can  regard  the  country  as  one  with  rising 
prosperity. 

7753.  The  rate  of  interest  was  very  low  during  the 
15  years  of  great  depression  of  trade  prior  to  1804; 

I do  not  think  you  can  be  dogmatic  -about  the  rate 
of  interest  being  related  to  prosperity.  Sir  Charles 
Addis : It  might  not  be  connected  with  prosperity ; 
you  might  have  a low  rate  from  the  opposite  reason? 
— (Witness) : Yes. 

7754.  Sir  Josiah  Stamp : You  have  this  possibility, 
that  even  if  conversion  o-f  the  perpetual  right  into 
a life  or  short  term  period  were  not  possible  imme- 
diately, you  might  attach  it  to  terms  of  conversion, 
for  example,  I may  be  asked  to  accept  in  place  of 
something  that  is  falling  due  some  other  stock,  re- 
deemable at  the  end  of  20  or  30  years ; supposing 
that  the  Government  had  an  option  at  the  end  of 
that  time,  instead  of  redeeming  the  stock  by  a sterling 
payment  of  £100,  to  give  me  a life  annuity  or  a 30 
years’  annuity,  is  it  not  possible  that  that  would 
have  very  little  reflex  action  upon  conversion  opera- 
tions now? — Yes,  1 think  so.  The  only  thing  is 
whether  you  could  get  the  ordinary  man  to  put  his 
mind  so  far  ahead  as  that. 

7755.  Is  not  that  the  position ; that  he  will  not 
bother  with  what  is  going  to  happen? — That  is  the 
difficulty.  If  there  is  too  much  complication,  he 
might  feel  that  he  did  not  understand  it,  and  so 
refuse  all  offers. 

7756.  Is  it  not  simply  that  he  believes  he  is  going 
to  convert  into  stock  which  is  going  to  be  paid  to  him 
at  the  end  of  so  many  years  either  in  sterling  or  in 
annuities,  and  then  at  the  end  of  that  time  the 
Government  have  an  option? — Yes.  No  doubt  his 
advisers,  his  bankers  or  solicitors,  would  say  to  him : 
“ It  will  be  more'  convenient  to  the  Government  to 
give  you  a terminable  annuity,  but  it  will  be  sale- 
able in  the  market  for  £100  when  you  start.” 

7757.  That  is  very  fine  for  the  individual.  Now  a 
very  large  amount  of  this  stock  to  which  the  conver- 
sion offer  would  apply  would  be  in  the  hands  of 
banks  and  trustees  of  various  sorts? — Yes. 

7758.  How  are  they  going  to  deal  with  it?  They 
would  say:  “ I have  against  me  a possible  option  of 
this  being  converted  to  a terminable  annuity.”  Is 
not  that  going  to  destroy  its  value  in  the  eyes  of  the 
bank  or  the  insurance  company? — I suppose  it  would. 
Therefore  you  must  deal  with  them  by  the  increased 
interest,  as  I said  before. 

7759.  On  what  I might  call  the  actuarial  method? 

Yes,  the  actuarial  method  and  the  Sinking  Fund 

method . 

7760.  A bank  or  insurance  company  has  just  the 
same  disregard  of  the  length  of  human  life  and  just 
the  same  ability  to  look  forward  100  years  as  the 
State?— Exactly. 

7761.  You  are  away  then  from  the  individual  out- 

look?— Yes.  At  the  same  time,  actuaries  are  good 
enough  to  say : “ It  does  not  very  much  matter. 

If  you  are  going  to  give  us  such  an  extra  increase 
of  interest  as  Is.  7d.  per  cent,  every  year,  we  can 
make  our  own  Sinking  Fund  with  it.” 

7762.  Frankly,  I am  not  on  the  point  at  all  as  to 
changing  one  mathematical  thing  for  another;  1 do 
not  think  that  is  going  to  give  you  much  relief  in 
the  long  run.  I am  much  more  on  the  point  of  what 
you  can  do  with  the  Government,  and  therefore  1 
do  see  the  possibility  of  something  being  done, 
though  how  much  it  is  difficult  to  say  ?— If  I might 
venture  to  put  a question  to  my  questioner  it  would 
be:  “ How  far  do  you  think  you  could  get  people  to 
realise  what  I think  is  a very  important  political 
fact,  that  they  probably  would  be  much  safer  with 
a terminable  annuity,  much  safer  from  what  I should 
call  predatory  attacks  from  people  who  want  really 
to  repudiate  the  National  Debt,  than  they  would  in 
the  case  of  a perpetuity  ” ? People’s  minds  are 
excited  on  this  idea  of  perpetuity.  The  working 
man  is  told  at  a meeting  in  the  park  that  for  a 
thousand  years  his  descendants  will  have  to  pay,  pay, 
pay  to  the  usurer. 
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7763.  I think  public  opinion  is  going  to  become 
increasingly  more  tender  towards  life  interests  than 
towards  interests  in  perpetuity;  but  it  is  only  one 
degree  removed  in  their  hatred.  Unearned  income 
for  life  is  only  one  degree  less  bad  than  unearned 
income  in  perpetuity.  It  is  still  hateful? — Yes. 

7764.  Sir  Charles  Addis : There  is  one  psycho- 
logical question  which  I should  like  to  ask  as  we  are 
on  psychology.  That  is  with  regard  to  those  life 
annuities.  The  main  object  of  the  applicant  for  a 
life  annuity  is  to  obtain  a large  income.  In  the 
case  of  an  individual  it  is  unlikely  that  he  will  set 
apart  and  isolate  a capital  portion  of  that  income. 
May  the  result  not  be,  therefore,  to  lead  to  increased 
consumption  and  to  decreased  savings  from  a national 
point  of  view?  I wonder  if  you  have  considered 
that? — Yes,  I have.  It  has  always  seemed  to  me 
that  you  really  cannot  ear-mark  money  in  that  way. 
If  the  man  did  do  more  spending,  he  would  spend 
it  on  goods.  But  that  being  so,  other  people  would 
be  making  money  and  saving  it.  It  might  go  from 
a spender  to  a saver.  No  doubt  it  is  very  difficult 


IContinued. 


to  follow  it  out,  but  money  is  not  altered  in  nature 
by  being  called  capital. 

7765.  My  own  view  is  that  anything  that  tends  to 
increase  the  habit  of  saving  is  of  the  utmost  impor- 
tance?— Yes,  quite  so.  I agree  entirely. 

7766.  The  question  really  I wanted  to  put  to  you 
was  whether  you  think  the  psychological  effect  of  life 
annuities  or  short  term  annuities,  if  they  became 
general,  might  not  be  to  decrease,  or  to  have  a ten- 
dency to  decrease,  the  annual  rate  of  national  sav- 
ings. I am  asking  purely  for  your  view? — I sup- 
pose it  might,  but  then  at  the  same  time  the  fact 
that  people  have  more  money  to  spend  might  stimu- 
late saving  in  the  producer. 

7767.  I must  say  I am  very  chary  of  that  argu- 
ment?— Yes.  I have  sometimes  felt  very  much  in- 
clined to  support  a tax,  not  on  income,  but  on  ex- 
penditure, though  I suppose  it  would  be  very  diffi- 
cult to  put  it  into  operation. 

7768.  Chairman : We  are  very  much  obliged  to 

you  for  coming? — I am  greatly  honoured,  my  Lord. 


Mr.  J.  St.  Loe  Straohey. 


( The  Witness  withdrew.) 
{Adjourned.) 


TWENTY-SIXTH  DAY. 
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Present  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 
Sir  CHARLES  ADDIS.  K.C.M.G. 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Mr.  J.  W.  BOWEN. 

Mr.  W.  L.  HICHENS. 


Sir  .TOSIAH  STAMP,  G.B.E. 

Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary. 
Mr.  G.  ISMAY,  Assistant  Secretary. 


The  Right  Hon.  Lord  Forres,  called  and  examined. 


Evidenoe-in-chiee  handed  in  by  Lord  Forres  : 


1.  I am  a partner  in  the  firm  of  Balfour  Williamson 
&,  Co.,  London  and  Liverpool,  Williamson  Balfour  & 
Co.,  Valparaiso,  Balfour  Guthrie  & Co.,  San  Fran- 
cisco, Los  Angeles,  Portland,  Tacoma,  Seattle,  and 
Vancouver.  I have  also  business  connections  with 
other  places  in  South  America  and  in  the  Far  East. 

My  firm  do  principally  a merchant’s  business. 
Through  our  branches  and  affiliations  in  foreign 
countries  we  have  been  interested  in  the  establishment 
and  management  of  a number  of  industrial  concerns, 
including  flour  mills,  nitrate  works,  sugar  refineries, 
cement  works,  oilfields,  etc.  We  have  been  the  means 
of  forming  into  British  companies  a number  of 
foreign  industrial  concerns. 

I have  read  the  questionnaire  circulated  by  the 
Secretary.  On  the  majority  of  the  questions  I do 
not  think  I have  any  exceptional  knowledge,  or  can 
offer  the  Committee  any  great  assistance,  but  there 
are  three  questions  to  which  T might  perhaps  usefully 
refer. 

2.  Number  9 reads:  — 

“ How  fair  does  the  high  Income  Tax  {includ- 
ing Super-tax)  withdraw  money  which  could, 
otherwise  he  counted  on  for  the  expansion  of 
business,  and  which,  so  capitalised,  would  p/ro- 
duce  a rate  of  profits  proportionate  to  managing 
ability  and  to  the  risks  of  personal  enterprise, 
and  higher  on  the  average  than  the  rate  of 
interest  on  Government  Debt?  ” 

In  businesses  such  as  mine  it  is  usual  in  partnership 
agreements  to  stipulate  that  the  partners  shall  not 
take  moneys  or  profits  out  of  the  firm  beyond  what 
is  necessary  for  their  reasonable  personal  and  living 


expenses.  It  is  evident  that  if  there  were  no  Income 
Tax,  or  a reduced  Income  Tax,  a larger  amount  of 
capital  would  remain  and  be  available  to  extend  the 
business.  Even  if  articles  of  partnership  permitted 
withdrawals,  in  the  hands  of  business  men  such  with- 
drawn capital  would  in  all  probability  be  so  used  as 
to  produce  a rate  of  profits  higher  on  the  average 
than  the  rate  of  interest  on  Government  debt. 

3.  With  regard  to  question  number  10,  which 
reads : — 

“ How  far  does  the  burden  of  the  Income  Tax 
fall  upon  the  business  itself  and  hamper  its 
operations.  What  is  its  effect  on  {1)  the  ability 
of  companies  to  build,  up  reserves,  and,  (J)  the 
policy  of  companies  as  between  distribution  tn 
dividend  and,  allocation  to  reserve?  ” 

The  answer  to  the  first  part  of  this  question  is 
comprised  in  what  I have  just  stated,  but  I might 
amplify  by  pointing  out  that  the  system  of  a three 
years’  average  for  Income  Tax  assessment  is  one  which 
frequently  hampers  operations.  When  two  or  three 
profitable  years  are  followed  by  years  of  actual  loss 
or  diminished  profits,  as  has  recently  happened  m 
so  many  instances,  the  obligation  in  such  bad  years 
to  pay  heavy  Income  Tax  has  undoubtedly  limited 
enterprise.  I . am  aware  that  such  conditions,  could 
be'  provided  against  by  unusual  prudence  in  no 
dividing  profits  fully,  but  in  practice  I feel  sure  > 
would  be  beneficial  to  commerce  if  Income  Tax  con  < 
be-:  levied  upon  the  profits  of  each  year  separate  y- 
so  that  when  the  results  were  good  the  tax  would  je 
heavy,  and  when  the  results  were  bad  the  tax  ivou  t 
be  correspondingly  reduced, 
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With  regard  to  the  subsequent  part  of  the  question, 
it  is  clear  that  the  burden  of  Income  Tax  does  inter- 
fere with  the  ability  of  companies  to  build  up  reserves, 
and  tends,  I think,  to  the  policy  of  keeping  up 
dividend  and  reducing  the  allocation  to  reserve. 

4.  With  regard  to  question  number  12:  — 

“ Sow  far  do  the  Seath  Suties  involve  a 
destruction  of  capital?  Do  they  inflict  special 
damage  on  private  businesses,  and,  if  so,  can 
any  suggestion  be  made  for  amending  the  duties 
so  as  to  obviate  this  special  effect,  without 
reducing  the  yield? 

I think  it  is  clear  that  the  Death  Duties  affect 
private  business  very  seriously  and  much  more  so 
than  companies.  It  has  now  become  a risky  matter 
to  have  too  rich  a partner.  Death  is  uncertain,  and 
may  come  at  the  most  unexpected  time  and  at  the 
most  inconvenient  and  embariassmg  moment  for  the 
firm.  However  considerate  the  provisions  of  a de- 
ceased partner’s  will  may  be,  and  even  if  he  had  a 
son  who  might  succeed  him  in  the  business  and 
become  entitled  to  a portion  of  his  means,  the  de- 
mands of  the  Inland  Revenue  must  be  met,  usually 
from  liquid  resources  employed  in  the  firm,  and,  in 
the  case  of  a large  fortune,  are  so  heavy  as  to  upset 
and  in  some  cases  embarrass  the  business. 

5.  This  drawback  does  not  apply  in  the  ease  of  an 
enterprise  carried  on  by  a company.  It  is  true  if 
the  deceased  individual’s  means  were  mainly  in  the 
form  of  shares  in  such  a company,  the  throwing  of 
a large  block  upon  the  market  for  Death  Duties 
might  occur,  and  the  price  of  the  shares,  and  inci- 
dentally the  company’s  credit,  be  affected.  But  the 
company’s  day  to  day  operations  would  not  be 
hampered  by  the  death  even  of  the  largest  share- 
holder, as  would  operations  of  a private  business. 
The  policy,  therefore,  of  Death  Duties  rather  favours 
the  building  up  of  industries  and  enterprise  upon  a 
company  basis  than  upon  the  basis  of  private  firms. 

6.  The  Committee’s  question  number  10,  to  which 
I have  just  made  allusion,  on  the  ability  of  companies 
to  build  up  reserves,  leads  me  to  deal  with  the  matter 
from  an  international  standpoint.  So  much  of  the 
enterprise  of  our  people  is  directly  or  indirectly  con- 
cerned with  business  operations  abroad  that  we  can- 
not be  oblivious  to  the  effect  on  our  own  Islands  of 
double  Income  Tax.  I state  broadly,  for  example, 
without  fear  of  contradiction,  that  with  very  few 
exceptions  it  is  impracticable  profitably  for  a British 
concern  to  undertake  any  business  or  industrial  enter- 
prise within  the  United  States  of  America.  Few,  if 
any,  enterprises  can  stand  the  payment  both  of  the 
American  Income  Tax  and  the  British.  Our  people 
are  suffering  from  a most  unfair  handicap,  for  there 
is  nothing  to  prevent  an  American  from  setting  up 
works  in  this  country  and  paying  only  one  Income 
Tax.  As  is  well  known,  an  American  citizen  would, 
in  such  a case,  pay  the  British  Income  Tax  upon  the 
profits,  but  would  be  allowed  to  deduct  the  amount 
paid  in  Great  Britain  from  the  amount  payable  to 
his  own  Government  on  his  total  income.  The  evil 
of  the  double  tax  has  been  admitted,  and  has  been 
the  subject  of  discussion  by  a Committee  of  the 
League  of  Nations.  Recommendations  have  been 
made  to  ameliorate  the  conditions,  but,  so  far  as  I 
irm  aware,  no  definite  action  has  been  taken  by  our 
Government,  except  in  the  case  of  the  Colonies.  The 
imposition  of  Income  Tax  is  now  extending  to  many 
countries,  and  the  double  tax  is  having  a very 
serious  effect  upon  British  prosperity  in  three  ways  : — 

(1)  It  interferes  with  the  establishment  of 

British  - owned  industries  in  foreign 
countries. 

(2)  It  interferes  with  the  control  of  commercial 

enterprises  abroad. 

(3)  It  prevents  the  formation  of  companies  in 

England,  and  the  coming  of  much  foreign 
money  to  London, 


When  I read  articles  concerning  tariffs  and  the 
promotion  of  trade,  I often  wonder  whether  the 
powers  that  be  realise  even  to  a small  degree  the 
ha  i-m  that  is  being  done  to  our  international  trade 
by  the  present  policy  governing  Income  Tax  taxation. 

7.  Taking  the  three  headings  seriatim:  — 

(I)  I have  just  instanced  the  position  in  the 
United  States.  It  is  becoming  almost 
equally  difficult  to  establish  British  enter- 
prises in  some  South  American  countries. 
For  example,  if  a British  company  were 
formed  to  establish  a cotton  mill  in  South 
America,  it  would  have  to  pay  Income  Tax 
there  and  here.  Naturally,  therefore,  the 
company  is  formed  in  South  America.  There 
may  be  some  British  shareholders,  but  the 
chances  are  a portion  of  the  capital  would 
be  offered  to  and  taken  up  by  people 
living  in  South  America,  and  the  board 
would,  of  course,  be  domiciled  there. 
Orders  for  machinery,  if  it  were  a company 
domiciled  in  London,  would  probably  be 
placed  in  Great  Britain.  Insurance  would 
almost  certainly  be  done  here.  Office  rent, 
clerks’  salaries,  etc.,  would  be  paid  here. 
But  a board  in  South  America  is  less 
directly  in  touch  with  Great  Britain,  and 
very  probably  will  place  its  orders  for 
machinery,  insurances,  etc.,  where  it  thinks 
it  can  do  best — possibly  influenced  by  the 
eloquence  of  the  agents  of  manufacturers 
in  Germany,  Belgium  or  the  United  States. 

(2)  Merchant  houses  in  Great  Britain  in  times 
past  have  done  much  for  British  trade  by 
pioneer  work  through  branches  established 
in  promising  foreign  countries.  It  was 
until  recently  the  habit  to  keep  financial 
and  business  control  of  the  whole  enter- 
prise in  the  hands  of  the  head  office  in 
Great  Britain,  and  it  was  thought,  prudent 
and  advantageous  to  retain  such  control 
here,  even  although  in  course  of  time  the 
foreign  branches  built  up  a large  local 
trade — for  example,  in  trading  between 
Chinese  ports,  between  China  and  Japan, 
or  between  China  and  Calcutta  and 
Australia,  or  Buenos  Aires  and  Rio.  The 
claims,  however,  of  the  Income  Tax  autho- 
rities have  been  increasingly  widened,  and 
of  late  it  has  been  sought  to  impose  Income 
Tax  upon  the  whole  profits  of  the  foreign 
branch  of  a British  house  on  the  ground 
that  the  ultimate  control  was  in  this 
country,  although  its  operations  might  be 
entirely  in,  and  the  profits  arising  there- 
from be  entirely  earned  in,  a foreign 
country,  without  even  consulting  the  head 
office.  This  policy  has  led  to  a separation 
between  what  was  the  head  office  and  the 
branches.  The  foreign  branches  of  British 
firms  are  becoming  independent,  in  order 
to  avoid  liability  to  British  taxation  as  a 
firm.  Consequent  upon  this  independence 
follows  the  placing  of  many  orders  other- 
wise than  in  or  through  England,  the 
formation  of  alliances  and  arrangements 
direct,  and  not  through  the  old  head  office 
in  Great  Britain — in  short,  the  loss  to  this 
country  of  the  control  of  and  the  prefer- 
ence for  all  their  business.  To  keep  any 
close  connection  at  all  between  the  London 
house  and  the  foreign  houses  in  such 
circumstances  is  very  difficult,  and  I am 
persuaded  the  weakening  of  the  link  is 
most  disadvantageous  to  British  manu- 
facturers and  to  British  trade. 

(3)  The  imposition  of  British  Income  Tax,' 
especially  since  it  reached  a high  figure, 
has  undoubtedly  prevented  many  foreign 
concerns  from  registering  themselves  as 
British  companies  with  a board  in  London. 

I know  of  several  such  large  concerns,  the 
capital  fully  occupied,  anxious  to  extend 
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their  business  and  issue  preference  shares 
or  debentures.  With  this  object  in  view, 
and  also  in  order  to  have  a freer  market 
for  ordinary  shares,  the  owners  have  been 
disposed  to  turn  the  enterprise  into  a 
British  limited  liability  company.  But  the 
inducement  is  insufficient  in  view  of  the 
onerous  Income  Tax  that  would  fall  upon 
the  profits.  When  the  Income  Tax  was 
about  Is.,  I think  the  advantages  of  form- 
ing a British  company  outweighed  the  dis- 
advantages, but  the  contrary  is  now  the 
case.  We  lose  a great  deal  through  the 
foreigners’  reluctance  to  bear  British  In- 
come Tax.  We  lose  the  fees  for  a British 
board,  office  rent,  clerks’  salaries,  the 
banking,  insurance,  and  the  preference  for 
all  the  commodities  or  equipment  which 
have  to  be  purchased.  It  is,  of  course, 
obvious  that  the  same  desire  to  avoid 
payment  of  our  heavy  tax  influences  the 
coming  to  London  of  a great  deal  of  foreign 
money.  It  would  be  a surprise  to  what 
an  extent  London  would  become  more 
powerful  financially  if  we  changed  our 
policy.  In  my  opinion,  we  would  gain  a 
great  deal  more  than  we  would  lose  by 
taking  a bigger  view  of  this  question. 

8.  It  is  not  my  province  to  find'  a remedy,  but 
rather  to  point  out  the  disadvantages  of,  and  the 
injury  caused  to  trade  by  the  present  double 
taxation.  Everyone,  I think,  will  agree  that  the 
profits  of  an  international  trade  between  two 
countries  should  pay  an  Income  Tax.  My  view  is 
that,  where  Income  Tax  can  be  claimed  on  the 
same  income  by  two  countries,  it  should  be  paid 
once  and  once  only,  and  that  at  the  higher  rate. 


9.  There  is  no  doubt  our  authorities  know  what  the 
country  loses  by  the  removal  of  the  domicile  of 
certain  companies,  which  has  taken  place  to  a 
moderate  extent,  but  I feel  certain  they  do  not  fully 
appreciate  the  number  and  importance  of  under- 
takings which  do  not  form  themselves  into  British 
companies,  and  what  a large  influx  of  new  business 
as  well  as  new  capital,  would  ensue  from  a bold 
policy,  which  had  as  its  object  the  abolition  of  a 
double  payment  of  Income  Tax  and  the  encourage- 
ment by  rebates  to  foreign  shareholders  of  all  or  a 
portion  of  the  Income  Tax  upon  their  shares  in 
companies  domiciled  here. 

10.  I desire  to  call  the  attention  of  the  Committee 
to  the  fact  that  this  matter  of  double  taxation  was 
dealt  with,  and  resolutions  passed  by  the  Inter- 
national Chamber  of  Commerce  in  its  Congress  at 
Rome  in  March,  1923,  that  it  was  considered  and 
a resolution  passed  by  the  Commercial  Committees 
of  the  various  Inter-Allied  Parliaments  at  Prague 
in  1923,  that  it  has  been  discussed  in  International 
Conferences  at  Brussels  in  1920  and  in  1922,  that 
in  1923  the  Financial  Committee  of  the  League  of 
Nations  appointed  a Committee,  which  included  Sir 
Josiah  Stamp,  representing  Great  Britain,  to  study 
the  question  and  produce  a basis  of  action,  and  that 
the  Council  of  the  League  thereafter  appointed  a 
Committee  of  experts,  on  which  Mr.  Canny  repre- 
sented Great  Britain,  to  pursue  the  question  from 
the  practical  point  of  view.  This  Committee  reported 
early  this  year.  It  still  remains  for  something 
practical  to  be  done,  and  I hope  the  Report  of  your 
Committee  may  emphasise  the  need  for  definite 
action.  The  present  position  is  certainly  a menace 
to  our  existing  international  trade  and  a grave 
hindrance  to  its  expansion. 


7769.  Sir  Charles  Addis : Our  Chairman  is  unable 
to  he  here  at  present.  Perhaps  you  will  allow  me  to 
act  in  the  interim.  Your  evidence-in-chief  has  been 
circulated  among  the  members  of  the  Committee,  and 
in  view  of  paragraph  1 I need  not  put  any  formal 
question  with  regard  to  your  identity.  If  it  is  agree- 
able to  you,  I suggest  that  we  might  begin  with  para- 
graph 2,  and  that  you  should  read  each  paragraph  in 
turn  and  then  allow  the  Committee  to  put  any  ques- 
tions that  may  suggest  themselves.  That  will  give 
you  an  opportunity  of  adding  any  explanatory  words 
to  the  paragraph? — Yes.  (Paragraph  2 read.)  Of 
course,  I cannot  say  how  far  such  conditions  as  1 
mention  may  be  usual,  hut  they  certainly  exist  in 
several  partnership  arrangements  that  I know  of ; and 
naturally  profits  accumulate  if  they  are  made  and  not 
dissipated  in  the  two  ways  of  personal  expenses  and 
taxation;  and,  so  far  as  they  remain,  they  therefore 
go  to  strengthen  and  build  up  and  extend  the  busi- 
ness. I did  not  think  this  question  required  much 
elaboration ; it  seemed  so  obvious  that  the  money  must 
extend  the  business  if  it  remained  in  it. 

7770.  Mr.  Hichens  : It  is  a usual  thing,  is  'it,  so  far 
as  your  experience  goes,  in  private  partnerships  that 
the  partners  draw  so  much  and  leave  the  whole  of  the 
balance  in  the  business? — I believe  it  is.  In  my  own 
business,  and  in  several  others  that  I know,  it  is  so. 

7771.  I have  known  cases  too;  I was  wondering  if 
that  was  your  general  experience? — Yes. 

7772.  Under  your  agreement  would  it  be  possible 
for  you  to  take  more  out  of  the  business  on  the  ground 
that  no  profits  were  being  made,  and  you  would  like 
to  invest  the  money  in  some  other  way? — Yon  could 
only  do  that,  in  such  conditions  as  I refer  to,  at  the 
termination  of  a partnership  or  by  agreement. 

7773.  As  far  as  your  experience  goes,  is  it  hap- 
pening now  that  owing  to  high  taxation  — Death 
Duties  for  instance — or  whatever  the  cause,  people 
are  modifying  their  partnership  agreements  ?— No, 
I think  not.  I think  the  modification  of  partnership 
agreements,  as  far  as  I know,  comes  rather  from  the 
question  of  double  taxes  in  foreign  countries. 


7774.  We  shall  come  to  that  in  a minute? — Yes. 
That  is  another  point,  but  I do  not  think  on  the 
other  ground  there  is  any  change. 

1 775 . That  is  to  say,  so  far  as  your  experience 
goes  at  any  rate,  partners  are  still  leaving  their 
money  in  the  business? — Yes. 

7/76.  But  as  a result  of  taxation  obviously  the 
money  which  they  leave  is  less  than  it  used  to  be  ?— 
Yes.  The  question  is  put  in  the  questionnaire : 

How  far  does  the  high  Income  Tax  withdraw 
money  which  could  otherwise  he  counted  on  for  the 
expansion  of  business?  ” That  depends,  of  course, 
entirely  on  the  amount  of  the  tax.  ( Paragraph  3 
read  clown  to  the  words : “the  tax  would  be  cor- 
respondingly reduced.”)  Perhaps  I ought  to  point 
out  that  I use  the  words  “ by  unusual  prudence  in 
not  dividing  profits  fully.”  That  .applies  rather  to 
a company  than  to  a firm  where  profits  must 
remain,  as  I have  just;  said,  in  the  business.  But 
the  Committee  will  realise  that  if  you  see  a large 
credit  balance  at  the  bank  and  some  enterprise 
presents  itself  to  you,  you  take  it  in  hand  with  a 
feeling  that  you  can  cope  with  it  and  manage  it, 
and  you  are  rather  apt  to  overlook  the  fact  that 
next  year  may  be  very  bad,i  and  a very  heavy 
demand  may  come  upon  you  for  the  Income  Tax  of 
the  good  years,  and  then  you  will  find  yourself  ham- 
pered, having  undertaken  business  perhaps  in  a 
hopeful  spirit.  The  three  years’  average  does  bring 
a very  heavy  burden  sometimes  upon  firms  in  a bad 
year ; in  fact,  as  the  Committee  will  he  aware, 
there  are  many  cases  in  existence  where  large  sums 
have  had  to  be  paid  where  there  have  been  actual 
losses  in  the  same  year  in  which  payments  have  to 
he  made.  I do  not  know  whether  that  is  within 
the  terms  of  reference  of  the  Committee — about  the 
three  years’  assessment. 

7777.  Sir  Charles  Addis : I think  our  terms  of 
reference  would  cover  that? — In  fact  it  is  recog- 
nised, I think,  as  oppressive,  certainly  in  businesses 
where  the  profits  fluctuate,  so  much  so,  that  a Bill 
was  brought  in  to  effect  a change,  or  proposals  were 
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made  in  a Government  Bill  to  effect  a change;  but 
they  were  not  carried  through,  I forget  for  what 


reasons. 

7778.  Mr.  Bowen : I suppose  in  practice  a firm 
does  not  estimate  year  by  year  what  the  Income 
Tax  claims  are  likely  to  be,  and  ear-mark  a portion 
of  its  income  in  a particular  year  for  that  purpose? 
— When  you  speak  of  income,  a firm  trading  has 
profits,  but  cannot  reckon  on  any  income. 

7779.  Or  profits? — Yes,  'its  profits;  it  has  no 
income  in  the  ordinary  sense  from  investments,  or 
very  little.  It  is  very  difficult  to  estimate  what  is 
going  to  happen  next  year.  If  you  were  to  ask  me 
now  what  profits  we  were  going  to  make  in  1926  I 
could  not  give  you  any  idea.  Therefore  I do  not 
think  you  can  make  the  calculation.  In  the  case 
of  a firm  the  profits  remain  in  the  business,  and 
you  are  probably  led  to  rely  upon  the  accumula- 
tions, forgetting  perhaps  that  the  following  year 
you  may  have  to  pay  out  ia  very  large  sum  for 
Income  Tax;  and  do  not  know  what  is  coming 
by  way  of  a disastrous  year.  Thus  payment  may 
come  at  a time  when  you  are  doing  very  badly.  If 
the  tax  could  be  adjusted  to  the  income  of  the 
year  and  be  paid  out  of  the  profits  of  the  year,  I 
think  it  would  be  an  advantage  to  merchants’ 
business. 

7780.  If  a firm  knew  its  profits  for  1924  what  would 
prevent  it  setting  aside  a certain  portion  of  its  profits 
to  meet  the  Income  Tax  charged  on  the  three  years’ 
average? — I do  not  think  there  is  very  much  in  the 
point  of  setting  aside.  I think  it  can  be  done,  and  I 
think  it  is  done  to  some  extent,  by  putting  something 
in  a good  year  to  an  Income'  Tax  suspense  account 
against  a large  demand  in  an  unexpectedly  bad  year. 
That  can  be  done  and  is  done,  but  most  people  don’t 
anticipate  disastrous  years,  and  therefore  I get  back 
to  the  point  that  it  would  be  an  advantage  to  business 
people  if  the  tax  could  be  levied  year  by  year  on  each 
year’s  profits,  and  not  over  a three  years’  average. 
The  only  argument  I have'  heard  for  the  three  years’ 
average  is  the  argument  of  the  Treasury  that  they 
wish  to  have  a more  or  less  reliable  estimate  of  the 
income  from  taxation  for  the  following  year. 

7781.  Mr.  TLichens : I suppose  it  is  as  common 

among  private  firms  as  it  is  among  public  firms  to 
make  an  Income  Tax  reserve? — It  is  done. 

7782.  Which,  if  you  know  your  business  pretty  well, 
is  generally  on  the  right  side  and  not  on  the  wrong 
side1? — Still,  you  must  remember  that  the  reserve  is 
not  taken  out  and  put  into  Government  loan;  it  is  in 
the  business,  and  you  come  to  rely  on  it  as  part  of 
your  available  capital. 

7783.  Mr.  Bawen : But  should  you? — I have  used 
the  words  “ unusual  prudence.”  I did  instance  that 
it  could  be  avoided  by  unusual  prudence. 

7784.  Mr.  Uichens : You  know  that  it  is  a contin- 
gent liability,  anyway? — Yes,  you  know  of  the  lia- 
bility. 


7785.  You  seem  to  suggest  that  it  would  be  a sound 
pi  inciple  that  the  tax  should  be  heavier  when  trade 
is  good,  and  lighter  when  trade  is  bad? — Yes. 

7786.  I wonder  if  you  would  extend  that  principle 
n ' all,  and  suggest  that  the  actual  amount  of  the 
Income  Tax  should  vary  according  as  trade  is  good 
or  bad;  that  is  to  say,  that  you  should  have  a higher 
Income  Tax  in  good  years  or  when  trade  is  pros- 
perous than  in  years  when  trade  is  not  prosperous? — 
there  are  two  points  of  view.  From  the  point  of 
view  of  the.  individual  I think  everyone  of  us 
does  not  mind  paying  a heavy  tax  "in  a year 
wnen  we  have  made.a  large  profit;  but  we  all  feel  the 

ui  den  of  the  tax  in  a year  when  we  are  suffering 
osses  and  doing  badly.  We  would  naturally  prefer 
o pay  a smaller  tax  in  the  year  when  we  are  doing 
adly  and  pay  a bigger  tax  in  the  year  when  we  are 
omg  well.  That  seems  to  be  human  nature,  and  it 
• so  seems  to  adapt  itself  to  the  individual’s 
nnancial  position. 

sJ787-].1!1.1  the  Particular  case  that  we  have  to  con- 
+h7V  , • been  suggested  in  regard  to 

Sinking  Fund  that  it  would  be  a wise  thing  to 
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make  a larger  provision  when  trade  was  good  than 
in  years  when  trade  was  bad.  Would  you  agree  with 
that  as  a principle? — It  seems  to  commend  itself  as 
a sensible  suggestion. 

7788.  Others,  on  the  other  hand,  suggest  that  there 
should  be  a fixed  amount  set  aside  annually  for  the 
purpose  of  the  Sinking  Fund.  You  would  prefer 
some  principle  whereby  the  Sinking  Fund  varied 
according  to  the  goodness  or  badness  of  trade,  would 
you? — You  speak,  of  course,  of  the  country’s  trade, 
not  the  trade  of  individuals? 

7789.  The  country  as  a whole? — It  seems  to  me  a 
reasonable  suggestion;  I had  not  thought  of  it. 

/790.  Perhaps  you  would  have  some  fixed  minimum, 
would  you? — I think  you  must  have  some  minimum. 
You  cannot  neglect  your  Sinking  Fund  altogether. 

7791.  Have  you  any  figure  in  your  mind,  as  a 
member  of  the  general  public?— No,  I have  not,  but 
I think  the  idea  could  be  worked  out  upon,  say, 
stages  of  goodness  and  badness;  because  after  all, 
good  and  bad  are  rather  wide  terms,  and  I think  you 
would  have  to  have  some  stages  of  goodness  and  some 
stages  of  badness  measured  by  figures. 

7792.  At  the  present  moment  there  is  a Sinking 
Fund  of  £50,000,000  in  operation.  Would  you  be 
prepared  to  regard  that,  for  instance,  as  a minimum 
which  should  be  increased  in  good  times? — I am  afraid 
I had  better  not  commit  myself  to  an  answer,  as  I 
have  not  thought  it  out.  (The  last  part  of  paragraph 
3 read.)  In  saying  that,  I have  in  mind'  only  the 
effect  on  human  nature  of  a certain  sum  being 
available  for  dividend  and  reserve.  Companies  are 
often  in  the  position,  that  they  have  for  years  paid 
more  or  less  stable  dividends,  and  naturally  if  taxa- 
tion increases  and  cuts  further  into  the  profits  there  is 
a tendency  to  try  to  keep  up  the  dividend  even  if  it 
is  at  the  expense  of  the  reserve.  I say  it  is  a tendency 
and  I do  not  carry  it  any  further  than  that.  (Para- 
graphs 4 and  5 read). 

7793.  Of  course  you  are  taking  the  case  of  a partner 
whose  whole  fortune,  or  practically  the  whole,  is  in- 
vested in  his  business? — Yes. 

7794.  That  is  a not  uncommon  state  of  affairs  I 

take  it? — That  is  so.  ’ 

7795.  How  far,  owing  to  the  extension  of  Death 
Duties,  has  it  become  the  practice  in  such  cases  for 
partners  to  insure  against  Death  Duties?— I cannot 
say  how  far.  I have  no  doubt  the  practice  exists, 
but  you  can  understand  that  when  a man  was  already 
middle-aged,  before  the  onerous  tax  was  introduced, 
or  before  he  had  accumulated  substantial  means,  he 
finds  it  very  difficult  to  pay  the  necessary  premiums. 

7796.  I do  not  know  much  about  private  firms,  but 
one  would  have  supposed  that  if  a private  firm  fore- 
saw that  a very  rich  partner  might  die  in  the  course 
o . a few  years,  to  their  great  embarrassment,  they 

might  arrange  that  an  insurance  should  be  effected? 

No  doubt.  This  is  one  of  the  things  that  can  be 
provided  against.  I only  tell  you  how  the  duty 
operates  m a great  many  cases.  I am  not  advoca- 
ting. an  alteration  in  the  policy  of  levying  Death 
Duties.  That  is  not  the  point;  but  1 am  asked  in 
the  question  how  far  they  involve  a destruction  of 
capital,  and  whether  they  inflict  special  damage  on 
private  businesses.  I say  they  do  affect  private 
businesses  more  'tlian  they  do  companies. 

7797.  I see  that,  but  I was  only  wondering  whether 
there  was  not,  to  some  extent  at  anjf  rate,  a way  out  ? 
—I  think  there  is.  I notice  that  the  existence  of 
certain  Government  securities  (which  are  at  a dis- 
count, or  were)  which  are  available  for  Death  Duties, 
has  induced  a certain  number  of  men,  possibly  by 
consent  of  their  partners,  to  invest  in  those  particular 
securities,  and  to  some  extent  avoid  the  difficulty. 
There  are  ways  of  avoiding  it,  I admit,  but  it  is  true 
that  the  Death  Duties  do  usually  hit  a private  firm 
and  embarrass  it  more  than  they  do  a company. 

7798.  Do  you  think  that  the  effect  of  Death  Duties 
is  an  important  influence  in  converting  private 
businesses  into  public  companies? — No,  I do  not  think 
it  has  had  much  influence,  but  there  is  a difference 
in  its  effect  upon  the  two.  I think  it  perhaps  favours 
the  building  up  of  industries  in  company  form,  but  I 
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have  not  personally  come  across  cases  where  the 
matter  has  heen  considered  and  decided  one  way  or 
the  other.  I should  think  it  is  obvious  that  if  under 
present  conditions  yon  are  combining  with  other 
people,  several  rich  men,  to  enter  into  some  enter- 
prise, you  would  rather  do  it  upon  a limited  liability 
basis. 

7799.  For  the  reason  of  Death  Duties  or  for  some 
other  reason? — Partly  for  the  reason  of  Death  Duties 

7800.  But  mainly  for  some  other  reason,  I take  it? 
— I think  that  we  all  know  cases  in  which  there  are 
firms  with  one  or  two  rich  partners  getting  on  in  life, 
and  the  firm  has  known  that  in  the  event  of  a death 
very  large  payments  would  have  to  he  made  for 
Death  Duties,  and  undoubtedly  that  has  influenced 
the  firm  in  its  undertakings.  It  would  not  influence 
a company. 

7801.  I was  just  wondering  whether  that  fact  alone 
of  Death  Duties,  now  they  are  so  high,  was  an  im- 
portant cause  in  persuading  people  to  convert  their 
companies  from  private  to  limited  liability  companies  5 
— Not  too  important,  I think,  hut  the  tendency  is 
that  way. 

7802.  Chairman : Now  paragraph  6 please? — I am 
afraid  I am  departing  from  your  questionnaire  here. 
(Paragraph  6 read  down  to  the  words  : “ No  definite 
action  has  heen  taken  by  our  Government  except  in 
the  case  of  the  Colonies.”)  I ought  to  stop  there  to 
say  that  I omitted  to  state  that  as  regards  shipping 
there  has  heen  an  arrangement  made  which  corre- 
sponds with  that  relating  to  the  Colonies.  It  was 
made  with  the  United  States,  and  I think  some  other 
nations,  to  get  rid  of  the  difficulty  of  the  double  tax 
so  far  as  profits  on  shipping  are  concerned.  I think 
that  is  the  extent  of  it.  ((Remainder  of  paragraph  6 
read.) 

7803.  Mr.  Richens:  How  far  do  you  think  this 
establishment  of  separate  companies  abroad  is  a dis- 
advantage? As  I see  it.  in  the  old  days  you  had  a 
firm,  say,  of  Balfour  Williamson  and  Co.,  in  this 
country,  with  branches  in  foreign  countries;  now  you 
have  a firm  of  Balfour  Williamson  and  Co.  in  this 
country  and  a firm  of  Williamson  Balfour  and  Co. 
somewhere  else,  separate  in  name,  hut  united  in  fact, 
I should  have  thought.  Where  is  the  disadvantage 
from  the  point  of  view  of  British  trade? — From  the 
point  of  view  of  British  trade,  we  will  commence  by 
the  statement  that  the  foreign  house  is  made  inde- 
pendent. 

7804.  The  foreign  house  is  made  independent,  but 
you  would  own  all  the  shares,  presumably? — Oh,  no. 

7805.  Or  you  may? — No,  on  the  contrary.  Men 
who  were  partners  with  us  in  the  foreign  house  before 
the  conditions  necessitated  any  change  were  under  our 
dominion  and  control.  Now  a new  arrangement  has 
to  be  made  by  which  they  are  independent  and  con- 
trol the  business.  If  the  control  is  here,  the  Inland 
Revenue  assert  a claim  for  Income  Tax  upon  the 
whole  business.  The  person  who  resides,  and  who  has 
resided  perhaps  for  twenty  years,  the  best  years  of 
his  life,  abroad,  and  who  works  there  and  whose  home 
is  there,  resents  his  labours  being  taxed  here,  con- 
’ sidering  he  has  to  pay  taxes  where  he  is  living.  Con- 
sequently we  have  to  make  that  house  an  independent 
house.  Now  you  ask  what  is  the  effect  of  that  on 
British  trade.  The  effect  is  that  gradually  your  in- 
fluence over  their  operations  diminishes,  and  they 
take  to  their  own  development.  That  development 
may  run  on  the  line  of,  we  will  say,  the  establishment 
of  a flour  mill  or  a nitrate  works,  or  a chemical  fac- 
tory in  that  country.  There  comes  a time  when  there 
is  a question  of  the  ordering  of  machinery  for  it,  and 
if  the  link  with  this  country  is  weakened,  they  are 
very  apt  to  give  the  order  for  machinery  to  the  most 
eloquent  agent  of  the  manufacturers,  who  may  be 
German  or  American  or  anything  else.  In  the  old 
days  that  order  would  have  been  sent  to  us,  and  we 
would  have  placed  it,  and  we  would  naturally  have 
placed  it  in  England.  Therefore  the  tendency  is  for 
those  orders  to  be  put  up  to  more  general  competition, 
and  we  lose  a certain  number  of  them.  If  the  British 
k-  hc°t.  we  may  still  <w»f  fhp  order.  If  the  British 


is  only  equal  to  others,  or  if  the  eloquence  of  the 
agent  of  others  is  greater,  the  order  may  go  elsewhere. 

7806.  What  it  comes  to,  then,  is,  I take  it,  that 
you  may  lose  a certain  amount  of  goodwill? — This 
country  may  lose  a certain  amount  of  goodwill.  Then 
you  come  to  other  things.  You  come  to  the  insurance, 
you  come  to  the  engagement  of  employees;  there  is  an 
infinity  of  things  that  you  lose.  Through  English 
control  you  had  a preference  on  the  whole  business, 
and  through  the  change  and  the  independence  of  tlie 
foreign  house  you  lose  that  preference.  You  may  still 
get  some  of  the  business,  but  you  run  a great  chance 
of  losing  a lot,  and  you  do,  in  fact,  lose  a lot.  I 
know  a nitrate  company  in  South  America.  English" 
people  established  it,  but  it  is  a Chilian  company.  It 
becomes  more  and  more  Chilian.  First  of  all  it  used 
to  buy  everything  here ; now  it  buys  almost  nothing 
at  all  here;  it  does  its  business  locally. with  whoever 
it  thinks  it  can  do  it  with  best.  If  that  company  had 
had  a board  of  directors  here  in  England,  it  would 
have  brought  to  England  a good  deal  of  trade  Which 
we  are  now  losing.  Tnat-  could  be  multiplied  a hun- 
dredfold. I would  like  the  Committee  to  realise,  what 
T realise  very  strongly,  that  our  Government  and  our 
Treasury  and  Somerset  House  do  not  realise  what 
they  are  losing.  They  know  what  they  are  losing  in 
one  sense;  they  know  the  removal  of  any  company 
which  was  British  and  which  disappears.  That  they 
can  measure,  but  they  cannot  measure  the  great 
number  of  businesses  that  would  come  here  if  we 
had  a different  policy  in  connection  with  the  double 
tax. 

7807.  Chairman : Is  it  reallv  through  the  double 
tax  that  that  occurs? — I am  afraid  we  have  got  on  to 
two  branches  of  the  subject.  The  first  branch  was 
a business  such  as  ours,  with  ramifications  abroad, 
where  double  tax  certainly  has  a verv  great  deal  of 
influence.  The  other  point  was  the  establishment  of 
a company  abroad,  which  is  rather  different  and 
which  von  may  say  did  not  situate  itself  here  because 
of  British  Income  Tax  alone,  and  not  because  of  the 
double  tax.  I agree  there  is  a difference  there. 

7808.  Mr.  Richens : I suppose  other  countries 

suffer  from  the  double  tax  as  well  as  we  do? — Yes. 

7809.  Do  you  think  we  suffer  more  severely  than 
any  other  country? — Yes,  we  suffer  more  severely 
because,  after  all,  we  are  the  merchant  country  of 
the  world : we  are  the  country  that  pioneers  in 
foreign  places  and  establishes  branches.  They  say 
that  trade  follows  the  flag.  It  also  follows  the 
British  merchant.  If  it  were  not  for  the  British 
merchant’s  enterprise  in  establishing  businesses  in 
foreign  lands,  a great  many  orders  would  never  reach 
the  factories  in  England.  That  has  become  more 
and  more  obvious.  I think  we  have  thirty  branches 
in  different  places,  and  each  of  those  is  a centre,  or 
has  been  a centre,  for  the  promotion  of  British  trade, 
and  that  all  comes  to  the  manufacturer  in  the  long 
run. 

7810.  Chairman : Is  there  an  Income  Tax  in  most 
of  the  South  American  States? — It  is  growing.  It 
has  been  imposed  now  in  Chili;  I think  not  in  the 
Argentine  yet;  it  has  been  discussed;  and  it  has  also 
been  discussed  in  Peru.  I have  no  doubt  in  course 
of  time  we  shall  see  an  Income  Tax  in  each  of  those 
countries. 

7811.  Mr.  Richens:  That  in  itself  would  be  a 

strong  incentive  for  a separate  local  company,  would 
it  not? — Yes,  it  becomes  so. 

7812.  Not  merely  on  the  question  of  the  double 
tax? — Yes.  You  asked  me  a question  about  how  it 
affects  people  in  other  countries  as  compared  with 
ours.  I think  the  simplest  case  that  I know  is  the 
case  of  the  United  States.  It  seems  to  me  that  they 
are  nearer  to  a system  by  which  they  do  not  interfere 
with  their  citizens’  foreign  enterprises,  than  any 
other  country  has  yet  got.  They  allow  the  enter- 
prising American-  citizen  to  establish  an  industry  or 
an  enterprise,  we  will  say,  in  Paris.  He  has  to  pay 
on  his  profits  in  France  the  French  Income  Tax. 
Then,  being  a resident  of  the  United  States,  he  has 
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to  make  a declaration  of  his  total  income  from  all 
sources,  including  what  he  has  made  in  France. 
Then  he  is  assessed  upon  that  total. 

7813.  Chairman : Upon  the  taxed  total  -or  the 
gross  total? — The  gross  total,  including  the  French 
profits.  He  is  assessed  upon  the  gross  total  and, 
as  you  know,  it  is  a graduated  tax  in  America  and 
it  comes  out  at  a certain  figure.  That  then  is  the 
amount  due  by  him  to  the  American  revenue;  but 
from  the  sum  due  he  is  allowed  to  deduct  what  he 
has  already  paid  in  France;  so  that  in  effect  he  has 
no  handicap  at  all  by  establishing  his  business  in 
France  and  paying  tax  there.  He  is  as  well  able 
to  start  and  continue  that  competitive  business  in 
France,  as  -a  Frenchman  would  be.  But  we  in  this 
country  are  in  no  such  position. 

7814.  Mr.  Hichens : Has  any  other  country 

adopted  that  principle : Germany,  for  instance,  do 
you  know? — I do  not  know  of  it. 

7815.  I was  wondering  if  double  taxatiion  pre- 
vailed, for  instance,  in  Germany  to  the  same  extent? 
— I do  not  know.  It  would  he  very  difficult  now  to 
establish  -any  enterprise  in  the  United  States,  for 
example.  We  have  enterprises  in  the  United 
States  ourselves,  but  they  were  all  established  before 
the  American  Income  Tax  existed;  they  only  paid 
one  tax.  We  have  not  established  anything  since 
the  double  tax  was  imposed;  since  then  we  have 
not  introduced  one  outlet  for  British  capital  into 
the  United  States.  Previous  to  that  we  had  intro- 
duced ten  or  a dozen.  For  example,  we  had  loaning 
companies  and  we  had  cement  works'  and  other 
things.  These  were  British  companies.  The  loan- 
ing companies  have  been  more  and  more  difficult 
to  conduct  and  they  have  gradually  had  to  be 
wound  up.  The  cement  company  continues  and  is 
making  profits,  and  paying  dividends,  despite  the 
double  tax;  but  that  is  rather  due  to  good  fortune 
and  good  management  than  -anything  else,  owing 
mainly  to  the  fact  that  the.  Americans  decided  to 
build  roads,  land  they  have  been  so  energetic  in  the 
policy  that  they  have  needed  more  cement  than 
they  produced,  and  have  actually  imported  cement 
in  addition  to  making  it.  In  these  exceptional  con- 
ditions we  have  been  able  to  make  profits;  but  in 
general  it  remains  true  we  could  not  to-day  face 
the  establishment  of  an  enterprise  in  the  United 
States  and  pay  the  tax  both  there  and  here;  there 
would  be  nothing  left  for  the  British  shareholder. 
Another  point  arises — such  a company,  as  I have 
referred  to,  may  have  an  American  company  as  a 
neighbour,  working  a similar  deposit,  with  similar 
works,  both  in  good  condition  and  both  well  situ- 
ated. They  have  both  been  making  money. 
The  American  company  has  paid  dividends  and. 
so  has  the  British  company,  but  the  American 
company  has  been  able  to  put  awa-y  a great  deal 
more  money,  owing  to  its  only  paying  one  tax,  than 
the  British  company  has.  In  consequence  it  becomes 
rich  and  can  afford  to  buy  other  deposits  and 
extend  its  works,  while  the  British  company  cannot, 
that  exemplifies  a handicap  between  the  two,  owing 
to  the  double  tax.  If  Americans  had  established  a 
cement  works  here  in  England,  they  would  not  have 
had  any  such  handicap.  This  example  shows  the 
effect  of  the  tax  upon  British  enterprise.  Now 
to-day,  with  the  Chilian  imposition  of  Income  Tax, 

I do  not  think  we  could  face  setting  up  any  more 
British  companies  to  operate  industries  in  Chili. 

If  we  had  an  enterprise  there  that  we  thought  well 
of,  we  should  form  a Chilian  company  -and  probably 
endeavour  to  associate  with  ourselves'  a certain 
number  of  British  subjects  who  live  in  Chili,  and 
Chilians,  and  a limited  number  of  people  in  this 
country,  who,  of  course,  would  have  to  face  the  fact 
that  apart  from  the  local  taxation  paid  by  the 
company,  they  would  have  to  pay  British  Income 
tax  upon  their  -dividends,  escaping  however  the  tax 
upon  profits  put  to  reserve,  land  things  of  that  sort, 
they  would  pay,  of  course,  only  upon  the  actual 
sum  declared  as  dividend  on  their  shares.  That  is 


the  -effect  of  it.  A Board  out  there  and  a Board  in 
London  are  very  different  things,  from  the  point  of 
view  of  British  trade. 

7816.  Chairman'.  Now  the  next  point? — I have 
dealt  with  heading  (1)  in  paragraph  6,  the  establish- 
ment of  British  owned  industries  in  foreign  countries. 
I think  it  is  quite  clear  that  the  double  tax  musi 
interfere  with  that.  Then  with  regard  to  heading 
(2),  I think  the  Committee  will  understand  that  owing 
to  the  double  tax  the  control  of  branches  -of  English 
houses  abroad  has  largely  had  to  go,  and  I suppose 
the  Committee  realise  that  that  takes  away  the  pre- 
ference on  the  business  of  those  foreign  branches  and 
agencies  to  a large  extent — not  entirely,  but  as  time 
goes  on  it  tends  to  be  more  so. 

With  regard  to  heading  (3),  that  is  rather  a 
different  point.  I do  not  think  it  can  be  classed  as 
affected  by  double  tax  as  much  as  by  a heavy  tax. 
It  is  undoubtedly  the  case  that  the  existence  of  an 
Income  Tax  in  a man’s  own  country  will  make  him 
less  willing  to  bear  a heavy  tax  in  a foreign  country, 
but  the  unwillingness  is  not  necessarily  circumscribed 
by  the  fact  that  there  is  a double  tax.  It  might  even 
be  that  a company  would  not  be  formed  here  by  people 
who  live  in  a country  where  -there  is  no  Income  Tax 
because  alone  of  the  heaviness  of  the  British  tax.  I 
have  noticed  in  my  own  experience  a number  of  con- 
cerns of  a solid  character  owned  abroad  sometimes  by 
British  subjects  and  sometimes  by  aliens,  and  some- 
times by  the  two  combined,  that  would  have  had  a 
Board  and  an  office  in  London,  for  the  purpose  in 
many  cases  of  raising  money,  principally  perhaps  on 
debenture,  -but  also  perhaps  by  the  issue  of  shares; 
but  they  have  desisted  from  the  idea  because  of  the 
amount  of  the  profits  that  would  have  to  be  paid  in 
British  tax.  In  these  cases  the  ownership  of  the 
enterprise  has  been  in  a few  hands.  It  is  simple 
when  you  come  to  a concrete  case.  A man  has  very 
valuable  nitrate  lands  but  he  has  not  very  much 
capital;  he  has  probably  put  all  he  has  into  the  ac- 
quisition of  those  nitrate  lands,  and  maybe  borrowed 
a little.  Then  he  comes  to  erect  the  works;  and  the 
erection  of  works  on  a nitrate  field  is  a pretty  ex- 
pensive undertaking.  His  desire  would  be  to  raise 
money  for  the  works  on  debenture  and  to  retain  for 
himself  all  or  most  of  the  ordinary  shares,  believing 
in  the  concern.  He  would  establish  the  company  here 
in  order  to  get  debenture  money  and  perhaps  to  issue 
some  more  shares,  if  it  were  not  for  the  heavy  British 
Income  Tax  that  he  would  then  incur.  You  may  say : 

“ Well,  but  what  -is  the  effect  upon  British  trade  of 
this  being  done  or  not  being  done?”  I think  the 
effect  is  this : if  he  establishes  a Board  in  London  it 
is  usually  British  subjects  who  form  the  Board,  or  the 
majority  of  the  Board.  Then  the  orders  for  all  that 
is  required  are  placed  through  the  Board  in  London 
Then  there  are  the  expenses  of  the  Board,  Directors’ 
fees,  Secretary’s  salary,  office  rent,  and  so  on.  Then 
follow  insurance,  banking,  orders  for  plant,  and  so  on, 
an-d  very  often  there  would  follow  the  sale  of  the 
cargoes  of  nitrate,  or  the  sale  of  nitrate  for  shipment. 
That  would  be  done  through  a British  broker.  Lots 
of  business  follows  if  you  only  get  the  control  and  the 
office  established  here.  You  may  say  : “ That  is  all 
very  well,  but  can  you  expect  that  should  happen 
without  taxing  them  at  all,  they  having  a head  office 
here.”  I do  not  suggest  that.  I think  that  some 
tax  would  have  to  be  paid  for  the  privilege  of  having 
an  office  here.  The  company’s  profits  might  be  liable 
to  the  full  British  Income  Tax  and  dividends  would 
naturally  have  to  bear  their  full  share  of  the  tax  if 
they  belonged  to  anyone  in  this  country.  But  with 
regard  to  the  men  who  live  abroad,  I think  it  woull 
be  policy  to  give  a very  considerable  rebate  from  the 
tax  that  is  paid  upon  the  amount  due  to  them  for 
dividends.  It  was  suggested  by  me  at  the  last  Com- 
mittee over  which  you,  presided,  I think,  Lord  Colwyn, 
that  if  the  tax  paid  by  such  a man  as  I have  instanced 
were  limited  to  one  shilling  he  would  establish  the 
company  here;  the  advantages  would  be  greater  than 
the  disadvantages  to  him;  but  I think  when  it  comes 
to  4s.  6d.  and  5s.  in  the  £,  as  -it  was,  he  will  not  do  it. 
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7817.  May  we  now  pass  to  paragraph  8? — I do  not 
know  that  I ought  to  suggest  any  remedies;  I am  not 
really  a lawyer  or  a financial  expert  in  these  matters ; 
but  I can  see  the  present  hindrance  to  British  trade 
in  the  present  system,  and  I am  strongly  convinced 
that  the  bulk  of  our  countrymen,  or  the  bulk  of  the 
officials  of  our  Government  do  not  realise  what  we 
are  losing  by  the  present  state.  I think  it  is  most 
urgent  and  most  desirable  that  we  should  try  to  find 
some  remedy  for  the  benefit  of  our  trade,  selfishly  if 
you  like.  .1  think  it  will  never  do  to  wait  until  you 
get  a consensus  of  view  of  all  the  countries  who  are 
going  to  impose  Income  Tax.  If  you  are  going  to 
wait  for  that  you  are  going  to  wait  for  the  Greek 
Kalends  I am  afraid.  We  may  expect  to  see  Income 
Tax  in  nearly  all  countries  in  the  world,  and  it  would 
be  very  difficult  to  get  an  agreement  with  all  of  them 
Therefore  I think  we  should  look  to  the  matter  from 
our  own  point  of  view,  and  I cannot  see,  speaking  for 
myself,  any  better  method  than  that  which  has  been 
followed  by  the  United  States,  that  is,  as  far  as 
regards  British  concerns  with  foreign  branches,  and 
the  other  aspects  of  the  double  Income  Tax  matter 
which  affect  British  trade.  From  the  point  of  view 
of  encouraging  foreign-owned  enterprises  to  be 
formed  into  companies  here,  that  is  a separate  matter. 
Also  the  encouragement  of  investments  in  British 
securities  by  foreigners,  thus  bringing  money  for  our 
use,  is  a separate  matter  from  the  double  tax.  The 
suggestion  I would  make  in  this  connection  is  that 
on  dividends  belonging  to  foreigners  there  should  be 
a rebate.  They  should  still  pay  some  Income  Tax.  I 
am  aware  that  there  are  a great  many  objections  to 
the  suggestion,  but  I think  that  the  advantages  to 
us  would  outweigh  the  drawbacks  and  the  gain  would 
outweigh  the  loss;  that  is  my  feeling. 

I have  already  touched  on  paragraph  9.  With 
regard  to  paragraph  10,  I have  no  doubt  that  you  are 
aware  of  the  enquiries  that  have  been  made  into  this 
question  of  double  taxation,  and  probably  you  have 
seen  the  various  resolutions.  I dare  say  you  have 
come  to  the  conclusion  that  it  is  a very  difficult 
subject,  and  probably  you  will  agree  that  if  we  are 
going  to  wait  for  unanimity  of  action  amongst  the 
nations  nothing  will  be  done  at  all.  Therefore  I come 
back  to  my  point : let  U6  look  after  British  interests 
and  not  wait  for  others.  British  interests  are  suffer- 
*n§  gravely  at  present  and  I see  no  more  practical 
road  than  following  the  example  of  the  United  States, 
on  the  one  hand,  and  on  the  other  by  a suitable 
rebate  of  tax  encouraging  foreign  business  and 
foreign  capital  to  come  to  us. 

7818.  "Where  you  have  a country  with  verv  low 
wages  and  no  Income  Tax,  has  that  any  effect  in  the 
way  of  inducing  a man  to  take  his  production  there? 
Will  it  not  be  harmful  in  this  way : supposing  you 
have  a country,  Japan  for  instance,  where  the'price 
of  labour  is  very  low  and  the  Income  Tax  is  low  too, 
would  it  not  tend  to  take  an  industry  out  of  this 
country  and  plant  it  there?— But  would  the  policy  I 
have  suggested  induce  that  any  more  than  the  present 
conditions  ? 

(The  Witness 
(. Adjourned  jor 


7819.  I should  not  like  taxation  in  other  countries 
to  be  so  easy,  ours  being  pretty  heavy,  that  there 
would  be  a tendency  to  take  our  industry  and  plant 
it  in  countries  where  labour  and  taxation  are  low  ? — I 
do  not  quite  see  that  would  follow  from  the  proposals 
I have  put  before  the  Committee,  would  it? 

7820.  I was  wondering  whether  it  would  have  that 
effect? — No,  I do  not  think  it  would  follow  from  it. 

7821.  A number  of  witnesses  have  come,  all  wanting 
lower  taxation  or  some  relief  of  burdens.  How  can  we 
carry  on?  How  is  the  money  to  be  raised?  I want 
you  to  give  us  some  indication  now,  to  advise  us  or 
help  us  to  see  how  we  can  get  more  money  ? — The  most 
fertile  brain  for  suggesting  new  items  of  taxation 
used  to  be  Bottomley’s  in  the  House  of  Commons,  but 
his  ideas  were  frequently  scouted  as  impracticable, 
and  finally  he  was  put  in  prison ! I therefore  tremble 
to  make  a suggestion.  But  why  not  tax  the  export 
of  whisky? 

7822.  That  is  one  suggestion? — Whisky  costs,  or  did 
cost  before  the  war,  about  3s.  a bottle ; consumers 
paid  at  that  time  about  11s.  or  we  taxed  it  11s. ; I 
forget  which.  In  any  case,  why  sell  whisky  to  the 
foreigner  at  3s.  a bottle  in  Bond  and  pay  11s.  our- 
selves? I do  not  see  why  we  do  not  tax  exported 
whisky.  Of  course,  if  you  tax  it  too  high  you  might 
defeat  your  object,  because  persons  would  be  quite 
capable  of  establishing  a distillery  on  the  Continent, 
in  Holland  say,  and  chartering  a tank  steamer  to 
convey  10,000  tons  of  Scottish  burn  water,  which  is 
necessary  for  making  good  whisky,  over  to  Holland 
and  making  Scotch  whisky  there.  It  would  be 
possible  to  do  that.  Therefore  you  must  not  put  your 
tax  too  high,  but  surely  between  3s.  and  11s.,  or 
something  of  that  sort,  and  between  3s.  and  the  price 
the  American  pays  for  it,  there  is  a very  big  margin 
for  a tax.  Moreover,  whisky  sold  to  other  countries, 
not  America — South  America,  the  Colonies,  and  so  on 
— is  sold  in  bond  at  a very  low  price  compared  with 
what  the  consumer  pays  for  it,  and  surely  we  are 
entitled  to  some  of  the  difference. 

7823.  Is  there  anything  else? — I tremble  to  suggest 
even  the  whisky  tax,  because  1 do  not  know  what  the 
answer  may  be. 

7824.  Is  there  anything  else  you  can  suggest  to  us 
by  which  we  can  raise  more  money? — I am  afraid  1 
have  not  given  that  subject  much  thought.  I was 
not  prepared  for  the  question  being  put  to  me. 

7825.  But,  you  see,  the  great  number  of  witnesses 
that  come  up,  able  and  highly  qualified  to  speak, 
nearly  always  come  to  say  that  taxation  is  too  heavy 
and  ought  to  be  altered.  I want  the  same  brain  to 
be  helping  us,  to  show  us  means  whereby  we  oan 
raise  more  money? — Some  of  the  suggestions  I have 
ventured  to  make  to  the  Committee  would  appear 
to  point  to  a diminution  of  revenue,  but  I think 
due  weight  ought  to  be  given  also  to  my  view  that 
you  would  bring  such  an  increase  of  trade  and 
prosperity  that  you  would  get  a great  deal  of  it  back 
again — I am  not  sure  that  you  would  not  get  more; 
I think,  indeed,  that  you  would  get  more  than  you 
would  lose. 

Chairman-.  Thank  you. 
withdrew.) 
a short  time.) 


Sii  I elix  Schuster,  Bart.,  called  and  examined. 

Evidence-in-chief  handed  in  by  Sir  Felix  Schuster  (in  reply  to  the  Committee’s  questions  regarding  a 

Capital  Levy  printed  on  page  683). 

desirable  could  not  in  my  opinion  be  carried  far 
enough  to  effect  a very  substantial  reduction,_  and 
the  Capital  Levy,  which  already  exists  in  the  shape 
of  Death  Duties,  is  so  large  as  seriously  to  hamper 
the  trade  and  enterprise  of  the  country. 

Answer  to  Question  2 (as  to  form  of  levy). 

2.  Consequent  on  my  answer  to  Question  1,  I can 
only  say  that  the  suggestion  contained  in  Ques- 
tion 2 (d)  seems  to  me  utterly  impossible  to  attain, 


Answer  to  Question  1 (as  to  the  case  for  a large  and 
early  repayment  of  debt). 

1.  While  the  gradual  repayment  of  the  National 
Debt  through  the  Sinking  Fund  is  most  desirable,  a 
large  repayment  by  such  other  means  as  have  been 
suggested  would  in  my  opinion  do  more  harm  than 
good. 

A large  increase  of  existing  taxation  does  not  seem 
piacticable.  Restriction  of  expenditure  though 
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and  ( e ) that  the  application  of  any  annual  saving  to 
expenditure  makes  the  scheme  more  destructive  still. 

Answer  to  Question  3 (as  to  equity,  Sc.,  of  levy  as 
compared  with  income  taxation). 

3.  Equity  to  the  individual  taxpayer  seems  far 
more  difficult  to  apply  in  the  case  of  a Capital  Levy 
than  in  the  case  of  Income  Tax. 

Answer  to  Question  4 (as  to  guarantee  against 
repetition). 

4.  A guarantee  against  the  repetition  of  a Capital 
Levjr  seems  to  me  impracticable.  It  would  not  carry 
conviction  with  the  general  public,  who  would  hold 
that  it  is  not  in  the  power  of  any  Government  to 
give  such  a guarantee,  or  if  given  that  it  would 
not  have  any  value. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry). 

5.  The  general  effect  on  trade  and  industry  of  a 
Capital  Levy  of  the  magnitude  suggested  would  in 
my  opinion  be  most  injurious,  indeed  almost  destruc- 
tive no  matter  what  the  state  of  trade  might  be  at 
the  time  when  the  levy  was  introduced. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that 
under  high  annual  taxation). 

6.  The  dislocation  of  business  that  might  result 
cannot  apply  to  one  year  only,  but  must  continue 
over  a great  number  of  years  and  is  not  comparable 
to  that  caused  by  the  present  rates  of  taxation. 

Answer  to  Question  7 (as  to  effects  on  employment). 

7.  There  is  no  doubt  in  my  mind  that  employment 
would  be  very  largely  reduced. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

8.  The  distribution  of  wealth  would  in  my  opinion 
be  directed  from  productive  to  less  productive 
channels. 

Answer  to  Question  9 (as  to  effects  on  future 
savings). 

9.  Adequate  saving  and  the  impulse  for  saving 
would  be  materially  reduced. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

10.  National  credit  at  home  and  abroad  would 
suffer  serious  injury. 


7826.  Chairman:  Will  you  read  your  paper,  and 

at  the  end  of  each  paragraph  questions  may  be 
addressed  to  you  by  the  Committee?  Yes.  (Para - 
graph  1 read.)  I should  like  to  add  one  word  with 
regard  to  restriction  of  expenditure.  I say  I think 
it  could  not  be  carried  far  enough,  and  I adhere  to 
that,  but  I think  it  could  be  carried  much  farther 
than  is  being  done  at  present.  I was  rather  struck 
by  a debate  in  the  House  of  Commons  introduced,  I 
think  by  Mr.  Sidney  Webb  last  week,  with  regard 
to  the  reduction  of  rates  and  simplification  of  rates 
generally.  Apparently  a large  decrease  of  expendi- 
ture and  a decrease  of  taxation  through  rates  could 
be  carried  into  effect;  and,  of  course,  rates  are  just 
as  important  as  regards  trade  as  taxation.  Then 
there  is  a point  in  question  No.  1 which  I have  not 
answered  because  I found  very  great  difficulty  in 
doing  so,  as  regards  the  future  level  of  prices.  I am 
afraid  I cannot  come  to  any  conclusion  in  my  own 
mind  as  to  what  the  future  course  of  prices  is  likely 
to  be.  Looking  forward  to  a number  of  years,  I 
think  past  experience  teaches  one  that  prices  have 
a tendency  to  rise;  but  at  the  same  time  in  the 
immediate  future  a fall  in  prices  does  not  seem  to 
me  at  all  improbable ; in  fact  I think  it  is  very  much 
to  be  hoped  for.  Modern  appliances  of  science,  the 


Answer  to  Question  11  (as  to  effects  on  sale  of 
securities). 

11.  The  imposition  of  a Capital  Levy  must  lead  to 
the  sale  of  securities,  and  a consequent  depreciation 
of  prices.  In  fact  I believe  securities  would  become 
unsaleable.  The  re-investment  by  holders  of  debt, 
who  were  paid  off,  would  to  a great  extent  take  place 
abroad.  In  fact  such  a flight  of  capital  abroad, 
greatly  to  the  injury  of  our  trade  and  of  the  ex- 
changes, would  according  to  all  experience  take  place 
long  before  the  levy  could  take  effect. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

12.  The  word  deflation  is  used  in  so  many  senses 
that  it  is  difficult  to  answer  this  question,  but  using 
the  word  in  its  ordinarily  accepted  sense  as  diminu- 
tion of  credit,  I think  deflation  would  undoubtedly 
take  place,  and  it  would  be  intensified  and  prolonged 
by  the  psychological  effect. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

13.  The  saving  in  interest  expenditure  would  no 
doubt  he  offset  by  the  inevitable  reduction  in  the 
yield  of  taxation  at  their  existing  rates,  and  the 
disappearance  of  taxable  income.  The  taxable  profits 
of  trade  would  in  my  opinion  suffer  such  diminution 
as  to  make  the  future  yield  of  a penny  per  pound 
far  less  than  it  is  at  present. 

Answer  to  Question  14  (as  to  methods  of  valuation). 

14.  The  difficulties  regarding  valuations  seem  to 
me  insuperable,  and  to  apply  the  method  now  used 
for  Death  Duties  seems  to  me  impossible.  Cash  pay- 
ment is  out  of  the  question. 

I am  not  prepared  to  answer  the  other  questions 
contained  in  this  paragraph.  They  indicate  some  of 
the  difficulties,  which  to  my  mind  make  the  whole 
scheme  impracticable. 

Private  businesses  would  lose  not  only  the  amount 
of  the  levy  but  also  the  credit,  which  is  based  on 
the  existing  capital,  while  as  regards  companies  the 
only  means  of  raising  the  levy  would  be  by  sales  of  the 
shares  held  by  their  owners,  if  such  sales  could  he 
effected  at  all,  which  seems  very  doubtful.  The  pass- 
ing of  the  shares  of  private  companies  into  hands 
other  than  those  who  have  had  the  management  would 
probably  destroy  the  efficiency  of  the  business,  and, 
at  the  best,  loss  of  credit  would  occur  in  the  case 
of  private  companies  also. 


application  of  electricity  and  the  means  of  supplying 
power  and  so  forth,  seem  so  very  much  better  that 
prices  might  be  very  materially  affected  in  the  future 
in  a downward  direction.  Therefore,  although  the 
tendency  is  for  a general  rise,  I think  there  may  be 
other  causes  which  will  either  retard  or  reduce  that 
rise  very  considerably. 

7827.  Sir  Alan  Anderson  : Have  you  borne  in  mind 
the  possibility  of  a future  war,  when  you  suggest  not 
repaying  debt  much  more  rapidly?  What  we  have 
been  told  by  some  witnesses  is  that  it  would  be  im- 
possible to  finance  a future  war  unless  we  had 
something  like  a Capital  Levy  ? — That  would  be 
another  reason  for  not  having  a Capita!  Levy. 

7828.  That  a levy  would  shake  your  credit,  do 
you  mean? — Undoubtedly,  and  the  sources  from 
which  new  loans  could  be  raised  would  be  materially 
reduced. 

7829.  Mr.  Bowen : Is  it  not  a fact  that  the  most 
impoverished  countries  are  the  first  to  get  into  war  ? 
— 'Because  they  have  nothing  to  lose. 

7830.  They  sometimes  lose  all  they  have? — They 
do.  I am  glad  to  think  that  future  wars  seem  to 
be  made  almost  impossible  through  the  lesson  that 
has  been  learnt  all  over  the  world,  from  what  has 
happened  through  extensive  borrowing.  I cannot 
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face  the  possibility.  But  anyway,  in  considering 
■this  question,  I have  not  paid  special  attention  to 
this  contingency. 

7831.  Sir  Alan  Anderson:  You  have  left  that  to 
the  future? — Yes. 

7832.  Another  thing  which  has  been  suggested  to 
us  is  that  it  would  be  reasonable  to  pay  off  a debt 
very  rapidly  at  a time  when  public  bodies  are  em- 
barking on  large  expenditure,  because  then  the 
people  who  are  paid  off  would  be  able  to  reinvest 
in  similar  securities  and  there  would  be  much  less 
disturbance,  but  that  if  there  were  not  large 
schemes  of  expenditure  under  way,  it  would  be  less 
attractive  to  pay  off  debt.  Do  you  share  that  view 
at  all? — That  implies  that  in  the  event  of  a capital 
levy  the  whole  of  the  levy  would  flow  hack  to  the 
public  in  other  ways.  But  that  is  not  the  case; 
there  would  be  so  much  less  money  for  investment 
in  the  hands  of  the  public. 

7833.  Supposing  £1,000,000,000  of  Government 
securities  were  redeemed  in  some  way,  the  holders 
of  those  securities  would  get  the  money  and  would 
have  to  find  investments.  What  is  suggested  to  us 
is  that  it  would  be  very  awkward  and  very  dis- 
turbing if  there  were  no  investments  of  the  kind 
desired  available  for  them  at  that  moment,  and  that 
therefore  rapid  redemption  should  take  place  only 
at  a time  when  there  is  other  public  borrowing? — 
But  the  Capital  Levy  would  extend  to  all  other 
forms  of  property  too,  which  would  come  on  the 
market  in  order  to  pay  it. 

7834.  So  you  think  there  would  be  plenty  of  things 
for  them  to  invest  in  if  they  were  being  taxed  by 
way  of  a Capital  Levy? — There  would  be  plenty  of 
opportunities  for  investment.  I cannot  see  that 
there  is  any  possibility  of  finding  fresh  money  for 
investments  through  introducing  Capital  Levy.  If 
it  were  possible  to  redeem  the  debt  largely  through  a 
Sinking  Fund,  through  savings,  that  would  be 
another  matter;  then  there  would  be  more  money 
for  investment. 

7835.  A point  has  been  made  about  the  distinction 
between  taxation  for  debt  repayment  and  taxation 
for  current  expenditure.  Do  you  think  there  is  any 
difference  in  the  effect  on  the  taxpayer  whether  he 
is  taxed  to  repay  debt  or  taxed  for  current  expen- 
diture?— As  far  as  the  taxpayer  is  concerned  or  ns 
regards  the  influence  on  trade,  I do  not  think  there 
is  much  difference  immediately. 

7836.  The  burden  on  industry  is  the  same? — The 
burden  on  industry  is  the  same.  The  more  the  debt 
is  reduced,  of  course,  the  lighter  taxation  ought  to  be 
in  the  future. 

7837.  The  result  in  a few  years’  time  would  be  dif- 
ferent?— In  the  course  of  time.  That  is  an  argument 
in  favour  of  reduction  of  the  National  Debt  through  a 
Sinking  Fund;  but  you  may  come  to  a point  of  taxa- 
tion when  the  injury  to  trade  is  larger  than  the  benefit 
derived. 

7838.  Chairman : Will  you  go  to  the  next  paragraph 
now  ? — (Paragraph  2 read.)  The  contemplated  yield 
of  £3,000,000,000  to  my  mind  seems  quite  a fantastic 
figure.  With  regard  to  the  latter  part  of  the  ques- 
tion, the  fear  which  the  opponents  of  a Capital  Levy 
always  have  had  is  that  the  proceeds  would  not  be 
used  entirely  for  the  extinction  of  debt,  but  would  be 
used  for  current  expenditure ; in  fact,  that  expendi- 
ture, it  seems  to  me,  would  be  increased. 

7839.  Sir  Josiah  Stamp : When  you  say  the  pro- 
ceeds of  the  levy,  I take  it  you  mean  the  net  effect 
of  the  levy  on  the  Budget.  If  £3,000,000,000  could 
be  raised  and  applied  to  the  redemption  of  debt,  a 
certain  amount  of  interest  would  be  saved.  I take  it 
your  fear  is  that  the  Budget  would  not  be  allowed  to 
be  reduced  by  the  whole  of  that  saving  ? — The  fear  is 
that  it  would  not  be  reduced  by  that. 

7840.  It  has  never  been  suggested  by  anybody  that 
part  of  the  £3,000,000,000  should  be  used  for  ordinary 
expenditure? — No;  I mean  that  the  saving  of  interest 
would  be  diverted  to  new  expenditure.  (Paragraph  3 
read.) 


7841.  Mr.  Bowen : In  what  way  does  the  greater 
equity  of  Income  Tax  to  the  individual  work  ouc? — To 
give  you  only  one  instance  : the  Capital  Levy  to  be 
equitable  must  vary  according  to  the  age  of  the  indi- 
vidual. Age  comes  in  very  largely.  A man  who  has 
saved  all  his  life  is  much  harder  hit  than  a man  who 
is  beginning,  and  who  has  got  time  before  him  when 
he  can  earn  something  for  himself.  There  is  no 
equity  as  between  the  two;  whereas  in  Income  Tax 
you  really  only  tax  a man  on  his  annual  income,  and 
nothing  more;  it  does  not  destroy  the  savings  of  a 
lifetime  as  the  Capital  Levy  would.  When  a man  has 
arrived  at  a certain  age  it  is  quite  impossible  for  him 
to  go  on  earning  more'. 

7842.  But  if  he  has  been  saving  for  a long  time  he 
has  also  been  protected  for  a long  time,  which  is 
worth  something.  Is  not  that  equitable? — That  would 
be  taxation  for  the  protection  he  has  had  in  the  past; 
in  fact,  retrospective  taxation.  In  taxation  it  has 
always  been  considered  that  the  only  equitable  thing 
is  taxation  for  the  period  under  review — the  year  in 
which  the  taxpayer  earns  his  income  and  his  circum- 
stances for  the  time  being — not  for  the  years  that 
have  gone  by. 

7843.  Perhaps  I can  put  my  question  in  a different 
form.  A young  man  might  say  : “I  am  a very  young 
man  and  I have  not  been  responsible  for  the  policy 
of  the  country  which  has  landed  us  into  so  much 
debt,  but  the  older  man  has  been  responsible  for  this 
policy,  therefore  the  older  man,  in  equity,  should 
bear  a good  share  of  the  burden  of  the  debt  which 
he  has  helped  to  create? — I do  not  think  taxation 
has  ever  been  imposed  on  the  principle  of  whether  a 
man  has  been  responsible  for  it. 

7844.  I am  not  taking  the  Capital  Levy  as  taxation 
in  the  ordinary  form  at  all;  I am  not  calling  it  taxa- 
tion. I am  regarding  it  now  as  a Capital  Levy — just 
one  levy — and  from  the  point  of  view  of  equity,  I 
am  putting  it  to  you  that  the  man  who  has  helped 
to  create  the  debt,  ought  not  to  complain  if  he  is 
called  upon  to  bear  a good  share  of  the  burden  of 
it? — I think  that  would  be  vindictive  taxation,  if  I 
may  call  it  so. 

7845.  How  could  it  be  vindictive,  if  it  were  a ques- 
tion of  preserving  the  national  position  of  the  coun- 
try?— That  is  a different  point,  but  it  may  also  be 
urged  that  the  taxpayer,  whom  you  described  as  re- 
sponsible for  the  debt,  has  already  submitted  to  bur- 
dens unheard  of  before  for  the  benefit  of  posterity 
and  in  order  to  save  future  generations  from  the 
dangers  which  have  threatened  the  country  in  his 
time.  With  regard  to  equity  between  individuals, 
the  Income  Tax  taxes  taxpayers  all  round  on  the 
same  basis,  except  so  far  as  it  is  graduated,  which  is  a 
fair  principle.  On  the  levy  the  question  of  valuation 
comes  in,  which  is  a very  serious  matter.  Valuation 
for  a Capital  Levy  seems,  to  my  mind,  almost  impos- 
sible to  apply  equitably  all  round.  You  can  value 
for  Death  Duties  because  there  are  only  a small 
number  of  estates  concerned,  but  when  you  come  to 
valuation  to  a degree  like  that  contemplated  by  a 
Capital  Levy,  all  valuation  falls  to  the  ground  alto- 
gether. 

7846.  Sir  Alan  Anderson : On  this  point  of  equity, 
it  has  been  put  to  us  by  some  witnesses  that  the  In- 
come Tax  is  very  inequitable,  because  large  posses- 
sions escape  Income  Tax  when  they  do  not  yield  an 
income;  for  example,  land  yields  a very  small  income 
on  its  capital  value,  so  land  escapes  the  tax  it  would 
bear  if  it  was  burdened  according  to  its  capital  value; 
and  so  with  jeivels  and  other  things? — I believe  there 
is  something  in  it  when  you  come  to  jewels  and  pic- 
tures and  possessions  of  that  kind,  which  tend  to 
appreciate  in  value  and  which  do  not  pay  any  Income 
Tax  at  all.  It  does  seem  unfair  that  a man  who 
invests  £10,000;  in  jewellery  pays  no  Income  Tax,  but 
if  he  invests  it  usefully  to  the  country  in  trade,  he 
pays  a tax  on  that.  But  taking  it  all  round,  it  does 
not  run  to  very  large  figures.  I do  not  think  you  can 
apply  it  to  land  so  much,  because  the  capital  value  of 
land  is  very  difficult  to  ascertain. 
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7847.  The  return  is  less  on  the  capital  you  have  to 
pay  for  land,  than  anything  else,  because  of  the 
amenity  value  of  land? — Yes. 

7848.  Chairman-.  Now  paragraph  4? — ■( Paragraphs 
4 and  5 read.)  That  is  in  answer  to  a question 
whether  a levy  had  better  be  introduced  when  trade 
was  bad  or  when  trade  was  good.  I think  that  makes 
no  difference  in  the  effect. 

7849.  Sir  Alan  Anderson : You  think  there  would 
be  an  immediate  loss  whether  trade  was  bad  or  good. 
Do  you  think  also  there  would  be  an  ultimate  loss? — 
I do. 

7850.  It  has  been  put  to  us  that  we  would  have  to 
face  an  immediate  disturbing  effect,  but  the  ultimate 
effect  would  be  good,  because  everyone  would  feel  he 
was  free  of  this  debt? — I cannot  agree  with  that  at 
all.  I think  the  ultimate  effect  would  be  bad,  because 
a levy  would  weaken  the  resources  and  the  earning 
power  of  the  country  so  very  largely.  It  would 
cripple  earning  power  for  the  future  for  a generation 
or  more. 

7851.  Sir  J osiali  Stamp : Why  do  you  think  it 
would? — Because  of  the  lack  of  capital  and  lack  of 
credit  and  enterprise. 

7852.  How  would  the  lack  of  capital  arise  ? Do  you 
mean  nobody  would  be  saving  any  more,  or  that  some 
capital  would  be  destroyed? — There  would  be  far  less 
saving  and  there  would  be  far  less  encouragement  to 
save  and  far  less  enterprise,  and  that  is  what  really 
we  want. 

7853.  It  has  been  put  to  us  that  if  you  could  get 
a substantial  relief  in  the  Income  Tax  through  this 
operation,  all  the  growing  businesses  and  enterprising 
people  would  have  more  incentive  to  save,  with  less 
taxation  and  more  out  of  which  to  save.  Is  not  that 
so? — No,  I cannot  agree  that  there  would  be  more 
out  of  which  to  save.  There  would  be  less  out 
of  which  to  save. 

7854.  Out  of  a given  £100  of  earnings  thez'e  wouhl 
be  less  to  pay  in  Income  Tax  if  the  Income  Tax  were 
reduced,  and  therefore  more  to  be  used  for  spending 
or  saving? — Yes,  but  the  opportunities  for  enterprise 
would  be  very  much  reduced.  I believe  in  capital  in 
private  industry  to  a large  extent  and  reduced  debt, 
but  at  the  present  moment  particularly  you  would 
discourage  enterprise  and  you  would  discourage 
speculation,  using  the  word  “ speculation  ” not  in  an 
adverse  sense  at  all ; we  want  speculation  in  business ; 
we  want  people  ready  to  take  risks. 

7855.  You  do  not  believe  then  that  there  would  be 
any  incentive  to  increase  production  and  saving 
through  a relief  in  taxation? — Certainly  through  a 
decrease  of  taxation,  but  not  through  a decrease  of 
taxation  obtained  through  depriving  the  industrie-i 
and  enterprise  of  the  country  of  their  resources  and 
earning  power. 

7856.  Apart  from  the  Capital  Levy,  supposing  the 
Income  Tax  were  reduced  Is.,  do  you  think  that  would 
be  any  stimulant  to  business? — Yes. 

7857.  It  has  been  put  to  us  that  if  a Capital  Levy 
could  be  got  through  and  the  initial  dislocation  over- 
corne,  you  could  get  a Is.  reduction  in  the  Income 
Tax,  and  you  would  have  a great  improvement  in 
trade.  Why  do  you  distinguish  between  the  Is.  in  the 
one  case  and  the  Is.  in  the  other? — Because  the  in- 
jurious effect  would  be  greater  than  the  benefit. 

7858.  The  injury  that  has  been  done  would  move 
than  offset  any  good  that  would  arise  from  the  re- 
duction of  the  tax? — That  is  my  opinion. 

7859.  You  would  not  suggest  that  any  existing 
capital  would  be  annihilated,  would  you?— Yes,  that 
is  my  opinion,  and  I put  it  that  earning  power  would 
be  considerably  impaired  if  a levy  were  introduced. 

7860.  What  precisely  do  you  mean  by  “ earning 
power  ”?  Do  you  mean  that  if  a man  were  prepared 
to  spend  so  many  hours  at  Ms  business  and  gave  so 
much  exertion  to  it,  be  would  get  less  for  it? — If  a 
man’s  capital  is  reduced  by  one  half,  he  cannot  use 
the  remaining  half  to  earn  even  half  his  former 
profits. 

/861.  It  has  been  put  to  us  by  the  advocates  of  a 
levy  that  if  the  debt  were  reduced  the  amount  that 


was  taken  from  a man  by  the  levy  would  be  available 
to  him  again  in  the  form  of  loan  capital  through  the 
ordinary  channels? — No,  I do  not  agree  with  that 
view  at  all.  I think  that  he  would  not  only  lose 
capital,  but  he  would  lose  credit  in  a much  greater 
proportion;  that  applies  also  to  limited  companies. 
I do  not  know  whether  that  has  been  put  before  you. 
It  has  been  argued,  I believe,  that  it  is  only  the 
individual  that  is  to  be  taxed,  not  the  limited 
company.  But  the  limited  company  would  lose  credit, 
too,  because  in  a great  many  instances  they  obtain 
credit  only  on  the  guarantee  of  the  directors  or 
managers,  whose  credit  would  not  be  so  good  after 
a levy  as  before.  Therefore  I think  the  credit  of  the 
limited  companies  will  suffer  in  the  same  way  as  a 
private  firm  will  suffer. 

7862.  You  are  speaking  of  the  private  limited 
company? — Yes. 

7863.  You  would  not  suggest  that  the  Capital  Levy 
would  affect  the  credit  of  the  ordinary  limited  com- 
pany— Lipton’s,  Bovril,  Vickers,  and  so  on? — 
Perhaps  not  to  the  same  degree. 

7864.  Not  to  the  same  degree,  but  to  what  degree 
at  all? — Of  course,  I think  credit  would  be  very 
much  reduced  altogether;  that  is  dealt  with  in  the 
paragraph  on  deflation.  I think  deflation  would  take 
place  largely,  and  credit  would  be  reduced  to  every- 
body. There  would  not  be  enough  credit  to  go  round, 
and  the  larger  companies  would  suffer  diminution 
of  credit;  but  my  remark  specially  applies  to  the 
smaller  private  company. 

7865.  I understand  you  are  assimilating  a private 
limited  company  to  a private  individual,  but  I am 
not  quite  sure  that  I understand  what  you  mean  by 
deflation  affecting  the  credit  of  a large  limited  com- 
pany?— I do  not  think  there  would  be  so  much  credit 
to  go  round,  and  I believe  that  even  the  largest 
companies  will  have  much  greater  difficulty  in  raising 
fresh  capital  which  is  constantly  needed. 

7866.  The  large  limited  company  will  have  just  the 
same  collateral  to  offer  for  any  overdrafts  or  loans? — 
Probably  the  lender  will  not  be  in  a position  to 
supply  all  their  needs,  and  there  will  be  less  capital 
for  investment  in  the  hands  of  the  public. 

7867.  In  what  way  will  the  banks  have  a reduced 
lending  power? — For  one  thing,  if  you  wipe  out  part 
of  the  National  Debt  you  wipe  out  a good  deal  of 
potential  currency,  because  the  National  Debt  is  the 
best  instrument  of  credit  there  is;  anybody  can 
borrow  on  Government  loans. 

7868.  We  have  had  eminent  bankers  who  have  told 
us  that  all  this  idea  that  there  would  be  any  reduction 
in  the  total  amount  of  credit  because  of  the  redemp- 
tion of  £3,000,000,000  of  debt  is  moonshine;  and  that 
what  the  banks  lend  is  not  based  on  that  at  all? — I 
can  only  give  you  my  own  opinion. 

7869.  You  would  not  support  that  view? — No.  I 
think  there  would  be  a very  large  reduction  of  credit. 
I look  upon  the  National  Debt  as  potential  currency. 

7870.  We  understand  the  argument  that  the  borrow- 
ing power  of  am  individual  who  has  paid  the  levy  is 
very  much  less,  or,  if  you  like,  of  a private  limited 
company  where  the  individual  directors  have  had  to 
give  up  securities  used  as  collateral,  but  it  is  still  a 
little  of  a mystery  to  see  why  a powerful  limited 
company  should  have  any  reduced  borrowing  power, 
or  why  the  banks  should  have  any  less  to  lend? — 
That  is  a question  of  opinion  rather.  I believe  the 
effect  would  be  that  the  banks  and  the  public  will 
have  less  to  lend.  There  would  be  <a  large  decrease 
in  banking  resources. 

7871.  Have  you  formed  any  opinion  as  to  the  total 
amount  of  business  that  is  done  by  the  limited  com- 
panies which  would  be  less  affected  in  this  way? — I 
think  a great  part  of  the  trade  of  the  country  is 
can-ied  on  by  the  small  company. 

7872.  What  proportion  would  you  think? — I cannot 
give  you  the  proportion. 

7873.  'Would  you  put  it  much  higher  than  20  per 
cent,  of  the  total? — I should  say  so,  yes,  but  I have 
not  gone  into  that  question. 
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7874.  Supposing  it  is  no  higher  than  20  per  cent., 
and  that  80  per  cent,  of  the  total  business  is  con- 
ducted by  companies  who  are  very  little  affected  by 
the  Capital  Levy  in  their  capital  resources  and  bor- 
rowing power,  would  that  affect  your  answer? — I do 
not  agree  with  your  premisses. 

7875.  The  20  per  cent.  ? — Yes ; I believe  it  is  much 
larger  than  20  per  cent.,  and  also  that  the  larger 
companies  will  be  affected  in  their  capital  resources 
and  borrowing  power. 

7876.  Would  you  take  the  amount  of  profits  as  a 
test  of  the  proportion?  Supposing  the  profits  belong- 
ing to  the  limited  companies  that  are  not  private 
limited  companies  or  firms  were  85  or  90  per  cent,  of 
the  total,  would  you  accept  that  as  a measure  of  the 
trade  done? — Of  course,  that  would  be  a certain 
measure. 

7877.  Supposing  on  investigation  you  discovered 
that  your  impression  was  not  correct,  and  that  85  to 
90  per  cent,  of  the  business  was  done  by  limited  com- 
panies, and  they  were  only  affected  to  an  indirect  or 
small  extent  by  the  Capital  Levy,  would  that  affect 
your  answer? — Necessarily  it  would  affect  that  par- 
ticular part  of  my  answer  to  some  extent,  but  it  would 
not  affect  my  opinion  as  to  the  need  of  the  smaller 
limited  company  and  the  individual  trader.  I think 
it  would  be  a very  great  pity  for  the  country  if  the 
trade  of  the  country  were  to  fall  into  the  big  hands. 

I think  the  smaller  firms,  with  their  enterprise  and 
their  individual  effort,  ought  to  he  encouraged  to  the 
very  greatest  degree.  I see  a great  danger  in  the 
trade  of  the  country  being  carried  on  by  these  large 
concerns,  because  we  do  not  know  what  their  manage- 
ment is  going  to  be  in  the  future. 

7878.  I understand  that  you  would  feel  that  there 
might  be  something  disadvantageous  to  the  country 
in  altering  the  direction  of  trade.  What  I was  really 
wondering  was  upon  what  statistical  consideration 
your  answer  rested  when  you  say  it  would  be  most 
■injurious,  indeed,  almost  destructive,  of  trade.  It 
seemed  to  me  that  it  must  rest  upon  the  notion  that 
the  proportion  of  businesses  affected  by  the  Capital 
Levy  would  be  a very  large  one? — Yes.  I adhere  to 
that  view.  I cannot  prove  it  statistically  perhaps  at 
the  present  moment,  but  it  is  my  conviction  that  it  is 
so.  The  general  loss  to  the  credit  of  the  country 
would  be  very  large,  and  you  would  have  what 
has  been  described  as  the  flight  of  capital.  Of  course, 
we  know  perfectly  well  certain  capital,  such  as  rail- 
ways and  works,  cannot  be  carried  away,  but  at  the 
same  time  what  we  know  as  capital  is  very  easily 
transferred  from  one  country  to  another. 

7879.  You  refer  to  the  flight  of  capital  in  para- 
graph 11,  I see? — Yes. 

7880.  Will  you  tell  us  why  the  capital  would  go; 
would  it  be  because  of  the  fear  of  the  operation  of  the 
levy  again  ? — Yes. 

7881.  How  does  a man  under  that  scheme  get  out 
of  his  liability  if  his  capital  is  abroad? — Well,  I 
cannot  tell  you  how  he  does  it,  but  you  know  from  the 
examples  where  the  Capital  Levy  has  been  threatened 
what  has  followed ; it  has  led  to  an  alteration  in  mone- 
tary conditions  in  Switzerland,  which  Switzerland  has 
not  got  over  to-day.  The  whole  course  of  business  of 
Switzerland  has  been  changed  through  the  mere  threat 
of  it. 

7882.  We  have  been  told  by  the  advocates  of  the 
levy  that  the  flight  of  capital  does  not  really  operate 
at  all  to  assist  anybody,  because  if  they  remain  here 
as  residents  they  are  liable  on  their  whole  fortune 
wherever  it  may  be1,  so  that  the  only  way  they  can 
get  out  of  the  fear  of  a future  levy  is  to  go  with  the 
capital — to  emigrate? — That  is  so,  yes.  I think  I 
answered  some  questions  about  that  the  last  time  I 
was  here.  Then,  again,  there  is  foreign  capital  work- 
ing in  this  country  which  would  be  withdrawn. 

7883.  Why  would  that  be  withdrawn — because  it 
was  subject  to  the  levy? — That  is  one  of  the  questions 
I have  asked  myself — what  is  contemplated  to  be  done 
with  regard  to  foreign  capital? 

7884.  We  have  never  heard  it  suggested  by  any 
witness  that  it  is  a part  of  the  programme  of  Capital 


Levy  to  tax  capital  here  that  belongs  to  people 
abroad;  it  is  a tax  on  individuals  resident  in  this 
country? — Then  you  might  have  one  factory  belong- 
ing to  British  subjects  and  next  door  another  factory 
belonging  to  American  subjects  competing  with  one 
another.  You  tax  the  one;  you  levy  from  your  British 
subject  and  you  leave  your  competitor  intact. 

7885.  That  would  not  make  the  capital  be  with- 
drawn from  the  country;  it  would  make  it  come  here 
if  anything? — No;  but  is  that  desirable  or  fair  to  the 
British  taxpayer? 

7886.  I was  only  on  the  question  of  the  movement 
of  capital.  You  thought  it  would  make  capital  go 
away  from  the  country;  I wanted  to  see  how  it  would 
do  that? — I only  judge  from  what  has  happened  in 
other  countries,  where  it  has  been  found  that  capital 
has  gone  away.  There  is  a great  deal  of  floating 
capital  in  international  investments,  easily  moved  and 
easily  concealed. 

7887.  Mr.  Bowen : In  paragraph  5 you  speak  of 

“a  levy  of  the  magnitude  suggested.”  Does  that 
mean  that  you  would  look  at  a Capital  Levy  of  some- 
thing less  in  amount  or  size  than  that  which  has  been 
proposed? — No.  I have  addressed  myself  to  the 

amount  suggested  because  I think  that  is  part  of  the 
question.  I think  the  whole  scheme  is  based  on  the 
£3,000,000,000. 

7888.  It  does  not  necessarily  follow  that  that  would 
be  the  only  scheme  that  could  be  considered  ? — My  re- 
marks apply  to  such  a levy  as  would  make  it  possible 
to  effect  a large  reduction  of  the  debt. 

7889.  You  had  nothing  in  your  mind  which  would 
indicate  what  kind  of  levy  would  be  a workable  pro- 
position, I suppose? — No. 

7890.  Do  you  object  to  the  principle  as  a principle? 
— Not  necessarily  as  a principle,  but  because  I be- 
lieve it  injurious  in  its  effect.  Of  course,  there  are 
questions  of  degree. 

7891.  You  do  not  agree  that  there  is  a difference 
between  the  existing  taxation  and  a Capital  Levy  in 
so  far  that  you  pay  your  debt  under  a Capital  Levy 
quicker  than  you  would  under  existing  taxation? — 
There  is  a difference — but  any  advantage  in  saving 
interest  through  repayment  of  debt  would  be  more 
than  off-set  through  loss  of  revenue  and  decreased 
earning  power  and  dislocation  of  trade. 

7892.  Chairman : Will  you  take  paragraph  6 now? 
— (Paragraph  6 read.)  I think  we  have  gone  over 
that  ground  already'.  ( Paragraph  7 read.)  That 
again  is  a question  of  opinion. 

7893.  Mrs.  Wootton:  Do  you  think  employment 
would  be  reduced  by  a levy  in  all  kinds  of  business? 
Do  you  think  the  employment  afforded  by  public  com- 
panies would  be  reduced,  or  are  you  thinking  of  the 
effect  on  private  business? — I am  thinking  of  private 
businesses  largely,  and  again  1 think  of  the  reduction 
in  purchasing  power  which  would  result,  in  my 
opinion,  and  which  would  reflect  itself  in  want  of 
employment  in  certain  industries. 

7894.  You  mean  the  reduction  of  purchasing 
power  due  to  the  impoverishment  of  persons  who 
paid  the  levy;  it  is  in  that  sense? — Yes,  and  to  the 
decreased  earning  power  of  trade  generally,  'that 
might  work  even  as  far  as  railways,  and  might  lead 
to  a decrease  of  employment  in  the  large  carrying 
trades.  (Parragraph  8 read.) 

7895.  Sir  Alan  Anderson : Why  would  distribution 

go  to  less  productive  channels ; just  because  oi  1U 
disturbance,  or  is  it  because  you  think  that  _je 
people  who  would  pay  the  tax  /are  a different  oy 
from  the  people  who  receive  the  repayment 
think  you  withdraw  it  from  the  class  whic  ms 
oarried  on  a certain  trade  successfully  and  pu  ' 
into  new  hands  who  would  have  to  learn  how  ° 
make  it  productive.  . 5 

7896.  They  would  be  very  much  the  same  peop 

- — No,  I do  not  think  so.  f 

7897.  You  think  they  might  be  different  lots  oi 
people? — Yes. 

7898.  Less  vigorous  people? — Yes — well,  less 
perieneed  people. 
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7899.  Mr.  Bowen : Does  it  follow  tliat  a person 
with  money  invested  say  in  War  Stock,  when  that 
is  repaid  to  him  or  her  will  necessarily  use  the 
money  in  business?  That  is  the  suggestion  here — 
that  the  money  would  he  directed  from  productive 
to  less  productive  channels.  From  that  I under- 
stand the  suggestion  to  be  that  a person  who  has 
money  invested  in  various  ways  now,  on  repayment 
of  that  money  would  perhaps  enter  business  without 
any  previous  experience? — I was  not  thinking  so 
much  of  investment  in  War  Stocks;  I was  thinking 
of  capital  invested  in  trade,  and  I think  you  would 
reduce  that,  and  you  cannot  say  that  other  people 
will  have  the  same  productive  power  as  the  person 
who  has  lost  it. 

7900.  I think  the  question  is  just  the  same. 
Suppose  an  individual  is  called  upon  to  contribute 
to  the  Capital  Levy  from  his  trade  or  trading  con- 
cern, as  an  individual  he  would  pay  the  money  to 
the  State  and  the  State  would  then  repay  certain 
debt  to  debt  holders? — Yes. 

7901.  The  suggestion  here  is  that  the  repayment 
would  go  into  an  unproductive  channel,  but  what 
evidence  is  there  of  that?  Would  it  not  follow  that 
the 'same  type  of  person  who  invested  would  again 
seek  a further  investment  and  might  really  come 
back  to  the  same  place  from  where  he  started  ? — 
It  might,  but  it  does  not  follow  that  it  necessarily 
would. 

7902.  No;  I agree  it  does  not  necessarily  follow, 
but  at  any  rate  it  would  possibly  have  the  effect  cl 
putting  a different  complexion  upon  the  statement 
which  is  made  in  this  evidence? — I think  the  person 
who  had  money  in  War  Loan  would  not  put  it  hack 
into  trade,  but  would  try  to  get  it  in  a 
similar  security  to  War  Loan.  A great  many  of  the 
fortunes  held  in  trust  can  only  invest  in  a certain 
class  of  'securities;  those  are  the  large  holders  of 
War  Loan.  A considerable  proportion  of  Govern- 
ment securities  is  held  by  foreigners — the  proceeds 
on  repayment  would  not  flow  back  to  trade  or 
investment  here  but  would  be  withdrawn  from  the 
country  altogether. 

7903.  Perhaps  it  is  not  fair  to  put  this  question 
to  you  really,  because  it  involves  statistics.  Yon  do 
not  know,  I suppose,  what  proportion  of  money 
would  be  invested  in  the  form  of  investment  rather 
than  invested  in  trade? — No,  I cannot  answer  that. 

7904.  Mrs.  Wootton : Do  you  mean  particularly 
that  the  effect  of  the  levy  would  be  to  take  money 
away  from  one  set  of  people  who  may  be  presumed 
to  use  it  well  and  productively  and  to  give  it  to 
another  set  of  people  who  probably  would  not  use 
it  as  productively?  Is  there  a class  that  is  better  off 
for  tlie  levy  as  there  is  also  a class  which  is  worse 
off?— My  answer  was  directed  to  Question  No.  8: 
“ What  would  be  the  direct  and  indirect  effects  of 
a Capital  Levy  for  the  purpose  of  debt  redemption 
upon  the  distribution  of  wealth?  ” The  idea  is  that 
wealth  will  be  taken  from  a certain  class  of  people 
and  another  class  will  benefit  through  reduction  of 
taxation. 

7905.  In  your  view  you  think  that  is  what  would 
jap  pen,  but  the  result  of  it  would  be  to  make  the 
distribution  less  productive? — That  is  my  idea. 

7906.  Chairman : Will  you  now  pass  to  paragraph 

" : (Paragraph  9 read.)  Again,  I cannot  say  that 

my  ^ view  that  saving  and  the  impulse  for  saving 
would  be  materially  reduced  is  capable  of  statistical 
pioof;  that  is  entirely  an  opinion. 

7907.  Mr.  Bowen,:  But  it  can  be  said  that  that 
statement  can  be  attributed  to  all  kinds  of  taxation? 

I quite  agree  with  you,  and  that  is  one  of  the  very 
sad  effects  I have  noticed  of  the  existing  high  taxa- 
tion; people  have  said,  and  it  is  widespread  ■ “ It  is 
absolutely  no  use  trying  to  save  ”, 

^908.  Sir  Alan  Anderson  : That  is  one  of  the  strong 
arguments  in  favour  of  a Capital  Levy,  .is  it  not— 
, 1 ;i  afterwards  there  would  be  a prospect  of  lower 

nconie  Tax,  and  that  would  be  an  inducement  to 
saie;  I do  not  think  the  effect  would  be  an  Induce- 
ment  to  save.  The  fear  of  a subsequent  levy  will  be  so 
great  that  people  will  say : “ It  is  not  good  enough  ” 


7909.  Mr.  Bowen  : You  do  not  agree  with  statements 
that  are  now  sometimes  made  that  for  business  pur- 
poses and  other  things,  for  national  prosperity,  we 
should  begin  to  cut  our  losses  and  make  a fresh  start, 
as  it  were? — I do  not  think  that  a Capital  Levy  of 
£3,000,000,000  would  enable  us  to  make  a proper 
fresh  start;  I think  it  would  retard  progress. 

7910.  Mr.  Sichens  : They  have  had  a Capital  Levy 
in  certain  other  countries,  have  they  not? — I do  not 
know. 

7911.  You  have  no  experience  of  the  working  of  a 
Capital  Levy  in  any  other  country? — I have  no  ex- 
perience. I do  not  think  there  has  been  a levy  of  any 
material  amount  in  any  of  the  great  industrial 
countries. 

7912.  Mr.  Bowen  : Do  you  think  that  the  suggestion 
for  a Capital  Levy  that  we  have  had  before  us  during 
the  past  two  or  three  years  has  had  any  effect  on 
industry? — No,  I do  not  think  so. 

7913.  There  has  really  not  been  any  fear  of  a 
Capital  Levy? — No. 

7914.  Chairman : Will  you  now  pass  to  paragraph 
11? — ( Paragraph  11  read.)  I believe,  a levy  must  lead 
to  the  sale  of  securities  and  to  the  consequent  de- 
preciation of  prices ; in  fact  I believe  securities  would 
become  unsaleable  and  the  re-investment  by  holders 
of  debt  who  were  paid  off  would  to  a great  extent 
take  place  abroad. 

7915.  Sir  Josidh  Stamp  : You  base  that  on  the  idea 
that  there  would  be  a general  fear? — Yes. 

7916.  A man  thinks  if  he  has  got  his  capital  abroad 
it  is  less  likely  to  come  under  another  levy  than  if  it 
were  at  home? — Yes. 

7917.  Sir  Alan  Anderson : Do  you  think  the  State 
could  make  provision  anyhow  to  prevent  the  undue 
depreciation  of  securities?- — No,  I cannot  see  how  it 
could  be  done. 

7918.  Not  by  letting  people  pay  in  the  form  of  War 
Stock,  and  so  on  ? — Let  them  pay  in  any  security  they 
held;  then  practically  the  State  becomes  mortgagee, 
and  that  would  be  the  effect  finally.  The  only 
practical  way  of  carrying  the  proposal  out  would  be 
the  State  getting  a mortgage  to  the  extent  of  the 
levy  on  everybody’s  property.  Then  finally  it 
resolves  itself  into  an  Income  Tax  again. 

7919.  Sir  Josiah  Stamp:  -Suppose  that  when  they 
redeemed  £10,000  worth  of  your  War  Stock  they  did 
not  give  you  cash  at  all,  but  they  offered  you  a nice 
block  of  railway  or  other  debenture  stock  in  its  place 
that  they  had  collected  in  that  way,  would  you  object 
to  it? — I would  probably  not  be  in  a position  to 
reinvest  the  amount,  as  I should  have  been  deprived 
of  a great  proportion  of  my  resources;  I might  want 
cash  to  fill  up  gaps  in  other  directions  for  purposes 
of  trade  -and  so  forth,  or  I might  say,  and  I think 
the  public  generally  would  say:  “ Thank  you  very 
much.  You  -have  had  this  once.  I am  not  going  to 
have  my  children  have  it  a second  time.  I am  going 
away.” 

7920.  Sir  Alan  Anderson : It  is  really  the  loss  of 

credit? — Yes,  and  the  loss  of  resources. 

7921.  You  would  have  lost  faith  in  your  own 
country? — Yes,  and  other  people  would  lose  faith  in 
it  too. 

7922.,  So  you  do  not  think  the  depreciation  of 
securities  could  be  avoided  by  any  such  operation  as 
an  exchange  of  securities? — No.  ( Paragraphs  12  to 
14  read.) 

7925.  Mr.  Bowen : With  regard  to  your  conclud- 

ing paragraph,  under  the  scheme  proposed  companies 
would  not  be  taxed?— No,  but  the  holders  of  the 
shares  in. companies  would  be  taxed,  and  that  is  how 
my  experience  is  derived,  because  I see  the  bad  effects 
already  through  the  application  of  Death  Duties. 
How.  are  they  to  pay  their  tax?  They  -have  got 
nothing  but  the  shares  in  their  company : they  must 
get  rid  of  those  shares;  somebody  has  to  take  their 
place,  and  finally  the  business  passes  into  other  and 
less  efficient  hands. 

7924.  That  last  paragraph  is  rather  strange.  You 
say  that  the  passing  of  the  shares  of  private  com- 
panies into  hands  other  than  those  who  have  had  the 
management  would  probably  destroy  the  efficiency  of 
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the  business.  I cannot  understand  that  seeing  that 
that  is  really  the  outstanding  feature  of  modern 
industrial  development.  If  that  is  wrong,  or  if  there 
is  any  danger  about  it  as  affected  by  Capital  Levy 
or  anything  else,  there  must  be  something  wrong  in 
the  setting  up  of  trusts  or  in  the  amalgamation  of 
railways? — I maintain  that  a great  deal  of  the 
business  of  the  country  is  carried  on  by  the  small 
private  company,  which  is  very  useful  in  our  economic 
life  generally.  While  you  can  have  big  concerns  like 
railways  carried  on  more  or  less  efficiently  by  these 
huge  combinations  and  trusts,  as  you  call  them,  I 
think  that  that  does  not  apply  to  a great  number  of 
the  smaller  trading  firms,  and  particularly  those  who 


have  got  incentive  and  enterprise,  and  who  are  willing 
to  take  risks.  I should  be  very  sorry,  and  I really 
speak  from  my  experience  as  a banker,  and  the 
bankers  have  these  matters  under  their  eyes  over  a 
considerable  area,  to  see  a number  of  small  private 
companies  destroyed,  because  there  you  have  got  the 
combination  of  the  joint  stock  principle  with  the 
personal  element,  the  family  element  which  takes 
pride  in  the  success  of  the  business  and  its  develop- 
ment. If  through  any  cause  that  property  passes  into 
other  hands,  then  I think  you  would  do  great  injury 
to  the  trade  of  the  country  generally. 

7925.  Chairman : We  are  very  much  obliged  to 
you  for  coming,  Sir  Felix? — Thank  you  very  much. 


(The  Witness  withdrew.) 
( Adjourned .) 
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Evidence-in-chier  handed  in  on  behalf  of  the  Joint  Parliamentary  Committee  oe  the  Co-operative 


Congress  (in  reply  to  the  Committee’s  questions 

1.  This  statement  is  submitted  on  behalf  of  the 
Joint  Parliamentary  Committee  of  the  Co-operative 
Congress  by  Alderman  F.  Hayward,  J.P.,  Mr.  W.  R. 
Blair,  Mr.  J.  J.  Worley,  and  Mr.  A.  V.  Alexander, 
M.P.  It  has  special  reference  to  the  National  Debt 
and  efforts  to  reduce  it  substantially  by  means  of  a 
War  Debt  Redemption  Tax. 

2.  The  problem  to  be  tackled  is  the  existence  of  the 
National  Debt,  which  involves  the  payment  of  well 
over  £300,000,000  per  annum  in  interest  out  of 
revenue,  or  nearly  £1,000,000  per  day.  The  con- 
tinuance of  such  an  enormous  burden  upon  the 
annual  revenue  would  appear  to  be  a very  serious 
menace  to  the  future  development  of  the  country  if 
it  is  only  to  be  met  by  a comparatively  small  Sinking 
Fund.  Moreover,  we  have  had  some  experience  of  the 
operation  of  Sinking  Funds  in  the  past.  In  1817, 
after  the  Napoleonic  Wars,  the  debt  stood  at 
£850,000,000,  and  it  was  proposed  to  wipe  this  out 
by  a Sinking  Fund,  but  when  the  Great  War  com- 
menced the  debt  still  stood  at  £707,000,000,  a net 
reduction  of  £143,000,000  in  97  years.  It  seems  fair 
to  argue,  therefore,  that  if  the  burden  of  the  debt  is 
to  be  effectively  lightened  some  other  method  than  a 
sinking  fund  must  be  adopted,  and  for  that  purpose 
we  propose  a specific  War  Debt  Redemption  Tax. 

. 3.  On  this  point  reference  might  be  made  to  a 
statement  of  Mr.  Asquith,  reported  in  the  Times  of 
November  1st,  1919: — “The  wholesale  reduction 
upon  a large  scale  in  the  capital  of  the  debt,  if  it 
could  be  so  achieved  without  injustice  and  injury  to 
national  production,  is  far  the  greatest  boon  which 
could  be  conferred  in  the  interests  of  the  country.” 

4.  On  the  question  of  the  justice  of  such  a measure, 
Professor  Edgeworth,  of  Oxford  University,  stated 
that  “ Such  a levy  does  not  violate  financial  equity.” 
It  might  Be  well  to  suggest,  however,  having  regard 
to  the  present  strained  relations  between  Labour  and 
Capital,  that  a voluntary  sacrifice  by  the  wealthy 
would  do  much  to  create  an  atmosphere  favourable 
to  goodwill  and  co-operation. 


regarding  a Capital  Levy  printed  on  page  683). 

Answer  to  Question  1 (as  to  the  case  for  a Large  and 
early  repayment  of  debt,  and  method  suggested). 

5.  It  is  the  recorded  opinion  of  the  Co-operative 
movement  that  the  National  Debt  at  its  present 
figure,  with  the  annual  burdens  that  interest  charges 
and  sinking  fund  charges  impose,  make  it  desirable 
that  steps  should  be  taken  to  reduce  the  amount  of 
the  debt  substantially  and  at  an  early  date.  Possible 
future  needs  of  the  country  may  make  it  essential 
to  borrow,  and  the  difficulty  of  borrowing  and  the 
burden  of  borrowing  will  alike  be  increased  if  the 
debt  is  not  more  quickly  reduced  than  it  is  being 
reduced  at  present.  The  present  burden  of  interest 
and  sinking  fund  charges  also  limits  other  forms  of 
expenditure  which  may  be  desirable.  We  consider 
that  those  who  are  possessors  of  wealth  would  be 
serving  a national  interest  in  agreeing  to  a policy 
of  debt  reduction  which  would  bring  advantages  in 
the  form  of  tax  reduction  and  improved  national 
credit  and  security. 

6.  The  Co-operative  movement  has,  therefore, 
declared  itself  as  favourable  to  the  raising  of  a large 
sum  by  a special  non-recurrent  charge  to  fall  upon 
all  persons  possessing  accumulated  wealth  of  more 
than  five  thousand  pounds  in  value.  The  amount  to 
be  raised  and  the  rates  at  which  it  should  be  raised 
from  the  possessors  of  different  amounts  of  wealth 
have  not  been  officially  decided  by  our  movement  and 
must,  we  think,  be  settled  by  reference  to  the  condi- 
tions prevailing  at  the  time  when  the  levy  is  decided 
upon.  In  making  this  statement  we  have  in  mind 
the  fact  that  conditions  to-day  are  not  the  same  for 
this  purpose  as  they  were  in  1919. 

7.  Some  people  who  object  to  such  a War  Debt 
Redemption  Tax  say  that  what  is  required  is  foi 
people  to  work  harder,  to  produce  more,  and  to  pay 
off  the  debt  that  way.  .Such  a statement  appears  to 
be  almost  fantastic  when  it  is  remembered  that  theie 
are  over  a million  workers  walking  the  streets  with 
nothing  at  all  to  do.  The  nation  is  to  work  harder 
when  so  many  can  get  no  work  at  all ; produce  more, 
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when  they  cannot  sell  all  that  they  produce  now. 
Moreover,  is  it  suggested  that  by  adopting  such  a 
remedy  we  are  to  produce  for  the  State  so  that  it 
can  pay  its  debts  ? Surely  that  would  not  be  the 
result  of  such  a policy.  What  it  would  mean  is  that 
the  worker  would  produce  more  for  the  employer  who, 
out  of  his  additional  profit,  would  be  expected  to  pay 
Income  Tax,  and  that  perhaps  out  of  that  Income  Tax 
the  State  might  pay  its  debt. 

8.  Answering  seriatim  the  questions  in  the  second 
paragraph  of  Question  1,  we  therefore  say : — 

(а)  Of  the  four  methods  suggested  we  prefer  a 

debt  redemption  levy  followed  by  a com- 
paratively low  Sinking  Fund.  But  if  the 
policy  of  a levy  which  we  advocate  is  not 
carried  out,  there  should  be  no  reduction 
of  direct  taxation  either  in  amount  or  rate 
so  long  as  we  are  contributing  less  than 
one  hundred  million  pounds  a year  to  the 
Sinking  Fund.  We  hesitate  to  recommend 
an  increase  in  the  rate  of  direct  taxation 
under  the  present  conditions  of  trade,  pre- 
ferring to  believe  that  with  an  improve- 
ment of  trade  and  by  adding  to  the  Sink- 
ing Fund  the  savings  in  interest  effected 
by  the  present  rate  of  repaying  the  debt, 
it  may  be  possible  to  raise  the  Sinking 
Fund  to  one  hundred  millions  per  year 
in  a short  time,  but  if  other  means  fail 
to  raise  the  Sinking  Fund  to  this  amount 
at  an  early  date,  we  should  favour  the 
raising  of  the  rate  of  direct  taxation  until 
it  is  adequate  for  the  purpose,  for  we 
attach  more  importance  to  reducing  the 
debt  than  to  the  reduction  or  maintenance 
of  the  present  rate  of  direct  taxation.  The 
hundred  million  pounds  suggested  for  the 
Sinking  Fund  should  be  the  minimum,  and 
it  should  be  increased  year  by  year  by  at 
least  one-half  of  the  saving  of  interest 
effected  by  reducing  the  debt. 

(б)  We  favour  the  restriction  of  expenditure 

provided  this  can  be  secured  as  a result 
of  more  efficient  administration  and  with- 
out curtailment  of  desirable  expenditure 
upon  social  services. 

(c)  We  have  already  suggested  action  under  both 

(a)  and  (b)  which  we  do  not  consider  to 
be  in  conflict. 

( d ) We  have  already  suggested  above  that  it  is 

desirable  in  the  interests  of  the  whole 
community,  that  a contribution  should  be 
made  by  those  possessing  wealth  in  order 
that  the  amount  of  the  debt  may  be  sub- 
stantially reduced.  We  consider  that  this 
action,  given  goodwill  on  the  part  of  the 
contributors,  would  be  to  the  advantage 
of  the  community  as  a whole  and  of  the 
majority  of  those  possessing  wealth,  since 
it  would  make  possible  lower  taxation  and 
improve  the  value  of  their  remaining 
capital.  It  would  have  been  possible  for 
the  State  to  have  levied  heavier  taxation 
upon  the  possessors  of  wealth  during  the 
period  'of  the  War,  and  since  those  in 
possession  of  wealth  have  probably  gained 
the  greatest  advantage  from  our  success 
in  the  War  it  does  not  seem  unjust  to 
ask  them  to  make  a special  contribution 
now. 

9.  We  do  not  feel  competent  to  express  a definite 
opinion  regarding  the  future  level  of  prices.  An 
answer  to  this  question  seems  to  involve  a knowledge 
? what  governments  are  likely  to  do  in  the  future 
in  regard  to  the  issue  of  paper  currency,  what  is 
lkely  to  be  the  future  of  gold  production,  and  what 
is  likely  to  be  the  volume  of  trade.  The  uncertainty 
° . ese  factors,  as  well  as  of  others,  makes  it  im- 

possible for  any  person  to  foretell  the  future  of 


prices  with  any  degree  of  accuracy  at  the  present 
moment.  If,  however,  the  policy  of  more  production 
in  order  to  pay  off  the  debt,  as  advocated  by  some 
persons,  were  adopted,  the  economic  result  of  such 
policy  would  be  that  prices  would  come  down,  and, 
therefore,  the  actual  commodity  burden  of  the  debt 
would  go  up.  The  effect  would  be  that  the  debt  would 
be  repaid  by  the  workers  who  would  produce  more 
goods  for  each  pound  of  debt  as  prices  fell,  and. 
incidentally,  for  each  4s.  of  debt  they  thus  repaid, 
they  would  present  an  additional  16s.  of  profit  to 
the  employers.  Obviously,  if  prices  are  likely  to  fall 
in  the  future  the  argument  for  early  repayment  of 
the  debt  is  strengthened,  but  even  if  prices  are  likely 
to  rise  in  the  future  the  claims  of  those  who  have 
invested  in  the  debt  would  equally  suggest  an  early 
repayment.  Although  there  are  arguments  for  and 
against  the  probable  rise  of  prices  it  would  seem 
desirable  to  play  for  safety,  and,  in  order  to  reduce 
the  burden  that  will  accrue  if  prices  fall,  it  is 
desirable  to  make  a substantial  reduction  of  the  debt 
at  an  early  date. 

Answer  to  Question  2 (as  to  form  of  levy). 

10.  (Section  1)  (as  to  form  of  levy).  The  levy  should 
be  confined  to  individual  fortunes  and  should  be 
graded,  as  in  the  case  of  all  other  sound  taxation, 
upon  the  principle  of  ability  to  pay.  This  follows 
the  precedent  already  set  in  regard  to  Income  Tax 
and  Estate  Duty,  and  unless  such  graduation  were 
adopted  it  would,  in  effect,  shift  taxation  from  the 
rich  to  the  less  rich. 

11.  There  is  a further  reason  why  the  levy  should 
be  upon  individual  fortunes.  If,  for  example,  the 
charge  were  made  upon  a company,  as  such,  it  would 
mean  that  the  smallest  shareholders,  some  of  whom 
might  even  be  exempt  from  Income  Tax,  would  bear 
as  much  of  the  burden  as  the  largest  shareholders. 

12.  The  proceeds  of  the  levy  should  be  used  for  the 
sole  purpose  of  debt  redemption.  Sums  received 
should  be  passed  to  a separate  account  and  should 
not  form  part  of  the  Consolidated  Fund  out  of  which 
general  expenditure  is  made.  We  therefore  say  on 
the  points  of  the  questions  submitted  : ■ — 

(a)  The  levy  should  be  confined  to  individuals. 

(b)  It  should  be  imposed  on  material  wealth. 

(c)  and  (d)  £5,000  exemption.  The  sum  of 

£3,000.000,000  should  be  aimed  at.  The 
rate  of  the  levy  should  be  progressive,  i.e., 
it  should  be  higher  in  the  case ‘of  those 
possessing  large  fortunes.  We  consider 
the  Inland  Revenue  authorities  should  be 
consulted  as  to  the  rate  of  progression. 

(c)  The  saving  secured  in  annual  charges  for 
service  of  debt  should  be  applied  to  a 
general  reduction  of  taxation,  and  any 
proposed  expenditure  should  be  considered 
on  'its  merits  and  in  relation  to  the 
financial  circumstances  of  the  moment. 

13.  (Section  2)  (as  to  reduction  of  Smiting  Fund 
after  levy).  No.  £50,000,000  would  be  a small 
enough  annual  Sinking  Fund  for  the  redemption  of 
the  remainder  of  the  debt  over  £4,000,000,000. 

14.  (Section  3)  (as  to  changes  in  taxation  after 
levy).  None,  except  the  reduction  made  possible  by 
the  reduction  in  interest  charges.  The  first  charge 
on  the  Chancellor  in  this  respect  should  be  the 
abolition  of  the  taxes  on  tea  sugar,  and  similar 
foodstuffs. 

Answer  to  Question  3 (as  to  equity,  etc.,  of  levy  as 
compared  with  income  taxation). 

15.  It  would  have  been  considered  equitable  if  a 
larger  proportion  of  the  cost  of  the  War  had  been 
raised  by  taxation  during  the  period  of  the  War; 
and  we  cannot  see  that  it  is  inequitable  to  take  in 
their  capitalised  forms  the  sums  that  might  have 
been  taken  by  Income  Tax  during  the  War. 
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16.  As  to  tlie  comparative  equity  of  a levy  now  and 
an  Income  Tax  on  future  production,  we  consider 
the  balance  of  argument  is  in  favour  of  tlie  levy. 
Existing  wealth  was  preserved  by  the  War  and  its 
possessors  have  benefited;  future  producers  would 
have  produced  their  own  capital  even  if  existing 
capital  had  disappeared  as  a result  of  the  War.  The 
present  generation  has  certainly  benefited  more  than 
future  ones. 

Answer  to  Question  4 (as  to  guarantee  against 
repetition). 

17.  It  follows  from  our  answer  to  No.  3 that  the 
nearer  in  point  of  time  to  the  War  the  more 
equitable  a levy  becomes.  No  generation  can  bind 
its  successors,  and  no  generation  can  know  what 
problems  its  successors  will  have  to  meet  and  how 
they  can  best  be  met.  Still,  an  assurance — 
participated  in  by  all  parties — can  be  given  that  the 
levy  is  exceptional  and  will  not  be  repeated  within 
any  conditions  that  can  now  be  foreseen. 

Answer,  to  Question  5 (as  to  effects  on  trade  and 
industry). 

18.  If  generally  accepted  the  levy  could  be  operated 
without  detrimental  effect  upon  trade.  The  danger 
is  that  vested  interests  might  frighten  people  and 
create  a panic  by  misrepresentation  as  apart  from 
legitimate  criticism.  It  is  for  this  reason  that  we 
attach  so  much  importance  to  securing  general  assent 
to  the  measure  as  being  one  to  be  adopted  in  the 
national  interest.  Once  the  levy  is  decided  upon  we 
think  it  must  be  operated  whatever  be  the  state  of 
trade,  and  we  are  of  the  opinion  that,  fairly  worked 
and  with  goodwill,  the  general  effect  would  be  to  free 
capital  for  investment  in  industry  and  to  lower  the 
general  rate  of  interest. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that 
under  high  annual  taxation). 

19.  The  answer  to  this  lies  partly  in  our  answer 
to  Question  5,  namely,  in  general  assent  and  a 
genuine  effort  to  work  a scheme  being  forthcoming. 

Answer  to  Question  7 (as  to  effects  on  employment) . 

20.  Beyond,  perhaps,  a temporary  disturbance  of 
much  less  magnitude  than  that  caused  by  the  cessa- 
tion of  the  War,  there  are  not  likely  to  be  serious 
effects  upon  employment,  and  after  the  temporary 
disturbance  we  consider  that  employment  conditions 
would  improve  and  be  much  better  than  at  present. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

21.  There  would  be  no  reduction  in  real  wealth, 
but  there  would  be  a reduction  in  interest  bearing 
securities.  Taking  these  two  together,  we  should  say 
that  the  levy  would  reduce  the  claims  of  the  very 
wealthy  upon  the  amount  of  wealth  annually  pro- 
duced. They  would,  however,  benefit  from  the  reduc- 
tion of  taxes  and  from  the  effect  upon  public  opinion 
of  their  willing  assent  to  a scheme  for  reducing  the 
debt. 

Answer  to  Question  9 (as  to  effect  on  future  savings). 

22.  We  do  not  think  the  levy  will  injuriously  affect 
aggregate  savings.  By  reducing  debt  charges  upon 
the  result  of  effort,  opportunity  for  savings  would 
be  increased,  and  effort  and  saving  would  be  stimu- 
lated. Industrial  prosperity  depends  upon  the  ready 
application  of  new  income  to  capital  purposes.  To 
the  extent  to  which  a levy  on  existing  wealth  eased 
the  burden  on  new  wealth  the  creation  of  new  capital 
would  be  encouraged. 


Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

23.  We  think  the  results  would  be  good.  Just  as 
the  readiness  of  this  country  to  tax  itself  for  debt 
service  during  recent  years  has  raised  its  prestige 
and  improved  its  credit,  so  we  think  equal  readiness 
to  pay  off  a large  part  of  the  debt  would  improve  its 
position  still  more. 

Answer  to  Question  11  (as  to  effects  on  ,sale  of 
securities). 

24.  We  consider  the  evil  results  following  the 
imposition  of  the  levy  are  in  this  respect  exaggerated. 
Government  and  municipal  securities  and  other  secu- 
rities that  could  be  accepted  in  payment  of  the  levy 
are  widely  held,  and  if  instalment  payments  were 
permitted  in  special  cases  there  need  be  no  big  dis- 
turbance of  investments.  In  cases  where  instalments 
are  permitted,  security  should  be  required,  and  in- 
terest charged  on  outstanding  liabilities  on  account 
of  the  levy. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

25.  Much  depends  upon  other  circumstances  operat- 
ing when  the  levy  is  imposed.  We  believe  that  if 
willing  co-operation  is  offered  by  the  banks  there 
need  be  little  trouble. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

26.  A principal  advantage  of  the  levy  would  be  the 
psychological  effect  of  having  a small  rather  than  a 
large  debt,  but  the  principal  advantage  would  be  the 
economic  advantage  of  lower  taxation  for  debt  pur- 
poses upon  current  production.  We  realise  that 
some  Income  Tax,  Super-tax,  and  Death  Duties  would 
be  lost  to  the  revenue,  and  we  would  also  propose 
a reduction  of  Income  Tax  if  the  levy  were  imposed; 
but  even  if  the  levy  were  merely  an  exact  anticipa- 
tion of  future  revenue  from  these  sources,  we  con- 
sider it  would  be  worth  while,  because  of  the  capital 
reduction  of  the  debt  it  would  make  possible.  After 
making  generous  allowances  for  these  losses,  how- 
ever, it  is  our  opinion  that  there  would  be  a sub- 
stantial net  annual  saving  to  the  State.  An  estimate 
of  the  saving  depends  upon  the  scale  of  progression 
adopted,  and  can  be  more  accurately  worked  out  by 
the  Inland  Revenue  authorities  than  by  us. 

Answer  to  Question  14. 

27.  (Sections  a and  b)  (as  to  methods  of  valuation 
and  finality  of  valuations). — We  think  all  these 
matters  must  have  been  reviewed  by  the  Inland  Re- 
venue when  the  War  Wealth  Committee  sat  and  when 
the  Inland  Revenue  staff  said  that  valuation  was 
possible  and  at  low  cost. 

28.  (Section  c)  (as  to  extent  of  payment  in  cash, 
securities  and  other  forms). — The  statistics  of  tlie 
Inland  Revenue  relating  to  estates  of  deceased  per- 
sons would  probably  be  a better  guide  than  any 
opinion  we  might  offer.  As  to  machinery  of  collec- 
tion, we  think  that  where  the  individual  possesses 
War  Loan  or  other  National  Debt  not  used  in  or 
required  for  the  purpose  of  his  business,  the  levy 
should  be  paid  at  once  by  the  surrender  of  the  due 
amount  of  War  Loan.  Where  the  individual  possesses 
“ approved  ” securities  -arrangements  might  be 
made  so  that  he  may  at  his  option  (a)  transfer  the 
necessary  amount  to  pay  the  tax  at  once,  (b)  submit 
them  as  security  for  the  payment  of  the  tax  in  such 
instalments  as  may  be  agreed  upon,  or  (c)  furnish  a 
bank  guarantee  for  payment  of  instalments. 

29.  (Section  d)  (as  to  payment  by  private  businesses , 
— No  more  than  when  Death  Duties  are  payable. 
We  do  not  think  cases  of  hardship  in  this  respect  are 
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typical,  and  if  instalment  payments  are  permitted 
the  “ hardship  ” of  difficult  cases  is  minimised.  On 
examination  it  might  he  found  convenient,  in  dealing 
with  the  assets  of  an  individual  employed  in  private 
business,  to  arrange  that  the  Government  should  be 
deemed  to  be  a limited  partner  in  the  business  up  to 
the  amount  of  the  assessment  under  the  levy,  the 
Government  ceasing  to  be  regarded  as  a partner 
when  the  full  assessment  has  been  met. 

30.  (Section  e)  (as  to  extent  of  payment  by  instal- 
ments).— We  favour  the  instalment  plan  as  referred 
to  under  Question  11.  Allowance  might  be  made  in 
the  case  of  big  losses,  if,  say,  the  capital  value  fell 
by  more  than  20  per  cent.  Allowance  would  have 
to  be  made  if  a person  became  bankrupt  in  the 
ordinary  way  of  trade. 


31.  (Section  f)  (as  to  cases  where  resources  are 
locked  up  in  private  businesses). — Consideration  in 
payment  of  the  instalments  should  meet  the  case. 
We  do  not  favour  an  alternative. 

32.  (Section  g)  (as  to  order  of  debt  repayment,  &c.). 
— Partly  by  non-renewal  of  debts  which  the  Govern- 
ment has  the  right  to  repay  and  partly  by  purchase. 
Security  prices  ;n  general  would  advance,  in  our 
opinion ; this  would  be  an  advantage  gained  by  payers 
of  the  levy. 

Answer  to  Question  15  ( additional  points). 

33.  Nothing  further  beyond  the  evidence  we  have 
already  supplied  above  and  in  previous  evidence. 


7926.  Chairman:  Will  you  kindly  read  your 

answers  to  each  question,  and  then  members  of  the 
Committee  will  question  you  on  particular  points  ? 
(Mr.  Alexander) : (Answer  to  Question  1,  Paragraphs 
5 to  7 read.) 

7927.  Sir  Arthur  Balfour : I should  like  to  ask  one 
point  with  regard  to  the  introductory  paragraphs. 
Would  it  be  true  to  say  that  the  small  impression 
made  on  the  debt  after  the  Napoleonic  Wars  was  due 
rather  to  the  abandonment  or  the  raiding  of  the 
Sinking  Fund  than  to  any  defect  in  the  Sinking 
Fund  system  ? — ft  would  no  doubt  be  due  partly  to 
that,  but  at  the  same  time  we  think  that  a con- 
tinuous Sinking  Fund  principle  usually  means  that 
you  are  not  so  careful  about  expenditure. 

7928.  Do  you  not  think  that  those  are  the  real 
reasons  why  the  Sinking  Fund  did  not  operate? 
You  see  that  there  are  Sinking  Funds  operating  on 
a very  large  scale  already  ? — Yes,  but  I should  not 
say  they  were  the  only  reasons. 

7929. ' It  is  no  doubt  due  to  the  experience  of  the 
past  that  we  are  more  careful  with  our  Sinking 
Funds  ? — I agree  that  abandonment  and  raiding  were 
factors,  but  I should  not  say  they  were  the  sole 
factors. 

7930.  Mrs.  Wootton : In  paragraph  6 you  mention 
an  exemption  limit  of  £5,000 ; did  the  Co-operative 
movement  at  one  time  favour  an  exemption  limit  of 
£1,000? — Yes,  in  the  very  early  days,  I think,  as  far 
back  as  1919. 

7931.  The  policy  is  now  £5,000? — Yes. 

7932.  Chairman:  Why  did  you  change  that? — I 
am  afraid  I could  not  answer  that  definitely.  It  is 
difficult  to  interpret  the  minds  of  a Congress  of 
2,000  delegates,  but  I think  perhaps  it  was  found  not 
to  be  practicable. 

7933.  It  was  not  a political  movement  at  all? — 
No  special  political  influence  was  used  in  that 
direction. 

7934.  Sir  Alan  Anderson : Do  you  mean  that, 

politically,  it  was  not  practicable,  or  that  you  thought 
it  was  not  practicable  financially  ? — I think  perhaps 
more  politically  than  financially.  I dare  say  also 
that  with  a movement  which  is  very  largely  working 
class,  as  ours  is,  opinion  would  be  influenced  by  other 
figures  subsequently  adopted  by  other  people. 

7935.  Sir  Arthur  Balfour:  When  you  came  before 
us  before  you  did  not  look  upon  taxation  for  debt 
repayment  as  being  particularly  burdensome  to 
industry ; I am  speaking  from  memory  ? — I would  like 
to  be  quite  sure  about  that. 

7936.  We  will  have  it  looked  up,  but  at  that  time 
you  regarded  the  troubles  as  being  mainly  due  to 
political  conditions  abroad  ? — Yes. 

7937.  Are  we  to  take  it  that  the  main  grounds  for 
a levy  are  the  possibility  of  a future  war  and  the 
need  for  borrowing  again  then? — No;  that  always 
has  to  be  borne  in  mind,  but  I was  thinking  in  the 
main  of  the  State,  having  regard  to  its  general 
requirements,  having  to  borrow  in  the  future. 


7938.  Another  ground  for  a levy  is  the  limitation 
on  the  extension  of  social  services  imposed  by  the 
present  taxation  ? — Yes. 

7939.  On  what  grounds  other  than  those  I have 
mentioned  do  you  advocate  a levy?-^I  advocate  a 
levy  because  the  burden  of  the  present  debt  service 
is  pressing  unfairly  at  present  upon  those  people 
who  are  not  possessed  of  wealth;  that  is  my  view, 
and  I have  endeavoured  to  express  that  in  our  paper. 

7940.  I have  now  got  the  reference  to  your  earlier 
evidence.  It  is  Question  4399  where  Professor  Hall 
said  that  he  took  it  from  the  evidence  that  the 
witnesses  held  that  while  taxation  might  have  some 
effect  upon  industry,  thd  chief  things  that  were 
preventing  a restoration  of  trade  were  the  political 
conditions  abroad  and  the  lack  of  prosperity  in  the 
countries  where  our  customers  .are  principally  situated. 
Alderman  Hayward  replied  that  that  was  generally 
their  view,  and  agreed  that  employment  would  be 
more  assisted  by  a restoration  of  world  prosperity 
than  by  any  reduction  of  taxation  in  this  country. — 
Yes,  but  I do  not  see  that  that  is  in  any  way  contrary 
to  our  present  view. 

7941.  Sir  Alan  Anderson  : You  say  that  the  present 
burden  of  interest  and  Sinking  Fund  limits  other 
forms  of  expenditure.  Would  not  the  burden  of  the 
levy  limit  other  forms  of  expenditure? — I think  we 
express  the  view  later  on  in  our  evidence-in-chief 
that  saving  would  be  stimulated,  that  some  capital 
which  is  now  locked  up,  or  partly  locked  up,  because 
of  the  National  Debt  would  be  set  free,  and  that  the 
whole  of  industry  would  ultimately  benefit  if  we  had 
goodwill  in  working  the  levy. 

7942.  Ultimately? — Yes. 

7943.  But  I suppose  that  if  you  took  away  this 
large  sum  of  £3,000,000,000  from  the  people,  there 
would  be  a long  time  during  which  spending  would 
be  reduced,  would  there  not? — We  say  there  may  be 
some  temporary  disturbance. 

7944.  You  do  not  put  a;  date  to  that? — I do  not 
put  a date  to  that,  but  I should  not  think  it  would 
be  quite  as  long  as  your  question  seems  to  infer. 

7945.  In  paragraph  7 you  say  it  is  absurd  to 
talk  about  people  working  harder  when  men  are  out 
of  work.  Do  you  look  upon  the  work  available  as,  a 
fixed  amount? — No. 

7946.  You  would  agree  it  is  elastic? — I am  using 
that  argument  for  a particular  purpose  in  this  paper. 
I am  not  one  of  those  who  argue  for  restriction  of 
production.  What  I am  saying  is,  that  if  you  confine 
your  methods  of  dealing  year  after  year  with  this 
enormous  debt  service,  which  is  such  a very  large  per- 
centage of  the  annual  budget  expenditure,  to  a Sink- 
ing Fund  raised  out  of  taxation  largely  upon  profits, 
it  means,  if  you  are  going  to  have  a large  debt 
reduction  by  increasing  the  Sinking  Fund,  that  you 
have  to  increase  your  production  to  such  an  extent 
as  will  provide  profits  upon  which  Income  Tax  can 
be  levied.  A Sinking  Fund  run  in  that  way  means 
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that  for  every  4s.  Od.  of  the  debt  paid  off  out  of 
Income  Tax  the  country  has  to  produce  £1  profit. 
That  means  the  worker  in  the  main  has  to  work 
sufficiently  hard  to  provide  the  £1  of  profit. 

7947.  I see  that  point,  but  it  is  not  quite  the  one  I 
was  on.  You  say  it  is  fantastic  to  say. that  because 
work  is  short  therefore  everyone  must  work  harder, 
but  it  does  not  seem  to  me  to  be  at  all  fantastic? — 
I do  not  want  to  be  drawn  into  a general  dissertation 
upon  this. 

7948.  Still,  this  is  the  root  of  the  point. — Yes,  but 
we  are  told  a great  deal  of  the  iniquities  of  the 
workers  of  this  country  in  regard  to  their  volume 
of  production;  we  are  being  told  it  now,  say, 
.with  regard  to  the  miners  and  the  impending  crisis, 
but  when  we  compare  their  production  with  that  of 
workers  in  other  countries  they  do  not  seem  to  have 
much  to  fear  by  the  comparison. 

7949.  Sir  Arthur  Balfour:  Except  America? — The 
conditions  there  are  very  different. 

7950.  Sir  Alan  Anderson : I do  not  want  to  throw 
stones  at  them  at  all.  You  seem  to  look  upon  work 
as  a fixed  amount,  but  I think  you  will  agree  that  the 
volume  of  work  that  can  come  to  the  workers  of  this 
country  is  elastic? — Yes. 

7951.  Would  you  not  also  agree  that,  if  it  is 
difficult  to  get  the  work,  we  have  to  compete  for  it 
by  producing  better  and  cheaper  services? — Yes. 

7952.  That  is  what  you  mean  by  saying  “ work 
harder,”  is  it  not — work  for  less  reward? — Of  course, 
there  you  are  up  against  the  whole  theory  of  capit- 
alism as  opposed  to  co-operative  theory  and  the  basis 
of  the  whole  Co-operative  movement ; reduction  of 
wages  is  no  solution  of  the  difficulty  really. 

7953.  Working  harder  ? — Unless  you  arrange  for 
the  wealth  produced  hy  working  harder  and  by1 
greater  production  to  be  so  distributed  that  the  con- 
suming power  of  the  mass  of  the  people  keeps  pace 
with  the  increased  production. 

7954.  Is  not  that  the  second  stage?  Do  you  not 
first  need  to  get  your  world  trade  back? — We  cer- 
tainly need  to  get  our  world  trade  back,  but  we 
cannot  neglect  at  the  same  time  the  fact  that  nearly 
two-thirds  of  our  trade — I am  not  quite  sure  of  the 
actual  percentage — is  in  the  home  market. 

7955.  But  90  per  cent,  of  our  people  are  em- 
ployed; the  difficulty  is  the  10  per  cent,  or  11  per 
cent,  who  are  out  of  employment  because  of  the  loss 
of  some  of  this  world  trade? — Yes. 

7956.  You  say  it  is  fantastic  when  this  11  per  cent, 
is  walking  about  with  nothing  to  do  to  say  that  we 
have  to  recapture  the  world  trade  by  competing  and 
working  harder? — Well,  I do  not  say  that,  if  you 
will  excuse  me.  I am  saying  it  is  fantastic  to  use 
that  argument  in  relation  to  the  establishment  of  a 
Sinking  Fund  to  deal  with  capital  debt. 

7957.  I quite  see  your  point  about  the  Co-operative 
movement ; you  are  here  to  advocate  co-operation ; 
but  you  do  not  press  it  to  the  extreme  of  saying  that 
the  worker  does  not  profit  at  all  by  the  increased 
work  that  the  employer  or  the  industry  gets? — I 
agree  that  in  many  cases  the  worker  will  benefit,  but 
if  we  take  a long  view  of  the  cycles  of  boom  and 
slump  of  prosperity  and  depression,  then  because  of 
the  way  in  which  the  consuming  power  is  not  main- 
tained with  production,  in  the  long  run  the  worker 
does  suffer. 

7958.  The  worker  surely  suffers  by  bad  trade,  does 
he  not? — Yes.  Very  often  some  of  the  bad  trade  is 
created  from  the  fact  that  his  own  purchasing  power 
is  not  allowed  to  keep  pace  with  his  production. 

7959.  Possibly,  but  he  does  suffer  by  bad  trade,  oi 
correspondingly  he  gains  by  good  trade,  does  he  not? 
— Certainly ; I say  that  is  partly  so. 

7960.  You  rather  imply  in  paragraph  7 that  he  doe;' 
not  ? — May  I put  it  in  this  way  again  : it  seems  to  me 
to  be  inequitable,  in  dealing  with  this  great  nationa 
problem  of  debt,  to  say  that  it  is  to  be  met  by  s 
Sinking  Fund,  which  in  the  main  must  be  raised  out 
of  direct  taxation,  when  to  provide  the  revenue  you 
have  got  to  produce  £1  profit  for  every  4s.  taken  in 


Income  Tax.  In  that  way  the  main  burden  of  pro- 
viding that  Sinking  Fund  is  to  be  laid  upon  the  extra 
work  of  the  mass  of  the  workers  in  the  country.  That 
seems  to  us  inequitable  when  the  evidence  of  accre- 
tion of  wealth  in  the  War  and  in  the  early  post-war 
period  shows  that  there  ape  sources  to-day  to  which 
we  might  go  without  undue  hardship  and  avoid  an 
undue  burden  upon  the  industrial  workers. 

7961.  Mr.  Micliens : You  are  not  necessarily 
limited  to  4s.  in  the  £.  You  could  imagine  another 
Government  coming  in  and  putting  it  up  to  20s.; 
would  that  -alter  your  view?  I am  thinking  merely 
of  the  convenience  of  the  Income  Tax  as  opposed  to 
a Capital  Levy,  and  the  mere  fact  that  the  Income 
Tax  is  4s.  in  the  £ is  accidental? — Yes,  I can  see  your 
points  of  view,  but  it  is  quite  hypothetical,  because 
we  propose  a reduction  in  direct  taxation  if  we  get  a 
proper  yield  from  the  levy. 

7962.  But  your  argument  is  based  on  the  fact  that 
the  Income  Tax  is  comparatively  low ; your  complaint 
as  I understand  it,  is  that  the  Income  Tax  is  4s. 
and  therefore  16s.  is  left  to  somebody  else,  and  you 
think  that  is  unreasonable.  What  I want  to  know 
is,  would  you  object,  as  a matter  of  principle,  to  an 
annual  repayment  as  opposed  to  a Capital  Levy, 
supposing  that  particular  difficulty  that  you  refer  to 
was  got  out  of  the  way? — If  we  cannot  get  a Capital 
Levy,  of  course,  as  we  said  in  our  previous  evidence, 
we  are.  anxious  to  see  as  large  a provision  as  pos- 
sible made  by  way  of  Sinking  Fund,  but  we  think 
the  more  just  way  is  to  have  a large  yield  now  from 
a direct  tax  upon  capital. 

7963.  Mrs.  Wootton:  Perhaps  the  witness’s  diffi- 
culty could  be  got  over  by  a suggestion  made  by  one 
of  our  witnesses  that  we  should  all  work  an  extra 
hour  and  give  the  whole  of  that  to  the  State. 
There  seem  to  be  some  practical  difficulties  in  that 
suggestion? — Yes,  I should  think  so. 

7964.  Chairman  : You  said  you  thought  that  saving 
would  be  stimulated  if  we  had  a Capital  Levy? — Yes, 
I think  so.  I know  the  difference  of  opinion,  but  I 
think,  generally  speaking,  the  Estate  Duties,  which 
were  supposed  to  be  the  end  of  all  things  when  Sir 
William  Harcourt  introduced  them',  have  stimulated 
saving. 

7965.  Therefore  you  would  have  a levy  on  those 
who  have  saved  in  the  past? — Yes. 

7966.  And  would  you  punish  those  who  did  not 
save  and  could  have  done  so? — It  is  difficult  to  sit  in 
judgment  on  those  who  have  no  wealth  -and  to  say 
whether  it  is  due  to  lack  of  saving  or  the  result  of 
their  unfortunate  position  in  the  State.  One  would 
not  say  that  the  accretions  of  wealth  upon  which  some 
of  us  have  our  eye  for  this  purpose  are  all  the  result 
of  saving. 

7967.  Mrs.  Wootton:  Why  do  you  think  that 

saving  would  be  stimulated?  Do  you  think  that 
people  would  try  to  make  good  the  ravages  of  the 
State? — Yes,  I think,  so.  I honestly  feel  that  the 
record  of  the  last  five  years  shows  that  the  people 
who  have  been  allowed  to  keep  very  largely 
untouched  the  large  capital  accretions  that  they  have 
got  have  been  unduly  extravagant  and  luxurious  with 
their  wealth.  I am  not  applying  that  to  the  actual 
leaders  of  industry,  who  are  concerned  with  industry, 
but  to  many  of  the  people  who  made  money  during 
the  War.  We  are  told  day  by  day  in  the  House  of 
Commons  that  that  is  the  situation,  and  we  are  told 
by  the  leaders  of  the  industrialists  in  the  House  of 
Commons 

7968.  Chairman : But  a great  deal  of  that  money 
has  been  lost? — -May  I say  that  we  had  some  very 
interesting  figures  given  to  us  some  weeks  ago  in  a 
reply  to  Dr.  Dalton  by  the  Chancellor  of  the 
Exchequer  which  bear  upon  the  comparison  as  to 
who  has  -been  lasing.  In  1920-21  the  actual  income 
from  wages  as  assessed  on  weekly  wage-earners  with 
total  incomes  exceeding  the  exemption  limit  was 
£673,000,000,  while-  the  estimated  total  income  liable 
to  Super-tax  in  that  year  was  £516,000,000.  In  the 
next  year  the  wage-earners’  taxable  income  fell  to 
£490,000,000,  while  the  income  liable  to  Super-tax 
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rose  to  £564,000,000.  In  1922-23  the  wage-earners’ 
income  fell  to  £395,000,000,  and  income  liable  to 
Super-tax  fell  £50,000,000  to  £509,000,000.  In 
1923-24,  an  estimate  only,  the  wage-earners’  taxable 
income  is  £300,000,000,  and  the  income  liable  to 
Super-tax  is  still  £510,000,000.  There  is  no  doubt  m 
our  minds  at  any  rate,  from  our  knowledge  of  the 
working  class  in  our  own  movement  that  they  have 
suffered  enormously,  whilst  those  people  in  the  main 
— I am  not  saying  every  individual — who  made  money 
in  the  War  have  not  suffered  to  anything  like  the 
same  extent  either  in  depreciation  of  their  holdings 
or  their  earnings. 

7969.  In  those  periods  that  you  mentioned  were  any 
extra  exemptions  given? — (Mr.  Bell)-.  What  do  you 
mean  by  taxable  income;  how  do  you  define  that? 
(Mr.  Alexander) : Well,  these  figures  are  from  the 
Inland  Revenue.  They  show  the  actual  income  from 
wages  as  assessed  on  weekly  wage-earners  on  total 
incomes  exceeding  the  exemption  limit;  that  is  the 
actual  incomes  of  weekly  wage-earners  liable  to 
Income  Tax. 

7970.  Mr.  Bell:  After  the  exemptions  aro  taken 
off?— Yes. 

7971.  Sir  Arthur  Balfour : I would  like  you  to 
answer  the  Chairman’s  question  as  to  whether  there 
was  not  an  alteration  in  the  exemptions  during  that 
period  ? — Yes,  I think  there  was,  but  surely  not  any- 
thing like  enough  to  account  for  that  fall  from 
£673,000,000  to  £300,000,000  in  three  years  in 
assessed  weekly  wages,  and  I say  the  same  exemp- 
tions apply  to  the  Super-tax  payer— not  all  of  them, 
but  some  of  them — in  relation  to  earned  income. 

'972.  Sir  Josicili  Stamp:  In  drawing  your  infer- 
ence from  those  figures  you  have  quoted  have  you 
taken  into  account  the  fact  that  they  are  not  com- 
parable? Oh,  yes.  All  we  think  is  that  this  is  a 
rough  statement  in  support  of  our  view  that  the 
wage-earners  have  suffered  more  than  those  who  have 
been  in  possession  of  much  wealth  over  those  periods. 

7973.  My  point  is  this  : have  you  realised  that,  so 
far  as  the  first  figure  you  gave  is  concerned,  the 
£673,000,000  odd,  that  represents  the  income  re- 
ceived in  the  year  1920-21  ?— Yes. 

7974.  Whereas  the  Super-tax  figure  you  gave, 
£516,000,000,  is  really  a reflection  of  the  years  1916, 
1917,  1918,  and  1919,  there  is  a four  years’  lag  in  the 
Super-tax  figures,  and  they  would  always  follow  them 
up  or  down  a considerable  distance  behind? — Yes.  I 
would  put  alongside  of  that  then  the  statements  in 
the  present  Budget  statement,  which  are  much  litter, 
and  which  show  that  the  yield  from  Income  Tax  and 
Super-tax  is  going  up. 

'975.  That  is  rather  a different  point,  and  it  intro- 
duces a number  of  other  factors.  I am  just  on  this 
point,  that  before  you  had  drawn  your  inference  from 
these  figures  you  took  into  account  that  there  is  a 
four  years’  lag  in  the  Super-tax? — No,  I had  not 
taken  that  into  account,  .and  I do  not  think  it  would 
be  true  to  say  rigidly  that  these  figures  of  yield  from 
tax  on  earned  incomes  would  be  always  in  respect  of 
the  actual  year. 

7976.  Very  closely,  are  they  not?  They  are  quar- 
terly assessments? — No,  not  all  of  them. 

7977.  Pretty  nearly  the  whole  of  that  sum  you  have 
given  is  quarterly  assessment;  it  is  on  the  weekly 
wage-earner,  and  therefore  it  follows  quite  closely  on 
the  actual  earnings? — To  a certain  extent. 

7878.  Therefore,  those  figures  -which  you  have  given 
do  represent  very  much  the  figures  falling  above  the 
exemption  limit,  whereas  the  Super-tax  figures  are 
an  extraordinary  blend  of  four  or  five  years? — That 
is  on  the  average. 

7979.  Therefore,  when  the  actual  trend  of  those 
four  years  is  discussed,  if  you  split  up  the  Super-tax 
mto  its  really  component  parts,  you  will  get  a very 
different  story? — But  that  is  hot  borne  out  by  the 
subsequent  figures.  Year  after  year  you  are  getting 
it  split  up.  If  there  were  such  a great  complication 
as  you  suggest  might  happen  on  the  splitting  up  of 
the  figures,  I think  we  should  have  seen  it  by  now. 


7980.  I do  not  know.  192&-24  still  has  some  element 
of  the  very  highest  peak  of  prices  and  incomes  in  it? 
—So  far  as  Super-tax  is  concerned,  that  might  be  so 
with  regard  to  an  extra  year,  but  with  regard  to 
Income  Tax  that  would  not  be  so,  would  it?  We 
have  passed  now  practically  the  first  period  of  three 
bad  years. 

7981.  Income  Tax  has  a lag  of  four  yeare.  I said 
that  Super-tax  has  a lag  of  four  years,  but  it  should 
really  be  live.  The  profits  of  the  years  1,  2 and  3 are 
assessed  for  Income  Tax  in  the  year  4,  and  for  Super- 
tax in  the  year  5;  therefore,  if  the  year  1 is  a year 
of  very  exceptional  figures  it  Still  has  its  influence 
on  the  year  5? — Yes 

7982.  I suggest  to  you  that  the  comparison  you  are 
trying  to  draw  of  the  trend  of  figures  between  those 
two  is  an  extraordinarily  difficult  one  to  draw 
accurately  ? — Yes,  but  I would  not  move  from  my 
point  of  view  until  you  demonstrated  in  figures ; I 
quite  see  your  point. 

7983.  I do  not  wish  to  demonstrate  anything.  I 
am  only  asking  you  -whether  you  quite  successfully 
demonstrate  your  thesis  from  those  figures? — Well,  I 
think  it  is  a rough  guide,  and  I did  not  suggest  that 
it  was  more  than  a rough  guide.  Here  year  after 
year  are  these  figures  remaiiiing  level,  and  the 
evidence  that  we  have  elucidated  in  the  Budget  dis- 
cussions of  this  year  shows  that  the  actual  yield  from 
this  source  is  increasing  and  not  decreasing. 

7984.  The  whole  yield  from  Super-tax  alone? — Yes. 

7985.  Have  you  ever  taken  into  account  the  effect 
that  you  get  by  taking  a rigid  exemption  limit,  a 
fixed  exemption  limit,  and  the  total  of  all  incomes 
that  fall  .above  that  at  a time  of  rise  and  fall  in 
prices  ? If  you  have  a fixed  exemption  limit,  or  a fixed 
limit  of  any  sort,  an  absolute  limit,  and  you  have  a 
series  of  figures  that  are  moving  with  the  price 
level  or  with  prosperity,  have  you  ever  considered, 
as  a matter  of  looking  into  the  figures  of  the  past  50 
years,  how  extraordinarily  violent  the  movements 
are  about  a fixed  level?— No,  I have  not  looked  at 
that;  it  would  be  an  interesting  thing  to  look  at, 
and  I think  I shall  have  to  do  that. 

7986.  I am  only  asking  you  whether  you  have 
addressed  your  mind  to  the  fact  that  comparisons  of 
fluctuations  about  a fixed  level  are  very  tricky  ones  ? 
— Yes;  I think  that  is  quite  reasonable. 

7987.  Chairman : You  would  not  like  to  go  into 
those  figures  again?— No;  I am  in  the  hands  of  the 
Committee  now,  my  Lord. 

7988.  Sir  Arthur  Balfour : You  said  that  nearly  two- 
thirds  of  our  trade  was  in  the  home  market? — Yes. 

7989.  Have  you  reflected  to  what  extent  that  two- 
tliirds  is  affected  by  export  trade  and  the  dealings 
inside  the  country  in  expoi-t  trade? — Oh,  it  is 
affected  to  a certain  extent. 

7990.  It  must  be  very  heavy  ? — It  is  very  important 
to  us. 

7991.  When  you  are  executing  an  export  order  you 
may  pass  it  on  to  one  person  and  they  may  pass  it  on 
to  another;  it  appears  to  be  home  business  in  the 
different  processes? — Yes. 

7992.  Therefore  your  two-thirds  may  be  more 
affected  by  export  trade  than  appears  on  the  surface  ? 
— Yes,  but  I think,  after  making  allowances  for  that, 
the  actual  consumptioxi  at  home  is  so  heavy  that  not 
only  the  goods  that  we  import  for  home  consumption, 
but  the  goods  we  manufacture  for  consumption  in 
this  country,  are  a very  important  part  of  our  trade. 

7993.  Mr.  Bell : You  say,  in  paragraph  5,  that  the 
burden  of  borrowing  will  be  inci'eased  if  the  debt  is 
not  more  quickly  reduced ; if  it  is  reduced  in  the 
manner  you  propose  it  might  be  very  difficult  to  raise 
new  capital  at  all? — I do  not  think  that  is  the 
position . 

7994.  If  a man  had  the  fear  that  what  he  subscribes 
for  .a  future  loan  may  again  be  levied  upon,  that 
would  increase  the  difficulty  of  borrowing? — What 
about  the  question  of  the  Government  .policy  in 
regard  to  conversion  ? 
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7995.  Nobody  need  convert  unless  lie  wants  to? — 
But  there  have  been  times  in  the  past  when  you  have 
adopted  a policy  of  practically  compulsory  conversion. 

7996.  No,  never. — I know  it  is  not  assumed  to  be. 

7997.  It  is  no  good  saying  it  is  if  it  is  not? — 
When  you  come  to  deal  ivith  trustee  investments  in  a 
security  like  Consols  trustees  find  difficulty  in  getting 
large  investments  in  other  funds,  and  they  prefer  to 
convert  at  a lower  rate  of  interest  rather  than  part 
with  it. 

7998.  That  may  or  may  not  be,  but  that  is  not  the 
point  I am  putting.  The  point  is  that  if  there  were 
to  be  a.  Capital  Levy  it  does  not  seem  to  me  to  make 
it  more  likely  that  the  country  would  be  able  to 
borrow  more  easily? — That  would  depend  on  another 
question  which  we  deal  with  later.  That  is  whether 
this  is  to  be  a final  levy  for  this  purpose,  or  whether 
it  is  to  be  recurring.  We  are  coming  down  in  favour 
of  a non-recurring  levy.  In  my  view  you  do  not  in 
any  way  destroy  capital  by  a levy,  because  you  use 
the  proceeds  of  the  levy  to  pay  off  debt  held  by  some 
people  in  the  country,  and  you  may  reduce  the 
annual  charges  which  have  to  be  met  out  of  revenue 
from  taxation.  Views  may  differ,  but  my  view  is 
that  if  that  were  done  with  goodwill — and  that  is 
essential — then  it  would  create  a better  psychological 
effect  in  the  country  than  we  have  now.  I do  not 
know  whether  I am  allowed  to  quote  political 
speeches,  but  if  you  take  the  debate  last  night  on 
the  unemployment  question  in  relation  to  these 
things  there  was  an  expression  of  opinion  by  the  son 
of  Lord  Derby,  Major  Stanley,  in  which  he  said : 
“ A further  point  is  in  regard  to  economy.  Obviously 
the  higher  taxation  is,  the  lower  is  the  ratio  of  the 
purchasing  power.  H would  refer  to  the  one  big 
avenue  for  economy,  and  that  is  the  service  of  the 
War  Debt.  Do  the  Government  consider  that  the 
psychological  moment  has  arrived  for  a voluntary 
conversion  of  the  War  Stock  which  is  at  admittedly 
uneconomic  rates?  ” — so  that  even  men  of  the 
political  views  of  the  son  of  Lord  Derby  are  of  that 
opinion. 

7999.  Mr.  Bell:  I was  there  all  last  night  too,  and 
I am  unable  to  understand  what  that  means.  Will 
you  say  what  you  think  he  meant? — He  obviously 
thinks  that  we  are  paying  interest  on  our  debt  at 
present  at  uneconomic  rates,  and  that  there  is  no  real 
avenue  for  considerable  national  economy  except  the 
avenue  of  the  service  of  the  debt.  He  proposes  a 
voluntary  conversion  at  lower  rates  of  interest;  we 
propose  a Capital  Levy. 

8000.  Is  that  what  he  says — a voluntary  conversion 
at  lower  rates  of  interest  ?— Yes— well,  that  is  what 
he  infers.  Just  let  me  put  it  again : “Do  the 
Government  consider  that  the  psychological  moment 
has  arrived  for  the  voluntary  conversion  of  the  War 
Stock  which  is  at  admittedly  uneconomic  rates?  ” — 
which  means  that  they  are  too  high. 

8001.  I am  trying  just  to  get  what  he  did  say;  it 
was  a voluntary  conversion  was  it? — Yes.  Let  me 
read  a little  further  : “ Some  of  us  believe  that  we 
are  faced  now  with  difficulties  and  with  dangers 
which  are  as  great,  if  not  greater,  than  any  that  we 
faced  during  the  War.  We  believe  that  it  is  time  to 
recreate  the  atmosphere  of  sacrifice  which  we  found 
during  the  War.” 

8002.  I am  asking  you  these  questions,  not  because 
I am  hostile,  because  I have  been  preaching,  and 
was  the  first  to  preach,  a voluntary  giving  up;  ll 
would  be  in  entire  agreement  if  it  is  voluntary,  ’it 
is  not  compulsory?— It  is  not  compulsory.  ' You 
ultimately  reduce  the  capital  value  of  the  stock 
converted,  which,  in  effect,  is  a levy  on  capital. 

8003.  Would  you  reduce  the  interest  upon  Savings 
Certificates  equally  with  other  War  Loans? — WeTl, 
1 see  no  reason  why  you  should  not.  As  a matter 
of  fact,  we  have  no  difficulty  in  the  Co-operative 
Movement  in  getting  the  capital  that  we  want  from 
the  working-class  at  a low  rate  of  interest,  and,  in 
some  places,  we  get  it  as  low  as  3-1  per  cent,  to  4 per 


cent.,  but  that  is  not  general ; it  as  usually  round 
about  4J  per  cent,  on  loans  and  '5  per  cent,  on 
capital,  but  in  some  cases  we  are  getting  it  lower. 

8004.  Mr.  Hichens  : 4J  per  cent,  on  loans  repayable 
at  short  date? — Yes. 

8005.  That  is  rather  a high  rate  of  interest- 
usurious  almost  I should  regard  it? — Well  it  varies 
according  to  the  length  of  notice.  Our  distributive 
stores,  the  small  local  stores,  are  very  much  used  as 
savings  banks  by  the  people,  as  it  were. 

8006.  Chairman : Will  you  now  proceed  to  para- 
graph 8 ? ( Paragraphs  8 and  9 read.) 

8007.  Mr.  Bell:  I would  like  to  ask  you  a question 
with  regard  to  sub-paragraph  (d).  You  say  : “ We 
consider  that  this  action,  given  goodwill  on  the  part 
of  the  contributors,  would  be  to  the  advantage  of  the 
community.”  1 want  to  come  back  to  the  human 
aspect  of  the  tiling,  and  I am  always  trying  to  recall 
witnesses  to  it.  Take  the  case  of  a man  with  £10,000 
which  he  has  saved  with  great  care  and  self-denial 
on  his  part  for  many  years  because  he  has  a wife  and 
children  to  leave  the  money  to  when  he  dies;  he  is 
in  possession  of  a little  income  of  £400  a year,  and 
is  to  be  levied  upon.  Another  man  has  had  a large 
income,  but  has  never  saved  anything  because  he 
had  no  dependants,  and  did  not  wish  to  save.  You 
are  actually  going  to  ask  for  the  goodwill  of  that 
saving  man,  with  those  large  responsibilities,  when 
you  levy  upon  him  and  make  no  levy  upon  a success- 
ful barrister,  say,  getting  £5,000  to  £20.000  a year; 
can  you  anticipate  goodwill  in  those  circumstances? — 
I do  not  think  that  is  quite  a fair  picture  to  draw  of 
the  whole  situation. 

8008.  Those  are  actual  cases  that  I know,  and  that 
have  been  put  to  me  by  men  in  that  position?— I 
should  say  irom  one  point  of  view  the  people  who 
have  spent  their  money,  if  they  have  spent  it  wisely — 
they  do  not  all  spend  it  wisely — have  helped  to  keep 
up  the  purchasing  power  of  the  rest  of  the  com- 
munity. I would  not  for  a moment  say  a word 
against  saving,  because  I favour  saving,  but  I cannot 
help  thinking  that  for  .all  those  who  desire  to  save  it 
is  ultimately  going  to  be  beneficial  to  reduce  the 
debt;  it  will,  in  fact,  stimulate  saving  and  make  it 
more  worth  while,  and  there  will  be  a better  feeling 
of  confidence  in  the  community  as  a whole. 

8009.  I wish  you  would  give  your  mind  to  the  case 
1 am  putting.  I do  riot  want  to  speak  about  a hypo- 
thetical case.  1 am  talking  of  a sea  captain  I know 
who  at  65  years  of  age  has  got  £10,000  as  a result 
of  continuous  saving;  he  has  got  ,a  wife  and  a couple 
of  daughters.  Is  it  to  be  expected  that  with  his 
goodwill  he  is  going  to  be  deprived  of  some  of  that 
money  as  against  the  man  I have  described  to  you 
spending  a large  income  during  his  life  and  saving 
nothing? — I think  that  this  and  every  other  form  of 
taxation  should  be  in  relation  to  ability  to  pay.  I 
have  to  think  of  the  great  masses  of  the  people  as 
well  as  the  people  who  have  saved  money,  but  I would 
not  be  at  all  .against  any  remedy  which  may  be  pro- 
posed against  the  person  who  has  been  wasteful  if 
you  were  to  suggest  a higher  or  penal  rate  of  taxa- 
tion against  them. 

8010.  Sir  Josiah  Stamp  : I understood  your  answer 
to  be  that  the  man  who  had  spent  all  his  money 
instead  of  saving  it  might  perhaps  have  done  better 
for  the  community  than  the  man  who  bad  saved? — .1 
said  if  he  spent  wisely. 

8011.  By  keeping  up  the  purchasing  power? — Yes. 

8012.  Does  not  a man  who  saves  his  money  really 
spend  it  in  a different  way;  he  spends  it  in  bricks 
and  machinery,  and  that  kind  of  thing,  but  it  is  just 
as  much  spent? — It  is  re-invested,  I agree.  I do  not 
want  to  be  understood  in  that  little  diversion  to  have 
argued  against  the  value  and  good  interest  to  the 
State  of  saving. 

8013.  Mr.  Hichens  : Do  I understand  you  to  sug- 
gest that  there  should  be  a court  of  inquisition  to 
enquire  how  everybody  spends  his  money? — I did  not 
suggest  that;  I think  it  arose  from  Mr.  Bell’s  ques- 
tion. 
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8014.  You  say  you  would  favour  some  means  of 
getting  at  any  man  who  spent  his  money  unwisely? — 
To  meet  the  point  of  view  raised  by  Mr.  Bell,  I said 
that  if  there  were  suggestions  which  would  he  penal 
against  them  then  we  would  consider  them,  but  the 
suggestions  did  not  emanate  from  me. 

8015.  You  do  not  favour  that  suggestion  ? — I would 
be  prepared  to  look  at  it  with  an  open  mind. 

8016.  I should  like  to  know  whether  you  really 
think  it  would  be  a desirable  thing  to  have  a sort 
of  inquisition  to  decide  whether  a man  is  spending 
his  money  unwisely  and  to  impose  special  taxation 
on  anyone  who,  in  the  opinion  of  such  a Court  of  the 
Star  Chamber,  had  been  unwise  in  his  doings  ? — I 
should  think  it  would  be  very  difficult. 

8017.  Sir  Arthur  Balfour:  Would  it  not  be  more 
difficult  still  to  collect  something  from  the  man  who 
had  spent  it  all?— Only  by  taxing  him  at  the  source 
of  his  income. 

8018.  Mr.  Bell:  May  I go  back  to  the  case  1 put? 
I am  not  thinking  of  the  other  man  at  all.  I only 
showed  that  it  would  be  unjust  as  between  the  two 
individuals,  and  I did  not  wish  to  continue  the  point 
as  to  the  rich  man  ; I want  to  go  back  to  my  sea 
captain.  He  is  living  on  £400  a year,  which  is 
pretty  tight  for  him  with  his  wife  and  children,  and 
he  wants  to  leave  them  something.  He  gets  the  same 
amount  out  of  it  as  a Member  of  Parliament  gets — 
£400  a year.  Are  you  proposing  that  it  is  with  his 
goodwill  that  he  is  going  to  give  up  some  of  that 
saving? — I should  ask  for  his  goodwill,  and  I think  I 
might  put  some  material  points  of  advantage  to  him; 
that  is,  for  a capital  value  of  that  kind  and  an  income 
of  that  kind  accruing  we  would  probably  save  him 
more  in  taxation. 

8019.  No,  no? — Oh,  yes — more  than  he  was  losing 
in  his  annual  income  on  his  capital. 

8020.  Sir  J osiah  Stamp : Have  you  seen  any 
scheme  worked  out  by  which  that  can  be  done? — -I 
am  bound  to  confess  that  whilst  I have  done  so,  it  is 
difficult  to  apply  it  in  1925,  because  it  was  prepared 
a long  time  ago;  so  I do  not  think  I had  better  put 
it  in. 

8021.  It  is  not  of  the  essence  of  your  scheme  that  it 
should  be  a commutation  of  future  tax  burden  for  the 
taxpayer,  and  that  he  should  be  as  well  off  in  the 
long  run? — I have  discussed  with  one  or  two  people 
the  possibility  of  .arranging  tax  reductions  in  such  a 
way  that  .people,  say,  with  a capital  of  between 
£10,000  and  £15,000 — not  above  £15,000 — would  not 
pay  more  ultimately  in  tax  and  Capital  Levy  than 
they  would  pay  at  present  in  tax. 

8022.  So  that  the  sea  captain  in  future  years  will 
have  as  good  a net  income  from  his  reduced  capital; 
that  is  your  idea? — Yes. 

8023.  Mr.  Bell:  Let  me  give  you  the  figures  of  my 
friend.  He  pays  £17  10s.  a year  Income  Tax;  you 
are  going  to  take  £550  capital  from  him ; do  you 
seriously  suggest  that  he  is  going  to  get  a set  off  ? — 

1 should  say  that  it  is  not  impossible  to  arrange  an 
adjustment  in  oases  of  that  kind,  which  would  mean 
that  if  they  paid  the  levy  they  would  get  relief  in 
taxation  over  a number  of  years,  which  would  not 
seriously  impair  the  income. 

8024.  If  he  lives  ? — Yes. 

8025.  Sir  J osiah  Stamp : Supposing  he  did  live, 
is^  it  much  good  to  the  State  to  have  a com- 
plicated levy  and  a complicated  system  of  reliefs  to 
put  him  right  afterwards?  Would  it  not  be  far 
better  to  have  an  exemption  limit  of  £10,000  or 
£20,000  .and  start  seriously  where  you  intended  to  be. 
serious  ? — Directly  you  start  that  you  would  have 
other  hard  cases  quoted  on  the  border  line  there. 

8026.  I am  asking  whether  you  really  achieve  any- 
thing from  the  cash  point  of  view  if  you  have  a com- 
plicated system  of  levy  on  the  one  hand,  and  you 
put  a man  in  exactly  the  same  position  as  regards 
his  taxes  on  the  other? — Well,  I think  we  should.  I 
think  we  should  help  in  that,  of  course,  by  antici- 
pating what  would  be  the  yield  in  so  many  years. 
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8027.  You  would  have  a system  of  relief  fixed  after- 
wards not  by  reference  to  the  circumstances  or 
amount  of  income  but  by  reference  to  personal 
circumstances? — In  regard  to  that  particular  scale 
of  fortune — not  above  a certain  limit. 

8028.  (Would  it  not  be  extraordinarily  difficult  as 
between  the  limits  of,  say,  £5,000  and  £10,000,  if 
you  .are  to  go  into  the  personal  circumstances  after- 
wards and  make  the  required  full  allowances  to  put 
the  man  right — one  man  being  put  right  and  another 
man  being  denied  relief? — I should  not  think  so. 
I should  say  that  the  officials  of  the  Inland  Revenue 
would  not  find  it  impossible  to  deal  with  that 
situation.  A lot  of  these  things  are  very  technical 
questions,  and  I would  really  refer  you  to  the  Board 
of  Inland  Revenue. 

8029.  You  get  every  conceivable  case  of  remote 

dependence,  and  you  would  not  be  able  to  draw  a 
definite  line.  Once  you  start  you  will  merely  have 
en  elaborate  system  of  taking  money  on  the  one  hand 
and  an  elaborate  system  of  compensating  each  indivi- 
dual so  that  he  shall  not  be  any  worse  off  on  the  other 
hand;  you  might  just  as  well  cut  all  that  out  and 
start  at  some  other  figure? — No.  I still  think  our 

plan  will  be  the  best  on  those  lower  incomes,  because 
you  are  anticipating  the  income  for  a year  or  two. 

8030.  Sir  Arthur  Balfour : Is  not  the  immediate 
dislocation  of  a levy  bound  to  lead  to  a lot  of  unem- 
ployment ? Take  the  same  case  of  the  sea  captain ; 
you  reduce  his  income  by  £25  or  £30  a year,  and  Be 
does  away  with  a servant;  would  you!  not  have  that 
right  throughout  the  whole  country? — 'We  have  said 
that  you  might  get  some  temporary  dislocation,  but 
as  a matter  of  fact  I believe  that  ultimately  you 
would  raise  the  whole  standard  of  the  working  people. 

8031.  If  you  threw  on  to  the  labour  market  a vast 
number  of  people  because  people  could  not  afford  to 
employ  them  any  further,  surely  it  would  depreciate 
the  purchasing  power  of  the  working  people,  because 
the  competition  would  force  down  wages? — I do  not 
think  the  result  would  be  such  as  you  prognosticate 
at  all. 

8032.  Sir  J osiah  Stamp : When  you  refer,  in 

paragraph  9,  to  the  additional  16s.  profit  that  goes 
to  the  employers,  you  do  not  take  into  account  any 
Super-tax  ? — No. 

8033.  Mr.  Bell : Do  you  differentiate  the  employer 
from  the  worker  ? — No,  I think  not. 

8034.  I thought  you  did  here.  You  say  that  the 
workers  would  do  something  and  the  profit  goes  tr 
the  employer;  is  he  not  a worker? — Well,  we  do  not 
wish  to  differentiate  in  any  invidious  way.  We  are 
simply  referring  to  the  two  classes  of  persons  in 
industry. 

8035.  Sir  Alan  Anderson : That  point  about  the 
additional  16s.  of  profit  which  goes  to  the  employers 
is  the  point  I was  trying  to  get  you  to  clear  up  for 
us  earlier.  How  much  does  the  worker  make  out  of 
the  additional  employment  before  the  employer  gets 
that  16s.;  have  you  calculated  that? — That  would  be 
perhaps  difficult  to  calculate,  because  it  would  differ 
in  every  conceivable  kind  of  production.  The  profits 
are  very  variable  on  different  kinds  of  production. 
I am  dealing  with  it  specifically  here.  I am  not 
arguing  that  the  worker  does  not  benefit  by  a boom 
in  trade.  I have  argued  that,  on  the  whole,  they  do 
not  benefit  over  a long  period  because  of  the  boom 
and  slump  -which  occur,  'because  their  consuming 
power  doe?  not  keep  pace  with  production.  This 
paragraph  applies  specifically,  if  I may  say  so,  to  the 
question  of  setting  up  a.  Sinking  Fund  which  is  to  be, 
according  to  some  people,  supplied  by  Income  Tax  on 
profits  arising  from  more  production  ; that  is  what  I 
am  dealing  with,  and  I am  keeping  it  to  that. 

8036.  Pardon  me.  I think  if  you  do  not  deny  that 
the  worker  benefits  by  improved  trade  this  is  an 
extraordinarily  misleading  argument.  I imagine  the 
fact  to  he  that  the  worker  gets  enormously  more  in 
bad  times  by  an  improvement  in  profits  than  the 
employer  does.  The  net  volume  of  prosperity  that  is 
distributed  through  the  community  vastly  exceeds  the 
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amount  that  the  employer  is  able  to  collect  for  him- 
self. I have  not  got  any  figures,  but  I believe  that  is 
the  fact? — I still  come  back  to  the  same  point:  he 
has  got  to  produce  his  £1  profit  before  he  pays  any 
tax. 

8037.  But  you  say  the  employer  gets  16s.,  and  you 
grudge  him  that,  but  the  worker  has  got  far,  far 
more;  that  is  my  point.  I think  stating  it  in  this 
way  would  make  people  believe  that  you  have  fallen 
into  a very  elementary  trap? — No;  I think  I am  still 
right.  The  16s.  is  an  additional  profit.  I confine 
myself  to  the  argument  that  if  the  Sinking  Fund  is 
to  be  provided  by  greater  production,  that  means 
that  the  profits  from  production  must  be  larger  in 
order  to  increase  the  Income  Tax  yield. 

8038.  Sir  Arthur  Balfour : And  Super-tax? — Yes. 

8030.  That  is  adding  to  the  4s.  ? — Yes.  I would 

just  like  to  add  one  word  on  this  point,  if  >1  may. 
Mr.  Hichens,  who  is  often  quoted  from  his  old 
article  in  the  “ Observer,”  in  1920,  laid  down  at  the 
time,  though  he  may  have  altered  his  view  because 
of  changed  circumstances,  that  our  levy  method 
which  we  suggest  to-day  would  bring  into  taxation 
large  amounts  of  wealth  which  otherwise  escape. 
Mr.  Hichens  enunciated  that  you  might  take,  for 
example,  a £300,000  pearl  necklace  which  pays  no 
tax  at  all  to  the  State.  If  we  were  to  have  the 
alternative  form  of  dealing  with  the  National  Debt 
we  should  bring  into  aocount  such  things  as  that;  T 
would  support  my  general  argument  from  that  point 
of  view. 

8040.  Sir  Josiah  Stamp : (Suppose  the  increased 
production  made  the  working  classes  50  per  cent, 
or  100  per  cent,  richer ; if  more  wages  were  passing 
into  their  hands,  I take  it  it  would  have  a reflex 
action  on  all  indirect  taxation,  such  as  tobacco, 
beer  and  tea? — Yes. 

8041.  And  there  might  be  a contribution  to  the 
Sinking  Fund  from  that  source? — Yes,  but  the 
workers  have  a very  bitter  experience  over  a ppriod, 
say,  of  50  years  of  the  cyclical  results  of  boom 
periods  and  more  production. 

8042.  That  is  a matter  of  history? — Yes. 

8043.  Chairman:  Now  will  you  pass  to  Ques- 

tion 2? — (Paragraphs  10  to  14  read.) 

8044.  Sir  Arthur  Balfour:  Was  not  the  conclusion 
of  the  War  Wealth  Committee  that  it  was  too  late 
to  attempt  such  a levy  as  you  are  suggesting? 
Things  had  changed  hands  too  far  and  you  could 
not  recall  the  situation? — It  was  not  a decision  of 
the  War  Wealth  Committee;  it  was  the  view  of  the 
Government. 

8045.  But  that  was  the  general  conclusion  after 
consideration  of  the  evidence — that  things  had 
changed  hands  too  much? — But  looking  back  now, 
we  should  say  that  they  were  perhaps  ill-advised  in 
taking  that  view  at  that  time. 

8046.  But  that  was  the  general  view? — Yes. 

8047.  Sir  Josiah  Stamp:  Was  not  the  real  reason 
that  the  whole  financial  situation  had  changed;  con- 
tinual inflation  had  changed  the  situation  into  a moss 
serious  slump,  which  would  have  been  made  infinitely 
worse  by  such  action?  (Mr.  Hichens)  : I should  have 
thought  ,the  real  reason  was  that  the  War  Wealth 
Levy  was  :a  monstrous  'imposition  totally  different, 
from  the  Capital  Levy,  and  justified  on  no  moral  or 
economic  ground.  ( Sir  Josiah  Stamp) : I think  the 
reason  given  in  the  House  of  Commons  was  that  the 
financial  situation  had  so  changed  that  the  result  of 
this  might  be  to  make  it  very  much  worse.  (Mr. 
Hichens) : Was  not  the  real  fact  that  if  you  had  gone 
back  to  the  period  when  that  money  was  made  and 
taxed  it  then,  you  could  have  got  something ; but  at 
the  time  it  was  felt  you  might  have  found  that  people 
who  had  had  war  wealth  had  dissipated  it.  I cannot 
see  that  the  position  of  the  levy  proposed  at  present 
is  .any  different,  you  know?— (Mr.  Alexander):  1 
would  agree  that  the  circumstances  are  not  so  pro- 
pitious to  our  method  as  they  would  have  'been,  say, 


six  years  ago,  but  I still  hold  that  j'ou  might  meet 
the  situation  better  than  we  are  meeting  it  at  present 
by  having  a levy  on  'individual  fortunes. 

8048.  Mr.  Bell : Would  you  levy  upon  a man  whose 
capital  investments  and  capital  values  have  shrunk 
by  reason  of  the  war  ? — Yes.  I think  the  point  is  that 
you  are  meeting  a burden  to-day  'in  debt  charges 
which  is  almost  intolerable;  that  the  fall  in  prices  has 
appreciated  that  burden  upon  the  State;  and  that  we 
should  meet  that  situation  nationally  by  having  a tax 
upon  capital  in  relation  to  the  ability  to  pay  of  the 
holders  of  that  capital.  If  they  have  capital  out  of 
which  they  can  afford  to  pay  it  does  not  seem  to  me 
to  matter  very  much  whether  their  capital  has  ap- 
preciated or  depreciated  from  the  war.  The  point  is, 
are  we  going  to  levy  fairly  'in  relation  to  the  ability 
of  the  individual  to  pay,  and  to  bear  this  national 
burden  of  the  State  ? 

8049.  At  one  moment  we  hear  that  it  'is  in  some 
way  related  to  profits  made  in  the  war ; is  that  entirely 
irrelevant? — No,  because  I think  in  spite  of  what  has 
been  sa'id  about  the  leakage  in  the  years  since  the 
war,  much  of  the  profits  made  in  the  war  have  gone 
into  capital,  and  are  to  be  regarded  as  capital  assets 
to-day. 

8050.  I am  thinking  of  another  case  that  I know 
where  a barrister  went  to  the  war  having  saved  some 
money;  when  he  came  back  most  of  that  had  gone 
and  his  business  had  gone;  yet  he  is  still  within  the 
scope  of  the  levy.  Are  you  going  to  levy  on  him? — 
If  he  had  not  lost  all  that  money  he  would  have  had 
a larger  capital,  and  would  have  had  to  pay  a larger 
share  of  the  Capital  Levy.  If  he  has  a small  amount 
left  he  would  not  have  such  :a  heavy  charge  levied 
upon  him  for  Capital  Levy ; I do  not  think  there  is 
any  great  hardship. 

8051.  The  whole  point  of  relevance  to  money  gained 
in  the  war  is  useless  'in  this  connection;  you  are  going 
to  set  that  aside  and  to  levy  upon  what  the  man  has 
got  now? — Yes. 

8052.  You  are  taking  no  account  of  the  man  who 
lost  in  the  war.  You  say  : “ I am  going  to  cast  my 
eye  on  the  man  who  made  money,  but  I am  not  going 
to  have  any  reference  to  the  man  who  lost.”  We 
must  rule  all  that  out  if  you  are  going  to  levy  solely 
on  the  present  position? — I think  perhaps  this  wants 
elucidating.  Wte  have  used  always  as  an  argument 
that  there  were  classes  who  made  large  sums  during 
the  war. 

8053.  Individuals  ? — But  we  are  not  proposing 
now,  to  levy  only  upon  those  who  made  money 
during  the  war;  that  never  has  been  the  proposal 
The  proposal  always  has  been  that  you  should  levy 
a tax  upon  capital  for  the  redemption  of  debt  upon 
the  holders  of  capital  without  reference  to  what  was 
made  during  the  War. 

8054.  That  is  my  whole  point;  it  is  irrelevant? — 
Yes. 

8055.  Chairman:  How  much  do  you  think  the 

State  will  save  if  you  have  a levy  of  £3,000,000,000? 

I would  rather  not  come  down  to  exact  estimates. 
I have  seen  varying  estimates  from  various 
economists,  and  (I  would  not  like  to  be  juggling 
with  the  margins  between  their  estimates.  I think 
it  is  a matter  on  which  the  officials  of  the  Inland 
Revenue  are  the  most  competent  people  to  advise 
this  _ Committee,  and  I think  th  is  Committee  can 
obtain  that  more  readily  than  anybody  else. 

8056.  The  amount  saved,  of  course,  has  a very 
great  bearing  on  the  whole  matter,  but  you  have 
no  figure?  No,  I would  not  suggest  a figure. 

8057.  Or  do  you  take  anybody  else’s  figures? — I 
do  not  profess  to  be  one  of  those  who  can  fore- 
shadow a figure  of  that  kind. 

8058.  There  are  some  people  who  define  quite 
clearly  what  the  saving  to  the  country  would  be. 
Originally  it  was  thought  to  be  in  the  region  of 
£150,000,000,  but  we  have  also  had  a very  different 
story  about  it.  My  point  is  that  it  might  affect 
your  judgment  on  the  matter  of  the  Sinking  Fund. 
(Sir  Arthur  Balfour) : While  you  might  risk  dis- 
location for  £150,000,000  saving  you  might  not  lie 
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willing  to  risk  it  for  £50,000,000  or  £90,000,000. 
(Chairman):  That  is  th©  point;  you  have  not 

decided  in  your  own  mind  what  you  think  would 
be  th©  saving,  have  you? — (Mr.  Alexander)  : No.  L 
did  look  into  tho  thing  about  four  years  ago,  and 
then  we  were  fixed  on  a figure  round  about 
£150,000,000.  Having  regard  to  what  has  happened 
since,  having  regard  to  some  of  the  points  put  to 
me  by  members  of  th©  Committee  to-day,  ll  think 
I,  should  be  very  unwise  to  say  what  would  be  the 
net  result  now.  I think  that  is  a figure  which 
must  be  got  out  by  the  Inland  Revenue. 

8059.  Supposing  we  could  prove  to  you  that  in 
the  result  the  net  annual  saving  would  be 
£50,000,000,  would  you  then  persevere  in  the  desire 
to  have  a levy  of  £3,000,000,000  ?— Yes,  1 think  I 
should  proceed  with  it  then,  but  1 cannot  imagine 
that  if  you  actually  levy  up  to  £3,000,000,000  you 
will  only  save  £50,000,000  a year;  I do  not  quit© 
follow  that. 

8060.  bii  /l?'i tli'ii/}'  Balfow)' : You  rcduco  th©  yield 
of  Death  Duties,  Uncome  Tax  and  Super-tax  ?— Yes, 

I follow. 

8061.  Chairman:  Having  regard  to  the  friction 
and  trouble  and  upturning  lof  things  in  getting 
the  £3,000,000,000,  if  you  would  only  save 
£50,000,000  a year,  I wanted  to  know  whether  you, 
as  a Member  of  Parliament,  would  think  it  is  the 
w'rong  thing  to  proceed  with  the  levy? — No;  I think 
we  should  go  on  with  it. 

8062.  Sir  Josiah  Stamp:  Are  you  acquainted  with 
the  estimate  of  saving  mad©  by  Dr.  Dalton?— No, 

I do  not  think  I am.  I have  a number  of  figures  in 
my  mind  varying  from  £75,000,000  upwards,  but  I 
am  not  going  to  put  up  those  figures  as  min©,  if 
the  Chairman  will  excuse  me. 

8063.  (Sir  William  M cLintock  : Whatever  the 

saving  may  be,  you  suggest  that  it  should  first  be 
applied  in  th©  abolition  of  the  taxes  on  tea,  sugar  and 
other  foodstuffs? — Yes,  but  I want  you  to  take  it 
all  together.  We  say  that  there  should  be  no  reduc- 
tion of  taxation  except  what  is  possible  within  the 
saving  effected,  and  we  want  to  have  all  that  saving 
used  for  tho  reduction  of  taxation,  but  inside  that 
we  think  that  th©  first  charge  should  be  the  reduc- 
tion of  taxes  on  the  food  of  the  people. 

8064.  Sir  Josiah  Stamp : (Supposing  that  the 

Chairman’s  figur©  of  £50,000,000  as  the  saving  to 
the  Exchequer  were  right,  how  far  would  that  go 
as  a first  charge  to  wipe  out  the  tax  on  tea,  sugar 
and  foodstuffs  and  then  allow  something  for  Income 

'•  J-  am  not  sure  that  I have  the  detailed  figures 
here,  but  I should  imagine  that  you  could  go  a long 
way  to-day  to  wipe  out  the  taxes  on  food  with 
£25,000,000.  I should  imagine,  - speaking  from 
memory,  that  the  yield  from,  say,  th©  sugar  tax  now 
would  not  be  much  more  than  £20,000,000,  whereas 
it  used  to  be  over  £40,000,000,  and  that  the  yield 
from  the  tea  duty  is  only  somewhere  round  about 
£4,000,000.  Those  are  the  two  main  food  duties 
remaining,  so  that  even  if  you  cam©  down  to 
£50,000,000  you  would  still  have  £26,000,000  left  to 
reduce  other  taxation. 

8005.  Mr.  Hichens  : 6d.  in  the  £ you  say? — That 
would  be  Gd.  in  the  £,  yes. 

8066.  Chairman:  Would  you  agree  with  the  view 
put  forward  that  a greater  ultimate  advantage  to 
the  nation  would  result  from  a-  reduction  of  Income 
lax  than  from  a reduction  of  the  tax  on  those  com- 
modities?— No.  The  whole  of  our  movement  are  dead 
against  that  point  of  view.  We  favour,  in  fact,  the 
raising  of  tho  revenue  of  the  State  from  direct  taxa- 
tion, except  such  things  as  those  on  which  we  put 
a penal  tax  like  whisky  or  beer. 

3067.  Sir  Arthur  Balfour : So  that  the  bulk  of  the 
people  who  vote  would  not  pay  taxes  at  all? — Yes; 
they  might  have  to  do  so.  It  might  then  be  necessary 
m such  circumstances  to  rearrange  the  exemption 


S068.  Sir  Josiah  Stamp:  You  would  favour  a down- 
vaid  revision  of  the  Income  Tax  limits? — If  neces- 
sity. I think  it  is  far  more  advisable  for  someone 
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to  pay  a shilling  and  know  he  is  paying  a shilling 
to  th©  State  than  to  pay  2s.  Gd.  oil  something  that 
he  buys  without  realising  what  he  is  doing. 

8069.  Sir  Arthur  Balfour : You  see  from  your 

democratic  point  of  view  it  would  not  be  just  to  have 

18.000. 00(1  or  19,000,000  people  voting  and  only 
2,500,000  paying  taxes?— Yes,  but  that  is  not  what 
happens,  in  fact,  is  it? 

8070.  It  would,  if  you  had  no  indirect  taxation? — 
But  in  any  case,  whether  they  were  paying  taxes 
or  no,  it  seems  to  me  that  you  cannot  logically  argue 
that  you  should  tax  people  who  are  either  on  or  below 
the  poverty,  line ; that  is  the  point. 

8071.  But  you  would  have  to  do  something  about 
it,  surely  ? If  they  are  really  above  the  subsistence 
level  then  it  is  not  very  long  before  the  Income  Tax 
catches  them. 

8072.  It  would  be  a ridiculous  situation  to  have 

18.000. 000  people  voting  and  only  2,400,000  paying 
all  the  taxation  of  the  country? — Well,  I say  you 
might  have  to  have  some  slight  alteration.  In  fact, 
we  hold  from  our  experience  in  the  Co-operative 
movement  that  if  you  increase  the  purchasing  power 
of  the  people  by  the  removal  of  taxation  on  their 
commodities  you  do  stimulate  their  saving;  that  is 
our  experience  over  a Jong  period  in  the  movement. 
They,  in  turn,  gradually  become  persons  wbo  will  be 
subject  in  some  way  to  taxation. 

8073.  Your  object  in  letting  .a  man  see  what  he  is 
paying  is  so  that  he  can  exercise  his  vote  in  rela- 
tion to  th©  -State’s  expenditure? — That  is  an  object, 
but  a grievance  that  we  want  to  remove  is  that  at 
present  in  relation  to  his  total  income  -and  his / ability 
to  pay  he  is  overtaxed. 

8074.  Mrs.  Wootton : You  are  taking  into  account 
Sir  Arthur  Balfour’s  point;  will  you  also  take  into 
account  th©  position  of  th©  people  who  pay  taxes 
and  cannot  vote,  a point  which  I do  not  think  is 
often  mentioned  ? — ( Sir  Arthur  Balfour) : Are  there 
any  left?  (Mrs.  Wootton) : A great  number  of 
women  under  30  are  in  receipt  of  incomes. 

8075.  Sir  Josiah  Stamp:  I take  it  that  you  do  set 
store  oil  the  political  value  of  direct  taxation  as 
compared  with  indirect? — Yes. 

8076.  And  you  would  extend  that  to  the  lowest 
class  of  taxpayers? — Yes. 

8077.  It  is  better  for  them  to -pay  taxes?— It  does 
not  mean  to  say  that  -that  would  be  applied  under 
the  subsistence  limit. 

80'S.  Oil,  no.  Would  you  extend  it  also  as  regards 
local  rates  instead  of  compounding?— Well,  that  is  a 
difficult  question,  because  of  local,  machinery  in  some 
oases,  but  I think  on  the  whole  it  is  better  to  let 
them  know  that  they  are  paying  a certain  sum  for 
social  services. 

80/9.  We  have  had  quit©  a-  number  of  witnesses 
wbo  say  there  is  nothing  in  this  point,  and  that  it  is 
far  better  that  we  should  have  concealed  taxation 
that  thej7  are  not  aware  of? — That  is  very  convenient 
from  the  point  of  view  of  people  who  want  to  get 
the  richer  people  exempted  as  far  as  possible  and 
put  the  burden  of  taxation  upon  the  commodities  of 
the  people.  I can  quite  understand  that. view  being 
expressed. 

8000.  ilir.  Bell : That  is  perfectly  true  of  liquor  and 
tobacco? — Yes,  but  I hold  the  view  that  liquor  and 
tobacco  are  real  luxuries,  and  harmful  luxuries,  and 
there  is  not  the  same  argument  to  be  used  against 
a tax  which  is  not  only  revenue  raising  but  penal  in 
its  operation. 

8081.  Chairman:  Will  you  pass  now  to  Question  3? 

— Paragraphs  15  and  16  read. 

8082.  Mr.  Bell : You  suggest  that  ft  would  have 
been  equitable  if  a larger  proportion  of  the  cost  of 
the  War  had  been  raised  by  taxation ; are  you  speak- 
ing of  both  direct  and  indirect  taxation? — No;  I 
think  it  ought  to  have  been  direct.  As  a matter  of 
fact,  we  suffered  from  heavy  increases  in  indirect 
taxation  during  the  War.  We  increased,  for 
example,  the  duty  on  sugar  from  Is  lOd.  to  25s.  8d. 
a cwt. 
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8083.  Mrs.  Wootten:  You  really  think  that  the 
present  generation  has  benefied  more  from  the  war 
than  future  ones  will  benefit? — In  so  far  as  we  are 
dealing  with  the  national  wealth  and  economic 
conditions  at  the  moment  for  the  purpose  we  are 
discussing. 

8084.  You  are  confining  it  to  the  economic  con- 
ditions ? — Yes. 

■8085.  Sir  Arthur  Balfour:  You  say  “future  pro- 
ducers would  have  produced  their  own  capita!  even  if 
existing  capital  had  disappeared  as  a result  of  the 
war.”  If  the  means  of  production  disappeared  the 
process  of  rebuilding  would  be  very  slow,  would  it 
not? — Yes. 

8086.  Under  those  circumstances  how  would  you 
maintain  the  present  standard  of  living? — They 
certainly  would  not  have  been  able  to  maintain  the 
standard  of  life  in  the  meantime. 

8087.  Would  not  that  tend  to  reduce  the  standard 
of  living  all  round? — Of  course,  if  you  have  lost  ail 
your  capital.  Does  not  that  support  the  statement  I 
made  to  Mrs.  Wootton,  that  the  present  generation 
has  benefited  most  as  a result  of  the  war  ? 

8088.  Chairman : Will  you  now  deal  with  the  next 
question?  ( Paragraphs  17  and  18  read.) 

8089.  Sir  Arthur  Balfour : Throughout  your  evi- 
dence you  lay  great  stress  on  getting  general  assent 
to  a levy? — -Yes. 

8090.  That  is  quite  right,  but  can  you  suggest  any 
means  of  doing  this,  recognising,  as  you  no  doubt  do, 
that  the  opposition  arises  from  a sincere  conviction 
that  the  levy  will  be  damaging  to  the  interests  of  the 
country  and  cause  unemployment? — I think,  if  I may 
say  so  with  respect,  it  ‘is  for  a Committee  of  this 
importance,  with  its  exhaustive  inquiry,  to  say  which 
is  the  best  thing,  and  to  advise  the  country. 

8091.  Or  to  say  what  they  think  the  evidence  points 
to  as  the  best  thing? — I am  hoping  that. the  evidence 
'is  going  to  point  to  this  being  the  solution,  and  the 
first  step  to  secure  goodwill  would  be  that  a Com- 
mittee of  this  importance  should  report  which  is  the 
best  way,  and  to  advise  the  Government,  whatever 
party  is  in  power,  accordingly.  If  we  could  get  an 
agreement  among  the  three  parties  in  the  State,  I 
do  not  think  we  should  be  long  in  getting  goodwill. 

8092.  And  equally,  if  a Committee  of  this  import- 
ance, after  examining  the  question,  decided  that  the 
risk  was  too  great,  and  the  damage  to  the  country 
too  great,  and  that  it  would  cause  unemployment,  do 
you  think  ‘it  had  better  be  left  alone? — I am  doing 
my  best  to  persuade  you,  but  if  I cannot  persuade 
you  I must  try  to  persuade  people  outside.  I cer- 
tainly cannot  be  drawn  into  giving  a blessing  to  any 
report  you  may  make  against  our  evidence. 

8093.  Chairman:  If  we  report  against  you,  you 
would  receive  'it  with  goodwill  ? — Oh,  we  will  receive 
it  entirely  with  goodwill. 

8094.  Sir  J osiah  Stamp : You  think  the  Committee 
ought  to  say  this  project  is  a good  one  given  goodwill  ? 
— Yes. 

8095.  It  is  so  good  that  goodwill  ought  to  be  given? 
— Yes. 

8096.  Sir  J osiah  Stamp  : The  two  things  are  rather 
interwoven.  ( Sir  Alan  Anderson ) : And  it  is  a good 
one  even  if  it  did  not  bring  in  much  money? — (Mr. 
A lexander) : Oh  yes. 

8097.  You  said  even  if  it  only  brought  in 
£50,000,000  it  was  a good  one,  and  was  worth  the 
disturbance  ? — Yes. 

8098.  Is  there  any  lower  figure  at  which  you  think 
it  is  not  a good  thing,  or  do  you  think  it  is  a good 
thing  quite  apart  from  the  money  it  brings  in? — I 
think  so.  We  say  in  paragraph  13  that  even  if  the 
levy  were  merely  an  exact  anticipation  of  future 
revenue  from  Income  Tax,  Super-tax  and  Death 
Duties  we  consider  it  would  be  worth  while,  because 
of  the  capital  reduction  of  the  debt  it  would  make 
possible. 

8099.  Mi\  Sickens : But  supposing,  in  spite  of 
all  your  eloquence  and  in  spite,  possibly,  o|  the 
advocacy  and  influence  of  this  Committee,  you'  still 
did  not  get  the  goodwill  of  the  people  who  have  to 


pay  this  levy,  would  you  want  to  press  it,  or  would 
you  drop  it  under  such  extraordinary  circumstances? 
— I should  not  drop  it  too  hurriedly;  I should  want 
to  take  proper  measures  to  get  goodwill.  I would 
not  want  to  drop  it  on  the  opinion  of,  say,  a few 
leading  men. 

8100.  But  if  you  did  not  succeed  in  getting  the 
goodwill  of  the  people  who  had  to  pay  the  tax  after 
ail  the  efforts  that  you  could  imagine  for  persuading 
them,  when  you  have  exercised  your  persuasive  powers 
to  the  full,  would  you  then  drop  it? — No.  If  1 could 
get  a really  large  majority  of  the  people  in  the 
country  in  favour  of  it  then  I would  proceed  with  it. 

8101.  That  is  the  point.  You  are  not  attaching 
so  much  importance  to  the  goodwill  of  the  particular 
people  who  have  to  pay  it? — I am.  I quite  realise 
that  if  we  want  to  act  upon  what  is  generally  called 
a political  mandate  it  would  seriously  militate  against 
the  success  of  the  scheme  if  we  did  not  get  goodwill. 
There  are  ways  of  beating  even  legislative  action, 
and  the  result  of  legislation.  I have  memories  of 
an  organised  opposition  to  the  Land  Budget. 

8102.  Sir  Alan  Anderson : You  started  by  thinking 
that  £2,000  capital  was  the  proper  point.  I suppose, 
as  you  told  us,  it  was  from  a political  point  of  view 
that  you  raised  your  ideas  to  £5,000,  and  that  was 
to  get  goodwill  from  the  people  who  are  left  out  of 
the  levy.  Then  Mr.  Bell  quotes  the  case  of  a sea 
captain  to  you  and  you  are  going  to  omit  the  sea 
captain,  and  you  have  his  goodwill  in  that  way.  It 

seems  to  me  if  that  is  the  way ? — This  seems  to 

be  a sort  of  parody  of  what  I said.  ( Sir  Alan 
Anderson)  : It  seems  very  near  the  truth.  (Mrs. 
Wootton)  : The  alternative  method  of  getting  good- 
will by  education  seems  cheaper. 

8103.  Chairman : I should  like  you  to  tell  us  what 
you  think  would  be  the  minimum  that  would  be  saved 
by  the  £3,000,000,000  reduction  of  the  National 
Debt? — 1 do  not  want  this  to  be  put  down  as  a hard- 
and-fast  estimate;  I think  it  is  difficult,  and  I think 
it  ought  to  come  from  the  Inland  Revenue;  but  I 
think  we  ought  to  save  not  less  than  £75,000,000  to 
£90,000,000. 

8104.  I want  to  ask  you  once  again,  supposing  it 
was  £50,000,000  or  under  £50,000,000,  would  you  then 
think  the  Capital  .Levy  was  of  any  value? — If  it  did 
not  go  below  £50,000,000  I should  think  it  would  be 
of  value. 

8105.  Sir  Alan  Anderson : It  is  worth  the  dis- 
turbance if  it  does  not  go  below  £50,000,000? — It  is 
worth  the  temporary  economic  disturbance.  The 
measure  of  that  will  be  dependent  again  on  the  good- 
will and  the  way  in  which  it  is  worked.  If  tha 
bankers  of  this  country  would  back  us  up  in  a period 
like  this  there  would  be  no  difficulty. 

8106.  Sir  Josiah  Stamp : From  the  statement  in 
paragraph  26,  which  you  read  out  just  now  in  reply 
to  Sir  Alan  Anderson,  I understand  that  your 
answer  to  the  Chairman  would  be  : “I  am  not  de- 
pendent on  a saving  of  £50,000,000  for  running  this 
levy,  or  • £25,000,000;  even  if  there  is  nothing  in  it 
I still  recommend  it  ”P — For  the  sake  of  the  capital 
reduction. 

8107.  You  say  even  if  there  is  no  annual  saving  in 
the  Budget  at  all  you  would  recommend  a Capital 
Levy? — Yes;  that  is  the  view  of  my  colleagues. 

8108.  Chairman  : But  what  is  your  own  view  on 
that  point : Supposing  there  is  no  saving  af  all,  would 
you  be  in  favour  of  a Capital  Levy? — If  you  ask  my 
personal  view,  I should  say  there  is  perhaps  a limit 
below  which  it  would  not  pay  to  go,  but  I think  that 
there  is  a great  deal  in  what  is  said  in  this  proof, 
that  the  psychological  effect  which  would  result  from 
a heavy  reduction  of  the  debt  itself  would  be 
beneficial. 

8109.  Sir  Josiah  Stamp : Take  the  case  of  getting 
the  goodwill  of  the  sea  captain  to  whom  you  have 
now,  on  this  supposition,  nothing  to  give  in  the  way 
of  relief  of  tax,  how  are  you  going  to  get  his  good- 
will when  he  is  having  his  capital  reduced,  and  you 
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cannot  tell  him  there  is  any  national  saving?— Wo 
are  really  talking,  after  all,  on  hypothesis  all  the 
time. 

8110.  Chairman : Not  quite.— Yes,  I think  so.  We 
imagine  that  there  is  going  to  be  a sawing  and  you 
put  a number  of  seriatim  questions  arising  from  an 
entirely  different  hypothesis  which  I had  not  antici- 
pated. (Sir  Josiah  Stamp ) : Only  arising  from  the 
hypothesis  of  the  “ even  if  ” in  your  answer  to 
Question  No.  13.  YY>u  started  the  hypothesis;  we 

did  not.  . 

8111.  Mrs.  Wootton  : May  we  get  quite  clear  about 
the  amount  of  saving.  You  stated  that  the  amount 
of  saving  would  weigh  with  you,  and  that  there  might 
he  a possible  limit  beyond  which  it  might  be  desirable 
not  to  go? — Yes. 

8112.  You  also  mentioned,  as  a rough  estimate,  the 
figure  of  £75,000,000  to  £90,000,000  in  reply  to  the 
Chairman  ? — Yes. 

8113.  T want  to  know  if  we  are  to  take  that  as  your 
personal  estimate  of  the  figure  which  it  is  not  worth 
while  going  below?— No.  I said  “ roughly  speaking.” 
I particularly  do  not  want  to  give  a hard  and  fast 
estimate;  I am  very  insistent  on  that.  I do  not  thine 
it  is  my  job;  I think  it  is  the  job  of  the  Inland 
Revenue;  but  I say  I cannot  imagine  that  we  should 
have  less  than  that  by  the  levy — that  is  all. 

8114.  Sir  William  McLintock  : Assuming  that  the 
saving  is  substantial,  and  that  it  is  represented  by, 
say,  the  produce  of  Is.  of  Income  Tax,  somewhere 
between  £60,000,000  and  £70,000,000,  would  you  still 
recommend  a Capital  Levy  to  effect  that  saving  as 
against  the  imposition  of  an  additional  Is.  of  Income 
Tax,  for  which  all  the  machinery  is  in  being  and 
available? — Oh  yes. 

8115.  You  would  still  recommend  the  Capital  Levy? 

— Yes.  I think  if  you  could  have  a Capital  Levy  and 
not  only  reduce  the  Income  Tax  by  Is.,  but  reduce 
the  capital  burden  of  the  country 

8116.  There  is  no  possible  reduction  of  the  Income 
Tax  by  Is.  on  the  suggestions  you  have  made,  assuming 
the  saving  is,  say,  £75,000,000.  Assume  that  the 
produce  of  Is.  Income  Tax  will  give  all  the  saving 
that  you  would  get  from  a reduction  of  the  debt  by 
£3,000,000,000. — Do  you  suggest  you  would  not 
receive  the  equivalent  of  Is.  Income  Tax  by  a saving 
of  £75,000,000  a year? 

8117.  No.  I suggest  that  Is.  of  Income  Tax  would 
produce  'in  additional  income  all  that  you  will  save  by 
all  the  disturbance  involved  in  reducing  the  debt  by 
£3,000,000,000?— Yes. 

8118.  Would  you  run  the  risk  of  all  that  disturb- 
ance when  you  have  got  the  other  machinery  lying 
ready  to  your  hand? — I think  so.  I come  back  to 
the  question  of  what  is  the  effect.  I suggest  that 
under  the  present  system,  at  any  rate,  the  alternative 
of  a Sinking  Fund  to  be  met  by  an  additional  Is.  on 
the  Income  Tax — because  that  is  really  what  you  are 
suggesting — would  be  only  realised  by  getting  the 
workers,  as  has  been  suggested,  to  produce  more  to 
make  profits  out  of  which  the  extra  Income  Tax 
could  be  paid. 

8119.  Mr.  Bell:  All  of  us  working  more? — Yes,  I 
agree,  but  I am  thinking  of  the  workers  in  the  mass. 

8120.  Sir  William  McLintock  : What  is  the  effect 
of  the  reduction  of  the  debt  except  a reduction  of  the 
annual  charge?  You  referred  to  the  psychological 
effect? — I think  there  is  more  confidence  when  the 
National  Debt  stands  at  a much  lower  figure.  There 
is  more  general  confidence  as  the  capital  debt  is  re- 
duced, apart  from  the  actual  charge  in  the  annual 
Budget. 

8121.  Sir  Alan  Anderson : Confidence  'in  the  minds 
of  the  people  whose  capital  was  taken  away  or  in  the 
minds  of  the  others? — I think  ultimately  confidence 
m the  minds  of  both. 

8122.  Chairman  : You  said  that  you  would  like  a 
levy  to  be  non-recurrent? — Yes. 

8123.  But  that  you  cannot  give  a pledge? — You 
cannot  make  a pledge,  but  we  favour  an  attempt  to 
nia  s.6  a serious  'inroad  upon  the  capital  burden  now 


17800 


by  a non-recurring  levy,  and  we  would  suggest,  if 
possible,  to  get  agreement  amongst  all  the  parties  in 
the  State  not  to  have  a further  levy. 

8124.  Mrs.  Woofton:  I want  to  be  clear  about  the 
reason  for  your  answer  to  Sir  William  McLintock. 
When  you  are  faced  with  his  hypothesis  that  you 
might  have  £50,000,000  saving  by  the  levy,  or  you 
might  have  an  extra  Is.  of  Income  Tax,  does  it  weigli 
with  you  that  in  one  case  you  are  certain  of  the 
saving,  when  you  have  had  your  levy,  and  in  the  other 
case  somebody  might  come  and  take  your  Is.  off 
again? — That  is  right. 

8125.  Is  that  a factor? — We  have  actually  put 
that  into  this  precis  by  saying  “ perhaps  ” in  regard 
to  the  Is. 

8126  .Sir  Josiah  Stamp:  The  effect  of  Mr. 

Alexander’s  evidence  on  my  mind  is  this,  that  if 
the  Inland  Revenue  were  asked  to  produce  a net 
figure  of  saving,  and  it  were  much  less  than 
£50,000,000,  he  would  begin  to  hesitate  whether  the 
levy  was  worth  while,  and  probably  if  they  said  it 
was  only  £25,000,000  he  would  come  out  against  the 
levy ; that  is  the  impression  that  is  left  on  my  mind, 
but  I do  not  want  to  pin  him  to  figures.  (Sir  Arthur 
Balfour)  : That  is  as  regards  Mr.  Alexander’s 

personal  views?  I should  still  like  to  hear  his 
colleagues  on  this  question? — (Mr.  Worley ):  We  are 
dealing  with  hypothetical  cases  entirely.  So  far  as 
I am  concerned,  I base  my  contention  on  the  case 
already  submitted  by  the  Revenue  Department  in 
support  of  something  equivalent  to  what  we  now  pro- 
pose, and  it  is,  without  further  evidence,  unthink- 
able that  the  amount  of  the  net  saving  should  be  so 
small  as  lias  been  suggested. 

8127.  Chairman:  Do  you  mean  the  £50,000,000? — 
Yes.  Speaking  for  myself,  if  the  amount  proved  to 
be  so  small,  it  would  call  for  reconsideration,  but  I 
do  not  know  that  it  would  alter  our  opinion  in 
regard  to  the  levy  at  all.  We  start  off  by  saying 
that  the  burden  of  taxation  is,  in  our  judgment, 
intolerable,  and  it  is  due,  in  the  main,  to  the  burden 
of  interest  upon  the  debt;  if  we  could  reduce  the 
debt  substantially  in  the  way  suggested  it  would  be 
much  more  effective  than  the  other  proposals,  which 
would  leave  the  debt  comparatively  untouched. 

8128.  You  have  not  gone  closely  into  the  saving? — 
No.  I am  speaking  personally.  It  is  based  on  figures 
which  have  been  presented  before,  and  as  far  as  that 
takes  one  the  case  for  the  levy  stands. 

8129.  Sir  J osiali  Stamp : To  you  it  is  unthinkable 
that  the  saving  should  be  as  small  as  £50,000,000? — 
I say  that,  yes.  That  is  a new  suggestion  to  me. 
I have  come  across  no  authoritative  figures  which 
would  suggest  that  up  to  now. 

8130.  Sir  Ala,n  Anderson : Your  whole  argument  is 
built  up  on  the  belief  that  the  saving  is  going  to 
be  round  about  £150,000,000  or  something  like  that, 
but  you  would  still  favour  a levy  if  you  found  that 
the  saving  was  only  £50,000,000? — Yes;  I should 
want  to  reconsider  it,  of  course.  ( Alderman  Hay- 
ward) : The  point  of  view  that  we  take  with  regard 
to  this  matter  is  this : the  fact  that  we  have  got 
such  a heavy  National  Debt  makes  it,  in  our  judg- 
ment, desirable  to  effect  some  substantial  reduction 
in  order  to  reduce  the  annual  charge.  In  consider- 
ing the  matter,  of  course,  we  are  up  against  the 
problem  that  a Capital  Levy  would  effect  alterations 
in  respect  of  Income  Tax,  Super-tax,  Death  Duties, 
and  so  on,  but  we  were  quite  unable  to  make  any 
estimate  as  to  what  that  would  result  in.  We  decided 
early  on  that  we  should  prefer  the  Committee  to 
get  the  information  direct  from  the  Inland  Revenue, 
which  would  be  of  much  more  value  than  any  esti- 
mate that  we  could  put  forward.  Having  that  in 
view,  we  felt  that  there  could  not  hut  be  a substantial 
saving,  but  the  effect  of  a substantial  reduction  in 
the  debt  would  be  an  important  factor  not  only  with 
regard  to  the  reduction  of  the  standing  charges,  but 
also  in  its  effect  upon  the  credit  of  the  country, 
and  that  it  would  be  much  more  advantageous  to 
us  as  a State  to  be  the  possessors  only  of 
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Mr.  J.  J.  Worley. 


£4,000,000,000  of  debt  'instead  of  £7,000,000,000 
of  debt.  We  are  anxious  to  see  that  debt  brought 
down  as  rapidly  as  possible,  and  that  is  the  point 
of  view  we  took  in  preparing  this  precis. 

8131.  Mr.  Bell:  1 should  like  to  ask  a question  on 
paragraph  21.  You  say  there  would  be  no  reduction 
in  real  wealth.  There  would  be  a reduction  if  I 
gave  some  of  my  War  Loan  to  the  Government  and 
they  tore  it  up? — (Mr.  Alexander):  Yes,  I see  what 
you  mean ; in  other  words,  it  would  be  destroying 
scrip  on  which  you  at  present  get  credit,  but  on  the 
other  hand,  the  State  would  be  saved  a considerable 
annual  charge. 

8132.  There  is  no  reduction  in  real  wealth,  you 
say,  but  it  would  be  a very  great  reduction  to  me? — 
I am  not  saying  that  individuals  would  not  sulfer 
loss  of  wealth. 

8133.  It  says  so  here. — Not  individuals;  there  is 
no  reduction  in  the  real  wealth  of  the  country  as  a 
whole. 

8134.  Yes;  if  I suffer  the  country  suffers? — Well, 
I think  that  is  arguable. 

8135.  After  all,  the  country  is  only  an  agglomera- 
tion of  numbers.  If  yod  take  the  War  Stock  of  a 
number  of  people  and  tear  it  up,  it  is  obviously  a 
reduction  of  wealth? — But  you  benefit  all  the  other 
people  who  will  not  have  to  meet  the  charge  upon  it. 

8136.  No  doubt,  vicariously.  You  sa.y,  “ Taking 
these  two  together,  we  should  say  that  the  levy  would 
reduce  the  claims  of  the  very  wealthy.”  Do  you 
mean  that  my  sea  captain  friend  is  one  of  the  very 
wealthy? — Not  necessarily,  but  he  is  to  be  taxed  in 
a very  much  less  degree  than  the  very  wealthy. 

8137.  It  is  not  only  reducing  the  claims  of  the  very 
wealthy? — It  depends  from  what  point  of  view  you 
look  at  it,  does  it  not?  If  you  ask  a man  who  is 
working  at  present  50  hours  a week  for  £2,  he  would 
think  a man  with  £10,000  was  quite  wealthy. 

8138.  I agree,  but  in  your  phraseology  of  the 
Co-operative  Society,  which  I know  so  well,  you  do 
not  really  mean  that  by  “ very  wealthy  ” ? — The  great 
majority  of  our  members  would  regard  a man  with 
£10,000  as  quite  a wealthy  man. 

8139.  Then  you  really  mean  that  my  captain  would 

be  very  wealthy? — No.  I am  saying  that  taking 

the  community  as  a whole  and  taking  the  bodies  of 
wealth  from  £5,000  upwards,  a graduated  levy  will 
reduce  the  claims  upon  the  production  of  wealth  by 
the  very  wealthy;  I think  that  is  perfectly  fair. 

8140.  Not  only  by  the  very  wealthy,  but  the  very 
moderately  wealthy  as  well? — In  their  case  it  will  be 
very  small. 

8141.  No;  there  is  a-  very- large  number? — I do  not 
say  they  are  small  in  number,  but  the  effect  upon  the 
individual  would  be  small. 

8142.  Mrs.  Wootton : Do  you  mean  that  in  the 
aggregate  among  the  levy  payers  there  the  very 
wealthy  payersi  will  be  more  than  those  in  the  posi- 
tion of  the  sea  captain? — I think  so. 

8143.  You  are  speaking  on  balance  there  of  the  net 
effect? — Yes. 


8144.  Mr.  Bell  is  speaking  of  the  effect  in  a parti- 
cular case? — (Mr.  Bell):  I am  talking  about  a vast 
number  of  people  in  the  same  position.  (Mrs. 
Wootton) : I understand  that  the  witness  was  trying 
to  get  at  the  net  effect  by  netting  off  one  lot  against 
the  other;  is  not  that  so? — (Mr.  Alexander):  Yes,  I 
think  that  is  the  point  of  view. 

8145.  We  have  had  some  witnesses  here  in  support 
of  the  Capital  Levy  who  were  inclined  to  suggest  that 
up  to  a certain  minimum  limit  allowance  should  be 
made  for  family  responsibilities;  that  perhaps  up  to 
£10,000  or  £15,000  some  reduction  should  be  made  in 
the  case  of  people  with  families;  have  you  considered 
that  at  all? — No.  I should  doubt  very  much  whether 
our  peoplo  would  consider  it.  They  would  say 
probably  we  are  doing  as  much  now  'in  the  way  of 
allowance  for  families  and  the  like  in  regard  to  direct 
taxation  as  is  justified1. 

8140.  Your  feeling  is  that  it  is  already  made? — It 
it  very  difficult  to  go  beyond  what  is  already  done, 
but  we  have  not  specifically  considered  that.  1 am 
expressing  my  own  individual  opinion ; 1 have  not 
put  that  to  our  Committee. 

S147.  Mr.  Bell:  You  say  in  paragraph  25:  “ We 
believe  that  if  willing'  co-operation  is  offered  by  the 
banks  there  need  be  little  trouble.”  Are  you  quite 
serious  about  that;  in  wihat  respect  do  you  think 
that  will  operate? — I am  thinking  of  the  psychological 
effect.  1 believe  that  if  the  great  leaders  of  the 
banks  in  this  country  came  down  very  heavily  against 
a very  wicked  Government  who  suggested  this 
remedy,  they  could  do  a very  great  deal  of  harm  to 
the  scheme;  but  on  the  other  hand  if  they  were  pre- 
pared to  help  in  the  matter,  I think  they  could  be 
of  enormous  assistance.  If  the  leaders  of  banking 
and  financial  policy  would  .agree  that  it  was  advis- 
able to  reduce  the  debt  by  such  a method,  then  they 
would  help  to  give  just  that  confidence  in  the  method 
that  we  want. 

8148.  I thought  possibly  that  the  word  “ co-opera- 
tion ” meant  some  sort  of  active  participation  in 
the  actual  procoss? — Oh;  again  I am  not  going  into 
detail,  but  1 think  that  they  might  help  very  often 
in  making  more  easy  the  payment  of  the  levy  by 
instalments  and  the  use  of  securities  and  the  like. 

8149.  Sir  Josiah  Stamp:  Practical  goodwill  P— Yes. 

8150.  Mr.  Bell : We  have,  of  oourse,  had  the  views 
of  some  of  the  leading  bankers  in  evidence  here? 
Yes.  The  bankers  did  an  enormous  amount  from  that 
point  of  view  for  the  war  in  making  as  easy  as  possible 
the  inflation  at  that  time  for  war  purposes;  we  would 
like  them  to  assist  in  the  other  direction  now. 

8151.  Chairman : Supposing  after  conference  the 

bankers  gave  a decision  against  you,  wliat  would 
you  feel  then?— I should  be  very  sorry,  but  it  would 
not  change  my  views  on  the  necessity  for  the  levy. 

8152.  We  are  very  much  obliged  to  you  for  your 
evidence  and  for  the  way  in  which  you  hare 
answered  our  questions. — Thank  you. 


(The-  Witnesses  withdrew.) 


Sir  James  Martin,  F.S.A.A.,  representing  the  Association  of  British  Chambers  of  Commerce, 

in  and  examined. 


called 


Evidencse-in-chibe  handed  in  by  Sir  Jambs  Martin  (in  reply  to  the  Committee’s  questions  regarding  a 

Capital  Levy  printed  on  page  683):  — 


Sir  James  Martin  will  state:  — 

Witness  attends  in  response  to  the  Committee’s 
invitation  on  behalf  of  the  Association  of  British 
Chambers  of  Commerce,  for  whom  he  appeared  before 
the  Committee  on  the  4th  November,  1924. 

The  Association  of  British  Chambers  of  Commerce 
is  fundamentally  opposed  in  principle  to  a Capital 
Levy,  but  the  Executive  Council  decided,  as  a matter 
of  respect  to  the  Committee,  to  circulate  to  its  mem- 
bers the  questionnaire  issued  by  the  Committee  for 


the  purpose  of  endeavouring  to  obtain  the  views  of 
the  Chambers  of  Commerce  thereon. 


The  opinions  set  out  hereafter  are  the  result  o 
consideration  given  to  the  views  expressed.  J boy 
are  submitted  as  the  considered  opinions  of  the  Asso- 


ciation, but,  as  explained  on  the  previous  occasion, 
any  opinion  in  explanation  which  the  witness  may 
give  to  the  Committee  is  his  own  individual  opinion, 
and  will  not  bind  either  the  Chambers  of  Coinmeice 
forming  the  Association,  or  his  colleagues  of  i® 
Executive  Council  which  acts  for  the  Association. 
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Answer  to  Question  1 (as  to  the  case  for  a larcje  and 
early  repayment  of  debt  and  method  suggested). 

1.  In  tlio  opinion  of  the  Association  of  British 
Chambers  of  Commerce  it  is  more  essential  and  <te- 
sirable  that  the  taxation  burden  on  industry  should  be 
reduced  than  that  there  should  be  a large  repayment 
of  the  National  Debt  at  an  early  date. 

2.  The  repayment  of  debt  is,  of  course,  always 
desirable,  but  the  country  is  overburdened  with  taxa- 
tion, and,  unless  repayment  of  debt  can  be  made  out  of 
the  debts  due  to  this  country  by  other  countries,  it 
is  desirable  that  repayment  of  debt  not  provided  for 
by  a regular  Sinking  Fund  should  be  postponed  until 
the  taxation  burden  has  been  lightened. 

3.  For  these  reasons  the  Association  is  opposed  to 
an  increase  of  existing  taxation. 

4.  The  Association  regards  the  extension  of  trade 
as  being  of  vital  necessity  andi  is  of  opinion  that  for 
many  years  to  come  every  effort  should  be  made  to 
reduce  taxation. 

5.  This  reduction  of  taxation  should  be  brought 
about  by  the  exercise  of  the  most  rigid  economy,  con- 
sistent with  national  efficiency  and  security,  and  by 
the  adoption  from  time  to  time  of  conversion  schemes 
in  connection  with  the  National  Debt  on  lines  similar 
to  those  already  adopted. 

6.  Sinking  Funds  should  be  maintained  so  that  the 
repayment  of  debt  should  be  gradual,  but  regular, 
but  with  the  proviso  that  the  Sinking  Funds  should 
be  increased  if,  and  when,  trade  conditions  permitted. 

7.  The  imposition  of  a Capital  Levy  in  order  to 
repay  debt  would,  it  is  considered,  have  disastrous 
results  ou  the  maintenance  and  extension  of  manu- 
facturing enterprises,  and  consequently  on  employ- 
ment, and  would  dislocate  the  operations  of  trade 
and  finance  in  which  stability  is  the  first  consideration. 

8.  Apart  from  these  fundamental  objections  to  a 
Capital  Levy,  it  is  difficult  to  conceive  a scheme  or 
schemes  which  would  not  be  inequitable  in  their  in- 
cidence, and  extremely  costly  in  application. 

9.  It  is  not  anticipated  that  the  future  level  of 
prices  generally  will  differ  very  materially  from  the 
present  level,  in  view  of  the  fact  that  such  benefits 
as  might,  under  certain  circumstances,  accrue  to  in- 
dustry in  the  future  from  the  growth  of  population, 
a possibly  increased  effective  world  demand  for 
goods,  from  scientific  discoveries  and  methods,  and  the 
reduction  in  direct  and  indirect  taxation,  will  pro- 
bably, to  the  extent  to  which  they  maturo,  accrue  to 
the  workers. 

Answer  to  Question  2. 

10.  (Section  1)  (as  to  form  of  levy). — Assuming  as 
the  question  does,  the  imposition  of  a Capital  Levy, 
it  would  seem  that  it  must  be  confined  to  individuals, 
but  some  special  arrangement  would  have  to  be 
formulated  to  meet  those  cases  in  which  capital  is  not 
held  in  the  form  of  money  or  negotiable  securities. 

11.  How  could  a levy  be  successfully  collected  from 
an  individual  owning  a business  worth  say,  £40,000  or 
£50,000?  The  owner  may  have  no  other  capital  what- 
ever, and  if  the  levy  were  payable  over  a period  of 
years,  instead  of  in  a lump  sum,  the  business  may  not 
at  any  given  time  be  producing  sufficient  to  bear  the 
cost  of  the  annual  charge. 

12.  The  tax  would  fall  with  severity  upon  widows 
and  many  others  who  have  no  income-earning 
capacity.  It  would  also  apparently  be  imposed  with- 
out regard  to  age  and  without  regard  to  family  con- 
ditions, and  personal  obligations.  A man  of  40 
years  of  age  whose  expectation  of  life  is  say  30  years, 
would  have  an  opportunity  of  redeeming  his  position, 
but  a much  older  man  would  have  no  such  oppor- 
tunity. 

13.  It  would  seem  impossible  in  the  ordinary  sense 
to  capitalise  “ brain  capital,”  but  only  the  material 
wealth  which  may  have  been  accumulated  as  the  result 
of  “ brain  capital.” 


14.  This  impossibility  of  taxing  “ brain  capital  ” 
is  a further  example  of  the  inequity  of  the  levy.  The 
valuation  of  “ brain  capital  ” is  really  impossible 
because  it  is  not  permanent  capital  at  all,  but  an 
earning  power  which  might  cease  at  any  moment  and 
could  only  be  dealt  with  by  way  of  an  Income  Tax. 

15.  The  exemption  from  a Capital  Levy  of  the  pro- 
fessional man  or  artist  with  little  or  no  capital  in- 
volved in  the  carrying  on  of  his  occupation,  but  with 
very  large  earning  power,  is  however,  obviously 
inequitable. 

16.  But  even  if  it  were  otherwise,  in  a large 
majority  of  cases  the  owners  of  “ brain  capital  ” 
would  have  no  realisable  fund  out  of  which  the  levy 
could  be  paid.  The  skill  of  the  surgeon  could  not  be 
realised  either  in  whole  or  in  part. 

17.  The  limit  of  exemption  proposed  appears  to  the 
Association  to  be  too  high,  and  it  has  been  suggested 
that  it  should  be  reduced  to  £1,000. 

18.  It  is  considered  that  as  the  National  Debt  is 
a national  responsibility,  the  burden  of  redemption 
should  be  very  widely  distributed,  and  that,  as  the 
burden  of  the  debt  was  created  for  the  benefit  of  all, 
the  burden  of  the  redemption  should  be  spread,  as 
nearly  as  possible,  over  the  whole  community,  sub- 
ject to  reasonable  graduation. 

19.  Tf  the  limit  of  £5,000  were  maintained,  it  -would 
fall  upon  a comparatively  small  section  of  the  com- 
munity; on,  I understand  it  is  estima\ted,  isome 
340,000  persons  only  out  of  the  whole  population. 

20.  Although  many  of  the  Chambers  are  of  opinion 
that  the  levy  proposed  could  not  possibly  raise 
£3,000,000,000,  and  refer  to  the  result  in  Czecho- 
slovakia,* in  which  country  a Capital  Levy  was 
adopted,  as  being  much  below  the  estimate,  the 
Association  has  not  at  present  the  data  on  which  a 
commercially  reliable  estimate  can  be  formed. 

21.  The  reduction  of  the  National  Debt  by  a Capi- 
tal Levy  so  large  as  that  contemplated  might  not 
effect  any  large  permanent  saving  in  taxation,  and 
might  not  result  in  any  relief  in  the  burden  of  taxa- 
tion upon  industry,  as  the  yield  of  other  direct  taxes 
would  be  adversely  affected. 

22.  To  the  extent  to  which  the  annual  saving  in 
expenditure  was  not  applied  to  the  reduction  of  the 
debt,  any  advantage  gained  by  the  Capital  Levy 
would  to  a large  extent,  be  nullified. 

23.  There  would  be  difficulty  in  obtaining  or  giving 
guarantees  that  the  proceeds  of  the  Capital  Levy 
should,  during  the  lifetime  of  any  person  now  living, 
be  applied  solely  to  the  reduction  of  debt. 

24.  (Section  2)  (as  to  reduction  of  Sinking  Fund 
after  levy). — In  the  event  of  the  application  of  a 
Capital  Levy  the  Sinking  Fund  should  be  reduced  so 
as  to  mitigate,  if  possible,  the  damage  done  to  indus- 
try, although  the  advantages  which  the  advocates  of 


*CzECHO-SLOVAlvIA.— The  Department  of  Overseas  Trade’s 
official  report  on  the  industrial  and  economic  situation  in  Czecho- 
slovakia, dated  March,  1928,  states  that  the  Republic  of  Czecho- 
slovakia was  the  first  State  which  attempted  to  place  its  finances 
on  a sound  basis  after  the  War,  by  introducing  a Capital  Levy, 
and  that  the  results  of  the  Capital  Levy  have  proved  extremely 
disappointing,  and  the  measure  itself  has  been  a source  of  con- 
siderable embarrassment  to  the  Government.  The  law  is  most 
complicated  and  has  not  been  carried  out  to  the  letter.  Demands 
for  the  payment  of  Capital  Levy  have  been  made  to  those  known 
or  believed  to  be  in  a position  to  pay,  but  the  actual  sum  to  be 
paid  has  in  most  cases  been  the  subject  of  negotiation  between 
the  Ministry  of  Finance  and  the  individual  concerned,  and  in 
almost  every  case  the  final  assessment  has  been  far  below  that 
fixed  by  law. 

This  levy  has  had  a very  detrimental  effect  upon  industry  and 
commerce,  but  owing  to  the  slow  and  lenient  manner  in  which 
the  law  has  been  applied,  it  has  not  had  the  disastrous  results 
which  it  otherwise  would  have  had  if  it  had  been  strictly  enforced. 
If  is  highly  probable  that  a very  large  proportion  of  the  tax 
levied  will  never  be  paid. 

SWITZERLAND.— With  regard  to  Switzerland,  the  proposal  for 
a Capital  Levy  never  got  farther  than  a proposal.  It  was  rejected 
by  the  people  in  December,  1922,  by  729,000  votes  to  109,000  votes. 
The  effect  even  of  the  proposal  was  to  drive  capital  out  of 
Switzerland  ; the  Stock  Exchange  became  panic  stricken  ; there 
was  an  increase  in  the  cost  of  living. 
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the  Capital  Levy  claim  from  the  early  repayment  of 
the  debt  would  be  modified  to  the  extent  to  which 
the  Sinking  Fund  would  be  reduced. 

25.  (Section  3)  (as  to  changes  in  taxation  after 
the  levy). — Payers  of  a Capital  Levy  should  have  their 
loss  of  capital  recouped  by  relief  in  taxation  of  their 
incomes  which  bore  some  relative  proportion  to  the 
loss  they  had  suffered. 

26.  Although  under  certain  conditions  individual 
hardship  might  be,  in  some  degree,  modified,  the 
Association  considers  that  such  mitigation  would  be 
individual  mitigation,  and  would  have  little,  if  any, 
effect  upon  the  sum  total  of  the  hardships  and  dislo- 
cation to  industry  which  would  arise  from  the  impo- 
sition of  a Capital  Levy. 

Answer,  to  Question  3 (as  to  equity,  Sc.,  of  levy  as 
compared  with  income  taxtion). 

27.  It  is  generally  held  by  the  Chambers  that  the 
Capital  Levy  cannot  be  compared  with  Income  Tax. 
The  distinction  between  them  is  a vital  one. 

28.  F or  many  years  the  payment  of  Income  Tax 
graduated  according  to  ability  to  pay,  has  been  the 
accepted  principle  of  direct  taxation,  and  although 
taxation  tends  to  lessen  fresh  accumulation  of  capital, 
it  leaves  the  capital  itself  in  the  hands  of  those  who 
can  best  make  it  productive,  namely,  individual 
earners  and  savers. 

29.  The  Capital  Levy  deprives  a taxpayer  for  all 
time  of  a large  portion  of  his  capital  which  in  most 
cases  represents  savings,  self-denial  and  provision 
for  old  age,  or  for  dependants,  and  it  deprives  the 
taxpayer,  not  only  of  a portion  of  his  savings,  but 
also  of  the  income  thereon. 

30.  In  its  incidence  Income  Tax  is  not  inequitable 
as  between  one  taxpayer  and  another  but  the 
inequities  involved  in  a Capital  Levy  would  be  very 
numerous. 

31.  Many  possessors  of  considerable  capital  would 
find  it  extremely  difficult,  if  not  impossible,  to  pay  the 
levy,  owing  to  the  unrealisable  form  in  which  their 
capital  was  invested,  whereas  the  same  persons  can 
generally  manage  to  pay  an  Income  Tax  on  the  income 
their  property  produces. 

32.  Those  whose  capital  was  invested  in  the  less 
realisable  form  would  have  to  make  greater  sacrifices 
than  others  possessed  of  capital  in  an  easily  realisable 
form. 

33.  The  valuation  of  various  kinds  of  property,  par- 
ticularly property  such  as  skipping  and  mines,  would 
necessarily  be  in  large  measure  arbitrary,  and  there- 
fore often  inequitable. 

34.  The 'guess  work  involved  in  valuing  life  interests, 
the  interest  of  the  residuary  legatee  or  the  remainder- 
man would  possibly  occasionally  result  fairly,  but  in 
many  cases  would  result  in  injustice. 

35.  A Capital  Levy  would  presumably  be  imposed 
on  individuals  at  a given  date.  Some  who  were 
without  capital  at  that  date  would  begin  thereafter  to 
amass  it,  and  would  get  the  benefit  of  the  reduced 
taxation  consequent  upon  the  Capital  Levy,  without 
having  contributed  anything  towards  it. 

36.  The  inequities  to  which,  as  compared  with  the 
existing  Income  Tax,  a Capital  Levy  would  give  rise, 
may  be  illustrated  by  the  case  of  “ A ” and  “ B ”. 

“ A ”,  as  a single  man,  has  had  for  20  years  an 
average  income  of  £2,000  a year,  and,  having  no 
family  to  provide  for,  he  has  lived  up  to  his  income. 

“ B ” a married  man  with  the  same  income  for  the 
same  period,  and  having  a family,  has  saved  one  half 
of  his  income,  and  has  therefore  accumulated  £20,000. 

“ A ” would  have  no  capital  on  which  a levy  could 
be  made,  but  “ B ”,  having  paid  tax,  both  on  the 
income  derived  from  his  savings  as  well  as  on  his 
earned  income,  would  be  subject  to  the  levy. 


Answer  to  Question  4 (as  to  guarantee  against 
repetition). 

37.  The  lapse  of  time  since  the  Armistice  has 
materially  worked  against  the  acceptability  of  a 
Capital  Levy,  as  the  possibility  of  defining  war  for- 
tunes has  thereby  become  remote,  and  the  effect  of 
the  Excess  Profits  Duty  with  its  aftermath  of  trouble 
is  tending  in  the  same  direction. 

38.  During  this  period,  a large  proportion  of  the 
so-called  War  profits  have  been  lost,  and  those  which 
remain  have,  to  a large  extent,  been  re-distributed 
among  the  rest  of  the  nation,  either  as  a result  of 
death  or  of  other  causes. 

39.  The  country  has,  with  difficulty,  pursued  the 
path  of  financial  convalescence  on  the  present  system 
of  taxation,  and  both  in  its  psychological  and  in  its 
material  effects  on  the  body  politic,  the  major  opera- 
tion of  a Capital  Levy  on  the  convalescing  body  would 
be  more  objectionable  than  it  would  have  been  im- 
mediately after  the  conclusion  of  the  Armisticce. 

40.  As  to  a guarantee  against  repetition,  such 
guarantee,  although  desirable,  cannot,  under  our  con- 
stitution, be  given.  No  Government  could  pledge 
future  Governments  against  a repetition  of  the  levy. 

41.  In  countries  possessing  a written  constitution 
like  the  United  States  of  America  a legal  guarantee 
might  perhaps  be  secured,  but  in  this  case  of  the 
U.S.A.  it  is  noteworthy  that  the  Committee  on  War 
Finance  appointed  by  the  American  Economic  Asso- 
ciation to  enquire  into  a levy  on  capital,  were  unable 
to  surmount  this  difficulty,  for,  to  quote  their  own 
words  Obviously  there  is  no  possibility  of  such 
a guarantee,  and  the  very  fact  of  a resort  to  such  a 
levy  for  the  first  time  in  the  history  of  the  nation 
would  certainly  raise  fear  as  to  the  future.” 

42.  Even  if  a guarantee  could  be  given,  it  is  difficult 
to  see  how  it  could  be  made  effective. 

Answer  to  Question  o (as  to  effects  on  trade  and 

industry). 

43.  The  general  effect  of  a Capital  Levy  would  be 
to  dislocate  and  depress  trade  and  industry,  whether 
in  times  of  good  trade  or  bad  trade. 

44.  If  made  in  times  of  bad  trade,  whilst  there  is 
a certain  amount  of  capital  available  for  investment, 
a levy  would  prevent  a trade  revival;  whilst  in  good 
times  more  capital  is  required  for  industrial  develop- 
ment than  is  generally  available. 

45.  Whatever  the  state  of  trade,  the  imposition 
of  a levy  would  cause  lessened  activity,  and  so 
destroy  wealth.  At  any  time  a transfer  of  anything 
like  £3,000,000,000  of  liquid  assets  is  difficult  to  con- 
ceive, but  there  can  be  no  doubt  that  it  would  lead  to 
a sharp  actual  contraction  of  credit. 

46.  It  must  not  be  forgotten  also  that  the  British 
War  Loan  holders  include  many  foreigners,  and  that 
we  are  largely  in  debt  to  America. 

47.  The  proceeds  of  a Capital  Levy  would  probably 
mean  the  transfer  of  large  sums  from  this  to  other 
countries  in  redemption  of  securities  held  by  residents 
in  those  countries. 

Answer  to  Question  6 (as  to  friction  and  dislocation 

of  business  under  a levy  compared  with  that 

under  high  annual  taxation). 

48.  The  friction  and  dislocation  caused  by  a Capital 
Levy  would  commence  with  its  Parliamentary  im- 
position, and  the  immediate  dislocation  would  out- 
weigh any  advantages  derived  from  subsequent  easing 
of  taxation. 

49.  The  friction  and  dislocation  would  not  be  a 
merely  passing  phase,  but  would  be  long  drawn  out, 
for  the  position  of  life  tenants  and  remainder-men 
would  be  affected  over  many  years. 

50.  The  immediate  results  of  a levy  would  be  to 
cause  much  greater  friction  and  dislocation  of  busi- 
ness than  the  present  high  annual  taxation,  for  which 
provision  can  be  made  in  advance. 
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51.  Income  Tax,  high  as  it  is,  is  a very  heavy  bur- 
den, but  it  is  at  any  rate  based  on  earnings  and  the 
ability  to  pay.  Whilst  Income  Tax  may  be  said  to  be 
dynamic,  the  Capital  Levy  is  static  and  ignores  the 
capacity  to  replace. 

52.  The  needs  for  a reduction  of  taxation  have  been 
dealt  with  in  previous  paragraphs,  and  no  ordinary 
measures  to  relieve  the  burden  could  be  too  drastic. 
In  a highly  industrial  country  such  as  this,  however, 
a cure  by  the  application  of  a Capital  Levy  might 
easily  be  worse  than  the  disease.  The  delicate 
machinery  of  credit  would  be  disorganised,  and 
whether  industry  could  eventually  recover  after  such 
a levy  is  problematical,  as  it  has  to  be  remembered 
that  foreign  markets  are  open  to  others  besides  our- 
selves, and  a serious  temporary  dislocation  of  busi- 
ness might  result  in  a still  further  diminished  foreign 
trade . 

Answer  to  Question  7 (as  to  effects  on  employment). 

53.  In  the  opinion  of  the  Chambers,  the  imposition 
of  a Capital  Levy  would  reduce  employment.  Capital 
is  necessary  to  give  employment. 

54.  It  has  been  estimated,  and  probably  with  some 
degree  of  accuracy,  that  it  takes,  on  the  average, 
£250  of  capital  for  each  man  employed.  A Capital 
Levy  of  necessity  reduces  capital  or  credit  available 
for  industry  and  thus  increases  unemployment. 

55.  The  reduction  of  trading  capacity  would  imply 
that  many  businesses  carried  on  with  a small  margin 
of  working  capital  would  have  to  discontinue  their 
operations. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

56.  No  additional  wealth  would  be  created  by  the 
imposition  of  a Capital  Levy.  It  is  difficult  to  sur- 
mise to  what  extent  a Capital  Levy  might  lead  to 
re-distribution  of  wealth. 

57.  In  the  first  instance,  the  levy  would  reduce  the 
resources  of  the  more  well-to-do  members  of  the  com- 
munity in  comparison  with  those  less  well-off.  Other 
effects  would  depend  largely  upon  how  the  net  interest 
saving  was  employed.  If  by  remission  of  taxes  paid 
mainly  by  the  levied  class,  the  change  as  between 
classes  would  not  be  very  great,  although  great  differ- 
ence might  arise  in  individual  cases.  On  the  other 
hand,  if  the  proceeds  of  the  levy  or  part  of  it  was 
used  to  repay  foreign  debt,  then  the  nation  would  be 
poorer  in  working  capital  to  the  extent  of  the  foreign 
debt  repaid. 

Answer  to  Question  9 (as  to  effects  on  future 
savings). 

58.  A h igh  rate  of  Income  Tax  tends  to  discourage 
saving,  but  owing  to  its  psychological  as  well  as  prac- 
tical effects,  a Capital  Levy  would  discourage  saving 
to  a much  greater  extent. 

59.  The  discouragement  would  apply  to  individuals 
not  subject  to  the  levy  as  well  as  those  to  whom  it 
applied,  for  no  one  would  be  convinced  that  the  first 
levy  would  be  the  final  levy. 

60.  The  diminished  trade  capacity  resulting  from 
the  Capital  Levy  would  reduce  the  income  from  which 
savings  would  be  effected,  for  whilst  the  individual 
savings  of  those  not  subject  to  the  levy  might  be  in- 
creased by  any  reduction  of  taxation  consequent  upon 
the  levy,  they  would  be  affected  by  the  dislocation, 
disturbance  and  diminution  of  trade  that  would 
result  from  the  imposition  of  the  levy. 

This  would  not  be  the  case  with  regard  to  collective 
savings,  such  as  companies’  reserves,  which  do  not 
come  within  the  scope  of  the  proposals,  save  only  that 
companies  would  probably  be  tempted  to  distribute 
a larger  proportion  of  the  profits  owing  to  pressure 
from  their  shareholders  who  would  desire  income 
rather  than  capital  appreciation. 


Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

61.  If  by  national  credit  is  meant  the  reputation 
and  standing  of  Government  securities,  these  might 
not  he  adversely  affected  to  any  large  extent  by  a 
Capital  Levy.  There  can  he  no  doubt-  as  to  the  sound- 
ness of  Government  securities,  and  the  Capital  Levy 
being  in  the  main  a transfer  from  various  individuals 
in  the  community  to  others,  would  not  affect  Govern- 
ment stock  adversely  in  the  aggregate. 

62.  If  by  national  credit  is  meant  the  reputation 
for  meeting  liabilities  and  implementing  undertak- 
ings, the  imposition  of  a Capital  Levy  would  have  an 
adverse  effect,  as  it  would  deprive  the  country  of  the 
position  which  it  has  occupied  in  Europe  as  a country 
in  which  money  can  he  invested  or  balances  deposited 
without  apprehension. 

63.  If  the  Capital  Levy  were  imposed,  as  is  pre- 
sumed to  be  the  intention,  on  nationals  only,  it  would 
still  have  a psychological  effect  on  foreign  investors 
or  depositors,  who  would  have  apprehension  that  they 
might  be  in  some  way  affected  either  immediately  or 
in  the  future. 

64.  If  a Capital  Levy  is  imposed,  national  credit 
would  he  affected  on  account  of  the  feeling  of  in- 
security created. 

Answer  to  Question  II  (as  to  effects  on  sale  of 
securities). 

65.  The  extent  to  which  a Capital  Levy  would  lead 
to  the  sale  of  securities  is  dependent  upon  the  method 
of  payment  of  the  levy  that  is  allowed. 

66.  If  payment  were  permitted  by  the  surrender  of 
War  Loan  and  by  the  transfer  to  the  Government  of 
other  approved  securities,  the  dislocation  of  industry 
generally,  and  of  the  security  markets  in  particular, 
might  be  modified. 

67.  This  again  would  depend  upon  what  the  Govern- 
ment would  consider  as  approved  securities.  Unless 
the  Government  were  prepared  to  accept  securities  of 
almost  every  class,  the  levy,  if  payable  in  cash,  could 
only  be  met  by  sales  of  securities  in  the  market, 
which,  although  nominally  an  open  market,  at  any 
rate  in  the  earlier  stages  of  the  levy,  would  be  very 
considerably  restricted,  for  as  the  levy  would  pre- 
sumably have  to  be  made  and  collected  before  the 
debt  could  be  paid  off,  holders  of  the  debt  would  not 
be  in  a good  position  to  buy  other  securities  at  the 
time  holders  of  such  securities  had  to  realise  in  order 
to  pay  the  levs'". 

68.  the  demand  for  industrial  investments  by 
holders  of  debt  paid  off  by  the  levy  would  not  pro- 
bably be  very  great,  for  a large  proportion  of  Govern- 
ment stock  is  held  by  banks,  insurance  companies, 
hospitals  and  other  holders  of  trustee  securities,  and 
the  money  received  from  debt  redeemed  would  have  to 
be  re-invested  in  the  like  securities,  and  not  in  indus- 
trials. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

69.  Government  securities  are,  to  a very  large  ex- 
tent, instruments  of  credit,  and  non-Government  secu- 
rities in  which  the  holders  of  the  redeemed  debt  might 
invest  would  not  he  instruments  of  credit  of  the  same 
order  or  in  the  degree  as  Government  securities. 

70.  The  destruction  of  Government  securities  as 
instruments  of  credit,  even  if  other  securities  of 
lessened  amount  and  standing  were  substituted, 
must  necessarily  result  in  a great  measure  of  defla- 
tion. 

71.  The  increase  in  prices  of  essential  commodities 
which  would  probably  arise  might  not  at  first  lead  to 
deflation,  but  would  eventually  lead  to  a prolonged 
period  of  deflation. 
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Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

72.  Apart  from  general  considerations,  tile  balance 
of  advantage  or  disadvantage  of  a Capital  Levy  would 
depend  on  the  net  annual  saving  effected. 

73.  It  is  difficult  to  estimate  the  direct  and  indirect 
losses  that  would  arise  to  industry  from  a Capita] 
Levy,  but  unless  the  saving  were  to  be  some 
£150,000,000  a year,  namely,  5 per  cent,  on 
£3,000,000,000,  the  risk  would  certainly  seem  to  be 
too  great. 

Answer  to  Question  14. 

74.  (Section  a)  (as  to  methods  of  valuation). — What- 
ever method  be  adopted,  the  proposed  Capital  Levy 
would  involve  the  valuation  of  a very  vast  number  of 
separate  items,  including  presumably  even  what  have 
been  considered  as  personal  belongings,  such  as  pic- 
tures and  jewellery. 

75.  For  the  valuation  of  all  the  varied  objects  which 
would  be  held  to  constitute  capital,  a very  large 
number  of  experts  trained  in  the  assessing  of  various 
classes  of  property  would  be  required.  This  would 
mean  also  that  considerable  delay  must  necessarily 
take  place  in  making  the  valuations  and  arriving  at 
an  “ Appointed  Day  ” on  which  the  levy  should  take 
place.  Meanwhile  capital  values  might  very  consider- 
ably have  changed,  and  such  change  might  also  occur 
during  the  periods  over  which  payment  was  allowed  to 
be  spread. 

76.  (Sections  b and  c)  (as  to  finality  of  valuations 
and  method  of  payment). — Difficulties  would  arise  in 
the  case  of  life  tenants  who  died  before  the  dates  on 
which  their  assessments  became  payable.  It  may  be 
that  the  valuation  would  have  to  be  extended  to 
limited  companies  and  corporations  in  order  to  arrive 
at  the'  value  of  the  shares  held  by  individual  members. 


8153.  Chairman:  I wish  to  congratulate  you;  since 
your  last  appearance  here  you  have  become  the  Pre- 
sident of  the  London  Chamber  of  Commerce  ? — Thank 
you,  my  Lord. 

S154.  Will  you  kindly  read  your  answers;  questions 
may  be  asked  you  at  the  end  of  each  answer? — It 
will  be  observed  that  there  is  a short  general  state- 
ment on  behalf  of  the  Association  in  the  first  three 
paragraphs.  The  Association  asked  me  to  point  out 
to  the  Committee  that  they  are  fundamentally 
opposed  in  principle  to  a Capital  Levy;  then  they 
requested  me  to  put  before  the  Committee  the 
answers  of  the  Chambers  of  Commerce  which  have 
been  collected  and  condensed  in  these  replies.  I 
would  like  to  say  that  there  are  some  120  Chambers 
of  Commerce  comprised  in  the  Association  of  British 
Chambers  of  Commerce,  but  I only  have  answers 
from  about  50  per  cent,  of  the  whole,  because  some 
of  the  Chambers  declined  to  discuss  the  matter  in  the 
way  it  is  presented  in  these  questions,  including,  I 
am  sorry  to  say,  one  or  two  of  the  largest,  who  simply 
sent  resolutions  saying  that  they  wished  me  to  inform 
the  Committee  how  opposed  they  were  to  anything  of 
the  sort.  (Paragraph  1 read.) 

8155.  Mr.  Hichens : When  you  were  here  before 
you  said  that  you  would  maintain  the  existing  Sink- 
ing Fund,  did  you  not? — I agree.  I think  myself, 
and  I believe  that  is  the  view  of  the  Chambers,  that 
the  existing  Sinking  Fund  of  £50,000,000  is  a reason- 
able way  of  dealing  with  the  National  Debt,  assuming 
always  that  we  balance  our  Budget. 

8156.  You  would  not  suggest  any  reduction  in  the 
Sinking  Fund?— No.  I think  the  Sinking  Fund 
should  be  maintained  in  bad  years  as  well  as  in  good 
years,  and,  moreover,  I do  not  think  that  any  Chan- 
cellor of  the  Exchequer  should  raid  it. 

8157.  So  ihat  your  view  as  to  the  desirability  of  a 
reduction  in  taxation  is  subject  to  that  qualification? 
— I.  agree.  (Paragraph  2 read.) 


77.  In  the  view  of  the  Chambers  (which  are  unani- 
mously opposed  to  the  principle  of  a Capital  Levy)  it 
is  necessary,  if  a Capital  Levy  is  imposed,  that 
it  should  be  payable  over  a considerable  period  of 
years,  in  moderate  instalments,  .but  that  interest 
should  be  payable  on  the  remaining  instalments  after 
the  first  few  years. 

Answer  to  Question  15  (additional  points). 

78.  In  the  opinion  of  the  Association,  until  a pro- 
posal for  a Capital  Levy  is  seriously  put  forward  in 
the  form  of  a Bill  by  a responsible  Government  it  is 
not  possible  to  come  to  close  grips  with  the  matter. 
In  their  opinion,  a Capital  Levy  would  impoverish 
the  country’s  industrial  position,  which  all  classes 
desire  to  strengthen.  The  introduction  of  such  an 
experiment  (however  moderate  in  extent)  is,  they 
believe,  attended  with  grave  risks,  far  greater  than 
those  existing  in  a continuance  of  the  present  high 
taxation. 

79.  The  importance  cannot  be  overestimated  of  the 
absence  in  a Capital  Levy  of  a scientific  principle 
upon  which  it  should  be  based,  and  of  the  fact  that 
once  made  it  is  irrevocable,  and  the  lack  of  power  to 
modify  it  when  once  embarked  on. 

80.  It  would  probably  be  wrong  to  say  that  the 
levy  is  impracticable  in  the  absolute  sense,  but  it  is 
manifestly  impracticable  in  the  sense  that  it  could 
never  be  imposed  with  any  approach  to  equity  of 
assessment.  It  would  be  a haphazard  appropriation 
of  capital  from  those  from  whom  it  was  possible  to 
extract  it. 

81.  Owing  to  this  country  not  being  self-supporting 
from  the  products  of  its  soil,  but,  being  dependent  for 
its  economic  existence  upon  trade  and  industry,  it  is 
one  of  the  least  fitted  of  countries  to  take  the  risk  of 
indulging  in  an  experiment  which  the  Association 
consider  would  be  disastrous  in  its  effect. 


8158.  Mr.  Bowen  : In  that  paragraph  you  are  really 
relying  upon  repayment  of  debt  to  this  country 
by  other  countries? — -Subject  to  the  answers  I have 
already  given.  If  you  want  to  make  any  large  re- 
payment of  debt,  I feel  that  we  must  get  some  assist- 
ance from  sources  other  than  the  pockets  of  the  tax- 
payer. 

8159.  Chairman:  In  what  way? — I know  the  enor- 
mous difficulty  of  the  reparations  question,  but  it 
has  never  seemed  to  me  to  be  beyond  the  possibility 
of  arrangement  that  our  debtors  in  Europe  should 
assist-  us  in  making  a contribution,  say  to  the  United 
States. 

8160.  Do  you  believe  that  we  were  right  in  settling 
our  debt  with  the  United  States? — I am  absolutely 
in  favour  of  this  country  paying  all  its  debts;  1 
cannot  conceive  how  we  can  maintain  our  position  in 
any  other  way.  (Paragraphs  3 and  4 read.) 

3161.  Mr.  Hichens:  You  regard  high  taxation  as 
detrimental  to  trade  ? — Well,  I can  say  from  my  own 
experience  that  it  is  detrimental  to  trade. 

8162.  How  much  do  you  think  it  would  be  neces- 
sary to  reduce,  say,  the  Income  Tax,  to  have  any 
appreciable  effect  on  trade ; do  you,  for  instance, 
think  that  the  sixpence  that  was  taken  off  the  other 
day  was  any  use  at  all? — I was  certainly  very 
grateful  for  the  sixpence. 

8163.  Have  you  noticed  any  improvement  in  trade 
.since  then? — Well,  I do  not  think  it  has  had  much 
chance  to  operate  yet,  has  'it? 

8164.  Do  you  think  it  is  likely  to  operate;  do  you 
expect  much  from  it? — I think  it  must  be  of  some 
assistance,  certainly. 

3165.  But  would  it  be  your  view  that  the  reduction 
must  be  substantial  in  order  to  do  any  appreciable 
good;  I just  want  to  get  at  your  view? — I am  in  tins 
difficulty,  and  I think  everyone  must  be  in  tins 
difficulty  who  approaches  the  question  : I am  limited 
in  my  views  by  the  answer  I have  already  -given.  We 
must  balance  our  Budget,  and,  therefore,  whether  it 
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hurts  us  or  whether  it  does  not  hurt  us,  we  must  find 
the  money  for  the  (purposes  of  the  expenditure  of  the 
country.  We  cannot  expect  any  Chancellor  of  the 
Exchequer  to  remit  taxation  unless  he  has  got  some- 
thing out  of  which  he  can  remit  at. 

81G6.  The  Chancellor  of  the  Exchequer,  I presume, 
would  be  justified  in  remitting  some  of  the  Income 
Tax  if  he  foresaw  quite  clearly  that  the  result  of  that 
would  be  to  improve  trade,  and  therefore  increase  the 
total  yield  of  the  Income  Tax? — If  he  could  make  a 
remission  of  taxation  which  would  increase  the  rate 
of  the  yield,  yes. 

8167.  But  presumably  he  does  not  feel  that  con- 
fidence, and  I wondered  if  you  did? — I am  afraid  I 
do  not  at  the  present  moment. 

8168.  Mr.  Bowen : You  would  agree,  therefore, 

that  it  does  not  help  us  very  much  to  talk  about  a 
reduction  of  taxation  with  our  present  heavy  debts 
to  pay,  both  at  home  and  abroad? — 1 feel  this:  I 
have  not  heard,  and  I think  the  Chancellor  of  the 
Exchequer  has  admitted  as  much,  that  there  has  been 
any  thorough  and  systematic  enquiry  into  the  ex- 
penditure of  the  country  through  each  Government 
Department.  I am  of  opinion  that  certain  economies 
might  be  made,  and  I am  hopeful  that  before  the 
next  Budget  the  Treasury  will  have  completed  their 
enquiry'  into  the  whole  of  the  Government  Depart- 
ments and  see  where  they  can  cut  down  expenditure. 

8169.  Supposing  yoit  did  that,  how  much  do  you 
think  the  country  could  save  by  cutting  down  ad- 
ministration expenses? — Well,  Mr.  Churchill  talks 
about  £10,900,000. 

8170.  What  will  it  avail  us  if  we  save  £10,000,000 
on  the  Civil  Services? — I think  myself  that  we  think 
in  too  big  figures.  One  should  approach  the  finances 
of  the  nation  from  the  analogy  of  an  individual.  If 
an  individual  is  spending  too  much  he  tries  to  see 
where  he  can  effect  economy.  A business  man  does 
that,  and  why  should  not  a nation  overhaul  its  house- 
keeping accounts  and  see  whether  economies  can  be 
made  ? 

8171.  Assuming  that  we  are  going  to  save 
£16,000,000,  which  I very  much  doubt  personally,  it 
does  not,  give  this  Committee  very  much  help.  If 
you  reduce  taxation  we  cannot  look  round  to  see 
where  we  can  find  the  money  to  meet  the  debts  of 
the  nation.  You  say  in  your  next  paragraph  “ by 
the  exercise  of  the  most  rigid  economy.” — Consis- 
tent with  national  efficiency  and  security.  I feel,  ol 
course,  as  we  go  on  to  say  there,  that  savings  of 
interest  can  be  effected  by  conversion  schemes  if  the 
times  are  favourable ; we  have  done  something  in  that 
way  already. 

8172.  You  would  include  in  that  War  Loan,  I sup- 
pose ? — I include  in  that  everything  in  the  way  of 
Government  issues.  After  all,  the  Government  have 
their  opportunity  in  regard  to  the  5 per  cent.  War 
Stock  in  1929.  They  have  an  opportunity  then  of 
saying:  “Will  you  be  repaid,  or  will  you  take  a 
lower  rate  of  interest?  ” I say  that  is  absolutely 
legitimate  on  the  part  of  the  Government.  They 
have  issued  the  loan  for  a certain  number  of  years; 
they  have  the  right  of  redemption  when  it  comes  to 
a certain  date;  and  they  have  the  right  to  say  to 
me,  and  to  everybody  else,  “ We  will  either  pay  you 
off  or  you  must  take  less  interest  ” ; that  is  one  of 
the  ways  in  which  I think  the  Government  ought  to 
deal  with  the  matter, 

8173.  That  is  four  years  hence? — Yes. 

8174.  What  can  be  done  between  now  and  then  ? — • 

I cannot  make  suggestions  myself  beyond  saying  that 
the  business  of  the  country  should  be  conducted  on 
the  most  economical  lines  possible,  and  we  must  not 
embark  on  new  schemes  unless  we  have  got  the 
money  to  finance  them. 

8175.  Would  you  include  expenditure  on  arma- 
ments in  that? — Subject  to  the  security  and  safety 
of  the  country,  yes.  I put  the  safety  of  my  couutrv 
first. 

8176.  Chairman  : Will  you  continue  reading  your 
answer? — I think  I can  continue  at  paragraph  7. 
(Paragraphs  7 to  9 read.) 


8177.  Mr.  Bowen : You  are  representing  the 
Chambers  of  Commerce,  and  I think  one  might  look 
to  the  Chambers  for  guidance  on  the  question  of 
prices.  If  I read  tbis  accurately,  it  is  that  you 
cannot  see  any  possibility  of  the  lowering  of  prices 
generally ; there  can  be  no  relief  looked  for  in  that 
direction? — Well,  I am  afraid  the  present  outlook 
does  not  give  ground  for  any  great  optimism  in 
regard  to  the  general  level  of  prices,  having  regard 
to  the  cost  of  production. 

8178.  Do  you  think  this  question  of  the  price  level 
is  closely  connected  with  taxation  or  with  its  indirect 
effect? — Taxes  certainly  do  contribute  towards  higher 
prices.  A.s  I said  when  I was  here  before,  taxation 
is  not  an  integral  part  of  cost.  At  the  same  time, 
people  who  are  in  trade  have  to  look  for  a certain 
return  on  their  money.  The  minds  of  people  who 
are  .dealing  must  be  influenced  by  the  desire  to  get  a 
return  which  will  in  some  way  correspond  with  their 
necessities. 

8179.  If  it  is  consciously  the  fact,  or  if  it  uncon- 
sciously the  fact,  that  taxation  is  passed  on  into 
prices,  what  complaint  have  the  Chambers  got  against 
high  taxation? — Because  the  whole  thing  together 
increases  the  level  of  prices,  and  in  that  way  it 
decreases  the  demand.  Then  when  you  come  to  our 
foreign  trade  we  get  beaten  in  the  world’s  markets; 
we  cannot  compete. 

8180.  Mr.  Plichens : I see  you  suggest  that  any 
improvement  in  prosperity  there  may  he  will  probably 
accrue  to  the  workers.  It  has  been  suggested  to  us 
by  another  witness,  who  is  an  expert,  that  it  is  ex- 
tremely doubtful  if  in  the  long  run  the  wage-earners 
can  secure  permanently  any  increased  proportion  of 
the  national  income? — Well,  I would  not  agree  with 
that  view  myself.  I think,  if  you  will  go  through  the 
years  since  the  War  when  there  was  an  improvement 
in  trade,  you  will  see  that  the  workers  secured  their 
share  as  long  as  other  people  secured  it.  Of  course, 
prices  mounted  up,  and  then  there  was  a terrific 
slump  which  has  affected  everybody. 

8181.  Do  you  hold  the  view  that  in  the  long  run 
capital  demands  a certain  reward,  or  it  is  not  forth- 
c om  i n g ? — I ag  ree . 

8182.  Therefore,  that  has  to  be,  so  to  speak,  a 
definite  charge,  upon  industry,  has  it  not? — That  is 
so,  otherwise  you  will  not  raise  the  capital. 

8183.  So  that  if  there  were  an  improvement  it 
might  conceivably  have  to  go  to  the  reward  of  capital 
and  not  to  the  worker  at  all? — I think  there  is  a 
more  reasonable  view  coming  over  us  altogether.  We 
are  more  and  more  inclined  to  sit  down  and  discuss 
what  reward  should  go  to  capital  and  what  reward 
should  go  to  labour.  I am  very  hopeful  that  we  shall 
proceed  along  those  lines,  otherwise  I am  afraid  the 
return  to  prosperity  will  be  long  delayed. 

8184.  You  take  the  view,  perhaps,  that  if  you 
look  at  the  thing  over  a long  period  of  years,  on  the 
whole  the  standard  of  the  working  man  in  this 
country  has  improved  ? — Well,  it  has  improved  enor- 
mously since  I was  a hoy,  and  I am  very  glad  of  it. 

8186.  Chairman:  Now  will  you  deal  with  your 
answer  to  Question  2?  ( Paragraphs  10  to  14  read.) 

8186.  Mr.  Bowen  : Do  you  think  the  Income  Tax 
could  be  so  varied  in  cases  of  brain  capital  as  to  make 
equitable  any  Capital  Levy? — No,  I do  not.  I think 
the  Income  Tax,  taking  it  all  round,  is  the  best 
direct  tax  which  can  he  levied.  The  professional 
man  who  is  earning  a big  income  pays  a tax  on  his 
earnings  for  the  year,  and  in  that  way  it  brings  him 
somewhat  into  line  . with  the  trader  who  makes  his 
income  out  of  production,  or  buying  and  selling. 

8187.  Perhaps  I did  not  make  my  question  clear. 
You  say  here  that  it  is  impossible  to  tax  “ brain 
capital  ”;  assume  that  we  have  a levy,  do  you  think 
“ brain  capital  ” could  be  taxed  by  some  form  of 
additional  Income  Tax  on  such  persons? — No,  I do 
not.  Putting  myself  forward  as  perhaps  a repre- 
sentative of  a class,  if  you  put  an  additional  Income 
Tax  upon  me,  I do  not  know  whether  you  would 
make  me  more  keen  to  earn  money  for  the  benefit  of 
the  State.  I think  if  you  put  an  additional  tax 
upon  the  earnings  of  my  brain  I should  devote  a little 
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more  time  to  public  affairs  and  a little  less  to  my 
own  business. 

8188.  Would  you  really? — Yes.  I feel  even  now 
that  the  tax  ou  the  professional  man  is  a very  heavy 
strain,  but  I do  not  object,  because  I do  not  think 
that  I am  being  treated  inequitably  as  compared 
with  other  taxpayers,  but  if  you  try  to  treat  me  in  a 
manner  which  I consider  to  be  inequitable,  then  I 
shall  resent  it. 

8189.  I am  trying  to  get  at  the  point  of  treating 
you  equitably  with  the  taxpayers  who  would  pay 
under  a Capital  Levy? — As  I object  to  the  Capital 
Levy,  I object  to  anything  that  corresponds  to  a 
Capital  Levy. 

8190.  Mr.  Hichens  : On  the  whole  you  are  satisfied 
with  the  existing  scale  of  graduation,  are  you? — I 
am.  Knowing  I wae  coming  here,  I tried  to  think 
whether  I could  euggest  to  the  Committee  any  other 
form  of  taxation  which  should  take  the  place  of  the 
Income  Tax.  I cannot.  I think  with  the  existing 
scale  of  graduation  the  Income  Tax  is  a fair  tax.  It 
is  a good  tax,  because  one  pays  it  out  of  one's 
profits.  Of  course,  if  it  is  a very  high  tax  it  operates 
against  building  up  reserves,  but,  on  the  other 
hand,  it  hite  a spendthrift  too,  because  the  man  who 
spends  his  money  has  still  got  to  provide  his  annual 
taxation,  and  in  that  respect  it  is  a good  tax.  But 
when  you  come  to  the  Capital  Levy  you  let  the 
spendthrift  go  and  you  tax  the  thrifty. 

8191.  Supposing  you  had  a Capital  Levy,  and  the 
rate  of  Income  Tax  was  subsequently  reduced,  then 
the  man  with  a high  income  but  no  capital  would 
benefit  at  the  expense  of  the  man  with  considerable 
capital  but  no  other  sources  of  income;  that  would 
be  so,  would  it  not? — If  the  Capital  Levy  could  be 
carried  out  and  the  result  was  such  that  money 
could  be  used  for  reduction  of  Income  Tax,  then  I 
think  that  assumption  would  be  correct. 

8192.  And  the  question  is  whether  there  is  any 
way  in  which  that  inequality  could  be  adjusted  by 
adding  to  the  Income  Tax  of  the  man  who  has  a big 
income  but  no  capital  ? — I 'want  to  learn  first  what  is 
going  to  be  done  with  the  Capital  Levy  when  it  is 
obtained  and  how  it  is  going  to  be  used  so  as  to  pro- 
tect the  Income  Tax-payer.  I have  never  been  able 
in  my  own  mind  to  work  out  any,  what  I call,  water- 
tight scheme  by  which  he  will  be  protected  at  all. 
Under  the  constitution  of  our  country  one  Parlia- 
ment cannot  bind  another. 

8193.  Of  course,  my  question  was  based  on  the 
assumption  that  any  saving  that  was  made  would 
actually  go  in  reduction  of  Income  Tax,  and  if  that 
did  happen,  then,  as  you  can  see,  the  man  with  a 
large  capital  would  be  more  heavily  taxed  on  the 
whole  than  the  man  with  a large  income.  The  man 
with  a large  income  would  benefit  by  the  reduction  in 
Income  Tax  and  would  have  contributed  nothing 
to  the  Capital  Levy,  and  I was  wondering  whether 
you  could  see  any  way  of  adjusting  that  difficulty? — 
One  must  consider  how  the  income  is  derived.  There 
is  the  question  that  Mr.  Bowen  put  to  me  with  re- 
gard to  the  professional  man.  The  professional  man 
should  be  dealt  with  rather  tenderly  for  this  reason  : 
directly  illness  comes  upon  ihim  his  earnings  cease, 
with  very  few  exceptions.  Take  a man  in  leading 
practice,  at  the  Bar;  his  earnings  are  entirely  depen- 
dent upon  his  health.  In  the  case  of  the  average 
professional  man,  when  he  is  away  from  his  work 
there  is  no  machinery  in  operation  to  provide  him 
with  hiis  income.  When  he  is  away  from  his  work 
his  income  stops.  It  is  due  simply  and  solely  to  his 
own  personality.  I think  when  you  begin  to  talk 
about  putting  a special  tax  on  him  it  wants  a very 
great  deal  of  thinking  about. 

8194.  Mr.  Hell : Yet  you  say  it  is  obviously  in- 
equitable that  he  should  not  contribute? — I am 
referring  to  the  Capital  Levy.  What  I am  trying 
to  point  out  is  that  if  you  have  a Capital  Levy  you 
must  discriminate  between  one  class  of  His  Majesty’s 
subjects  and  another,  and  I do  not  believe  in  any 
taxation  which  discriminates  at  all  except  in  regard 
to  one  thing  ability  to  pay.  I think  the  graduation 
of  the  Income  Tax  respects  that  principle, 


S195.  But  given  a Capital  Levy  you  think  it  would 
be  inequitable  inasmuch  as  it  does  not  fall  on  pro- 
fessional men?— I simply  say  it  is  inequitable.  1 am 
trying  to  represent  the  views  of  the  Chambers  of 
Commerce  who  perhaps  have  not  got  the  same  tender- 
ness  towards  the  professional  man  as  I have  myself. 
( Paragraphs  15  to  17  read.) 

8196.  Mr.  Bowen : Would  not  the  reduction  of  the 
exemption  limit  to  £1,000  accentuate  the  difficulty 
that  is  in  your  own  mind,  that  it  would  be  a burden 
on  people  which  they  could  not  afford? — I agree.  In 
dealing  with  this  matter  one  is  struggling  with  two 
sets  of  opin-'ons.  One’s  own,  and,  out  of  respect  to 
the  Committee,  one  is  trying  to  answer  the  questions. 
The  questions  are  based  on  assumptions.  What 
I feel  in  my  own  mind  is  that  for  Parliament  to 
pass  any  law  by  which  a tax  should  be  put  on  a 
small  section  of  the  community  would  be  wrong. 

8197.  Mr.  Hichens : What  about  the  Death 

Duties  ? (Mr.  Bell ) : They  go  down  to  £400,  do  they 
not? — (Witness) : I forget  the  lowest  figure.  Under 
£500  there  is  some  small  amount,  but  I do  not  think 
it  is  worth  talking  about. 

8198.  Mr.  Bell : If  the  gross  value  exceeds  £300, 
and  does  not  exceed  £500,  a duty  of  50s.  Od.  may  he 
paid;  that  is  a £500  exemption  practically? — With 
regard  to  the  Death  Duties,  they  have  been  on  for 
many  years,  but  I regard  them  as  a tax  on  capital. 
There  is  a distinction  between  the  Death  Duties  and 
the  Capital  Levy.  The  taxpayer  has  done  with  his 
property  and  the  State  requires  the  duties  to  be 
paid  before  it  passes  into  the  possession  of  other 
people.  To  my  mind,  there  is  a limit  even  to  the 
Death  Duties.  Sir  William  Harcourt  put  them  on, 
I forget  how  many  years  ago,  but  I think  the  limit 
he  contemplated  has  been  passed.  If  I may  respect- 
fully say  so,  I strongly  object  to  the  extension  of 
the  Death  Duties  which  Parliament  has  just  ordered; 
I think  it  will  lead  to  a good  many  evils.  If  I may 
quote  from  my  own  experience,  and  this  helps  one 
in  considering  the  Capital  Levy,  I have  got  clients 
at  the  present  moment  who  have  inherited  between 
them  the  whole  of  the  shares  of  a private  limited 
company,  but  they  have  no  liquid  funds  out  of  which 
to  pay  the  necessary  duties.  Their  interests  in  the 
limited  company  have  been  valued  by  the  Inland 
Revenue  on  the  basis  of  its  earning  power.  The 
assets  are  all  locked  up,  and  my  clients  are  in  great 
straits  as  to  how  to  find  the  money  to  pay  the  duties. 
There  are  not  sufficient  liquid  assets  to  enable  them 
to  do  it.  The  result  is  that  they  have  had  to  borrow 
the  money  from  their  bankers  and  they  are  carrying 
on  business  under  considerable  difficulties. 


3199.  Reverting  to  your  point  that  a Capital  Levy 
on  a comparatively  small  number  of  people  is  in- 
equitable, if  I am  correct  in  re-stating  something 
I have  read,  that  nine-tenths  of  the  wealth  of  the 
country  is  in  the  hands  of  one-tenth  of  the  people, 
would  you  regard  it  as  inequitable  that  those  people 
who  hold  the  wealth  should  be  required  to  pay  a tax 
in  some  proportion? — Yes;  because  when  you  talk  to 
me  about  the  wealth  of  the  country  I shall  want  to 
know  what  are  the  obligations  of  the  owners  of  that 
wealth.  You  will,  of  course,  remember  that  I am 
representing  here  business  people;  I am  not  repre- 
senting people  who  appear  to  have  a superfluity  of 
wealth  and  flaunt  it  about;  I have  no  interest  in 
them  at  all.  Representing  solid  trade  and  business 
interests,  I know  what  this  so-called  wealth — 1 
expressly  say  so-called  wealth — consists  of.  It  is 
locked  up  in  various  undertakings;  very  often  you 
cannot  realise  it.  That  is  one  of  the  reasons  why 
we  have  a great  growth  of  limited  liability.  In  the 
old  days  a man  would  leave  his  property  to  be  dis- 
tributed amongst  his  family;  when  a business  man 
dies  to-day  his  property  cannot  be  distributed  among 
his  family  because,  in  most  cases,  it  is  not  capable 
of  distribution;  the  consequence  is  that  businesses 


mm  nmireu  liaDinty  companies  anu  wre 
testator  bequeaths  the  shares,  and  the  shares  have 
to  be  taken  over  with  all  the  consequences  attaching 
to  them.  As  I have  pointed  out,  these  shares  are 
yalned  by  the  Inland  Revenue,  and  the  difficulty 
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very  often  is  to  find  liquid  assets  in  order  to  pay 
the  duties. 

8200.  Even  allowing  for  that  difficulty,  which  is 
not  the  whole  case,  you  will  admit,  of  course,  that 
during  the  War  a comparatively  small  number  of 
people,  according  to  official  figures,  added,  materially 
to  their  wealth? — Yes;  I remember  all  that. 

8201.  What  inequity  is  there  in  asking  those  people 
now  to  pay  a higher  tax  to  get  us  out  of  debt? — 
I am  afraid  there  is  no  clue;  you  cannot  trace  that 
War  wealth.  1 think  we  must  get  rid  of  the  war 
aspect  of  the  matter.  There  were  a certain  number 
of  people  who  did  make  money  out  of  the  War,  and 
I am  glad  to  say  a greater  number  still  made  great 
sacrifices  in  the  War.  It  is  too  late  in  the  day. 
I gave  evidence  on  the  taxation  of  the  increases  of 
War  wealth  as  far  back  as  1919  before  a House 
of  Commons  Committee.  If  that  question  was  to  be 
dealt  with  it  should  have  been  dealt  with  at  the 
time;  there  has  been  a big  redistribution  since  then. 
1 am  afraid  we  are  pursuing  the  impossible  in  trying 
to  trace  back  to  those  people  who  made  money  out 
of  the  War. 

8202.  Mr.  ILichens  : Is  it  much  worse  to  have  made 
money  cut  oi  the  War,  or  to  have  made  money  out 
of  the  circumstances  arising  immediately  after  the 
V ar,  do  you  think? — Not  if  it  was  legitimately  made. 
Of  course,  it  all  depends;  I do  not  like  a man  who 
is  a profiteer  either  in  war  or  in  peace. 

8203.  That  is  the  point  I am  on? — Personally,  I 
have  no  use  for  him  anyway.  It  is  all  a question 
of  selfishness  or  unselfishness,  trading  fairly  and 
squarely,  or  trying  to  get  the  utmost  you  can  out  of 
your  neighbour. 

8204.  My  point  is  this  : Is  it  not  rather  .difficult 
to  diflerentiate  between  a man  who  quite  legitimately 
according  to  the  law,  makes  a profit  during  the  War 
and  a man  who  makes  a profit  immediately  after  the 
War ; why  should  either  be  condemned,  or  why  should 
one  be  condemned  more  than  the  other?— I think 
there  was  some  distinction,  and  the  Government  of 
the  day  tried  to  meet  it  by  means  of  the  Excess 
Profits  Duty. 

8205.  Which  continued  after  the  War? — Yes. 

8206.  For  a similar  reason  ?— Which  I think  con- 
tinued too  long  for  the  purposes  of  the  Exchequer. 
If  I might  just  enlarge  on  this  point,  I think  if  you 
look  at  the  history  of  the  Excess  Profits  Duty  it 
illustrates  very  forcibly  the  point  I am  trying,  to 
the  best  of  my  knowledge,  to  put  before  the  Com- 
mittee. It  was  kept  on  with  the  result  that  for 
the  last  two  or  three  years  the  Exchequer  has  had 
to  pay  back  more  than  it  has  received.  I believe 
There  was  a very  small  credit  balance  this  past  year, 
hut  the  year  before  there  was  rather  a lamentable 
deficiency. 

8207.  Mrs.  Wootton:  You  say,  in  paragraph  22: 

To  the  extent  to  which  the  annual  saving  .in  expen- 
diture was  not  applied  to  the  reduction  of  the  debt, 
nn.y  advantage  gained  by  the  Capital  Devy  would, 
to  a large  extent,  be  nullified  ” ; would  you  develop 
that  P— -It  is  claimed  that  the  main  advantages  to 
be  gained  by  the  Capital  Levy  are  that  it  will 
i educe  debt  and  thereby  decrease  the  annual  charge 
for  interest.  The  reduction  of  the  annual  charge  for 
interest  would  be  of  advantage,  but  if  the  amount 
of  interest  so  saved  is  not  applied  toward  the  further 
leduction  of  the  debt  or  to  a reduction  of  taxation, 
the.  advantage  of  the  Capital  Levy  as  regards  the 
saving  of  annual  interest  will  he 'nullified  to  the 
extent  to  which  the  interest  saved  is  not  applied  to 
such  purposes,  but  used  in  connection  with  current  . 
expenditure  for  ordinary  Government  expenditure 
or  lor  Government  expenditure  in  new  directions. 
paragraph  23  read.) 

8208.  Mr.  Bowen-.  How  would  it  be  difficult  to 
Provide  for  the  proceeds  of  a levy  to  be  applied  solely 

TTllP  a ledllction  0011 M he  embodied  in  a 

mi?— As  I understand  the  constitution  of  our 
country,  one  Parliament  cannot  bind  another. 

8^09.  But  if  this  Parliament  were  by  some  circum- 
stances to  commit  themselves  to  the 'principle  of  a 
capital  Levy  and  decide  upon  that  in  the  form  of 


a Bill,  as  I presume  would  have  to  be  done,  they 
would  or  could  take  powers  in  the  Bill  to  apply 
this  to  the  reduction  of  debt?— I agree  they  could 
do  it. 

8210.  Do  you  not  think  in  all  the  circumstances 
the  chances  of  carrying  a Capital  Levy  without  doing 
so  are  very  remote?— I agree.  They  would  have  to 
do  so.  They  would  apply  it,  I presume,  in  the 
Finance  Bill  for  the  year.  They  would  raise  this 
sum  of  money  for  the  .purpose  of  applying  it  to  the 
reduction  of  debt.  Then  we  will  assume  at  some 
time  or  another  that  Government  and  Parliament 
are  replaced.  There  is  nothing  to  prevent  the  new 
Parliament  and  Government  raising  another  big  debt. 
(Mr.  Bowen) : That  is  a different  point  altogether. 

8211.  Sir  William  McIAntoch : There  is  another 
point.  Supposing  the  Capital  Levy  were  imposed  by 
an  Act  of  Parliament  to-day,  it  might  take  probably 
ten  years  before  we  collected  it.  Is  your  fear  that 
during  that  ten  years  somebody  might  intercept  the 
funds  and  apply  them  to  a different  purpose  ? — Yes, 
I think  there  is  a paragraph  later  on  as  to  how  the 
Capital  Levy  should  he  collected,  and  perhaps  I may 
refer  to  it  then.  ( Paragraphs  24  to  26  read.) 

8212.  Mr.  Bowen : There  is  one  point  I would  like 
you  to  amplify,  and  that  is  the  suggestion  that  certain 
cases  of  individual  hardship  might  in  some  degree 
be  modified;  what  modifications  had  you  in  mind? — 
You  might  modify  it  in  the  way  the  levy  is  collected. 

8213.  Do  you  mean  by  giving  more  time  for  pay- 
ment?— By  giving  more  time  for  payment,  or  the 
manner  of  payment,  but  the  manner  of  payment  is 
limited,  because  unless  cash,  or  the  equivalent  of 
cash,  is  collected  in  the  year,  how  is  it  going  to 
benefit  the  country? 

8214.  Sir  William  McIAntoch : Do  you  suggest 

extending  the  enquiry  into  hardship  to  ascertain 
how  the  individual  amassed  capital,  whether  by 
careful  saving,  or  whether  .by  abnormal  earnings  ? — 
I should  not  like  to  be  on  the  Commission  of  Inquiry. 
( Paragraphs  27  to  36  read.) 

8215.  Mr.  Bell : Is  not  your  illustration  in  para- 
graph 36  an  instance  of  the  gross  injustice  that 
would  be  done  by  a Capital  Levy? — I thought  it 
was  a simple  instance  and  an  effective  one. 

8216.  Mr.  Bowen : That  would  apply  to  Death 

Duties,  too,  would  it  not? — I do  not  think  it  applies 
to  the  same  extent,  but  of  course  I have  to  accept 
Death  Duties  as  part  of  the  recognised  law  of  Hie 
land. 

8217.  We  are  all  trying  to  be  constitutional,  even 
with  regard  to  Capital  Levy? — But  the  Capital  Levy 
is  not  part  of  the  law  of  the  land,  therefore  I am 
more  free  to  argue  against  it;  hut  the  Death  Duties 
have  been  in  existence  a long  number  of  years.  1 
have  already  said  that  I think  they  have  gone  beyond 
What,  to  my  mind,  is  really  legitimate,  using  that 
term  in  a wider  sense  than  referring  to  the  mere 
Act  of  Parliament. 

8218.  Mr.  Hichens  : Do  you  regard  it  as  an  injus- 
tice that  a man  should  pay  Income  Tax  on  the 
interest  on  capital  that  he  has  saved  by  the  sweat 
of  liie  brow? — I hardly  think  I can  go  so  far  as  that. 
Although  a person  of  very  moderate  means,  I should 
not  think  it  right  that  I should  be  exempt  from 
taxation  on  the  income  which  my  savings  produced. 

8219.  Because,  after  all,  you  can  only  tax  the 
wealth  which  exists,  and  it  is  a measure  of  a man’s 
capacity  to  pay? — Yes. 

8220.  Does  not  that  same  argument  apply  to  the 
taxation  of  the  capital  itself  ? If  it  is  not  inequit- 
able to  tax  income  derived  from  the  capital,  why 
should  it  necessarily  be  inequitable  to  tax  the  capital 
from  which  the  income  is  derived  ? — I think  we  answer 
that  in  paragraph  29  : “ The  Capital  Levy  deprives 
a taxpayer  for  all  time  of  a large  portion  of  his 
capital  which  in  most  cases  represents  savings,  self- 
denial  and  provision  for  old  age,  or  for  dependants, 
and  it  deprives  the  taxpayer,  not  only  of  a portion 
of  his  savings,  but  also  of  the  income  thereon.”  Theji 
we  go  on  to  gay  that  Income  Tax  is  not  inequitable 
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as  between  one  taxpayer  and  another  I think  some- 
body said  that  a Capital  Levy  would  take  away  the 
seed  as  well  as  the  harvest. 

8221.  Would  you  endorse  that  statement?— I think 

I would. 

8222.  What  does  it  do  with  the  seed,  even  it  it 
takes  it  away;  does  it  put  it  into  a coffer  and  buiy 
it  in  the  ground  so  that  it  shall  never  be  used  again, 
or  dees  it  merely  transfer  it  to  somebody  else  who 
may  us©  it  equally  advantageously  ?— It  goes  to  the 
State. 

8223.  But  the  State  does  not  keep  it  in  a box: 
The  State  does  not  keep  it.  Of  course  the  State  has 
to  collect  it  first.  When  it  conies  to  be  worked  out 
I do  not  think  the  State  will  be  able  to  colleqt  it 
in  the  way  that  the  advocates  of  the  Capital  Levy 
think  it  will.  I am  arguing  against  the  injustice 
to  individuals  who  are  entitled  to  the  protection  ol 
the  State,  and  pointing  out  the  dislocation  of  indivi- 
dual businesses  and  the  general  upset  of  the  wiiole 
community  business. 

8224  Chairman : The  seed  may  be  sown  on  stony 
o-round.  (Mr.  Hichens)  : It  may;  or,  on  the  other 
hand  it  may  be  taken  from  stony  ground  and  put 
on  more  fertile  soil.  (Mr.  Dell) : It  is  going  to  be 
burned.  (Mr.  Hichens)  : There  is  no  burning  that 
I can  see  in  taking  £100  from  A and  transfei  i ing  it 
to  B in  repayment  of  his  loan.  The  wealth  still 
exists : it  is  merely  transferred  from  one  individual 
to  the  other.  I can  understand  that  the  second  indi 
vidual  might  not  use  it  as  efficiently  as  the  first 
(Mr.  Bell) : If  I have  £1,000  in  War  Loan  which  1 
pay  to  the  Government  and  they  tear  it  up,  is  not 
the  seed  destroyed.  Is  it  right  to  say  it  is  used  by 
somebody  else?— (Witness) : If  you  pay  the  Govern- 
ment £1,000  in  War  Loan  they  , cancel  that. 

8225.  Mr.  Bell:  Yes;  that  seed  is  destroyed.  (Mr. 
Hichens):  Is  there  lees  wealth  in  the  country?  Are 
there  fewer  houses;  are  there  fewer  cinema  shows, 
theatres,  or  factories? — (Witness):  If  I may  follow 
that,  in  that  way  the  country’s  liability  is  reduced 
by  that  £1,000. 


8226.  Mr.  Hichens : Might  it  not  be  that,  while 
the  individual’s  wealth  was  reduced  by  £1,000  by 
such  a transaction,  the  credit  of  the  community  and 
of.  the  Government  would  be  pro  tanto  increased  by 
that  same  £1,000 ; what  the  individual  lost,  the  State 
would  gain.  Is  not  that  so? — The  liability  of  the 
country  would  be  reduced  by  the  amount  that 


Mr.  Bell  surrendered. 

8227.  Exactly;  so  there  would  be  no  destruction  of 
wealth? — That  is  so. 

-8228.  Mr.  Bell:  If  the  State  took  everything 

belonging  to  everybody  there  would  be  no  destruction 
of  wealth? — There  would  be  no  destruction  of  wealth, 
but  there  would  be  the  destruction  of  the  means  of 


credit. 

8229.  Mr.  Hichens:  To  the  individual? — If  Mr. 
Bell  had  £1,000  of  War  Stock  it  is  an  instrument  of 
credit  that  he  can  use  for  the  production,  might  I 
say,  of  more  wealth. 

8230.  Mr.  Bowen:  But  surely  if  the  State  were 
able  to  repay  £3,000,000,000  of  debt,  putting  it  at 
its  outside  figure,  its  credit  is  going  to  be  increased 
correspondingly? — I am  not  so  sure  of  that.  I think 
you  will  so  shake  the  confidence  of  the  world  in  this 
country  that  the  credit  of  the  State  would  go  down. 


8231.  Mr.  Hichens:  The  question  is  whether,  on 
the  whole,  the  good  to  the  community  by  taking  that 
£1,000  from  an  individual  does  not  more  than  com- 
pensate for  the  loss  to  the  individual.  I have  never 
heard  anybody  suggest  yet  that  to  take  £1,000  from 
an  individual  i6  not  unpleasant  for  that  individual? 
— I do  not  agree,  and  I will  tell  you  why.  Suppos- 
ing I have  £1,000  War  Stock  in  my  possession,  I 
can  go  down  to  the  Bank  of  England  and  raise 
money  on  it  and  trade  with  it.  If  you  take  my 
£1,000  right  away  I have  not  got  anything  upon 
which  I can  raise  credit. 

8232.  Yes,  quite. — Therefore,  you  have  deprived 
mo  of  something  which  is  of  use  to  me  in  my  daily 
life  as  a business  man. 


8233.  But  you  have,  pro  tanto,  increased  the  credit 
of  the  State.  The  question  is  : which  is  the  better 
thing  to  do.  That  is  the  point,  is  it  not — not  whether 
you  have  destroyed  a certain  amount  of  wealth  or 
not,  but  whether  you  suffer  by  that  particular 
transfer  of  wealth  ? — I do  not  think  I used  the  word 
“ destroyed  ” ; I have  not  touched  upon  the  question 
of  destruction.  My  argument  is  that  you  should  not 
come  down  upon  3-10,000  people  to  find  a sum  of 
money  which  is  beyond  their  capacity  and  which  will 
impoverish  them,  but  which  will  not  advantage  the 
State  to  anything  like  the  extent  that  the  advocates 
of  a Capital  Levy  think. 

8234.  As  a matter  of  fact,  the  great  bulk  of  Incomu 
Tax  and  Super-tax  is  paid  by  some  340,000  persons, 
is  it  not? — That  is  so. 

8235.  So  that  the  argument  applies  equally  to  the 
Income  Tax? — The  number  of  Income  Tax  payers, 

I think,  exceeds  2,000,000. 

8236.  These  are  the  figures  for  1919-20,  and  they 
say  that  out  of  £326,000,000  Income  Tax  and  Super- 
tax paid  by  individuals,  about  £280,000,000  was  paid 
by  the  top  340,000  persons.  I am  merely  pointing 
out  that  the  great  aggregate  of  the  money  comes 
from  the  people  at  the  top.  In  1919-20  there  were 
3,900,000  people  chargeable  to  tax;  the  present 
number  is  about  2,500,000. — If  you  take  something 
out  of  my  annual  income  I have  that  less  in  income. 
If  I have  not  got  the  income  I do  not  pay  the 
tax.  but  if  you  take  away  my  savings  that  is  quite 
another  matter. 

8237.  If  you  have  not  got  the  capital  you  do  not 
pay  the  Capital  Levy? — I may  have  the  capital,  but 
it  may  not  be  in  a realisable  form  which  you  can 
take.  (Paragraph  37  read.) 

8238.  One  general  question  upon  that  paragraph. 

I can  understand  a tax  which  is  based  on  a capacity 
to  pay,  hut  personally  I find  it  difficult  to  understand 
a tax  which  is  based  upon  the  manner  in  which  the 
fortune  has  been  amassed.  It  seems  to  me  that  that 
involves  an  inquisition  of  a moral  character  into  the 
mode  in  which  people  do  their  business,  which,  for 
taxation  purpose?,  might  prove  wholly  unworkable. 

1 should  like  to  know  your  view  on  that  point.  Can 
you  set  up  a moral  inquisition  for  taxation  purposes? 
— No,  certainly  not,  and  the  Income  Tax  does  not. 
The  Income  Tax  assesses  everybody  on  his  profits. 
Of  course,  this  other  question  has  been  introduced 
through  that  Committee  which  was  set  up  in  the 
House  of  Commons  to  inquire  into  the  taxation  of 
war-time  increases  of  wealth,  and,  possibly,  if  it  had 
not  been  for  that  we  should  not  have  heard  of  it. 

I do  not  think  you  can  set  up  any  inquiry  with  any 
advantage — certainly  it  would  not  he  revenue  pro- 
ducing, whatever  else  it  might  he — to  examine  the 
way  in  which  each  person  has  made  liis  money;  in 
fact  one  is  talking  about  the  impossible.  (Paragraphs 
38  to  43  read.) 

8239.  Mr.  Bowen  : Do  you  think  trade  could  he 
depressed  by  a Capital  Levy  more  than  it  is  to-day 
without  a levy? — Well,  it  is  bad.  I think  we  may 
exaggerate  the  badness,  but  you  are  opening  up  a 
question  which  is  too  large  for  me  to  argue  here. 
I feel  that  we  have  all  got  to  co-operate  in  order 
to  try  and  get  trade  better. 

8240.  Mr.  Bell : Obviously,  it  would  he  worse  if 
the  proportion  of  unemployed,  instead  of  being  11 
per  cent.,  was  20  per  cent.  ? — Exactly.  What  I think 
is  that  to  change  the  basis  of  our  taxation  at  this 
present  time  is  to  he  throwing  us  into  the  melting- 
pot  again.  (Paragraph  44  read.) 

8241.  Mr.  Hichens  : How  would  a levy  reduce  the 
amount  of  capital  available?  Supposing,  f°r 
example,  I have  £1,000  to  pay  under  the  levy.  I 
pay  it  and  I lose  that  amount  of  capital,  hut  it  is 
paid  over  or  transferred  to  somebody  else. — Yes,  it 
is  transferred  to  the  Government. 

8242.  It  is  transferred  to  the  Government,  who 
transfer  it  to  you  in  payment  for  your  War  Loan; 
therefore  it  is  merely  a transfer,  is  it  not?  Yes, 
hut  they  may  not  transfer  it  to  me ; they  may  transfer 
it  abroad.  I should  think  a very  large  sum  of  money 
is  invested  by  foreigners  in  British  funds,  and  that 
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money  would  have  to  be  exported  into  the  pockets 
of  the  people  who  have  got  the  securities,  wherever 
they  may  be. 

8243.  Those  people,  of  course,  might,  if  they  wished, 
re-invest  it  in  this  country.  If  they  did  not  want  to 
have  money  in  this  country,  there  is  nothing  to 
prevent  them  selling  the  War  Loan  now? — No. 

8244.  Chairman : Is  the  point  of  that  answer  that 
the  transfer  might  alter  the  productivity  of  the 
£1,000  by  taking  it  from  the  hands  of  a capable 
trader  and  putting  it  into  other  channels?  (Mr. 
Hichens ) : That  is  not  what  this  answer  says,  but  it 
may  be  the  point.  I am  merely  taking  the  thing 
as  it  stands  here.  I do  not  quite  see  how  a Capital 
Levy  is  going  to  reduce  the  amount  of  capital  avail- 
able foi  industrial  investment.  Theoretically,  it 
might  reduce  the  productivity  of  capital,  but  that  is 
a different  point.  Supposing  I have  to  find  £1,000 
as  my  share  of  the  Capital  Levy,  supposing  that 
£1,000  is  employed  by  the  State  in  paying  off  £1,000 
of  Wai  Loan  which  you  possess,  you  have  to  find  an 
outlet  for  that  £1,000.  The  outlet  in  Government 
Stocks  is  materially  reduced  to  the  tune  of  some 
£3,000,000,000;  therefore  you  will  be  more  disposed 
to  invest  that  money  in  industry  than  you  were 
before,  because  there  are  less  gilt-edged  securities 
open  to  you.  Is  not  that  so? — (Witness)  : That  may 
be.  You  are,  of  course,  disregarding  any  effect  that 
the  Capital  Levy  may  have  on  my  mind. 

8245.  1 do  not  know  that  I am.  I am  assuming 
that  the  effect  of  this  on  your  mind  is  rather  to 
.shake  your  confidence  in  Government  securities,  in 
which  case  there  will  be  more  capital  available’  for 
industrial  purpo>ses,  because  you  will  prefer  to  invest 
your  money  there?— I do  not  know.  I think  you 
will  shake.  mo  up  to  such  an  extent  that  I am 
unable  to  invest  it  anywhere. 

8246.  Mr.  Bell : Suppose  I have  £1,000  War  Loan, 
and  I want  to  invest  in  Dunlops.  I go  to  the  Bank 
with  my  War  Loan  and  invest  in  Dunlops.  If  I 
give  my  £1,000  War  Loan  to  the  Government  and 
they  cancel  it,  I am  thereby  prevented  from  borrow- 
ing money  and  going  into  Dunlops?— I can  appre- 
ciate the  argument  that  the  capital  is  not  destroyed, 
mt  it  seems  to  me  that  Mr.  Hichens  goes  further 
Ho  rather  argues  that  capital  in  the  hands  of  the 
State  could  be  invested  to  the  same  advantage  as 
capital  in  the  hands  of  hundreds  or  thousands  of 
individuals. 


8247.  Mr.  Hichens : I did  not  want  to  argue  that; 
1 merely  wanted  to  find  out  your  view  on  this  point. 
\Vliat  I ask  is,  whether,  in  your  opinion,  it  is  on  the 
whole  m existing  circumstances,  seeing  how  heavy 
the  National  Debt  is  and  how  heavy  taxation  is 
better  that  the  credit  of  individuals  should  be  some- 
what reduced  and  the  credit  of  the  State  somewhat 
improved  ?— I am  of  the  opinion  that,  having  regard 
1°  the  position  of  this  country  as  a trading  nation, 
you  will  not  improve  the  credit  of  the  State  by 
damaging  the  credit  of  individuals.  (Paragraphs  45 
to  49  read.) 

8248.  You  do  not  suggest  that  the  position  of  life 
tenants  and  remainder-men  is  going  to  dislocate  busi- 
iess  very  much.  It  is  rather  a trifling  effect?— I 

imk  those  two  things  are  supplementary  one  to  the 


8-40  Tt  i,s  not  going  to  upset  business  at  all  1 
t might  be  a bit  better  expressed.  One  is  not 
account  of  the  other ; the  two  things  are  supplenn 

a«o-on<\!n  tlle  otller-  ( Paragraphs  50  to  54  read.) 
o-ou.  Where  does  the  estimate  of  £250  capital  1 
ach  man  employed  come  from.  Can  you  tell  me? 
1 tne?  to  get  it,  but  some  of  my  friends  w 
too  ] ™e  1 16  figm'es  say  that  1 have  got  it  rati 


J!?;  rt  ,has  been  put  at  £450?— I want 

„ ‘ h 0 c leck  that  figure.  I was  discussing  it  with 
0011eaSne  yesterday,  and  he  told  me  it  was  too  low. 

nJS'  nJchens  : 1 wa«  wondering  what  it 

bnildiiin  ■ °fS  me,an  that>  for  instance,  in  the  ship- 
Mulding  industry,  the.capital  must  be  £250  per  work- 

' : 1 thmk  ^ means  that  taking  one  industry 

47300 


with  another  the  average  capital  you  would  require 
would  be  at  the  rate  of  £250  per  workman. 

8253.  But  having  once  got  it  you  would  not  require 
to  renew  it  in  respect  of  each  new  workman  you 
took  on.  It  must  vary  very  largely  in  different 
industries? — That  is  so. 

8254.  You  do  not  mean,  do  you,  that  for  every 
new  man  imported  into  the  industry  it  is  necessary 
to  spend  £250?— Oh,  no. 

8255.  Because  it  may  mean  that  a man  in  my 
employment  dies,  the  plant  and  all  the  rest  of  it 
in  there? — Yes. 

. 8266-  The  P°int  I am  on  is  this  : in  a shipyard  it 
is  conceivable  that  in  the  course  of  five  years,  say 
h . Per  oent.  or  20  per  cent,  of  the  men  engaged 
might  have  died  for  some  reason  or  another;  we 
do  not  require  an  additional  £250  per  head  for  everv 
new  worker  coming  along?— I quite  agree. 

8257.  Therefore,  in  so  far  as  you  are  merelv 
replacing  workers,  you  do  not  require  any  addi- 
tional capital  at  all ; it  is  only  for  the  increased 
iwpuiataon  of  this  country  that  you  require  it.  so 
tliat  that  statement  is  a little  misleading,  I think? — 
If  the  State  were  to  take  away  some  of  your  capital 
by  a Capital  Levy  you  would  have  less  then  to  appro- 
priate  towards  your  workmen. 

8258.  Incidentally,  the  State  would  not,  under  the 
levy,  take  away  any  of  the  capital  of  limited  liability 
companies?— No;  well,  it  would  take  it  away  from 
the  owners  of  the  shares.  After  all,  the  limited 
natality  is  only  an  aggregation  of  individuals  who 
put  their  money  together  under  limited  liability  pro- 
tection. 


* hlo-w  would  it  impair  my  ability  to  carry  on? 
Ihe  shipyard  is  in  existence,  the  buildings  are  there 
the  slips  are  there,  and  everything  is  there;  it  is 
capable  of  employing  10,000  men.  Assuming  that 
tiere  was  a.  Capital  Levy,  where  are  we  prejudiced? 

May  I,  instead  of  applying  it  to  you,  just  apply 

?entrallyi  If  A has  a cei'tain  capital  and  the 
State  by  a levy  take  so  muck  of  it  away,  when  his 
business  gets  busy  be  will  not  be  able  to  raise  so 
much  credit  from  his  bankers.  There  will  he  less 
resources  upon  which  he  can  go  to  his  bankers. 

8260.  That  may  be  so,  but  I do  not  see  how  that 
applies  to  the  problem  of  the  £250  of  capital  that 
you  referred  to.  (Chairman)  : Would  it  affect  you, 
M.r.  Hichens,  suppose  your  capital  was  not  all  called 
up  and  your  shareholders  had  to  pay  the  Capital 
Levy,  Would  it  affect  you  if  you  then  wanted  to 
call  up  the  remaining  capital?  (Mr.  Hichens)  ■.  If 
one  had  to  call  up  the  balance  it  might  or  might 
not..  It  might  be  that  our  shareholders  would  have 
received  so  much  in  the  way  of  repayment  of  War 
Loan  that  they  would  be  highly  delighted  to  invest 
it  in  our  industry;  I do  not  think  you  can  tell  quite 
1 quite  agree,  broadly  speaking,  it  might  be  tlie  case 
that  the  repayment  in  a large  block  of  Government 
securities  would  release  a large  amount  of  money  for 
industrial  purposes.  (Mr.  Bell) : This  paragraph  is 
so  very  short  that  really  it  does  not  say  what  it 
means.  The  real  meaning  is  that  .if  Mr.  Hichens 
has  to  have  30,000  men  in  the  future,  then  if  you 
take  away  capital  it  prevents  you  spending  the  £250 
per  man  to  employ  the  additional  10,000  men  That 
figure  of  £250  has  been  put  at  £450.  (Sir  William 
McLtntoch) : It  is  nothing  like  that  in  the  colliery 
industry  . (Mr.  Hichens)  : It  is  certainly  nothing 

™a*. 111  *lle  shipbuilding  nor  the  steel  industry. 
(Sir  William  McLmtock)  ; The  additional  men  brought 
in  may,  with  the  aid  of  machinery,  do  the  work  that 
three  men  formerly  did;  you  cannot  measure  it  bv 
men  alone. 


8261.  Chairman  : Will  you  go  on  to  the  next  para- 
graph ?— (Paragraphs  55  to  71  read.) 

8262..  Mr  Hichens  : What  makes  you  suppose  that 
the  price  of  essential  commodities  would  rise  as  the 
result  of  a levy?  Would  it  affect,  for  instance,  the 
price  of  Canadian  wheat  or  Argentine  beef  ?— I think 
it  would  not,  but  I think  the  idea  underlying  that 
answer  is  that  it  would  cause  a grave  dislocation 
and  stoppage,  and  would  probably  restrict  supplies 
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for  a time.  The  rise  ivonld  only  be  of  a temporary 
nature. 

8263.  I find  it  difficult  to  see  why  it  should  restrict 

the  supply  of  Canadian  wheat,  for  example,  or  of 
Argentine  beef  ? — Of  course,  you  hit  upon  two  things 
which 

8264.  are  essentials. — Which  would  have  to  be 

brought  in  and  for  which  credits  would  have  to  be 
put  up.  Of  necessity,  one  has  to  feed. 

8265.  Why  should  it  put  up  the  price  of  my  ships 
then? — I am  rather  referring  to  the  effect  on  the 
home  trade.  I think  it  would  cause  a very  grave 
dislocation,  and  it  might  cause  a scarcity  for  the 
time  being  in  some  articles  which  you  would  want. 

8266.  The  effect  of  a dislocation  usually,  in  my 
experience,  is  to  bring  prices  down  rather  than  to 
put  them  up. — If  it  produces  scarcity  it  would  send 
prices  up. 

8267.  Would  it  produce  scarcity  of  ships?  It  will 
not  send  any  ships  to  the  bottom,  will  it? — I was 
not  talking  of  the  ship  as  a whole.  A ship,  as  a 
whole,  consists  of  a very  great  many  things.  It 
might  put  you  to  grave  inconvenience  in  the  building 
of  ships. 

8268.  Why  should  it? — It  might  dislocate  the  busi- 
ness of  some  of  your  sub-contractors. 

S269.  Why  should  it  dislocate  the  business  of  my 
sub-contractors  any  more  than  my  own? — Well,  then, 
it  might  dislocate  your  own  business. 

8270.  I want  to  know  why  it  should  dislocate  my 
business.  I cannot  see  why  it  should  have  any  effect 
upon  it. — The  great  disturbance  to  trade  which  I 
believe  a Capital  Levy  would  lead  to,  I venture  to 
say,  would  not  make  for  the  smooth  working  of  trade. 

8271.  It  might  quite  likely  have  the  effect  of  bring- 
ing nrices  down  instead  of  sending  them  up. — One 
may  speculate,  but  my  view  tends  the  other  way  for 
the  time  being.  It  must  lead  to  deflation  eventually. 

8272.  Generally,  if  there  is  dislocation  it  means 
lack  of  demand.  Lack  of  demand  means  that  you 
have  to  reduce  your  polices  in  order  to  stimulate 
demand  again. — If  you  will  refer  back  to  paragraph 
55,  I say  there : “ The  reduction  of  trading  capacity 
would  imply  that  many  businesses  carried  on  with 
a small  margin  of  working  capital  would  have  to 
discontinue  their  operations.”  It  is  all  part  of  the 
argument,  and,  of  course,  a great  many  of  these 
answers  are  of  an  argumentative  nature,  but,  if  I 
may  submit  it,  that  is  on  account  of  the  way  the 
questions  have  been  put  to  us.  They  are  argumenta- 
tive, and  it  is  very  difficult  to  reply  to  them  some- 
times. 

8273.  Chairman : I think  you  have  gathered 

together  the  opinions  very  well  indeed.  (Mr. 
Sickens) : I uid  not  mean  to  suggest  that  it  had 

not  been  carefully  put  together ; I only  wanted  to 
elucidate  it. — (Witness)  : It  is  not  a small  difficulty. 
(Paragraphs  72  and  73  read.) 

8274.  Mrs.  Wootton : We  have  had  evidence  that 
£150,600,000  a year  would  not  be  saved  on  a debt 
reduction  of  £3,000,000,000  if  you  take  into  account 
loss  of  taxes? — Personally,  I do  not  think  it  could  be. 

8275.  This  paragraph  is  tantamount  to  saying  that 
in  no  case  could  you  get  a saving  which  would  make 
the  risk  worth  while.  The  figures  you  give,  obviously 
could  not  be  realised? — I,  personally,  do  not  think, 
when  you  look  at  the  produce  of  the  Income  Tax  and 
the  other  taxes,  that  the  Capital  Levy  is  worth  while. 

8276.  1 was  only  wondering  why  these  particular 
figures  were  given.  Even  if  you  take  the  debt  as 
being  on  a 5 per  cent,  basis  and  pay  off  £3,000,000,000, 
the  gross  saving  will  not  exceed  £150,000,000,  and 


as  you  would  lose  something  in  taxation  on  the  debt 
and  its  interest,  the  net  saving  cannot  possibly  be 
£150,000,000.  ( Chairman ) : A strong  supportei 

of  the  levy  who  has  been  before  us  gave  the  net 
saving  as  somewhere  in  the  region  of  £70,000,000, 
There  have  been  others  whose  estimates  were  very 
much  below  that. — ( Witness ) : I do  not  think  this 
is  put  here  to  say  that  a Capital  Levy  would  save 
£150,000,000,  hut  there  is  a sort  of  impression  that 
unless  you  save  £150,000,000  a year  it  is  not  worth 
while  doing  it  1 do  not  think  it  can  be  taken  to 
mean  tliat  a Capital  Levy  will  produce  a saving  of 
anything  like  £150,000,000.  I do  not  think  it  would. 

8277.  That  is  definitely  not  so. — 1 agree.  (Para- 
graphs 74  and  75  read.) 

8278.  Mrs.  Wootton  : We  have  had  two  suggestions 
to  try  and  meet  those  difficulties  : one  is  that  the 
taxpayer  should,  in  the  first  instance,  give  a pro- 
visional valuation  himself  of,  at  any  rate,  things  like 
household  property  and  so  on,  which  probably  do 
not  constitute  a great  proportion  of  his  property; 
and  the  other  is  to  have  a sort  of  conventional  figure 
for  household  goods  as  being  a certain  percentage 
of  the  estate.  Do  you  think  that  if  either  of  those 
methods  were  adopted  it  would  ease  the  difficulty?— 
1 think  the  taxpayer  might  give  a provisional  valua- 
tion for  the  first;  the  conventional  figure  I would  not 
accept. 

8279.  You  think  the  former  is  more  likely  to  be 
useful? — Yes,  because  some  people’s  effects  are  of 
great  value  to  themselves,  but  of  no  intrinsic  value, 
other  people’s  effects  are  of  great  intrinsic  value;  so 
I do  not  think  you  can  get  any  conventional  value. 
You  might,  in  the  first  place,  try  to  get  a valuation 
made  by  the  taxpayer,  but  I am  afraid  it  would  not 
be  such  a valuation  as  Somerset  House  would  accept. 

S2S0.  It  might  get  over  the  difficulty  of  postponing 
the  appointed  day? — I am  familiar  with  the  estates 
of  deceased  persons  and  know  the  particularity  of 
Somerset  House  ;n  arriving  at  the  true  and  proper 
figure.  I take  it  they  would  he  just  as  particular 
if  a Capital  Levy  became  part  of  their  taxation  work 
to  get  the  real  and  proper  figure  as  they  are  now 
in  connection  with  the  death  of  a taxpayer.  (Para- 
graph 76  read.)  I may  say  that  in  practice  to-day 
in  private  companies  the  Inland  Revenue  look  at  all 
the  figures  and  they  arrive,  in  conjunction  with  the 
solicitor  or  the  accountant  representing  the  estate, 
at  a figure  which  they  consider  is  the  true  value  of 
the  shares  when  there  is  no  market  price  by  which 
that  can  be  tested.  (Paragraphs  77  to  81  read.) 

8281.  Mr.  Bell:  I want  to  ask  if  there  is  no  single 
Chamber  of  Commerce  which  is  in  favour  of  a levy?— 
There  is  no  single  Chamber  of  Commerce  affiliated 
to  the  Association  of  British  Chambers  of  Commerce 
which  is  in  favour  of  a Capital  Levy. 

8282.  Chairman : Is  there  anything  else  you  wish 
to  say? — I only  want  to  say  one  word  in  conclusion, 
and  that  is  this  : speaking,  as  I am  sure  I can  do,  for 
the  whole  of  the  Chambers  of  Commerce,  we  are 
earnestly  desirous  of  co-operating  to  obtain,  if  we 
possibly  can,  some  revival  of  trade,  and  my  colleagues 
and  myself  feel  that  the  time  has  come  when  we 
should  he  allowed  to  devote  our  energies  to  com- 
mercial initiative  and  enterprise  unhampered  by 
restrictive  legislation  and  unharrassed  by  any  novel 
form  of  taxation. 

8283.  Chairman  : We  are  very  much  obliged  t-o  you 
for  coming  again  this  afternoon. — I am  very  much 
obliged  to  the  Committee  for  the  patience  with  which 
they  have  listened  to  me  on  this  and  the  previous 
occasion. 


(The  Witness  withdrew.) 


(Adjourned  to  to-morrow  morning  at  11  o’clock.) 
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TWENTY-EIGHTH  DAY. 
Wednesday,  1st  July,  1925. 


Present  : 

The  Rt.  Hon.  LORD  OOLWYN,  Chairman,  Mbs.  BARBARA  WOOTTON. 

Mr.  HENRY  BELL. 

Mit.  J-  W.  BOWEN.  Mr.  G.  R.  HAMILTON,  Secretary. 

Sir  JOSIAH  STAMP,  G.B.E.  Mr.  G.  ISMAY,  Assistant  Secretary. 

Mr.  A.  G.  Walkden,  Mr.  W.  Kean,  Mr.  A.  Pugh  and  Mr.  John  Turner,  representing  the.  Trades 
Union  Congress  General  Council,  called  and  examined. 

Evidence-in-chief  handed  in  on  behalf  of  the  Trades  Union  Congress  General  Council  (in  reply  to  the 
Committee’s  questions  regarding  a Capital  Levy  printed  on  page  683). 


Answer  to  Question  1 (as  to  the  case  for  a large  and 
early  repayment  of  debt  and  method  suggested). 

1.  In  our  opinion  the  present  financial  and  general 
position  of  the  country  makes  it  essential  for  a large 
repayment  of  debt  to  be  undertaken  at  an  early  date. 
In  our  previous  evidence  we  have  indicated  the  in- 
jurious effects  upon  the  economic  welfare  of  the 
country  which  arise  from  the  existence  of  a National 
Debt  upon  the  present  scale. 

2.  The  methods  which  we  submit  should  he  adopted 
are  in  the  first  place  a Capital  Levy,  and,  in  the 
second  place,  a restriction  of  expenditure  upon 
armaments. 

3.  We  are  not  in  a position  to  forecast  the  future 
movements  of  the  price  level,  nor,  in  view  of  the 
scanty  evidence  available,  do  we  attach  much  im- 
portance to  estimates  that  are  made  as  to  price  move- 
ments for  more  than  a very  short  period  ahead.  In 
our  view  the  case  for  repayment  is,  and  must  be, 
established  upon  the  known  facts  of  the  present. 

Answer  to  Question  2 (as  to  form  of  levy). 

4.  (Section  1). — We  are  in  substantial  agreement 
with  the  proposals  for  a possible  form  of  Capital 
Levy  put  forward  by  the  Labour  Party.  We  wish  to 
point  out,  however,  that  certain  features  of  this 
scheme  (e.g.  the  detailed  graduation  of  the  levy  scale) 
were  clearly  regarded  by  its  authors  as  provisional 
in  character;  we  do  not  attach  special  importance  to 
these.  The  features  which  we  regard  as  essential  to 
the  proposal  are  that  the  levy  should  be  confined  to 
individuals,  and  that  the  scale  should  be  adjusted 
so  as  to  yield  at  least  £3,000  millions,  and  that  the 
limit  of  exemption  should  be  £5,000.  We  do  not 
regard  a levy  on  brain  capital  as  practicable. 

5.  The  use  to  be  made  of  the  net  annual  saving 
resulting  from  the  levy  should  be  decided  'in  the  light 
of  the  circumstances  (e.g.  the  existing  level  of  taxa- 
tion and  the  urgency  of  the  need  for  fresh  expendi- 
ture) prevailing  at  the  time  of  the  imposition  of  the 
levy. 

6.  (Section  2). — In  view  of  the  fact  that  the  object 
of  the  levy  is  to  reduce  the  debt,  we  are  opposed  to  a 
reduction  in  the  Sinking  Fund. 

7.  (Section  3). — Reductions  in  taxation  con- 
sequential upon  a levy  should  be  such  as  will  relieve 
the  poorer  classes  of  taxpayer  and  should,  therefore, 
take  the  form  of  reductions  in  taxation  upon  food 
and  readjustment  of  the  exemptions  and  abatements 
allowed  to  Income  Tax  prayers. 

Answer  to  Question  3 (as  to  equity,  cf-c.,  of  levy  as 
compared  with  income  taxation). 

8.  In  view  of  the  fact  that  the  Capital  Levy  is 
designed  to  achieve  results  which  are  admittedly  im- 
possible on  the  basis  of  existing  taxation,  we  do  not 
see  what  useful  comparison  Can  be  drawn  hetweeii  the 
merits  and  demerits  of  a Capital  Levy  as  such,  and 

-47800 


the  merits  and  demerits  of  existing  annual  taxation. 
A Capital  Levy  is  obviously  more  burdensome  to  the 
person  liable  to  it  than  is  annual  taxation  on  the 
existing  scale.  It  appears  to  us,  hoivever,  that  the 
results  achieved  by  the  levy  would  be  sufficient  to 
justify  the  imposition  of  this  additional  burden  and 
that  the  objections  to  a Capital  Levy  are  much  less 
than  the  objections  to  an  increase  of  annual  taxation 
sufficient  to  effect  repayment  of  debt  on  a scale  com- 
parable to  that  effected  by  the  levy. 

Answer  to  Question  4-  (as  to  guarantee  against 
repetition). 

9.  Since  the  Capital  Levy  is  designed  to  alleviate 
evils  arising  out  of  the  methods  by  ivhich  the  War 
was  financed,  it  would  have  been  better  to  introduce 
it  immediately  after  the  War.  It  would  also  have 
been  psychologically  easier  to  do  this  since,  in  the 
atmosphere  prevailing  at  that  time,  persons  liable  to 
the  levy  would  not  apparently  have  viewed  it  with  as 
much  hostility  as  they  do  now7.  We  adhere,  however, 
to  the  principle  that  a levy  is  still  the  only  effective 
method  of  removing  the  objectionable  consequences, 
indicated  in  our  previous  evidence,  of  a National 
Debt  on  the  present  scale. 

10.  We  are  avrnre  that  no  guarantee  of  non 
repetition  can  be  absolutely  secure.  We  think,  how 
ever,  that  a guarantee  should  be  given,  and  that  the 
form  suggested  by  Sir  Josiah  Stamp  in  “ Current 
Problems  in  Finance  and  Government”  (page  235)  is 
as  good  as  any  that  can  be  devised  and  would  in 
practice  be  accepted  as  effective  by  the  taxpayer. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry). 

11.  A Capital  Levy  for  debt  repayment  would  have 
beneficial  effects  upon  trade  and  industry.  We  do 
not  think  that  the  banks  would  offer  any  deliberate 
and  organised  opposition,  but,  if  they  did,  such 
action  might  limit  the  beneficial  effects  upon  trade 
and  industry  for  the  time  being.  But  vTe  do  not 
think  that  it  uuuld  be  possible  to  counteract  the 
eventual  stimulus  to  industry  and  prosperity  con- 
sequent upon  the  repayment  by  a levy  of  a sub- 
stantial part  of  the  debt. 

12.  It  is,  of  course,  easier  to  carry  through  a 
Capital  Levy  during  a period  of  good  trade  than 
during  a period  of  bad  trade.  We  do  not  however, 
think  that  conditions  at  present  are  such  as  to  call 
for  postponing  the  imposition  of  a Capital  Levy. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that 
under  high  annual  taxation). 

13.  The  contrast  drawn  in  this  question  appears  to 
us  to  be  irrelevant  in  exactly  the  same  way  as  that 
contained  in  question  3.  In  any  case  there  is  no 
reason  why  the  levy  should  cause  more  than  a mini- 
mum of  friction  and  dislocation,  especially  as  w7e 
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anticipate  tliat  the  bulk  of  It  would  be  paid  by 
direct  cancellation  of  War  Loan  or  by  the  exchange 
of  securities.  (See  answers  to  question  14  below.) 

Answer  to  Question  7 (cls  to  effects  on  employment). 

14.  The  improvement  in  national  credit  consequent 
upon  the  repayment  of  debt  by  the  levy  and  the  re- 
lease of  money  now  required  to  meet  the  debt  charges 
should  be  favourable  to  employment.  The  commonly 
expressed  fears  that  the  levy  would  cause  widespread 
unemployment  appear  to  rest  on  one  or  both  of  two 
assumptions,  viz.,  that  the  levy  would  cause  a violent 
deflation  of  prices,  and  that  a great  part  of  the  levy 
would  come  from  the  owners  of  private  businesses  who 
have  no  liquid  funds  and  are  obliged  to  dismiss  their 
employees  in  order  to  carry  on  their  businesses  with  a 
smaller  capital.  We  give  reasons  in  our  answers  to 
questions  12  and  14  for  supposing  that  these  assump- 
tions are  not  justified  in  fact. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth ). 

15.  As  the  levy  would  be  confined  to  individuals 
worth  more  than  £5,000,  whereas  the  holders  of  Wax- 
debt  are  presumably  spread  over  a somewhat  wider 
range  of  fortunes,  the  direct  effect  of  the  levy  would 
be  somewhat  to  reduce  the  existing  inequality  in  the 
distribution  of  wealth.  The  indirect  effects  would 
depend  upon  the  use  made  of  the  annual  saving  con- 
sequent upon  the  levy.  If  this  saving  is  employed 
to  reduce  the  taxation  of  the  poorer  classes  of  the 
community  or  to  increase  expenditure  on  the  social 
services,  the  indirect  like  the  direct  effect  of  the 
levy  would  be  to  make  the  distribution  of  wealth  less 
unequal. 

Answer  to  Question  9 (as  to  effects  on  future 
savings). 

16.  As  regards  to  the  savings  of  individuals,  if  the 
levy  were  accompanied  by  a guarantee  such  as  that 
to  which  we  refer  in  answer  to  question  4,  the  “ will 
to  save  ” should  not  be  adversely  affected.  Since 
no  real  income  disappears  as  a result  of  the  levy,  the 
aggregate  national  “ power  to  save  ” would  not  be 
affected.  The  savings  of  companies  not  being  liable 
to  the  levy  would  also  be  unaffected. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

17.  The  reduction  in  the  National  Debt  caused  by 
the  levy  would  be  favourable  to  national  credit  both 
at  home  and  abroad.  Owing  to  the  reduction  in 
their  volume  there  would  be  an  appreciation  in  the 
value,  and  therefore  a fall  in  the  yield  of  gilt-edged 
securities,  including  Government  stocks. 

Answer  to  Question  11  (as  to  effects  on  sale  of 
securities). 

18.  As  explained  in  our  answer  to  question  14,  a 
great  part  of  the  levy  would  be  paid  by  the  direct 
exchange  of  securities  and  would  therefore  involve 
neither  sale  nor  purchase  of  stocks  and  shares.  In 
so  far  as  securities  are  sold  to  meet  levy  obligations, 
the  volume  of  sales  must  be  exactly  balanced  by  the 
volume  of  new  securities  demanded  by  ex-debt 
holders  who  are  paid  off  in  cash.  Should  there  be 
a tendency  to  a fall  in  prices  due  to  the  fact  that 
the  bulk  of  the  sales  takes  place  before  the  bulk  of 
the  demands  for  new  securities  is  felt,  this  would 
quickly  be  checked  by  purchases  in  anticipation  of 
the  demands  which  were  known  to  be  coming.  Thus, 
if  there  were  any  tendency  to  a fall  in  security  prices, 
the  banks  themselves  would  increase  their  purchases 
of  investments  and  so  help  to  counteract  this. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

19.  The  probable  deflationary  effects  of  a Capital 
Levy  are  frequently  exaggerated.  Fears  of  deflation 
appear  to  rest  upon  the  assumption  that  a large  part 
of  the  War  debt  is  pledged  with  bankers  as  a basis 
for  credit  and  that  the  owners  of  this  debt  have  not 


other  unpledged  securities  in  sufficient  quantities  to 
take  the  place  of  this  War  Loan.  In  view  of  the  fact 
that  the  (domestic)  National  Debt  is  about  ten  times 
as  great  as  before  the  War,  and  that  the  volume  of 
credit  has  not  increased  in  anything  like  the  same 
proportion,  it  appears  to  us  that  a great  part  of  the 
debt  cannot  be  supporting  any  issues  of  credit  at  all. 
The  Board  of  Inland  Revenue  stated  in  evidence 
before  the  Committee  on  the  Increase  of  Wealth 
(War)  in  1920  that  “ The  mere  magnitude  of  the 
wealth  held  by  individuals  in  the  form  of  War  secu- 
rities (estimated  at  £2,650,000,000)  is  sufficient  in 
the  Board’s  opinion  to  dispose  of  the  supposition 
that  the  bulk  of  these  securities  are  used  or  required 
to  provide  collateral  security  for  temporary  accommo- 
dation granted  by  bankers  to  private  traders  and 
other  individuals — all  public  joint  stock  companies 
being  ex  hypothesi  excluded.” 

20.  Even  apart  from  this,  however,  we  are  unable 
to  see  (as  stated  in  our  previous  evidence)  that  the 
ability  of  banks  to  furnish  credit  can  depend  upon 
the  size  of  the  National  Debt.  We  understand  that 
it  is  the  practice  of  banks  to  regulate  their  issues  of 
credit  so  as  to  maintain  a more  or  less  constant 
ratio  between  their  demand  liabilitiesi  and  then- 
cash  resources,  distributing  their  issues  among 
various  forms  of  loans,  advances,  investments,  dis- 
counts, etc.,  as  seems  best  from  time  to  time.  Unless 
the  banks  are  to  work  to  a smaller  ratio  of  liabilities 
to  cash  resoui-ces  (and  so  reduce  their  opportunities 
of  profit),  they  will  extend  their  credit  in  other 
directions  to  compensate  for  any  reduction  in 
advances  made  on  War  Loan  security  that  is  can- 
celled by  the  levy. 

21.  AVe  may  add  that  those  who  fear  the 
deflationary  effects  of  a levy  appear  always  to  assume 
the  operation  of  a paper  standard  such  as  this 
country  has  now  definitely  abandoned,  and  that  under 
a gold  standard,  as  is  well  known,  any  deflation  that 
may  be  caused  by  a restriction  of  credit  automa- 
tically and  rapidly  corrects  itself  through  the 
mechanism  of  the  foreign  exchange. 

Answer  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

22.  The  net  annual  saving  resulting  from  a Capital 
Levy  is  one  of  the  principal  advantages  resulting 
from  the  levy;  and  this  particular  advantage  is  there- 
fore gi-eater  the  larger  the  amount  of  such  saving 
realised.  There  are,  however,  other  advantages  in- 
cidental to  the  levy,  such  as  the  improvement  in 
national  credit,  the  alleviation  of  a sense  of  injustice 
(which  is  very  keenly  felt  among  those  we  represent) 
involved  in  the  transference  of  large  sums  of  wealth 
by  way  of  interest  on  the  War  debt. 

23.  We  have  seen  varying  estimates  of  the  net 
annual  saving  likely  to  result  from  a Capital  Levy 
on  a given  scale.  We  submit  that  the  Board  of 
Inland  Revenue  alone  is  in  a position  to  form  a 
reliable  estimate  upon  this  point.  It  is  evident  that 
there  must  be  a substantial  net  annual  saving. 

Answer  to  Question  14. 

24.  (Section  a)  (as  to  methods  of  valuation) — The 
Committee  on  the  Increase  of  Wealth  (War)  1920 
reported  that  “ the  examination  of  taxpayers  re- 
turns, valuation  of  property,  and  assessment  and 
collection  of  duty  could  be  carried  out  in  an  effective 
and  impartial  manner  and  “ the  cost  of  adminis- 
tration and  collection,  having  regard  to  the  amount 
of  the  estimated  yield,  would  be  small.”  This  was  iix 
regard  to  a tax  involving  two  separate  valuations  ol 
the  taxpayer’s  wealth,  one  at  a period  several  years 
prior  to  the  date  at  which  valuation  has  to  be  made. 
The  difficulties  in  the  way  of  a single  estimate  of  the 
taxpayer’s  present  wealth  would  evidently  be  very 
much  less.  We  submit  that  the  best  procedure-  to  be 
followed  would  be  that  suggested  by  the  Board  o 
Inland  Revenue  in  regard  to  the  proposed  tax  on 
War  wealth,  viz.  that  the  taxpayer  should  himself,  in 
the  first  instance,  make  a return  of  the  value  ol  Hs 
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taxable  wealth,  and  that  this  estimate  should  he  liable 
to  subsequent  revision  by  the  Inland  Revenue 
Authorities. 

25.  (Section  h)  (as  to  finality  of  valuations). — In 
o-eneral,  a single  valuation  should  be  sufficient,  but  a 
revision  of  the  valuation  (in  either  direction)  should 
be  allowed  in  cases  where  payment  by  instalments  is 
accepted.  Appeals  should  he  allowed  in  other  cases 
on  grounds  of  grave  hardship. 

26.  The  valuation  of  life  interests  is  a highly 
technical  matter.  Since  the  Board  of  Inland  Ke- 
venue  was  prepared  to  undertake  the  more  intricate 
problem  of  such  valuations  for  the  purpose  of  a tax 
on  the  increase  of  War  wealth,  the  difficulties  can 
evidently  be  overcome. 

27.  (Section  c)  (as  to  method  of  payment). — We  con- 
template that  a very  substantial  part  of  the  levy 
would  be  paid  in  War  Loan  and  other  Stock  Exchange 
securities.  The  Inland  Revenue  Commissioner's’ 
classification  of  property  liable  to  Estate  Duty  shows 
that  of  the  total  of  estates  worth  more  than  £5,000  in 
1923-24,  15-9  per  cent,  was  in  the  form  of  British 
Government  securities  issued  since  1914,  9-5  per  cent, 
was  in  the  form  of  other  Government  and  Municipal 
securities,  and  37-4  per  cent,  was  in  the  form  of  stocks 
and  shares  of  joint  stock  companies.  Over  half  the 
total  property  left  was  thus  in  the  form  of  negotiable 
securities. 

We  Should  suppose  that  payments  in  cash  would  be 
small,  and  that  payment  in  real  property  would  not 
bo  accepted. 

28.  (Section  d to  /)  (as  to  payment  by  private 
businesses  and  pay  ment  by  instalments , etc.). — Difficul- 
ties would  arise  in  the  case  of  private  businesses  only 
where  the  owner  of  a business  had  no  liquid  resources 
inside  or  outside  his  business  sufficient  to  meet  his 
levy  payments.  In  this  case  payment  should  be 
allowed  by  instalments  spread  over  a number  of  years, 
the  Government  for  this  purpose  being  deemed  to  be  a 
limited  partner  in  the  business  until  the  levy  obliga- 
tions have  been  met  in  full. 

29.  This  case,  however,  is  quite  exceptional.  The 
Board  of  Inland  Revenue  supplied  sample  figures  to 
the  Increase  of  Wealth  (War)  Committee  in  1920, 
from  which  it  was  inferred  that  the  owners  of  private 
businesses  worth  more  than  £15,000  have  only  20  per 
cent,  of  their  resources  invested  in  those  businesses, 
while  80  per  cent,  is  invested  in  other  forms  of  pro- 
perty. Further,  of  the  total  capital  in  the  hands  of 
individuals  (having  incomes  over  £160  per  annum)  it 
was  estimated  that  (in  1914)  not  more  than  9 per  cent, 
was  invested  by  individuals  and  partners  in  industry, 
commerce  and  trade,  or  in  land  and  buildings  owned 
and  employed  for  commercial  and  industrial  purposes. 

30.  (Section  g)  (as  to  order  of  debt  repayment 
etc.). — In  view  of  the  large  amounts  of  debt  maturing 
in  the  next  few  years,  we  can  see  no  reason  for 
taking  compulsory  powers  to  redeem  debt  before 
maturity,  which  would  in  any  case  be  a highly  objec- 
tionable proceeding.  Redemption  of  maturing  debt 
should  be  supplemented  by  purchase  in  the  market,  as 
opportunity  offers.  When  allowance  is  made  for 
direct  cancellation  of  debt  handed  over  in  payment  of 
the  levy,  and  for  redemption  of  maturing  debt,  there 
is  no  reason  to  anticipate  difficulty  in  effecting  any 
purchases  in  the  market  that  may  be  required  without 
serious  disturbances  of  security  prices.  It  should  be 
remembered  also  that  appreciation  in  the  debt  is 
favourable  to  subsequent  conversions. 

Answer  to  Question  15  (additional  points). 

31.  We  suggest  that  in  the  case  of  fortunes  less 
than  a certain  size  (say  £10,000)  the  possibilities  of 
making  an  allowance  for  family  responsibilities  as  is 
done  for  Income  Tax  purposes  should  be  considered. 


8284.  Chairman:  Mr.  Walkden.  will  you  read  the 
answer  to  each  question,  and  the  Committee  will 
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examine  you  at  the  end  of  each  answer  ? — (Mr. 
W alkden)  : We  give  a short  general  answer  to  your 
first  question.  (Paragraphs  1,  2 and  3 read.) 

8285.  Mr.  Bell:  In  your  earlier  evidence  you  indi- 
cated that  the  main  grounds  for  an  early  repayment 
of  debt  were  the  limitation  on  social  expenditure 
which  it  imposed  and  the  impracticability  of  reducing 
food  taxes  while  there  was  such  a heavy  debt  charge? 
— Yes. 

8286.  Since  then  there  have  been  proposals  for 
a considerably  increased  expenditure  on  social  reform, 
though  the  rate  of  Income  Tax  has  been  reduced. 
Does  that  in  any  way  modify  your  view? — Not  very 
substantially.  The  measures  of  social  reform  that  have 
been  introduced  in  the  new  Budget  do  certainly  make 
provisions,  some  of  which  are  in  the  direction  which 
we  suggested — provisions  of  a rather  temporary 
character — but  they  involve  contributions  from  the 
working  people.  Our  view  is  that  these  schemes  of 
social  reform  for  assisting  people  who  cannot  help 
themselves,  aged  widows  and  orphans,  and  for  help- 
ing education,  should  be  provided  on  a non-contribu- 
tory basis;  and  we  should  take  the  view  that  part  of 
the  relief,  at  any  rate,  arising  from  our  proposals 
should  be  utilised  to  alter  the  basis  of  those  schemes 
and  put  them  on  a non-contributory  basis.  There 
would  be  not  only  the  benefit  of  the  direct  method  of 
dealing  with  those  reforms,  but  it  would  be  more 
expeditious  and  satisfactory  for  the  people  receiving 
the  benefits,  and  it  would  also  save  a great  deal  in 
administration  costs. 

8287.  Mrs.  Wootton:  Do  you  mean  that  the  bene- 

fits provided  should  fall  on  the  general  tax  revenue  ? — 
Quite  so.  We  do  not  suggest  that  the  people  re- 
ceiving the  benefits  should  not  pay  their  ordinary 
share  of  the  taxes,  as  indeed  they  do:  but  they 

should  not  pay  additional  contributions  from  their 
wages  towards  these  measures  of  social  reform. 

8288.  Chairman : How  would  the  money  be  found  ? 
— I think  if  you  will  be  good  enough  to  follow  my 
answers,  it  will  transpire  that  a very  satisfactory 
amount  of  money  will  be  available  when  you  come 
to  our  suggestions. 

8289.  Mr.  Bell : Does  paragraph  3 mean  that  you 

do  not  regard  future  movements  of  the  price  level 
as  being  in  any  way  a determining  factor  in  the  case 
for  the  levy? — In  view  of  the  experience  of  the  last 
two  years  or  so,  we  cannot  feel  very  sanguine  about 
much  further  fall  in  the  price  level;  and  in  any 
case  we  do  not  think  that  question  should  substan- 
tially affect  our  proposals. 

8290.  We  have  been  told  that,  whether  prices  go 
up  or  down,  there  is  a case  for  early  repayment? — 
That  is  our  view. 

8291.  On  the  one  hand  in  l.he  interests  of  the  in- 
vestor and  on  the  other  in  the  interests  of  the  State. 
Do  you  think  that  we  should  have  regard  to  both 
those  effects,  or  is  it  part  of  the  investor’s  contract 
that  he  should  take  the  risk  of  price  movements? — 
He  does  in  the  ordinary  way.  Of  course,  our  view 
is  that  it  would  improve  the  whole  position  of  the 
country  to  have  the  debt  largely  reduced. 

8292.  1 want  to  recall  your  memory  to  what  some 
of  the  Committee,  at  all  events,  feel  strongly.  When 
you  say  it  is  essential  that  there  should  be  a large 
repayment  of  debt  in  the  interests  of  the  country 
and  of  its  financial  and  general  position,  thar  is 
really  the  difficulty;  we  get  back  really  to  a matter 
of  -judgment,  and  I am  sure  you  feel  that  the 
judgment  of  those  who  are  against  you  is  as 
genuine  and  fair-minded  as  your  feeling  is  on  the 
other  side.  The  feeling  is  this,  though  it  does  not 
mean  that  we  have  got  made-up  opinions  beforehand 
— while  business  is  to  go  on  and  money  has  to  be 
spent  in  commerce  and  in  manufacture,  which  is 
really  the  better  course?  Is  it  better  to  pay  this 
debt  off,  as  men  do  very  often  in  private  life,  over 
a considerable  period,  setting  aside  by  sinking  fund, 
whatever  that  sinking  fund  may  be,  an  amount 
gradually  to  reduce  it,  or  to  take  money  from  people 
who  are  presently  employing  this  capital,  and  pre- 
sumably employing  it  to  the  best  advantage,  in  one 
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great  lump?  Tliat  is  really  what  we  are  trying  to 
get  at.  It  is  not  that  we  want  to  make  up  our 
minds  hostilely,  but  it  is  the  real  problem  of  what 
we  should  do  as  private  individuals  and  as  a country, 
with  real  wisdom,  to  tackle  this  debt.  As  you  know, 
there  is  a great  fear  that  if  a large  sum  was  taken 
away  from  people,  it  would  mean  great  dislocation 
and  possibly  retard  business  development,  whereas  if 
you  left  it  with  them  and  let  them  get  on  with  their 
work  and  their  improvements  and  developments,  yon 
might  really  do  better  by  postponing  the  payment  of 
the  debt  for  a longer  period.  That  is  our  problem. 
— We  have  considered  that  point,  but  in  our  view  no 
measure  for  liquidating  the  debt  by  increased  current 
payment  to  the  Sinking  Fund  could  be  of  a suffi- 
ciently substantial  character  to  reduce  the  debt  and 
get  it  within  manageable  limits  in  our  time.  It 
would  spread  the  liquidation  of  the  debt  over  a very 
protracted  period.  As  to  the  general  effect  of  the 
method  we  advocate  for  reducing  the  debt  very 
largely,  we  have  considered  it  very  much  in  the  light 
you  have  put  it,  and  our  feeling  is  that  if  the 
wealthy  people  of  this  country,  those  who  own  more 
than  £5,000  of  their  own  personally,  could  he  got  to 
agree  to  this  large  measure  for  lessening  the  country’s 
debt,  it  would  have  a profound  effect  and  very 
stimulating  effect  on  the  community.  The  credit  of 
the  country  would  be  enhanced  straight  away,  and  if 
you,  by  your  Report,  or  by  any  other  action  taken  by 
the  statesmen  of  this  country,  could  get  the  goodwill 
of  the  wealthy  people  to-day,  that  they  would  them- 
selves agree  to  this  proposition  that  round  about 
£3,000,000,000  of  the  debt  should  be  cleared  off  by  a 
levy,  that  would  have  a most  profound  effect  for 
good  in  the  country.  We  understand,  as  near  as  it 
can  be  ascertained,  that  the  aggregate  wealth  held 
by  the  small  class  of  people  I am  referring  to,  ranges 
between  £10,000,000,000  and  £12,000,000,000.  If 
they  surrendered  £3,000,000,000  for  the  benefit  of 
the  State,  that  in  itself  would  have  a profound  in- 
fluence for  good.  As  to  the  effect  on  business  of  the 
movement  of  the  money,  we  feel  that  any  disturbance 
caused  by  the  levy  to  the  extent  that  it  takes  money 
from  active  business  people  would  be  equated  in  so 
far  as  the  people  whoso  debt  was  repaid  would  them- 
selves want  to  place  that  money  out  again.  That 
would  make  more  money  available  for  capital  deve- 
lopment, and  the  effect  would  not  be  seriously 
damaging.  On  the  other  hand,  the  general  and  un- 
challengeable effect,  as  well  as  the  real  and  practical 
effect  on  the  credit  of  the  country,  would  far  out- 
weigh any  disadvantage  caused  by  the  disturbance 
of  the  money.  That  is  our  view'. 

8293.  Mr.  Bowen  : Do  you  think  that  the  proposal 
for  a Capital  Levy  to  clear  off  the  debt  in  this  genera- 
tion is  politically  sound,  having  regard  to  the  past 
experience  of  the  country?  What  I mean  is  this. 
In  the  Victorian  era  we  had  a long  period  of  peace 
and  it  might  be  urged  that  that  uxas  the  time  when 
the  debt  of  the  nation  should  have  been  very  sub- 
stantially reduced;  I have  heard  it  expressed  that  so 
long  as  we  maintain  peace  w'e  ought  to  spread  out  our 
liabilities  or  charge  posterity  with  a share  of  the 
liability.  What  is  your  view  of  that? — In  our  view' 
it  would  be  wrong  to  allow  this  huge  debt  of 
£7,000,000,000  or  £8,000,000,000  to  go  forward  to 
be  borne  and  liquidated  entirely  by  posterity.  In 
our  view  it  is  our  duty  here  and  now,  for  the  sake 
of  the  country  as  it  now  stands,  that  measures  should 
be  undertaken  to  reduce  the  debt  along  the  lines 
we  suggest.  I would  like  to  add  that,  in  my  own 
experience,  the  existence  of  a large  National  Debt, 
or  one  that  is  considered  large  in  the  circumstances 
of  to-day,  has  a bad  effect  generally  on  the  com- 
munity, and  there  is  no  subject  which  is  a greater 
and  more  constant  item  for  attack  by  revolutionary 
people  than  a huge  National  Debt.  They  can  always 
point  to  the  people  living  on  the  interest  of  this 
debt  as  being  folks  who  are  giving  nothing  to  the 
community  and  yet  are  taking  a lot  from  the 
revenues  of  the  State.  I well  remember  that  when 
I was  a small  boy  of  10  or  12  years  of  age,  repudia- 


tion of  the  National  Debt  was  quite  a popular  lino 
for  agitators.  In  our  little  village  of  1,600  people, 

I have  heard  people  advocate  the  repudiation  of  the 
National  Debt.  It  is  always  a subject  of  very  potent 
criticism,  and  we  think  the  statesmen  of  to-day 
should  do  their  duty  in  reducing  that  debt,  and  not 
leave  it  all  for  posterity. 

8.294.  Chairman : Do  you  ever  hear  repudiation 

suggested  now  ? — I do  not  hear  it  in  the  more  respon- 
sible quarters  that  I am  associated  with  at  the  present 
time,  but  we  do  hear  more  irresponsible  people 
advocating  it,  even  now.  Needless  to  say,  I w'ould 
repeat,  we  do  not  ourselves  advocate  it. 

8295.  Mr.  Bowen : You  said  there  would  be  an 

effect  on  people’s  minds,  and  it  would  do  a lot  of 
good  if  the  wealthy  classes  would  agree  to  a Capital 
Levy.  Would  you  amplify  that  and  try  to  show  the 
Committee  the  real  psychological  effect  that  it  would 
have  on  the  minds  of  the  populace  as  a whole? — Yes, 
I will  do  my  best  to  amplify  that.  If  a sufficiently 
large  measure  of  consent  could  be  engendered  in  the 
minds  of  the  wealthy  and  they  were  generally  pre- 
pared to  make  this  sacrifice,  it  would  undoubtedly 
have  a very  profound  effect  upon  the  minds  of  the 
people  at  large,  the  working  people  in  particular, 
who  number  14,000,000  or  15,000,000.  The  wage- 
earners  in  this  country  and  their  dependants  con- 
stitute the  great  bulk  of  the  population.  It  would 
have  a very  profound  effect  for  good  upon  them,  and 
that  is  a large  part  of  the  motive  we  have  in 
advocating  the  measure  we  suggest  to  you.  Of 

course  we  are  interested  in  the  Empire  and  in  the 
world  at  large  in  the  international  sense;  but  we  do 
think  the  most  important  thing  of  all  is  that  we 
should  have  goodwill  and  good  feeling  inside  our  own 
country.  At  present,  I grieve  to  say,  there  is  a 
large  measure  of  the  contrary  feeling,  and  I know 
of  nothing  that  would  modify  that  more  than  a large 
measure  of  sacrifice  such  as  the  one  we  suggest  hero 
should  be  taken. 

8296.  Chairman:  Do  you  mean  a forced  levy? — I 
would  hope  for  consent.  Of  course,  you  would  have 
to  get  the  consent  of  the  majority,  and  any  minority 
would  have  to  be  persuaded  in  a legitimate  manner 
to  conform  to  the  decision.  It  would  have  to  be  a 
statutory  levy  without  any  exemptions  other  than 
those  provided  for  in  the  Act. 

8297.  Mr.  Bowen : Really  what  you  mean,  I am 
sure,  is  that  with  the  one'  side  of  our  population 
agreeing  to  what  they  would  call  a very  big  financial 
sacrifice,  the  others  would  express  their  appreciation 
of  that  and  have  a higher  consideration  of  their  own 
citizenship,  and  that  would  find  its  expression  in 
various  forms,  even  in  industry  P — Yes. 

8298.  Chairman  : Is  not  taxation  pretty  heavy  now 
upon  what  you  call  the  wealthy  classes? — We  do  not 
think  it  is,  relatively  to  their  resources. 

8299.  You  really  think  that  they  ought  to  pay 
more? — Yes,  that  is  our  view. 

8300.  How  would  you  deal  with  people  who  have 
large  incomes  but  do  not  save  anything  as  compared 
with  the  thrifty  man  who  will  have  to  bear  the  levy? 
— I am  not  quite  sure  of  the  people  you  have  in  mind, 
unless  it  is  the  successful  professional  people  who 
have  a big  income.  I do  not  think  there  are  a very 
large  number  in  the  community,  and  in  any  case  they 
pay  what  is  required  in  the  shape  of  Income  Tax  on 
their  current  earnings.  If  they  have  not  accumulated 
any  large  fortune,  of  course  it  is  not  there  for  the 
purpose  of  this  levy.  I think  the  very  successful 
professional  people  do  not  begin  to  earn  those  very 
large  incomes  until  quite  late  in  life,  and  it  is  only 
if  they  live  to  a very'  considerable  age  that  they  are 
able  to  amass  anything  like  a large  fortune.  I am 
referring  to  men  like  the  leading  barristers  of  the 
day. 

8301.  Why  do  y'ou  put  the  exemption  limit  at 
£5,000  instead  of  the  £1,000  originally  suggested?— I 
do  not  know  that  the  Labour  Party  originally  sug- 
gested £1,000.  I know  someone  did  suggest  £1,000, 
hut  upon  looking  into  the  matter  rather  carefully,  the 
Labour  Party  have  come  to  the  view  that  the  £1,000 
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line  would  not  cover  sufficiently  the  people  who  were 
working  single-handed,  often  with  a small  capital, 
and  that  the  line  ought  to  he  raised  to  somewhere 
about  £5,000.  It  would  be  very  much  easier  to  begin 
there  than  at  £1,000;  and,  moreover,  the  cost  of 
fathering  the  money  from  these  smaller  people  would 
probably  be  very  heavy,  and  it  would  be  scarcely 
worth  while  going  down  so  low  as  that. 

8302.  Mr.  Bell:  I would  like  your  view  on  what  I 
thought  was  a very  important  illustration  used  by  a 
witness  to  show  how  the  Capital  Levy  would  be  in- 
equitable in  its  application.  He  instanced  the  case 
of  two  men,  each  of  whom  earned  £2,000  a year.  One 
was  a single  man  who  had  no  dependants,  and  who 
spent  all  his  £2,000  on  himself.  The  other  man,  who 
was  married,  put  aside  £1,000  a year,  and,  in  the 
course  of  20  years,  we  will  say,  accumulated  for  the 
benefit  of  his  dependants  the  sum  of  £20,000.  The 
Capital  Levy  will  tax  this  £20,000,  and  the  married 
man  will  lose  a considerable  portion  of  it.  The 
single  man,  who  had  the  same  income  and  who  has 
no  reserve,  will  not  be  taxed  at  all.  What  is  your 
view  on  that  illustration? — The  single  man,  the 
extravagant  fellow  who  does  not  reserve  any  of  his 
income,  but  simply  enjoys  life  to  the  utmost,  is  rather 
the  exception,  and  you  have  the  same  trouble  right 
throughout  all  taxation  in  getting  hold  of  that  sort 
of  person. 

8303.  He  pays  his  Income  Tax? — Yes,  he  pays  his 
Income  Tax.  You  make  sure  of  him  there,  and,  of 
course,  in  so  far  as  he  spends  his  fortune  concur- 
rently as  it  accrues,  presumably  someone  else  has  a 
chance  of  seeing  what  they  can  do  with  the  money, 
and  more  thrifty  people  get  it  and  save  a fair  portion 
of  it.  In  paragraph  31  of  our  paper,  we  suggest  that 
in  the  case  of  fortunes  less  than  a certain  size,  say 
£10.000,  the  possibility  of  making  an  allowance  for 
family  responsibilities,  as  is  done  for  Income  Tax 
purposes,  might  be  considered.  We  do  think  that 
the  industrious,  hard-working  family  man,  even  if 
he  is  working  in  big  figures  and  has  a big  Income 
and  fortune,  has  family  responsibilities  which 
might  be  the  subject  of  some  consideration,  and  that 
there  might  be  some  adjustment  in  the  application 
of  the  levy. 

8304.  Chairman  : In  your  reply  you  said  that  the 
extravagant  man  was  the  exception.  Is  that  correct? 
— One  cannot  be  precise  about  that,  but  from  our 
observation  of  lifo,  most  people,  rich  and  poor,  are 
fairly  prudent,  and  the  spendthrift,  the  sheer  waster 
who  plunges  through  his  money,  is  I think  in  all 
classes  rather  the  exception  than  the  rule.  We  do 
not  think  that  the  more  fortunate  classes  are  either 
more  or  less  moral  than  the  working  classes,  and  we 
observe  in  the  working  classes  that  quite  a great  pro- 
portion, where  they  get  the  chance,  where  they  have 
a margin,  do  save  thei'r  money.  Prudence  and 
thrift  are  common  virtues  through  all  classes. 

8305.  Chairman:  Now  your  answer  to  Question  2, 
please? — (Paragraphs  i to  7 read.) 

8306.  Mr.  Bell:  The  limit  of  exemption  of  £5,000 
was  Imposed,  I think,  when  prices  were  higher  than 
now.  Do  you  think  that  that  affects  the  case  for  a 
lower  exemption  level? — No,  we  do  not  think  there 
has  been  enough  change  in  the  price  level  to  justify 
any  change  in  that.  The  £5,000  line,  In  our  view, 
is  the  best  working  basis  for  the  scheme  to  commence 
at. 

8307.  Although  you  regard  a levy  on  brain  capital 
as  impracticable  do  you  not  see  some  inequity  in  its 
exemption  ? — It  is  more  a matter  of  practicability. 
We  do  not  see  how  you  could  secure  the  brain  capital ; 
it  exists  in  the  living  brain  of  the  individual  and  he 
may  die  in  the  night  and  there  is  not  any  capital 
there  in  reality. 

8308.  There  is  some  inequity,  is  there  not? — We 
do  not  see  that  you  can  overcome  the  point  you  have 
in  mind  by  any  practical  measure. 

8309.  If  a scheme  could  be  devised,  would  you 
favour  it? — We  do  not  think  a scheme  could  be 
devised.  We  have  looked  at  it  and  we  do  not  see  how 
it  could  be  done. 


8310.  Mr.  Bowen:  Do  you  think  it  would  be 

possible,  in  cases  such  as  professional  people  who 
would  not  be  taxable  under  a levy,  for  some  addi- 
tional tax  to  be  assessed  on  Them  over  a period  of 
years? — We  should  not  be  unfavourable  to  any  prac- 
ticable suggestion.  It  seems  to  us  that  unless  the 
money  is  in  existence  and  available,  you  cannot  make 
a levy  on  it. 

8311.  Mr.  Bell : Would  you  not  agree  that  a levy, 
if  such  were  made,  would  receive  much  more  general 
support  if  it  were  known  that  the  whole  proceeds 
were  to  go  to  debt  reduction  and  the  whole  saving 
to  be  used  in  reduction  of  taxation  ? Sometimes  we 
have  had  witnesses  with  views  favourable  to  a levy, 
who  have  said  it  must  be  clearly  understood  that  all 
the  money  raised  is  to  go  in  repayment  of  debt  and 
that  the  subsequent  benefit  will  go  to  the  Income  Tax 
payers  from  whom  the  money  has  been  raised  ? — It 
is  very  difficult  to  forecast  the  requirements  of  the 
Treasury  or  of  Parliament  at  the  time  when  this 
measure  would  be  put  into  operation.  One  cannot 
say  dogmatically  that  you  could  use  the  whole  of  the 
saving  in  interest,  for  example,  for  further  reduction 
of  the  debt.  It  might  be  very  urgently  needed  for 
something  equally  meritorious.  We  have  looked  at 
that  question  of  how  the  proceeds  really  ought  to  be 
utilised,  and  we  would  quite  favour  the  policy  of 
utilising  at  least  half  of  the  annual  saving  in 
interest  to  accelerate  the  reduction  of  the  remainder 
of  the  debt.  Assuming  the  debt  was  reduced  by 
£3,000,000,000  and  the  net  benefit,  as  we  have  shown 
a little  later  in  our  answers,  to  be  £50,000,000  a year, 
we  would  not  be  at  all  unfavourable  to  £25,000,000 
of  that  being  added  to  the  Sinking  Fund  each  year 
to  reduce  the  balance  of  the  debt. 

8312.  Sir  J osiah  Stamp : And  not  in  relief  of 

Income  Tax  solely?  Supposing  you  had  £50,000,000 
net  saving,  you  would  be  willing  to  apply  £25,000,000 
to  the  Sinking  Fund,  and  the  other  £25,000,000  to 
any  need  that  might  turn  up  ? — Yes.  We  express 
our  preference  for  reduction  in  the  food  taxes;  but 
if  there  were  some  other  and  more  urgent  need,  of 
course  the  country  might  require  the  money  for  that 
purpose.  But  the  whole  of  the  proceeds  of  the  levy, 
£3,000,000,000  would  be  utilised  absolutely  for  the 
reduction  of  debt. 

8313.  You  set  £3,000,000,000  as  your  mark,  with 
a £5,000  limit,  and  you  are  prepared  to  adopt  any 
scale  which  will  produce  that? — Yes. 

8314.  A scale  which  would  be  relatively  heavy  m 
the  lower  portion,  or  do  you  desire  to  run  up  to  very 
high  figures  at  the  top? — We  would  favour  a scale 
analogous  in  its  incidence  to  the  scales  prepared 
informally  foy  the  Labour  Party. 

8315.  Supposing  it  was  seen  that  the  scale  would 
only  yield  £2,250,000,000,  and  you  wanted  to 
strengthen  it  to  the  tune  or  another  one-third,  would 
you  make  the  rates  one-third  higher  all  the  way  up, 
or  would  you  increase  them  at  the  top  or  at  the 
bottom? — We  would  favour  the  principle  of  light 
graduation  at  the  bottom.  For  the  same  reason 
that  we  ask  for  exemption  on  fortunes  up  to  £5,000, 
we  think  you  should  begin  with  a low  scale  and 
graduate  it  steeply  as  you  proceed. 

8316.  So  that  instead  of  finishing  with  a rate  of, 
say,  60  per  cent,  on  the  top  layer,  you  would'  possibly 
finish  with  a rate  of  80  per  cent? — Yes,  or  75  per 
cent.  We  think  the  best  policy  is  for  the  greater 
sacrifice  to  be  made  where  there  is  the  greatest 
measure  of  .good  fortune. 

8317.  Do  you  appreciate  that  a scale  like  that 
might  make  your  net  saving  very  much  lowei-  than 
£50,000,000  per  annum  because  you  are  putting  it  on 
the  most  expensive  end  from  the  point  of  view  of 
future  revenue? — At  the  back  of  your  question  is 
probably  the  fact  that  there  are  fewer  persons  at  the 
top  point  and  then  if  you  graduate  it  very  steeply, 
the  yield  would  be  very  large. 

8318.  No;  my  point  is  not  that.  My  point  is  that 
if  you  take  80  per  cent,  instead  of  60  per  cent,  from 
your  higher  fortunes,  you  could  only  have  it  once 
from  those  fortunes,  and  Death  Duty  yields  and 
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Income  Tax  yields  will  be  very  much  more  markedly 
reduced  in  future  years? — We  have  allowed  for  dis- 
counting those  in  our  estimate  that  the  minimum- 
benefit  in  the  saving  of  interest  ultimately  would  be 
£50,000,000  -a  year. 

8319.  I take  it  that  you  have  based  your  considera- 
tion on  the  Labour  Party’s  scale  which  has  been 
put  forward? — Yes,  we  prefer  that  as  a general 
proposition . 

8320.  If  £50,000,000  is  the  net  saving  on  a scale 
like  that,  and  in  order  to  get  your  £3,000,000,000 
total  levy  you  have  to  alter  that  scale  materially, 
you  might  alter  the  £50,000,000  very  much  to  your 
disadvantage? — That  is  -a  matter  of  adjustment  and 
Treasury  calculation. 

8321.  That  is  my  point? — It  is  really  an  actuarial 
problem . 

8322.  You  might  probably  have  set  in  these  three 
limits,  three  things  which  are  not  strictly  compatible, 
and  which  may  be  impossible  to  have,  namely,  a limit 
of  £5,000,  a yield  of  £3,000,000,000,  and  a net 
product  of  £50,000,000? — Obviously  we  cannot  be 
precise  on  these  things.  We  can  state  what  we 
think  is  practicable  and  what  should  be  the  aim. 
The  aim  should  be  to  clear  £3,000,000,000  of  the  debt 
and  to  effect  a net  saving  of  at  least  £50,000,000  a 
year.  How  you  are  going  to  get  that  result  is  really 
a matter  of  actuarial  calculation  on  the  factors  to 
be  considered. 

S323.  I put  this  to  you.  Supposing  actuarially 
that  result  cannot  be  got : supposing  that  to  get 

your  £3,000,000,000  you  can  get  not  £50,000,000  net 
saving,  but  £40,000,000  or  £30,000,000;  or,  on  the 
other  hand,  to  get  £50,000,000  saving  you  have  to 
have  a less  yield  than  £3,000,000,000,  which  is  the 
more  sacred  to  you? — We  should  like  to  see  the  actual 
figures  before  we  pass  our  judgment  on  them.  If  we 
were  in  charge  of  the  Exchequer,  that  would  be  a 
problem  for  us  to  solve ; but  our  aim  would  be  lo 
get  the  maximum  reduction  of  the  debt  and  also  tc 
get  the  maximum  benefit  from  the  saving  in  interest. 
We  should  aim  for  the  £3,000,000,000  and  the 
£50,000,000  a year.  If,  through  the  incidence  of  the 
working  of  given  scales  prepared  experimentally,  it 
transpired  that  you  could  not  get  the  £50,000,000  if 
you  made  your  levy  as  heavy  as  £3,000,000,000  and 
that  by  doing  it  and  varying  your  scale  you  would 
get  the  result  you  wanted  annually  by  a levy  of 
£2,800,000,000,  well,  of  course  we  should  not  be  par- 
ticular about  the  £200,000,000. 

8324.  That  is  what  I am  getting  at? — I think  the 
figure  would  be  relatively  small  either  way. 

8325.  Do  you? — As  far  as  we  can  do  so,  we  have 
considered  your  own  evidence  and  that  given  by  other 
people. 

8326.  Mrs.  Wootton:  Are  you  prepared  to  con- 
sider on  their  merits  other  scales  which  may  give  you 
either  the  £3,000,000,000  or  £50,000,000  saving,  or 
even  give  you  both? — We  would  be  prepared  to  con- 
sider any  scale  that  would  operate  more  satisfactorily 
to  give  the  results  we  desire. 

8327.  You  do  not  attach  great  importance  to  this 
one? — No;  it  is  only  an  empirical  scale. 

8328.  Sir  Josiah  Stamp  : In  order  to  get  those  two 
results,  £3,000,000,000  and  £50,000,000  annually, 
would  you  drop  your  minimum  to  £1,000? — No. 

8329.  Would  you  drop  it  to  £2,500? — No.  We  do 
not  think  It  would  be  desirable  or  necessary  to  drop 
it  below  £5,000. 

8330.  But  you  would  go  ahead  with  everybody  over 
£5,000? — In  view  of  the  fact  that  there  is,  in  for- 
tunes over  £5,000,  between  £10,000,000,000  and 
£12,000,000,000  available  for  assessment  to  a Capital 
Levy,  we  do  not  think  it  would  be  necessary  to  go 
below  the  £5,000  line.  We  think  it  a practical  pro- 
position to  take  out  of  the  £10,000,000,000  or 
£12,000,000,000  a levy  of  £3,000,000,000. 

8331.  Why  are  you  not  prepared  to  drop  the 
£5,000  down  to  £4,000  or  £3,000? — You  get  down 
among  such  small  people  then.  If  you  are  chasing 
the  little  people  for  a little  bit  of  Capital  Levy,  the 
labour  involved  makes  it  hardly  worth  while  doing. 


8332.  You  are  prepared  to  put  a stiffer  burden 
than  was  contemplated  on  those  immediately  over 
£5,000?— Yes. 

8333.  Sir  J osiah  Stamp : I wish  Mr.  Bell  would 
put  a case  to  you  that  he  has  in  mind.  (Mr.  Bell) : 
A case  has  come  under  my  notice  of  a sea  captain  who 
by  really  great  saving  and  self-denial,  has  saved 
£10,000.  He  has  a wife  and  two  daughters,  and  his 
income  is  £400  a year.  I asked  the  witness  yester- 
day if  it  was  seriously  suggested  that  it  would  be 
with  his  goodwill  that  £550  should  be  taken  from  his 
capital  by  a levy  even  if  he  saves  £17  10s.  Income 
Tax  for  the  few  years  that  he  will  live.  Could  you 
seriously  ask  if  that  man  would  consider  that  just, 
as  compared  with  the  case  of  other  men  who  had  had 
more  income  than  he  but,  having  saved  nothing, 
would  have  no  levy  to  pay? — (Mr.  Walkden).  Of 
course  you  always  get  these  comparisons  between 
people  who  are  taxed  and  other  people  more  for- 
tunate. The  incidence  of  taxation  can  never  be  so 
arranged  that  no  one  can  possibly  make  a complaint 
about  it.  I gather  from  the  instance  you  give,  that 
the  person  having  his  £400  a year  on  £10,000 
fortune,  gets  that  without  any  exertion  ? 

8334.  He  is  too  old  to  work.  It  is  the  result  of 
saving  for  a long  period  of  heavy  work? — I will 
touch  on  that  point  in  a moment.  In  the  case  of  the 
other  person  he  is  looking  at,  with  a large  income, 
perhaps  £5,000  or  £6,000  a year — large  in  relation 
to  his  own — that  depends  entirely  on  his  exertions. 
If  he  is  a barrister  he  has  got  a terrible  lot  of  work 
to  do  to  earn  that  money;  if  lie  is  a doctor  'it  is 
just  the  same,  he  is  liable  to  be  called  out  any  hour 
of  the  day  or  night;  he  has  got  to  concentrate  very 
heavily  indeed  on  most  important  work  to  get 
certain  results,  and  it  all  depends  on  his  ability  to 
be  able  to  do  that.  I think  in  the  case  of  a retired 
man  with  £400  a year,  an  elderly  person,  really  the 
way  to  put  it  from  a Labour  point  of  view  is  that 
he  ought  to  deem  himself  fortunate  to  be  here  in 
this  country  with  his  £10,000  intact.  It  would  pro- 
bably have  appreciated  very  much  if  it  were  in  house 
properties  or  some  other  properties.  He  must 
remember  that  young  men  have  died  in  order 
that  it  might  be  made  safe  for  him  and  his 
daughters,  and  his  fortune  is  the  same  as  it  was 
before.  Hundreds  and  thousands  of  young  English- 
men have  died  to  maintain  that  position  for  him; 
he  ought  to  be  glad  to  make  his  sacrifice  of  a lew 
hundred  pounds  out  of  his  £10,000. 

8335.  Supposing  he  had  had  a son  who  died  in  the 
War;  would  that  make  any  difference? — That  only 
puts  him  in  the  same  category  with  those  who  have 
lost  their  sons.  Many  a widow  has  lost  her  husband. 
I do  not  see  why  he,  being  fortunate  enough  to  own 
£10,000,  should  be  unwilling  to  make  a financial 
sacrifice;  all  the  greater  honour  to  him. 

8336.  Do  you  think  it  would  be  with  his  goodwill 
that  he  would  do  that,  as  against  -a  man  who  had  a 
large  income?  Suppose  the  barrister  had  spent  all 
his  money  on  himself  and  had  saved  nothing,  would 
not  the  little  man,  say  the  captain  with  £10,000, 
think  it  inequitable  that  he  who  had  saved  and 
denied  himself  things,  should  have  a levy  against 
him,  as  against  the  man  who  had  had  ten  times  his 
income  and  saved  nothing? — There  is  no  device  that 
we  can  think  of  that  will  enable  a -Capital  Levy  to 
deal  with  the  spendthrift  who  has  spent  all  the 
money  he  ever  had. 

8337.  I quite  agree? — I do  not  think  there  is  any 
practical  value  in  that  type  of  question,  if  1 may 
say  so,  with  respect.  We  cannot  find  solutions  to 
them.  There  are  none.  They  confront  every  taxa- 
tion problem  that  one  can  think  of. 

8338.  I quite  agree,  but  I am  talking  about  the 
question  of  inequity  and  of  getting  this  man’s  good- 
will. He  is  little  likely  to  look  at  it  with  the 
philosophy  with  which  you  have  looked  at  it? — We 
do  not  think  that  anyone  should  be  deterred  from 
doing  something  good,  because  someone  else  lias  done 
something  bad.  Why  should  not  the  fortunate 
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£10,000  man  who  is  living  in  security,  make  the 
sacrifice  the  State  calls  upon  him  to  make?  We  do 
rot  see  why  he  should  not  do  'it. 

8339.  He  may  still  feel  that  there  is  inequity 
in  the  taxation  which  you  propose  to  place  upon  him. 
That  is  the  point? — Our  answer  to  him  is  that  he 
should  realise  his  good  fortune  in  living  in  the 
security  of  this  island  which  has  been  saved  from 
European  imperialist  domination  of  a Napoleonic 
type.  I think  that  sort  of  man  living  'in  leisure  and 
able  to  follow  his  trade  for  the  last  ten  years,  must 
surely  realise  what  a very  great  blessing  he  is  enjoy- 
ing in  the  security  of  this  country,  and  he  ought, 
also  to  know  enough  to  realise  that  all  his  security 
all  the  time,  his  safety  against  anarchy  which  is  as 
bad  as  imperialist  aggression,  depends  on  the 
strength  of  the  State,  and  the  stability  of  the  State 
depends  on  the  goodwill  of  the  citizens,  and  that 
goodwill  and  sound  national  feeling  is  the  most  vital 
thing  in  our  social  life.  We  do  urge  that  the  sacri- 
fice we  suggest,  would  do  more  to  develop  and  cemenr 
that,  than  anything  else  we  can  propose  in  this  con- 
nection . The  fall  in  his  income  would  be  very  small — 
the  interest  on  the  amount  levied  towards  the 
Capital  Levy. 

S340.  Chairman:  Will  you  go  on  to  your  answer 
to  Question  3?— {Paragraph  8 read.) 

8341.  Mr.  Hell:  Question  3 really  asks  you  to  con- 
sider the  merits  or  demerits  of  a levy  as  compared 
with  income  taxation  from  the  point  of  view  of  equity 
to  the  individual  taxpayer  and  of  his  ability  to  pay. 
I take  it  you  do  not  want  to  rule  out  equity,  I am 
sure  you  do  not.  I put  to  you  that  there  are  different 
classes  of  men  who  might  be  levied  upon,  the  landed 
proprietor,  for  instance,  with  a large  capital  value 
but  a very  small  income  in  proportion.  Have  you 
considered  the  difference  in  equity  of  the  levy  as 
between  him  and  a man  with  an  equal  capital 
invested  in  securities  giving  him  a very  large  income? 
Do  you  not  think  that  to  some  extent  the  levy  ought  to 
be  related  to  ability  to  pay  and  to  income,  and  have 
you  considered  the  alternative  of  a special  annual 
tax  as  opposed  to  a levy  ? — We  have  considered  the 
possible  alternative  of  additional  annual  taxation, 
but  to  our  minds  you  could  not  get  a large  enough 
volume  of  that  to  effect  a reduction  of  the  debt  to 
any  appreciable  extent  in  our  time.  On  the  other 
Point  of  the  assessment  of  a Capital  Levy  on  capitals 
that  vary  in  value,  we  do  not  think  there  is  a lot  in 
that,  if  I may  say  so,  with  respect.  Things  do  tend 
to  equate  themselves  very  much.  The  landed  pro- 
prietor you  cite  is  a case  in  point.  The  value  of  the 
land,  of  course,  in  reality  is  the  value  of  the  rent  he 
can  get  from  it.  At  the  present  moment  there  are 
plenty  of  people  eager  to  take  up  farming  and  to 
pay  pretty  good  rents  for  land ; therefore  land  is 
selling  at  good  prices.  Presumably  any  valuation  for 
the  purpose  of  the  levy  would  take  these  factors  into 
account  in  the  case  of  the  landowner  or  any  other 
property  owner,  whether  his  property  was  in  railway 
shares  or  Corporation  stocks,  or  houses  or  real  estate; 
whatever  it  might  be  in,  we  must  go  on  on  the 
assumption  that  the  value  would  be  fair  and  that  all 
the  factors  of  the  moment  would  be  taken  into 
account  in  making  the  valuation.  We  should  not 
take  a nominal  figure  for  someone  owning  10,000 
acres  of  land  and  say,  that  is  worth  one  million 
pounds.  10,000  acres  of  land  is  worth  what  it  will 
yield  in  rent  and  would  be  valued  accordingly,  surely. 
We  do  not  apprehend  the  unfairness  you  appear  to 
have  in  mind. 

8342.  Would  you  mind  discussing  now  the  method 
of  obtaining  the  levy’?  A man  has  a large  estate 
with  a considerable  first  mortgage  on  it.  How  would 
you  propose  to  get  it  from  him? — If  a man  with 
£100,000  estate  has  got  a £60,000  mortgage  on  it, 
the  man  nominally  owning  that  estate  is  only  worth 
£40,000.  We  should  levy  on  his  £40,000  and  on  the 
mortgagee  on  his  £60,000. 

8343.  I-Iow  would  he  raise  the  money  to  pay  the 
levy? — That  is  a matter  of  individual  choice.  If 
the  landowner,  the  £40,000  man,  has  got  to  raise 


£5,000,  he  knows  best  how  he  can  raise  it,  on  the 
value  of  what  he  is  worth. 

8344.  the  point  is,  would  you  hold  a second  mort- 
gage on  his  estate  ?— That  is  really  rather  a Treasury 
question,  as  to  whether  the  value  of  the  second 
moi  t.gage  on  the  estate  would  be  good  enough  to 
accept  in  discharge  of  the  levy.  We  cannot  very- 
well  dogmatise  on  those  things,  as  Labour  people. 
It  would  depend  on  the  nature  of  the  mortgage.  If 
it  was  mortgaged  up  to  80  per  cent.,  a second  mort- 
gage would  not  be  worth  much. 

8345.  The  figures  that  you  get  in  the  higher 
categories,  of  course,  are  tremendous,  and  how  a man 

is  to  raise  that  money,  is  a very  grave  question? 

If  he  had  an  estate  of  the  nominal  value  of  £100,000 
m land  and  a big  mortgage  on  it,  he  could  sell  a 
portion  of  that  to  pay  his  Capital  Levy.  He  would 
do  very  well  in  the  market  now  with  a parcel  of 
land.  I do  not  see  any  practical  difficulties  in 
raising  the  money. 

8346.  Any  sale  of  land  goes  to  pay  the  first 
mortgagee? — Part  of  it. 

8347.  All  of  it? — Those  are  technical  and  legal 
questions ; that  is  where  you  tare  getting  me  in  a 
little  difficulty.  I am  not  a lawyer;  I am  not  an 
actuary;  I am  not  a Treasury  official. 

8348.  It  is  a very  difficult  question  of  finance  where, 
say,  you  levy  on  a man  on  the  value  of  estates  of 
one  million  pounds?— I think  it  is  a matter  of 
arrangement.  I think  if  I had  an  estate  of  £100,000, 
and  there  was  a mortgage  of  £60,000  on  it,  I could 
find  ways  and  means  of  getting  £5,000  more  to 
discharge  this  liability. 

8349.  Sir  J osiaih  Stamp : In  the  concluding 

sentence  of  paragraph  8 you  say  “ that  the  objections 
to  a Capital  Levy  are  much  less  than  the  objections 
to  an  increase  of  annual  taxation  sufficient  to  effect 
repayment  of  debt  on  a scale  comparable  to  that 
effected  by  the  levy.”  Would  you  still  make  that 
statement  if  you  altered  the  words  “effect  repay- 
ment of  debt  ” to  “ affect  the  annual  charge  on  a 
scale  comparable”?  My  meaning  is  this.  If  you 
are  going  to  make  a net  saving  in  your  Budget  of 
£50,000,000  a year,  you  could  do  that  by  Is.  on  the 
Income  Tax.  Now,  do  you  say  that  the  objections 
to  a Capital  Levy  are  less  than  the  objections  to  an 
additional  Is.  on  the  Income  Tax? — Yes.  In  our 

view  they  are  less.  It  would  be  better  to  have  the 
Capital  Levy  and  reduce  the  capital  sum  of  the  debt, 
than  to  burden  Income  Tax  with  another  Is. 

8350.  We  know  what  a os.  tax  means;  we  know  the 
worst  that  it  means.  We  do  not  know  the  worst 
that  .a  Capital  Levy  means.  Even  to  the  most 
optimistic  of  us,  it  is  an  experiment.  Now  you  are 
prepared  to  face  the  terrors  of  the  unknown  rather 
than  those  that  are  known? — Yes.  We  have  to  face 
it  in  many  other  connections,  too.  The  only  way 
to  make  progress  is  to  face  the  unknown.  (Para- 
graphs 9 to  13  read.) 

8351.  Mr.  Bell : Do  you  really  think  that  the  bulk 
of  a levy  would  be  paid  in  War  Loan  or  by  the 
exchange  of  securities? — Yes. 

8352.  Have  you  any  idea  in  your  mind  of  the 
amount  of  War  Loan  that  would  be  used?  Of  course 
that  i's  asking  a difficult  question? — I cannot  say.  It 
appears  to  us  lhat  in  the  case  of  fortunes  over  £5,000, 
they  are  negotiable  securities  to  a very  large  extent! 

8353.  Have  you  considered  whether  there  is  any 
maiked  difference  in  the  assets  of  a man  at  the  time 
of  death  and  those  of  the  living  subjects  on  whom  a 
levy  would  fall? — We  appreciate  that  the  Capital 
Levy  would  to  some  extent  forestall  the  Death  Duties, 
and  we  have  allowed  for  a discount  on  that  account 
in  our  estimates. 

8354.  That  rather  goes  to  the  quantity  of  the 
securities  levied  upon.  Would  there  be  a difference 
in  kind? — It  is  difficult  to  say  what  securities  would 
be  offered,  but  we  think  it  is  pretty  plain,  in  life  as 
it  is  at  present  organised,  that  the  wealthy  people 
do  hold  their  wealth  in  tangible  way  in  securities. 
(Paragraphs  14  to  17  read). 
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8355.  Does  it  necessarily  follow  that  a reduction 
of  the  National  Debt  by  a levy  would  mean 
a fall  in  the  yield  of  gilt-edged  securities?  Take  the 
case  of  capital  going  abroad? — There  is  a greater  risk 
if  you  go  abroad. 

8356.  If  you  buy  tax-free  4 per  cent.  Bonds  in 
America  you  may  have  a better  investment  on  this 
hypothesis  than  you  could  get  at  home? — We  do  not 
think  that  this  consequence  would  be  substantial.  We 
think  it  i's  generally  appreciated  in  this  country  that 
it  is  preferable  to  have  the  security  here.  If  you  go 
outside  this  country,  you  are  liable  to  risks  that 
cannot  be  controlled  here;  and  there  would  not  be 
any  greater  temptation  to  move  the  money  abroad 
than  there  i's  to-day. 

8357.  Capital  runs  to  the  place  where  it  can  get 
most  return — with  safety,  I agree.  I do  not  want  to 
pursue  it. — We  do  not  think  the  change  would  be 
substantial.  (Paragraph  18  read). 

8358.  That  paragraph  seems  to  me,  if  I may  say  so, 
to  contain  a great  fallacy.  The  man  who  is  levied 
upon  i's  by  no  means  assured,  with  his  little  business, 
that  the  moneys  will  come  back.  That  is  the  very 
last  thing  that  may  happen.  If  a man  with  a piano 
shop  has  to  give  £500  or  more  to  the  levy,  it  by  no 
means  follows  that  somebody  is  going  to  come  and 
lend  him  that  money.  He  may  find  it  impossible  in 
fact  to  get  it  back  for  his  business? — I thought  we 
were  rather  keeping  away  from  such  very  little 
people. 

S359.  No.  I am  referring  to  everybody  in  the 
country. — It  would  surely  be  the  fact  that  people 
who  had  their  War  Loan  repaid  out  of  the  proceeds 
of  the  Capital  Levy  would  utilise  that  money  in 
making  new  investments.  If  they  did  not  make  a 
hoard  of  it,  they  would  put  it  on  deposit  with  their 
banker,  and  the  banker  himself  might  accommodate 
the  piano  man. 

8360.  But  that  is  not  the  point.  The  point  is  that 
the  capital  will  flow  back.  It  may  flow  into  all  sorts 
of  directions  other  than  that  from  which  you  take 
it.  I am  only  saying  it  is  not  automatic,  that  it 
would  not  necessarily  go  back  to  the  source  from  which 
it  came.  That  is  the  fear  of  people? — We  do  not  say 
that  would  be  an  automatic  process  in  every  case. 
We  put  the  large  proposition  that  the  money  repaid 
to  the  War  Bond  holders  would  soon  be  available  for 
use  in  business  and  for  other  purposes. 

8361.  I think  it  is  likely  enough  that  a very  large 
amount  of  money  will  be  re-invested  in  gilt-edged 
securities  of  another  sort. — We  do  not  think  the 
effect  would  be  at  all  injurious.  ( Paragraphs  19  and 
20  read.) 

8362.  You  refer  there  to  the  amount  of  advances 
by  banks  rather  than  the  nature  of  the  security,  do 
you  not? — Yes. 

8363.  The  chief  object  of  the  banker  is  rigidly  to 
preserve  the  money  entrusted  to  him.  The  banker 
has  not  money  of  his  own ; he  has  got  the  money  of 
you  and  me  and  a whole  lot  of  people;  whereas  they 
lend  that  against  security  which  will  bring  it  back, 
they  might  not  be  prepared  to  lend  against  security 
which  might  not  bring  it  back.  You  do  not 
differentiate  in  the  nature  of  the  cover ; it  is  rather 
the  amount  lent? — We  have  not  gone  into  fine  detail 
in  that  sense,  but  we  think  that  bankers  have  enough 
discretion  and  enough  means  of  getting  acceptable 
cover,  and  that  they  will  take  means  to  move  their 
money  to  advantage  rather  than  holding  back  an 
increased  proportion  of  it.  We  think  that  in  practice 
it  would  work  out  as  stated  in  that  answer. 

8364.  Mrs.  Wootton:  You  are  specially  discussing 
in  this  answer  the  possible  effect  of  the  levy  in 
deflating  prices? — Yes. 

8365.  Do  you  think  the  nature  of  the  banker’s 
business  greatly  affects  the  volume  of  credit  in 
relation  to  the  level  of  prices  or  do  you  think  that 
the  volume  of  credit  is  of  more  importance  in 
stimulating  trade? — Of  course,  both  may  have  their 
effect.  In  our  view  the  volume  of  credit  available 
is  the  more  important  factor  in  stimulating  trade. 
(Paragraph  21  read.) 


8366.  Mr.  Bell : May  I just  say  that  this  puzzles 
me  : “ Any  deflation  that  may  be  caused  by  a restric- 
tion of  credit  automatically  and  rapidly  corrects 
itself  through  the  mechanism  of  the  foreign 
exchange.”  It  surely  does  not  necessarily  correct 
itself.  It  is  reflected  in  it,  and  is  shown  by  it,  but 
it  does  not  necessarily  correct  itself? — -When  these 
circumstances  arise  suitable  measures  are  taken  to 
effect  a correction.  (Paragraph  22  read.) 

8367.  Is  that  sense  of  injustice  felt  with  regard  to 
the  interest  paid  on  Savings  Certificates? — That  is  a 
comparatively  small  matter. 

8368.  But  I want  to  put  it.  I want  to  know  if  it 
is  perfectly  fair  to  pay  the  interest  on  £100  Savings 
Certificates  and  it  is  not  perfectly  fair  to  pay  interest 
on  £1,000  War  Loan? — We  have  not  come  here  to 
advocate  the  repudiation  of  interest  or  the  repudia- 
tion of  War  Loan  or  the  repudiation  of  Savings 
Certificates. 

8369.  I quite  agree.  I am  only  asking  as  to  this 
feeling  of  injustice  which  is  said  to  be  in  existence, 
and  I am  asking  if  the  feeling  is  equally  against 
paying  interest  on  Savings  Certificates  as  against 
paying  interest  on  5 per  cent.  War  Loan? — So  far  as 
we  can  have  knowledge,  the  feeling  is  not  so  acute  in 
the  case  of  Savings  Certificates,  because  holdings  are 
limited  to  £500  face  value  by  any  individual;  the 
amount  of  interest  on  that  sum  is  relatively  small, 
and  it  does  not  excite  the  same  amount  of  feeling. 

8370.  The  fact  that  it  is  a little  smaller  does  not 
alter  the  ethics  of  the  thing.  If  there  is  a feeling 
that  there  is  objection  to  paying  interest  on  War 
debt  the  mere  fact  that  cne  person  has  £100  and 
another  £1,000  does  not  alter  the  ethics  of  it? — 
It  is  relative.  It  is  a small  thing  compared  with 
the  larger  question. 

8371.  Mr.  Bowen:  In  ethics  a man  might  be  said 

to  have  a strong  complaint  if  he  puts  the  same 
amount  of  energy  into  his  daily  labour  as  another 
man  and  gets  £3  a week  against  the  other  man’s 
£30  ; there  is  some  subject  of  complaint  on  the  part 
of  the  man  who  receives  £3  a week.  Is  not  that  the 
same  thing? — Yes,  very  largely  that  is  the  feeling 
amongst  our  people.  Of  course  we  would  aim  to  get 
the  Savings  Certificates  repaid  and  redeemed,  to 
treat  them  all  together.  We  are  not  suggesting 
anything  differential  one  against  the  other.  We  have 
not  suggested  non-payment  of  interest  in  any  case. 

8372.  Mr.  Bell:  But  you  are  suggesting  that  a 

man  who  holds  over  £5,000  is  to  be  levied  on  ?— Only 
on  the  same  basis  that  the  Chancellor  of  the  Ex- 
chequer takes  a line  for  charging  Income  Tax.  Lou 
do  not  charge  it  on  the  humble  citizen  who  has  a 
very  small  income. 

8373.  That  has  nothing  to  do  with  ethics ; they  are 

the  same  in  the  case  of  the  big  and  the  little'.  They 
are  both  getting  interest.  They  are  not  differentiated 
as  to  conduct. — We  have  not  differentiated  between 
one  group  and  another  at  all,  but  there  is  a feeling 
of  resentment  at  hearing  of  the  national  income 
being  used  to  pay  interest  on  War  debt,  and  it  is 
really  immaterial  to  our  people  whether  that  is  held 
in  the  shape  of  Savings  Certificates  or  others  in  so 
far  as  it  is  consuming  national  wealth.  _ 

8374.  Mr.  Bowen:  Might  it  express  itself  in  this 

form,  that  the  holders  of  War  debt  to  a considerable 
extent  would  be  actually  living  upon  the  interest, 
and  would  not  be  contributing  any  service  at  all 
beyond  the  fact  that  they  lent  their  money?  1 '' 

, small  holder  of  Savings  Certificates  would  be  getting 
interest  on  his  small  savings,  but  he  would  still  keep 
on  maintaining  himself? — That  is  so,  and  he  is  veiy 
often  buying  these  Savings  Certificates  to  let  them 
accumulate  for  a few  years  so  that  at  the  end  of  m 
period  he  can  build  a house  or  do  something  useful 
with  the  money.  It  is  very  different  from  a meie 
holding  of  War  Loan  in  the  feelings  that  it  excites. 

8375.  Mrs.  Wootton:  I want  to  get  clear  about  tins 
ethical  point.  Is  your  objection  that  there  is  u 
feeling  amongst  your  members  generally  with  reg~  • 
to  the  inequality  of  distribution  of  wealth?  ’ 
there  is  a general  feeling  with  regard  to  the  cxis 
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of  very  large  fortunes  running  into  five,  six  and 
seven  figures  or  even  eight  figures  while  there  are 
people  unemployed,  people  living  very  poor,  and  so 
oil,  and  any  modification  of  -chose  inequalities  has  a 
good  social  effect.  Wie  say  that  from  our  own  very 
real  experience  among  the  people  of  the  country. 

8376.  Is  your  point  in  this  paragraph  that  you 
dislike  the  debt  because  you  think  it  makes  the  in- 
equality worse?  Some  witnesses — I think  you  your- 
selves— put  forward  that  when  you  came  before : 
that  you  thought  the  debt  accentuated  on  balance  the 
inequality  of  distribution  of  wealth? — Yes.  The 
existence  of  the  debt  and  of  people  holding  large 
fortunes  in  the  debt  and  living  on  interest  raised  by 
taxation  on  the  country  does  cause  a feeling  of 
resentment  and  injustice. 

8377.  You  are  not  objecting  to  the  individuals 
holding  it,  but  you  are  objecting  to  the  effect  of  the 
debt  as  a whole  on  the  distribution  of  wealth 
throughout  the  community.  Is  that  it? — Yes. 
(Paragraphs  23  to  25  read.) 

8378.  Mr.  Bell : Do'  you  think  the  revision  of 

valuations  would  be  quite  equitable  as  between  the 


payer  of  a lump  sum  and  the  man  who  has  elected 
or  been  allowed  to  pay  by  instalments? — The  man 
who  is  in  a position  to  pay  in  a lump  sum  is  in  a 
more  satisfactory  and  happy  position  than  the  man 
who  proves  that  he  can  only  pay  in  instalments  and 
is  given  the  benefit  of  an  arrangement  to  that  effect. 

8379.  As  a matter  of  fact  the  payer  of  a lump  sum 
may7  suffer  as  much  depreciation  after  payment  as 
the  instalment  man  suffers  during  the  period  of 
payonent.  Would  you  alloy/  him  to  appeal? — We  are 
not  unfavourable  to  the  consideration  of  real  hard- 
ship. In  an  Income  Tax  demand  I have  this  week 
I find  there  are  provisions  for  refunds  and  so  on  in 
the  event  of  subsequent  loss  of  income  on  the  estimate 
that  the  Income  Tax  payer  has  himself  made,  and  we 
do  not  see  why  that  principle  should  not  be  applied 
in  dealing  with  this  tax. 

8380.  There  would  in  fact  be  a great  area  of  re- 
vision?— We  do  not  think  it  would  be  very  consider- 
able, but  we  are  not  unfavourable  to  the  principle  of 
giving  favourable  consideration  to  cases  of  real 
hardship.  (Paragraphs  26  to  31  read.) 

Chairman : Thank  you  very  much  for  your 

evidence. 


( The  Witnesses  withdrew.) 


(Adjourned.) 

TWENTY-NINTH  DAY. 
Tuesday,  1st  September,  1925. 


Present  : 

The  Rt.  ELon.  LORD  COLWYN,  Chairman.  Mr.  W.  L.  HIGHENS. 

Sir  CHARLES  ADDIS,  K.C.M.G. 

Mr.  HENRY  BELL.  Mr.  G.  R.  HAMILTON,  Secretary. 

Professor  FRED  HALL.  Mr.  G.  ISMAY,  Assistant  Secretary. 

Sir  Hugh  Bell,  Bart.,  C.B.,  called  and  examined. 

Evidence-in-chief  handed  in  by  Sir  Hugh  Bell. 


Question  1. — How  do  the  National  Debt  (apart  from 
the  taxation  which  it  necessitates),  and  move- 
ments in  the  National  Debt  through  repayment, 
conversions,  etc.  affect  (1)  the  supply  of  credit 
and  (2)  the  supply  of  permanent  capital  for  trade 
and  industry,  both  in  volume  and  direction? 
Docs  any  distinction  exist  between  the  effects 
of  the  Floating  Debt  and  the  longer  term  debt? 

1.  This  question  involves  banking  considerations 
of  a very  recondite  and  far  reaching  kind  and  as 
such  is  beyond  my  competence,  I,  therefore,  do  not 
attempt  to  offer  any  opinion  on  either  (1)  or  (2). 
As  regards  the  effects  of  Floating  and  longer  term 
debt,  I incline  to  think  that  the  only7  distinction  be- 
tween these  two  lies  in  the  facility  with  which  Float- 
ing Debt  can  be  increased  and  the  temptations  which 
it  consequently  holds  out  to  incur  expenditure,  of 
which  the  burden  is  not  so  immediately  apparent  as 
is  the  case  when  long  term  borrowings  are  under- 
taken. 

Question  2. — Does  the  existence  of  the  debt,  or  move- 
ments in  the  debt,  affect  the  terms  upon  which 
capital  can.  be  raised  for  trade  and  industry? 

2.  This  again  is  largely  a banking  question.  In 
my  judgment  the  appearance  of  a Government  in 
the  market  tends  to  raise  the  cost  of  oapital  because, 
having  the  general  credit  of  the  country  to  offer,,  it 
can  usually  borrow  on  the  lowest  terms.  The  de- 
mands of  the  administration  tend  fee  exhaust  the 


lendable  capital  and  consequently  the  price  tends  to 
rise  and  the  cost  to  borrowers  with  less  good  security 
to  offer  tends  to  increase. 

Question  3. — Should  provision  be  made  for  repayment 
every  year  of  debt;  In  that  case, 

(a)  Should  the  same  amount  be  repaid  every 

yean-,  and,  if  so,  is  the  present  Sinking 
Fund  of  £50,000,000  satisfactory?  If  it 
is  not  sufficient,  ought  it  to  be  increased, 
even  if  taxes  have  to  be  increased?  or 

(b)  Should  the  amount  repaid  vary,  and,  if  so, 

on  what  principle?  Should  it  be  less  in 
years  of  bad  trade?  Should  the  varia- 
tion be  subject  to  the  maintenance  every 
year  of  a fixed  minimum  repayment , and, 
if  so,  of  what  amount  ? 

If  any  alteration  of  the  existing  annual  provision 
for  the  Debt  (interest  and  redemption)  is  sug- 
gested, what  roould  be  its  effect  upon  trade,  con- 
version of  the  debt  and  credit?  Is  it  considered 
desirable  to  apply  any  Budget  surplus  to  repay- 
ment of  debt? 

3.  As  with  the  individual  so  with  the  State,  the 
extinction  of  debt  with  its  prior  claim  on  the  product 
of  the  industry  and  enterprise  of  the  country  seems 
to  me  desirable.  But  that  extinction  must  he  real 
and  not  merely  apparent.  That  is  to  say  the  re- 
payment must  come  out  of  the  surplus  remaining 
after  all  reasonable  demands  have  been  satisfied.  But 
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what  is  reasonable?  In  this  as  in  so  many  oases  the 
crux  lies  in  the  adjective.  Countless  illustrations 
could  be  given.  Costly  furs  would  not  be  “ reason- 
able ” in  Egypt,  while  fur  clothing  is  an  indispens- 
able necessity  in  the  Arctic  region.  Taxation  which 
compelled  an  Egyptian  of  wealth  to  forego  ermine 
might  be  a proper  mode  of  extinguishing  debt  while 
similar  taxation  which  deprived  a Siberian  peasant 
of  sheep  skins  would  be  deplorable. 

4.  This  general  answer  covers  both  (a)  and  (b)  but 
to  be  more  precise  I should  say  that  it  would  be  well 
to  add  to  the  present  £50  million  as  far  as  possible. 
It  took  Great  Britain  over  80  years  to  reduce  the 
debt  incurred  in  the  Napoleonic  Wars  from  £900 
million  to  £635  million  in  1899.  In  the  next  15  years 
warfare  added  more  than  redemption  took  off  with 
the  result  that  at  31st  March,  1914,  the  debt  stood 
265  millions  higher  at  £661-5-  million.  In  a century 
of  unexampled  prosperity  we  only  succeeded  in  pay- 
ing off  about  26  per  cent,  of  the  debt.  The  War 
increased  this  debt  nearly  12  fold  and  we  have  now 
a burden  of  interest  which  is  16J  times  more  than 
when  War  broke  out.  It  may  be  hoped  that  this 
burden  will  be  considerably  reduced  in  consequence 
of  the  various  loans  raised  during  the  War  at  high 
rates  of  interest  maturing  and  being  resettled  on 
more  favourable  terms,  a process  which  is  already 
taking  place.  To  effect  this  it  is  essential  to  main- 
tain the  credit  of  Great  Britain  at  as  high  a level 
as  possible  and  in  no  better  way  can  this  be  done 
than  by  showing  the  ability  of  the  country  to  reduce 
in  a steady  way  the  amount  of  this  debt.  If  the 
country  can  afford  out  of  its  annual  revenue  to  set 
aside  £50.000,000  and  to  use  this  sum  to  reduce  debt 
the  result  would  no  doubt  be  that  the  rate  of  interest 
payable  by  the  State  would  fall.  This  reduction  in 
interest  would  diminish  as  time  went  on  and  as  the 
nation’s  credit  improved.  In  the  earlier  stages  the 
relief  would  be  greater.  But  assuming  that  debt 
bearing  interest  at  4 per  cent,  for  the  whole  period 
were  extinguished  at  the  rate  of  £50,000,000  a year 
the  next  generation  would  find  the  burden  not  in- 
tolerable and  in  50  years  from  now  it  would  be 
entirely  or  almost  entirely  removed. 

5.  How  far  such  a policy  is  compatible  with  the 
necessities  of  the  country  depends  on  other  considera- 
tions. 

6.  The  precise  answers  to  the  alternatives  (a)  and 
(6)  depend  on  these  considerations  to  which  some 
attempt  is  made  below  to  give  due  weight.  The  same 
remarks  apply  to  the  question  as  to  the  use  to  be 
made  of  Budget  surpluses. 

Question  4. — Is  it  thought  to  be  desirable  to  convert 
any  or  all  of  the  Floating  Debt? 

7.  The  power  to  raise  money  by  means  of  Floating 
Debt  ought  in  my  judgment  to  be  exercised  with 
great  discretion.  Governments  (like  individuals  in 
prosperous  circumstances)  find  no  difficulty  in  buying 
credit  from  dealers  in  that  strange  and  intangible 
commodity.  A rich  man  with  no  overdraft  at  his 
bankers  can  obtain  anything  he  wants  for  any  wild 
cat  enterprise.  That  same  man  when  under  consider- 
able obligation  to  his  bankers,  is  less  disposed  to  ask 
for  more,  and  is  apt  to  restrain  his  speculative 
propensities.  The  prudent  man  may  be  trusted  to 
exercise  due  restraint  even  if  he  has  a considerable 
margin  of  credit  at  his  bank.  That  Chancellor  who 
keeps  his  Floating  Debt  as  low  as  is  consistent  with 
never  having  much  money  in  the  hands  of  his  bankers 
would  pursue  the  wiser  course. 

8.  The  Funded  Debt  with  its  fixed  rate  of  interest 
makes  a fine  ballast  to  his  ship.  It  is  difficult  to  fix 
what  limits  he  should  impose  on  himself.  Each  case 
must  be  considered  on  its  merits.  The  Chancellor 
should  be  inclined  to  load  the  scales  against  himself 
and  keep  his  Floating  Debt  low. 

9.  This  seems  the  proper  place  to  observe  that  the 
worst,  as  it  is  the  most  insidious,  form  of  Floating 
Debt  is  to  be  found  in  a paper  currency  augmentable 


at  the  will  of  the  Government.  The  piece  of  paper 
which  purports  to  be  worth  £5  bears  no  direct 
interest;  but  as  the  pieces  increase  in  number  each 
begins  to  lose  value  and  the  unfortunate  holders  do 
in  fact  pay  interest  at  a rate  which  in  the  end  be- 
comes intolerable  and  may  (as  in  Germany)  involve 
the  last  holder  in  complete  loss  though  probably  each 
successive  holder  may  have  borne  some  share. 

Question  5. — To  what  extent  is  the  debt  charge  held 
to  necessitate  an  injurious  restriction  of  public 
expenditure  upon  desirable  objects? 

10.  A convinced  individualist  boggles  at  “ public 
expenditure  on  desirable  objects,”  for,  as  before 
remarked,  the  crux  of  the  question  lies  in  the  adjec- 
tive. But  assuming  that  some  desirable  objects  exist 
for  which  money  can  be  found,  it  does  not  appear 
to  be  doubtful  that  a debt  charge  sufficiently  high 
would  restrict  such  expenditure.  It  is  not  difficult 
to  suggest  public  expenditure  which  is  essential,  but 
the  individualist  seeks  to  limit  rather  than  to  en- 
large this.  Government,  for  him,  is  in  the  nature 
of  a necessary  evil.  He  seeks  to  circumscribe  its 
activities  as  much  as  possible  and  reluctantly  accepts 
any  enlargement  of  its  functions.  To  maintain  such 
order  as  will  permit  to  each  citizen  the  exercise  of 
the  fullest  liberty,  limited  only  by  like  liberty  to  his 
neighbour  is  the  ideal.  But  by  the  nature  of  things 
his  ideal  is  unattainable,  for  the  ambit  of  each  im- 
pinges more  or  less  on  the  ambit  of  others.  The 
individualist  finds  himself  trespassing  on  the  field  of 
the  Socialist,  but  whereas  the  one  thinks  of  his  tres- 
pass as  at  best  an  evil  of  which  the  necessity  requires 
full  demonstration,  the  other  seems  to  me  to  assume 
that  to  interfere  is  in  itself  good  and  is  only  to  bo 
avoided  on  stringent  proof  (rarely  accepted  by  him) 
that  it  will  bear  consequential  results  to  over-weigh 
the  advantages  he  claims  for  it.  The  direct  and  brief 
answer  to  the  question  is  that  the  less  money, 
(abstracted  either  obligatorily  for  interest  on  former 
extravagances,  or  voluntarily  for  present  demands) 
the  Chancellor  of  the  Exchequer  takes  out  of  the  tax- 
payer’s pockets  the  better  it  will  be  for  the  nation 
as  a whole. 

Question  6. — Does  repayment  of  the  debt  necessarily 
involve  deflation  of  prices,  such  as  is  likely  to  be 
injurious  to  trade? 

11.  For  the  reason  given  in  question  1,  this  ques- 
tion is  beyond  my  competence,  but  I incline  to  answer 
it  in  the  negative. 

Question  7. — What  is  the  effect  of  the  existing 
taxes  on  the  supply  of  permanent  capital  from 
the  public,  and  on  total  purchasing  power?  Is 
there  any  evidence  of  a present  shortage  of  capi- 
tal for  industry?  Is  it  anticipated  that  there 
will  be  a shortage  of  capital  when  trade > imjyroves? 

Question  8. — How  far  do  the  existing  taxes  act  as  a 
deterrent  to  saving  and  to  enterprise  on  the  part 
of  the  individual  engaged  in  trade  and  the  in- 
vestor generally?  Do  they  similarly  affect  joint 
stock  companies  ? 

Question  9. — How  far  does  the  high  Income  Tax  [in- 
cluding Super-tax),  withdraw  money  which  could 
otherwise  be  counted  on  for  the  expansion  of 
business,  and  which,  so  capitalised,  would  pro- 
duce a rate  of  profits  proportionate  to  managing 
ability  and  to  the  risks  of  personal  enterprise, 
and  higher  on  the  average  than  the  rate  of  in- 
terest on  Government  debt? 

Question  10. — How  far  does  the  burden  of  the  Income 
Tax  fall  upon  the  business  itself  ancl  hamper  Us 
operations?  What  is  its  effect  on  (1)  the  ability 
of  companies  to  build  up  reserves,  and  (2)  the 
policy  of  companies  as  between  distribution  in 
dividend  and  allocation  to  reserve? 

12.  A similar  answer  applies  to  questions  7,  8, 

9 and  10.  But  I should  like  to  add  the  following 
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observation  personal  in  its  character,  but  . I 
believe  of  universal  applicability.  A person  like 
myself  engaged  in  industry,  if  he  wishes  to  prosper 
and  to  bring  prosperity  to  those  in  his  employment, 
must  be  ready  to  keep  on  embarking  capital  in  his 
enterprise.  He  dare  not  use  all  his  so-called  “ profit  ” 
(which  I should  prefer  to  call  “ surplus  ”)  for  his 
own  purposes;  personal  expenditure  or  what  not.  He 
probably  regards  from  one-half  to  two-thirds  of  his 
income  as  all  he  has  available  and  the  balance  goes 
back  into  his  business  to  maintain  and  increase  it. 

If  he  is  in  a trade  which  is  not  of  a static  kind  the 
men  in  his  employment  look  to  him  to  find  places 
for  their  children.  My  own  personal  experience  is 
something  as  follows  : For  every  1,000  men  in  the  em- 
ployment of  my  firm  about  10  young  men  seek  em- 
ployment every  year.  In  my  business  before  the 
War  about  £250  was  needed  to  set  a man  to  work, 
that  is  to  say  the  capital  of  the  company  in  pounds 
sterling  was  about  250  times  the  number  of  men  in 
our  employment.  Therefore  each  year  we  needed  to 
invest  £2,500  or  thereabouts  to  give  employment  to 
these  youths.  I need  not  explain  that  iko  investment 
of  that  sort  was  actually  made  year  by  year  but  I 
think  I should  not  be  far  wrong  if  I said  that  our 
capital  increased  at  something  like  that  ratio  and  that 
the  shareholder  contributed  something  like  rate  ably 
to  that  increase.  That  is  another  way  of  saying  that 
out  of  surplus  arising  from  our  manufactures  over 
time  a proportion  of  that  sort  had  to  be  returned  to 
the  business.  When  the  total  taxation  of  the  country 
(rates  and  taxes)  amounted  to  something  in  the 
region  of  2s.  in  the  £ it  was  in  my  power  to  contri- 
bute my  share,  but  when  the  total  of  rates  and  taxes 
levied  on  me  rose  by  leaps  and  bounds  the  surplus 
left  after  meeting  my  personal  expenditure  of  all  kinds 
disappeared.  The  first  economy  to  he  made  was  oh- 
viouslv  not  to  return  to  the  business  those  sums 
which  before  the  War  were  willingly  given  for  the 
improvement  and  development  of  the  works.  In  this 
sense  then  it  is  clear  that  existing  taxes  do  act  as  a 
deterrent  to  those  engaged  in  trade.  The  effect  has 
perhaps  been  less  than  might  have  been  the  case 
did  the  investor  not  believe  that  before  long  a return 
to  what  he  regarded  as  the  normal  would  take  place. 
He  strained  his  credit  to  maintain  and  improve  his 
works  trusting  to  a return  to  more  moderate  public 
expenditure,  and  consequently  lower  taxation  by  tlie 
governing  authorities  of  all  kinds  which  would  bring 
back  to  him  the  surpluses  on  which  he  had  relied  in 
the  past. 

13.  Something  must  be  added  with  regard  to  ques- 
tion 10.  Prior  to  the  War  with  a relatively  moderate 
Income  Tax,  the  taxing  authorities  treated  the 
accounts  of  manufacturers  less  rigidly  than  became 
usual  later.  As  the  needs  of  the  country  became 
more  pressing  and  it  was  essential  to  collect  the 
largest  possible  amount  from  every  taxpayer,  methods 
became  more  and  more  stringent.  Before  the  Wai . 
therefore,  there  was  a tendency  to  keep  down  the 
capital  account  as  much  as  possible.  Prudently 
managed  concerns  put  as  much  as  they  could  to  work- 
ing charges.  Sums  which  might  have  been  divided 
as  profits  were  added  to  reserve  or  sometimes  even 
expended  on  extensions.  It  is  safe  to  say  that  in 
pursuance  of  this  policy  no  cautiously  managed  con- 
cern divided  more  than  one-half  t-o  two-thirds  of 
the  profits  shown  after  the  policy  I have  described 
had  been  followed  as  far  as  the  Inland  Revenue  officers 
would  allow. 

14.  The  same  officers  of  a department  greedy  for 
money  totally  reversed  this  policy.  They  compelled 
manufacturers  to  add  to  capital  expenditure  which 
prior  to  1914  would  unquestionably  have  been  charged 
to  revenue  or  at  least  to  reserves  of  some  sort.  They 
levied  the  exorbitant  Income  Tax  on  the  profits  thus 
swollen.  Cases  could  he  given  in  which  with  the 
same  object  in  view  they  demanded  a revaluation  of 
stores  at  the  extravagant  war  prices  and  levied  the 
tax  on  tlie  profit  swollen  in  this  adventitious  way. 
It  is  within  my  own  knowledge  that  the  effect  of 
this  policy  was  to  levy  taxes  which  a fall  in  the 


prices  of  the  same  stores,  caused  to  he  refunded  in 
the  following  period.  Such  policy  even  when  not 
pursued  to  the  absurd  limit  just  mentioned  is  most 
detrimental  to  the  proper  conduct  of  business  and 
in  the  long  run  must  produce  disaster. 

Question  11. — Does  Income  Tax  enter  into  prices,  and, 

if  so,  how?  Does  it  in  this  or  in  any  other  way 

handicap  the  exporter  in  competing  in  foreign 

markets  against  world  prices? 

15.  A very  difficult  question,  answerable  only  after 
an  elaborate  examination  of  the  circumstances.  It 
may  I think  be  said  that  all  costs  necessary  to  pro- 
duction enter  into  prices ; and  since  taxes  whether 
direct  or  indirect  are,  in  a civilised  community  a 
necessary  (or  at  all  events  unesoapable)  item  of  cost, 
taxes  must  “ enter  into  prices  ” (a  vague  phrase  hut 
which  I assume  to  mean  “ form  an  element  in  deter- 
mining the  price  at  which  any  article  can  he  sold  ’’). 
Take  an  extreme  case  : suppose  the  taxing  authority 
decided  that  the  whole  surplus  arising  from  the  pro- 
duction of  some  article  involving  large  capital  ex- 
penditure should  he  taken  in  taxation,  that  article 
would  cease  to  he  produced  since  there  would  be  no 
inducement  to  provide  the  capital  required  for  its 
production.  But  if  we  assume  that  the  policy  m 
question  had  been  initiated  after  a large  capital  had 
been  invested  and  taxation  had  been  gradually  in- 
creased till  the  extreme  point  of  complete  absorption 
of  the  whole  surplus  had  been  reached  it  would  seem 
that  taxation,  as  it  increased,  would  more  and  more 
become  an  element  in  determining  price,  prices  rising 
till  consumption  was  affected,  and  then  production 
diminishing  till  it  disappeared.  At  this  point,  or 
just  before  it,  the  socialist  ideal  would  liave  been 
reached.  The  supreme  authority  would  have  decided 
that  such  and  such  a quantity  of  the  article  was 
needed  and  would  regulate  taxation  to  produce  that 
and  no  more.  Taxation  would  he  the  throttle  valve, 
which  by  being  more  or  less  weighted  allows  just 
so  much  steam  to  escape  and  no  more.  If  this  vie-w 
is  correct  the  question  involves  the  whole  issue  be- 
tween individualism  and  socialism.  The  individualist 
regards  taxation  as  an  evil,  though  a necessary  evil 
and  tolerates  even  Government  itself,  only  because 
some  regulation  is  imperative  to  permit  the  exercise 
of  individual  effort,  as  little  hampered  as  is  com- 
patible with  life  in  a community,  lhe  hermit  living 
“ in  some  vast  wilderness,  some  boundless  contiguity 
“ of  shade,”  needs  no  laws,  no  police,  no  armies  and. 
therefore,  no  taxation.  But  the  moment  two  or  three 
or  more  hermits  are  gathered  together  the  need  of 
co-operation  arises,  and  with  it  the  need  of  regulat- 
ing the  methods  of  co-operative  effort. 

16.  Taxes,  says  the  individualist,  are  had  in  them- 
selves and  only  to  be  tolerated  because  they  are  neces- 
sary and  the  necessity  must  be  shown  in  each  case. 
Taxes,  says  the  Socialist,  are  good  in  themselves  and 
their  imposition  must  only  be  withheld,  where  they 
would  prevent  the  attainment  of  some  object  to  which 
tlie  community  attaches  importance. 

Question  12.— How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  Do  they  inflict  special 
damage  on  private  businesses,  and,  if  so,  can  any 
suggestion  be  made  for  amending  the  duties  so 
as  to  obviate  this  special  effect,  without  reducing 
the  yield? 

17.  Again  a very  difficult  question.  It  appears  clear 
that  taxes  which  are  essentially  paid  in  cash,  can 
only  be  paid  out  of  what  I will  call  current  income, 
not,  however,  necessarily  out  of  the  income  of  the 
payer.  In  my  judgment  any  taxation  which  does  not 
come  out  of  the  income  of  the  payer  is  bad.  The 
Death  Duties  have  this  defect  from  which  many 
people  seek  to  escape  by  insurance  and  also  by  other 
less  avowable  methods.  If  a person  whose  estate  at 
his  death  will  he  liable  to  Death  Duties  insures 
against  this  contingency  it  is  because  he  wishes  to 
pay  the  tax  out  of  h,is  income  year  by  year.  If  he 
fails  to  make  the  necessary  provision  (which  he  might 
do  in  other  ways  than  by  insurance)  his  executors 
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at  his  death  are  compelled  to  realise  some  of  his 
property,  for  the  Inland  Revenue  demands  cash. 
Someone  out  of  current  income  or  accumulation  of 
past  income  buys  the  property  and  the  demand  of 
the  taxing  authorities  is  satisfied  out  of  income.  In 
“ private  businesses  ” by  which  I assume  is  meant 
businesses  which,  whether  registered  under  the 
Limited  Liability  Acts  or  not,  are  owned  by  a small 
group  of  individuals  the  needs  of  one  or  more  part- 
ners to  meet  relatively  large  demands  at  uncertain 
periods  may  be  very  prejudicial.  They  may  arise 
at  moments  when  the  withdrawal  of  the  capital  may 
create  serious  inconvenience.  It  is  true  they  can  be 
forestalled  by  the  making  of  provision  by  insurance 
or  otherwise.  But  they  sin  in  this,  as  in  all  cases, 
by  being  uncertain  and  irregular  in  their  incidence 
and  from  their  nature  and  amount  by  needing  to  be 
satisfied  in  some  other  way  than  out  of  current 
income. 

Question  13. — Are  any  of  the  Stamp  Duties  detri- 
mental to  trade,  industry  or  employment,  and, 
if  so,  in  what  manner? 

18.  Stamp  Duties  are  only  worse  than  any  other 
taxes  because  they  impose  obligations  which  must 
be  met,  and  regulations  of  a complicated  character 
which  must  be  obeyed,  before  the  transaction  to  which 
they  refer  can  be  completed.  They  are  detrimental 
to  trade  as  are  all  taxes  because  they  are  an  item 
of  cost  but  they  have  the  additional  objections  which 
have  been  mentioned  above.  The  twopenny  stamp  on 
cheques  is  a good  example  of  both  drawbacks.  It 
is  said  by  bankers  that  the  additional  duty  lessened 
the  use  of  cheques  as  a means  of  settling  accounts. 
In  so  far  as  this  is  the  case  they  are  a disadvantage. 
It  will  I suppose  be  admitted  that  the  use  of  cheques 
is  an  advantage  to  both  debtor  and  creditor  and  that 
a duty  tends  to  lessen  their  use.  If  the  duty  were 
still  further  increased  or  made  ad  valorem  in  character 
the  obstacle  to  their  use  would  be  enhanced. 

Question  14. — To  what  extent  is  a tax  on  commodities 
borne  by  the  consumer?  Sow  are  internal  and 
external  trade  affected? 

19.  Speaking  broadly  and  over  time  I should  say 

taxes  on  commodities  are  borne  entirely  by  the  con- 
sumer. It  is  easy  to  suggest  cases  in  which  this  is 
momentarily  not  true.  For  example,  if  aS  is  suggested 
at  present  the  coal  trade  of  this  country  is  being 

carried  on  at  a loss  in  whole  or  in  part  the  con- 

sumer may  be  said  to  bear  no  part  of  the  tax,  or  of 
any  other  item  of  cost.  The  coal  owner  in  wages, 
stores,  royalty,  taxes,  etc.,  expends  say,  18s.  to  get 
a ton  of  coal  into  the  consumer’s  hand  and  receives 
in  exchange  17s.  6d.  The  missing  sixpence  he  must 
take  from  some  other  source,  and  unless  he  has  a 
perennial  source  of  supply  this  other  source  will 
ultimately  be  exhausted. 

20.  Or  assume  that  unless  he  can  sell  his  18s.  ton 

of  coal  for  19s.  he  will  not  carry  on  the  business 

and  he  gets  only  IBs.  6d.  who  shall  say  out  of  which 

item  of  cost  the  producer  takes  the  missing  sixpence 
as  being  paid  by  him  and  not  by  the  consumer,  as 
all  is  paid  by  the  consumer  when  the  ton  sells  for 
19s.  As  regards  the  contrast  between  internal  and 
external  trade,  it  exists  only  in  the  case,  where  the 
producer  is  able  from  market  conditions  to  charge 
a differential  rate.  In  the  following  hypothetical 


table  this  is 

set  out  taking  the  above 

figures 

as 

examples  : — 

s. 

d. 

Cost  of  two  tons,  in  every  case 

36 

0 

Sale  Price. 

(1)  Sales  at 

a 

loss. 

Foreign. 

Home. 

Ton. 

Ton. 

s.  d. 

s. 

d. 

•S'. 

d. 

Class  A 

17  6 

17 

6 

35 

0 

a B 

17  0 

18 

0 

35 

0 

„ c 

18  0 

17 

0 

36 

0 

(2)  Sales  at  an  inadequate  profit. 


Foreign. 

Home. 

Ton. 

Ton. 

s.  d. 

s.  d. 

s. 

d. 

Class  A 

18  6 

18  6 

37 

0 

„ B 

18  0 

19  0 

37 

0 

„ o 

19  0 

18  0 

37 

0 

(3)  Sales  at  an  adequate  profit. 

Foreign. 

Home. 

Ton. 

Ton. 

s.  d. 

s.  d. 

s. 

d. 

Class  A 

19  0 

19  0 

38 

0 

„ B 

18  6 

19  6 

38 

0 

„ o 

19  6 

18  6 

38 

0 

21.  In  passing  I 

may  remark  that  Claes  A (homo 

and  foreign  price 

the  same)  comprises 

the 

cases 

which  those  who  profess  anti-dumping  principles 
would  regard  as  proper  procedure.  Class  B (home 
price  above  foreign)  they  would  call  shameless  dump- 
ing. The  foreign  coal  producer  would  wish  to  see 
the  British  producer  compelled  to  adopt  Class  C 
(home  price  below  foreign)  while  the  foreign 
user  would  wish  to  find  Class  B always  followed, 
though  his  legislature  would  probably  be  asked 
to  impose  penalties  against  it,  as  indeed  has  been 
done  in  every  country  where  anti-dumping  legislation 
has  been  enacted.  The  British  producer,  if  he  is 
wise,  asks  to  be  left  alone  to  adopt  from  time  to  time 
whichever  procedure  keeps  his  pits  fully  employed. 
He  perhaps  even  hopes  that  by  adopting  even  (1)  C 
36s.  may  become  35s.  or  even  34s.  or  less  and  his  Is. 
a ton  got.  He  carries  on  in  that  hope  or  in  the 
alternative  that  (2)  in  some  form  may  come  to 
pass  as  a transition  to  (3)  in  one  of  its  forms,  and 
if  that  comes  about  he  prays  he  may  he  left  to  adopt 
A,  B or  C as  the  contingencies  of  the  trade  compel. 

The  varieties  are  infinite  hut  the  examples  given 
suffice  to  show  the  principles  involved. 

Question  15. — Is  importance  to  be  attached  to  the 
maintenance  of  a particular  ratio  behveen  direct 
and  indirect  taxation,  and,  if  so,  on  what  prin- 
ciples should  the  ratio  be  determined? 

22.  I incline  to  the  opinion  that  if  it  were  possible 
a single  direct  tax  on  income  would  be  the  best.  But 
I recognise  the  difficulties,  probably  insuperable, 
which  are  involved.  A tax  on  commodities  is  levied 
without  the  contributors  being  aware  of  its  existence 
and  so  is  paid  without  much  grumbling.  It  is  justi- 
fied by  the  assertion  that  it  is  possible  in  this  way 
to  get  something  toward  the  maintenance  of  the  State 
out  of  the  poorer  and  indeed  the  poorest  classes. 
It  must  be  levied  as  far  as  possible  on  articles  of 
very  general  consumption  and  as  little  as  possible 
on  articles  of  prime  necessity.  The  upward  limit  of 
taxability  is,  therefore,  comparatively  low  on  such 
articles.  Sugar  is  an  example  of  the  articles  coming 
under  this  condition.  On  the  other  hand  articles 
in  large  demand  but  not  of  prime  necessity  can  stand 
very  high  taxation  without  detriment  either  to  the 
State  or'  the  producer.  Tobacco  is  an  example  of 
such  articles.  A third  article,  viz.,  alcohol,  must  be 
mentioned  because  certain  other  considerations  have 
weight  in  determining  the  tax  to  be  imposed.  These 
do  not  appear  to  me  to  be  germane  to  the  discussion 
but  there  is  I think  no  doubt  that  the  ethical  ques- 
tions connected  with  the  use  or  abuse  of  alcohol  have 
very  largely  influenced  legislators  in  dealing  with 
this  commodity.  From  what  has  been  said  it  would 
appear  difficult  to  establish  any  real  ratio  between 
direct  and  indirect  taxation  since  the  conditions  under 
which  the  latter  is  imposed  vary  so  greatly. 

23.  Only  this  need  be  added  that  the  Chancellor 
of  the  Exchequer  must  decide  how  much  a tax  will 
yield  to  the  Treasury,  for  cases  can  be  shown  in  which 
a lowering  of  the  tax  has  increased  its  yield  and 
vice  versa.  The  Chancellor  of  the  Exchequer  should 
be  influenced  by  no  ethical  consideration,  but  should 
consider  only  how  he  can  get  most  into  his  chest 
at  the  least  cost  to  the  taxpayer. 
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Question  16. — What  effects  does  the  present  system 
of  taxation  tend  to  have  upon  the  distribution 
of  wealth?  Is  it  considered  that  these  effects 
are  in  the  best  interests  of  the  country  in  the 
long  run?  If  any  broad  amendment)  of  the  system 
■is  advocated,  how  would  such  an  amendment 
affect  the  distribution? 

Question  17. — Gan  existing  taxation  be  varied  with 
advantage,  and,  if  so,  how  far  and  in  what  ways, 
without  increasing  the  total  amount  raised  by 
taxation  ? 

24.  It  would  seem  that  the  present  system  of  taxa- 
tion tends  to  prevent  the  accumulation  of  wealth. 

I will  not  discuss  the  difficult  questions  connected 
with  its  distribution  Ibeyond  saying  that  a 
tendency  to  accumulation  in  few  hands  appears 
to  me  undesirable.  On  the  other  hand  a very 
minute  subdivision  of  wealth  might  hinder  those 
developments  which  seem  to  he  demanded  by 
the  increasing  requirements  of  man  for  various  things 
which  are  thought  to  add  to  his  wellbeing.  It  is  I 
think  certain  that  one  man  with  say  £100,000  at  his 
disposal  is  more  likely  to  risk  £1,000  in  some  big 
enterprise  than  100  men  with  £1,000  each  to  risk 
£10.  As  has  been  mentioned  above  the  persons  most 
interested  in  the  accumulation  of  wealth  are  the 
great  mass  of  the  people  who  can  only  be  set  to  work 
if  capital  is  found  to  provide  employment.  The  8 to 
9 million  workers  in  this  country  mean  80,000  to 
90,000  young  men  to  be  provided  with  work  every  year. 
If  my  experience  can  be  taken  as  general  that  means 
that  £20  million  must  have  been  accumulated  on  the 
average,  every  year  to  find  work  for  the  rising 
population.  What  this  should  be  under  post-war 
conditions  is  difficult  to  state.  To  the  man  of  wealth 
another  1 per  cent,  increase  on  his  capital  is  of 
little  moment;  to  the  son  of  the  man  in  his 
employment  it  is  a vital  necessity  if  that  boy  is 
to  be  a help  to  the  community  and  not  a burden  on 
it.  To  tax  the  wealthy  so  as  to  lower  that  accumu- 
lation is  to  inflict  a serious  injury  on  those  for  whom 
the  State  should  feel  the  greatest  solicitude.  I can 
suggest  no  improvement  on  the  present  methods 
partly  because  I incline  to  believe  that  any  old  tax, 
however  bad,  is  better  than  any  new  tax,  however 
good.  With  astounding  speed  a bad  tax  gets  shifted 
on  to  the  proper  shoulders,  often  at  great  and  un- 
necessary disadvantage  to  the  community.  The  best 
of  new  taxes  can  hardly7  hope  to  fall  exactly  on  the 
shoulders  to  which  they  belong.  I hold  that  in  the 
long  run  the  consumer  pays  always.  The  crying 
need  to-day7  is  a reduction  of  public  expenditure 
which  would  lessen  the  burden  of  taxation  in  the 
best  and  most  direct  way. 

Question  18. — How  far  would  increased  productivity 
in  trade  and  industry  affect  the  burden  of  the 
debt? 

25.  Only  I think  by  providing  surpluses  out  of 
which  to  reduce  the  debt. 

Question  19. — To  what  extent  can  taxation  (as  dis- 
tinguished from  changes  in  taxation)  be  regarded 
as  a determinant  of  employment  or  unemploy- 
ment? If  it  is  held  that  the  aggregate  demand 
for  labour  is  permanently  reduced  by  taxation, 
does  the  effect  show  in  unemployment  or  in  a 
lower  level  of  wages? 

If  taxation  is  a cause  of  unemployment,  to  what 
extent  is  this  due  to  (a)  the  effect  of  taxation 
in  reducing  new  savings,  or  (b)  the  effect  of  taxa- 
tion in  reducing  consumers’  demand  for  goods? 

2G.  This  is  also  a question  needing  much  explana- 
tion in  order  to  give  a satisfactory  answer,  so  much 
depending  on  the  purposes  for  which  taxation  is 
levied.  Let  me  put  an  extreme  case.  Suppose  the 
dictum  “ Employment!  or  Maintenance  ” were  adopted 
and  the  result  were  that  even  more  universally  than 
at  present  a large  and  possibly  growing  proportion 
of  the  population  preferred  “ Maintenance  ” to  “ Em- 
ployment,” . taxation  would  increase  “ Un'employ- 


ment  ” till  the  “ Employed  ” were  bled  white  in 
maintaining  their  unemployed  fellows.  This  extreme 
case  cannot  be  disregarded  in  present  circumstances 
and  its  partial  effect  has  probably  contributed  to  the 
condition  in  which  we  find  ourselves.  The  action  of 
politicians  in  holding  out  the  promise  of  9d.  for  4d. 
and  even  still  more  tempting  conditions,  has  tended 
to  make  men  believe  that  following  the  Sibylline  rule 
the  less  they  have  to  offer  the  more  they  can  charge 
for  it.  Where  taxation  is  used  to  invest  in  produc- 
tive enterprise,  there  would  seem  to  be  no  evil  effect 
ensuing  except  for  the  doubt  which  the  individualist 
entertains  whether  the  removal  of  the  hope  of  per- 
sonal gain  will  not  tend  to  reduce  real  efficiency. 

27.  It  would  take  too  long  to  illustrate  this  hut  I 
suggest  that  very7  cogent  reasons  can  be  shown  from 
such  a service  as  the  Post  Office  where  remarkable 
bureaucratic  efficiency  exists  with  results  which  be- 
come apparently  less  and  less  satisfactory  to'  the 
customers  of  that  department. 

28.  Where  (as  in  the  case  of  warfare)  the  taxation 
is  to  meet  obligations  which,  when  they  were  in- 
curred, appeared  imperative,  conditions  of  such  ex- 
treme complication  arise  that  it  is  impossible  to  set 
them  out  in  any  detail.  All  I can  do  is  to  mention 
them  to  show  that  their  existence  is  not  overlooked 
in  my  reply.  That  the  world  would  have  been  in 
easier  circumstances  hut  for  the  huge  and  in  fact 
incalculable  destruction  of  the  wealth  which  existed 
before  1914,  is  probably  not  in  dispute.  The  mere 
shift  of  wealth  has  not  been  without  effect  in  bring- 
ing about  the  present  state  of  affairs.  The  taxation 
which  it  has  involved  is  nothing  but  a drawback 
to  the  advance  of  the  standard  of  living  of  the  world 
at  large.  In  this  sense  the  taxation  resulting  from 
the  War  is  seriously  affecting  the  labour  market. 
Could  we  wipe  out  all  that  taxation  and  have  all  the 
wealth  the  destruction  of  which  it  brought  about  it 
would  he  a good  thing  for  the  world. 


8381.  Chairman  : Will  you  read  the  paragraphs  in 
your  paper,  and  then  questions  may  he  asked  you  by 
the  Committee? — Yes.  (Paragraph  1 read.) 

8382.  Mr.  Hichens  : In  what  way  do  you  think  that 
a Floating  Debt  is  a temptation  to  incur  expendi- 
ture?— Because  it  is  so  easily  increased. 

8383.  Would  not  the  rate  of  interest  go  up  if  it 
were  increased  beyond  a certain  point? — Yes.  It  has 
all  the  disadvantages  of  any  other  debt,  but  it  has 
the  additional  disadvantage  that  you  are  able  to 
increase  it  so  much  more  easily.  Before  you  go  into 
the  market  to  borrow  you  have  to  make  a great  many 
preparations,  whereas  when  you  .are  increasing 
Floating  Debt  all  you  have  to  do  is  draw  a cheque. 
Perhaps  I might  venture  to  tell  you  a little  tale.  My 
father  and  I were  once  discussing  some  expenditure 
He  said  to  me  : “ How  do  you  propose  to  meet  it?” 
I said  : “ Well,  I think  I shall  draw  a cheque  for  it.” 
That  is  a floating  debt.  A complacent  hanker  enabled 
me  to  make  that  reply.  (Paragraph  2 read.) 

8384.  Professor  Hall : Have  you  had  recently  any 
personal  experience  in  regard  to  the  rate  at  which 
loans  can  he  obtained? — No,  not  personal.  (Para- 
graphs 3 fo  6 read.) 

8385.  Mr.  Bell:  You  say  “this  reduction  in 

interest  would  diminish  as  time  went  on  and  as  the 
nation’s  credit  improved.”  Do  you  mean  it  would 
increase? — I think  it  would  diminish.  I cannot  say 
to  what  point  it  would  diminish.  I would  remind  you 
that  there  was  a period  when  Consols  produced 
under  two  and  a half  per  cent.,  when  Consols  were 
close  on  114.  So  that  we  have  seen  the  rate  oi 
interest  they  yielded  go  down  to  what  was  almost  a 
disappearing  point.  The  interest  would  diminish  as 
the  security  improved,  but  the  rate  of  reduction 
would  he  slower  and  slower. 

8386.  Even  as  the  nation’s  credit  improved? — I 
think  so.  I am  endeavouring  to  enforce  that  by 
saying  I do  not  imagine  it  would  disappear  alto- 
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gether,  but  I think  it  would  reduce  at  a diminish- 
ing rate.  That  is  all  I am  saying;  I did  not  mean 
to  say  more  than  that. 

8387.  Sir  Charles  Addis  : May  we  take  it  that  in 
your  view  the  present  Sinking  Fund  of  £50.000,000 
is  a reasonable  amount  to  set  aside,  or  should  it  be 
more  or  less  in  present  circumstances? — I think 
every  penny  that  is  being  taken  out  of  the  tax- 
payer’s pocket  is  a distinct  disadvantage  to  the 
country  as  a whole,  and  that  therefore  £50,000,000 
at  the  present  moment  'is  far  too  much.  But  it  may 
be  necessary  to  keep  it  up,  for  all  that. 

8388.  Would  you  suggest  a general  law  by  which 
one  could  arrive  at  an  amount  which  would  bear  a 
proper  relation  to  the  capacity  of  the  nation  to  bear 
taxation?  For  example,  would  you  relate  it  at  all 
to  the  standard  of  living  on  the  one  hand  and  to 
the  national  savings  required  to  maintain  industry 
on  the  other  ? — I think  it  is  so  much  more  important 
to  increase  the  real  surplus  of  the  nation  that  I 
would  rather  see  the  standard  of  living  go  down. 
But  only  if  by  maintaining  taxation  I were  not  pre- 
venting the  progress  of  the  nation — by  which  I mean 
the  development  of  the  real  resources  of  the  nation. 

8389.  Would  you  apply  that  to  the  present 
standard  of  living? — Yes . 

8390.  You  think  that  might  be  reduced? — Yes. 

8391.  And  you  would  set  against  that  the  savings 
required  for  the  development  of  industry? — Yes;  if 
1 rightly  understand  your  question,  my  answer  is  in 
the  affirmative. 

8392.  Your  view  is  that  that  would  ultimately 
redound  to  the  advantage  of  the  lower  classes  and 
eventually  raise  the  standard  of  living  once  more? — 
I would  hope  so. 

8393.  Have  you  any  suggestion  which  would  help 
us  to  determine  between  those  two  policies  at  what 
point  one  should  fix  the  amount  of  debt  reduction? 
You  see,  there  are  three  things  : there  is  the  standard 
of  living,  there  is  the  amount  of  savings  required 
for  the  maintenance  of  industry,  and  there  is  what 
you  also  advocate,  the  reduction  of  debt.  Can  you 
suggest  what  should  be  the  relation  between  those 
three  factors? — I feel  it  very  difficult  to  suggest 
anything  specific. 

8394.  You  are  quite  clear  that  the  debt  ought 
to  be  paid  off  even  though  that  should  be  at  the 
expense  of  the  standard  of  living  on  the  one  hand 
or  of  the  development  of  industry  on  the  other? — 
Yes,  I think  so. 

839-5.  But  the  degree  to  which  either  of  those  two 
should  suffer  is  indeterminate;  you  cannot  make  any 
suggestion? — I feel  a difficulty  'in  determining  it.  I 
would  say  with  regard  to  the  reduction  of  debt, 
it  is  like  a mortgage  on  a large  estate ; 
if  the  amount  is  small  it  really  does  not  affect 
the  question  at  all.  As  you  go  on  making  it 
bigger  and  bigger  it  becomes  more  and  more  an 
element  which  has  to  be  taken  into  account  in  deter- 
mining what  the  expenditure  shall  be,  and  there 
comes  a point  when  you  cannot  incur  any  more 
expenditure,  because  of  the  burden  of  your  debt. 
INow  it  seems  to  me  that  so  far  as  Great  Britain  is 
concerned  we  have  long  passed  that  stage,  we  have 
got  to  a point  at  which  the  debt  is  infinitely  greater 
than  we  can  afford,  and  therefore  all  our  endeavours 
should  be  directed  to  the  reduction  of  that  debt  until 
we  get  it  down  to  something  like  a figure  where  it 
is  not  a serious  burden  upon  the  total  product  of 
the  nation.  I do  not  think  it  was  a serious  burden 
when  we  were  paying,  as  we  were  up  to  the  time  of 
the  War,  £28,000,000  a year,  if  I remember  aright, 
for  service  of  the  debt.  Any  opportunity  of  adding 
something  to  that  £28,000,000  was  an  advantage. 
As  is  suggested  in  one  of  the  questions  Budget  sur- 
pluses presented  such  an  opportunity,  and  I think 
every  man  who  cared  for  the  future  of  the  country 
was  glad  to  see  the  debt  reduced'  by  the  application 
of  these  surpluses.  Now  the  fact  that  we  had 
reduced  it  so  greatly  in  the  80  or  90  years  after  the 
Napoleonic  Wars  redounded  to  our  immense 
(advantage — if  advantage  it  was — in  enabling  us  to 


raise  the  large  sums  of  money  which  we  did  during 
the  War.  I think  the  country  ought  always  to  bear 
in  mind  the  possibility  of  further  crises  which  may 
necessitate  our  creating,  as  we  are  pleased  to  call 
it,  very  big  credits  again.  It  is  because  of  that,  that 
I am  inclined  to  emphasise  the  extreme  necessity  of 
a present  reduction  of  the  National  Debt. 

8396.  But  you  would  'not  offer  any  opinion  as  to 
the  amount  of  the  reduction  in  present  circumstances? 
— I want  it  as  big  as  possible. 

8397.  You  would  not  offer  an  opinion  as  to  whether 
£50,000,000  is  too  big  or  too  small? — No,  I should 
nob  like  to  say.  I should  not  like  to  say  th’at  it  is  too 
small. 

8398.  Mr.  Bell:  You  would  not  in  fact  increase 
taxation  to  increase  the  Sinking  Fund? — At  the 
present  moment,  certainly  not,  because  I think  we 
have  got  to  a point  in  taxation  where  it  is  doing  a 
distinct  injury  to  the  country.  It  may  be  inevitable; 
I am  not  dealing  with  the  question  of  whether  it  is 
inevitable  or  not,  but  that  it  is  now  a matter  of 
serious  injury  to  the  country'  I personally  do  not  for 
one  moment  doubt. 

8399.  Sir  Charles  Addis : If  you  were  Chancellor 
of  the  Exchequer,  in  view  of  your  opinion  on  that 
point,  would  you  reduce  the  amount  of  the  Sinking 
Fund  in  order  to  relieve  the  industrial  situation? — 
It  is  a hypothesis  which  I have  great  difficulty  in 
envisaging,  but  having  envisaged  it  I say  I would  go 
as  far  as  I dare  to  keep  the  amount  of  repayment 
high  without  endangering  my  majority  in  the  House 
of  Commons  for  my  Budget. 

8400.  Professor  Hall : With  regard  to  paragraph  i 
of  your  paper,  where  you  contemplate  the  burden  of 
the  debt  being  almost  entirely  removed  in  50  years, 
repayments  of  debt  should  be  added  to  the  Sinking 
Fund? — That  calculation,  which  is  a very  rough  one, 
is  based  upon  the  assumption  that  we  take 
advantage  of  every  opportunity  which  presents  itself 
for  reducing  the  National  Debt  without  incurring  the 
disadvantage  of  additional  taxation.  That,  T think, 
is  the  proper  answer  to  your  question. 

8401.  You  would  be  prepared  to  increase  the  Sink- 
ing Fund  by  the  amount  of  the  interest  saved  pro- 
vided it  did  not  mean  any  additional  taxation? — 
I should  like  to  do  that.  I should  like  to  take 
advantage  of  every  accident  which  enabled  me  to 
reduce  the  debt. 

8402.  Mr.  Hichens : I suppose  taxation  for  the  pur- 
pose of  reducing  debt  would  have  a different  effect  on 
the  general  prosperity  of  the  people  from  taxation  lor 
general  purposes,  say  education,  or  any  other  pur- 
poses. That  is  to  say,  taxation  for  reduction  of  debt 
would  be  taking  money  out  of  pocket  A and  putting 
it  back  into  pocket  B ? — Yes,  I think  so. 

8403.  It  would  not,  perhaps,  be  so  harmful  from 
the  point  of  view  of  trade  and  industry? — I think 
that  is  so.  I am  quite  inclined  to  take  that  view — 
that  taxation  for  the  purpose  of  reducing  debt  is 
improving  the  credit  of  the  country  and  is,  as  you 
say,  only  a transfer. 

8404.  It  is  only  in  so  far  as  the  transfer  is  bad  that 
the  effects  would  be  ill  ? — Yes.  You  may  be  taking 
it  from  you  or  from  me,  who  are  employing  it  in 
industry  advantageously,  and  giving  it  to  some  of 
these  gentlemen  on  the  other  side  (the  bankers  on  the 
Committee)  who  are  only  battening  upon  our 
industry ! 

8405.  But  they  would  give  it  back  to  you  on  terms, 
would  they  not? — I would  rather  have  it  myself. 

8406.  If,  say,  a certain  part  of  the  Income  Tax 
was  specially  ear-marked  for  the  purpose  of  reduction 
of  debt,  would  it  make  any  difference  to  the  amount 
that  you  could  levy  in  that  way  without  prejudicing 
industry? — I do  not  like  the  idea  of  ear-marking 
taxation  for  any  specific  purpose  and  being  bound  to 
use  it  in  that  way,  rain  shine.  Perhaps  I may  tell 
another  anecdote.  My  father  and  I,  times  being  very 
bad,  were  discussing  whether  we  should  write  off  our 
usual  depreciation,  which  he  was  very  anxious  to  do 
and  I was  very  anxious  not  to  do,  I finally  said  tq 
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him : “ You  know,  after  all,  the  purpose  of  this  con- 
cern is  to  maintain  you  and  me,  not  to  make  our 
arandchildren  or  great  grandchildren  incredibly 
rich.”  I am  inclined  to  use  the  same  argument  here. 

8407.  But  there  is  this  danger,  is  there  not:  that 
people  are  apt  to  argue  that  taxation  is  dangerously 
high  to-day  and  therefore  the  Sinking  Fund  must  he 
reduced? — Yes,  I know,  and  I am  entirely  opposed  to 
that  view. 

8408.  The  truer  argument  would  be : taxation  is 
very  high  to-day,  therefore  we  must  reduce  expendi- 
ture on  certain  other  services,  but  not  on  the  reduc- 
tion of  debt? — I agree  with  that  view  in  general 
terms,  and  if  I were  pressed  I would  agree  to  it  quite 
absolutely  and  without  conditions.  But  I feel  that  in 
practical  politics  I should  probably  have  to  balance 
the  two  propositions  one  against  the  other  and  deter- 
mine whether  the  arguments  in  favour  of  reduction 
of  debt  did  in  fact  overweigh  the  arguments  in  favour 
of  certain  expenditure  say,  for  example,  on  educa- 
tion. I am  going  to  weigh  the  one  against  the  other ; 
and  my  inclination  would  be  to  say  I will  be  in  favour 
of  reducing  the  debt,  not  doing  what  is  proposed  for 
the  improvement  of  the  education  of  the  nation. 

8409.  In  that  case  you  could  not  justifiably  argue 
that  you  were  reducing  taxation  in  order  to  benefit 
trade.  Because  ex  hypothesi  taxation,  in  so  far  as 
it  is  used  for  reduction  of  debt,  does  not  affect  the 
trade  position  very  materially? — I agree. 

8410.  Professor  Kail-.  Would  you  agree  that,  in 
order  that  this  suggestion  of  removing  the  debt  in 
50  years  could  be  carried  out,  we  should  have  to  main- 
tain approximately  the  present  rates  of  taxation? — 
Yes,  unless  you  reduce  expenditure. 

8411.  I am  presuming  that  expenditure  remains 
the  same? — Yes. 

8412.  'So  that  you  do  not  think  that  it  would  be 
damaging  to  maintain  the  present  rate  of  taxation 
over  this  period  of  50  years  provided  we  were  apply- 
ing the  funds  for  the  reduction  of  the  debt? — If  I 
am  obliged  to  accept  your  postulates,  then,  of  course, 
my  answer  is  yes.  But  I do  not  accept  your 
postulates. 

8413.  But  you  have  given  us  a suggestion  here 
that  we  might  wipe  off  the  debt  in  50  years  by  a 
Sinking  Fund  of  £50,000,000  a year,  plus  the  saving 
of  interest.  My  question  to  you  is — would  you  main- 
tain the  present  rate  of  taxation  in  order  to  do  that? 
—So  far  as  paying  off  the  debt,  yes;  but  so  far  as 
the  present  taxation  goes,  for  a great  many  expendi- 
tures about  which  I feel  the  gravest  doubt,  no.  I 
want  to  see  a drastic  cutting  down  of  expenditure  in 
many  directions,  which  I should  be  prepared  to 
indicate;  and  that,  of  course,  is  all  underlying  the 
question  of  the  extinction  of  debt. 

8414.  You  look  to  the  remission  of  taxation  from  a 
curtailment  of  other  services? — Yes. 

8415.  On  the  question  of  the  standard  of  living,  I 
understood  you  to  say  that  you  are  prepared  to  see 
that  come  down  a little? — Needs  must  when  the  devil 
drives. 

8416.  You  did  say  that,  did  you  not? — Yes,  I do 
say  it. 

8417.  H wanted  to  ask  you,  as  a business  man, 
what  effect  you  think  that  would  have  on  the 
standard  of  efficiency  of,  say,  a man  employed  in  the 
industry  in  which  you  are  engaged  ? — I think  none 
whatever,  if  the  reductions  were  in  directions  which 
I thought  wise.  I could  indicate  a good  many. 

8418.  You  do  not  think  it  would  have  any  material 
effect  upon  efficiency? — 1 think  not;  on  the  contrary, 
I think  it  is  conceivable  that  in  certain  directions  you 
might  reduce  the  standard  of  living  and  reduce 
taxation  and  improve  efficiency. 

8419.  On  the  question  of  education,  do  you  think 
that  education  may  improve  efficiency  and  tend  to 
greater  productivity  in  industry? — It  may. 

8420.  You  rather  suggested  that  you  are  willing  to 
see  the  expenditure  upon  education  not  exactly  cur- 
tailed, but  at  any  rate  not  extended? — I was  rather 
taking  an  example  in  reply  to  Mr.  Hichens,  where 
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it  was  an  expenditure  which  I was  willing  to  incur, 
but  which  I would  forego  to  get  other  advantages, 
rather  than  condemning  education  as  such. 

8421.  It  is  a choice  between  the  two  forms  of 

expenditure? — Yes.  For  that  purpose  I was 

instancing  two  things  which  are  equally  desirable  of 
attainment,  and  I was  asked  to  say  which  of  the  two 
I would  choose,  and  I said  I would  choose  to  reduce 
the  debt. 

8422.  Mr.  Hichens : In  referring  to  the  pre-war 
debt,  you  gave  figures  in  regard  to  the  reduction 
since  Napoleonic  times.  You  make  no  mention  there 
of  conversion  schemes  which  have  had  the  effect  of 
reducing  the  interest  and  raising  the  capital? — No. 

8423.  In  your  opinion,  would  the  credit  of  the 
country  stand  higher  if,  for  the  sake  of  argument, 
its  capital  debt  figured  at  £6,000,000,000  and  the 
rate  of  interest  rwas  3 per  cent.,  or  if  its  capital  debt 
were  £3,000,000,000  and  the  rate  of  interest  on  it 
was  6 per  cent.  ? — I do  not  think  it  makes  any 
difference. 

8424.  You  think  there  is  no  psychological  influence 
in  having  a high  capital  debt?  I ask  that  question 
of  you  because  you  have  made  no  reference  at  all 
here  to  the  very  important  reductions  in  interest  that 
have  been  made,  as  if  you  did  not  think  that  mattered 
much  from  the  point  of  view  of  the  credit  of  the 
country? — I do  not  think  it  does  matter.  You  are 
getting  into  a very  difficult  and  recondite  subject,  I 
think.  When  I was  preparing  this  paper  it  seemed 
to  me  that  you  must  compare  the  things  as  they  were 
then  just  exactly  with  the  things  as  they  are  now, 
and  you  must  assume  that  the  general  conditions 
were  about  the  same,  and  that  therefore  it  was 
not  necessary  to  go  into  these  refinements.  I dare 
say  a professed  economist  would  find  a great  deal  to 
say  on  the  subject  which  you  have  now  opened,  but 
it  does  not  seem  to  me  to  have  very  much  practical 
weight. 

8425.  Mr.  Bell : One  sees  lists  of  the  debts  of 
various  countries  in  the  world.  I am  afraid  that 
people  as  a matter  of  fact  do  not  think  of  the  rates 
of  interest  attached;  they  look  rather  to  the  mere 
sum  of  money  which  represents  the  debt.  Of  course 
it  is  very  much  better  to  have  a £10,000,000  loan  at 
3 per  cent,  than  to  have  a £5,000,000  loan  at  10  per 
cent. ; and  yet  people  do  not  look  at  it  in  that  way ; 
they  just  look  at  that  great  number  of  noughts,  and 
they  say  the  British  debt  is  the  biggest  of  all  of  them. 
I think  that  was  Mr.  Hichens’  point.  Unless  you 
join  up  the  interest  and  the  debt  there  i's  a psycho- 
logical impression  upon  a great  number  of  people?— 
I quite  appreciate  the  weight  of  the  distinction  Mi. 
Hichens  was  drawing.  (Mr.  Hichens) : The  reason 
I asked  you  was  because  it  did  seem  to  have  a psycho- 
logical effect  on  you. 

8426.  Mr.  Bell : You  referred  to  the  capital  without 
referring  to  the  amount  of  interest  paid  on  it? — Take 
the  case  of  the  French  Rentes.  French  Rentes  have 
no  capital  value  at  all;  they  constitute  a perpetual 
rent  charge,  and  are  rightly  called  “ rentes.”  We 
in  England,  from  our  way  of  looking  at  things  have 
always  looked  at  the  capital  account,  I think;  but 
what  was  of  interest  to  the  Chancellor  of  the  Exche- 
quer was  not  the  nominal  value,  which  was  varying 
from  day  to  day  and  went  up,  as  some  of  us  remember, 
to  considerably  over  par,  but  what  was  the  interest 
he  had  to  pay  upon  it;  and  in  preparing  his  Budget 
he  did  not  think  at  all  about  whether  it  was 
£600,000,000  or  £6,000,000,000;  it  did  not  matter  to 
him.  That  it  may  have  some  psychological  effect  is 
probably  true;  I dare  say  it  has.  In  answer  to  Mr. 
Bell,  I think  one  may  make  this  observation:  that 
in  England  when  we  talk  of  a man’s  wealth,  we  talk 
in  terms  of  income.  In  America  they  never  talk  in 
terms  of  income,  but  always  in  terms  of  capital. 
That  is  a curious  contrast  between  the  two  attitudes 
of  mind.  I say  that  contrast  between  the  attitude 
of  mind  i'n  the  American  and  in  the  Englishman  may 
have  a sort  of  effect  that  Mr.  Hichens  is  attributing 
to  me  in  my  disregard  of  interest. — (Mr.  Bell) : We 
know  that  in  America  that  has  lately  changed  a little, 
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now  that  they  publish  in  the  newspapers  the  incomes 
of  different  people. 

8427.  Sir  Charles  Addis  : Do  yon  not  think  it  is  a 
good  deal  due  to  the  different  ways  in  which  wealth 
is  held  in  one  country  and  i'n  the  other?  It  takes  a 
different  form  in  America? — I have  no  doubt  there 
is  some  deep-seated  reason  for  that  view,  hut  it  i's 
interesting  to  contrast  them.  ( Paragraphs  7,  8 and 
9 read.) 

8428.  Mr.  Bell : You  have  left  out  of  sight  here 
altogether  the  question  of  the  considerably  cheaper 
cost  of  the  Floating  Debt.  There  is  a point  at  which, 
of  course,  you  would  allow  Floating  Debt,  hut  I think 
Chancellors  are  always  thinking  that  they  are 
borrowing  at  3 per  cent.,  or  £3  13s.  6d.,  or 
£2  19s.  lid.,  whereas  in  a fixed  debt  they  are  paying 
5 per  cent.  ? — Yes.  That  again  is  a thing  on  which 
I haTdly  dare  to  venture. 

8429.  You  know  the  price  of  Treasury  Bills  is  very 
much  lower  than  the  price  of  a long  loan?  That 
obviously  leads  the  Chancellor  to  keep  his  debt,  to 
some  extent  at  all  events,  in  that  shape? — Yes.  I 
think  I have  given  all  weight  to  that  consideration. 
The  way  that  I look  at  it  is  this.  The  income  of  the 
Chancellor  comes  in,  you  may  roughly  say,  in  a 
certain  small  number  of  large  payments,  and  it  goes 
out  day  by  day  and  once  a quarter  or  once  a half- 
year  in  large  amounts.  He  is  hound,  therefore,  to 
have  at  times  large  accumulations  of  money,  and  to 
that  extent  there  is  hound  to  he  some  Floating  Debt; 
because  otherwise  he  would  he  at  times  under  con- 
siderable obligations  to  his  banker  for  overdrawing 
his  account  unless  there  were  times  when  he  had  a 
great  deal  of  spare  money.  Now  I think  he  must 
manage  his  course  so  as  to  get  the  money  that  he 
leaves  in  the  hands  of  his  hankers  as  low  as  he  con- 
veniently can.  I am  not  expressing  myself  very 
clearly,  but  I think  you  will  understand  what  I mean. 

8430.  I was  thinking  of  the  question  of  amounts 

outstanding.  The  Chancellor  thinks : “If  out  of 

£8,000,000  of  debt  I can  get  the  public  to  take 
£1,000,000  at  3 per  cent,  at  short  date  rather  than 
at  5 per  cent.,  it  pays  me  year  in  year  out  to  have  a 
certain  amount  always  short  dated?” — I cannot  quite 
agree.  I think  I have  given  every  weight  to  that 
consideration;  I meant  to  give  every  weight  to  it. 
(. Paragraph  10  read.) 

8431.  Mr.  Bichens  : Do  you  consider  that  the  pre- 
sent system  of  taxation  is  on  the  whole  equitable  and 
is  on  the  whole  reasonable? — No,  I think  not.  I have 
given  in  a further  answer  some  views  as  to  that 
point.  I do  not  think  the  present  method  of  taxation 
is  altogether  satisfactory.  I have  indicated  that  I 
should  prefer  to  see  a universal  Income  Tax.  ( Para- 
graphs 11  to  14  read.) 

8432.  Professor  Ball : Would  you  agree  that  so  far 
as  this  greater  rigidity  in  assessing  taxation  was 
applied  all  round  and  led  to  an  increase  of  revenue 
it  did  probably  avoid  an  increase  in  the  rate  of 
taxation  ? — Yes. 

8433.  So  that  what  was  lost  on  the  swings  may 
have  been  gained  on  the  roundabouts? — I never 
objected  to  that.  What  I did  object  to  was  the 
tendency  which  it  produced  on  the  minds  of  all  of 
us  to  regard  as  profit  that  which  was  not  real  profit 
— a very  dangerous  thing — and  then  to  starve  the 
works. 

8434.  You  would  have  preferred  the  Chancellor  to 
raise  the  rate  really  rather  than  to  have  adopted  this 
method  of  getting  the  revenue? — We  were  in  such 
conditions  of  stress  that  you  could  not  complain  of 
a man  grasping  at  a straw.  He  did  not  look  very 
carefully  to  see  what  sort  of  straw  it  was ; he  clutched 
hold  of  it.  That  was  our  position. 

8435.  I gather  from  your  evidence  that  it  drove 
you  into  a method  of  providing  revenue  that  you  con- 
sidered was  not  as  good  from  the  point  of  view  of 
business  as  the  other  method  was? — Yes,  I think  so; 
but  I think  you  must  take  it  a little  further.  The 
point  of  this  remark  to  which  you  are  referring  was 
that  the  same  measure  that  was  applied  to  one  year 
When  a compulsorily  extravagant  value  was  put  on 


stores  was  compulsorily  applied  by  the  force  of 
necessity  to  the  next  year,  when  the  reverse  took 
place,  and  the  money  that  the  Chancellor  had  got 
out  of  my  pocket  had  to  come  back. 

8436.  I was  not  thinking  so  much  of  that  as  of  the 
other  cases  where  apparently  you  had  been  allowed 
to  charge  things  against  revenue  which  under  the 
stress  of  war  necessity  were  not  allowed  you  by  the 
taxing  authorities,  and  you  had  to  consider  them  as 
capital  expenditure  and  nor  as  revenue  expenditure, 
and  that  to  some  extent  has  prevented  your  doing 
things  which  you  did  before  for  the  development  of 
your  business  ? — Yes,  that  is  so.  When  the  amount  to 
be  levied  was  not  very  large,  the  taxing  authorities 
were  prepared  to  look  a little  more  leniently  at  the 
charges  against  revenue,  because  it  was  not  a very 
large  amount;  it  was  Is.  or  2s.  m the  £ for  Income 
Tax,  and  it  was  not  a very  serious  amount.  If  there 
Was  another  £100  or  £1,000  ot  £100,000  being 
charged  to  revenue  which  he  thought  was  wrong,  it 
was  not  a serious  question.  But  when  it  came  to  a 
question  of  5s.  or  6s.  in  the  £ it  did  become  a 
serious  matter,  and  then  he  looked  very  closely  at 
what  was  going  to  be  charged  against  revenue, 
especially  in  the  mining  industry,  and  he  compelled 
to  be  treated  as  capital  expenditure  that  which  no 
prudent  colliery  owner  would  have  dared  to  put  to 
capital.  For  example,  certain  expenditure  on  deve- 
loping the  mine,  about  which  there  might  be  a great 
deal  of  discussion,  but  which  no  prudent  man  would 
have  thought  of  doing  other  than  putting  it  to 
revenue.  That  was  the  danger  of  that  position  taken 
up  Ibv  the  taxing  authorities — a danger  which  was 
all  the  greater  because  there  is  always  a tendency  to 
squander  your  income  in  paying  dividends. 

8437.  It  comes  back  to  the  anecdote  you  told  us 
about  yourself  and  your  father  about  building  up 
for  the  next  generation? — Yes,  but  of  course  in  the 
other  direction,  because  this  man  wanted  to  live  and 
he  did  not  care  about  his  great  grandson. 

8438.  Mr.  Bichens : You  say  that  every  business 
requires  further  capital  or  part  of  the  profits  for  its 
continuance  an  further  expansion.  Would  you  say 
that  that  is  true  of  the  iron  and  steel  industries  to- 
day, for  example  ? — I do  not  know  what  you  mean. 

8439.  In  your  examples  you  suggest  that  each  year 
it  is  necessary  to  extend  your  business  because  you 
have  to  take  care  of  a certain  additional  number  of 
young  men,  which  implies  that  your  business  is  in- 
creasing every  year? — Yes. 

8440.  Is  that  still  the  case,  not  with  your  business, 

but  with  businesses  in  general? — I think  so.  I have 
been  careful  to  talk  about  a business  which  is  not 
static  in  character.  Now  if  you  take  Great  Britain 
as  a whole  I do  not  think  that  we  have  yet  reached, 
though  we  may  be  nearly  approaching,  the  static 
condition,  and  if  we  are  getting  to  it  the  step  be- 
tween the  static  condition  and  decline  is  a very  short 
one : but  I do  not  think  we  are  there ; I do  not 

think  we  are  there  even  in  the  trade  in  which  you  and 
I are  engaged.  I do  not  Lhink  it  is  at  all  probable 
that  there  will  be  any  great  increase  in  the  quan- 
tities of  the  materials  that  you  and  I have  to  deal 
with;  that  is  my  general  impression;  but  that  we 
shall  greatly  improve  the  quality  of  the  article  I 
believe  is  true;  that  is  to  say,  we  shall  have  carried 
it  on  to  a further  stage  of  manufacture  somehow  or 
other.  May  I take  an  example  from  my  own  ex- 
perience? I began  by  making  pig  iron.  For  the 
greater  part  of  my  life  I made  nothing  but  pig  iron. 
Then  I found  it  was  impossible  to  make  any  more  pig 
iron  because  I had  reached  the  limit  of  my  capacity 
in  that  direction ; but  I wanted  to  do  more,  and  1 
began  to  make  steel.  Then  we  found  it  necessary  to 
do  more  still;  we  are  not  by  any  means  static.  Now 
we  are  building  bridges ; and  I do  not  know  what  we 
shall  do  next;  but  until  the  i'ron  trade  of  Grea 
Britain  has  become  static,  you  may  be  sure  we  shal 
do  something  more.  It  is  in  that  sense  that  I mean 
there  will  be  always  room  to  find  employment  for  the 
descendants  of  the  persons  in  our  employment.  Bu 
then  there  is  another  point  which  I think  youi  0 ~ 
servation  covers ; that  is,  as  we  all  of  us  know, 


MINUTES  OF  EVIDENCE. 


603 


1 September,  1925.]  Sir  Hugh  Bell,  Bart.,  G.B.  [Conformed. 


there  is  a great  deal  of  expenditure  which  is  neces- 
sarily incurred  in  every  works,  whi'eh  you  could  not 
possibly  add  to  capital;  it  must  come  out  of  sur- 
pluses. I do  not  call  them  profits.  “ Profit  ” is  a 
most  misleading  word,  as  you  and  I know  too  well. 
They  must  come  out  of  the  surpluses.  You  cannot 
add  them  to  capital,  otherwise  you  would  swell  your 
capital  to  an  inordinate  extent.  Therefore,  out  of 
the  income  of  such  concerns  as  those  that  you  and  I 
have  to  deal  with  there  must  he  a considerable  amount 
which  is  in  the  nature  of  gross  surplus,  hut  i’s  not 
divisible  as  profit,  and  must  go  back  into  the  concern 
if  it  is  to  be  maintained.  Your  engines  wear  out. 
They  do  not  wear  out  day  by  day,  but  at  the  end 
of  io  or  15  or  some  number  of  years  they  cease  to 
be  efficient,  and  you  have  to  replace  them  by  others. 
You  must  have  the  money  there.  If  you  are  wise, 
you  replace  them  by  a better  engine,  which  costs  you 
more  money;  it  does  the  work  better,  it  i's  true,  hut 
you  dare  not  add  it  to  capital ; I think  you  would  be 
very  unwise  to  do  so.  Now  the  tendency  of  the 
Inland  Revenue  authorities  during  the  War  was  to 
insist  that  all  those  things  which  prudent  people 
were  declining  to  add  to  capital,  were  proper  addi- 
tions to  capital;  and  if  the  concerns  had  been 
managed  in  that  way  from  the  time  they  were  founded 
100  years  ago,  they  would  all  have  been  bankrupt  50 
years  since.  That  is  the  position. 

8441.  Professor  Kail:  I would  like  to  ask  you  a 
question  arising  indirectly  out  of  what  you  have  said. 
In  your  business  is  it  the  case  that  the  inventions 
that  have  been  introduced  have  increased  or 
diminished  the  amount  of  capital  per  head  required? 
— Greatly  increased  it. 

8442.  So  that  when  you  speak  of  a thing  being 
static  you  do  not  mean  that  the  amount  of  capital 
required  in  the  business  will  necessarily  remain 
static? — No. 

8443.  That  would  increase  even  if  the  number  of 
workmen  remained  the  same,  on  account  of  improve- 
ments in  processes  taking  place? — Yes,  I think  so. 

I could  give  you  a rather  striking  example  of  that. 
When  I was  in  America  in  1914  I had  an  opportunity 
of  speaking  to  a large  number  of  financial  persons 
of  importance  in  New  York,  and  I very  much  sur- 
prised them  by  saying  that  in  this  country  we  turned 
over  our  capital  in  the  steel  trade  about  once  i year ; 
whereas  in  America  they  turned  it  over  only  about 
once  in  three  years.  Now  when  you  come  to  reflect 
upon  it,  you  see  the  meaning  of  that.  The  capital 
per  unit  in  America  was  very  much  higher  than  it 
was  here,  and  the  turnover  consequently  very  much 
slower. 

8444.  But  the  labour  costs  may  have  been  different  ? 
— They  were  different.  That  was  why.  Until  com- 
paratively recently  it  paid  us  better  to  employ  a man 
than  to  substitute  a machine  for  him,  but  as  the  cost 
of  labour  went  up  that  condition  changed,  and  I think 
Mr.  Hichens  would  probably  agree  with  me  in  saying 
that  in  the  last  10  or  15  years  the  capital  cost  per 
unit  in  the  British  steel  works  has  greatly  increased, 
and  tends  to  increase  more  and  more.  There  is  a 
tendency,  therefore,  that  the  amount  required  for 
what  I will  call  the  service  of  the  debt,  for  the  re- 
muneration of  the  capital  of  the  concern,  tends  to 
become  higher,  because  the  capital  is  higher  per  unit. 

8445.  You  would  say  this:  that  comparing  the. 

present-day  position  with  the  position  before  the 
War,  our  national  capital,  that  is,  the  capital  of  the 
whole  of  the  people  in  the  country,  should  be  much 
higher  per  head  than  before  the  War  for  industrial 
purposes?— You  must  not  ask  me  that  question  in 
general,  because  I am  not  able  to  say.  I cannot  tell 
what,  for  example,  is  true  in  textiles ; I do  not  know 
enough  about  it.  I do  not  think  it  is  true  of  the 
railways,  for  example,  which  after  all  is  a very  large 
industry  in  Great  Britain. 

8446.  Excuse  , me  asking  these  . questions ; they  are 
not  really  remote  from  what  we  are  inquiring  into, 
because  you  have  been  telling  us  of  the  importance 
°f  accumulating  capital,  and  I am  rather  anxious  to 
have  these  questions  answered,  so  that  we  may  know 
how  far  there  is  a need  for  additional  capital  now  as 


compared  with  pre-War  conditions.  I gather  from 
what  you  say,  that  you  are  only  speaking  for  your 
own  industry,  and  you  would  prefer  not  to  commit 
yourself  with  regard  to  others? — If  you  ask  me  what 
my  general  impression  is,  it  is  that  on  the  whole  there 
is  a tendency  to  increase  the  capital  per  unit.  That 
is  certainly  true  in  my  own  trade,  and  I should  think 
it  probably  true  of  the  textile  trades ; I do  not  know. 

I do  not  think  it  is  true  of  railways.  I do  not  think 
it  is  true  of  agriculture,  hut  there  again  I do  not 
know  enough  to  say.  But  what  is  much  more  im- 
portant, I think,  from  the  point  of  view  of  the 
Socialist,  is  that  the  population  is  increasing,  and 
that  you  cannot  put  the  people  to  work  without 
capital,  and  that,  if  my  figure  is  at  all  like  right,  you 
want  a very  large  sum  of  money,  £20,000,000  or 
£30,000,000  a year,  in  order  to  give  employment  to 
the  people  who  have  come  up  to  the  time  of  requiring 
to  he  set  to  work. 

8447.  An  estimate  can  be  made  of  that,  of  course, 
but  what  we  cannot  estimate  quite  as  easily  is  the 
difference  in  the  amount  of  capital  per  head  required  ? 
— Yes,  ..that  is  different,  and  that  can  only  be  done 
over  time  as  gradual  changes  take  place.  (Para- 
graph 15  read.) 

8448.  Without  taking  up  the  Socialist  position,  I 
should  like  to  ask  you  if  you  do  not  think  that  there 
are  some  things  that  may  he  done  collectively  for  the 
community  more  advantageously  than  they  could  be 
done  by  the  individual ; for  instance,  the  provision  of 
water  supply? — Yes. 

8449.  And  taxation  for  a purpose  like  that  could 
hardly  he  considered  as  an  evil,  surely.  The  state- 
ment is  made  here  that  all  taxation  is  an  evil? — 
Taking  your  very  cogent  instance  of  water,  with 
which  I happen  to  have  been  a good  deal  concerned, 
one  would  desire  that  the  consumer  of  the  water 
should  pay  the  cost,  and  therefore  it  does  not  come 
within  the  purview  of  taxation  at  all.  In  so  far  as  it 
does,,  however,  I would  agree  with  you  that  the  com- 
munity ought  to  he  prepared  to  pay  out  of  the  com- 
mon pocket  for  the  commodity,  whatever  it  is,  for 
which  perhaps  the  individual  could  not  be  induced  to 
pay.  I go  as  far  as  that. 

8450.  And  you  would  say  probably  the  same  in 
regard  to  _ sweeping  the  streets— that  taxation  is 
really  the  individual’s  contribution  towards  the  cost 
of  maintaining  public  health  through  keeping  the 
streets  clean? — Yes. 

8451.  It  is  only  the  rather  extreme  view  that  you 
put  in  your  paragraph  that  prompted  these  ques- 
tions ? Yes,  I wanted  to  put  the  extreme  view. 

8452.  It  may  be  modified  by  your  subsequent 
statements  ?— As  I have  indicated,  I cannot  declare 
myself  an  absolute  and  undivided  individualist. 

8453.  You  would  not  consider  it,  for  example,  a 
necessary  evil  if  as  the  result  of  our  local  rates  we 
keep  our  streets  cleaner  and  the  public  health  better? 
— I agree. 

8454.  Mr.  Kichens : In  your  business,  when  you 
are  quoting  a price,  does  the  question  of  Income  Tax 
enter  into  that  price  at  all?— No. 

84o5.  Does  it  enter  into  any  of  the  things  that  you 
make? — No.  But  profit  does  not. 

8456.  I did  not  say  it  did;  I was  only  asking  you. 
How  could  it?  What  rate  of  Income  Tax  could  you 
assume- — 4s.  in  the  £ or  10s.  in  the  £ or  what?  How 
could  it  enter  in? — Of  course  you  are  quite  right; 
there  are  certain  items  that  it  is  impossible  to  put 
into  your  cost  account  because  they  are  not  ascertain- 
able, hut  they  must  he  taken  into  account  in  your 
balance  sheet  and'  in  your  profit  and  loss  account; 
because  if  they  are  big  enough  there  would  he  no 
profit. 

8457.  You  mean  if  the  Income  Tax  was  20s.  in  the 
£ there  would  be  no  profit.  That  is  clear.  But  if 
you  apply  that  to  every  industry  throughout  the 
country  you  either  put  everybody  on  the  same 
socialistic  level  or  you  destroy  all  industry.  The  point 
I really  want  to  get  at  is  how  far  do  you  really  think 
that  Income  Tax  does  enter  into  prices.  I gather 
your  answer  is  that  it  does  not  enter  in  at  all.  You 
stated  to  us  just  now,  and  I for  one  entirely  agree 
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with  you,  that  Income  Tax  does  enter  materially  into 
the  question  of  reserves  because  Income  Tax  is  pay- 
able on  the  reserve  that  you  make,  and  if  the  Income 
Tax  is  high,  the  amount  that  you  put  to  reserve  is 
mulcted  to  that  extent.  I understand  that.  But 
in  making  your  prices  in  relation  to  your  competitor, 
who  may  be  working  at  a loss  and  therefore  would 
not  be  chargeable  to  any  Income  Tax  at  all,  or  in 
competing  against  a foreigner  who  has  no  Income 
Tax,  you  cannot  consider  it,  can  you? — No.  Of 

course  that  is  all  quite  true,  but  I think  you  are 
dividing  a hair  between  the  north  and  the  north-east 
side.  I will  assume  myself  to  be  in  the  distinguished 
position  of  being  your  partner.  We  sit  down  to 
tender  for  a particular  piece  of  work  and  we 
endeavour  to  fix  a.  price  which  will  leave  us  a profit; 
and  no  doubt  we  have  not  taken  Income  Tax  into 
account  in  that;  we  have  taken  every  other  tax  into 
account.  When  we  determined  that  we  would  quote 
such  and  such  a price,  we  had,  as  we  hoped,  reserved 
a certain  sum  which  was  going  to  redound  to  our 
advantage.  Now  supposing  we  had  been  told  the 
day  we  put  in  our  tender  : “ Whatever  profit  you 
make,  the  State  is  going  to  take  it,”  do  you  not 
think  that  would  have  altered  our  view? 

8458.  Supposing  you  had  been  told  the  Income  Tax 
would  go  up  or  down,  whichever  you  please,  6d.  ? — 
No,  it  would  not  have  affected  us,  I agree. 

8459.  Or  Is.  ? — I agree. 

8460.  Chairman : If  you  had  to  pay  £100,000  in 
Income  Tax  last  year,  does  that  have  any  effect  on 
you  when  you  are  quoting  for  some  business? — I am 
fain  to  admit  I think  the  answer  is,  “ none.”  At 
the  same  time,  supposing  you  were  to  put  it  in  a 
slightly  different  way,  and  you  were  to  say  to  me : 
“Now  the  Income  Tax  may  be  levied  at  such  a rate 
as  will  cost  you  £100,000,  and  will  come  out  of  the 
surplus  out  of  which  you  can  pay  it,  or  may  be 
levied  at  a rate  which  will  cost  you  £200,000  and 
will  have  to  come  out  of  something  where  there  is 
no  surplus,”  in  the  end  I would  say:  “I  will  not 
carry  on  the  business.”  It  would  not  affect  me  this 
year  or  next  year,  but  in  the  long  run  it  would  affect 
me.  That  is  the  point  which  I am  endeavouring  to 
make  in  my  evidence,  and'  that  is  the  point  which 
I think  I succeeded  in  making  both  in  reply  to 
your  Lordship  and  also  in  reply  to  Mr.  Hichens.  It 
has  no  direct  influence  upon  my  capacity  far  carry- 
ing on  the  business,  but  it  has  a most  important  in- 
direct influence,  and  ultimately  it  would  have  a 
deterrent  effect  upon  it,  so  that  I should  not  carry 
on  my  business.  That  is  the  point  I make. 

8461.  Professor  Hall:  I was  wondering  whether 
what  you  have  said  coincides  exactly  with  what  you 
say  in  your  printed  evidence,  which  would,  I think, 
be  taken  as  an  expression  of  opinion  that  Income  Tax 
does  enter  into  prices? — And  I still  think  it  does. 

8462.  I thought  you  said,  in  reply  to  Mr.  Hichens, 
that  in  fixing  your  quotation  for  a particular  job 
you  did  not  take  account  of  Income  Tax?— No,  that 
is  quite  true. 

8463.  Sir  Charles  Addis : It  does  not  enter  directly, 
but  it  does  indirectly  ? — Yes ; that  is  my  answer.  (It 
does  not  directly  affect  it,  but  it  does  indirectly  affect 
the  question. 

8464.  Professor  Hall:  Should  I be  right  in  putting 
your  view  into  these  words : that  it  reduces  your 
inducement  to  continue  to  extend  production? — Yes, 
I think  so. 

8465.  And  by  curtailing  production  it  does  tend 
to  reduce  supply  and  to  send  up  prices.  Is  that, 
roughly,  it?— I think  so.  (Paragraph  17  read.) 

8466.  Mr.  Bell:  Have  you  ever  thought  of  the 
possibility  of  being  allowed  to  insure  for  Death  Duties 
without  the  amount  of  the  insurance  being  added  to 
your  estate  ?i — Yes,  I have  thought  of  that,  and  I 
think  it  would  be  a reasonable  thing  for  the 
Chancellor  of  the  Exchequer  to  do. 

8467.  In  respect  of  new  policies;  it  would  not  be 
fair,  of  course,  to.  bring  in  an  old  policy  which  had 
been  many  years  in  existence  and  was  not  intended 


for  that  purpose;  but  suppose  ff  said  to-day  I want 
to  leave  £10,000,  and  I want  to  go  to  an  insurance 
company  and  insure  for  the  Succession  Duty.  I 
obviously  would  not  be  allowed  exemption  from 
Income  Tax  on  the  premiums  payable  for  the  policy. 
But  if,  as  a prudent  man,  I did  that,  would  it  not  be 
fair  for  the  Chancellor  to  say:  “That  is  only  a 

prudent  man’s  action;  I will  not  mulct  you  additional 
on  the  whole  sum  that  falls  in  from  your  policy  and 
make  it  impossible  for  you  ever  to  overtake  this 
demand.”  I am  only  putting  that  from  my  own 
personal  point  of  view  for  the  moment,  but  I was 
interested  to  know  whether  you  have  thought  of  it 
and  whether  you  think  it  would  be  fair  to  all  parties  ? 
— Yes,  I have  thought  of  it,  and  what  I have  feir 
has  been  that  the  Chancellor  of  the  Exchequer,  with 
the  whole  of  the  property  of  the  country  liable  to 
Death  Duty  behind  it,  might  quite  well  say  to  each 
person:  “ Now7  assess  your  Death  Duties  and  pay  me 
that,  and  you  shall  be  relieved  by  that  amount;  pay 
me  the  insurance  premium  upon  that  amount  and 
your  estate  shall  be  relieved  of  that  amount  whenever 
you  die.”  That  would  he  the  reasonable  thing,  I 
think.  It  has  this  disadvantage,  perhaps  not  a con- 
siderable one,  that  it  makes  the  State  a still  larger 
dealer  in  insurance1  than  it  is  at  present.  Of  course, 
the  State  does  deal  very  largely  in  insurance  at 
present.  On  the  other  hand,  it  has  the  advantage 
that  there  would  be  no  commissions  payable,  which 
those  of  us  who  have  insured  against  Death  Duties 
have  to  pay  to  the  insurance  company  for  carrying  on 
the  business.  That  would  disappear,  I take  it;  there 
would  be  no  commissions  payable  in  that  case,  and  so 
the  insurance  could  be  done  at  a relatively  much 
cheaper  rate.  But  then  it  is  tending  to  make  the 
State  interfere  more  with  my  private  affairs  than  I 
like.  I dislike  its  interference.  It  is  bad  enough 
now;  I do  not  like  to  suggest  to  >it  that  it  should 
interfere  more. 

8468.  One  way  or  another  you  think  it  would  be  a 
wise  thing  that  we  should  insure? — Yes,  I feel  that 
most  prudent  men,  particularly  men  engaged  in 
business,  should  do  it ; because  it  is  a very  dangerous 
thing  for  a man  largely  engaged  in  business  to  leave 
his  family  with  the  necessity  of  finding  a very  large 
sum  of  money  at  an  extremely  inconvenient  moment 

8469.  And  then  they  mulct  him  for  doing  it, 
because  it  is  added  to  his  whole  estate,  and  he  has  to 
pay  on  that  again? — Yes. 

8470.  Mr.  Hichens : You  object  to  any  tax  on 
capital? — Yes.  I think  you  cannot  tax  capital.  You 
can  assess  a tax  on  capital,  but  you  cannot  levy  a 
tax  on  capital. 

8471.  It  is  rather  difficult  really  to  distinguish 
from  the  point  of  view  of  its  goodness  or  badness,  is 
it  not,  between  current  capital  and  potential  capital? 
Are  Death  Duties,  for  instance,  any  worse  than 
Income  Tax  in  the  sense  that  probably  the  amount 
which  the  prudent  man  to-day  pays  in  taxes  would 
otherwise  have  been  saved  and  have  become  capital? 
Ts  there  any  clear  dividing  line  between  what  is 
capital  and  what  is  not? — None. 

8472.  Therefore  it  is  difficult  to  define  Death  Duties 
on  that  ground? — It  is  very  difficult  to  define  it. 
Let  me  assume  that  I have  a dividend  due  from  a 
railway  company  and  let  me  assume  that  I get  it 
paid  in  sovereigns;  there  it  is  in  my  hand,  so  many 
sovereigns.  I can  do  as  I please  with  it;  it  is  in- 
come. I put  into  the  bank;  it  has  lost  its  quality 
of  income  that  very  moment.  The  moment  it  goes  to 
the  credit  of  my  account  at  the  bank  it  has  ceased 
to  be  income.  It  has  become  part  of  the  banker  s 
capital,  and  he  may  lend  it  to  my  friend  over  there 
to  compete  with  me.  What  do  we  mean  by  capital? 
The  fact  is  that  when  two  people,  even  an  expert  as 
you  are  and  a non-expert  as  I am,  are  discussing  it, 
we  never  are  quite  clear  that  we  are  meaning  the 
same  thing.  By  capital  we  both  of  us,  I take  it, 
are  meaning  the  fixed  wealth,  the  more  or  less 
immovable  wealth,  and  that  I say  you  cannot  tax. 
You  can  assess  a tax  by  the  amount  of  fixed  wealth, 
but  you  must  pay  it  out  of  income.  What  'is  the 
capital  value  of  those  buildings  opposite  to  us? 
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They  cost  so  many  millions;  they  do  not  produce  a 
penny  of  revenue — on  the  contrary. 

8473.  You  are  talking  of  collecting  the  income  of 
the  country?— Now  take  my  house  or  yours.  They 
say  you  shall  pay  under  Schedule  A.  Of  course  your 
house  and  mine  cannot  pay  any  Income  Tax — cannot 
pay  under  Schedule  A.  It  is  you  who  pay  under 
Schedule  A.  They  measure  the  amount  you  pay  by 
valuing  your  house,  but  you  pay  it  out  of  income. 

8474.  They  measure  the  amount  you  should  pay 
by  your  actual  wealth  under  the  Death  Duty  scheme  s 
—Yes. 

8475.  Is  not  that  to  some  extent  a reasonable 
criterion  of  a man’s  capacity  to  pay? — I do  not 
think  so ; I can  suggest  heaps  of  others. 

8476.  I was  going  to  ask  you  to  do  that? — I am 
interested  in  a great  block  of  ironstone  in  Brazil.  It 
is  assumed  to  be  worth  many  millions.  It  does  not 
pay  a farthing  of  taxes.  It  does  not  produce  a penny 
of  income.  How  can  you  levy  any  tax  upon  it? 
You  can  levy  a tax  upon  me  because  I am  foolisli 
enough  to  hold  it,  and  you  can  say  : “ You  shall  pay 
because  you  hold  this  property  but  you  have  not 
levied  it  on  that  property;  you  have  levied 
it  on  me  because  of  that  property.  And  I 
say,  rrmtatis  mutandis,  that  is  true  of  every  particle 
of  capital  in  the  sense  that  I take  it.  You  and  I 
are  using  terms  by  which  we  mean  fixed  wealth,  even 
though  it  be  in  a sense  movable  wealth,  for  example, 
a railway  train.  A railway  train  is  certainly  capital, 
though  it  is  not  fixed;  a railway  station  is  capital 
though  it  is  fixed. 

8477.  What  alternative  would  you  suggest? 
AVould  you  put  another  Is.  or  Is.  6d.,  or  whatever 
it  might  be,  on  the  Income  Tax  to  make  up  the 
Death  Duties?  You  object  to  the  Death  Duties.  I 
want  to  know  what  substitute  you  would  suggest? — 
If  it  were  possible  I would  rather  levy  the  whole  of 
the  taxation  of  the  country  upon  income.  The 
revenue  it  produces  come  out  of  income.  That  is 
what  pays  it.  The  income  pays  it,  and  if  I could  be 
quite  sure  that  I could  levy  it  equitably  upon  income, 
1 would  like  to  levy  it  on  income. 

8478.  In  that  case  people  who  had  very  fine  pic- 
tures or  very  expensive  jewels  would  escape.  They 
could  invest  their  money  in  them  without  paying  any 
tax  at  all? — They  do  now. 

8479.  But  they  pay  Death  Duties  on  them? — You 
can  easily  get  over  that  difficulty.  Indeed  you  do 
escape  it  every  year  by  one  of  your  Expiring  Laws 
Continuance  Acts,  if  I am  not  mistaken.  Chattels 
are  still  subject  to  valuation  by  English  law,  and  it 
is  only  because  you  prevent  them  being  valued  every 
year  that  they  are  not  valued.  I think  I am  right 
in  my  law,  but  I am  not  a lawyer. 

8480.  Mr.  Bell : That  does  not  quite  answer  Mr. 
Hichens’  point  as  to  what,  if  any,  Succession  Duty 
should  be  paid  when  a person  dies  who  has  a great 
many  pictures  and  jewels? — No  doubt  it  is  quite  easy 
to  put  very  difficult  questions,  and  that  is  a very' 
difficult  question,  I admit,  and  one  would  probably 
have  to  seek  some  way  of  escape  from  it.  There  are 
plenty  of  ways  which  suggest  themselves  as  possible 
to  get  over  a difficulty  of  the  kind,  which  after  all  is 
not  a very  large  matter.  Let  us  try  to  get  at  a 
figure.  I suppose  we  should  be  agreed  in  this  room 
that  the  total  capital  value  of  Great  Britain  is  some- 
thing in  the  region  of  £20,000,000,000,  or  some  figure 
of  that  kind;  £1,000,000,000  more  or  less  does  not 
matter.  There  is  probably  not  £2,000,000  of  the 
property  of  the  kind  you  are  speaking  of,  and  it  does 
not  affect  the  question — de  minimis  in  fact.  Is  not 
that  a fair  answer?  ( Paragraphs  18  to  23  read.) 

8481.  Mr.  Hichens : That  is  rather  a sweeping 
statement,  that  the  Chancellor  of  the  Exchequer 
should  be  influenced  by  no  ethical  consideration. 
Would  you  suggest,  for  instance,  that  he  would  be 
entitled  to  put  an  Income  Tax  of  20s.  in  the  £ on  a 
millionaire  simply  because  it  was  the  easiest  way  of 
getting  the  money,  and  he  did  not  care  whether  it 
was  fair  in  relation  to  other  people  or  not?  Surely 


he  would  have  to  consider  relative  justice,  would  he 
not? — But  is  that  ethics? 

8482.  If  not,  what  is  it? — If  it  is  ethics,  then  I 
withdraw;  but  I did  not  think  it  was. 

8483.  Sir  Charles  Addis  : An  ethical  case  would  be 
a tax  upon  prostitution  or  upon  lotteries,  or  on  some- 
thing that  you  consider  immoral? — Yes. 

8484.  You  do  not  want  to  include  that  in  saying 
that  he  should  disregard  all  ethical  considerations, 
do  you? — I think  I do. 

8485.  You  say  he  “ should  consider  only  how  he  can 
get  most  into  his  chest  ”? — I think  I can  conceive  a 
condition  of  society  in  which  I should  regard  a tax 
on  brothels  as  quite  a proper  tax,  if  one  may  use  such 
a word  in  such  a connection ; but  I should  not  exclude 
it.  You  happen  to  have  touched  upon  a very  difficult 
subject,  which  has  puzzled  legislators  ever  since  the 
time  of  the  Romans.  I do  not  know  that  I should 
exclude  such  considerations,  and  I think  there  are 
times  in  the  history  of  the  world  when  there  would 
have  been  no  hesitation. 

8486.  Professor  Hall:  Would  a tax  on  luxuries 

because  they  were  luxuries  come  under  your  con- 
demnation or  would  they  meet  with  your  approval? — 

I should  not  approve  of  a tax  on  luxuries  because 
they  are  luxuries,  because  I think  you  would  run  such 
very  great  incidental  risks.  May  I give  you  an 
example?  There  was  a great  deal  of  clamour  at  one 
time  about  the  motor  car  being  the  rich  man’s 
pleasure,  and  a tax  might  have  been  imposed  upon  it 
on  that  ground.  As  a matter  of  fact  if  you  had 
stopped  the  development  of  the  motor  car  you  would 
have  stopped  the  development  of  all  high  power 
engines.  I do  not  know  that  we  have  gained  any 
advantage  from  it,  but  no  aeroplane  would  have  been 
possible  but  for  the  impulse  given  to  the  commercial 
production  of  the  costly  alloys  of  steel.  The  fact 
that  it  became  possible  to  make  these  commercially, 
made  it  possible  to  develop  high  powered  engines  in 
small  space.  You  see  how  dangerous,  therefore,  it 
would  be  to  impose  a tax  on  luxuries  merely  because 
they  were  luxuries. 

8487.  You  have  no  objection  to  the  Super-tax? — 
The  moment  you  begin  to  have  to  raise  such  very  large 
sums  of  money  as  we  have  now,  you  have  to  get  them 
where  you  can,  and  I am  afraid  I have  no  alternative 
but  to  submit  to  Super-tax.  I think  it  is  a dangerous 
thing;  because  I think  the  mass  of  the  people  are 
more  interested  in  the  accumulation  of  capital  than 
the  capitalist  himself.  The 'people  in  this  country 
who  are  most  interested  in  the  accumulation  of  capital 
are  the  working  classes,  because  without  that  accumu- 
lation the,,  cannot  be  set  to  work.  They  will  not  do 
it  themselves.  They  do  it  to  some  extent,  but  they 
will  not  do  it  to  the  extent  necessary.  If  they  would, 
I should  have  no  objection  to  the  limitation  of  the 
amount  of  income  that  a man  might  enjoy.  The 
danger  is  that  you  would  stop  progress.  I am  saying 
that  in  all  seriousness.  Personally  I do  not  like 
millionaires;  I dislike  a millionaire.  But  I see  a 
great  danger  in  limiting  the  amount  of  wealth  that 
you  would  let  any  one  man  accumulate,  though  1 
agree  that  there  is  a great  danger  in  there  being 
large  accumulations  of  wealth,  as  in  America. 

8488.  Professor  Hall : It  is  the  total  capital  you 
want,  not  individual  ownership  of  large  means? — It 
is  a little  more  than  that.  It  is  not  only  the  total 
capital  but  it  is  the  power  to  dispose  of  it  in  big 
lumps,  which  you  do  not  get  if  it  is  in  small  sections — 
you  do  not  get  it  to  the  same  extent,  at  all  events. 
If  you  take  a thing  with  which  I am  unfortunately 
rather  familiar,  the  development  of  a colliery  in  a 
new  district,  it  involves  an  enormous  risk,  which  you 
ought  not  to  ask  people  to  run  unless  they  can  afford 
to  lose;  and  it  is  only  the  rich  man  who  can  afford 
to  lose.  For  that  reason  I am  afraid  there  is  no 
alternative  for  us,  much  though  I dislike  it,  but  to 
have  capital  disposable  in  large  lumps.  ( Paragraphs 
24  to  28  read.) 

8489.  Chairman:  Sir  Hugh,  we  are  very  much 
obliged  to  you  for  coming  to  give  evidence  before  us 
to-day. — I am  very  grateful  to  your  Lordship. 


(The  Witness  withdrew.) 
( Adjourned ,) 
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THIRTIETH  DAY. 
Tuesday,  29th  September,  1925. 


Present  : 

Sir  JOSIAH  STAMP,  G.B.E.,  in  the  Chair.  Mrs.  BARBARA  WOOTTON 

Sir  ALAN  G.  ANDERSON,  K.B.E. 

Processor  FRED  HALL.  Mr.  G.  R.  HAMILTON,  Secretary 

Mr.  W.  L.  HICHENS.  Mr.  G.  ISMAY,  Assistant  Secretary 


Professor  William  Robert  Scott,  called  and  examined. 


Evidence-in-chiee  handed  in  by  Professor  Scott  (in  reply  to  the  Committee’s  questions  regarding  a Capital 

Levy  printed  on  page  683). 


1.  It  may  be  premised  that  the  question  of  a large 
repayment  of  the  National  Debt  in  the  form  of  a 
Capital  Levy,  estimated  to  realise  £3,000,000,000  or 
thereabouts  upon  a progressive  scale,  would  involve 
very  many  consequences — some  immediate  and  some 
remote — and  the  latter  would  not  be  the  least  im- 
portant. In  order  to  reach  a forecast  of  these  con- 
sequences it  is  necessary  to  assign  to  the  numerous 
effects  their  relative  co-efficients  of  importance,  and 
it  is  so  difficult  to  reach  a result  that  will  be  even 
approximately  correct  that  such  is  likely  only  to  be 
achieved  by  a happy  chance.  In  view'  of  the  com- 
plexity of  the  considerations,  the  writer  begs  respect- 
fully to  refer  to  Economic  Problems  of  Peace  after 
Wcur,  Second  Series,  1918,  pp.  67-86,  and  The 
Economic  Journal,  “ Some  Aspects  of  the  Proposed 
Capital  Levy,”  September,  1918. 

Answer  to  Question  1 (as  to  the  case  for  a large  and 
ecurly  repayment  of  debt  and  method  suggested ). 

2.  In  any  sound  system  of  finance  the  question  of 
the  reduction  of  a public  debt  by  repayment  must  be 
kept  in  view.  An  exceptional  repayment  of  large 
amount,  in  my  opinion,  does  not  possess  merits  suffi- 
cient to  outweigh  its  disadvantages.  On  a first 
inspection  of  the  present  financial  and  general 
economic  position  of  the  country,  it  might  be  said 
that,  in  view  of  the  reduction  of  debt  through  the 
Budget  in  previous  years,  there  is  no  reason  why  this 
method  should  not  be  continued,  resulting  in  a 
gradual  approximation  towards  an  amortisation  of 
the  debt.  That  view  requires  to  be  considered  in 
relation  to  the  estimated  future  level  of  prices.  If 
prices  fall  considerably,  it  may  be  anticipated  that 
(apart  from  possible  counteracting  tendencies)  the 
total  income  of  the  country  will  decline,  and  there- 
fore the  pressure  of  a given  amount  raised  by  taxa- 
tion will  be  heavier.  This  pressure  of  taxation,  rela- 
tive to  prices,  has  to  be  distinguished  from  extrinsic 
elements  and  also  the  element  of  time  (i.e.,  the  date 
at  which  a possible  fall  may  take  place)  has  to  be 
taken  into  account.  As  to  the  first,  at  the  present 
time  it  is  frequently  contended  that  the  weight  of 
British  taxation  is  a heavy  handicap  in  international 
competition.  Here,  as  it  seems  to  me,  we  must  dis- 
tinguish between  temporary  and  permanent  condi- 
tions. During  the  period  (which  it  is  to  be  hoped  is 
now  approaching  its  close),  when  certain  foreign 
countries  have  failed  to  balance  their  Budgets,  and, 
much  less,  have  begun  to  provide  for  payment  of  in- 


terest on  their  foreign  debts,  their  taxation  may  he 
relatively  low,  and  to  that  extent  their  exports  may 
have  a temporary  differential  advantage  in  competi 
tion  with  our  exports.  This,  however,  if  such  coun- 
tries are  to  attain  financial  stability,  can  only  be 
temporary,  and  accordingly  it  is  to  be  inferred  that, 
ultimately,  British  export  trade  should  not  suffer  in 
international  competition  by  reason  of  the  burden  of 
taxation  (except  possibly  in  the  case  of  countries 
where  the  expenditure  occasioned  by  the  War  was 
relatively  low).  In  the  second  place,  on  the  assump- 
tion of  a possible  fall  in  prices,  the  question  of  time 
is  important.  An  early  fall  would  react  unfavour- 
ably on  the  total  money  income.  On  the  other  hand, 
if  such  fall  were  postponed  for  a considerable  period, 
during  that  period  the  total  income  might  not  con- 
tract, and,  once  industry  reaches  its  normal  level,  it 
would  probably  expand  with  the  growth  of  popula- 
tion. Thus  during  that  period  the  charge  for  the 
War  debt  would  be  decreased  relatively  to  the  total 
money  income,  first  by  requiring  a smaller  proportion 
of  it,  and,  secondly,  so  far  as  the  debt  charge  itself 
is  not  constant,  bub  is  subject  to  diminution  on  the 
one  side  by  reduction  of  the  debt  through  sinking 
fund  payments,  and  on  the  other  side  by  favourable 
conversion  operations.  Thus  the  question  of  the 
future  of  prices  assumes  a certain  importance  in  this 
connection.  There  are,  however,  few  economic  sub- 
jects on  which  more  confident  predictions  are  made — 
and  not  many  where  the  predictions  are  more  fre- 
quently erroneous.  When  it  is  remembered  that,  as 
regards  debt  redemption,  we  are  concerned  with 
prices  over  a period  of  about  a century,  it  will 
readily  be  recognised  that  down  the  long  vista  of  such 
a period  it  is  merely  a question  of  making  the  best 
guess.  Who  can  give  any  reasoned  opinion  as  to  the 
state  of  foreign  policies  fifty  years  hence — will  there 
have  been  another  war,  or  will  great  wars  have  been 
prevented  for  all  time  to  come?  What  will  be  the 
position  of  the  world’s  currencies,  what  will  have  been 
the  degree  of  economic  progress?  The  best  answer 
might  be  that  of  someone  with  poetic  vision,  while 
we  would  be  left  with  the  problem  of  which  poet  to 
choose.  Thus  it  is  not  possible  for  an  economist  to 
give/  a forecast  of  the  future  of  prices  over  the  whole 
relevant  period,  but  something  may  be  said  starting 
from  the  time  that  we  know.  It  is  a great  help  that 
currencies  are  once  more  becoming  linked  with  gold, 
though  account  must  be  taken  of  the  possibility  nhat 
the  relation  of  the  currency  to  gold  may  differ  from 
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that  of  the  past.  The  conditions  of  gold  production 
and.  the  probability  of  the  economy  of  the  use  of  gold 
for  currency  seem  to  be  the  more  relevant  questions 
in  relation  to  the  metal  and  the  general  technique  of 
industry  and  commerce  in  reference  to  commodities. 
In  spite  of  the  existing  depression,  which  tends  to 
produce  an  unduly  pessimistic  estimate  of  future  pro- 
duction, there  seem  to  be  grounds  for  a fairly  con- 
fident expectation  of  a very  considerable  development 
in  methods  of  production  within  a generation  from 
now,  particularly  in  the  application  of  scientific  dis- 
coveries to  industry,  with  a consequent  tendency 
towards  greater  plentifulness  of  commodities.  Com- 
bining these  various  factors,  one  forms  the  forecast 
that  ultimately  prices  will  be  lower  than  the  present 
level,  but  that  the  fall  will  be  rather  protracted,  and 
it  will  be  some  time  before  it  becomes  definitely 
established.  The  world’s  gold  stock  has  first  to  be 
redistributed,  and  the  production  of  gold  to  reach  its 
new  normal  level.  The  restricted  use  of  gold  as  coin 
for  some  time,  in  comparison  with  pre-war  conditions, 
will  also  have  its  effect.  It  is  somewhat  surprising 
that  price  fluctuations  in  the  last  eighteen  months 
have  not  been  greater.  These  conditions  do  not  indi- 
cate much  prospect  of  an  early  fall  in  prices.  After 
that  the  future  course  of  prices  will  depend  mainly 
(.apart  from  costly  wars  or  great  calamities)  upon  the 
increased  production  of  goods,  which  increase,  as  far 
as  an  opinion  can  be  formed,  is  likely  to  be  greater 
during,  say,  1940-50  than  the  increase  in  the  produc- 
tion of  gold.  The  latter  is  necessarily  uncertain,  but 
in  this  connection  one  notes  the  Report  of  the 
American  Joint  Committee  on  the  Gold  Situation  in 
1919  to  the  effect  that  “ the  gold  output  of  the  world 
seems  to  have  passed  its  zenith  and  to  be  on  the  de- 
cline.” It  is  to  be  doubted  whether  this  opinion  can 
be  applied  beyond  the  immediate  future,  the  elements 
which  enter  into  the  calculation  at  a more  distant 
period  being  so  largely  unknown.  Accordingly  one’s  an- 
ticipation tends  in  the  general  direction  that  the  maxi- 
mum strain  for  interest  on  the  debt  has  been  already 
passed,*  and  that  prices  are  likely  to  oscillate  rather 
more  in  the  next  few  years  than  in  the  immediate 
past,  that  in  that  period  a fall  on  balance  is  unlikely 
(if  there  is  no  Capital  Levy).  After  that  it  is  pos- 
sible that  a considerable  interval  will  elapse  before  tlie 
ultimate  fall  will  establish  itself,  and,  finally,  unless 
there  is  an  almost  unique  combination  of  circum- 
stances, the  price  level  at  the  end  of  the  nineteenth 
century  is  unlikely  to  be  repeated.  Thus,  in  view  of 
the  uncertainty  of  future  price  movements  and  what 
can  be  anticipated  as  to  their  trend,  there  is  no 
special  reason  on  this  ground  for  an  early  repayment 
of  a large  amount  of  debt,  say  £3,000,000,000. 

Answer  to  Question  2 (as  to  form  of  levy,  &c.). 

3.  It  does  not  appear  to  me  that  a Capital  Levy  of 
large  amount  for  debt  redemption  is  necessary  or 
desirable.  With  reference  to  the  suggestions  in 
“ Labour  and  the  War  Debt  ” the  following  remarks 
may  be  made  : — 

(a)  The  levy  could  not  be  confined  in  all  cases  to 
individuals.  In  the  case  of  the  surrender 
value  of  insurances  affecting  life  contin- 
gencies, as  valued  on  the  appointed  day, 
the  levy  would  have  to  be  paid  by  the 
insurance  office,  the  policy  being  adjusted 
accordingly.  The  ultimate  incidence  of  the 
levy  would  be  on  the  policy  holder  or  his 
representatives.  Where  a reversion  had 
been  purchased  say  by  an  insurance  com- 
pany, that  institution  would  be  liable  for 
the  levy,  the  incidence  of  it  being  diffused 
between  policy  holders  and  the  share- 
holders. 

it)  In  principle,  the  levy  being  on  capital,  it 
should  apply  not  only  to  material  but  to 
immaterial  capital  also.  The  fixing  of  the 
basis  for  charging  immaterial  capital 

• See  below  ; Answer  to  Question  15,  par.  29. 
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would  present  some  difficulty,  but  it  would 
be  by  no  means  insuperable;  indeed  it  is 
somewhat  similar  to  questions  which  arise 
in  connection  with  reversions.  As  regards 
the  levy  on  immaterial  wealth,  it  would 
require  to  be  collected  in  instalments. 

(c)  and  (d)  I have  doubts  as  to  whether  the  rates 
specified  would  produce  the  sum  antici- 
pated, in  view  of  the  uncertainties  of 
valuation.  Further,  in  view  of  what  is 
said  later  concerning  a material  portion 
of  the  levy  being  collectible  only  by  instal- 
ments, the  amount  available  for  an  imme- 
diate reduction  of  debt  is  likely  to  be  less 
than  the  amount  calculated. 

Answer  to  Question  3 (as  to  equity,  &c.,  of  levy  as 

compared  with  income  taxation). 

4.  Over  a considerable  period  of  time  Income  Tax, 
in  spite  of  admitted  disadvantages,  would  be  more 
equitable  to  the  taxpayer  and  more  in  the  general 
interest.  Assuming  that  the  anticipated  saving  in 
taxation  through  the  levy  is  used  partly  in  relief  of 
existing  taxes,  partly  in  meeting  expenditure,  Income 
Tax  payers  as  a class  would  not  receive  the  whole 
benefit  of  the  anticipated  saving  as  applied  to  the 
amount  levied  on  them.  They  would  also  stand  to 
benefit  to  some  extent  from  successful  conversion 
operations,  and  from  such  repayments  by  our  foreign 
debtors  as  may  be  recovered.  As  regards  the  general 
interest,  the  method  of  meeting  the  expenses  of  War 
debt  by  Income  Tax  has  the  advantage  that  those 
subject  to  it  are  participants  in  the  general  prosperity 
of  the  country,  and  such  participation  is  reduced 
to  the  extent  of  the  levy  upon  each.  Until  the 
maximum  economy  in  public  expenditure  is  reached, 
the  existing  high  rate  of  Income  Tax  is  an  incentive 
towards  reduction  in  expenditure  which  would  not 
be  so  effective  if  a Capital  Levy  had  been  introduced 
or  was  introduced  in  the  near  future.  I may  be 
singular  in  thinking,  but  I do  hold  that  the  position 
of  London  as  an  international  money  centre  would  be 
weakened  by  the  establishment  of  a Capital  Levy. 
It  may  be  prejudice  or  lack  of  understanding,  but 
a,  somewhat  strict  line  of  demarcation  is  drawn 
between  countries  who  have  had  to  make  arrange- 
ments with  their  creditors  outside  the  original  terms 
upon  which  their  loans  were  issued  and  those  who 
have  not,  while  world  finance  attaches  no  import- 
ance to  the  sugared  phrase  “ a Capital  Levy  to  repay 
debt.”  It  would  be  disposed  to  say,  “ Here  is  a 
country  where  the  Government  contracted  to  repay 
certain  debts  and  it  has  simply  written  off  a speci- 
fied percentage  of  them.” 

Answer  to  Question  4 (as  to  guarantee  against 

repetition). 

5.  The  longer  a Capital  Levy  is  delayed  the  less 

acceptable  it  is  likely  to  be,  unless  at  some  stage, 
through  a combination  of  unfavourable  circum- 

stances, it  was  proved  to  be  impossible  to  meet  the 
expenses  of  the  State.  I fail  to  see  how  in  the  condi- 
tions of  government  of  the  country  a guarantee 

against  repetition  of  it  can  be  made  effective.  It 

might  be  suggested  that  the  receipt  for  securities  or 
cash  should  be  endorsed  that  such  receipt  would  be 
accepted  to  its  face  value  in  any  future  levy  or 
levies  that  might  be  made,  but  it  is  to  be  feared  that 
the  mere  mention  of  future  levies  in  such  a connec- 
tion would  disturb  people’s  minds  more  than  the 
guarantee  would  reassure  them. 

Answer  to  Question  5 (as  to  effects  on  trade  and. 
industry). 

6.  The  general  effects  of  a Capital  Levy  on  wade 
and  industry  would  be  bad  at  whatever  period  of  the 
trade  cycle  it  was  introduced;  if  in  a rime  of  active 
trade  the  consequent  reduction  of  credit  facilities 
by  contraction  of  the  volume  of  loanable  securities, 
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and  by  the  shock  to  confidence,  would  tend  to  induce 
more  rapidly  than  would  otherwise  be  the  case  a time 
of  trade  depression  and  make  it  rather  worse;  con- 
versely, if  introduced  in  a time  of  depression  by  post- 
poning the  return  of  confidence  it  would  tend  to 
prevent  revival. 


Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that  under 
high  annual  taxation). 

7.  Considering  the  immediate  effects  of  a Capital 
Levy,  understanding  “ immediate  ” to  cover  the 
period  from  the  passing  of  the  measure  establishing 
the  levy  until  securities  and  cash  had  been  handed 
over  to  meet  it,  the  friction  and  dislocation  of  busi- 
ness would  be  very  considerable.  The  pressure  on 
valuers  would  be  great,  there  would  be  many  points 
of  difficulty  involving  numerous  actions  at  law.  The 
need  for  securities  required  for  the  payment  of  the 
levy  would  involve  some  contraction  of  credit.  How 
great  this  would  be  would  depend  upon  the  mechanism 
of  the  payment  in  securities.  The  stock  markets 
would  be  disturbed  to  an  extent  which  again  depends 
partly  on  such  mechanism,  partly  upon  the  degree  to 
which  sales  of  securities  for  cash  were  forced.  The 
extent  to  which  the  levy  met  with  even  a modified 
acceptance  amongst  holders  of  securities  is  likely  to 
be  important  in  this  connection.  A greater  disturb- 
ance of  security  values  is  likely,  other  things  being 
equal,  the  longer  a levy  is  delayed,  because  of  the 
greater  probability  that  estates  will  become  more 
specialised  in  holdings  of  securities.  Thus  soon  after 
the  War  the  great  majority  of  estates  included  hold- 
ings of  British  Government  stocks.  After  a period  of 
decreased  yields  on  good  securities  and  variations  in 
trade  prospects,  more  estates  consist  of  stocks  with 
variable  dividends.  The  boom  of  1919-20  diverted 
investment  in  the  latter  direction,  and  many  of  the 
holdings  then  formed  remain,  while  in  other  cases 
they  have  been  modified  by  the  reversion  to  fixed 
interest  stocks.  A fairly  general  opinion  that  a 
revival  in  trade  was  to  be  expected  would  again 
switch  interest  to  industrial  stocks. 

8*  Subject  to  what  has  been  said  in  answer  to 
Question  4,  ia  levy,  applied  once,  would  leave  its 
effects.  It  would,  in  my  opinion,  be  an  error  to  con- 
sider that,  once  the  dislocation  is  over,  the  friction 
involved  by  the  levy  would  be  ended.  Apart  from  a 
balance  of  legal  questions  remaining  over  for  settle- 
ment, it  would  be  impossible  to  carry  out  the  levy 
without  leaving  a large  residuum  of  payments  by  in- 
stalments. These  would  be  necessary  if  the  levy  were 
applied  to  immaterial  capital.  They  would  also  arise 
in  all  oases  where  there  were  not  securities  or  cash  to 
meet  the  levy.  Therefore,  any  comparison  betweeu 
the  friction  of  annual  taxation  and  the  supposed  ease 
after  the  disturbance  of  a levy  Was  over  is  unreal. 
There  would  still  be  friction  through  instalments  of 
the  levy  being  superimposed  on  annual  taxation  which 
ex  hyyoihesi  would  not  be  reduced  to  the  full  extent 
estimated  to  be  saved  by  the  levy.  In  addition,  if 
there  was  widespread  opposition  to  the  levy,  the 
tendency  would  be  for  as  many  of  those  as  could  con- 
trive it,  to  pay  by  instalments  in  the  hope  that  the 
imposition  of  the  levy  might  eventually  be  repealed. 


which  will  have  come  into  existence  by  then.  The 
imposition  of  a levy  would  leave  a certain  shock  to 
credit,  followed  by  a contraction  of  credit.*  This 
would  be  unfortunate,  since  in  the  industrial  progress 
that  is  to  be  anticipated  one  limiting  influence  is 
likely  to  be  a scarcity  of  capital  for  the  developments 
which  will  be  necessary.  It  is  rather  important  to 
recognise  that  in  a time  of  depression,  such  as  the 
present,  it  is  almost  inevitable  that  anticipation 
should  be  tinged  with  a certain  degree  of  pessimism. 
As  a matter  of  fact,  every  important  war  has  been 
succeeded  by  a period  of  depression,  and  these  have 
lifted  in  time.  It  seems  a paradox  to  say  that  the 
present  is  the  real  post-war  reconstruction,  not  the 
somewhat  grandiose  so-called  reconstruction  period 
immediately  after  the  Armistice  which  was  in  the 
main  merely  hectic  inflationism. 


Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 


12.  The  ramifications  of  a Capital  Levy  on  the-  dis- 
tribution of  wealth  would  be  great,  and  a long  time 
would  elapse  before  equilibrium  was  reached.  I do 
not  think  the  ultimate  redistribution  can  be  fore- 
casted. 

Answer  to  Question  9 (as  to  effects  on  future, 
savings). 


13.  “ Individual  savings  of  those  not  subject  to  a 
levy  ” may  be  interpreted  as  those  of  persons  whose 
wealth  excludes  them  from  its  scope.  Those  who 
succeed  to  estates  already  subjected  to  a levy  which 
has  been  paid  do  not  properly  belong  to  this  class. 
They  form  an  intermediate  class  between  (a)  and  (b). 
The  savings  of  class  (a)  would  depend  partly  on 
materia]  and  partly  upon  psychological  influences. 
If,  as  seems  probable,  the  enforcement  of  the  levy 
would  result  in  a certain  amount  of  contraction  of 
credit  and  of  employment  this  class  would  on  the 
whole,  other  things  being  equal,  have  a smaller  save- 
able  surplus,  which  would  not  be  compensated  for  by 
the  anticipated  reduction  in  taxation  as  affecting 
them.  Psychologically,  this  class  is  particularly 
sensitive  to  losses  of  savings,  thus  many  working-class 
investors  in  Consols  through  the  Post  Office  Savings 
Bank  have  a very  -bitter  feeling  against  the  Govern- 
ment owing  to  the  fall  in  the  price  of  the  security. 
One  cannot  say  at  all  definitely  what  effect  the  levy 
would  have  on  this  class  as  regards  future  savings. 
Though  they  have  paid  no  levy,  the  shadow  of  a 
future  one  is  likely  to  seem  menacing  to  them.  All 
one  can  venture  to  forecast  is  that  the  reactions  here 
are  likely  to  take  quite  unexpected  forms,  gradually 
becoming  less  marked  if  no  second  levy  succeeded 
the  first. 


14.  Those  subject  to  the  levy  are  likely  to  feel  a 
grievance.  At  first  no  doubt  their  prevailing  dis- 
losition  would  be  to  say,  “ Let  us  eat,  drink  and  be 
nerry,  for  to-morrow  our  capital  may  die.”  Thus 
;he  initial  tendency  will  be  towards  diminished 
;avings  as  compared  with  what  would  otherwise  have 
ieen  saved  by  this  class.  As  time  goes  on,  if  the 
evy  is  not  repeated,  this  feeling  of  unfair  treatment 
vould  decrease,  but  it  seems  that  in  this  country 
t is  only  with  regard  to  investments  that  people 


Answer  to  Question  7 (as  to  eff  ects  on  employment). 

9.  Again,  it  is  necessary  to  distinguish  between  the 
more  immediate  and  remote  effects. 

10.  At  the  time  the  levy  .is  being  imposed,  the  con- 
traction of  credit  and  dislocation  of  business  would 
tend  to  the  holding  up  of  schemes  of  development; 
also  it  would  tend  to  push  some  marginal  firms  below 
the  margin.  Overseas  investment  would  be  con- 
tracted with  a reaction  on  the  volume  of  production, 
all  making  towards  a reduction  in  employment. 

11.  The  more  remote  effects  are  difficult  to  disen- 
tangle from  the  other  causes  affecting  employment 


* The  ultimate  effects  of  a levy  upon  credit,  as  affecting 
mercantile  and  industrial  enterprise,  are  difficult  to  forecast, 
since  there  appear  to  be  set  up  causes  operating  in  contrary 
directions.  The  most  obvious  consideration  is  that  a levy  would 
diminish  the  amount  of  Government  stocks;  taking  this  circum- 
stance by  itself,  it  would  be  an  influence  towards  raising  tne 
price  and  so  lowering  the  yield,  with  a favourable  reaction  on  the 
general  rate  oE  interest.  So  far  a levy  would  tend  towards maiang 
capital  cheaper  for  industry.  This  result  requires  correction 
from  the  point  of  view  of  demand  for  such  stocks.  A shocK  to 
confidence  would  have  effects,  long  continued,  which  mig 
expected  to  react  on  demand,  lowering  the  demand  price  an 
possibly  diverting  a part  of  the  demand  by  the  extension  or  r 
clauses.  Also  it  is  possible  that  the  “ spread  ” (mentioned  bei  w. 
Question  11,  par.  19)  as  between  the  return  on 
industrial  stocks  would  continue,  while  the  chances  of  a rep 
of  the  levy  would  exert  some  influence,  if  opinion  at  any 
t.pnrlpH  +,r»  rp.crn.rd  these  as  an  onerative  factor. 
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have  long  memories,  as  for  instance,  tlie  still  con- 
tinuing indignation  against  certain  States  of  the 
American  Union  which  are  considered  to  have 
defaulted  to  their  British  creditors. 

15.  As  regards  collective  savings  such  as  the  reserves 
of  joint  stock  companies,  the  company  :as  such  would 
have  no  animus  against  the  Capital  Levy,  the 
directors  would  consider  the  situation  from  the  point 
of  view  of  the  needs  of  the  business.  One  cannot 
form  any  opinion  of  how  the  sums  available  for 
reserves  after  a levy  had  been  made  would  compare 
with  those  in  previous  years.  Assuming  these  were 
the  same,  the  state  of  dislocation  would  probably 
dispose  the  directors  to  be  rather  more  cautious;  on 
the  other  hand,  to  the  extent  that  shareholders  could 
exercise  pressure  on  their  directors,  they  would 
probably  press  for  increased  dividends.  Accordingly, 

1 look  for  reduced  savings  by  class  (a),  very  consider- 
ably reduced  savings  by  class  ( b ),  and  not  much 
change  (as  defined)  in  those  of  class  (c). 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

16.  In  addition  to  what  has  been  said  under  Ques- 
tion 3,  paragraph  4,  it  is  difficult  to  see  how  either 
the  immediate  or  the  ultimate  effect  of  a Capital  Levy 
could  be  good  for  national  credit.  We  have  become 
so  accustomed  to  a very  high  credit  that  we  are 
liable  to  forget  how  quite  extraordinarily  sensitive 
it  is.  While  it  may  be  said  that  a levy  is  a purely 
domestic  matter  which  would  not  apply  to  foreigners, 
finance  pays  close  attention  to  the  trend  of  .domestic 
affairs  as  reacting  on  a nation’s  credit.  As  long  as 
there  are  countries  in  which  no  levy  ha6  been  imposed, 
other  countries  where  there  has  been  one  cannot  fail 
to  experience  a certain  deterioration  of  credit. 
Instead  of  being  as  much  above  suspicion  as  a country 
can  be  in  financial  affaire,  there  will  be  something 
to  be  lived  down  and  we  should  be  on  our  trial. 

17.  A curious  point  seems  to  emerge  here.  I ant 
disposed  to  think  the  longer  a levy  is  delayed  the 
more  prejudicial  it  would  be  to  the  national  credit. 
In  the  late  War  we  received  little  admiration  and 
no  sympathy.  Still,  for  what  it  was  worth,  if  a levy 
had  been  made  within  two  years  of  the  armistice,  it 
would  have  had  some  small  chance  of  being  accepted 
as  part  of  the  European  war  disorganisation.  Now 
it  is  to  be  feared  that  a levy  would  be  regarded  as 
a proof  that  the  country  was  unable  to  adapt  itself 
to  the  new  conditions. 

Answer  to  Question  11  (as  to  effects  on  sale  of 
securities). 

18.  In  this  connection  it  seems  advisable  first  to 
state  one’s  view  of  the  mechanism  of  the  payment  of 
the  levy.  As  regards  a considerable  part  of  the 
range  of  the  levy  payment  would  be  made  in  securi- 
ties. Presumably  the  Treasury  would  issue  a list  of 
the  securities  which  would  be  acceptable  for  the  pur- 
pose. This  would  include,  it  may  be  taken,  all  trustee 
stocks.  It  is  a matter  of  doubt  whether  other  high 
class  securities  should  be  added  such  as  the  best  class 
of  industrial  debentures  or  other  first  charge  stocks 
and  debenture  and  preference  stocks  of  certain 
colonial  and  foreign  railways,  also  American  gold 
bonds  of  the  best  class.  (The  last  would  be  of  special 
importance  if,  as  a result  of  the  levy  a partial  pay- 
ment of  the  American  debt  were  contemplated.) 

19.  It  is  obvious  that  there  are  two  main  steps — 
the  first  where  an  estate  has  a sufficient  holding  of 
British  Government  stocks  to  meet  the  levy  upon  it. 
These  would  be  handed  over  and  accepted  as  payment 
in  full  at  the  specified  rate,  and  that  amount  of 
war  debt  would  be  cancelled,  subject  to  any  need  in 
policy  there  might  be,  at  the  time,  to  concentrate  on 
the  redemption  of  a particular  class  of  debt;  for 
instance,  if  the  redemption  of  Floating  Debt  were 
held  to  be  most  urgent  not  much  of  this  class  of 
security  would  be  comprised  in  the  estates  subject  to 
the  levy.  Of  other  British  Government  securities 


large  blocks  are  held  by  banks,  insurance  companies 
and  other  bodies.  Therefore  the  British  Government 
securities  included  in  estates  subject  to  the  levy  are 
only  a part  of  the  total  amount  of  these  loans  and 
are  divided,  as  between  .individual  estates,  in  all 
sorts  of  proportions.  There  have  been  various  esti- 
mates as  to  the  percentage  of  the  levy  that  would 
be  met  by  a direct  tender  of  British  Government 
stocks.  It  is  obvious  it  would  be  the  aim  of  the 
Government  to  make  the  terms  such  as  would  (as 
far  as  possible)  secure  a large  tender  of  Government 
stocks  in  payment  of  the  levy.  But  there  would  be 
numerous  estates  where  either  no  Government  stocks 
were  held  or  the  quantity  of  these  stocks  was  not 
sufficient  In  such  cases  two  main  results  would 
follow  according  as  (1)  a particular  estate  could 
make  up  the  balance  in  other  acceptable  stocks,  or 
(2)  it  could  not  either  in  whole  or  in  part.  At  this 
stage  a more  indirect  process  begins  and  there  is 
considerable,  danger  of  a lag  which  may  produce 
6erious  inconvenience.  First  of  all,  at  this  stage  the 
Government  is  in  possession  of  trustee  stocks,  other 
than  Government  securities,  which  are  only  a half- 
way house  to  the  desired  end.  These  securities  can 
only  be  marketed  gradually  else  there  will  be  loss 
on  realisation,  and,  in  the  early  stages  of  the  levy, 
the  demand  for  these  stocks  will  be  very  slow.  The 
Treasury  is  in  danger  of  being  involved  in  a vicious 
circle,  such  securities  being  sold  in  order  that  Govern- 
ment debt  may  be  bought  for  cancellation.  But 
funds  will  not  be  available  in  the  market  to  purchase 
the  stocks  till  the  proceeds  of  Government  purchases 
of  debt  are  liberated.  Further  there  is  the  position 
of  the  estates  that  have  no  acceptable  securities  and 
the  most  important  varieties  are  two,  namely,  where 
there  are  sufficient  non-acceptable  stocks  which  can 
be  sold  to  pay  the  levy  or  where  there  are  not,  the 
estates  in  question  consisting  of  land  or  privately 
owned  businesses.  As  regards  the  first  of  these  the 
person  subject  to  the  levy  must  either  sell  his  non- 
acceptable  stocks  or  borrow  from  a bank  pending 
realisation.  He  is  likely  to  sell  at  a disadvantage 
since,  outside  sales  of  Government  stocks  by  banks, 
the  reduced  amount  will  be  held  by  trusts  and  if  they 
sell  to  the  Government  (as  the  latter  is  put  in  funds 
by  the  sale  of  other  classes  of  acceptable  stocks)  the 
trustees  cannot  invest  in  ordinary  shares.  There- 
fore, there  will  be  a marked  tendency  for  all  non- 
acceptable  stocks  (and  in  particular  ordinary  shares) 
to  fall  in  price.  Lastly  the  privately-owned  business 
must  borrow  from  a bank  (if  it  has  security  to  give) 
or  contract  its  stock  of  commodities  or  if  it  is  unable 
to  do  either,  arrangements  must  be  made  by  which 
it  can  pay  its  proportion  of  the  levy  in  instalments. 
The  effect  of  the  working  out  of  the  levy  would  in- 
volve a considerable  danger  of  disorganised  stock 
markets  with  the  probability  of  a considerable  fall 
in  the  price  of  noil-acceptable  stocks  as  a class. 
Indeed  it  seems  not  improbable  that  for  a long  time 
the  market  in  these  stocks  would  be  very  weak,  since 
a proportion  of  the  sales  would  have  to  be  financed 
on  money  borrowed  from  the  banks  and  the  terms 
might  be  expected  to  be  high,  because  the  banks 
would  also  have  to  provide  cash  for  the  payment  of 
levies  in  those  cases  where  marketable  securities  were 
not  available. 

20.  On  this  whole  question  it  is  important  to  note 
that  through  the  Trustee  Acts  and  the  customs  and 
predilections  of  investors,  there  are  differences  in  kind 
in  investments,  and,  if  one  kind  is  greatly  diminished, 
disturbance  is  inevitable  with  consequential  loss  until 
an  adjustment  is  made  to  the  new  conditions. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

21.  The  levy  must  involve  a certain  contraction  of 
credit,  both  general  and  as  affecting  the  amount  of 
bank  credit  available  for  trade  facilities.  The  con- 
traction of  the  amount  of  Government  stocks  must 
reduce  the  possible  margin  for  bank  cover,  which  is 
of  importance  in  relation  to  the  finance  of  a 
recovery  in  trade.  The  actual  cover  would  be 
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diminished  by  the  extent  that  securities  cancelled 
had  been  in  use  as  cover  for  loans.  It  may  be  said 
that  other  cover  may  be  substituted,  but  there  will 
be  a residuum  of  cases  in  which  there  is  no  other 
cover,  and  as  already  shown  (Q.  11,  par.  19)  the 
mere  fact  of  the  levy  will  have  had  the  effect  of 
diminishing  the  efficacy  of  non-acceptable  stocks  as 
cover  by  reducing  their  value. 

22.  Even  upon  the  pious  opinion  that  eels  become 
accustomed  to  skinning,  it  does  not  follow  that  they 
like  their  first  experience  of  the  process.  Persons 
subject  to  the  levy  will  be  in  all  probability  alarmed 
as  to  all  kinds  of  anticipated  evil  consequences,  some 
possibly  real  others  extremely  unlikely.  Different 
persons  may  anticipate  quite  contradictory  and 
mutually  exclusive  ill-results.  Though  some  of  these 
cannot  possibly  happen,  and  many  are  unlikely  to 
happen,  their  massed  effect  on  credit  is  likely  to  be 
highly  prejudicial  for  a considerable  period,  and 
though  the  unfounded  anticipations  are  shown  to 
be  baseless,  some  will  remain,  and  the  effects  of  these, 
together  with  those  that  are  well  founded  in  restrict- 
ing credit  and  impairing  confidence,  will  leave  con- 
sequences which  will  exert  an  influence  for  a number 
of  years,  and  some  will  remain  for  over  a generation. 

Answer  to  Question  14. 

23.  (Section  6)  (as  to  finality  of  valuations).- — It 
appears  that  in  the  case  of  fluctuating  enterprises  a 
revision  of  the  valuation  would  be  necessary,  and 
if  such  revision  is  admitted  as  possible,  at  once  more 
of  the  levy  is  thrown  into  instalments,  and  the  more 
it  is  payable  in  instalments  the  more  a revision  in 
valuation  will  be  pressed  for.  Considering  the  pro- 
portion of  estates  affected  by  trusts  the  position 
becomes  serious.  It  seems  impossible  to  provide  for 
even  moderate  equity  as  between  the  interests  of 
“ the  tenant  for  life”  and  the  “remainder  man.” 
In  cases  of  such  estates,  if  the  levy  is  paid  at  the 
time,  the  proportion  that  will  ultimately  fall  on 
the  remainder  man  when  he  succeeds  may  be  much 
more  or  much  less  than  that  at  which  he  should  have 
been  assessed : or  conversely  the  levy  may  be  post- 
poned or  made  payable  in  instalments.  But  in 
either  of  the  latter  cases,  the  immediate  cancellation 
of  debt  is  not  effected  pro  tanto  and  the  claim  for 
revaluation  is  strengthened.  The  difficulty  might  be 
met  to  some  extent,  but  not  completely,  by  the  State 
insuring  annuities  in  cases  where  the  estate  involved 
held  its  investments  in  acceptable  stocks.  The  effect 
would  be  that  the  tenant  for  life  would  receive  the 
specified  income  for  life,  while  the  remainder  man 
would  succeed  to  his  reversion  when  the  tenant  for 
life  reached  the  age  at  which  the  value  of  the 
interest  of  the  former  was  computed.  If  the  tenant 
for  life  survived  his  or  her  expectation  of  life  the 
annuity  would  still  be  paid,  the  draft  on  the  fund 
being  made  good  from  the  surplus  arising  in  other 
cases  where  the  annuity  lapses  before  the  remainder- 
man succeeds.  The  scheme  would  be  a big  one  and 
would  involve  some  technical  difficulties,  but  it  would 
remove  one  obvious  injustice  to  the  remainder  man, 
since  it  would  provide  in  all  oases  that  he  would 
succeed  at  the  precise  date  on  which  his  proportion 
of  the  levy  was  assessed.  It  does  not  provide  for  the 
further  difficulty  that  what  he  succeeds  to  will  inevit- 
ably have  a very  different  value  to  that  on  which  he 
was  assessed,  with  loss  either  to  him  or  to  the  State. 

24.  (Section  c)  (as  to  extent  of  payment  in  cash, 
securities  and  other  forms). — These  matters  have 
already  been  discussed.  It  is  obvious  that  cases 
would  be  exceedingly  rare  where  the  levy  would  be 
paid  in  cash  which  had  been  lying  at  a bank.  The 
actual  cash  tendered  would  be  increased  by  such  sales 
of  non-acceptable  securities  as  were  not  turned  into 
acceptable  securities.  The  extent  to  which  this  would 
happen  would  depend  on  market  conditions  at  the 
time  and  the  inducements  offered  for  the  tender  of 
securities.  As  to  real  property  difficulties  would 
arise.  It  does  not  appear  that  the  Government  would 


be  well  advised  to  accept  real  property  in  payment. 
Yet,  if  it  does  not,  there  will  be  landed  properties 
where  the  levy  cannot  be  paid  except  in  instalments. 

25.  (Section  d) ' (as  to  payment  by  private  busi- 
nesses).— The  type  of  private  business  which  would 
be  hardest  hit  by  a Capital  Levy  is  that  which  is  in 
many  respects  most  deserving,  namely,  one  which 
has  been  expanding  rapidly  and  whose  credit  is  fully 
used.  In  that  case  there  would  be  no  option  but 
either  to  ruin  the  business  or  to  aliow  it  to  pay  in 
instalments,  and  the  same  concession  would  have  to 
be  applied  to  other  private  firms. 

26.  (Section  e)  (as  to  extent  of  payment  by  instal- 
ments).— As  already  pointed  out,  payment  in  instal- 
ments would  have  to  be  admitted  over  a wide  area 
and  to  that  extent  the  initial  principle  of  immediate 
debt  redemption  is  vitiated  and  the  need  for  further 
valuations  is  implicitly  recognised. 

27.  (Section  f)  (as  to  cases  where  resources  are 
looked  up  in  private  businesses). — Instalments  may 
be  such  ia  sum  as  with  interest  equals  the  amount  of 
the  levy  (subject  to  revision  on  revaluations)  and 
distributed  over  a number  of  years.  In  lieu  of  these 
an  additional  Income  Tax  might  be  substituted,  but 
the  latter  presents  additional  difficulties;  in  fact  a 
levy  payable  in  instalments,  but  subject  to  revision, 
would  ‘become  more  and  more  in  effect  an  additional 
Income  Tax. 

28.  (Section  g)  (as  to  order  of  debt  repayment, 
etc.) — The  degree  of  priority  to  be  given  to  different 
forms  of  debt  for  purposes  of  redemption  presents 
some  difficulty.  From  the  financial  point  of  view  it 
would  be  well  to  reduce  the  Floating  Debt,  National 
War  Bonds  and  Treasury  Bonds,  followed  perhaps  by 
increased  payments  of  the  foreign  debt.  From  the 
general  credit  position  it  has  to  be  noted  that  banks 
hold  large  quantities  of  Floating  Debt,  and  the  repay- 
ment of  these  would  tend  to  accentuate  a stringency 
of  credit.  I think  precedence  should  be  given  to 
the  financial  order,  and  the  credit  position  might  be 
eased  by  slow  sale  of  the  accepted  securities  other 
than  Government  stocks,  but  in  that  case  .the  “ lag  ” 
mentioned  in  paragraph  19  would  be  increased. 

Answer  to  Question  15  (additional  points). 

29.  In  order  to  complete  the  foregoing  comments, 
it  seems  desirable  to  add  something  as  to  one’s  con- 
ception of  how  the  national  finances  should  be  dealt 
with,  if  there  were  no  Capital  Levy.  First,  it  appears 
in  the  highest  degree  probable  that  the  pressure  of 
the  interest  on  the  National  Debt,  as  measured  by 
the  proportion  of  the  income  of  the  nation  absorbed 
in  paying  it  has  passed  its  maximum  point.  Com- 
paring the  receipts  from  Estate  Duty,  Income  Tax, 
Super-tax,  Excess  Profits  Tax  .and  'Corporation  Profits 
Tax  in  1920-21  with  the  estimates  for  the  current 
financial  year,  and  considering  .the  result  in  relation 
to  the  estimates  of  the  national  income  by  The 
Economist  and  Mr.  J.  F.  Shirras,  the  proportion  of 
the  -latter  absorbed  by  these  taxes  in  1920-1  may 
have  been  a3  high  as  16'9  per  cent.,*  and  was  not  less 
than  12  per  cent.  The  corresponding  figure  for 
1925-6  would  be  about  10  per  cent.  Therefore,  it 
is  concluded  that  the  general  ability  to  pay  at  the 
present  time  is  greater. 

30.  The  Sinking  Fund  should  be  increased  as  soon 
as  circumstances  permit  up  to  1 per  cent,  of  the 
debt  outstanding.  In  reference  to  Question  2, 
Section  2,  if  there  were  a levy  the  Sinking  Fund 
should  be  revised  accordingly  after  it. 

31.  As  payments  are  made  by  foreign  debtors  these 
should  be  applied  to  the  redemption  of  debt.  It 
would  be  specially  appropriate,  in  view  of  the  course 

* This  would  be  the  percentage  on  the  estimate  of  the  national 
income  for  1921.  Bearing  in  mind  that  the  slump  began  with 
the  financial  year,  the  figure  of  income  for  the  latter  would  be 
nearer  12  per  cent,  based  on  the  1921  figure,  but  not  quite  so  low 
as  that.  ’ 
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of  declarations  by  successive  Chancellors  of  the 
Exchequer,  if  such  payments  were  earmarked  as  a 
special  Sinking  Fund  for  the  redemption  of  the  debt 
due  by  us  to  the  United  States. 

32.  These  measures,  consistently  applied,  would 
enable  very  considerable  payments  of  debt  to  be  made 
before  the  general  fall  .in  prices,  which  may  be 
expected  at  a later  date,  sets  in.  (Paragraph  2.) 

33.  Conversion  operations,  which  involve  a mate 
rial  increase  in  the  nominal  amount  of  the  debt, 


8490.  Sir  Josiah  Stamp  : Lord  Colwyn  is  unable  to 
be  here  this  afternoon  and  has  asked  me  to  take  the 
Chair.  Will  you  please  read  your  statement,  para- 
graph by  paragraph,  and  make  any  comment  on  it 
you  wish  as  you  go  along? — -Yes.  ( Paragraph  1 read.) 
The  works  I mention  dealt  with  an  early  stage  of 
the  levy  question,  but  there  are  some  points  that 
might  possibly  be  of  interest. 

8491.  Have  you  had  occasion,  as  the  controversy 
has  gone  on,  and  in  view  of  later  facts,  to  revise 
your  views  very  much  upon  these  comparatively 
pioneer  observations  of  yours? — Not  much,  I think, 
in  principle. 

8492.  You  do  not  feel  as  though  you  were  a false 
prophet? — Of  course  there  are  a number  of  subjects 
dealt  with  in  the  first  book  mentioned.  As  regards 
anything  that  I said  about  the  Capital  Levy,  I do 
not  think  I prophesied  to  any  extent.  It  seems  to 
me,  as  far  as  I have  looked  into  what  I said  then, 
that  it  has  worked  out  fairly  well.  I do  not  think  I 
prophesied  anything  about  the  Capital  Levy  that 
the  intervening  time  has  either  refuted  or  confirmed. 

8493.  If  you  had  to  rewrite  the  passages  on  the 
Capital  Levy,  would  you  alter  your  evidence  very 
much? — I do  not  think  very7  much.  I would  change 
probably  the  emphasis  as  between  one  point  and 
another,  but  I do  not  think  I would  alter  anything 
on  the  general  principles.  ( Paragraph  2 read.) 

8494.  Professor  Hall : In  the  early  part  of  your 
answer  you  say:  “An  exceptional  repayment  of  large 
amount,  in  my  opinion,  does  not  possess  merits 
sufficient  to  outweigh  its  disadvantages.”  What 
disadvantages  do  you  mean  in  that  sentence? — 
That  is  a general  statement;  these  are  detailed 
later;  general  disturbance  of  credit,  the  difficulty 
of  valuations  and  the  tendency  that  probably  there 
will  be  for  the  levy  to  be  forced  to  be  collected 
in  instalments. 

8495.  I want  to  distinguish  between  the  two 
things : the  repayment  of  the  debt  and  the  raising 
of  the  money  for  the  repayment.  Do  you  consider 
that  the  disadvantage  arises  out  of  the  repayment 
itself  or  out  of  the  methods  of  providing  the  money 
for  the  repayment? — Both,  I should  say. 

8496.  You  mean  both  in  this  case? — Yes. 

8497.  In  the  latter  part  of  your  answer-  yon 
suggest  that  prices  are  likely  to  fall,  say,  between 
1940  and  1950.  Would  not  that  be  a special  reason 
for  trying  to  pay  off  as  much  debt  as  we  can  before 
chat  fall  begins? — Yes,  if  there  were  no  com- 
pensating disadvantages.  You  will  find  at  the  end 
I suggest  that  the  existing  Sinking  Fund  should 
be  increased. 

8498.  Is  your  conclusion  that  there  is  no  necessity 
to  repay  such  a large  amount  as  £3,000,000,000,  but 
that  there  is  need  to  increase  the  amount  we  are 
already  paying? — Yes.  If  you  notice,  I say  there — 
it  is  in  fact  an  answer  to  your  previous  question — 
that,  on  the  ground  of  future  price  movements,  I 
do  not  consider  that  there  is  any  reason  for  a repay- 
ment of  debt  to  this  amount.  That  is  what  I am 
considering;  in  the  whole  of  this  paragraph.  It 
seemed  better  to  pick  up  the  various  -aspects  of  the 
problem,  which  is  very  complex,  one  by  one ; and 
in  this  paragraph  I am  dealing  with  price  move- 
ments. 


should  be  avoided.  To  me  they  seem  mere  window- 
dressing,”  and,  if  they  have  had  any  beneficial  effect, 
that  has  been  exhausted. 

34.  Public  economy,  in  the  sense  of  obtaining  the 
maximum  efficiency  at  minimum  cost,  should  be 
rigorously  prosecuted.  Possibly  the  loss  of  a real 
appreciation  of  economy,  both  national  and  indi- 
vidual, is  one  of  the  most  enduring  consequences  of 
the  War.  We  have  now  got  the  length  of  talking 
about  economy  when  something  forces  the  subject  on 
public  attention — the  practising  of  it  is  still  to  seek. 


8499.  You  do  not  think  price  movements  are  going 
to  be  so  serious  in  their  nature  as  to  necessitate 
any  very  great  effort  to  get  the  debt  down  before 
prices  fall? — No,  starting  from  the  present  time. 
Of  course,  if  one  were  talking  in  1920,  it  would  be 
somewhat  different,  but  starting  with  the  present 
price  level,  as  I have  tried  to  indicate  as  clearly 
as  possible,  the  outlook  is  very  uncertain,  but  if 
you  are  going  to  have  a comparatively  stable  price 
level  for,  say,  a period  of  10  years  or  more,  perhaps 
15  years,  w-heie  on  -balance  there  will  be  no  very 
great  fall,  then  in  that  time  quite  a considerable 
amount  of  debt  would  have  -been  paid  off. 

8500.  You  do  not  think  it  is  desirable,  in  view  of 
the  fact  that  you  think  there  may  be  a fall  in 
prices  -between  1940  and  1950,  to  make  any  very 
exceptional  effort  before  1940  arrives? — Not  an  effort 
so  exceptional  that  it  would  involve  a very  great 
strain  upon  the  general  financial,  productive^  and 
credit  position  of  tlie  country. 

8501.  Sir  Alan  Anderson:  You  say,  “Once  in- 
dustry reaches  its  normal  level,  the  total  income 
would  probably  expand  with  the  growth  of  popula- 
tion.” Are  you  budgeting  for  a considerable  growth 
of  population  here,  or  is  that  the  world  population? 
— Primarily,  population  in  this  country.  It  seems 
probable  that  the  increase  in  population  will  slow 
down  very  considerably,  but  still  there  will  be  an 
increase;  that  is,  the  rate  of  increase  will  not  be  so 
great  as,  say,  in  the  last  50  years,  but  there  still 
will  be  an  increase  on  balance. 

8502.  You  do  not  think  we  are  within  sight  of  a 
decrease  in  population  in  this  country? — No. 

8503.  Sir  J osiah  Stamp  : In  your  answer  there  i's 
a reference  to  a temporary  differential  advantage  in 
other  countries  in  competition  with  our  exports. 
Would  it  be  your  view  that  in  international  trade 
you  should  take  the  whole  of  the  taxation  ot  a 
country  en  bloc  as  entering  into  the  costs  of  that 
trade  or  would  you  differentiate  and  say  that  if 
Income  Tax  does  not  enter  into  costs  in  domestic 
trading  neither  will  it  in  international  trade? — That 
is  rather  difficult  to  answer  off-hand.  Really  what  I 
had  in  view  was  a sort  of  general  appreciation  of 
the  situation.  Taking  such  taxation  as  is  a burden 
on  industry— assuming  that  there  is  taxation  that 
is  a burden  on  industry — if  you  have  countries  that 
temporarily  are  not  raising  the  amount  of  taxation 
which  they  ought  to  raise,  they  presumably  have 
a differential  advantage  for  their  export  trade  to 
some  such  extent. 

8504.  We  are  not  to  read  into  this  answer  any 
theory  of  yours  that  all  taxation  enters  into  cost? — 
No.  I tried  to  put  it  as  generally  as  possible  just 
for  that  reason.  I did  not  want  to  raise  any  ques- 
tion of  that  kind.  ( Paragraph  3 read.) 

8505.  Mrs.  Wootton:  In  paragraph  (a)  where  you 
say : “ The  levy  could  not  be  confined  in  all  cases 
to  individuals,”  do  I understand  you  to  mean  that 
the  collection  would  be  through  bodies  other  than 
individuals? — If  you  turn  to  the  last  sentence  of 
paragraph  (a)  it  seems  to  me  that  the  levy  would  be 
upon  a corporate  body,  as  in  the  case  that  I put — 1 
may  be  wrong — where  an  insurance  company  has  pur- 
chased a reversion.  It  owns  the  reversion ; then 
there  would  presumably  be  a levy  upon  that,  because 
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it  would  be  a part  of  the  capital  ih'it  would  have 
to  be  accounted  for.  But  the  reversion  belongs 
to  the  insurance  company;  if  it  is  a mutual  office  the 
poli'cy  holders  in  that  office  would  have  to  bear  it. 

8506.  Strictly  it  is  not  a part  of  capital  in  indivi- 
dual ownership? — No,  but  at  the  same  time  I think 
that  when  you  are  making  valuations  you  would  have 
to  take  account  of  it. 

8507.  You  would  have  to  take  account  of  it  instead 
of  reducing  the  value  of  the  policy,  but  the  rever- 
sion which  the  company  had  purchased  does  not,  by 
virtue  of  its  being  in  the  hands  of  the  company,  cease 
to  be  capital  and  liable  to  duty,  any  more  than  the 
reserves? — That  is  a question  for  the  administration 
of  the  levy,  and  although  I think  that  the  disadvan- 
tages are  greater  than  the  advantages,  still  I thought 
that  I would  try  to  work  it  out  as  far  as  I could,  It 
is  a small  point,  but  it  may  be  typical  or  other  points, 
and  that  is  perhaps  why  it  is  worth  discussing  it. 
Suppose  this  case  : that  you  have  a certain  trust,  with 
a tenant  for  life  and  remainder  interests.  The 
tenant  for  life  sells  his  or  her  interest  to  an  in- 
surance company.  That  is  a thing  that  is  com- 
monly done,  as  I know  from  people  connected  with 
insurance  companies.  When  you  begin  to  make  your 
valuation  you  have  got  that  estate,  and  i'f  the  re- 
mainder interests  have  not  parted  with  their  rever- 
sions— they  may  have  been  too,  but  if  they  have  not 
— you  have  to  deal  with  the  tenant  for  life  in  some 
way,  and  it  is  a difficulty  that  seems  perhaps  worth 
discussing. 

8508.  It  is  rather  the  difficulty  of  valuation?  In 
the  case  that  you  have  put,  it  is  the  difficulty  of 
valuing  the  tenant  for  life’s  interest  and  the  re- 
mainder interests. — You  might  put  it  that  way,  but  I 
would  rather  put  it  this  way;  namely,  that  it  is  a 
difficulty  of  the  principles  that  are  going  to  govern 
the  valuation.  The  valuer  cannot  say:  “ I am  going 
to  leave  this  out  because  it  is  awkward.” 

8509.  What  I want  to  get  at  is  this — whether  you 
are  referring  to  a case  that  I think  you  deal  with 
later,  namely,  the  difficulty  of  valuing  limited 
interests,  or  whether  this  is  a separate  case  ? — This  is 
a totally  separate  case.  I was  merely  mentioning  the 
limited  interests  as  showing  how  this  case  arises. 

8510.  In  your  judgment  this  is  an  example  which 
you  think  strictly  is  not  a case  of  individual  owner- 
ship, but  it  is  so  closely  approximate  to  it  that  it 
would  have  to  come  under  the  levy? — I think  so: 
that  is  my  point. 

8511.  Professor  Hall : You  make  reference  to  the 
person  who  has  no  accumulated  wealth,  but  who  has 
some  capacity  for  earning  a big  income  as  the  result 
of  the  investment  of  capital  in  his  training,  and  so  on. 
Have  you  any  suggestions  to  make  in  regard  to  the 
method  of  reaching  those  people  in  order  to  get  equity 
between  them  ? — I should  imagine  the  way  it  would  be 
done  would  be  to  take  that  person’s  earned  income 
over  such  a period  of  years  as  might  be  agreed  upon, 
then  take  his  expectation  of  life  and  capitalise  'it. 
That  would  represent  the  “ brain  ” or  immaterial 
capital  to  be  levied  upon  in  his  case.  Then  there 
would  be  the  further  question  whether  the  limit  of 
exemption  at  which  the  levy  began  was  to  be  the 
same  or  different. 

8512.  You  really  try  to  capitalise  his  income? — 
Yes.  Of  course  there  are  difficulties,  but  there  are 
difficulties  nearly  everywhere. 

8513.  Sir  Alan  Anderson : You  would  not  allow  the 
man  to  say  that  he  was  beginning  to  get  tired  and 
he  wished  to  retire  from  his  business  before  the  end 
of  his  life? — Then  he  would  have  the  pleasure  of  con- 
tinuing to  pay. 

8514.  Professor  Hall : Would  you  agree  that  in 
those  cases  payment  by  instalments  should  be  per- 
mitted?— It  would  have  to  be  payable  by  instalments. 

8515.  You  do  not  see  anything  radically  wrong  with 
payment  by  instalments — No;  I do  not  think  so.  I 
think  it  would  be  very  necessary. 

8516.  Bringing  that  into  relation  with  what  you 
say  in  paragraph  (c),  is  there  any  serious  difficulty 
in  payment  by  instalments?  Admittedly  you  do  not 


get  all  the  money  at  once,  and  therefore  you  cannot 
reduce  the  debt  immediately  by  the  whole  of  the 
amount  to  be  received,  but  is  the  State  any  worse  off 
for  that  provided  interest  is  paid  on  the  outstanding 
instalments?— To  meet  the  interest  which  the  Stale 
has  to  pay,  money  would  be  coming  in  through  the 
instalments,  but  we  cannot  say  that  those  instalments 
would  have  the  same  effect  as  when  the  debt  is  actually 
extinguished,  because  the  instalments  after  ten  years 
might  not  realise  the  expectation  formed  of  them;  you 
have  that  weakness. 

8517.  You  are  contemplating  the  instalments  being 
paid  over  a long  period,  then?  I think  very  few 
people  so  far  have  suggested  a period  as  long  as 
10  years? — But  if  you  take  any  immaterial  wealth 
you  have  got  to  let  them  pay  by  instalments  for  a 
man’s  expectation  of  life. 

8518.  Would  you  let  him  pay  annually  for  the 
whole  of  that  period? — I think  so,  unless  he  com- 
pounded in  some  way  and  then  the  State  would  get 
the  money.  You  must  remember  that  he  has  not 
got  the  money  to  pay  any  other  way;  he  is  going 
to  make  it  year  by  year. 

8519.  I quite  follow  that,  but  is  it  necessary  to 
spread  payment  over  such  a long  period  as  that? 
Does  not  that  amount  in  effect  to  a higher  Income 
Tax  on  him  during  his  life?— That  was  the  initial 
view  that  I took  of  a Capital  Levy — that  it  really 
resolved  itself  into  a higher  Income  Tax  when  so 
much  would  be  thrown  into  instalments;  it  would 
be  really  a double  Income  Tax. 

8520.  Is  your  objection  to  getting  the  whole  of  this 
money  in  during  10  years  the  difficulty  of  getting 
it  or  the  undesirability  of  trying  to  get  it?— It  is 
the  undesirability  of  trying  to  get  it,  unless  in  cases 
where  it  is  admitted  that  the  levy  must  be  paid  by 
instalments.  It  would  then  probably  be  necessary  to 
go  back  on  the  valuation  and  reduce  the  levy  in  those 
cases. 

8521.  Readjust  it? — Yes,  it  would  'have  to  be 
readjusted,  and  so  £3,000,000,000  would  not  be 
realised;  there  would  be  bits  scaled  off  it  here  and 
there.  My  point  briefly  is  this  : If  you  are  going  to 
get  the  money  you  will  have  to  let  it  come  in  over 
long  periods.  If  you  are  content  with  getting  less 
than  your  estimate  then  you  can  make  your  period 
as  short  as  you  like. 

8522.  Do  you  not  think  a simpler  way  would  be 
to  attempt  to  get  the  amount  by  Income  Tax  simply 
instead  of  trying  to  capitalise  a man’s  income? — 
I should  like  to  have  time  to  think  that  out;  I should 
not  like  to  give  an  almost  casual  answer  to  it.  I 
have  referred  to  it  in  my  answer  to  one  of  the  later 
questions. 

8523.  Mr.  Hichens : Do  you  think  it  would  he 
practical  politics  to  capitalise  a man’s  earning 
capacity,  and  assess  upon  that  as  a capital  sum? — 

I know  nothing  about  practical  politics. 

8524.  It  is  rather  important,  is  it  not,  that  we 
should  think  of  what  is  practical  and  not  what  is 
merely  visionary? — I think  it  carries  out  the  general 
principle  which  is  involved — if  you  have  a Capital 
Levy  ; why  not  take  account  of  this  kind  of  capital? 

8525.  I am  wondering  how  you  would  carry  it  out. 
your  theory  would  be  to  tax  a man  on  what  he 
theoretically  ought  to  earn  over  ihis  working  life. 
For  that  purpose  you  suggest  taking  an  average  of 
what  he  actually  has  earned  over,  say,  three  or  five 
years.  That  might  be  a criterion  for  a man  in  the 
middle  of  his  working  life,  but  if  you  take  a man 
of  21  who  had  been  at  work  since  the  age  of  18  and 
averaged  his  earnings  for  that  period,  that  would 
be  no  criterion  of  his  earning  capacity  in  the  next 
10  years.  Would  you  not  get  results  of  startling 
injustice  and  inequality  if  your  object  is  to  arrive  at 
what  a man’s  earning  capacity  is  over  a given  period, 
namely,  ihis  working  life? — I do  not  think  you  would 
get  any  more  discrepant  results  than  you  would  in 
revising  estimates  of  fluctuating  profits  capitalised. 

8526.  Possibly,  but  the  recognised  basis  of  taxation 
is  to  tax  what  a man  has  got;  not  what  under 
certain  circumstances  you  think  he  might  have. 
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Do  you  know  of  any  country  where  they  have  based 
their  taxes  on  what  in  their  opinion  a man  might 
conceivably  earn  on  an  average  over  a period  of 
20  years  if  he  had  luck  and.  was  doing  his  best  all 
the  time  and  never-  felt  ill? — But  pardon  me,  that  is 
not  what  I am  suggesting.  I am  suggesting  on 
the  basis  of  his  present  earnings. 

8527.  But  you  assume  that  his  present,  earnings 
are  a criterion  of  what  he  is  going  to  earn;  and 
that  is  where  I should  take  issue  with  you.  As  far 
as  I can  see  there  is  no  reasonable  assumption  that 
what  a man  is  earning  to-day  or  Ihas  been  earning 
during  the  past  three  years  he  will  earn  over  the 
next  10  or  15  years? — It  would  cut  both  ways. 

8528.  Very  likely  it  might,  and  it  might  be 
equally  disadvantageous  both  ways? — From  the  point 
of  view  of  the  State,  probably  where  the  estimate 
was  exceeded  would  make  up  for  where  the  estimate 
was  defective. 

8529.  But  you  have  to  think  to  some  extent  cf 
justice  to  the  individual,  have  you  not?  If  you 
take  two  individuals,  one  aged,  let  us  say,  40,  who 
has  earned  an  average  of  £2,000  a year  over  your 
given  period,  and  the  other  aged  21,  who,  beginning 
life  early,  has  averaged  £200  over  that  period,  is 
there  any  particular  reason  for  supposing  that  £200 
is  the  criterion  of  the  one,  or  that  £2,000  is 
necessarily  the  permanent  criterion  of  the  other? 
It  may  be  that  the  first  is  in  a precarious  business 
whioh  disappears  owing  to  competition.  Surely  there 
cannot  be  any  reasonable  test  of  what  a man’s 
income  over  a long  period  of  years  is  going  to  be 
by  taking  an  average  of  three  years  or  five  years? — 
To  a very  large  extent  I agree,  but  that  is  exactly 
what  happens  with  all  fluctuating  profits,  because 
to  get  the  capital  value  of  a business  that  fluctuates 
you  have  to  capitalise  the  profits,  and  this  is,  in 
effect,  what  is  done. 

8530.  Where  ? — It  is  done  in  the  case  of  all 
quotations  of  stocks  and  shares  of  industrial 
companies;  it  is  what  is  done  in  the  case  of  goodwill 
in  the  purchase  or  sale  of  a business;  and  if  you 
analyse  what  really  happens  in  adjusting  the  value 
of  any  commercial  concern,  it  is  practically  on  the 
number  of  years’  profitable  life  that  it  is  estimated 
to  have;  at  least,  I cannot  conceive  any  other  way 
of  doing  it. 

8531.  No  method  of  taxation  has  ever  been 
adopted  on  those  lines,  has  it? — But  that  is  pre- 
cisely what  is  being  proposed  here. 

8532.  By  you  ? — No,  by  the  principle  of  the  Capital 
Levy. 

8633.  As  I understand  it,  the  principle  of  the 
Capital  Levy  is  that  you  take  a proportion  of  the 
capital  assets  that  a man  actually  has.  You  are 
taking  his  wealth  as  it  exists  at  a given  moment, 
not  as  you  think  it  may  exist  ten  years  hence.  There 
is  a fundamental  distinction,  surely,  between  the  two 
things,  is  there  not? — If  we  take  the  value  of,  let 
us  say,  a commercial  concern  as  it  exists  now,  that 
is  what  the  Capital  Levy  will  be  based  on. 

8534.  That  is  what  he  can  get  for  it  to-day,  in  the 
opinion  of  the  general  public? — But  surely  that  is 
based'  on  the  estimate  of  the  earning  capacity  of  that 
particular  business.  And,  after  all,  a man  in  the 
prime  of  life  has  got  an  average  longer  life  than 
most  small  businesses  that  are  run  by  individuals. 

8535.  But  in  the  case  of  the  business,  you  are 
taking  something  here  and  now,  that  is  to  say,  a given 
amount  of  wealth,  for  which  there  is  a market  value; 
he  can  liquidate  that  at  once  and  his  liability  is 
gone.^  In  this  case  you  are  imposing  upon  him  a 
liability  which  he  may  never  be  able  to  liquidate  at 
all  and  which  may  never  accrue? — Yes,  but  a smaller 
liability;  it  is  not  an  equal  liability. 

8536.  There  may  be  a question  of  degree,  but  you 
would  be  departing,  would  you  not’,  fundamentally 
from  the  principle. which  has  hitherto  been  recognised, 
that  you  can  only  tax  what  exists,  that  is  to  say, 
the  wealth  that  a man  has ; and  you  are  prepared  to 
do  that  ?— But  taxation  very  largely  is  based  on  the 
value  of  wealth. 


8537.  On  the  existing  value  here  and  now  ? — And  I 
think,  as  far  as  I can  see,  very  largely  the  same 
applies  with  regard  to  immaterial  wealth. 

8538.  Sir  Alan  Anderson : I understand  Professor 
Scott  is  not  advocating  it.  What  he  says  is  that  if 
you  had  a Capital  Levy,  you  would  be  forced  to  these 
things,  which  he  says  are  bad. 

Witness  : To  be  logical  you  would  be  led  along  those 
lines. 

8539.  i Mr.  Sickens:  I rather  gathered  from  him 
that  he  thought  .it  was  quite  practical  politics  to  do 
it.  8 ir  Alan  Anderson : No ; I think  his  general 
view  is  that  it  is  unwise  to  do  it.  Sir  Josiah  Stamp  : 
Am  I right  in  putting  it  this  way  : that  this  para- 
graph of . yours  is  really  addressed  to  the  point  of 
comparative  justice?  If  you  are  going  to  have  a tax 
like  this,  to  be  equitable  it  ought  to  extend  in  this 
way  ? (Witness.)  Yes,  I think  that  represents  my 
position. 

8540.  Supposing  it  is  found  that  that  carries  you 
into  very  difficult  fields,  and  upon  practical  and  other 
grounds  it  cannot  be  brought  into  that  area,  sup- 
posing you  were  in  favour  of  the  rest  of  the  Capital 
Levy  on  other  grounds,  would  the  dropping  of  this 
section  of  it  invalidate  the  whole  proposition,  in  your 
mind?  It  would,  if  the  Capital  Levy  -is  going  to  be 
logical  and  consistent. 

8541.  We  have  had  witnesses  who  have  said : “ We 
know,  that  the  Capital  Levy  has  to  stop  short  at  a 
certain  point;  in  various  ways  it  has  to  be  limited; 
it  cannot  be  carried  through  to  its  logical  conclusions; 
all  the  same,,  truncated  as  it  is,  we  think  it  is  an 
advisable  project.”  I want  to  ask  you  how  far  its 
inadvisability  depends  upon  your  inability  to  extend 
it  to  this  field? — If  you  accept  that  illogicality  or 
want  of  consistency  of  principle,  then,  of  course,  there 
is  a still  further  failure  in  justice  in  the  levy;  it  is 
not  equal. 

8542.  Would  you  object  to  any  tax  being  applied,  if 
it  could  not  be  made  perfectly  just  over  the  whole 
field? — There  are  degrees  of  justice,  of  course.  Pro- 
bably no  tax  is  perfectly  just,  .but  you  simply  grade 
them,  and  at  a certain  point  you  see  that  the  want 
of  equity  becomes  too  great  to  make  it  a desirable  tax. 

8543.  It  is  clear  from  the  rest  of  your  proof  that 
you  would  oppose  a Capital  Levy  on  other  grounds? — 
Yes. 

8544.  This  paragraph  merely  adds  to  the  objection 
that  you  have:  if  it  is  impracticable  to  do  this 
under  (6),  that  would  merely  add  to  your  objection? 

’ I must  say  that  what  I had  in  my  mind,  when 
writing  that,  was  that  I was  considering,  as  the 
question  asks,  how  could  the  Capital  Levy  be 
improved,  and  I consider  it  would  be  an  improve- 
ment. 

8545.  May  I take  you  on  that  point?  I oan  well 
understand  a man  who  says  that  the  Capital  Levy, 
to  be  fair,  must  apply  to  the  capital  that  is  embodied 
in  human  beings  as  well  as  to  the  capital  that  is  em- 
bodied in  objective  forms.  Here  is  a man  who  invests 
£5,000'  for  one  of  his  sons  in  a business;  that  has  got 
to  be  taxed.  Another  man  invests  £5,000  in  his  son  to 
extend  his  education  on  technical  lines,  to  become, 
say,  a specialist  in  medicine;  he  will  not  be  taxed 
under  this  proposal,  but  ought  to  be.  I can  under- 
stand that;  but  how  do  you  compass  that  by  capitalis- 
ing earnings  ? Of  course,  earnings  are  not  any  reflex 
at  all  of  the  amount  of  money  that  has  been  put  into 
a man  ? — Of  course,  they  are  not,  but  you  have  to  get 
as  near  as  you  can,  and  that  is  the  only  way  that 
occurred  to  me  that  you  could  get  near  it. 

8546.  Cannot  you  get  two  professional  men,  each 
earning,  say,  £5,000  a year,  one  of  Whom  has  had  a 
very  small  amount  of  money  spent  on,  him  and  by  his 
own  initiative  and  energy  gets  that  income,  and  the 
other  has  had  a lot  of  money  spent  on  him  ? — Yes, 
but  I would  not  put  it  solely  on  the  ground  of  the 
money  that  was  spent  on  him,  say,  by  his  father. 
You  have  to  take  the  educational  advantages  which 
are  offered  to  'him,  which,  to  a very  considerable 
extent  he  gets  free. 

8547.  Capitalise  all  that  and  you  still  have  the  fact 
that,  of  two  men  with  equal  incomes,  one  has  that 
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large  measure  of  capital  in  him  and  the  other  has 
none  at  all? — That  is  the  risk  in  the  employment  of 
the  particular  capital. 

854S.  What  I mean  i's  this.  Under  paragraph  (b) 
you  have  not  achieved  what  you  set  out  to  do,  namely, 
to  get  equality  of  taxation;  you  are  really  imposing 
a new  tax  on  ability? — What  I say  here  is  that  there 
would  be  a difficulty  in  it.  But  if  one  were  aiming 
at  being  logical,  one  ought  to  try  to  accomplish  it. 

8549.  What  I thought  was  that,  under  the  guise 
of  meeting  one  principle,  we  have  got  suddenly  into 
another  principle? — No,  I do  not  think  I meant 
it  really  that  way.  What  I meant  was  on  the 
ground  of  consistency  of  principle. 

8550.  I suggest  that  even  on  that  ground  it  does 
not  carry  out  what  you  want  to  do,  because  you  in- 
troduce a new  principle.  This  is  a tax  which  is  not 
only  a Capital  Levy,  hut  is  an  ability  levy  at  this 
point? — That,  of  course,  is  open  to  discussion. 

8551.  It  does  seem  to  me  to  capitalise  the  future 
ability  and  energies  of  a man,  which  is  quite  a dif- 
ferent feature  from  the  capitalisation  of  wealth  that 
flows  in  in  the  form  of  investment.  Let  us  pursue 
this;  Sir  Alan  Anderson’s  question  leads  my  mind  to 
it.  You  capitalise  a man’s  earnings  now,  say,  at 
the  age  of  45,  on  the  basis  of  his  income,  and  he  is 
going  to  pay  this  in  the  form  of  annual  instal- 
ments for  the  length  of  his  life,  or  for  the  length  of 
his  working  life? — I suppose  rather  i't  would  be  the 
length  of  the  expectation  of  his  working  life. 

8552.  What  happens  if  he  wants  to  retire  l'n  five 
years’  time?  May  he  or  may  he  not?  Does  the 
State  say:  “No,  you  must  not,  you  must  keep  in 
business  and  go  on  paying  the  tax  ”? — Yes,  that  is 
certainly  one  of  the  difficulties.  There  are  many 
difficulties. 

8553.  Does  it  stop  a man  changing  over  hi's  pro- 
fession and  going  to  another  one? — Would  that  be 
very  serious  ? People  who  change  their  professions, 
generally  change  at  a very  early  stage,  when  they 
probably  would  be  exempt  from  any  levy  altogether 
if  you  capitalise  their  earnings  at  that  time.  A man 
does  not  usually  change  his  profession  when  he  has 
reached  the  stage  of  making  a fair  income  in  it. 

8554.  If  the  State  is  going  to  insist  on  having  an 
annual  tax  on  that  basis,  whether  a man  goes  on  for 
five  years  or  whether  he  goes  on  for  25  years,  it 
does  seem  to  presuppose  the  control  of  his  activity. 
Sir  Alan  Anderson : Do  you  think  we  have  really 
unearthed  a difficulty  which  is  insoluble,  because  it 
applies  to  all  business  people,  too? — (Witness) : That 
is  my  feeling. 

8555.  Let  us  say  that  I am  a manager  of  ships,  and 
I get  paid  a commission  on  the  earnings  of  the  ships. 
That  is  an  annual  income;  and  I invest  a sum  of 
money  in  ships  to  assure  myself  of  that  position.  I 
pay  my  Capital  Levy  on  the  sum  of  money  I put  into 
those  ships.  Under  this  principle,  I should  also 
have  to  capitalise  the  future  amount  I should  earn; 
that  would  apply  to  every  person  who  was  in  a busi- 
ness in  which  he  has  invested  a certain  amount  of 
capital  and  where  he  was  getting  salary  or  commis- 
sion, or  whatever  it  was.  Sir  Josiah  Stamp  : The 
Capital  Levy,  as  we  have  had  it  put  up  to  thi's  point, 
is  really  a levy  on  forms  of  capital  which  can  be 
passed  from  hand  to  hand,  those  ships  and  this  busi- 
ness. But  here  is  a form  that  dies  with  a man, 
that  - stops  with  him  the  moment  he  is  ill,  and  it 
brings  in  a new  factor,  namely,  his  own  continued 
existence.  It  seems  to  me  to  introduce  such  new 
factors  as  to  make  it  quite  a different  tax.  Will  you 
proceed  with  your  paper? — ( Paragraph  4 read.) 

8556.  Professor  Sail : Upon  what  basis  do  you 

found  your  statement  that  the  Income  Tax  payer 
would  not  receive  the  whole  of  the  benefit  of  the 
anticipated  saving  arising  from  a levy? — That  is 
how  I understood  the  gist  of  the  question  2 (e) — 
that  the  saving  effected  was  to  be  available  both 
for  the  reduction  of  taxation  and  for  expenditure; 
that  is,  that  what  was  saved  by  the  levy  would  not 
go  wholly  in  relief  of  taxation. 


. 8557.  But  that  expenditure  might  have  had  to  be 

provided  out  of  taxes  raised  from  the  Income  Tax 
paying  class,  might  it  not? — Quite.  That  all 
depends  upon  the  general  level  of  taxation,  which 
is  a different  question. 

855S.  Supposing  that  we  were  to  decide  upon  a 
higher  Sinking  Fund,  do  you  think  it  would  be 
equitable  or  inequitable  to  try  to  get  the  necessary 
amount  from  a higher  Income  Tax? — It  would 
probably  fall  mainly  upon  the  Income  Tax  and  taxes 
related  to  Income  Tax;  that  is,  not  confining  oneself 
merely  to  Incomqi  Tax,  but  including  Super-tax, 
Death  Duties,  and  so  on. 

8559.  You  do  not  think  it  would  be  inequitable  to 
attempt  that? — Not,  I think,  for  the  amount  that 
I have  specified  as  desirable  for  the  Sinking  Fund 
to  be.  Of  course,  I should  not  commit  myself  to 
anybody  else’s  estimate  of  what  he  considered  a 
suitable  Sinking  Fund. 

8560.  On  this  question  of  a high  rate  of  Income 
Tax  restricting  expenditure,  do  you  feel  very  strongly 
about  that? — That  is  one  of  the  things  I do  feel 
rather  strongly  about,  but  merely  as  a matter  of 
general  observation. 

8561.  You  do  not  think  that  political  pressure 
may  be  such  that  other  expenditure  may  be  entered 
upon  in  preference  to  reducing  Income  Tax?  Take 
the  present  year.  We  have  had  a reduction  of 
Income  Tax,  but  we  have  also  had  a very  big 
increase  of  expenditure  upon  pensions? — I think 
you  really  have  to  take  it  in  sequence.  There  are 
two  things  that  are  rather  difficult  to  distinguish, 
and  they  often  get  confused.  What  I mean  by 
economy  is  getting  the  maximum  value  for  the 
taxpayers’  money.  Things  got  so  out  of  hand  during 
the  War  and  after-  the  War,  that  the  old  salutary 
maxims  were  neglected,  and  the  only  way  that  I 
see  to  get  them  restored  is  for  people  to  continue 
to  feel  that  weight  of  taxation  for  some  time  to 
come. 

8562.  You  do  not  mean  to  suggest  that  new 
services  should  be  avoided,  but  rather  that  we  should 
try  to  get  efficient  service  for  the  money  that  is 
being  spent.  Is  that  the  point? — Yes.  I do  not 
want  to  complicate  this  by  another  element,  but  it 
is  a question  of  what  should  be  our  scale  of  public 
services,  say,  10  years  from  now.  That  is,  of  course, 
raising  the  whole  question  of  the  future  policy  of 
the  country.  I do  not  want  to  prejudge  that  in 
any  way. 

8563.  Mr.  Hichens : I see  at  the  end  of  this  para- 

graph you  say:  “ A somewhat  strict  line  of  demarca- 
tion is  drawn  between  countries  who  have  had  to 
make  arrangements  with  their  creditors  outside  the 
original  terms  upon  which  their  loans  were  issued, 
and  those  who  have  not.”  Do  you  mean  to  suggest 
for  yourself,  or  that  it  is  a common  belief,  that  the 
Capital  Levy  would  involvei  a settlement  outside 
the  terms  upon  which  loans  were  issued? — I think 
that  is  how  it  would  be  regarded. 

8564.  What  has  it  got  to  do  with  the  question  of 
how  the  loans  were  originally  issued?  The  levy  is 
a form  of  tax,  is  it  not;  it  has  nothing  to  do  with 
the  manner  in  which  a loan  was  raised,  has  it?  It 
is  not  suggested  that  under  a Capital  Levy  you  should 
compulsorily  redeem  a loan  which  is  not  redeemable, 
is  it? — No,  but  in  the  international  money  market 
the  strict  observance  of  the  letter  of  contracts  as 
regards  loans  is  very  keenly  scrutinised. 

8565.  But  wherein  has  it  been  infringed  in  one 
tittle  P--I  think  it  would  be  considered  that  we  had 
infringed  it. 

8566.  But  how? — By  writing  down  the  loan, 
simply. 

8567.  But  you  do  not;  you  pay  it  off  in  good 
sterling.  It  is  not  suggested  that  you  should  cancel 
people’s  War  debt  or  destroy  a certain  proportion 
of  it  without  reward.  You  impose  a tax  on  a man, 
which  may  be  either  an  Income  Tax  or  a Capital 
Levy.  With  the  proceeds  of  that  tax  you  pay  off  a 
certain  amount  of  War  debt,  which  you  are  per- 
fectly entitled  to  do.  You  buy  it  in  the  open  market, 
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if.  you  cannot  get  it  elsewhere? — i quite  agree,  but 
there  are  two  things  to  be  distinguished : one  is 
what  we  think  happens,  and  what  other  people, 
outside  this  country  consider  has  happened. 

8568.  If  there  is  not  any  foundation  whatever  for 
the  suggestion,  do  you  think  we  should  be  influenced 
by  it  very  largely?  I wanted  to  know,  in  the  first 
instance,  whether  you  thought  there  was  any  founda- 
tion at  all  for  the  suggestion? — I think  it  would  be 
considered  that  there  was  a foundation  for  the  sug- 
gestion, not  necessarily  that  there  would  be,  but  it 
would  be  considered  that  there  was  such. 

8569.  There  is  also  an  even  stronger  body  of 
opinion,  is  there  not,  which  holds,  perhapsi  with 
greater  strength,  that  the  holders  of  War  debt  are 
people  who  are  bloodsuckers,  who  have  lived  and 
battened  upon  the  misfortunes  of  others  during  the 
War,  and  that  it  is  in  a sense  blood  money,  which 
they  have  no  right  to  have.  That  is  another  opinion 
which  is  held  on  the  other  side.  Are  you  going  to 
pay  attention  to  all  the  extreme  and  unreasonable 
opinions  that  a few  people,  who  have  not  studied 
the  question,  may  have? — But  if  you  want  to  keep 
London  a money  market,  you  have  to  pay  attention 
to  what  people  outside  think. 

8570.  Do  you  suggest  that  the  intelligent  people 
of  the  London  money  market  would  not  understand 
the  real  facts  with  regard  to  the  Capital  Levy  ? 

I am  not  talking  about  the  people  in  the  London 
money  market,  or  people  in  this  country  at  all.  I 
am  trying  to  envisage  what  people  in  other  capitals, 
that  have  financial  business  to  transact  with  London, 
will  think. 

8571.  Sir  Josiali  Stamp  : In  view  of  the  fact  that 
there  is  such  a ready  answer,  namely,  “ We  have  not 
done  with  anybody’s  War  Loan  what  we  have  not 
done  with  our  other  wealth;  we  have  dealt  with  tliem 
all  alike,”  would  not  the  foreigner  be  more  influenced 
by  what  happens  in  the  London  money  market  in 
the  actual  depreciation  of  securities?  Supposing 
the  Capital  Levy  had  the  result  of  making  a clean 
upset  in  values  and  the  foreigner  had  investments 
in  English  securities,  is  he  not  likely  to  get  more 
apprehensive  about  London  as  a centre  from  the 
after  effects  of  the  levy  rather  than  from  the 
imposition  of  the  levy? — He  would  probably  take 
the  two  together. 

8572.  Mr.  Hichens : Supposing  the  levy  had  the 
after  effect  of  appreciating  War  Loan,  what  would 
he  then  do  with  his  mixture? — It  would  then  be  a 
balance  between  the  two.  You  would  have  to  see 
which  had  the  stronger  pull. 

8573.  Mrs.  Wootton:  You  say  in  the  first  para- 

graph of  your  answer  that  over  a considerable  period 
of  time,  Income  Tax  would  be  more  equitable  and 
more  in  the  general  interest  than  a Capital  Levy.  Is 
it  one  of  the  advantages  of  the  levy  that  you  are 
secure  in  the  net  saving  you  would  get  from  having 
a levy?  Supposing  you  had  a levy,  when  you  adjust 
your  account  you  are  bound  to  come  out  with  a 
certain  amount  to  the  good;  a figure  of  £50,000,000 
has  been  put  as  the  net  annual  saving.  Supposing 
you  want  that  saving  of  £50,000,000,  it  is  said  that 
you  would  get  there  just  as  well  by  Is.  on  the  Income 
Tax,  only  if  you  adopt  that  method,  somebody  may 
come  along  to-morrow  and  take  the  Is.  off  again. 
Do  you  think  there  is  anything  in  that  argument? — 
I should  be  inclined  to  say  this  about  it.  First  of 
all,  is  your  £50,000,000  of  net  saving  really  secured 
if  you  have  to  admit  instalments  and  revaluations. 
We  calculate  what  the  interest  on  the  debt  redeemed 
will  be  and  then  we  make  various  allowances  from 
that  for  the  drying  up  of  existing  sources  of  taxa- 
tion. That  all  depends  upon  your  initial  estimate  of 
what  you  will  get  from  a levy.  Now,  if  you  do  not 
get  £3,000,000,000  in  cash  or  securities,  but  you  have 
to  throw  off  a lot  in  instalments,  and  then  those 
instalments  have  to  be  revised,  I would  not  count  it 
secure  at  all. 

8574.  When  the  operation  is  finished  at  the  end 
of  your  instalment  period — it  may  be  ten  years  after 
—if  you  have  collected  some  levy  you  reduce  your 
interest  charge.  Unless  Income  Tax  is  20s.  in  the 
£ you  cannot  lose  in  taxation  so  much  as  the  saving 


in  interest.  It  may  not  be  £50,000,000,  it  may  come 
down  to  £25,000,000  or  £20,000,000'.  At  one  time 
it  used  to  be  £lo0,000,000,  but  to-day  it  has  come 
down  to  £50,000,000;  but  if  you  carry  through  any 
part  of  your  operation  successfully,  it  must  come  to 
a good  sum.  An  equivalent  effect  could  be  produced 
by  some  addition  to  the  Income  Tax ; if  it  was 
£25,000,000,  perhaps  6d.  on  the  Income  Tax  would  do 
it.  Then  it  was  put  that  whatever  was  the  amount 
of  the  saving  from  the  levy,  if  you  were  to  raise  it 
by  additional  Income  Tax,  you  would  have  to  rely  on 
that  Income  Tax  being  kept  on;  but  if  you  have  a 
levy,  when  the  operation  is  finished,  it  is  secured 
in  perpetuity  ? — To  a very  large  extent  I agree,  sub- 
ject to  this.  Supposing  we  say,  merely  to  fix  our 
ideas,  that  the  net  saving  would  be  £50,000,000.  I 
would  not  agree  that  the  £50,000,000  is  secure,  but 
of  course  I should  agree  that  some  part  of  that 
£50,000,000  is  secure,  but  I should  not  consider  that 
very  material.  It  is  of  course  a point,  but  I should 
say  not  a very  strong  one. 

8575.  You  think  it  is  not  worth  having  a levy  in 
order  to  get  it? — Not  alone.  Of  course  if  you  get 
that  fortified  with  a number  of  very  strong  points 
then  one  comes  to  the  question  of  the  balance  of 
advantage. 

8576.  Sir  J osiaji  Stamp  : Will  you  pass  on  to  your 
next  paragraph? — ( Paragraph  5 read.) 

8577.  Mrs.  Wootton : Do  you  think  that  would 

apply  that  you  could  not  meet  the  obligations. of  the 
State  without  a levy  but  you  could  with  a levy? — It 
is  quite  possible;  of  course  almost  anything  is  pos- 
sible. Suppose,  for  instance,  that  within  15  years 
we  had  another  world  war,  and  suppose  all  that  we 
are  told  as  to  the  extent  of  the  destruction  by  new 
means  of  warfare  i's  true,  we  might  have  to  have  a 
Capital  Levy ; but  I do  not  think  it  would  help 
very  much,  things  would  be  so  desperate.  ( Para- 

graphs 6,  7 and  8 read.) 

8578.  Sir  Alan  Anderson:  In  paragraph  7 you  say: 
“ The  need  for  securities  required  for  the  payment  of 
the  levy  would  involve  some  contraction  of  credit.” 
Do  you  mean  that  there  would  be  a great  demand 
for  loans  for  the  purpose  of  paying  the  levy  and 
therefore  it  would  be  more  difficult  to.  get  loans  for 
other  purposes? — 'Partly  that  and  partly  also  whiat 
i's  stated  in  a footnote  to  paragraph  11.  I can  sum- 
marise it  quite  easily.  Stocks  are  largely  used  as 
cover  for  bank  advances,  and  one  has  to  consider 
their  potential  value  and  their  value  as  actually  used, 
and  if  you  contract  the  total  amount  of  stocks  that 
may  be  tendered  to  a bank  as  cover  for  bank  loans, 
there  is  a consequent  possible  contraction  of  credit. 
How  far  the  taking  away  of  securities  representing 
close  upon  £3,000,000,000  would  involve  an  actual 
contraction  depends  very  largely  upon  the  trade  cycle, 
I think.  One  thing  that  I feel  is  that  if  trade 
revives  i'n  the  comparatively  near  future  we  shall  be 
up  against  a shortage  of  real  capital,  and  therefore 
we  want  to  have  as  much  cover  as  possible  for  getting 
loans  from  banks.  I think  there  would  be  some  re- 
duction of  credit  facilities  for  that  reason;  how  much 
it  would  be  I cannot  say. 

8579.  I suppose  it  is  also  possible  that  the  levy 
could  not  be  financed  without  an  inflation  of  credit? 
— Its  primary  effect  I think  would  be  towards  the 
deflation  of  credit.  Subsequently  it  might  lead  to 
inflation,  but  I thi'nk  the  result  would  be  the  other 
way  at  first. 

8580.  You  do  not  anticipate  any  chance  of  infla- 
tion?— Not  through  the  levy. 

8581.  Mrs.  Wootton : In  paragraph  7 you  say : 
“ A greater  disturbance  of  security  values  is  likely, 
other  things  being  equal,  the  longer  a levy  is  delayed, 
because  of  the  greater  probability  that  estates  will 
become  more  specialised  in  holdings  of  securities.” 
Are  you  referring  to  a long  period  tendency  there 
or  are  you  referring  to  a short  period  tendency,  re- 
lated to  the  movement  of  the  trade  cycle? — I am  re- 
ferring to  the  period  of  approximately  from  the 
Armistice  up  to  the  very  near  future.  When  the 
Armistice  came  almost  all  estates,  certainly  the  great 
majority  of  estates,  had  got  some  sort  of  Government 
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stocks  in  them.  Now,  as  I say,  they  have  become 
more  specialised,  and  tlie  effect,  as  I see  it,  would 
have  been  that  if  there  had  been  a levy  immediately 
you  would  have  had  no  involved  process  of  people  not 
having  enough  Government  securities  to  meet  their 

share  of  the  levy.  _ 

8582.  On  what  sort  of  evidence  is  your  conclusion 
based  ?— I did  make  a comparison  of  the  Estate  Duty 
returns  some  time  ago,  hut  I have  not  got  it  with  me. 

In  any  case  these  do  not  help  much.  Also  one  has  a 
good  deal  of  general  information  from  hanks,  in- 
surance companies,  solicitors,  and  so  on. 

8583.  It  is  based  on  impression  ?— Rather  more 

than  impression.  . , 

8584  Is  it  available  anywhere  where  we  could  get 
at  it  or  is  there  any  definite  evidence  that  we  could 
CT0  to?— No,  I do  not  think  it  is  in  a form  that  I 
could  provide.  It  is  simply  a summary  of.  what 
you  mav  call  impressions  that  I consider  reliable. 

85 85. "Sir  Josiah  Stamp:  What  puzzles  me  about 
that  is  not  so  much  the  evidence  for  it  ds  to  where 
the  different  stocks  get  to  when  they  are  change 
m this  way.  As  I understand  this  point,  it  is  that 
at  one  time  individuals  held  more  of  this  class  o 
stocks  than  they  do  to-day.  Assuming  the  class  of 
stocks  remained  as  an  objective  fact  where  has  the 
balance  gone  to,  who  is  holding  what  the  individual? 
have  given  up? — Let  us  take  A,  B,  an  . 
the  Armistice  they  all  had  enough  War  Loan  to  pay 
whatever  their  levies  would  have  been.  Now  let  us 
say  A has  no  longer  got  any  War  Loan;  he  has  gone 
in  for  industrial  stocks;  and,  of  course,  one  has  to 
remember  that  during  the  boom  of  1920  the  amount 
of  industrial  stocks  was  very  greatly  increased. 
What  had  been  represented  by  loans  to  banks  was 
floated  in  the  market  as  debentures,  preference  shares 
and  stocks.  Then  you  will  have  another  estate  that 
will  consist  altogether  of  British  Government  stocks, 
because  there  is  the  effect  of  a trust  which  has  been 

constituted.  . ,,  , -p 

8586  Sir  Alan  Anderson : The  point  is  that  p 
specialises  in  War  Loan  and  A specialises  m 
industrials? — Yes,  that  is  my  point. 

8587.  Sir  -Josiah  Stamp : The  general  holdings  are 

not  so  mixed? — Exactly.  . 

8588.  Professor  Ball:  But  you  have  no  definite 
evidence  upon  the  point;  it  is  only  general 
impression?— Only  general  impression,  but  it  is 

quite  obvious.  , 

8589.  It  is  rather  important,  having  regard  to  tfie 
question  of  payment?— Yes. 

8590.  Sir  Josiah  Stamp : What  I was  looking  at 
was  that  that  was  a sufficient  answer  if  A and  B 
instead  of  holding  mixed  bags  have  now  specialised 
bags;  but  if  it  is  that  individuals  as  a whole  had 
given  up  a certain  class  of  stock  and  businesses  had 
taken  it  up,  banks  or  insurance  companies,  I was 
wondering  whether  you  could  find  evidence  in  the 
corporate  holdings  of  an  increase  in  those  _ stocks  ? 

No.  The  banks  and  insurance  companies  would 
largely  go  into  what  we  recognise  as  gilt-edged 
stocks,  also  ground  rents.  If  one  follows  _ the  pro- 
cess, people,  I think,  tried  to  be  patriotic  to  the 
best  of  their  ability  and  they  took  up  War  Loans, 
and  therefore  everybody  had  War  stocks,  but  some 
of  those  people  sold  out  their  War  Loans,  and  went 
in  altogether  for  industrials. 

8591.  Individuals  in  the  aggregate  are  not  holding 
less,  but  it  has  got  sorted  out  more?— That  is  exactly 
my’ point.  That  is  what  I mean  by  their  being 
specialised. 

8592.  Sir  Alan  Anderson:  The  evidence  in  favour 
of  your  view  is  not  evidence  about  change,  but 
evidence  of  the  original  tendency  of  everyone  to 
subscribe  to  War  Loan,  which  does  not  exist  now? 
Yes,  that  is  really  what  it  comes  to. 

8593.  Professor  Ball:  How  far  do  you  think  a 
Capital  Levy  is  going  to  be  disturbing  to  trade  if 
there  is  general  acceptance  of  the  necessity  for  it 
and  the  desirability  of  raising  money  in  this  par- 
ticular way?  You  mention  the  question  of  goodwill 
here;  how  far  is  the  disturbance  inevitable,  and 


how  far  does  the  disturbance  depend  upon  the  degree 
of  acceptance  of  the  levy  with  goodwill  by  the 
trading  and  general  community? — The  more  it  is 
accepted,  of  Course,  the  less  the  disturbance  will 
be;  that  goes  without  saying.  But  I think  inherent 
in  the  magnitude  of  the  operation  there  is  bound 
to  be  a large  measure  of  disturbance. 

8594.  What  do  you  think  will  be  the  nature  of  the 
disturbance — shortage  of  capital  for  individual  busi- 
nessp — .Yes.  This  is  discussed  in  some  little  detail 
later  on,  but  briefly  it  would  be  this.  When  one  tries 
to  envisage  getting  these  securities  sorted  out,  there 
will  be  a complicated  sort  of  interweaving  process  of 
getting  the  securities  physically  from  one  hand  to 
another  or  from  sales  by  the  Treasury,  and  so  on,  and 
all  that  is  going  to  produce  a good  deal  of  disturb- 
ance; and  there  will  be  a disturbance  in  credit  toe 
owing  to  the  double  call  upon  the  banks.  They  will 
have  to  finance  a certain  part  of  some  of  the  levies 
to  quite  a considerable  extent,  and  that  again  will 
react  on  business.  To  the  extent  that  banks  are  lend- 
ing money  temporarily  to  people  to  pay  taxes  they 
will  not  have  that  money  available  to  finance  trade. 

8595.  That  is  temporary? — Yes,  it  is  temporary; 
that  is  the  initial  disturbance. 

8596.  We  have  had  witnesses  before  us  who  have 
suggested  that  provided  there  was  a general  accept- 
ance of  the  Capital  Levy  in  principle  there  need  not 
be  much  disturbance  in  trade;  and  I would  like  to 
have  your  view  as  to  how  far  the  working  of  the  levy 
would  depend  upon  general  acceptance  and  how  far, 
given  the  best  of  goodwill,  disturbance  is  inevitable? 
—Certainly,  for  instance,  if  it  was  accepted  in  the 
same  way  that  the  issue  of  the  5 per  cent.  War  Loan 
was  accepted,  as  a patriotic  effort,  the  disturbance 
would  not  be  nearly  so  great. 

8597.  To  which  do  you  attach  most  importance— the 
degree  of  willingness  on  the  part  of  the  general  public 
or  the  inevitability  of  disturbance  ?— I think  rather 
more  to  the  inevitability  of  disturbance. 

8598.  So  that  goodwill  would  not  be  a satisfactory 
guarantee  against  disturbance,  in  your  opinion?— 
That  is  so.  Put  it  this  way  : that  if  you  had  the 
maximum  degree  of  goodwill  there  would  still  bo  a 
considerable  amount  of  .disturbance,  but  much  less 
disturbance  than  if  the  levy  was  resisted. 

8599.  Will  not  that  disturbance  depend  m pare 
upon  the  dispersion  of  Government  holdings  and  ike 
holdings  of  stocks  that  the  Government  can  accept 
and  simply  cancel? — In  part,  yes,  but  a great  many 
other  things  are  involved  'in  it  as  well  as  that,  it 
you  had  what  might  be  called  a perfect  dispersion  of 
holdings  from  the  levy  point  of  view,  that  is,  that 
everybody  had  enough  Government  stocks  to  pay  his 
levy,  there  would  still  be  a good  deal  of  trouble;  i 
would  chiefly  then  apply  with  regard  to  the  credit 


situation.  ,,  , 

8600.  It  has  been  put  to  us  by  some  witnesses  tha 
the  levy  would  involve  the  transfer  of  weal  h trom 
people  who  are  now  making  good  use  of  it  m then 
business  to  investors  who  obviously  are  not  m qm 
as  good  a position  to  use  it  as  the  business  man  was. 
Do  you  attach  any  importance  to  that  argumen  < 
all  ? — A certain  amount.  It  really  involves  what  i 
not  think  we  have  got — at  least  what  I have  no 
able  to  get  at— the  quantitative  estimation  of 
businesses  that  would  be  so  affected.  It  is  not  rig 
to  say  that  that  would  apply  to  all  businesses,  because 
plenty  of  businesses  would  have  War  Loan  or  o 
securities  which  they  could  tender  to  pay  for  the 
levy.  Therefore  the  existing  state  of  their  busm 
is  not  so  far  impeded,  but  its  development  may  a 
impeded  because  if  that  business  wants  to  reach  o 
and  develop,  then  it  could  either  have  sold  th 
securities  or  used  them  as  cover  for  a bank  loan,  d 
it  will  not  have  them  now.  To  that  extent  it  apph®^ 
8601.  Would  not  the  business  be  _ benehcia - J 
affected  on  the  other  side  by  the  reduction  of  taxa- 
tion, and  would  not  a good  deal.  of  the  du  y 
is  repaid  come  back  to  the  business  throug 
medium  of  the  banks?— I think  I have  alluded 
in  one  of  the  following  questions.  The  danger 
I see  is  this.  This  is  a very  big  operation, 
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far  as  I can  imagine  it,  there  is  likely  to  be  a sort 
of  hiatus  in  it,  which  is  going  to  upset  business 
pretty  badly  and  upset  credit  conditions. 

8602.  That  is  going  to  be  a temporary  and  not  a 
permanent  damage  to  industry? — That  would  be 
temporary,  but  it  would  have  continuing  effects. 
Industry  is  upset  and  the  effects  of  that  last  for  some 
time;  but  of  course,  nothing  is  permanent. 

0603.  Do  you  think  industry  might  recover  from 
that  disturbance  ? — It  might.  I think  that  disturbance 
in  itself  would  not  be  desperate.  It  all  depends 
upon  what  the  state  of  industry  is  when  it  experiences 
that  disturbance;  -because,  after  all,  there  is  such  a 
thing  as  the  last  straw. 

8604.  The  benefits  of  the  Capital  Levy  might  be 

considered  to  be  so  great  as  to  justify  a temporary 
disturbance? — Quite.  I would  agree  that  people 

might  consider  them  such.  I do  not  consider  them 
so  myself. 

8605.  But  people  might  consider  that? — Yes,  and 
with  a considerable  amount  of  reason. 

8606.  Are  your  arguments  largely  based  on  the 
magnitude  of  the  amount  that  is  suggested  for 
treatment  under  the  Capital  Levy,  or  is  it  a Capital 
Levy  in  principle  that  you  are  objecting  to?  You 
have  made  several  references  to  the  magnitude  of 
these  operations  causing  disturbance? — Both,  I should 
say;  that  is  a Capital  Levy  of  a very  large  amount. 

8607.  What  would  you  call  a large  amount — 
£1,000,000,000? — Yes,  that  is  distinctly  a large 
amount. 

8608.  We  have  had  it  suggested  to  us  by  one 
witness  that  £1,000,000,000,  for  example,  was  a 
manageable  amount,  but  he  did  not  think  that 
£3,000,000,000  would  be  beneficial? — I should  say 
that  £1,000,000,000  is  less  unmanageable  than 
£3,000,000,000. 

8609.  But  do  you  think  the  disturbance  with 
£1,000,000,000  would  be  so  great  as  to  damage 
industry  seriously? — It  would  do  a considerable 
amount  of  damage,  certainly;  I do  think  that. 

8610.  My  next  question  arises  out  of  paragraph  8. 
where  you  make  reference  again  to  immaterial 
capital.  Do  you  think  it  is  possible  to  meet  that 
situation  by  having  a Capital  Levy  at  a lower  rate 
than  has  been  contemplated,  but  supplemented  with 
a higher  Income  Tax  for  a period  of  years  in  order 
that  the  persons  in  possession  of  immaterial  capital 
might  be  called  upon  to  contribute  for  war  debt  re- 
demption purposes  through  Income  Tax  of  a special 
character?  You  suggested  capitalising  the  capacity 
of  the  individual;  but  supposing  as  an  alternative  a 
special  Income  Tax  for  debt  redemption  over  a 
period  of,  say,  five  years  were  imposed  along  with 
the  levy,  do  you  think  that  would  do  something  to 
remove  the  inequity  that  you  consider  exists  in  the 
levy  itself? — I think  on  the  whole  it  woixld. 

8611.  You  think  it  as  feasible  as  the  levy  itself 
is  feasible? — Perhaps  slightly  less  feasible,  but  not 
markedly  less  feasible.  (Paragraphs  9,  10  and  11 
read.)  That  spread  that  is  alluded  to  is  an  antici- 
pation which  is  worked  out  as  far  as-  I could  to  show 
that  when  a levy  was  in  force  the  tendency  would 
be  for  the  return  upon  industrial  stocks  and  on 
Government  securities  to  show  a greater  discrepancy 
than  at  the  present  time.  ( Paragraphs  12  to  15 
read.) 

8612.  Professor  Hall : If  the  effect  of  the  levy  was 
to  reduce  taxation  would  it  not  be  a considerable 
stimulus  to  saving? — I doubt  if  the  probable  reduc- 
tion would  be  sufficient.  Of  course,  it  is  an  influence 
towards  saving,  but  one  has  to  take  the.  balance  of 
different  influences,  favourable  and  unfavourable, 
and  I think  the  unfavourable  influences  would  out- 
weigh such  a degree  of  advantage  as  the  reduction 
in  taxation  would  exert. 

8613.  Do  you  mean  the  fear  of  repetition  of  a 
levy?  No,  I mean  the  general  dislocation  of  business 
and  the  consequences  of  that. 

8614.  How  long  do  you  anticipate  that  dislocation 
would  last? — The  actual  dislocation  might  last 
between  two  and  three  years  at  a rough  guess.  Of 
course,  one  can  only  guess  at  these  things. 
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8615.  That  is  not  very  long  in  the  lifetime  of  a 
nation? — But  you  would  have  certain  remote  effects 
remaining  after  that. 

8616.  What  would  those  be? — If  you  get  a serious 
disturbance  of  confidence  it  still  continues  to  exert 
its  effects,  to  a decreasing  degree,  for  a very  con- 
siderable period.  If  one  considers  a very  long  period, 
those  influences  would  pass  away  provided  there  were 
no  expectation  of  a new  levy.  Once  you  have  any 
■substantial  tendency  towards  the  mooting  of  a new 
levy  then  some  of  the  former  dislocation  begins  to 
recur;  it  unsettles  confidence. 

8617 . I do  not  know  that  anybody  has  suggested 
a repetition  of  the  levy,  and  perhaps  we  might  con- 
fine our  attention  to  a single  levy.  Having  said 
that,  I would  like  to  ask  what  you  mean  by  a series 
of  disturbances.  Do  you  mean  that  a series  of  dis- 
turbances will  arise  from  this  one  Capital  Levy? 
— What  I meant  was  that  there  would  be  a very 
considerable  disturbance  of  industrial,  commercial 
and  credit  conditions  at  the  time  the  levy  was  being 
enforced.  Then,  as  I think  I said  in  my  evidence, 
this  would  gradually  pass  away  unless  a new  levy 
was  mooted,  when  of  course  there  would  be  a sort  of 
psychological  repercussion  of  the  previous  state. 

'8618.  I think  you  suggested  that  two  or  three 
years  would  be  the  duration  of  the  dislocation? — 
The  immediate  dislocation. 

8619.  Would  you  anticipate  that  after  that  two 
or  three  years  savings  would  be  greater  as  a result 
of  the  reduced  taxation? — No.  The  reduced  taxa- 
tion is  only  one  factor  in  the  situation.  After  you 
have  made  the  levy  you  have  to  try  to  estimate  the 
result;  and  that  is  why  I have  given  perhaps  what 
seems  to  be  unnecessary  attention  to  the  position  of 
people  not  affected  by  the  levy.  By  the  levy  a great 
deal  of  the  savea-ble  surplus  of  the  more  wealthy 
people  has  been  absorbed  and  therefore  those  people 
will  not  be  able  to  save  as  much  as  they  saved 
before.  Then  you  have  to  look  for  what  new  classes 
are  going  to  take  their  place  from  which  the  volume 
of  savings  may  be  maintained.  That  is  briefly  what 
I mean. 

8620.  And  that  new  class  will  be  better  -able  to 
save  because  taxation  will  be  lower.  No  material 
capital  has  been  taken.  Industry  would  still  be  as 
productive,  I presume,  -afterwards.  Taxation  is 
lower,  and  would  it  therefore  not  seem  that  those 
engaged  in  industry  would  be  able  to  save  more 
than  before;  is  it  not  put  the  other  way  sometimes, 
that  the  high  rate  of  taxation  prevents)  saving? 
We  have  had  that  put  to  us  by  many  witnesses — 
that  because  of  the  high  rate  of  taxation  they  could 
not  accumulate  in  their  businesses  the  capital 
necessary  for  development.  If  that  is  true,  a 
reduction  of  tax  should  work  the  other  way  and 
make  possible  the  saving  of  that  capital? — 
Undoubtedly,  -but  have  you  noticed  whether  they 
said  that  as  regards  businesses  there  will  not  be  any 
net  material  difference? 

8621.  But  will  there  not  be  a difference?  Will 
not  they  be  able  to  save  as  the  result  of  reduced 
taxation  ? — One  has  to  define  what  position  one 
envisages  exactly.  Suppose  over  a period  of  years 
the  profits  of  a business  are  the  same,  and  its  capital 
is  the  same,  then  the  levy  does  not  affect  that  busi- 
ness directly;  it  may  affect  it  indirectly.  Therefore, 
reduction  of  taxation  would  help  it  somewhat  to 
increase  the  fund  out  of  which  it  could  save  by  the 
amount  of  the  reduction  in  taxation.  But  then  as 
against  that,  you  have  to  take  into  consideration 
that  for  quite  some  time  to  come,  more  than  the 
two  or  three  years  that  I mentioned  just  now,  a busi- 
ness might  experience,  and  quite  possibly  would 
experience,  some  unfavourable  reactions  from)  the 
fact  of  a Capital  Levy  having  been  made.  One 
business.  could  save  more,  another  business  could 
save  less,  but  I do  not  think  on  balance  there  would 
be  very  much  difference. 

8622.  That  is  something  we  cannot  very  well 
demonstrate.  It  is  a question  of  individual  opinion? 
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— Of  course,  it  is  always  a matter  of  individual 
opinion  as  to  the  balance  of  advantage.  It  never 
can  be  more,  I tbink. 

8623.  Mrs.  Wootton : With  regard  to  para- 

graph 12,  on  the  effects  of  distribution  of  wealth, 
do  you  think  there  is  any  evidence  that  as  the  result 
of  a graduated  levy  the  distribution  of  wealth  might 
actually  be  more  unequal  than  it  is  at  present? — 

I have  seen  it  stated,  but  I should  not  like  to 
express  an  opinion.  May  I say  this  generally  about 
the  whole  question : that  once  we  get  beyond  a 

comparatively  short  period  of  time  we  get  an  almost 
infinite  variety  of  factors  coming  in,  and,  as  I said 
at  the  beginning,  we  cannot  even  state  what  all 
those  factors  will  be.  But  even  if  we  could,  that 
would  take  us  a very  little  way,  because  we  would 
have  to  give  the  exact  coefficient  to  each  of  those. 
Suppose  there  were  100  factors,  but  one  had  a 
Coefficient  of  9,  and  we  gave  it  one,  the  whole  thing 
would  be  wrong.  In  fact,  I am  really  forcing  myself 
to  be  more  definite  than  I want,  if  you  will  allow 
me  to  say  so.  { Paragraphs  16  and  17  read.) 

8624.  Professor  Hall : I take  it  that  in  paragraph 
16  you  are  taking  the  vi'ew  that  a levy  would  affect 
our  credit  in  a detrimental  manner,  but  a higher 
Income  Tax  or  higher  Death  Duties  would  not  affect 
us  in  a detrimental  manner.  Is  that  the  position? 
— I was  simply  considering  i't  as  regards  a Capital 
Levy : that  a levy  would  be  viewed  adversely  in 
foreign  countries. 

8625.  It  is  just  the  form  of  taxation ; if  we  were 
to  get  the  same  money  by  a higher  Income  Tax  or 
higher  Death  Duties  i't  would  have  no  effect  upon  our 
credit? — No,  I should  not  say  it  would  have  no  effect. 
I was  not  considering  that  question.  I was  simply 
confining  myself  to  the  Capital  Levy  with  regard  to 
international  finance. 

8626.  Would  you  look  upon  that  as  being,  from  an 
International  point  of  view,  a more  dangerous  way 
of  getting  the  money  than  Income  Tax  or  Death 
Duties? — It  all  depends  upon  what  your  addition  to 
the  existing  Income  Tax  and  Death  Duties  would  be. 

8627.  I am  wondering  whether  it  is  really  the 
novelty  of  the  thing  that  is  frightening  people  or 
whether  there  is  anything  inherently  bad  in  it? — I 
am  afraid  I have  not  made  myself  clear,  but  I am 
trying  to  look  at  this  question  in  the  only  way  in 
which  you  can  look  at  it.  It  is  perfectly  idle  to  say 
what  we  consider  about  a levy  or  our  rate  of  taxa- 
tion. What  we  have  to  try  to  get  into  our  heads  is 
how  other  people  outside  this  country  that  have 
financial  business  to  do  with  this  country  will  look 
at  it,  and  that  is  what  I have  been  trying  to  deal 
with  in  this  answer. 

8628.  Mr.  Hichens : Supposing  a levy  was  success- 
fully carried  out  and  our  National  Debt  was  reduced 
by  £3,000,000,000  and  our  financial  position 
strengthened  to  that  extent,  is  it  not  equally  arguable 
that  we  should  have  the  admiration  of  the  whole 
world? — It  is  arguable,  but  it  would  take  a good 
while  to  convince  the  whole  world. 

8629.  Nothing  succeeds  like  success.  Everything 
depends  on  the  success  of  the  operation,  does  it  not? 
— Yes,  of  course. 

8630.  But  if  it  were  successful,  if  we  could  by 
making  a great  national  sacrifice  reduce  our  debt,  it 
might  be  that,  so  far  from  our  credit  diminishing, 
it  might  be  very  materially  increased,  might  it  not? 
— It  is  possible,  but  I should  say  unlikely.  ( Para- 
graphs 18,  19  and  20  read.) 

8631.  Professor  Hall:  Do  you  anticipate  that 

there  will  be  any  exchange  of  stocks — people  hold- 
ing those  that  were  not  acceptable  obtaining  those 
that  were  by  exchange? — What  I look  to  is  that  they 
would  sell  them  in  the  market  and  purchase  some  of 
the  stocks  accepted  by  the  Treasury  that  were  not 
Government  stocks.  I do  not  contemplate  that  there 
would  be  direct  exchange  between  individuals.  You 
do  not  mean  that,  do  you? 

8632.  There  might  be? — I should  say  a much 
simpler  way  would  be  to  do  it  through  the  ordinary 
mechanism  of  the  stock  market. 


8633.  That  would  not  involve  the  Government, 
would  it? — No. 

8634.  Might  that  not  be  a means  of  meeting  much 
of  the  need  that  would  arise  for  Government  stocks 
tenderable  in  payment  of  the  levy? — You  could 
not  work  the  levy  without  it.  The  levy  would  be 
still-born  if  that  did  not  happen. 

8635.  You  can  see  the  possibility  of  that  being  done 
on  a large  scale? — I say  it  is  essential  that  it  should 
be  done  or  you  would  never  get  any  levy. 

8636.  There  might  also  be  direct  exchange  in  addi- 
tion to  the  selling  and  buying  ? — There  might  be,  but 
I should  think  it  would  be  very  unlikely.  It  would 
be  a reversion  to  barter,  and  when  you  have  one  of 
the  most  highly  organised  markets  in  the  world  it 
seems  to  me  rather  absurd  to  go  back  to  a primitive 
thing  like  barter. 

8637.  Do  you  not  think  that  through  the  medium 
of  the  stock  and  share  brokers  things  like  that  might 
be  arranged? — I think  they  should,  subject  to  what 
I call  the  “ lag  ” that  might  happen. 

8638.  Sir  Josiah  Stamp  : You  attach  considerable 
importance,  of  course,  to  the  fact  that  you  cannot 
synchronise  the  sale  of  all  stocks  with  the  funds  fc 
buy  them? — That  was  my  difficulty  when  I came  to 
think  the  thing  out.  I think  there  is  a danger  of  a 
b'ig  difficulty  there.  It  might  be  got  over,  but,  as  I 
■have  pointed  out,  the  upset  of  credit  becomes 
gradually  intensified. 

8639.  That  wants  very  delicate  handling,  and  the 
danger  is  that  if  the  gap  once  started  it  might  tend 
to  widen.  It  is  just  like  making  a hole  in  a balloon ; 
there  soon  comes  a tremendous  tear.  ( Paragraphs  21 
to  28  read.) 

8640.  Professor  Hall : Would  you  mind  explaining 

paragraph  28,  where  you  speak  of  the  repayment  of 
Floating  Debt  tending  to  accentuate  a stringency  of 
credit? — The  point  there  is  that  we  have  got  intotha 
way  of  talking  about  War  Loan  being  tendered.  But 
the  question  from  the  financial  point  of  view  is,  would 
it  not  be  better  to  get  rid  of  the  Floating  Debt; 
because  after  all  that  is  a debt  that  may  be  called  up 
at  short  notice,  three  months  or  six  months.  On  the 
assumption  that  an  effort  should  be  made  to  get 
rid  of  the  Floating  Debt,  the  tender  of  War 
Loan  directly  is  no  good.  You  want  to  get 
the  Floating  Debt  securities,  Treasury  Bills, 

and  so  on.  As  I mentioned,  private  estates 

hold  these  in  very  small  quantities.  They  are 
usually  held  bv  banks.  I should  say  that  for  practical 
purposes  the  Government  only  can  get  Floating  Debt 
from  banks  and  other  financial  institutions.  Then 
if  that  is  paid  off  it  contracts  the  banker’s  holding 
of  short-dated  securities,  and  'it  tends,  I think,  to 
contract  the  amount  of  loans  that  he  is  likely  to 
make. 

8641.  I rather  think  the  other  way  about.  If  they 
did  not  hold  these  short-dated  securities  they  might 
be  inclined  to  give  greater  credit  to  traders? — It 
looks  like  that  at  first  sight.  It  is  rather  complex, 
but  I think  when  one  works  it  out  that  is  the  ultimate 
effect.  A bank  sells,  say,  £50,000  of  Treasury  Bills  to 
the  Government  for  purposes  of  debt  cancellation. 
It  'is  paid  for  in  cash  that  the  Government  has 
received  from  the  levy  upon  certain  individuals.  Now 
one  naturally  says : “ Why  does  not  the  bank  lend 
out  that  cash?  ” To  which  one  may  reply  that  the 
bank  may  have  already  lent  that  amount  to  enable 
the  levy  to  be  paid.  Also  bankers  by  long  experience 
have  established  a certain  ratio  of  cash  that  they 
keep,  and  it  is  probable  that  they  would  not  lend  the 
cash  under  discussion,  and  so  the  Treasury  Bills  are 
more  efficient  as  a credit  engine  from  the  banker  s 
point  of  view  than  the  cash  would  be. 

8642.  What  would  they  do  with  the  cash  when  they 
received  it? — They  would  probably  deposit  it,  in  the 
first  place,  at  the  Bank  of  England. 

8643.  Would  not  that  tend  to  improve  the  credit 
position  rather  than  to  restrict  it? — So  far  it  would, 
'but  when  one  traces  the  whole  thing  out  I think 
one  finds  that  the  holding  of  Treasury  Bills  is  rather 
more  effective  for  the  making  of  business  loans  than 
cash  would  be. 
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8644.  I am  afraid  I do  not  quite  follow  that.  I 
do  not  know  whether  the  Chairman  does.  (Sir  Josiah 
Stamp) : I think  I understand,  and  I think  I agree 
with  the  witness.  There  is  -more  scope  in.  that 
direction.  (Professor  Hall ) : I am  led  on  to  that 
because  you  suggest  that  we  should  first  reduce  the 
Floating  Debt,  therefore,  I presume — following  the 
next  sentence — accentuating  the  stringency  of  credit? 
— ‘(Witness) : If  you  notice,  in  what  I have  said,  we 
really  come  against  two  different  orders  of  considera- 
tions as  to  what  we  ought  to  do.  We  have  the 
financial  order  and  the  credit  order.  After  all,  this 
is  a financial  operation,  and  I should  be  inclined  to 
say  that  the  financial  order  ought  to  take  precedence. 
There  is  no  good  in  talking  about  a Capital  Levy 
unless  it  is  going  to  put  our  finances  in  a much 
better  position.  I say  it  would  be  a ridiculous  thing 
to  have  a levy  of  even  £1,000,000,000,  not  to  mention 
£3,000,000,000,  and  leave  the  Floating  Debt.  I 
would  like  to  get  the  Floating  Debt  out  of  the  way 
—the  Floating  Debt  and  short-dated  debt;  after  that 
it  may  be  sentimental,  but  I would  like,  as  far  as 
we  could  within  the  terms  of  the  agreement,  to 
reduce  the  American,  debt. 

8645.  You  do  not  stress  what  some  witnesses  have, 
the  comparative  cheapness  of  the  Floating  Debt? — 


I do  not,  because  I think  it  is  a fallacy.  It  is  cheap 
now,  but  you  do  not  know  when  it  is  going  to  be 
dear. 

86443.  Sir  Josiah  Stamp:  You  are  taking  a con- 
siderable risk  the  moment  trade  improves? — Yes. 
Take  our  position  with  regard  to  the  American  debt, 
which  was  first  a floating  debt,  and  we  were  put  in 
a very  uncomfortable  position  simply  because  the 
whole  thing  might  be  called  up.  No  country  could 
possibly  pay  it.  If  money  gets  dearer  the  Govern- 
ment may  be  in  a position  to  reduce  Treasury  Bills, 
but  not  to  pay  them  all  off  at  one  time  or  in  one 
period  of  six  months,  and  therefore  it  will  have  to 
give  more  interest  on  them-.  If  trade  were  active 
it  is  quite  conceivable  that  interest  would  go  up  to 
6 per  cent,  on  Treasury  Bills. 

8647.  Professor  Hall : In  the  words  of  the  Chair- 
man we  are  taking  some  risk  in  regard  to  this? 
— We  are.  It  is  the  cheapest  form  of  debt  at  the 
moment. 

Sir  J osiah  Stamp : We  will  put  the  remainder  of 
your  paragraphs  on  to  the  official  report  if  you  have 
nothing  to  add  to  them.  We  thank  you  very  much, 
for  coming  and  helping  us  this  afternoon.  We  have 
had  a very  profitable  afternoon. 


(The  Witness  withdrew.) 
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8648.  Chairman : You  were  the  first  witness  to  ap- 
pear before  this  Committee,  and  we  are  very  glad  to 
see  you  here  again.  We  have  the  papers  which  you 
have  handed  in  before  us,  and  perhaps  you  would 
make  any  comments  on  the  tables  you  wish? — It 
might  perhaps  be  convenient  if  I take  each  table  by 
itself  and  if  the  Committee  will  ask  any  questions 
that  they  may  have  to  ask  upon  it.  The  first  two 
tables  deal  with  the  allocation  of  the  New  Sinking 
Fund.  The  first  shows  the  actual  allocation  last 
year.  When  I was  here  before,  the  Committee  asked 
me  for  the  estimated  allocation ; this  is  the  actual 
allocation.  The  differences  are  quite  insignificant. 
The  item  for  American  Debt  was  £200,000  more  than 
in  the  estimate,  and  the  item  for  Death  Duties  was 
£050,000  more.  They  were  merely  casual  variations. 
As  I explained  when  I was  here  before,  whereas  the 
first  four  items,  (a)  to  (d),  do  not  vary  very  much 
from  year  to  year,  the  third  item,  (e),  Bonds  sur- 
rendered in  payment  of  Death  Duties,  may  vary  con- 
siderably from  year  to  year,  and  naturally  the  figure 
shown  at  the  bottom  as  the  balance  also  varies  very 
considerably.  In  the  second  table  there  is  an 
estimate  of  how  the  allocation  will  work  this  year. 
That  is  an  estimate,  of  course,  and  not  an  actual 
figure.  There  are  some  slight  differences  from  the 
previous  year;  for  instance,  the  total  for  Conversion 
Loan  is  rather  more  because  there  is  rather  more 


Conversion  Loan  in  existence.  But  there  are  no  very 
great  differences.  I would  like  to  comment  on  the 
final  item — the  balance  of  £17,000,000.  That  looks 
as  if  it  was  a free  balance,  but  it  is  not,  in  fact,  for 
this  reason:  that  owing  to  the  course  of  events 
during  the  year  and  possibly,  I imagine,  the  reduc- 
tion of  Income  Tax,  tlie  price  of  4 per  cent,  tax  com- 
pounded War  Loan  lias  fallen  below  the  level  at 
which  we  have  to  apply  the  Depreciation  Fund;  con- 
sequently, as  a matter  of  fact,  £8,000,000  or 
£9,000,000  of  that  £17,000,000  will  have  to  go  in 
Depreciation  Fund.  I only  instance  that  to  show 
how  very  fluid  some  of  these  items  are  and  to 
emphasise  the  point  that  if  for  any  reason  the 
general  prices  of  securities  dropped  heavily,  there 
are  very  considerable  additional  payments  that  ws 
should  have  to  make  from  the  Sinking  Fund.  So 
that  when  one  looks  at  that  figure  of  £17,000,000  one 
must  not  regard  it  as  an  absolutely  free  figure.  It 
is  a figure  subject  to  quite  substantial  contingent 
charges,  some  of  which  have  actually  come  into  being 
in  this  year.  That  is  the  only  interest  in  that  table. 

The  next  table  deals  with  the  effects  of  conversions 
which  have  taken  place  so  far.  It  is  summarised  at 
the  bottom  of  the  second  page.  From  that  you  will 
see  that  if  one  takes  the  interest  payment,  the  net 
result  of  the  five  years  has  been  a saving  of  a million 
and  a quarter,  practically  all  of  which  has  occurred 
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in  the  last  year,  1934-25.  I want  to  make  a com- 
ment on  that.  It  might  be  thought  that  those 
figures  give  a rather  disappointing  picture  of  the 
results  of  conversions.  I want  to  point  out  that  the 
conversions  dealt  with  in  this  table  are  really  of 
three  separate  kinds.  They  are  the  conversions  which 
follow  automatically  from  the  prospectus  of  the 
original  loan.  For  instance,  in  the  case  of  the  5 per 
cent.  National  War  Bonds,  a great  number  of  the 
holders  were  entitled  to  convert  into  War  Loan  at 
£100  for  £95  of  bonds.  That,  of  course,  is  an 
original  prospectus  right  to  convei'sion  which  we 
cannot  now  avoid,  but  which  in  fact  is  an  expensive 
item.  If  you  take  the  year  1920-21  in  this  table, 
you  will  see  there  were  conversions  there  which  led 
to  a considerable  increase;  and,  again,  later  down 
in  the  middle  of  1921-22  there  is  an  item  which  led 
to  an  increase  both  of  the  interest  and  of  the  prin- 
cipal. Though  that  resulted  from  conversion,  it  was 
a conversion  about  which  we  had  no  choice.  That  is 
one  class  which  runs  through  this  table. 

The  second  class  is  the  case  where  a bond  simply 
runs  on  and  we  borrow  to  replace  it,  where,  of 
course,  we  hare  to  borrow  at  whatever  rate  we  can. 
That  kind  of  conversion  tends,  as  time  goes  on,  to 
be  profitable  to  us,  but  is  not  always  very  heavily 
profitable  to  us. 

Then,  finally,  there  is  what  I may  call  the  real 
conversion,  that  is  to  say,  when,  although  we  have 
not  got  an  option  to  pay  off,  by  some  kind  of  offer 
we  are  able  to  persuade  the  holder  to  convert.  Those 
are  really  the  paying  conversions  as  a general  rule. 
I only  want  to  make  that  point,  because  it  seems  to 
me  that  if  you  do  not  make  those  distinctions  this 
table  is  a little  misleading  as  to  the  results  which 
can  be  got  from  conversion.  The  only  other  point  I 
want  to  make  is  this.  If  you  are  embarking  on  an 
extensive  programme  of  conversion  you  naturally 
do  worse  at  the  beginning  and  better  as  you  go  on. 
These  years  roughly  represent  the  ground  bait  for 
the  catch  that  is  coming,  and  they  therefore  must 
not,  I think,  be  taken  as  representing  what  is  going 
to  go  on  for  every  five  years,  but  merely  as  the  begin- 
ning stage  when  the  machine  is  getting  directed 
towards  what  may  become,  as  you  see  from  later 
figures,  a considerable  figure. 

8649.  Where  does  the  catch  come  in? — I think  in 
the  general  tendency  of  interest  rates  to  fall. 

8650.  Mr.  Bowen : As  to  this  £269,000,000  increase 
of  principal,  is  that  subject  to  variation,  or  is  it  a 
sum  that  is  added  permanently  or  for  any  length  of 
time  to  the  National  Debt? — That  is  permanently 
added  to  the  nominal  value  of  the  National  Debt. 
It  is  not  subject  to  reduction  except  as  in  course  of 
time  further  conversions  might  take  place. 

8651.  So  that  really  our  conversions,  according  to 
these  figures,  are  pushing  off  the  burden  to  posterity? 
—Yes,  in  a sense,  but  a great  deal  of  that  conver- 
sion increase  was  due  to  one  particular  issue,  the 
original  issue  of  3J  per  cent.  Conversion  Loan  ; and 
one  has  to  remember  the  circumstances  in  which  thar 
issue  had  to  be  made.  That  issue  had  to  be  made  at  a 
time  when  even  the  short  money  rates  were  5^  to  6 
per  cent,  and  when  it  was  necessary  to  stem  the 
rising  tide  of  rates;  of  course  you  have  to  pay  for 
that.  One  has  also  got  to  remember  that  the  3j  per 
cent,  issue  is  irredeemable  except  at  the  option  of 
the  State. 

8652.  Sir  Arthur  Balfour : Have  you  any  other 
conversions  under  the  original  prospectus  to  come? 
— There  are  a certain  number  of  War  Bonds  which 
have  still  got  the  right  to  convert  into  War  Loan. 

8653.  Sir  -Josiah  Stamp : If  you  were  to  take  out 
of  these  tables  the  third  class  that  you  were  referred 
to — those  which  you  call  the  real  conversions — and  to 
put  down  how  much  you  increase  the  nominal  value 
of  the  debt,  and  also  the  saving  in  interest,  could 
you  give  us  what  would  be  the  sum  necessary  to  put 
on  one  side  at  compound  interest  to  pay  off  that 
addition  to  the  National  Debt?  Take  the  year 
1924-25.  You  have  added  £19,000,000  to  the  National 
Debt ; I do  not  know  at  what  date  that  addition 


falls  due? — I think  if  you  look  at  the  table  im- 
mediately above  you  will  see  that.  You  see  it  was 
very  largely  34  per  cent.  Conversion  Loan,  which  is 
irredeemable  except  at  our  own  option. 

8654.  At  your  own  option,  not  before  a particular 
date? — Yes. 

8655.  What  I want  to  get  at  is  this.  To  some 
extent  you  have  added  to  the  national  burden  by 
adding  to  the  capital.  You  can  express  that  addi- 
tional burden  by  the  annual  sum  which  it  is  neces- 
sary to  set  aside  to  meet  the  amount  of  the 
additional  burden.  Your  net  saving  by  conversion 
is  the  difference  between  the  annual  sum  and  the 
interest  saving? — Yes,  but  if  the  new  stock  is  irre- 
deemable it  is  very  much  a matter  of  taste  what  you 
calculate  your  sinking  fund  annuity  at. 

8656.  There  is  a net  profit  on  conversion  which 
allows  for  the  writing  oil  of  the  addition  to  the 
capital  by  an  annual  sum? — Yes. 

8657.  I was  wondering  what  is  the  order  of  the  real 
net  saving  of  such  conversions? — I should  say  it  was 
about  one  per  cent.,  and  the  3J  per  cent,  really 
costs  us  about  per  cent.  It  means  that  it  is 
4J-  per  cent,  at  par. 

8658.  You  could  get  away  with  a very  big  saving 
of  interest  if  you  were  to  jiromise  £200  for  every 
£100  at  a more  distant  time,  say  at  50  years  after 
maturity? — Yes,  but  in  the  case  of  the  3^  per  cent 
loan  you  do  not  promise  anything  of  the  kind. 

8659.  Is  there  no  way  of  finding  the  annual  equili- 
brium?— You  must  make  some  assumption  as  to  when 
you  are  going  to  pay  it  off.  You  are  making  perhaps 
a rather  hard  assumption. 

8660.  I was  only  wondering  whether  you  could  give 
us  a lead  as  to  the  real  net  saving? — No,  I do  not 
think  one  could  do  that.  One  could  answer  that  on 
various  assumptions. 

8661.  It  would  be  possible  to  construct  a table 
showing  the  point  at  which  you  get  a net  advantage? 
— Yes.  I had  intended  to  say  something  about  that 
particular  point  of  the  3J  per  cent.  Conversion  Loan 
later. 

8662.  Mrs.  Wootton : The  first  type  of  conversion 
will  soon  cease  to  have  much  importance? — It  will 
not  be  important  in  the  next  two  years.  There  are 
War  Bonds  -maturing  in  1927  and  1928  which  are  all 
entitled  to  convert  into  War  Loan,  and  they  probably 
will  convert  into  War  Loan  because  it  is  to  their 
advantage. 

8663.  After  1928  it  will  be  practically  done  with? 
— Yes.  There  is  one  of  the  American  issues  which 
has  the  right  to  convert  into  sterling  issues,  but  that 
is  rather  an  advantage  than  otherwise  from  some 
points  of  view. 

8664.  Sir  Josiah  Stamp:  War  Bonds  expiring  in 
1929  have  the  option? — No,  the  fourth  series  had  no 
option  attached  to  them.  On  the  next  table  I would 
like  to  say  two  things.  In  a sense,  those  two  columns, 
the  annual  saving  if  everything  was  converted  to  a 
4 per  cent,  basis  and  if  everything  was  converted  to 
a 3J  per  cent,  basis,  are  rather  artificial,  because  it 
is  not  probable  that  everything  will  be  converted  at 
those  rates ; it  is  more  likely  to  be  a mixture,  so  they 
are  only  an  indication  of  the  kind  of  magnitude. 
The  other  thing  I wanted  to  say  is  this.  The  table 
assumes  that  no  conversion  will  be  made  until  the 
date  at  which  the  State  has  the  option  to  convert. 
It  is  by  no  means  inconceivable  that  the  State  might 
be  able  to  persuade  people  to  convert  at  an  earlier 
date.  One  might  convert  what  is  due  in  1931  before 
1931,  so  that  you  could  accelerate  to  that  extent 
under  given  conditions. 

8665.  That  is1  the  point  you  make  in  the  foot-note? 
—Yes. 

8666.  Mrs.  Wootton : You  have  not  any  figure  to 
show  what  these  savings  work  out  to  when  you  take 
into  account  the  loss  of  taxation? — No,  I have  not 
worked  that  out,  but  if  we  take  the  present  rate  of 
tax  at  4s.  in  the  £ it  would  be  one-fifth — about 
£7,000,000  or  £8,000,000  off  this  table. 

8667.  Of  course  it  would  be  affected  by  Super-tax? 
—Yes. 
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8608.  You  have  not  any  estimate  of  ivhat  it  would 
come  to? — No,  I have  not  worked,  it  out,  but  I should 
say  roughly  £8,000,000.  Then  you  asked  about 
Treasury  Bill  rates;  I do  not  think  I have  anything 
to  say  about  that  except  that  if  you  went  further 
back  you  would  get  back  to  54  and  6 per  cent.  Then 
coming  to  the  next  table,  Table  IV,  you  asked  for 
some  information  about  life  annuities.  I do  not 
know  that  I have  any  comment  to  make  on  that. 
From  our  point  of  view  their  effect  may  be  con- 
sidered negligible.  On  the  fifth  table,  that  is  the 
debt  charges  on  deadweight  debt,  I would  like  to  say 
a word  or  two.  First  of  all  with  regard  to  the  first 
column,  the  column  headed  “ Interest  Charges,”  the 
figures  that  are  given  there  are  actual  figures  which 
we  actually  paid,  except  in  the  last  case,  where  it  is 
an  estimate ; but  they  do  not,  perhaps,  fully  represent 
the  amount  of  saving  in  interest  which  has  taken 
place  for  this  reason.  If  you  look  at  the  years 
1920-21  and  the  next  four  years,  those  were  years  in 
which  we  were  either  not  paying  at  all  or  only  paying 
very  slightly  on  our  debt  to  America.  We  were  liable 
at  that  time  to  5 per  cent,  on  our  debt  to  America, 
but  the  interest  was  deferred  for  three  years.  That 
5 per  cent,  would  have  cost  us  roughly  £57,000,000 
sterling.  So  that  if  you  take  in  the  year  1920-21  the 
figure  of  £326,000,000,  if  we  had  in  fact  been  paying 
the  whole  of  our  debts,  it  would  have  been 
£326,000,000  plus  £57,000,000.  That  is  important, 
because  it  explains  why  the  debt  interest  seems  to 
have  gone  up ; the  figures  for  1934-25  and  1925-26 
include  our  American  interest. 

8669.  Sir  Josiah  Stamp : How  much  do  they  in- 
clude?— About  £29,000,000  for  interest.  So  that 
if  you  were  comparing  like  with  like,  the  saving  in 
interest  since  1920  is  in  the  region  of  £80,000,000  a 
year,  £23,000,000  plus  £57,000,000. 

8670.  Would  it  not  be  better  to  say  £326,000,000 
compared  with  £273,000,000,  the  present  net  home 
figure? — Take  it  that  way  if  you  like.  The  reasons  for 
that  drop  are,  in  the  first  place,  that  the  American 
debt,  which  was  a 5 per  cent,  debt,  has  become  a 
3 per  cent,  debt;  there  has  been  a reduction  of  in- 
terest; and  in  the  second  place,  there  has  been  a 
tremendous  drop  both  in  the  amount  and  in  the  cost 
of  Treasury  Bills.  The  saving  of  Treasury  Bills 
interest  alone  is  about  £48,000,000. 

8671.  To  add  £57,000,000  to  1921  gives  only  a 
notional  figure.  That  never  was  in  fact  paid? — • 
Yes;  you  can  do  it  either  way.  You  can  take  either 
both  gross  or  both  net.  But  that  is  the  reason  why 
those  figures  fluctuate  a little.  Coming  to  the 
second  column,  management  and  expenses,  I should 
just  like  to  say  that,  as  a matter  of  fact,  the  item 
for  management  is  about  £1,000,000  of  that  total; 
the  balance  is  expenses;  that  is  to  say,  expenses  of 
issuing  conversion  loans,  in  some  cases  payment  of  a 
small  cash  sum  in  connection  with  the  conversion, 
and  things  of  that  sort. 

8672.  Chairman:  There  is  a large  amount  there 
for  the  cost  in  1921-22— £5,000,000?— Yes;  there  is 
a special  explanation  of  that.  Included  in  that 
is  about  34  millions  of  cash  which  was  paid  on  the 
conversion.  People  who  converted,  converted  stock 
in  a certain  proportion  and  received  £3  per  cent,  in 
cash,  which  was  treated  as  expenses.  The  third 
column  is  simply  the  ordinary  Sinking  Fund.  You 
see  in  the  first  year,  1913-14,  74  millions;  that  was 
a balance  out  of  the  fixed  debt  charge  of  244  millions, 
after  meeting  the  other  charges.  Then  during  the 
War  we  only  maintained  the  Sinking  Fund  as  regards 
terminable  annuities.  Then,  when  you  get  up  to 
1919-20  onwards,  we  had  still  the  old  £7,000,000, 
or  slightly  more,  out  of  the  New  Sinking  Fund,  and 
certain  extra  charges  which  had  come  on  since  but 
had  not  been  actually  put  into  the  New  Sinking 
Fund.  Then  you  start  in  1923  at  £40,000,000  with 
the  Sinking  Fund  as  it  is  now. 

8673.  Sir  Arthur  Balfour : And  it  is  fixed  at 

£50,000,000  now? — It  has  now  got  to  its  maximum, 
£50,000,000.  I think  that  is  all  I have  to  say  on 
that  table. 


The  next  table  gives  figures  you  asked  for  of  the 
price  levels  at  which  debt  has  been  created.  I only 
want  to  say  about  that,  although  these  are  the  best 
figures  we  could  produce,  I am  not  very  satisfied 
with  them  or  clear  as  to  what  exact  inference  one 
can  draw  from  them.  Because  the  effect  of  transac- 
tions from  year  to  year,  conversions  from  one  loan 
to  another,  from  Treasury  Bills  into  long-dated 
loans,  and  so  on,  so  much  obscures  the  process  that 
it  is  very  difficult  to  say  of  any  given  sum  of  money, 
where  precisely  it  should  appear.  So  that  I would 
not  like  this  table  to  be  taken  as  a very  scientific 
document,  or  as  more  than  a general  indication. 

8674.  Sir  Josiah  Stamp  : I think  it  has  only  got 
to  answer  a very  general  question  arising  out  of  the 
evidence  that  has  been  put,  that  we  are  going  to 
repay  £2,000,000,000,  and  we  have  borrowed 
£1,000,000,000.  Really,  the  point  is,  what  was  the 
price  level  at  the  date  when  the  original  saving  was 
made  by  the  lender,  and  not  when  he  altered  its 
character  or  its  nominal  feature?  You  have  taken 
the  price  level  at  a fixed  period  of  the  year  ? — Yes ; at 
the  31st  March  in  each  year.  Finally  you  asked 
us  to  put  in  a memorandum  about  tax-free  securi- 
ties, which  we  have  done.  I do  not  know  whether 
you’  want  me  to  make  any  comment  on  that.  I 
would  only  like  to  say  this  in  general:  that  in 
principle  I think  there  is  every  kind  of  objection 
to  a tax-free  security  from  every  point  of  view, 
from  the  administrative  point  of  view,  from  the 
point  of  view  of  fairness  between  taxpayers,  and 
probably  even  from  the  point  of  view  of  advantage 
to  the  State  in  the  consideration  it  gets  in  the 
tax-free  stock.  I think  in  principle  there  is  pro- 
bably every  kind  of  objection.  On  the  othei  hand, 
of  course,  when  you  are  dealing  with  a debt . of 
7,500  millions,  a very  large  debt,  in  very  varying 
circumstances,  it  might  quite  well  be  that  on  certain 
occasions  you  have  to  take  one  of  two  courses, 
neither  of  which  is  in  itself  very  desirable.  In  other 
words,  you  might,  with  a debt  of  that  size,  be 
forced  into  expedients  which  in  themselves  I should 
not  like. 

8675.  Mr.  Sickens : You  have  to  cater  for  the 
varying  classes  of  customers?  Yes,  and  the  varying 
times,  when  your  opportunities  are  limited.  In 
principle  I do  not  like  tax  exemption. 

8676.  Chairman:  How  much  does  our  tax-free  debt 
amount  to? — There  is  not  a very  great  deal  of  it. 
I cannot  tell  you  exactly  how  much  is  affected  by 
the  exemption  to  the  foreign  holder.  I cannot  tell 
vou  how  much  5 per  cent.  War  Doan,  for  instance, 
is,  in  fact,  covered  by  that  exemption.  If  you  look 
at  the  table  of  debt  in  Table  III  you  will  see  that  the 
4 per  cent.  War  Loan  is  only  £63,000,000  as  com- 
pared with  something  over  £2,000,000,000  of  the 
taxable  5 per  cent.  War  Loan.  Certainly  as 
far  as  experience  goes,  it  would  seem  that  people 
do  not  appreciate  having  the  tax-free  bond  particu- 
larly, because  they  have  never  been  taken  up  to 
any  very  great  extent.  Whether  that  was  due  to 
the  fact  that  when  they  were  issued  people  antici- 
pated that  taxes  would  decrease,  and  whether  they 
might  take  a different  view  if  at  any  time  they 
thought  taxes  were  going  to  increase,  is  another 
question ; but  the  fact  is  that  they  are  not  very 
much  taken  up,  and  I am  rather  surprised  at  it. 

8677.  Sir  Arthur  Balfour:  Really  the  highness  of 
the  Income  Tax  made  it  a good  offer  at  the  time? — 
Yes. 

8678.  If  the  Income  Tax  had  been  Is.  6d.  nobody 
would  have  bothered  about  it? — That  is  so. 

8679.  Sir  Josiah  Stamp:  Have  you  any  feeling 
about  the  propriety  or  the  popularity  of  those  stocks 
of  which  the  interest  is  not  at  present  tax-free  but 
on  which  tax  is  not  deducted  at  the  source? — You 
mean  where  the  taxpayer  is  assessed  afterwards  ? 

8680.  Yes. — I think  if  the  machine  worked  abso- 
lutely accurately  there  would  be  nothing  in  that 
from  my  point  of  view.  I should  lose  no  Income 
Tax,  and  there  would  be  a certain  amount  of  con- 
venience possibly  to  the  man  who  was  not  liable  or 
who  was  liable  only  to  a small  Income  Tax,  which 
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.you  might  expect  to  be  reflected  theoretically  in  the 
urice  that  I should  get  for  my  stock.  The  Inland 
Revenue  would  be  able  to  give  a more  authoritative 
view  as  to  this  than  I can,  but  my  own  feeling  is 
that  the  machine  does  not  work  so  absolutely  accu- 
rately, and  that  there  is  a certain  degree  of  leakage 
in  these  cases.  Take  the  case  of  foreign  holdings. 
Suppose  you  do  not  deduct  tax  from  a man  who 
is  living  abroad;  you  never  can  catch  him;  it  is 
really  giving  him  exemption.  I suspect  that  that 
may  happen  in  a good  many  other  cases.  From  the 
point  of  view  of  administrative  machinery  there  is 
nothing  to  be  said  for  it. 

8681.  Sir  Josiah  Stamp:  If  deduction  at  the 

source  is  a good  principle  to  be  generally  applied, 
there  is  nothing  special  about  this  which  should  take 
it  outside  that  principle? — No,  I do  not  think  so. 

8682.  The  third  class  of  question  that  arises  is  the 
use  of  particular  bonds  for  particular  tax  purposes, 
like  Death  Duties,  and  so  on.  Have  you  any  views 
on  that? — I hope  that  exemption  will  not  be 
repeated.  That  is  my  only  view  on  that;  mainly  for 
this  reason.  You  have  to  make  good  to  your  Death 
Duty  revenue  the  cash,  otherwise  your  Death  Duty 
estimates  every  year  are  out.  That  means  that  you 
never  quite  know  how  your  Sinking  Fund  is  going 
to  work  out.  I do  not  myself  believe,  although 
opinion  is  divided  on  this,  that  as  a matter  of  fact 
the  taxpayer  really  gets  his  money’s  worth;  because 
I think  the  man  who  takes  a bond  which  he  is  going 
to  tender  for  Death  Duties  makes  an  assumption 
favourable  to  himself.  He  assumes  that  he  is  going 
to  die  very  soon  and  he  assumes  that  at  that  moment 
the  price  of  the  stock  will  be  in  his  favour.  I am 
pretty  clear  in  my  own  mind  that  we  do  not  in  fact 
get,  in  the  increase  of  the  price  of  the  bond,  the 
three  points,  or  whatever  it  is,  the  concession  is 
really  worth. 

8683-  Do  you  mean  that,  if  you  were  to  work  out 
that  life  insurance  element  in  the  terms  of  these 
things  over  the  whole  field  to  which  it  applies,  it 
would  be  bad  insurance? — Yes,  I think  the  market 
value  that  we  get  is  not  the  actuarial  value. 

8684.  Does  the  fictitious  attraction  of  it  to  the 
proposed  lender  enable  you  to  get  away  with  better 
terms  of  interest?  Is  it  a real  attraction  to  him? — 

' I doubt  it.  In  the  long  run  if  the  market  value  is 
le*s  than  the  actuarial  value,  clearly  we  do  not  got 
away  with  any  interest  over  a long  view. 

8686.  Generally  speaking  then,  you  are  not  in 
favour  of  any  frills  ?— .Subject  to  my  qualification  in 
principle,  I am  against  all  these  frills.  I think  they 
land  you  into  every  kind  of  complication  and  adminis- 
trative difficulty.  At  the  same  time,  if  you  have  ro 
deal  with  7,600  millions  of  debt,  it  may  be  that  you 
can  only  deal  with  it  in  that  kind  of  way. 

8686.  You  get  to  a point  where  you  have  to  try 
every  artifice? — Yes. 

8687.  Mr.  Hichens:  Does  that  apply  to  the  element 
of  hazard,  as  in  the  case  of  the  Victory  Loan,  for 
instance,  where  a certain  number  of  bonds  are  drawn 
and  paid  off  at  par  every  year? — That  is  a little 
different,  because  that  does  not  involve  any  adminis- 
trative trouble. 

8688.  I thought  it  was  a frill;  that  is  all.— 
'Whether  in  point  of  fact  you  get  the  market  value 
of  your  lottery,  I do  not  know;  I should  be  rather 
disposed  to  answer  your  question  by  saying,  if  it  is 
an  answer,  that  at  the  moment  when  Victory  Bonds 
were  issued,  it  was  necessary  to  have  something  new, 
and  that  was  the  only  new  thing  or  the  best  new 
thing  we  could  think  of. 

8689.  Sir  Arthur  Half  our : It  does  not  affect  their 
exchange  very  much  from  day  to  day  among  different 
people  ? No,  I do  not  think  so.  There  are  one  or 
two  other  questions  which  I understood  you  wished 
to  hear  me  on.  The  first  one,  I think,  was  the  ques- 
tion of  the  Floating  Debt  and  the  pros  and  cons  in 
considering  policy  in  regard  to  the  Floating  Debt. 
I should  like  to  distinguish  first  of  all,  for  the  sake 
of  clearness,  between  the  Treasury  Bill  part  of  the 
Floating  Debt  and  the  other  part  of  the  Floating 


Debt.  The  Floating  Debt  covers  Treasury  Bills  and 
Ways  and  Means  advances.  I do  not  think  I need 
say  very  much  about  Ways  and  Means  advances 
because  I assume  that  everybody  would  agree  that 
so  far  as  Ways  and  Means  advances  meant  borrowing 
from  the  Bank  of  England,  the  proper  policy  is  not 
to  do  it.  I assume  that.  In  so  far  as  a Ways  and 
Means  advance  is,  as  it  is  at  the  present  moment, 
merely  the  use  by  the  Government  of  funds  in  its 
own  hands,  funds  resulting  either  from  currency 
notes  or  deposits  with  the  Postmaster-General,  that 
is  merely  a bookkeeping  transaction  which  has  no 
importance  at  all.  So  I am  assuming  that  your 
question  with  regard  to  the  policy  as  to  Floating 
Debt  refers  to  Treasury  Bills  rather  than  to  the  other 
part  of  that  debt.  I think  it  is  impossible  for  any- 
body to  say  at  precisely  what  point  the  Floating 
Debt  becomes  excessive,  but  I think  I should  be  pre- 
pared to  say  that  as  a general  principle  the  smaller 
your  Floating  Debt  is,  the  better.  After  all,  accord- 
ing to  pre-war  standards,  when  we  had  a Floating 
Debt  of  about  £24,000,000,  the  present  figure  of 
£630,000,000  Treasury  Bills  would  not  only  seem 
excessive,  but  incredible  and  absolutely  fantastic.  On 
half  what  it  was  in  1920,  when  the  Treasury  Bill 
the  other  hand,  the  present  figure  is  rather  less  than 
figure  was  at  its  highest.  My  own  feeling  about  the 
Treasury  Bill  figure  is  that  our  aim  must  always  be 
to  reduce  it.  I say  that  for  these  reasons.  In  the 
first  place,  obviously  the  cost  of  Treasury  Bills  is  a 
varying  item.  At  the  moment  it  costs  us  slightly 
over  33  per  cent.,  but  it  has  been  as  low  as  2 per 
cent. ; it  has  been,  within  the  last  five  years,  as  high 
as  6 per  cent. ; that  is  to  say,  that  our  interest 
charge  for  Treasury  Bills  has  varied  from  about 
£20,000,000  to  something  like  £60,000,000  a year. 
Clearly  the  possibility  of  variations  of  that  size  is 
not  desirable  in  an  ordinary  Budget.  That  is  the 
first  reason  why  I think  it  is  desirable,  whenever 
possible,  to  reduce  the  Treasury  Bills,  because  they 
introduce  into  the  Budget  a more  or  less  incal- 
culable element  of  a very  varying  character.  But 
there  is  a second  reason  which  is  much  more  seri- 
ous than  that.  It  is  this.  The  Treasury  Bills  have 
to  be  renewed  every  three  months.  That  leaves  the 
State  entirely  in  the  hands  of  the  people  who  hold 
the  Bills,  who  have  a purely  one-sided  option  to 
renew  or  not.  If  it  is  not  convenient  to  the  holders 
to  renew,  the  Treasury  have  to  do  one  of  two  things. 
They  have  either  to  take  a lower  price,  that  is  to 
say,  offer  a higher  rate  of  interest,  which,  of  course, 
has  reactions  all  the  way  round,  or,  if  they  cannot 
even  by  that  attract  sufficient  mone(y,  they  have  no 
alternative  but  to  go  to  the  Bank  of  England  and 
borrow  on  Ways  and  Means,  with  all  its  inevit- 
able consequences  on  Bank  Rate,  prices,  cost  of  liv- 
ing and  wages.  The  second  great  objection,  there- 
fore, to  my  mind,  to  the  Treasury  Bill  position,  is 
that  it  leaves  the  State  absolutely  in  the  hands 
of  the  lender,  who  has  a one-sided  option  to  renew 
or  not.  Now  how  dangerous  that  position  may  be 
depends  on  two  things.  It  depends  firstly  on  the 
size  of  the  corpus  of  the  Treasury  Bills;  because 
clearly  if  we  had  £100,000,000  of  Treasury  Bills  the 
likelihood  of  difficulty  in  renewing  them  at  a favour- 
able rate  to  ourselves,  is  much  less  than  if  we  had 
£600,000,000.  The  fewer  they  are  the  less  that 
risk  is.  But  also  more  or  less  independently  of  the 
quantity,  it  depends  on  the  circumstances.  Take 
the  position  as  it  is  now,  with  £600,000,000  of 
Treasury  Bills.  Supposing  by  any  mischance  there 
was  a European  War  to-morrow,  at  what  price 
should  we  be  able  to  renew  those  Bills?  I do  not 
know  whether  we  could  renew  them  at  10  per  cent., 
but  at  any  rate  it  is  obvious  that  if  there  was  a big 
crisis  of  any  sort,  either  externally  or  internally, 
we  should  have  great  difficulty  in  renewing  our 
Bills  and  might  be  forced  into  very  undesirable 
courses. 

8690.  Mr.  Hichens : It  is  only  fair  to  add  that 
most  of  the  probable  belligerents  would  be  in  even 
worse  case? — That  is  very  cold  comfort,  I think, 
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though,  it  is  quite  true.  It  is  not  only  this  extreme 
case  we  have  to  consider.  An  appreciable  amount  of 
our  Treasury  Bills  is  held  by  people  outside  this 
country,  or,  at  any  rate,  the  amount  of  money  which 
is  available  in  London  depends  to  a considerable  ex- 
tent on  money  from  other  countries,  and  that  in  its 
turn  affects  the  tendering  for  Treasury  Bills.  So 
that  you  might  get  a difficulty  in  renewing  Treasury 
Bills  even  when  everything  was  perfectly  peaceful 
here,  owing  to  some  remote,  squabble  in  the  Balkans 
which  affected  opinion  in  America  and  induced  people 
to  wish  to  withdraw  their  money  from  the  London 
Market;  or  you  might  even  get  the  same  result  from 
unwise  talk  in  the  newspapers;  such  things  have 
occurred — for  instance,  in  November,  a couple  of  years 
ago.  All  those  things  might  make  our  Treasury  Bill 
position  extremely  difficult,  and  it  is  to  guard  against 
that  risk  that  I say  I think  our  steady  policy  ought 
to  be  to  reduce  the  amount  of  our  Treasury  Bills.  I 
would  only  like  to  add  to  that,  this.  I do  not  con- 
template two  things.  I do  not  oontemplate  that  we 
shall  probably  have  to  get  back  to  the  pre-war  position 
of  only  having  £24,000,000  of  Treasury  Bills.  I think 
it  is  probable  that  we  shall  settle  down  at  a Floating 
Debt  figure  considerably  in  excess  of  that,  though 
what  precisely  the  figure  will  be,  I am  not  prepared 
to  say.  Secondly,  I do  not  contemplate  that  Treasury 
Bills  will  decrease  either  all  at  a blow  or  with  very 
great  rapidity.  What  I should  rather  contemplate  is 
that  there  ought  to  be  a steady  reduction  of  not  very 
large  amounts  every  year,  perhaps  £20,000,000,  or 
that  kind  of  figure,  more  or  less  corresponding  to 
the  kind  of  increase  that  one  hopes  to  see  in  the  old 
commercial  bill.  Because,  at  any  rate,  to  a consider- 
able extent,  not  the  whole  extent,  but  a considerable 
extent,  the  Treasury  Bill  has  taken  the  place  of  the 
pre-war  Commercial  bill,  which  is  not  available  in  the 
same  quantity  as  it  was.  If  that  bill  becomes  avail- 
able, as  one  hopes  it  may,  both  by  general  revival  of 
trade  in  the  world  and  by  special  revival  of  London 
as  a money  market,  if  that  bill  comes  forward  in 
greater  quantities,  then  I think  it  is  much  more  to 
our  advantage  that  that  bill  should  be  taken  up  in 
the  money  market  than  that  the  money  should  go 
into  Treasury  Bills;  and  in  order  to  make  room  for 
that  expansion,  I have  to  draw  in  my  horns.  I do 
not,  therefore,  contemplate  any  catastrophic  reduction 
in  the  Floating  Debt,  but  I believe  that  our  policy 
ought  to  be  that  at  the  end  of  every  financial  year 
our  Floating  Debt  should  be  less  than  it  was  when 
we  began,  sometimes  by  a larger  sum,  sometimes  by  a 
lesser  sum,  but  that  the  tendency  ought  to  be  that 
it  should  always  be  less. 

8691.  Sir  Charles  Addis:  Would  the  reduction  of 
your  Floating  Debt  have  an  effect  upon  the  amount 
of  the  fiduciary  issue  of  the  Currency  notes? — You 
may  say  that  if  the  fiduciary  issue  were  ultimately 
fixed  at  a lower  figure  than  it  happens  to  be  at  the 
moment,  there  would  be  a certain  amount  of  Floating 
Debt,  in  so  far  as  Floating  Debt  was  held  against 
currency  notes,  which  would  disappear. 

8092.  I wanted  to  get  your  views  as  to  the  relation 
that  exists  between  the  actual  amount  of  the 
fiduciary  issue  of  currency  notes  and  the  amount  of 
Floating  Debt  in  the  market;  in  other  words,  if  the 
fiduciary  issue  were  reduced,  what  in  your  opinion 
would  be  the  effect  upon  the  amount  of  your  Treasury 
Bills? — I think  it  would  tend  in.  the  same  direction 
as  a reduction  of  the  Floating  Debt.  One  would 
follow  from  the  other. 

8093.  They  are  both  forms  of  debt? — To  a large 
extent  of  course  they  are  the  same.  What  you  call 
the  fiduciary  issue  in  fact  is  backed  by  Government 
securities  which  are  largely  Treasury  Bills. 

8694.  If  they  are  the  same,  a reduction  in.  one 
would  suggest  an  increase  in  the  other  unless  some 
means  were  taken  to  avoid  that.  We  have  to  get 
this  money  from  somewhere  or  other;  we  can  get  it 
either  from  Treasury  Bills  or  currency  notes  on  that 
hypothesis  ? — Yes. 


8696.  If  then  one  is  reduced,  in  order  to  maintain 
equilibrium  the  other  must  be  increased,  or  vice 
versa? — I am  afraid  I do  not  quite  follow  you.  If 
the  Government  were  paying  off  the  debt,  which  they 
would  be  in  these  circumstances,  their  need  for 
Treasury  Bills  'would  be  reduced.  Whether  that 
would  reflect  itself  in  an  increase  or  a decrease  in 
circulation  I am  not  quite  clear,  because  of  course 
there  are  many  other  means  of  payment. 

8696.  Supposing  that  the  holders  of  Treasury 
Bills  have  in  considerable  amount  decided  not  to 
renew,  the  Government  would  then  have  recourse  to 
Ways  and  Means.  What  would  be  the  effect  of  that 
upon  their  currency  notes? — Clearly  their  currency 
notes  would  increase. 

8697.  That  is  the  point  I wanted  to  make — that  a 
reduction  in  Treasury  Bills  must  involve  an  increase 
in  the  currency  note  issue,  or  vice  versa? — No,  I 
think  not  if  the  Government  are  paying  off  debt. 

8098.  Sir  Josiali  Stamp:  Must  the  Ways  and 
Means  advances  inevitably  translate  themselves  into 
currency  notes? — Yes,  or  bank  notes;  it  might  be 
Bank  of  England  notes. 

8699.  Could  then  those  extra  notes  be  immobilised 
and  not  have  any  effect? — If  the  Government  are 
needing  Ways  and  Means  to  make  a payment,  it 
seems  to  me  they  must  draw  notes  or  their  equivalent. 

8700.  There  is  no  escape,  is  there? — No.  If  you 
immobilise  it  you  cannot  make  your  payment. 

8701.  Sir  Charles  Addis  : They  cannot  draw  on  the 
bank  except  through  Ways  and  Means.  Then  I 
should  like  to  know  further  this.  Supposing  the 
policy  of  the  Government  were  a reduction,  they 
would  have  a choice  of  a policy  of  a gradual  reduc- 
tion of  the  amount  of  Treasury  Bills  or,  alternatively, 
the  fiduciary  issue  of  the  currency  note  issue? — Yes. 

8702.  They  could  not  very  well  combine  them.  One 
appears  to  me  to  be  determined  by  the  other  in  large 
measure,  I suggest.  If,  as  you  say,  the  steady 
policy  of  the  Government  is  to  reduce  the  amount  of 
Treasury  Bills  in  circulation,  that  must  involve 
either  a policy  of  letting  the  currency  note  fiduciary 
issue  remain  as  it  is  or  to  contemplate  a certain 
increase? — I should  think  it  involved  letting  it 
remain  more  or  less  as  it  was. 

8703.  You  would  then  have  to  consider  the  relative 

advantages  of  the  reduction  on  the  one  hand  of 
Treasury  Bills,  or,  on  the  other  hand,  of  currency 
notes? — Yes.  The  kind  of  figure  I am  thinking 

about  in  Treasury  Bills  is  relatively  small.  I doubt 
whether  it  would  really  have  any  particular  reaction 
on  the  currency  note  issues. 

8704.  Sir  Josiali  Stamp : We  have  had  this  theory- 
put  to  us;  I do  not  know  whether  you  have  any 
views  upon  it.  It  is  argued  that  it  is  a very  bad 
thing  that  at  times  when  money  is  in  demand  you 
should  be  in  actual  competition  with  commercial 
supply  and  demand,  the  two  sides  forcing  up  the 
rate.  There  have  been  those  who  said  that  that 
is  merely  an  indication  that  you  have  got  too  much 
in  Treasury  Bills,  but  that  a certain  amount,  which 
is  unspecified,  is  good,  and  that  amount,  if  it  could 
be  determined  theoretically,  has  some  relation  to 
your  portion  of  the  total  of  short  money  on  the 
market  at  a particular  time.  We  have  never  had 
any  light  as  to  what  that  iwoportion  ought  to  be, 
or,  indeed,  what  the  other  available  funds  are? — 
I do  not  know  that  I could  throw  very  much  light 
on  that.  It  is  perfectly  obvious  that  the  existence 
of  Treasury  Bills  as  an  investment  is  a convenience 
to  the  money  market  and  to  bankers,  because  they 
liave  always  a liquid  security  which  they  can  fall 
back  on  when  they  want  to  lend  their  money  any- 
where else.  That  is  obviously  an  advantage  to  the 
bankers,  and,  in  so  far  as  it  is  an  advantage  to  the 
financial  machine  as  a whole,  it  is  probably  a good 
thing  to  the  extent  to  which  it  can  be  indulged 
in  without  undue  dangers.  Now  what  that  extent 
is,  in  other  words,  what  kind  of  corpus  of  Treasury 
Bills  we  may  contemplate  in  the  future  as,  on  the 
one  hand,  not  unduly  dangerous,  for  the  reasons 
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I have  given,  and,  on  the  other  hand,  sufficient  to 
oil  the.  wheels  of  the  market,  I cannot  say,  hut 
I am  perfectly  certain  in  my  own  mind  that  it  is 
considerably  less  than  £600,000,000.  Of  course,  the 
whole  of  the  £600,000,000  naturally  is  not  held  by 
the  outside  market..  Government  Departments  and 
Government  Funds  probably  hold  £150,000,000  of 
it  at  least,  so  I suppose  the  markets  have  got  some- 
thing like  £450,000,000. 

8705.  This  is  the  difficulty  that  occurs  to  me  over 
the  theory.  You  are  speaking  of  convenience  to  the 
money  market.  Of  course,  to  be  really  convenient 
they  would  like  your  funds  to  be  elastic,  and  they 
are  not  really  elastic.  They  would  like  to  be  able 
to  absorb  more  or  iess  at  different  times,  whereas 
you  have  a relatively  fixed  amount? — Yes. 

8710Q.  Supposing  you  were  fifty-fifty;  supposing 
you  had  half  of  the  short  money  and  that  they  had 
half,  and  that  the  normal  fluctuations  acording  to 
trade  on  the  commercial  side  were  10  per  cent. ; that 
means  that  they  oscillate  between  40  and  60,  they 
would  try  to  push  that  oscillating  balance  into  your 
inelastic  share.  That  is  one  problem;  but  if  your 
proportion  were  10  per  cent,  and  theirs  was  90  per 
cent.,  and  the  oscillations  in  theirs  are  still  of  the 
same  order  as  with  50  per  cent.,  they  have  got  an 
oscillation,  say,  of  20  per  cent,  either  way  which  they 
are  trying  to  force  on  you.  Therefore  the  smaller 
the  amount  of  the  Treasury  Bills  in  the  total  the 
greater  is  the  pressure  on  that  amount  to  take  up 
the  slack  or  the  play  in  the  commercial  amount,  the 
greater  is  your  fluctuation  and  the  greater  is  your 
difficulty.  It  seems  to  me  the  theory  defeats  itself 
if  the  theory  is  that  you  want  a small  amount  of 
Treasury  Bills  and  you  are  expected  to  take  up  the 
pluses  and  minuses  of  the  swings  of  trade. — I 
have_  always  regarded  it  from  the  other  point 
of  view;  that  is  to  say,  not  so  much  as  a kind  of 
reservoir  to  which  trade  can  go  in  and  out,  but  as 
a certain  amount  which  it  is  convenient  for  us  to  hold 
and  with  regard  to  which  the  fact  that  trade  goes 
in  and  out  does  not  do  any  harm.  I am  thinking 
of  it  far  more  from  the  point  of  view  of  the  State 
as  the  borrower  and  the  kind  of  extent  to  which  we 
can  risk  that  form  of  borrowing,  than  from  the 
point  of  view  of  how  far  it  might  be  convenient  to 
certain  forms  of  trade. 

. 8707.  The  idea  is  that  the  smaller  your  propor- 
tion of  the  total  short  funds  in  the  market,  the 
easier  will  your  situation  be  and  the  less  your 
fluctuations  of  interest? — They  would  be  a so  much 
smaller  corpus  that  they  would  be  relatively 
unimportant. 

8708.  They  might  be  relatively  unimportant  as  to 
the  actual  amount  in  your  Budget,  but  the  actual 
amount  owing  to  the  swing  that  you  would  have  to 
pay  might  be  very  much  greater?— I do  not  think 
that  would  affect  it  very  much. 

8709.  Have  you  in  the  last  three  years  been  driven 
to  borrow  from  the  bank? — We  always  borrow  from 
the  bank  periodically. 

8710.  Because  of  payments  of  Treasury  Bills? — 
No.  We  have  periods  for  the  payment  of  dividends, 
for  instance,  when  we  have  very  large  payments  in 
one  week,  £50,000,000  perhaps  in  one  week,  and  for 
that  purpose  we  may  have  to  borrow  temporarily 
from  the  bank.  You  ma(y  say  theoretically,  “ You 
might  have  sold  enough  Treasury  Bills  to  cover 
that,  but  you  cannot  do  that  without  forcing  up 
the  market  rate  to  an  impossible  height,  and  there- 
fore you  do  not  do  it.  In  that  sense  it  is  a failure 
to  sell  Treasury  Bills. 

8/11.  Mr.  Lees-Smith  : That  is  the  ordinary  ways 
and  means  borrowing? — Yes. 

. 8/12.  Sir  -Josiah  Stamp-.  But  you  have  not,  say 
in  the.  last  three  years,  been  faced  by  the  position 
in  which  Treasury  Bills  have  not  been  renewed  at 
the  rate  you  want  them,  and  therefore  you  have  been 
driven  to  the  bank  ? — No,  we  have  always  faced  what- 
ever the  rate  was.  Sometimes  it  has  been  higher 
than  we  should  like  to  have  seen  it. 


8713.  Professor  Hall : Do  you  contemplate  any  re- 
duction in  the  £150,000,000  bills  held  by  the  Depart- 
ments; you  mentioned  that  figure  just  now? — That 
depends  very  largely  on  the  circulation  of  currency 
notes.  A great  deal  of  it  is  currency  notes.  As 
a matter  of  fact,  there  will  be  some  reduction 
because  some  of  the  funds  which  happen  to  invest 
in  Treasury  Bills  are  being  wound  up,  for  instance, 
the  Enemy  Debt  Clearing  Office.  They  had  large 
balances  which  were  in  course  of  payment  on  this  side 
and  in  Germany,  and  those  are  gradually  running  off, 
and  therefore  they  are  realising  their  short  invest- 
ments, and  they  will  come  to  an  end. 

8714.  You  will  be  forced  to  a great  extent  into  the 
market  to  replace  those? — To  a slight  extent  I think 
we  shall. 

8715.  Sir  Charles  Addis : The  fact  that  Treasury 
Bills  are  a great  convenience  to  the  market  is  not, 
in  your  view,  any  argument  for  the  Government? — 1 
think  it  is  an  argument  which  you  have  to  set 
against  the  other  argument.  I would  not  go  to  the 
extent  of  saying  that  I prefer  to  keep  Treasury  Bills 
at  what  I regard  as  a dangerous  level,  because  they 
happen  to  be  a convenience  to  the  market.  I do  not 
think  the  two  points  of  view  are  irreconcilable. 

8716.  You  real  motive  would  be  that  the  fact  that 
the  commercial  bill  is  scarce  gives  you  a favourable 
opportunity  of  selling  your  Treasury  Bills? — Yes. 

8717.  And  not  that  you  should  contribute  to  the 
convenience  of  the  other  man? — No. 

S718.  Sir  J osiah  Stamp : Could  you  tell  us  a little 
more  about  the  actual  holders  of  Treasury  Bills. 
Of  the  £600,000,000,  you  say  there  is  £150,000,000 
m the  Departments.  Have  you  any  idea  where  the 
j-esv  s,re,  what  proportion  is  with  banks  and  what 
proportion  is  with  insurance  companies  or  mercan- 
tile houses? — No,  I do  not  think  1 could  say.  The 
holdings  of  banks  are  not  by  any  means  as  large  as 
many  people  think. 

8719.  There  is  a difficulty  in  finding  out  where  they 
really  rest.  The  point  has  arisen  as  a practical  one 
in  discussing  how  the  Capital  Levy  would  be  paid, 
and  we  have  always  had  a difficulty  in  finding  out 
where  the  Floating  Debt  is  held? — I have  tried,  and 
various  people  gave  me  estimates,  but  they  varied 
very  considerably. 

8720.  Would  you  be  surprised  if  more  than 
£50,000,000  is  held  by  individuals  and  partners  of 
firms? — No,  I do  not  think  I should. 

8721.  You  think  it  might  easily  be  that? — Yes,  but 
I really  have  not  any  statistical  evidence  that  1 can 
give  about  it.  I can  only  give  my  impression. 

8722.  Sir  Charles  Addis : Would  your  impression 
be  that  the  great  bulk  of  them  were  held  by  the 
banks  and  discount  houses  combined? — You  mean 
the  bulk  of  those  held  by  the  market? 

8723.  Yes,  up  to  a very  large  amount? — I should 
have  thought  that  the  banks  and  discount  houses 
probably  held  perhaps  two-thirds  or  something  like 
that — about  £300,000,000  perhaps.  That  is  about 
half  of  the  whole.  But  it  is  very  little  more  than  a 
feeling  that  that  is  so;  I really  have  not  any  data 
which  I could  profess  to  regard  as  founded  on  any- 
thing certain. 

8724.  Sir  Josiah  Stamp:  Have  you  seen  anything 
in  the  last  four  or  five  years  while  the  Floating  Debt 
has  been  coming  down  so  much,  to  show  who  has 
given  up  holding  Bills?  Are  the  proportions  in 
which  they  are  held  now  very  much  the  proportions 
in  which  they  were  held  five  years  ago? — I cannot 
tell  you.  I should  have  thought  on  general  grounds 
that  probably  a great  deal  has  been  given  up  by  the 
trading  houses  and  manufacturers,  who  in  the  later 
days  of  the  War  held  them  because  they  did  not  want 
the  funds  in  their  own  business.  I should  think  a 
great  deal  of  them  have  probably  taken  their  money 
back,  but  it  is  only  a priori  that  I say  that. 

8725.  Sir  Charles  Addis : The  circulation  now  is 
very  rapid;  it  is  very  difficult  to  follow?— Yes. 

8726.  Sir  .Josiah  Stamp : Is  it  more  difficult  to 
trace  the  proportion  of  the  Floating  Debt  held  by 
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individuals  than  the  proportion  of  the  longer  debt  ? — 
Yes,  much  more  difficult.  Supposing  you  looked  at 
tenders,  all  that  you  know  is  that  some  brokers 
tender.  You  do  not  in  the  least  know  who  it  is  for. 
In  the  case  of  stocks,  of  course,  you  issue  them  to  a 
name  of  some  kind  or  other,  at  any  rate  as  regards 
registered  stock.  But  you  do  not  know  as  regards 
bearer  stocks. 

I think  the  next  point  that  you  wanted  me  to  deal 
with  was  the  question  of  Savings  Certificate  interest. 
I think  I explained  when  I was  here  before,  but  I 
might  perhaps  repeat,  the  actual  facts  of  the 
accounting.  The  savings  certificate  is  a bond  pay- 
able on  demand,  with  accrued  interest;  that  is  to  say, 
it  is  a cumulative  bond.  We  know  from  experience 
enough  to  make  a guess  for  Budget  purposes  how  much 
will  actually  be  required  in  any  given  year  for  the 
certificates  which  are  withdrawn  in  that  year.  That 
is  a purely  empirical  figure,  not  built  up  from  any 
knowledge  of  dates  of  the  certificates,  but  built  up 
from  our  experience  of  what  in  fact  we  have  had  to 
pay.  We  treat  the  principal  of  the  certificate  like  any 
other  maturing  debt,  that  is  to  say,  it  is  met  by  rebor- 
rowing. In  fact  the  new  certificates  taken  out  repay 
the  old  ones  and  something  more.  The  interest  which 
we  believe  we  shall  be  called  upon  to  pay  in  the  year, 
we  provide  in  the  Budget  as  an  ordinary 
interest  charge.  What  we  do  not  provide  is 
the  amount  of  the  interest  which  accrues  year 
by  year  but  is  not  drawn.  It  may  quite  well,  there- 
fore, be  that  in  a single  year  we  have  actually  to 
pay  for  interest  accumulated  over  perhaps  nearly 
ten  years.  We  might  have  to  pay  more  than  the 
actual  interest  earned  in  that  year  or  we  might 
have  to  pay  less,  but  what  we  provide  in  the  Budget 
is  what  we  are  going  to  spend  out  of  the  Budget 
and  not  what  the  holder  of  the  bond  is  theoretically 
earning.  I think  the  points  which  interested  the 
Committee  were  in  the  first  place  whether  we  ought 
to  make  provision  for  the  accumulated  interest 
which  we  have  not  in  fact  as  yet  been  called  upon 
to  pay,  and,  secondly,  if  that  was  a desirable  thing, 
whether  it  was  a practicable  thing.  I will  take 
those  two  points  in  the  reverse  order.  As  regards 
the  practicability,  the  difficulty  is  this : the  Post 
Office  books  relating  to  these  certificates  do  not  show 
the  age  of  the  certificates  outstanding.  They  show 
the  total  amount  of  certificates  issued  in  each  year 
and  they  show  the  total  amount  paid  off  in  each 
year,  but  they  do  not  show  how  many  of  those 
paid  off,  for  instance,  in  the  year  1925,  were  issued 
in  1917,  and  how  many  were  issued  in  1923.  If 
you  want  to  get  at  that  you  have  to  go  to  the  actual 
counterfoils  of  the  certificates.  When  an  individual 
certificate  is  presented  at  the  Post  Office  in  any  year 
for  payment  that  certificate  -is  connected  up  with 
its  counterfoil  and  the  proper  rate  of  interest  is  cal- 
culated and  paid.  But  for  the  purposes  of  estimate 
we  do  not  know  how  many  certificates  originally 
taken  out  in  1915,  in  1916  or  1917,  or  whatever  the 
date  may  be,  are  alive,  and  therefore  we  cannot  make 
a calculation  of  what  the  interest  accruing  in  every 
year  is;  because,  as  you  know,  the  rate  of  interest 
varies  according  to  the  period  for  which  the  certi- 
ficate has  been  held.  We  could  only  do  that  by  going 
through  all  the  counterfoils  of  approximately 
350,000,000-  certificates.  The  reason  why  that  is  so 
is  largely  owing  to  the  fact  that  these  certificates 
were  issued  during  the  War,  when  we  had  not  any 
staff  and  when  we  could  not  afford  the  time  or  men 
to  construct  a register  or  record.  Since  then  the 
thing  has  grown  so  large  that  it  is  almost  impracti- 
cable. It  could  be  done,  of  course;  we  could  con- 
struct a record  which  would  show  precisely  the  life 
of  every  certificate  outstanding;  but  it  would  cost 
probably  about  £25,000  to  do  and  we  are  inclined  to 
the  view  that  it  is  not  worth  doing,  more  parti- 
cularly because,  as  the  Committee  know,  many  of 
these  certificates  will  be  maturing  soon.  They  were 
originally  five  years  and  then  ten  years  certificates, 
and  they  will  be  maturing  starting  from  next  year. 


No  doubt  they  will  be  extended  in  some  form  or 
other.  That  may  provide  opportunity  conceivably 
for  getting  some  form  of  register,  but  at  any  rate 
at  the  moment,  and  I think  very  likely  even  m the 
future,  we  have  not  the  information  which  will 
enable  us  to  produce  even  a reasonably  accurate 
figure  of  what  is  accruing  during  the  year.  We 
know  by  hard  experience  what  we  are  likely  to  have 
to  pay,  but  we  cannot  get  what  the  liability  in  the 
year  is. 

8727.  Sir  Arthur  Balfour : You  will  make  an 

extension? — I do  not  know  in  the  least.  I am 
putting  it  purely  hypothetically,  but  supposing  for 
the  sake  of  argument  we  were  to  offer  people  a bond 
instead  of  the  certificate,  then  we  should  get  a 
register;  supposing  we  merely  said:  “You  may  go 
on  accruing  interest  at  so  much  a month,”  then  we 
would  not  get  a register. 

8728.  Have  you  not  found  the  tendency  for  people 
to  run  on  with  their  investment? — Yes. 

8729.  That,  again,  depends  very  much  on  the 
publicity  you  give  to  the  extension? — Yes. 

8730.  If  that  is  done  very  clearly  by  the  Press,  and 
so  on,  they  run  on;  if  it  is  not,  they  come  in? — Yes. 
Then  the  second  point,  on  practicability,  is  this. 
Supposing  you  were  -able  to  get  a figure,  or  suppos- 
ing,  in  the  absence  of  a figure,  you  put  down  a 
more  or  less  arbitrary  figure,  and  said:  “ We  ought 
to  make  provision  for  this,”  what  would  happen? 
You  would  provide,  let  us  say,  £-5,000,000  in  the 
Budget  in  your  debt  charge  for  this  liability,  but 
if  you  did  nothing  more  than  that,  at  the  end  of  the 
year,  certificates  having  gone  on  being  presented 
as  they  are  now,  but  not  more  so,  you  would  have 
a surplus  of  £5,000,000  which  would  fall  into  the  Old 
Sinking  Fund.  Therefore  when  you  wanted  that 
£5,000,000  to  cover  this  particular  interest,  it  would 
not  be  there.  It  is  perfectly  true  you  might  have 
redeemed  some  other  debt,  but  for  the  specific  pur- 
pose of  these  certificates  the  money  would  not  be 
there.  If  on  the  other  hand,  you  provided  that  the 
£5,000,0-00  should  be  held  in  a fund,  invested  against 
the  day  it  was  required,  as  a reserve,  then  what  you 
are  really  doing  is  increasing  the  New  Sinking  Fund. 
It  all  comes  back  to  that.  You  are  really  saying  that 
instead  of  having  a Sinking  Fund  of  £50,000,000,  it 
ought  to  be  £65,000,000,  which  is  a very  arguable 
proposition.  Those  are  the  two  practical  difficulties  : 
that  you  cannot  really  get  a figure,  and,  if  you  did 
get  a figure,  what  are  you  going  to  do  with  that 
money?  Now  I would  like  to  say  a word  on  the 
desirability  point.  I said  just  now  that  it  really 
all  comes  back  to  the  question  of  an  adequate  Sink- 
ing Fund,  and  that  is  the  view  I hold.  One  of  the 
reasons  for  having  a Sinking  Fund  is  the  fact  that 
you  have  got  not  only  your  obvious  and  expressed 
debt,  but  you  have  all  kinds  of  contingencies;  for 
instance,  you  have  guaranteed  loans  which  you  might 
have  to  pay,  or  you  have  liabilities  for  accruing 
pensions,  which  is  not  very  dissimilar  to  this.  As 
the  Committee  know,  under  our  system  we  provide 
every  year  for  the  pensions  of  Civil  Servants,  for 
instance,  what  we  have  to  pay,  but  we  do  not  pro- 
vide for  the  accruing  liability  from  year  to  year,  as 
an  ordinary  firm  would  do  for  a superannuation 
fund.  All  these  things  are  liabilities  hanging  over 
the  State,  and  as  a matter  of  general  policy  the 
State  so  far  has  always  said  : “ We  are  so  large  and 
we  command  resources  that  are  so  extensive,  that 
in  general  we  do  not  propose  to  insure,  and  we  will 
take  our  own  risks.  We  do  not  propose  to  lay  up 
reserves  against  our  liabilities  in  the  future.”  That 
is  the  general  line  of  Government  policy.  The 
present  seems  to  me  to  be  rather  a special  example 
of  that  general  problem.  The  fact  that  you  have 
all  these  kinds  of  liabilities  more  or  less  contingent 
in  the  future,  no  doubt  is  a fundamental  reason  for 
reducing  your  general  debt,  but  to  my  mind  this 
question  of  certificates  ought  not  to  be  treated  by 
itself.  It  is  a point  to  be  considered  when 
you  are  thinking  of  what  your  Sinking  Fund 
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should  be.  If  you  think  your  Sinking  Fund  is  as  big 
as  the  country  can  stand,  then  you  have  to  stay 
there.  If  you  think  on  general  grounds  the  Sinking 
Fund  ought  to  be  larger,  then  increase  it.  But  I 
do  not  think  that  I should  worry  very  much  about 
this  particular  liability  as  against  any  other.  There 
is  one  other  rather  parallel  case  which  occurs  to  me. 
Many  of  our  bonds  are  repayable  at  maturity  at  a 
premium;  nearly  all  the  War  Bonds,  for  instance. 
We  do  not  provide  for  that  premium.  I mean  we  do 
not  lay  up  money  in  advance  for  it,  and  for  the 
very  good  reason  that  we  do  not  know  whether  it 
will  have  to  be  paid;  the  thing  may  be  converted 
beforehand.  We  regard  the  premium  as  part  of  the 
capital  that  we  have  to  meet  if  necessary.  I think 
the  accumulated  interest  on  Savings  Certificates  be- 
comes very  much  the  same  thing.  The  danger  of  the 
Savings  Certificate  would  only  be  felt  if  you  had  a 
great  volume  of  these  certificates  presented  in  any 
given  year  and  had  to  pay  all  their  accumulated  in- 
terest. That,  of  course,  is  a danger,  but  I do  not 
myself  regard  it  as  nearly  so  great  a danger  as  for 
instance  Treasury  Bills;  because  I think  they  are 
much  less  likely  to  be  presented.  The  only  thing  I 
would  like  to  add  to  that  is  that  if  the  Committee 
are  going  to  comment  on  this  position  at  all,  I would 
ask  them  to  draw  their  wording  with  great  care, 
because  I do  not  want  to  make  certificate  holders 
nervous  and  fearful  that  they  will  not  get  their 
interest. 

8731.  Sir  Josiah  Stamp:  I think  on  that  point 
the  criticism  is  not  so  much  that  provision  is  not 
made  in  the  year.  We  all  recognise  the  cash  character 
of  the  national  Budget,  but  I think  the  criticism 
rather  is  that  the  public  statement  of  the  amount 
of  the  National  Debt  at  any  particular  time  is  under 
the  mark  by  the  amount  of  this  accrued  liability? — 
That  is  a different  point.  There  is  a good  deal  to 
be  said  about  what  is  the  right  way  to  present  the 
National  Debt.  We  always  present  our  National  Debt 
in  the  first  place  on  the  figures  of  nominal  value. 
From  many  points  of  view  one  might  say  that  was 
misleading,  e.g.,  that  Consols  ought  not  to  be  counted 
at  the  same  level  as  5 per  cent.  War  Loan ; but  still 
there  is  a traditional  set  of  figures  which  everybody 
knows.  Then  you  get  the  case  where  you  have  a nomi- 
nal value  of  a War  Bond  but  you  have  got  a liability 
to  pay  a premium.  There  we  put  in  the  nominal 
value. 

8732.  I do  not  think  it  is  quite  parallel? — It  is 
not  quite  parallel,  but  it  is  a case  where  there  is 
something  of  the  same  sort. 

8733.  The  responsibility  for  the  premium  does  not 
arise  until  a certain  time,  it  does  not  exist  at  the 
moment;  whereas  with  certificates  there  is  a larger 
liability  than  is  represented? — The  only  difference  is 
that  in  the  case  of  the  bond,  the  liability,  though 
it  does  not  exist  at  the  moment,  will  arise  in  1927, 
while  in  the  case  of  the  certificate  the  liability  may 
not  arise  even  in  1927,  because  you  do  not  know 
whether  the  man  will  present  it.  It  is  perfectly  true 
he  may  walk  in  and  present  it  to-morrow,  but  what 
I was  going  to  say  was  that  it  seems  to  me  difficult 
to  devise  a form  of  statement,  consistently  with  the 
general  line  of  our  debt  figures,  which  will  express 
that.  All  that  we  can  do,  and  what  in  fact  we  always 
do,  is  to  put  it  in  a footnote  in  the  Finance  Accounts; 
and  certainly  in  most  years  it  has  been  mentioned  in 
the  Budget  statement. 

8734.  ill?-.  Nichens : Do  the  undisclosed  liabilities 

of  the  State  tend  to  increase  rapidly  from  year  to 
year? — I would  not  say  they  tended  to  increase 
rapidly,  but  they  increase.  You  mean  things  like 
pensions  ? 

8735.  I was  thinking  for  the  moment  of  the  Old 
Age  Pensions  scheme  which  was  adopted  last  year, 
w here  the  ultimate  liability  will  be  something  like 
£80,000,000  a year.  I suppose  on  an  actuarial  basis 
the  immediate  liability  would  be  very  much  more 
than  the  amount  likely  to  be  provided? — Yes. 

8/36.  The  same  is  true,  is  it  not,  of  the  pensions  to 
school  teachers?  If  you  contributed  to  the  fund  in 


the  way  that  employers  are  obliged  to  contribute,  the 
liability  of  the  State  would  be  very  large,  but  at  the 
moment  I understand  that  the  liability  is  compara- 
tively small  and  the  State  is  using  the  contributions 
of  employers  so  as  to  diminish  its  own  immediate  ex- 
penditure. Sometimes  one  wonders  whether  very 
large  liabilities  are  not  being  heaped  up  secretly — 
when  I say  secretly,  I mean  unobserved,  unnoticed — 
and  whether  it  would  be  possible  to  give  some  kind  of 
statement;  I do  not  mean  a cash  statement,  but  some 
ferm  of  estimate  of  the  State’s  liability? — Speaking 
offhand,  I should  think  it  would  be  quite  possible  to 
add  a statement  in  the  Finance  Accounts,  where 
there  are  statements,  not  precisely  of  the  kind  you 
are  thinking  of,  but  for  instance  of  contingent  lia- 
bilities on  guaranteed  loans.  It  might  be  quite 
possible. 

8737.  These  things  are  most  important.  If 
one  has  to  consider  the  question  of  expenditure,  one  of 
the  most  insidious  forms  of  expenditure  in  the  world 
is  a commitment  which  involves  very  little  to-day  but 
involves  a great  deal  to  future  generations  when  your 
own  responsibility  for  it  has  gone.  That  is  the  worst 
form  of  expenditure,  to  my  mind,  and  if  something 
could  be  done  to  bring  it  clearly  to  the  eyes  of  the 
public,  I think  it  would  be  a good  thing? — Of  course 
it  always  comes  clearly  to  the  eyes  of  the  public'  at  the 
moment  you  are  legislating. 

8738.  Then  they  forget  it? — What  you  mean  is  that 
you  want  it  brought  to  their  attention  every  year? 

8739.  Yes,  I do.  It  is  comparatively  easy  for  the 

Parliament  of  to-day,  the  Government  of  to-day,  and 
the  voters  of  to-day,  to  suggest  that  posterity  should 
be  burdened  with  £80,000,000  a year.  It  does  not  re- 
quire a great  deal  of  self-sacrifice,  I consider,  but  if 
it  was  brought  sharply  to  people’s  attention  what  the 
actuarial  importance  of  that  was  in  respect  of  the  pre- 
sent Budget,  I think  it  would  have  a useful  effect. — 
Mr.  Lees-Smith  : You  mean  to  include  figures  on  such 
matters  as  Widows’  Pensions? — Mr.  U.ichens:  Yes. 
I am  thinking  rather  particularly  of  that,  and,  for 
instance,  of  the  school  teachers’  pensions.  I happened 
to  be  on  the  Committee  which  recommended  what 
those  pensions  should  be,  and  the  fund,  and  the  rest 
of  it.  Now  the  Government  have  dropped  the  fund, 
in  so  far  as  it  applies  to  this,  and  say  : “ We  will 

make  this  contribution  out  of  annual  revenue.”  In 
practice  for  the  first  few  years  the  contributions  of 
the  teachers  themselves  and  the  local  authority  are 
enough  to  pay  all  the  liabilities  on  the  fund,  therefore 
the  Government  actually  contributes  nothing  itself; 
but  it  has  an  actuarial  liability  which  it  is  simply 
putting  on  to  posterity  and  saying  nothing  about  it 
to  anyone.  That  is  what  I think  is  dangerous.  Mr. 
Bowen : Is  not  this  the  general  practice  in  other 

Countries?  Do  they  not  do  it  in  the  United  States? — 
( Witness ) : I1  cannot  speak  with  personal  knowledge 

of  the  United  States,  but  in  general  they  follow  our 
financial  system  and  I have  not  very  much  doubt  that 
they  would  provide  for  their  pensions  in  the  same 
manner  as  we  do.  I could  have  it  looked  up. 

8740.  Mr.  Lees-Smith : Are  you  responsible  for 

the  form  of  these  financial  tables? — Yes,  the 
Treasury  are,  certainly. 

8741.  Sir  Josiah  Stamp:  My  only  concern  over 

that  question  of  the  certificate  interest  is  that  while 
you  may  have  a footnote,  no  effort  is  made  to  show 
■whether  the  hidden  liability  is  increasing  from  year 
to  year,  and  if  the  National  Savings  Certificates  go 
on  increasing  tremendously  and  people  do  not  with- 
draw the  money,  this  becomes  an  increasing  sum 
and  might  attain  very  great  proportions  in  a few 
years. — What  you  would  like  probably  would  be  a 
table  giving  a series  of  years? 

8742.  Or  the  best  estimate  you  can  make,  in  a 
footnote  to  be  added  to  the  table?— They  are  all 
rough  estimates,  of  course. 

8743.  Yes,  I appreciate  that.  I think  that  could 
be  done. 

8744.  Mr.  Lees-Smith  : As  Sir  Josiah  Stamp  has 

pointed  out,  it  rather  misleads  one  as  to  the  total 
debt.  Does  it  not  also  mislead  one  as  to  the  amount 
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of  debt  that  is  in  fact  being  paid  off  each  year,  the 
amount  by  which  the  debt  is  being  reduced?  We 
get  this  broad  figure  of  £50,000,000  which  is  always 
quoted  as  the  Sinking  Fund,  and  it  is  always  assumed 
that  the  £50,000,000  Sinking  Fund  means  that  we 
are  reducing  our  debt  by  £50,000,000  a year.  In 
fact  of  course  there  is  an  increase  of  the  debt  on  the 
other  side? — Yes. 

8745.  Sir  Josiah  Stamp-.  In  time  the  interest  in 
any  given  year  on  National  Savings  Certificates 
might  even  amount  to  £50,000,000? — Yes. 

8746.  Mr.  Lees-Smith  : It  means  that  our  debt  is 
not  in  fact  getting  smaller  at  the  rate  of  £50,000,000 
a year? — I think  it  means  this,  that  whatever  total 
sums  are  applied  to  debt  redemption,  the  £50,000,000 
and  whatever  else  goes  to  it — because  there  are  other 
things  as  well — to  some  extent  that  is  offset  by  the 
fact  that  there  is  an  increase  in  this  liability,  what- 
ever it  is,  every  year.  But  is  that  of  much  impor- 
tance except  from  the  point  of  view  of  statistics? 

8747.  It  is  pro  tanto  an  argument  to  that  extent 
for  increasing  the  £50,000,000  ?— I think  that  goes 
back  to  my  original  point. 

8748.  What  I have  in  my  mind  is  whether  that  is 
not  also  a subject  for  a footnote  when  you  are  deal- 
ing, not  with  the  total  of  the  National  Debt,  but 
with  the  Sinking  Fund — that  the  £50,000,000  does 
not  really  represent  the  diminution  of  debt,  but 
there  is  an  increase  of  debt  in  other  directions? — Yes. 

8749.  Sir  Josiah  Stamp  : Supposing  the  application 
of  the  Sinking  Fund  in  the  repayment  of  debt  were 
to  get  put  into  National  Savings  Certificates,  in  the 
course  of  ten  or  twenty  years  you  would  have  an 
enormous  liability  and  you  would  be  able  to  cloak 
the  fact  that  there  was  any  interest  at  all? — Yes. 

8750.  What  is  the  amount  of  certificates  out- 
standing?— It  is  about  £360,000,000. 

8751.  It  might  even  mean  that  £15,000,000  a year 
is  accruing? — It  may  be  a little  more,  but  then 
against  that  you  pay  about  £7,000,000. 

8752.  Professor  Mall:  £7,000,000  is  budgeted  for? 
—Yes. 

8753.  Sir  Josiah  Stamp:  The  more  successful  the 
scheme  is  in  promoting  thrift  and  retaining  money, 
the  worse  this  particular  feature  gets,  from  the  point 
of  view  of  depleting  the  .Sinking  Fund? — Yes. 

8754.  Mr.  Michens  : It  would  be  possible,  I suppose, 
to  do  this,  would  it  not.  You  have  said  that  very 
roughly  the  annual  interest  is  £15,000,000  and  you 
pay  out  £7,000,000;  it  would  be  possible  to  provide 
£15,000,000  in  the  year  and  put  the  unexpended 
proportion  to  an  additional  Sinking  Fund? — That 
would  be  what  would  happen.  Thex-e  would  be  an 
apparent  Budget  surplus  which  would  fall  into  the 
Old  Sinking  Fund.  I should  not  like  to  do  it  that 
way;  I think  it  would  be  very  awkward.  I think  if 
you  were  going  to  do  it  at  all,  you  would  have  to 
increase  your  New  Sinking  Fund.  I think  when  you 
are  talking  about  the  £50,000,000,  you  have  to 
l’emember  that  that  is  not  the  only  form  of  debt 
redemption.  Quite  apart  from  anything  that  may 
come  from  the  Old  Sinking  Fund,  there  is  a good 
deal  of  debt  redemption  goes  on  through  the  telephone 
annuities  and  things  of  that  sort.  The  telephone 
debt  is  redeemed  every  year  by  an  annuity  charged 
on  Votes.  There  is  nothing  very  sacred  in  the  figure 
of  £50,000,000. 

8755.  Chairman : Would  those  other  items  be  so 
xnuch  as  £5,000,000? — I should  say  the  amount  of 
telephone  debt,  and  other  debt  of  that  kind,  which  is 
redeemed  every  year,  is  about  £5,000,000.  I should 
like  to  verify  that,  but  speaking  from  memory,  I 
think  it  must  be  so.* 

8756.  Mr.  Lees-Smith  : The  whole  £50,000,000  is 
redemption,  is  it  not? — Yes. 

8757.  Sir  Arthur  Balfour:  Plus  surpluses? — Plus 
Old  Sinking  Fund,  if  any. 

8758.  Mr.  Lee-s-Smith : What  would  that  be  used 
for? — It  would  be  applied  as  the  National  Debt 
Commissioners  thought  fit.  It  might  go  to  Treasury 


Bills.  I think  if  we  had  a small  issue  of  bonds 
running  off,  it  might  be  applied  to  that.  Or  it  might 
go  to  purchase  stock  in  the  market,  as  prices  might 
suggest. 

8759.  Mr.  Miclie-ns  : It  might  finance  your  deficit, 
might  it  not? — So  far  we  have  not  had  a deficit. 
The  next  point  is  about  the  question  of  issuing  loans 
at  a heavy  discount,  which  is  really  the  question  of 
the  3J  per  cent.  Conversion  Loan.  I think  I had 
better  discuss  that  under  two  headings;  there  are 
two  points  which  are  rather  confused.  There  is  the 
question  of  the  original  issue,  whether  it  was  the 
moment  to  make  it,  two  years  ago,  as  a matter 
of  tactics,  and  there  is  the  more  general  question 
of  whether  it  is  the  right  thing  to  do  to 
issue  stock  which  is  considerably  below  par,  as  a 
quite  general  proposition.  I think  I should  say 
that  as  a quite  general  proposition  I should  prefer 
to  issue  a stock  at  par  to  issuing  it  at  a discount, 
but  I should  immediately  qualify  that  statement 
by  saying,  as  I have  already  said,  that  when  you 
have  to  deal  with  £7,500,000,000  of  debt,  and  deal 
with  it  as  and  when  it  matures,  which  may  not  be 
at  moments  convenient  to  you,  you  have  to  make 
the  best  arrangement  you  can  in  the  light  of  the 
then  position  of  the  market.  The  general  position 
of  the  market  in  the  last  few  years  has  been  that 
the  market  has  been  full,  and  perhaps  over  full,  of 
British  Government  stocks,  and  that  a great  many 
of  these  stocks  have  been  held  by  traders  and  others 
who  took  them  during  the  War  but  who  could  not 
go  on  holding  them  as  a permanent  investment.  They 
held  them  during  the  War,  taking  money  out  of 
their  business,  which  had  got  to  go  back.  Therefore 
the  general  market  tendency,  I should  say,  was 
rather  against  Government  securities  than  in  favour 
of  them.  The  natural  tendency  was  for  people 
either  to  say,  “We  have  got  enough  of  these  and 
we  prefer  something  different,”  or  to  say,  “ I cannot 
go  on  holding  my  Government  securities  because  I 
want  the  money  back  in  my  business.”  In  the 
second  place,  there  have  been  so  many  Government 
issues  that  a great  many  lines  of  stock,  so  to  speak, 
have  been  exhausted.  There  was  enough,  let  us 
say,  5 per  cent,  loan  in  the  market  to  satisfy  every 
kind  of  person  who  could  conceivably  want  5 per 
cent.  loan.  There  was  enough  4 per  cent,  loan,  and 
there  was  even  some  4J  per  cent.  Therefore,  in  order 
to  deal  with  your  present  problem,  you  had  to  find 
some  new  form  of  stock  which  could  be  expected 
to  make  a slightly  different  appeal  to  people  than 
what  you  had  already  got  on  the  mai-ket.  As  you 
Had  got  a 5 per  cent,  and  you  had  got  a 4 per  cent, 
and  you  had  got  a 4J  per  cent.,  you  were  practi- 
cally  driven  to  a 3}  per  cent.,  unless  (this  is  purely 
a question  of  market  psychology)  you  had  merely 
gone  on  issuing  5 per  cent,  and  said,  “ People  will 
take  5 per  cent. ; it  may  be  rather  expensive,  but 
they  will  take  5 per  cent.,  and  we  had  better  go  on 
with  it.”  When  you  are  dealing  with  these  very 
large  amounts,  while  always  bearing  in  mind  the 
principle  that  everybody  would  like  to  issue  their 
stock  at  par,  you  have  to  bear  in  mind  vei'y  much 
what  you  can  get  the  market  to  take. 

Further,  I think  you  have  to  bear  in  mind  what 
your  process  is  going  to  be  for  a period  of  years. 
If  you  have  a very  large  amount  of  debt  and  if  you 
have  the  option  to  deal  with  a very  large  amount 
of  it,  £2,000,000,000  or  more,  within  a comparatively 
short  period,  you  naturally  consider  not  merely  the 
particular  operation  which  you  have  in  hand,  say, 
£100,000,000,  which  is  relatively  nothing  in  a big 
programme,  but  you  consider  what  you  hope  is  going 
to  be  the  general  process  of  events.  If  you  wish  to 
conduct  your  conversion  with  success,  by  which  I 
mean  with  decreasing  cost  to  the  State,  then  I think 
you  may  have  the  hope  that  your  stocks  will  become 
popular,  and  in  order  to  make  your  stocks  popular, 
you  have  to  make  people  think,  each  time,  that  they 
never  will  get  them  on  such  favourable  terms  again. 
In  other  words,  you  have  to  issue  something  which 
you  can  anticipate  will  appreciate.  Because  if  you  are 


* This  figure  is  correct.  O.  E.  N. 
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issuing  something  which  is  going  to  depreciate  and 
everybody  knows  it  is  going  to  depreciate,  obviously 
nobody  is  going  to  buy  it;  because  it  is  very  much 
cheaper  to  come  in  afterwards  when  it  has  depreci-' 
ated.  Therefore  I should  say  on  this  point  that  in 
principle  I should  like  to  issue  as  near  par  as  I can ; 
in  practice  I have  to  be  governed  by  the  size  of  the 
debt  that  I have  to  deal  with,  the  kind  of  programme 
I see  before  me,  and  the  state  of  mind  of  the  public, 
and  I have  to  regard  each  operation  not  entirely  as 
a thing  by  itself,  but  as  a step  in  a long  process. 
I think  a great  deal  of  the  quite  reasonable  criticism 
which  has  been  brought  against  the  original  34  per 
cent,  loan,  treated  it  as  standing  by  itself  and  over- 
looked the  fact  that  it  was  a step  in  a process;  and 
I think  one  can  claim  that  the  process  has  been  so 
far  successful  that  every  time  we  have  issued  a loan 
since  the  original  issue,  we  have  issued  it  at  a better 
price;  that  is  to  say,  that  to  that  extent  our  credit 
has  improved. 

I want  to  add  two  things.  In  the  first  place,  as 
I said  earlier,  one  has  to  remember  that  the  3^  per 
cent,  loan  is  an  undated  stock;  that  is  to  say,  it  is 
really  a permanent  annuity  with  an  option  to  the 
State  to  redeem  but  with  no  liability  to  do  so.  There- 
fore, whereas  it  is  perfectly  true  that  the  additional 
nominal  value  that  you  have  created  might  in  some 
circumstances  some  day  have  to  be  paid  off,  in  fact 
there  is  no  liability  to  pay  it  off,  and  it  need  nor 
be  paid  off  unless  the  State  thinks  it  is  desirable  or 
thinks  that  it  is  in  their  interest  to  pay  it  off.  On 
that  point  I think  the  rate  of  interest  becomes  im- 
portant, because  obviously  it  would  be  a foolish  thing 
to  do  to  issue  a perpetual  stock  at  a high  rate  of 
interest.  One  would  not  contemplate  issuing  a long 
stock  bearing  6 per  cent,  or  7 per  cent,  rate  of  in- 
terest; but  when  you  get  down  to  a rate  like  31  per 
cent.,  then  you  are  on  a scale  which,  after  all,  was 
reached  even  in  pre-war  days,  which  at  any  rate  for 
many  years  ahead  is  not  so  expensive  that  it  need 
cause  us  anxiety. 

The  other  point  I want  to  make  is  this.  The  Com- 
mittee will  have  observed  that  there  was  rather  a 
high  Sinking  Fund  attached  to  this  loan;  it  is  very 
nearly  2 per  cent.  That  is  to  be  applied  so  long 
as  the  stock  is  not  more  than  90.  If  stock  went 
above  90,  we  should  be  freed  from  the  contractual 
liability  to  apply  a Sinking  Fund  to  it.  That,  of 
course,  means  that  a good  deal  of  this  stock  will  be 
paid  off  from  the  Sinking  Fund  long  before  it  gets 
to  par,  relatively  at  somewhere  near  its  issue  price. 
So  that  on  the  one  hand  you  have  a long-dated  stock, 
the  great  bulk  of  which,  when  it  gets  near  par,  we 
need  not  redeem  unless  we  wish  to,  so  that  the  nomi- 
nal increase  is  in  that  sense  a paper  increase,  and  on 
the  other  hand  we  have  a provision  to  encourage  us 
to  redeem  it  when  it  is  not  too  expensive  to  redeem. 
Finally,  I think  one  has  to  remember  that  actuarially 
you  can  do  one  of  two  things.  You  can  either  issue 
a 4J  per  cent,  at  par  or  you  can  issue  a 3J  per  cent, 
at  73,  or  whatever  the  precise  rate  was,  at  which  we 
issued  our  loan.  Actuarially  the  two  things  are  the 
same,  I think. 

8760.  Sir  Josiah  Stamp : You  have  described  to  us 
how  you  have  to  do  business  on  a large  scale,  and 
you  are  like  a shopkeeper  who  puts  up  a notice : 

“ All  varieties  of  goods  on  hand.”  You  have  two 
things;  you  want  to  attract  customers  who  were  not 
attracted  by  your  previous  wares,  and  you  want  to 
attract  customers  who  have  already  got  that  colour 
and  want  a different  one.  You  have  not  mentioned 
one  of  the  chief  attractions  of  stock  of  - this  kind ; 
that  is,  the  tax-free  accretions,  the  value  to  the 
investor  which  arises  because  the  accretions  are  not 
liable  to  Income  Tax.  What  seems  to  me  the  most 
patent  thing  in  the  mind  of  the  investor  you  have 
not  mentioned  at  all? — No. 

8761.  Have  you  taken  into  account  the  loss  to  the 
Treasury  of  the  tax  on  accretion? — No;  I was  think- 
ing of  the  interest  rate. 

8762.  What  other  factors  are  there  to  attract  a 
lender  ? Taking  the  two  things  as  actuarially 


equivalent,  you  can  understand  a rich  man  saying : 
“I  am  going  for  this  thing  at  73;  I shall  only  be 
taxed  on  the  3J  per  cent.,  and  the  balance  of  1 per 
cent.,  that  is  really  running  up  every  year,  I shall 
not  be  taxed  on,  and  that  is  worth  having.”  I can 
understand  that.  Now  what  other  attraction  is 
there  ? — I think  one  of  the  attractions  was  the  length 
of  the  loan;  it  was  comparatively  long. 

8763.  Sir  Arthur  Balfour : Surely  another  attrac- 

tion in  the  £73  was  that  as  the  rates  of  money  fall 
he  would  be  very  unlikely  to  make  a capital  loss. — ■ 
Sir  Josiah  Stamp:  I can  understand  that  in  cases 
like  the  3-|  per  cent.,  where  there  is  no  definite  date. 
Could  you  tell  us  how  many  years  distant  from  the 
maturity  point,  the  price  at  maturity  begins  to 
affect  the  current  market  price  ? — (Witness) : 

Putting  it  in  another  way,  when  does  it  become  a 
short-dated  security?  I should,  say  within  five 
years  of  maturity,  perhaps. 

8764.  Sir  Charles  Addis : Are  you  considering  now 
fixed  dated  loans? — Sir  Josiah’s  point  is  this.  Sup- 
posing a loan  is  going  to  mature,  say,  in  1980,  and  it 
is  below  par,  its  price  has  been  fixed  in  relation  to 
other  prices  in  the  market,  but  does  the  fact  that  it 
is  going  to  be  redeemed  at  par  in  1930  bring  it  to  or 
near  par? 

8765.  Sir  Charles  Addis:  I should  have  thought  it 
would  be  rather  closer  than  five  years.  I think  five 
years  is  too  long. — Sir  Arthur  Balfour : I should  have 
said  three  years. — Sir  Josiah  Stamp:  I am  rather 
astonished  that  it  is  so  short.  I should  have  thought 
it  would  have  been  longer.  What  were  the  terms  of 
the  Victory  Bond  issue?  (Witness):  That  was  4 per 
cent.,  at  85. 

8766.  What  are  the  redemption  terms  ? — The  bond 
is  redeemed  at  par. 

8767.  At  what  length  of  time? — Fifty  -six  years 
from  when  it  started. 

8768.  So  the  point  there  is  that  the  maturity  date 
will  not  affect  the  value  for  many  years  to  come? — 
That  is  influenced  by  the  fact  that  a given  bond 
may  be  drawn  any  year,  but,  subject  to  that,  I should 
say  that  is  so. 

8769.  Sir  Arthur  Balfour:  It  is  complicated  by  the 
fact  that  money  rates  may  go  down  and  4 per  cent, 
may  look  very  attractive  ? — Yes. 

8770.  Mr.  Kichens : Assuming  it  to  be  theoretically 
desirable  to  issue  at  as  near  par  as  you  can,  yet 
having  once  embarked  on  this  31  per  cent.  Conver- 
sion Loan  scheme,  would  it  be  unfortunate  to  the 
public  credit  if  we  reverted  to  a 4J  per  cent,  loan 
next  year  or  the  year  after  ? — I am  afraid,  if  it  is, 
we  did  it  last  year.  We  issued  a 4|  per  cent. 

8771.  So  it  would  not  matter  very  much? — Within 
limits.  If  you  suddenly  now  went  back  to  5 per 
cent.,  I think  that  would. 

87 <2.  It  would  not  be  necessary  on  your  figures? — 
No,  I do  not  think  between  3J,  4 and  41  per  cent, 
there  is  very  much. 

8773.  You  would  see  no  objection  to  going  back  to 
4-J-  per  cent.  ? — I think  what  is  true  is  the  converse  of 
that.  The  3J  per  cent.,  even  though  it  was  issued  at 
a-  rate  which  made  it  over  5 per  cent,  when  it  first 
started,  I think  probably  had  a good  deal  of  psycholo- 
gical influence,  because  people  thought  we  were  going 
to  work  down  in  that  direction. 

8774.  You  think  there  would  be  no  psychological 
effect  in  the  converse  process? — Not  unless  you  pushed 
it  too  far. 

8775.  Sir  Charles  Addis  : The  return  is  the  deter- 

mining factor,  not  the  rate  of  interest. — Sir  Josiah 
Stamp : Would  you  have  an  objection  to  a loan  issued 
at  £50,  say,  at  5 per  cent,  redeemable  in  30  years? — 
(Witness):  I would  not  like  to  give  5 per  cent.,  to 

take  your  actual  figures. 

8776.  Supposing  it  was  2 per  cent.  ? — I do  not  think 
I should  like  that.  I should  think  30  years  was  much 
too  short.  If  you  are  going  into  that  sort  of  extreme 
I should  say  you  ought  only  to  do  it  for  longish  loans. 
It  is  not  necessary  for  a short  period. 

8777.  Even  if  you  work  the  thing  out  from  an 
actuarial  point  of  view  you  would  object  to  anything 
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that  started  a loan  at  so  low  a figure  as  £50? — Yes, 

1 think  I would,  mainly  on  psychological  grounds. 
The  next  point  I was  asked  was  as  to  the  comparative 
advantage  of  issuing  funded  debt  as  opposed  to  long 
term  debt.  I am  not  quit©  sure  whether  I have 
understood  your  question  rightly,  but  the  Committee 
will  correct  me  if  I have  not.  When  one  talks  about 
an  irredeemable  debt,  a funded  debt,  I imagine  one  is 
in  fact  thinking  of  the  old  Consols.  Even  Consols 
could  be  redeemed  at  the  State’s  option  on  giving  cer- 
tain notice.  The  stock  was  not  absolutely  irredeem- 
able in  that  sense,  and  I do  not  think  any  modern 
State  would  issue  a debt  which  was  absolutely  irre- 
deemable under  any  circumstances.  The  practice 
after  the  War  was  to  issue  loans  with  a fixed  date, 
and  very  often  with  two  fixed  dates,  that  is  to  say,  an 
optional  date  for  the  Government  and  a compulsory 
date  for  the  Government.  I think  the  first  thing,  the 
optional  date  for  the  Government,  is  a matter  of  great 
importance.  It  is  always  a good  thing  to  have  an 
option ; it  can  never  do  any  harm  and  it  may  do  you 
a great  deal  of  good,  because  obviously  if  money  rates 
were  going  dovTn  and  you  have  an  option  to  pay  off  a 
60  years’  loan  in  30  years,  it  is  a great  advantage  to 
you.  Therefore  I think  that  particular  date  is  an  im- 
portant thing  and  a necessary  thing. 

8778.  You  do  not  have  to  pay  very  heavily  for  it? 
—No,  I do  not  think  so.  You  would  if  your  option 
date  was  next  year,  but  for  practical  purposes  I 
think  not.  The  other  date  is  the  compulsory  date  on 
the  Government,  and  that  is  less  directly  necessary, 

I think.  I imagine  it  arose  in  this  way.  During 
the  War,  when  most  of  these  loans  were  raised, 
people  saw  loans  depreciating,  they  saw  particularly 
irredeemable  permanent  loans  running  away  to  next 
to  nothing.  Consequently  the  feeling  in  the  market. 

I think,  was  this.  If  we  have  a fixed  date,  even  if  it 
is  40  years  hence,  at  any  rate  we  know  that  40  years 
hence  we  shall  be  paid  at  par  and  we  shall  be  able 
to  cut  our  losses  up  to  that  point.  And  the  fact, 
that  that  is  so,  you  can  see  in  things  like  some  of 
the  India  Stocks,  where  there  is  quite  a difference 
in  the  price  between  the  irredeemable  stock  and  the 
redeemable  stock,  I think  a difference  of  something 
like  a quarter  per  cent.  As  to  the  reaction  of 
that  on  the  borrower,  if  a lender  thinks  that  owing 
to  the  fact  that  he  is  certain  to  be  repaid  at  par  30 
years  hence,  he  has  got  a better  security  than  some- 
thing which  he  may  never  be  repaid  at  all,  or  at  any 
rate  at  any  date  that  he  can  see,  I should  think 
very  likely  one  gets  that  back  in  the  price.  I would 
add  that  I do  not  believe  that  it  would  be  possible 
to  float  a large  loan  in  the  City  which  had  not  got  a 
fixed  date;  I do  not  think  the  market  would  take  it. 
simply  because  they  had  seen  these  things  running 
away.  Whether  that  condition  will  last  or  not  I 
do  not  know.  The  3J  per  cent,  was  a kind  of 
mixture,  because  although  it  had  not  got  a fixed 
date  it  had  other  attractions.  So  I should  say  that 
the  advantage  or  disadvantage  between  the  so-called 
funded  debt,  which  means  a debt  which  the  State 
has  the  power  to  repay  at  an  unknown  date  on 
giving  certain  notices,  and  a debt  which  has  got  a 
fixed  date  for  payment,  is  very  largely  a matter  of 
market  psychology.  I do  not  think,  apart  from  that, 
it  matters  from  any  other  point  of  view  very  much, 
but  if  the  psychology  of  the  market  is  in  the  direction 
of  giving  a better  price  for  a definite  date  for 
compulsory  repayment,  then  we  had  better  have  a 
definite  date.  On  the  other  point  I think  it  is 
obvious  that  a definite  option  to  the  State  to  repay 
at  a fairly  early  date  is  a matter  of  considerable 
importance. 


8779.  Chairman  : ITow  are  you  to  find  the  most 

opportune  time  to  go  on  to  the  market? — Of  course 
there  are  certain  times  which  are  obviously  not  good 
times  for  an  issue. 

8780.  Do  you  call  bankers  and  others  into  con- 
ference; do  you  confer  in  some  form  or  other? — 
We  certainly  consult  the  Bank  of  England.  I should 
say  we  do  not  generally  consult  the  other  bankers, 
although  it  has  been  done  in  some  of  the  very  big 
War  Loans ; but  as  a general  rule  we  do  not  consult 
the  other  bankers. 

8781.  Sir  Charles  Addis : I do  not  know  that  [ 

gather  from  your  remarks  that  you  attach  the 
importance  that  I should  have  thought  you  would 
have  assigned  to  a specific  Sinking  Fund?  In  com- 
paring, for  example,  funded  debt  and  a fixed-dated 
debt  people  are  very  much  swayed  by  the  fact  of 
whether  a specific  Sinking  Fund  is  attached  to  a 
loan? — I do  not  mean  to  suggest  that  was  not  so, 
only  I was  rather  dealing  with  the  point  as  to  whether 
it  was  a good  thing  to  have  a fixed  date  or  not, 
rather  than  to  have  a Sinking  Fund.  Really  I think 
the  fixed  date  in  a sense  is  a kind  of  Sinking  Fund, 
because  it  means  that  the  man  knows  that,  say,  in 
1930  he  will  be  repaid  at  par.  If  that  is  not 
sufficient  for  him  he  may  want  to  have  a Sinking 
Fund  as  well,  which,  after  all,  means  that  he  will  be 
able  to  realise  his  stock  at  par  or  near  par,  say,  ten 
years  earlier  than  that. 

8782.  My  point  was  rather  the  reverse  of  that — 
that  the  comparison  with  the  3]  per  cent.  Conversion 
Loan  is  affected  by  the  fact  that  there  is  a very 
considerable  Sinking  Fund  attached  to  it? — Yes. 

8783.  It  is  not  a fair  comparison  with  an  irre- 
deemable loan? — No,  I agree.  I thought  I had  said 
so. 

8784.  In  any  case  the  point  ought  to  be  brought 
out  that  the  Sinking  Fund  is  a determining  factor? 
—Yes. 

8785.  Mr.  Hichens  : Would  it  be  of  any  advantage 
to  you  if  you  had  the  right,  in  respect  of  any  future 
funded  loan,  to  redeem  not  the  whole  but  a certain 
percentage  annually  after  a certain  date  by 
drawings? — You  do  not  mean  an  obligatory  Sinking 
Fund  to  do  so,  but  an  option? 

8786.  An  option  to  do  it.  You  may  have  a very 
big  issue  of,  say,  3]  per  cent,  stock.  It  may  not  be 
practical  politics  for  you  to  convert  the  whole  of  it: 
on  the  other  hand,  it  might  be  in  the  neighbour- 
hood of  par  or  tending  to  get  above  par  and  it  might 
be  difficult  to  buy  in  the  open  market  for  the  Sink- 
ing Fund? — From  my  point  of  view  it  would  be  a 
very  considerable  advantage  in  these  big  loans  to  be 
able  to  say  : “ I am  going  to  redeem  £200,000,”  or 
whatever  it  is.  The  mere  apparatus  of  appealing  to 
the  holders  of  the  loan  is  something  appalling — the 
amount  of  notices  you  have  to  send  out,  and  all 
the  rest  of  it. 

8787.  If  you  draw  by  lot? — No;  you  get  out  of  it 
then,  but  at  present  it  is  appalling.  What  th©  effect 
of  that  would  be  on  the  market  prospects  I am  not 
quite  sure — whether  that  would  be  considered  to  be 
a serious  factor  against  the  issue  of  the  loan. 

878S.  But  if  it  did  not  come  into  operation  until, 
say,  1960,  I should  not  have  thought  anybody  would 
have  noticed  it? — It  might  be  an  advantage.  You 
are  speaking,  of  course,  only  of  the  big  loans.  You 
would  not  do  it  for  comparatively  small  things. 

8789.  That  is  so  ? — I think  it  might  be  an 
advantage. 


( Adjourned  for  a short  time.) 
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8790.  Chairman  : I think  yon  have  now  reached  the 
question  of  Sinking  Funds? — The  next  point  was 
the  various  types  of  Sinking  Fund;  that  is  to  say, 
either  a Sinking  Fund  as  part  of  a fixed  annuity 
or  a Sinking  Fund  standing  on  its  own  basis.  The 
traditional  method  has  been  to  have  a fixed  debt 
charge,  that  is  to  say,  a fixed  sum  per  annum  for 
all  the  service  of  the  debt.  The  Sinking  Fund 
portion  of  that  is  whatever  is  left  over  when  you 
have  paid  the  interest,  the  characteristic  being  that 
the  total  sum  provided  remains  constant  from  year 
to  year.  That  has  been  our  historic  policy,  and 
there  is  no  doubt  that  there  is  a good  deal  of  senti- 
mental feeling  and  attachment  for  that. 

8791.  Mr.  Lees-Smith  : Are  you  referring  to  Sir 
Stafford  Northcote’s  scheme? — Yes,  I was  thinking 
of  the  period  from  1875.  I was  not  going  further 
back  than  that. 

8792.  The  historic  policy  is  that  the  Sinking  Fund 

has  been  cumulative? — Yes.  I imagine  that  the 

bases  of  that  idea  were  two.  In  the  first  place  that 
the  service  of  the  debt  was  relatively  small,  in  the 
region  of  £30,000.000  to  £25.000,000.  and  that  what- 
ever was  left  for  Sinking  Fund  out  of  that  total 
would  not  he  very  large,  and  the  amount  itself  was 
not  an  excessive  debt  burden.  The  other  reason 
probably  was  that  there  was  a sort  of  feeling  that 
somehow  or  other  a fixed  annuity  was  less  likely  to  be 
raided  than  a specific  sum  on  which  you  could  put 
your  finger  and  say:  “That  is  Sinking  Fund.”  I 
think  those  are  probably  the  logical  grounds  of  that 
arrangement.  Then  there  is  the  other  policy,  which 
was  the  policy  adopted  three  years  ago,  of  charging 
in  your  Budget  every  year  the  interest  whatever  it 
was,  together  with  the  cost  of  management  and  ex- 
penses, whatever  they  were,  and  then  having  a fixed 
sum  for  Sinking  Fund,  the  effect  of  which  was  that 
the  Sinking  Fund  part  remained  constant,  but  the 
total  of  the  two  varied.  Personally  I rather  doubt 
whether  the  idea  of  an  annuity  for  the  debt  service, 
based  on  a kind  of  notion  that  you  hide  away  the 
Sinking  Fund,  and  therefore  it  would  not  he  touched, 
was  ever  a valid  idea;  because  in  point  of  fact  the 
Sinking  Fund  has  been  raided  and  apart-  from  raids 
it  has  been  reduced  from  time  to  time.  I doubt 
whether  under  modern  conditions  there  is  any 
particular  attraction  in  an  annuity,  and  it  seems  to 
me  that  it  has  the  disadvantage  that  you  do  not 
bring  out  clearly  before  the  world  what  your  real 
Sinking  Fund  is.  It  is  perfectly  true  you  can  get 
at  it  by  looking  at  accounts,  but  it  does  not  come  out 
as  a salient  fact.  I do  not  suppose  the  ordinary  man 
in  the  street  in  pre-war  days  had  the  remotest  idea 
of  what  the  actual  amount  of  the  New  Sinking  Fund 
was,  whereas  everybody  knows  that  the  present  Sink- 
ing Fund  is  £50,000.000.  So  I personally  am  inclined 
to  doubt  whether  it  gives  you  any  protection  which 
is  worth  having,  and  I am  inclined  to  doubt  whether 
under  that  method  you  get  the  full  effect  on  your 
credit  of  a known  and  established  Sinking  Fund. 

Moreover,  when  you  are  dealing  with  a debt  charge 
of  the  size  we  are  dealing  with,  that  is  to  say,  when 
we  started  this  policy,  about  £350,000,000  a year, 
about  half  the  whole  Budget,  it  seems  to  me  from  the 
point  of  view  of  practical  politics  almost  impossible 
to  believe  that  the  taxpayer  will  be  willing  to  go  on 
paying  £350,000.000  when  he  need  not;  I mean  when 
he  is  not  bound  to  do  so  for  a minimum  Sinking 
Fund  and  his  interest.  I think  if  you  had  started 
by  saying : “ We  will  have  a fixed  debt  charge  of 
£350,000,000,  the  Sinking  Fund  part  going  up  as  the 
other  goes  down,”  it  would  simply  have  meant  that 
in  a very  short  time  the  Sinking  Fund  would  have 
been  raided  and  altered.  I think  also  the  fact  that 
you  have  specific  Sinking  Funds  attached  to  certain 
loans  rather  alters  the  position.  In  pre-war  days 
there  was  no  'Sinking  Fund  attached  to  anything 
except  to  some  terminable  annuities.  It  was  a 
general  Sinking  Fund ; therefore  whatever  danger 
there  might  be  of  raiding  was  greater  then  than,  I 
should  say,  it  is  now,  because  it  was  easier  to  do. 


My  personal  predilection,  therefore,  both  on  grounds 
of  psychology  and  on  grounds  of  practical  convenience 
— by  which  I mean  having  a figure  which  is  less  likely 
to  be  changed  in  fact — is  to  adopt  the  system  which 
we  have  in  fact  adopted,  to  provide  for  the  interest 
as  required,  to  give  the  taxpayer  the  benefit  of  the 
reduction  of  interest  that  we  achieve,  and  to 
maintain  your  Sinking  Fund  amount  as  an  admitted 
figure  that  you  are  not  ashamed  of,  in  fact  which  you 
rather  like  to  make  public  to  the  world.  I believe 
from  that  point  of  view  the  present  system  has 
advantages  over  the  historic  system,  but  I think  I 
should  have  to  admit  that  probably  the  conservatively 
minded  financial  opinion  of  this  country  would  very 
likely  take  the  opposite  view.  Personally  I think  it 
is  clearer  and  more  desirable  as  the  thing  stands. 

8793.  Mr.  Lees-Smith  : You  would  get  the  Sinking 
Fund  very  much  larger  under  the  fixed  debt  charge  in 
the  long  run? — Yes,  but  you  must  not  press  that  too 
far,  because  long  before  you  had  arrived  at  the  stage 
that,  of  the  £350,000,000,  say  £250,000,000  was 
Sinking  Fund,  you  would  get  your  Sinking  Fund 
reduced.  When  your  annuity  yielded  such  a large 
part  of  the  Sinking  Fund  I do  not  believe  for  a 
minute  that  it  would  be  retained. 

8794.  Sir  Josiah  Stamp:  It  might  be  influenced 

by  the  weight  of  taxation  generally  in  years  to  come. 
If  taxation,  by  the  process  of  reduction,  had  got  to  a 
reasonable  figure,  you  might  say:  “Now  we  will 
have  a standard  for  the  two  together  ”? — Yes,  but  it 
would  be  equally  easy  to  say : “ My  £50,000,000 

shall  be  £75,000,000.” 

8795.  JVr.  Lees-Smith : If  you  had  a cumulative 
annuity  of  £350,000,000  on  the  Stafford  Northcoto 
principle,  have  you  worked  out  how  long  it  would 
take  to  pay  off  the  National  Debt? — I have  not 
worked  it  out,  but  I suppose  it  would  take  40  or  50 
years.* 

8796.  And  the  present  Sinking  Fund  would  take 
how  long? — This  one  would  take  about  120  years  if 
you  merely  went  on  with  that,  but,  as  I said  when  I 
was  here  before,  to  my  mind  perhaps  the  greater  im- 
portance of  the  Sinking  Fund  is  not  the  fact  that 
you  are  going  to  extinguish  your  debt  within  a 
certain  period,  but  the.  fact  that  you  are  going  to 
be  able  to  convert  it  on  favourable  terms.  I can  have 
those  figures  worked  out  if  you  would  like  to  have 
them. 


* The  rate  at  which  a fixed  debt  charge  annuity  would  redeem 
the  dead-weight  debt  necessarily  depends  on  assumptions  (a)  as 
to  the  amount  required  throughout  the  period  of  the  annuity  for 
interest  charges,  (b)  as  to  the  basis  on  which  the  sinking  fund 
portion  of  the  annuity  can  in  fact  over  a period  of  years  be 
applied  in  the  market  in  the  purchase  of  stock  or  accumulated. 
Xeither  of  these  factors  can  be  known  with  certainty  in  advance, 
and  the  question  put  to  me  can  therefore  only  be  answered  on 
certain  assumptions,  which  assumptions  might  or  might  not  be 
realised. 

Taking  the  dead  weight  debt  at  a round  figure  of  £7,600 
millions,  on  the  assumptions  indicated  as  to  the  average  interest 
charge  on  the  debt  throughout  the  period  and  the  average  at  which 
the  sinking  fund  could  be  used  or  accumulated,  the  results  would 
be  as  follows  : — 


Annual  debt  annuity. 

£350  millions.  £400  millions. 
Assuming  4 \o/0  interest  the  annuity 
would  extinguish  the 
debt  in  approxi 
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The  periods  based  on  interest  up  to  4 per  cent,  correspond 
approximately  with  the  figure  of  40  to  50  years  which  I gave  off- 
hand in  answer  to  a question  when  before  the  Committee. 

It  will  be  observed  that  a variation  in  the  total  of  the  annuity 
does  not  produce  a mathematical lv  corresponding  variation  in  the 
period  for  which  the  annuity  has  to  run,  c.g .,  at  4£  per  cent,  a 
£350  million  annuity  would  run  for  86  years,  and  £400  million 
annuity  for  44  years  (not  for  |ths  of  the  first  period).  This  is 
because  the  portion  of  the  annuity  required  for  interest  on  the 
debtremains  the  same  in  both  cases,  and  consequently  the  Sinking 
Fund  portion  of  the  annuity  increases  in  a ratio  higher  than  the 
proportionate  increase  in  the  total  annuity,  and  moreover  this 
increase  accumulates  at  compound  interest.  O.  E.  N. 
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8797.  I would  like  to  have  them? — I will  send  a 
note  about  that.  Then  I think  the  next  point  raised 
is  the  practicability  and  convenience  of  limiting  the 
Budget  provision  for  debt  redemption  to  an  amount 
varying  with  the  state  of  trade.  I think  on  the 
basis  of  the  £50,000,000  Sinking  Fund  I should  be 
entirely  opposed  to  that  idea ; because  to  get  the 
value  out  of  your  Sinking  Fund  it  seems  to  me  that 
what  you  have  to  bind  yourself  to  do  is  to  produce 
each  year,  a good  year  or  bad  year  or  whatever  it 
may  be,  at  any  rate  a minimum  amount.  If  you 
had  a very  good  year  unexpectedly  you  would  get 
presumably  a surplus  on  your  Budget,  and  you 
would  therefore  get  an  Old  Sinking  Fund,  and 
increase  debt  redemption  that  way.  But  to  get  the 
real  effect  I think  you  are  bound  to  have  a minimum 
amount  which  you  pledge  yourself  to  pay,  just  as 
after  all  a commercial  company,  if  it  has  debentures 
running  off,  likes  to  pay  off  its  debentures  for  the 
sake  of  its  credit.  I think  it  is  the  same  principle 
here.  If  the  Sinking  Fund  figure  was  very  high,  if  it 
was  £150,000,000  instead  of  £50,000,000,  then  the 
proposition  becomes  a little  more  debateable,  but  if 
yoir  regard  £50,000,000,  as  I feel  inclined  to  regard  it, 
as  an  irreducible  minimum,  then  I certainly  would 
not  approve. 

8798.  The  proposition  was  that  you  should  have 
an  irreducible  minimum  suited  to  your  compara- 
tively bad  times,  but  that  you  should  have  an  index 
or  some  way  of  adding  to  it  in  good  times? — It 
depends  a good  deal  on  what  figures  you  are  speaking 
of. 

8799.  The  idea  was  that  you  should  have,  say, 
£45,000,000  fixed  and  £5,000,000,  £10,000,000  or 
£15,000,000  on  top  of  that  according  to  prosperity. 
After  all,  if  you  are  going  to  fix  a figure  which  is 
going  to  be  fitted  to  good  and  bad  times  alike,  you 
must  not  put  it  too  high.  The  other  system  seemed 
to  allow  more  elasticity? — 'That  is  just  my  objection 
to  it.  I do  not  want  to  have  elasticity.  You  would 
be  bound  to  get  in  practice  every  year  endless  argu- 
ment as  to  whether  this  was  a case  when  you  should 
have  the  higher  figure  or  the  lower  figure,  and  I am 
afraid  those  discussions  would  be  conducted  on 
political  grounds.  It  is  putting  temptation  in  the 
way  of  the  Treasury  to  which  they  had  much  better 
not  be  subjected.  I would  much  prefer  to  have  a 
fixed  figure.  I would  say  this  also.  Assuming  that 
you  have  to  spend  about  £50,000,000  anyhow  owing 
to  your  contractual  obligations,  then  whether  you 
provide  that  from  Sinking  Fund  or  not  it  really  comes 
down  to  this : you  are  going  to  take  that  amount 
of  money  out  of  trade  anyhow,  because  you  have  to 
pay  those  obligations;  are  you  going  to  take  it  out 
in  taxes  or  are  you  going  to  take  part  of  it  out  in 
loans?  It  has  got  to  come  out  of  the  industrial 
pool  one  way  or  the  other. 

8800.  Sir  J osiah  Stamp  : A portion  will  go  back  ? 
— Yes,  but  it  is  going  to  come  out  one  way  or 
another,  and  I do  not  believe  that  any  plan  which 
would  land  you  in  the  position  of  having  to  borrow 
for  your  unavoidable  contractual  obligations  is  a 
sound  one.  I do  not  think  it  is  going  to  make  any 
great  difference  to  trade  in  the  last  economic  resort, 
but  what  I may  call  the  political  objection  of  not 
having  a fixed  figure  which  you  are  bound  to  stick 
to,  and  not  having  the  sentiment  in  the  outside 
world  that  whatever  happens  you  are  going  to  stick 
to  that  figure,  seems  to  me  conclusive  against  that 
method.  You  say  you  could  have  an  addition  if 
you  were  very  prosperous.  I wonder  whether  in 
practice  that  would  ever  occur.  I think  you 
would  always  find  good  reason  for  saying  you  were 
not  sufficiently  prosperous  that  particular  year. 

8801.  Mr.  Hichens : As  a matter  of  fact,  does 
the  increase  in  the  revenue  arise  in  the  year  of 
prosperity  or  after?  The  Income  Tax  would  not 
3e.  paid  till  the  year  after? — It  would  tend  to 
arise,  at  any  rate,  to  a considerable  extent  after- 
wards. The  things  would  not  actually  coincide. 

' 802.  And  by  that  time  strong  pressure  would  be 
brought  to  reduce  taxation  to  help  trade?— Yes.  My 


general  feeling  is  that  the  temptations  to  raid  the 
Sinking  Fund  are  quite  sufficiently  strong  without 
adding  another  one. 

8803.  Mr.  Lees-Smith : You  mentioned  once  or 
twice  that  you  think  the  chief  purpose  of  the  Sinking 
Fund  is  to  facilitate  conversions;  I would  like  you  to 
develop  that  a little.  Do  you  mean  that  it  generally 
adds  to  the  status  of  British  stocks,  or  do  you  mean 
that  the  actual  process  of  using  this  £12,000,000  or 
£14,000,000  balance  in  buying  up  the  stocks  keeps  up 
their  price? — What  I mean  is  that  the  knowledge  that 
we  are  reducing  our  debt  by — I use  the  figure 
£50,000,000 — tends  to  improve  our  credit  as  time 
goes  on,  cumulatively  from  year  to  year,  and  there- 
fore tends  to  enable  us  to  effect  our  conversions  at  a 
better  rate.  Supposing  we  had  no  (Sinking  Fund  at. 
all  and  we  were  not  reducing  our  debt,  I doubt  very 
much  whether  we  should  be  able  very  effectively  to 
convert  at  a much  reduced  rate.  I think  the  influence 
of  a known  fact,  the  steady  redemption,  is  of  essential 
importance  for  producing  remunerative  conversion. 
The  fact  that  the  total  is  being  reduced  also  has  some 
weight,  but  the  other  thing  has  much  more 
importance. 

8804.  Mr.  Hichens  : That  would  be  true  in  the  case 
of  France ; her  loans  at  the  present  time  bear 
increased  rates  of  interest? — Yes.  That  is  partly  due 
to  the  fact  that  she  is  still  borrowing  new  money. 
Tn  order  to  make  conversions  successfully  you  have 
to  do  more  than  simply  maintain  your  status  quo  ; 
you  have  to  be  steadily  diminishing  every  time. 

8805.  Sir  J osiah  Stamp : A suggestion  has  been 
made  that  a fixed  figure  over  a long  period  tends  to 
become  relatively  too  light  as  time  goes  on,  and  that 
with  increased  population  and  increased  national 
wealth  it  should  be  increased.  Therefore  what  you 
want  is  that  something  in  relation  to  your  Income 
Tax  yield,  say  a yield  of  Is.  in  the  £,  should  be 
treated  as  the  figure? — It  is  the  choice  beween  what 
looks  like  ia  more  or  less  arbitrary  increase  of  your 
£50,000,000  when  you  arrive  at  a given  point,  or  an 
automatic  adjustment  going  on  from  year  to  year. 
The  second  is  obviously  the  more  scientific  of  the  two, 
but  I wonder  whether  in  practice  it  would  ever  work. 
It  seems  to  me  that  it  is  much  easier  in  practice  to 
maintain  a fixed  figure  and,  if  you  must,  every  20  years 
perhaps  reconsider  your  figure,  than  to  have  this 
question  coming  up  in  some  form  or  other  every  year. 
From  the  point  of  view  of  practice,  my  inclination 
is  rather  to  give  it  a rest  and  then  take  it  up  if  you 
must.  The  worst  of  all  these  automatic  arrangements 
is  that  they  look  very  nice  but  when  you  come  to  put 
them  in  practice,  on  every  occasion  somebody  will 
find  some  reason  why  this  is  an  exceptional  year.  I 
prefer  to  be  tied  up. 

The  next  question  was  with  regard  to  the  ad- 
vantages and  disadvantages  of  hypothecating  the 
proceeds  of  Death  Duties  to  debt  redemption.  The 
argument,  I take  it,  for  paying  over  the  Death 
Duties  to  Sinking  Fund  is  this : that  the  Death 
Duties  are  paid  out  of  capital,  and,  as  the  sums  used 
for  debt  redemption  are  returned  to  the  capital 
market,  if  you  make  them  identical  with  the  Death 
Duties,  you  are  returning  what  you  take  out  and 
you  are  maintaining  the  general  capital  position  of 
the  country  as  it  was  when  you  started.  That,  I 
imagine,  is  the  argument  that  has  been  put  to  you. 

8806.  The  argument  has  taken  another  form,  a 

variant  of  that.  'Some  people  hold,  quite  wrongly 
as  I imagine,  that  Death  Duties  are  necessarily  taken 
out  of  the  national  capital  in  the  way  that  an 
equivalent  amount  of  money  from  some  other  source 
would  not  be,  and  that  we  are  spending  it  as  revenue 
and  we  ought  not  do  this.  It  is  to  avoid  the  spend- 
ing of  capital  as  income.  Sir  Charles  Addis:  You 
do  not  attach  much  weight  to  that?  Sir  J osiah 
Stamp : No,  I think  it  is  quite  fallacious. 

( Witness ) I should  not  be  in  favour  of  paying  Death 
Duties  directly  to  the  Sinking  Fund.  I think  the 
original  argument  goes  a little  too  far  both  ways. 
Tn  the  first  place,  I am  not  at  all  sure  that  Death 
Duties  are  the  only  form  of  taxation  which  falls  or 
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may  fall  on  capital.  To  take  but  one  instance,  surely 
if  you  have  a very  high  Income  Tax — supposing  you 
had  an  Income  Tax  of  15s.  in  the  £ — that  must 
seriously  diminish  the  funds  which  are  available  for 
saving  and  investment,  and  therefore  that  would, 
I think,  very  probably  also  fall,  at  any  rate  to  some 
extent,  upon  capital.  I do  not  think  the  differential 
which  is  used  is  correct.  On  the  other  side,  I am 
not  at  all  convinced  that  Death  Duties  as  we  have 
them,  fall  exclusively  on  capital.  Apart  from  the 
fact  that  a number  of  people  insure  against  Death 
Duties,  a great  many  people,  I should  have  thought, 
aim  at  leaving  a certain  amount  of  money  for  their 
descendants  and  dependents,  and  I am  not  at  all  sure 
that  they  do  not  very  likely  save  rather  more,  know- 
ing that  there  is  going  to  be  a Death  Duty  on  them, 
than  they  might  otherwise.  If  that  were  so,  to  that 
extent  the  Death  Duty  would  not  fall  on  capital, 
but  would  fall  on  income.  It  seems  to  me  that  you 
get  it  both  ways,  that  in  the  first  place  the  Death 
Duty,  in  so  far  as  it  falls  on  capital  is  not  the  only 
kind  of  tax  which  falls  that  way;  in  the  second  place 
at  any  rate  a portion  of  the  Death  Duties  does  not 
fall  on  capital;  so  that  the  alleged  basis  does  not 
seem  to  me  to  be  at  any  rate  absolutely  accurate. 
Quite  apart  from  that,  I shorild  have  two  other 
objections.  I do  not  think  that  it  at  all  follows  that 
the  amount  you  ought  to  be  providing  for  Sinking 
Fund  on  the  general  consideration  of  your  financial 
position,  is  necessarily  the  same  as  the  amount,  you 
happen  to  be  getting  from  Death  Duties,  even  on  the 
assumption  that  Death  Duties  came  completely  out  of 
capital. 

8807.  The  connection  is  fortuitous? — I think  it  is 
quite  fortuitous.  I think  I might  put  it  in  this  way. 
It  might  be  found  desirable  on  quite  different  grounds 
of  policy  to  re-arrange  Death  Duties,  to  put  more 
or  less  on  Death  Duties  and  less  or  more  on  something 
else,  as,  for  instance,  was  done  in  last  year’s  Budget. 
That  might  be  thought  desirable  on  quite  general 
grounds  of  financial  policy,  but  it  would  not  at  all 
follow,  that  being  the  case,  that  necessarily  your 
Sinking  Fund  total  ought  to  be  altered  at  all.  It 
is  quite  a separate  question,  to  my  mind.  I do  nor 
see  why  necessarily  a re-arrangement  which  might 
on  other  grounds  be  thought  desirable  between  Death 
Duties  and  other  forms  of  tax  should  necessarily 
affect  the  amount  of  your  Sinking  Fund. 

8808.  Mr.  Sickens : In  regard  to  debenture  issues, 

and  so  forth,  the  general  idea  is  that  the  Sinking 
Fund  or  the  repayment  should  be  made  out  of  revenue 
and  not  out  of  capital? — Yes. 

8809.  That  is  the  general  principle  of  the  Sinking 

Fund,  is  it  not? — Yes,  quite.  Finally  I very  much 
dislike,  from  an  administrative  point  of  view 
identifying  any  particular  revenue  with  any  parti- 
cular  expense.  It  is  perfectly  true  that  there  are 
cases  where  that  has  been  done.  I think  they  are 
wrong  in  principle  and  generally  embarrassing  in 
practice.  I do  not  see  why  the  Death  Duties  should 
form  an  exception  to  that  general  principle:  And 

incidentally  to  that,  there  is  this  point.  If  your 
Death  Duty  revenue  is  paid  into  your  Budget  in 
the  ordinary  way,  as  it  is  now,  if  you  have  a deficit 
on  your  Death  Duties  for  any  reason,  that  might  be 
made  good  by  the  surplus  on  some  other  tax,  and 
your  general  Budget  position  remains  unaltered. 
Now  if  you  turn  your  Death  Duties  into  a particular 
canal  which  leads  to  Sinking  Fund  you  are  de- 
priving yourself  of  that  margin  of  balance  to  keep 
your  general  position  straight.  I think  it  is  a 
matter  of  a great  deal  of  importance  in  a large 
Budget  that  you  should  have  complete  freedom  of 
action,  that  you  should  have  your  revenue  coming  so 
far  as  you  can  straight  into  your  Exchequer  unallo- 
cated to  any  particular  thing,  and  your  expenditure 
going  straight  out  of  it  unallocated  out  of  any  par- 
ticular thing;  and  on  that  ground  also  I should  not 
like  to  see  the  Death  Duties  ear-marked  to  Sinking 
Fund.  I do  not  believe  it  necessarily  gives  the  right 
measure  of  what  your  Sinking  Fund  should  be,  and  I 


do  not  think  that  in  practice  it  would  be  a con- 
venient method.  I think  I would  go  as  far  as  this. 
While  I would  not  ear-mark  a particular  revenue  to 
a particular  expenditure,  and  while  I would  not 
maintain  that  the  precise  Sinking  Fund  was  neces- 
sarily the  precise  amount  of  the  Death  Duty,  I 
should,  I think,  like  to  see  a kind  of  general  equi- 
valence between  them.  I certainly  should  not  like  to 
see  a Death  Duty  of  £10,000,000  and  a Sinking  Fund 
of  £50,000,000,  and  I do  not  think  I should  like  to 
see  a Death  Duty  producing  £150,000,000  with  a 
Sinking  Fund  of  £50,000,000.  I should  like  there  to 
be  a quite  general  sort  of  rough  correspondence.  At 
the  present  moment  we  have  Sinking  Fund  at 
£50,000,000,  and  Death  Duty  at  £60,000,000  or 
£65,000,000.  That  satisfies  me.  I think  that  is  as 
far  as  I would  go  on  the  Death  Duty  correspon- 
dence. 

8810.  Mr.  Lees-Smith : Why  do  you  want  a rough 
correspondence? — I think  by  and  large  there  is  some 
truth  in  the  view  that  some  of  the  Death  Duty  does 
come  out  of  capital. 

8811.  You  accept  that  doctrine? — To  some  extent. 
I cannot  accept  it  without  qualification. 

8812.  Sir  -Josiah  Stamp:  You  are  really  insuring 
against  the  possibility  of  it  being  true? — I certainly 
would  not  ear-mark  it,  and  I would  not  put  it  higher 
than  that  I would  like  to  see  some  general  correspond- 
ence between  the  two. 

8813.  Mr.  Lees-Smith  : If  it  is  fallacious  I suppose 
you  would  not  press  that? — I am  quite  open  to  con- 
viction. It  is  only  my  present  feeling  about  that. 
I have  a sort  of  feeling  that  it  is  rather  a good  thing 
to  have  a not  too  great  discrepancy  between  the  two, 
but  I do  not  quite  know  what  the  arguments  against 
it  are. 

8814.  Sir  J osiah  Stamp  : I think  that  the  view  that 
it  is  taken  out  of  capital  and  spent  on  revenue  is 
fallacious? — I may  be  wrong  in  my  view.  I admit 
having  that  feeling,  but  I certainly  would  not  allow  it 
to  carry  me  further  than  the  point  I have  put. 

Then  there  is  the  question  of  attaching  a definite 
Sinking  Fund  to  a specific  loan.  I think  one  has 
to  consider  that  from  two  points  of  view;  first  of  all 
from  the  point  of  view  which  would  occupy  one  when 
one  was  floating  a given  loan,  that  is  to  say : Is  this  a 
good  way  of  making  this  particular  loan  an  easy 
market  proposition?  The  second  thing  is,  apart 
from  that,  supposing  you  could  do  equally  well  with- 
out it,  is  it  a good  thing  to  have  your  Sinking  Fund 
ear-marked?  On  the  first  point  I am  certainly  in- 
clined to  think  that  in  the  last  five  or  six  years,  and 
perhaps  for  some  time  to  come,  the  attachment  of  a 
Sinking  Fund  has  certainly  helped  specific  loans 
which  we  have  produced.  People’s  confidence  in 
monetary  matters  has  been  shaken  by  the  experience 
of  the  War  and  the  experience  of  other  countries,  and 
they  have  attached  perhaps  more  importance  to  the 
certainty  that  the  particular  thing  that  they  have 
invested  in  was  going  to  be  kept  relatively  near  the 
issue  price  or  par  than  they  might  have  in  other 
circumstances.  So  that  I am  inclined  to  think  that 
as  a matter  of  practical  politics  the  attachment  of 
specific  Sinking  Funds  was  necessary  and  probably 
paid  us. 

From  the  other  point  of  view,  from  the  point  of 
view,  so  to  speak,  of  the  ideal  Sinking  Fund,  whether 
it  is  desirable  to  be  bound  in  your  Sinking  Fund  or 
not,  it  seems  to  me  there  are  two  possible  points  of 
view.  On  the  one  hand,  applying  the  doctrine  I was 
putting  just  now,  one  may  feel,  having  a given  fund 
for  Sinking  Fund,  it  is  better  to  leave  discretion  as 
to  how  that  fund  should  be  applied,  as  to  what  par- 
ticular stock  should  be  bought  at  a particular 
moment,  to  the  National  Debt  Commissioners  or  who- 
ever are  authorised  to  deal  with  it.  If  you  take  the 
view,  for  instance,  that  it  is  desirable  to  reduce  the 
Floating  Debt  it  might  seem  rather  embarrassing  to 
have  to  devote  a considerable  part  of  your  Sinking 
Fund  to  reducing  practically  your  longest  term  loans. 
You  might  prefer  to  use  your  Sinking  Fund  to  pay 
off  your  early  maturities  and  not  have  to  redeem,  to 
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unfund,  so  to  speak,  your  5 per  cent.  War  Loan,  or 
one  of  your  long  loans.  From  that  point  of  view 
there  is  no  doubt  that  the  allocation  to  specific  funds 
is  in  a way  a little  embarrassing.  But  there 
is  another  point  of  view.  In  pre-war  days  there  was 
a Sinking  Fund  and  there  were  Consols  and  various 
other  forms  of  debt,  but  there  was  no  definite  bargain 
with  the  holder  that  any  particular  part  of  his  loan 
would  he  redeemed  at  any  particular  time.  It-  may 
be  said  there  was  a kind  of  moral  implication  that  it 
would  be  used  fairly  all  round  and  would  not  be  cut 
off,  but  there  was  no  specific  bargain  by  which  the 
State  was  bound.  The  fact  of  having  a specific  Sink- 
ing Fund  has  this  effect,  whether  you  consider  it  as  an 
advantage  or  not  depends,  I think,  on  your  point  of 
view,  but  it  certainly  has  this  effect : that  it  is  very 
much  more  difficult  to  raid  your  Sinking  Fund.  In 
pre-war  days  if  you  had  chosen  you  could  have  said : 
“ I will  not  pay  off  any  of  my  £700,000,000.”  People 
might  have  said:  “That  is  very  bad  for  credit,” 
but  they  could  not  not  have  said  : “ That  is  a breach 
of  faith.”  They  could  have  said:  “It  is  a moral 
breach  of  faith,”  but  it  is  not  a literal  breach  of 
faith  with  any  given  stockholder.  Now  under 
present  circumstances  it  would  be  a literal  breach  of 
faith  with  your  stockholder.  If  you  wanted  to  do  it 
you  would  have  to  provide  the  same  money  and  re- 
borrow, and  whether  that  would  be  carrying  out  the 
spirit  of  the  prospectus  would  be  a question.  There- 
fore you  get  this  other  point  of  view ; whereas  on  the 
one  hand  it  is  rather  embarrassing  to  be  bound  down, 
out  of  your  limited  Sinking  Fund,  to  specific  issues 
which  might  not  be  the  issues  which  for  other  reasons 
you  would  like  to  redeem  at  that  moment,  on  the 
other  hand  the  existence  of  the  specific  Sinking 
Funds  is  to  my  mind  a very  considerable  protection, 
if  you  desire  to  have  protection,  against  having  the 
Sinking  Fund  raided. 

8815.  Mr.  Lees-Smitli : You  have  a fund  now  of 
£12,000,000  or  £14,000,000,  which  you  could  raid? — 
Not  really,  you  have  your  £30,000,000  or  £40,000,000 
fixed,  and  you  have  contingent  claims  on  the 
balance  which  would  almost  certainly  arise  if  you 
tried  to  reduce  the  statutory  £50,000,000.  Perhaps 
I might  just  add  this.  I should  not  like  to  see  a 
Sinking  Fund  which  merely  just  covers  specific  funds 
and  leaves  no  money  for  free  play.  I think  that 
would  be  a mistake. 

I think  the  next  point  was  various  proposals  which 
have  been  put  to  you.  First  of  all  Professor  Bowley 
wished  to  link  up  debt  repayment  with  unemployment 
diminution.  As  I understand  Professor  Bowley’s 
scheme,  his  idea  was  to  have  a large  sum — I think  he 
mentioned  £100,000,000  by  way  of  example — the  first 
claim  on  which  was  to  be  public  works,  and  whatever 
was  left  was  to  go  to  Sinking  Fund.  From  what  I 
have  said  before,  I naturally  should  not  agree  with 
that,  because  that  would  leave  me  with  no 
certain  Sinking  Fund  whatever.  It  might  be  a great 
deal,  it  might  be  very  little,  but  it  would  not  leave 
me  a fixed  sum  which  everybody  would  know  was 
coining  every  year,  and  therefore  I think  would  very 
largely  take  away  from  the  effect  which  I should 
hope  to  produce  by  a Sinking  Fund.  That  would  be 
all  I should  feel  about  that  from  a debt  point  of  view , 
but  from  another  point  of  view  it  seems  to  me  that, 
as  Professor  Bowley  puts  his  scheme,  it  would  result 
in  the  public  works  which  he  proposes  being  con- 
ducted completely  without  any  Parliamentary 
authority  at  all.  You  would  have  this  fund  of  so 
much  and  his  Committee  (I  think  he  proposed  to  have 
a Committee  who  would  decide  how  much  would  go 
into  it  every  year)  would  be  in  a position  to  launch 
out  into  all  sorts  of  public  works  without  any 
Parliamentary  authority  at  all.  I doubt  the  'wisdom 
of  that.  If  one  had  a scheme  like  Professor  Bowley’s 
I am  not  sure  what  the  real  economic  difference 
would  be.  It  seems  to  me  that  if  you  hold  that  the 
Sinking  Fund  moneys  go  back  to  the  investment 
market  in  some  form  or  other,  the  effect  of  diminish- 
ing the  Sinking  Fund  part  and  increasing  the  public 
works  part  would  be  that  general  industry  would  get 
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less  and  particular  kinds  of  industries,  particularly 
those  industries  which  happened  to  be  employed  by 
local  authorities  or  the  State  on  the  ordinary  kinds 
of  public  works,  would  get  more.  But  as  between  the 
expenditure  of  the  given  sum  over  all  as  Sinking 
Fund,  or  over  all  as  works,  apart  from  the  view  you 
take  as  to  the  relative  wisdom  of  private  persons  or 
public  authorities  in  spending  money,  it  seems  to  me 
the  ultimate  economic  effect  would  be  very  much  the 
same.  The  same  amount  of  money  returns  and  pre- 
sumably finds  its  way  into  industry,  whether  it  goes 
indirectly  through  trade  or  whether  it  goes  more 
directly  through  some  form  of  organised  public  works. 
But  from  my  point  of  view,  I should  dislike  that 
scheme,  because  it  does  not  give  me  a fixed  and  known 
Sinking  Fund,  which  is  what  I want. 

The  next  point  is  a proposal  of  Mr.  Keynes,  that 
we  should  endeavour  to  raise  loans  the  interest  of 
which  would  depend  upon  some  index  of  prices  and 
vary  with  that  index  of  prices.  Mr.  Keynes,  as  far 
as  I understand,  put  that  forward  rather  on  the 
ground  that  there  was  a class  of  the  public  who 
would  like  to  have  that  kind  of  loan,  that  it  was  a 
kind  of  loan  which  would  be  attractive  to  some 
people.  I do  not  quite  see  why  it  should  attract 
anybody.  In  countries  where  there  have  been  very- 
great  changes  in  currency  value,  in  Germany,  for 
instance,  they  did  at  one  time  issue  at  any  rats 
notes,  and  I think  bonds,  which  were  based  on  the 
prices  of  rye,  for  instance.  That  kind  of  scheme  is 
rather  connected  in  one’s  mind  with  a country  with 
very  serious  fluctuations  and  very  serious  financial 
disturbances.  I should  doubt  whether  the  general 
view  here  would  be  that  the  future  has  disturbances 
in  store  for  us  of  such  a size  that  it  is  really  worth 
while  to  try  to  insure  against  them. 

8816.  Sir  Josiah  Stamp  : I do  not  think  the  idea 

behind  it  was  so  much  fluctuations  as  a steady 
secular  trend.  The  idea  held  by  Mr.  McKenna  and 
Mr.  Keynes  was  that  as  gold  would  tend  to  rise,  that 
is  to  say,  the  value  of  goods  would  fall,  loans  of  this 
description  would  naturally  attract  one?— There 
might  be  some  people  who  do  so,  but  I doubt  whether 
the  ordinary  investor  takes  the  long  and  rather 
elaborate  view  that  Mr.  Keynes  and  Mr.  McKenna 
did.  I think  this  would  be  too  clever  altogether.  I 
have  some  reason  for  thinking  that,  because  some 
years  ago  we  did  issue  bonds,  5 to  15  years  Treasury 
Bonds,  the  interest  on  which  varied,  not  with  prices, 
but  according  to  the  Treasury  Bill  rate,  and  of  course 
the  Treasury  Bill  rate,  at  long  last,  really  varies  to 
some  extent  with  the  variation  of  prices.  So  it  was 
rather  on  the  lines  of  Mr.  Keynes’  suggestion.  Those 
bonds  were  not  a success ; nobody  wanted  them.  What 
people  wanted  to  know  was  : “ Am  I going  to  get 

£X?  ” They  do  not  think  beyond  tha-t. 

8817.  We  are  not  a sufficiently  sophisticated  people 
yet? — No.  Before  the  State  started  on  a fancy  line 
of  that  kind,  I should  like  to  see  it  tried  by  some 
private  person,  say  by  one  of  our  more  enterprising 
insurance  companies;  let  them  raise  some  capital 
in  that  way. 

8818.  Professor  Hall:  If  the  amount  you  had  to 
pay  annually  varied  in  this  way,  how  would  you  meet 
it  on  the  revenue  side  ? — You  would  have  that  amount 
of  extra  variation  in  your  Budget. 

8819.  Do  you  think  there  is  any  difficulty  on  that 
side? — I should  not  have  thought  there  would  be 
much  difficulty  on  that  side,  because  I should  not 
think  the  variation  of  whatever  your  index  is  would 
be  sufficiently  violent  to  make  much  difference. 

8820.  Unless  of  course  we  had  a series  of  years  like 
the  war  years  ? — Yes,  my  main  objection  to  it  is  that 
I do  not  believe  it  would  attract  anybody. 

Then  there  was  the  scheme  that  Dr.  Dalton  put  be- 
fore you,  of  levying  a new  Estate  Duty  to  be  used 
for  debt  redemption.  I think  my  criticism  of  that 
would  be  this.  If  you  wished  to  increase  debt  re- 
demption and  have  a larger  Sinking  Fund,  then  I 
should  be  in  favour  of  doing  it  directly  as  a direct 
tax,  whatever  it  is — an  additional  tax  in  some  form 
or  other,  and  increase  your  Sinking  Fund.  That  is 
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perfectly  intelligible.  But  I do  not  think  I would  do 
it  in  the  rather  elaborate  form  that  Dr.  Dalton  sug- 
gests. For  one  thing,  he  suggests  that  his  additional 
tax  might  be  paid  in  securities,  Government  or  other- 
wise, or  even  land,  I think.  That  means  considerable 
administrative  difficulties  and  would  be  likely  to  land 
the  State  in  the  end  in  a loss,  because  it  has  got  to 
take  a risk  on  the  securities  and  has  to  take  a risk 
on  the  selling  of  the  land.  It  suits  the  State  much 
better  that  it  should  collect  this  money  in  cash  from 
the  taxpayer  and  not  have  the  trouble  of  realisation. 

8821.  Sir  Arthur  Balfour-.  It  is  an  allocated 
Capital  Levy.  That  is  what  it  is,  is  it  not? — 1 think 
Dr.  Dalton  made  clear — at  any  rate  I think  it  was 
his  opinion — that  this  should  be  an  additional  duty. 
Obviously  if  you  merely  took  a certain  bit  of  the 
Death  Duties  as  they  now  are  and  increased  the  Sink- 
ing Fund,  you  would  have  to  make  that  up  in  another 
way.  I think  I am  right  in  assuming  that  he  means 
an  additional  tax.  At  one  stage  in  his  evidence  he 
put  this  forward,  I think,  as  equivalent  to  the 
Rignano  plan.  As  far  as  I understand  that  plan, 
it  does  not  seem  to  me  that  Dr.  Dalton’s  plan  was 
the  same  at  all,  because  under  the  Rignano  plan 
you  put  an  extra  burden  on  the  second  transmis- 
sion of  acquired  wealth,  but  under  Dr.  Dalton’s 
plan  it  seems  to  me  that  you  put  am  additional 
burden  on  the  first  transmission,  because  you  say 
to  the  man:  “I  am  going  to  make  part  of  your 
legacy  terminable  and  I will  give  you  a 20  years’ 
terminable  annuity  for  part  of  it.1'  Therefore  what 
is  really  passing  on  the  first  transmission  is  not 
the  full  annual  value  of  the  wealth,  but  it  is  the  full 
annual  value  of  the  wealth  diminished  by  that  part 
of  the  annuity  which  is  terminable.  So  that  his 
burden  falls  on  the  first  transmission  and  not  on  the 
second  transmission.  As  a matter  of  detail,  I should 
feel  that  from  the  point  of  view  of  the  payer  of  the 
tax,  the  plan  might  have  this  disadvantage  : that  it 
gives  him  a security  in  the  form  of  a terminable 
annuity  with  which  he  is  credited  at  the  actuarial 
value — so  much  terminable  annuity  equivalent  to  a 
certain  part  of  his  estate — but  in  fact  the  market 
value  of  that  terminable  annuity  would  probably 
be  considerably  less  than  the  actuarial  value, 
because  practically  speaking  nobody  wants  a 20 
years’  annuity.  Therefore,  from  the  point  of  view 
of  the  taxpayer,  it  would  seem  to  me  that  this 
would  put  a rather  heavier  burden  on  him  than  the 
actuarial  equivalent  which  had  been  taken  from 
him.  Incidentally  you  will  observe  that  the  pro- 
posal would  not,  as  I think  Dr.  Dalton  admitted, 
in  any  way  reduce  your  debt  charges  for  the  first 
20  years.  I think  I should  sum  up  my  view  on 
that  in  this  way : that  I do  not  see  any  very  great 
advantage  in  this  plan,  and  it  seems  to  me  to  have 
the  disadvantages  as  compared  with  an  ordinary 
tax  raised  for  the  same  purpose,  that  in  the  first 
place,  you  get  less  immediate  contribution  to  debt, 
and  in  the  second  place  you  get  it  in  a less  con- 
venient form,  because  part  of  it  is  in  land  and 
securities,  and  that  from  the  point  of  view  of  the 
beneficiaries  the  burden  on  them  is  probably 
heavier  than  the  advantage  that  comes  to  the  State. 

8822.  Sir  Arthur  Balfour:  It  is  a slightly  dis- 
guised Capital  Levy,  really.  Mr.  Lees-Smith : It  is 
an  annual  payment? — (Witness):  It  is  going  to  be 
levied  as  a Death  Duty,  is  it  not? 

8823.  Sir  Arthur  Balfour : As  a new  Estate  Duty, 
he  put  it? — I should  not  have  thought  it  was  quite 
a Capital  Levy.  My  general  feeling  about  it  rather 
is  that  the  machinery  is  too  cumbrous  to  produce 
the  result.  That  is  my  main  criticism  of  it. 

8824..  Sir  JosiaJi  Stamp:  It  is  true  you  would 
be  taking  away  from  a man  actuarially  a certain 
sum,  the  market  value  of  which  is  much  less,  but 
that  is  not  a really  material  point,  if  he  is  quite 
content  to  live  it  out?— Yes;  I do  not  put  it  very 
high  ; I think  it  just  a point. 

The  next  thing  was  a proposal  by  Mr.  Hoare 
that  you  should  issue  either  a tax-free  2J  per  cent 
stock,  or  a taxable  3f  per  cent,  stock,  'which  was 


to  be  redeemable  on  demand.  I do  not  see  any 
advantage  in  that.  It  seems  to  me  that  what  that 
amounts  to  is  the  unfunding  of  your  funded  debt 
and  turning  it  all  into  Floating  Debt,  which  I should 
regard  as  an  extremely  dangerous  step.  Incidentally 
I do  not  quite  see  who  is  going  to  take  this  2|  per 
cent,  annuity  repayable  on  demand.  I could 
imagine  the  money  market  taking  it  so  long  as  the 
short  money  rate  was  less  than  2J,  but  as  soon  as 
it  got  higher  it  has  no  particular  attraction  for 
them,  and  as  regards  the  public  at  large,  after  all 
they  can  get  2J  per  cent.,  for  practical  purposes 
without  deduction  of  Income  Tax,  by  depositing  it 
in  the  Savings  Bank.  Why  should  they  suddenly 
take  this  new  line? 

8825.  Sir  Arthur  Balfour  : The  demand  would  al- 
ways be  at  an  inopportune  moment? — Yes.  The  great 
drawback  would  be  that  you  would  turn  your  debt 
into  payment  on  demand.  Mr.  Hoare  seemed  to 
think  that  this  was  analogous  to  Mr.  Goschen’s  con- 
version. I think  you  have  had  a note  on  that,  so  1 
will  not  go  into  that  more  than  to  say  that  so  far  as 
I can  see,  the  conditions  under  which  the  Goschen 
conversion  was  conducted  were  entirely  different  from 
the  conditions  that  there  would  be  here.  To  take  but 
one  instance : at  the  time  of  the  Goschen  conversion 

the  State  was  in  a position  to  say:  “We  will  pay 

you  off  in  12  months  time  if  we  wish,”  and  the  state 
of  the  market  was  such  that  if  people  had  been 
paid  off,  they  could  only  have  X'einvested  on  terms 
very  much  like  the  terms  that  Goschen  gave  them. 
Of  course  there  is  no  analogy  to  that  at  the  present 
moment. 

Then  there  was  a suggestion  of  Mr.  Keynes  about 
the  Colonial  Stock  Act.  If  I may  say  so,  I thought 
Mr.  Keynes,  in  his  evidence,  was  really  trying  to  deal 
at  the  same  time  with  two  quite  separate  matters;  at 
any  rate  I should  prefer  to  treat  them  separately. 
One  was  the  question  of  whether  the  result  of  the 
Sinking  Fund  was  to  force  people  whose  stocks  were 
redeemed  by  the  Sinking  Fund  into  Dominion  stocks, 
which  he  thought  undesirable ; and  the  other  was 
the  really  quite  separate  question,  or  only  slightly 
connected  question,  whether  in  point  of  fact  the 
policy  of  the  Colonial  Stock  Act,  by  which  Dominion 
loans  became  Trustee  securities  here,  was  a wise  policy 
or  not.  On  that  second  point  I should  feel  inclined  to 
say  that  the  area  of  Trustee  Stocks,  as  it  is  now,  is 
certainly  as  large  as  it  ought  to  be,  and  is  probably 
too  large,  and  I should  think  if  in  1900  we  had  en- 
visaged the  fact  that  Trustee  Stocks  were  going  to 
be  enlarged  by  the  enormous  volume  of  British  War 
Securities,  we  should  probably  have  felt  grave  doubts 
about  the  policy  of  the  Colonial  Stock  Act.  I do  not 
at  all  hold  the  view  that  it  is  desirable  to  extend  the 
area  of  Trustee  Stocks  beyond  a comparatively  small 
limit.  There  is  another  aspect,  which  is  not  a finan- 
cial aspect  at  all.  There  is  the  aspect  of  general  Im- 
perial policy,  whether  for  Imperial  reasons  it  Is 
desirable  or  not  to  offer  some  kind  of  preference  to 
the  Dominions  as  is  done  in  the  Colonial  Stock  Act, 
I do  not  think  that  is  a question  with  which  I need 
deal  at  the  moment.  My  general  view,  not  particu- 
larly about  the  Colonial  Stock  Act,  but  about  the 
Trustee  Acts  as  a xvhole,  is  that  probably  if  one  had 
foreseen  in  1893,  when  the  Act  was  passed,  and  in 
1900,  when  the  Colonial  Stock  Act  was  passed,  the  im- 
mense extension  of  the  Trustee  Stock  area,  one  would 
have  taken  a more  limited  view.  There  I think  I 
should  agree  with  what  is  at  the  back  of  Mr.  Keynes’ 
mind,  although  I might  not  put  it  quite  in  the  same 
way.  Where  I rather  disagree  with  Mr.  Keynes  is 
in  regard  to  the  fear  that  he  seems  to  hold  that  owing 
to  the  application  of  the  £50,000,000  Sinking  Fund 
to  the  £7,500,000,000  odd  debt,  the  unfortunate  trus- 
tees who  are  paid  off  from  British  stocks  would  be 
forced  to  take  up  other  trustee  stocks  such  as  those 
of  the  Dominions,  which  he  regards  as  less  desirable. 
I cannot  bring  myself  to  believe  that  the  effect  of  so 
small  a Sinking  Fund  on  so  large  a debt  is  really  to 
force  any  reluctant  trustee  into  a Dominion  loan, 
if  he  does  not  want  to  go  there.  Because,  after  all, 
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by  bo  means  all  the  holders  of  British  Government 
Stocks  are  trustees.  Very  large  amounts  of  British 
Government  Stocks  certainly  are  held  by  Government 
Departments,  banks  and  businesses,  and  though  I do 
not  know,  I should  imagine  the  extent  of  trustee 
holdings  in  British  Government  Stocks  is  perhaps 
one-fifth;  certainly  not  more.  Therefore  any  trustee 
who  happens  to  be  paid  off  by  a not  very  large 
Sinking  Fund,  and  who  does  not  wish  to  desert  the 
British  Government  security,  ought  not  to  have  any 
difficulty  whatever  in  replacing  his  stock.  Quite 
apart  from  that,  in  point  of  fact  there  are  additions 
to  British  Trustee  Stocks  every  year  which  must 
come  to  far  over  £50,000,000.  I am  thinking  chiefly 
of  local  authorities,  many  of  whose  stocks  are  Trustee 
Stocks,  who  are  raising  considerable  sums  of  money. 
Apart  from  that,  there  are  the  various  Guaranteed 
Loans, the  Trade  Facilities  Loans,  and  Local  Loans. 
So  that  I cannot  conceive  that  a £50,000,000  Sinking 
Fund  can  really  put  any  trustee  into  the  awkward 
position,  that,  in  order  to  retain  his  money  in  trustee 
securities,  he  has  got  necessarily  to  invest  in  Colonial 
Stock  if  he  does  not  wish  to  do  so. 

8826.  Mr.  Sickens  : In  any  case,  I suppose  it  is 

true  that  few,  if  any,  Colonial  securities  have  depre- 
ciated so  much  as  Consols? — Not  so  much  as  Consols. 

8827.  For  the  reason  that  all  Colonial  securities  of 
that  nature  are  redeemable  at  par  at  a given  date? 
— Yes. 

8828.  Which  is  a very  important  consideration 
from  the  point  of  view  of  the  trustee,  is  it  not? — 
Certainly.  What  I really  do  not  follow  in  Mr. 
Keynes’  argument,  is  this.  It  may  be  the  case  that 
trustees  ought  not  to  be  encouraged  by  law  to  invest 
iu  particular  kinds  of  stock,  or  it  may  be  the  case 
that  it  is  not  to  the  national  advantage  that  invest- 
ments should  be  made  outside  this  country  as  against 
inside  the  country,  but  I cannot  see  that  the  exist- 
ence of  a Sinking  Fund  of  not  very  large  proportions 
has  really  any  particular  influence  on  that. 

8829.  Sir  Josiali  Stamp:  That  is  to  say,  assume  the 
trustees  have  to  deal  with,  say,  £25,000,000  of  it, 
there  are  suitable  municipal  and  other  stocks  in  the 
market? — Yes,  even  British  Government  Stocks. 

8830.  Professor  Hall : What  would  have  been  the 
position  of  trustees  had  there  been  no  War  Loans  in 
which  to  invest  after  1914?— They  would  have  had  a 
far  less  extensive  area  to  invest  in.  They  would  have 
been  in  their  pre-war  position ; they  would  not  have 
been  any  worse  off. 

8831.  I wanted  to  find  out  if  those  opportunities 
would  still  exist  even  if  they  were  to  leave  War  Loan 
altogether ?— How  do  you  mean? 

8832.  If  there  had  been  no  War  Loan,  they  would 
have  found  investments?— If  there  had  been  no  War 
Loan,  their  investments  would  roughly  have  been 
limited  to  the  pre-war  Consols,  British  Stocks,  such 
Local  Loans  as  there  were,  some  Local  Authorities’ 
Loans,  and  the  Dominion  Loans,  and  one  or  two 
Railway  Stocks,  which  were  always  Trustee  Stocks, 
they  would  have  been  in  the  same  position  as  they 
always  had  been. 

8833.  And  those  stocks  still  remain  ? — Yes. 

8834.  So  that  they  would  be  no  worse  off,  really? — 
No  worse  off  at  all. 

8835.  It  is  not  a serious  injury  ?— No,  I do  not  think 
so  at  all.  What  has  happened  is  that  they  have  now 
got  a choice  bigger  by  £7,500,000,000  and  a higher 
rate  of  interest. 

Then  the  last  point  was  a suggestion  by  Mr. 
otrachey,  which  I think  I have  really  dealt  with  in  a 
way,  already.  So  far  as  I understand  him,  he  wished 

get  rid  of  the  Sinking  Fund  by  turning  most  of  the 
cent  into  a one  hundred  years’  annuity  which  was 

cail3  4 w per  cent,  interest,  and  also  whatever 


was  necessary  for  the  Sinking  Fund.  Incidentally 
he  seems  to  me  to  overlook  altogether  me  existence 
of  the  contractual  liabilities  for  redemption  which 
I have  talked  about.  I u-u  not  know  how  he  proposes 
under  his  plan,  unless  he  converts  the  whole  of  the 
existing  stock  into  his  new  4-|-  per  cent,  annuities, 
to  deal  with  the  liabilities  for  the  existing  stocks;  but 
1 assume  that  he  is  going  to  get  round  that  by  con- 
verting the  whole  into  his  new  stock;  to  which  my 
answer  would  be  that  if  I was  going  to  set  up  a 
100  years’  annuity,  I should  certainly  hope  not  to  pay 
per  cent,  interest  plus  Sinking  Fund.  The  clanger 
of  a long  annuity,  is  that  in  order  to  get  your  annuity 
accepted  now  when  rates  are  high  and  when  I should 
have  thought  annuities  were  not  particularly  popular, 
you  have  to  pay  a very  high  rate  of  interest  and  you 
are  bound  to  that  rate  for  whatever  may  be  the  period 
of  your  annuity.  On  the  other  hand,  if  you  have  a 
short  annuity,  naturally  nobody  will  take  it  up.  I 
do  not  think  there  was  really  very  much  in  Mr. 
Strachey’s  plan.  I noticed,  incidentally,  he  thought 
we  were  relieving  debt  at  a feverish  rate ; personally 
I think  the  fever  is  a low  one. 

8836.  Sir  Josiah  Stamp : I think  under  cross-ex- 

amination he  limited  the  area  of  his  proposal,  rather. 
He  agreed  that  so  far  as  the  thing  was  a mathematical 
equivalent  of  one  form  and  the  other,  there  was 
nothing  in  it  to  the  State  in  the  long  run,  but  so 
far  as  you  could  get  in  between  the  people’s  psycho- 
logy and  the  mathematics  and  snatch  an  advantage, 
you  might  try  to  popularise  it?— Yes,  I see  that,  but 
I do  not  understand  that  argument.  What  is  the 
psychological  attraction  of  an  annuity?  One  attrac- 
tion which  he  seemed  to  indicate  was  that  people 
would  think  that  an  annuity  was  less  likely  to  be 
suddenly  cut  off  than  other  forms  of  investment  might 
be.  That  does  not  seem  to  me  to  be  a very  good  argu- 
ment, and  psychologically  I should  not  have  thought, 
from  the  point  of  view  of  an  investing  party,  that 
there  was  any  great  desire;  at  any  rate  the  figures 
do  not  show  it. 

8837.  No,  I think  he  would  admit  that.  He  said 

they  were  not  popularised,  but  you  might  by  propa- 
ganda say  to  people:  “ Would  you  not  like  to  have 

i per  cent,  more  in  your  lifetime  and  not  bother  about 
the  future?  ” that  1 per  cent,  being  less  than  the  ac- 
tuarial equivalent?  — I cannot  help  feeling  that  if 
there  were  anything  in  that,  it  would  have  been  done 
by  the  insurance  companies  long  ago.  I would  like 
to  give  you  one  piece  of  history  on  that,  remembering 
of  course,  that  history  does  not  always  repeat  itself. 
In  the  early  part  of  the  nineteenth  century,  when  we 
were  faced  by  very  much  the  same  problem,  when 
the  normal  rate  of  interest  was  3 per  cent,  and  our 
standard  was  a 3 per  cent,  stock,  the  Government  of 
the  day  in  fact  offered  annuities.  It  offered  to  n-ive 
for  every  £100  of  3 per  cent.  Consols,  a 3 per  cent, 
annuity  for  100  years,  plus  £3  bonus  in  cash  down, 
which  bonus  in  cash  was  considerably  above  the 
present  value  of  the  difference ; so  that  was  rather  a 
generous  offer.  There  was  only  one  response,  which 
was  a single  tender  of  £3,000.  Apart  from  that,  for 
many  years  we  did  offer  terminable  annuities  from 
10  years  upwards,  according  to  choice.  That  incident 
was  in  1833.  Between  1830  and  1S40  we  only  sold 
£16,000,000,  and  in  the  whole  period  of  60  years 
down  to  1890  the  total  stock  was  only  £22,000.000  of 
tei  minable  annuities.  So  that  unless  psvchology  has 
•very  much  changed, _ which  I doubt,  it  does  not  look 
to  me  as  if  the  terminable  annuity  was  a very  popular 
sort  of  stock.  I think  the  only  thing  left  is  that  I 
was  going  to  get  some  calculations  for  Mr.  Lees-Smith 
as  to  when  the  debt  would  be  extinguished  bv  a cumu- 
lative annuity  of  either  £300,000.000  or  £350,000,000. 

I will  have  that  sent  to  you. 

Chairman : Thank  you  very  much, 


(The  Witness  withdrew.) 
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Mr.  W.  H.  Coates,  LL.B.,  B.Sc.,  called  and  examined. 
Evidence-in-chiee  handed  in  by  Mr.  Coates. 


Incidence  oe  Income  Tax. 

1.  During  the  six  years  ended  October  last  I held 
the  post  of  Director  of  Statistics  and  Intelligence  in 
the  Inland  Revenue  Department — a post  which  I 
have  since  resigned.  When  the  Committee  on 
National  Debt  and  Taxation  was  appointed,  it 
occurred  to  me,  as  one  of  its  chief  tasks  would  be 
the  consideration  of  the  incidence  of  the  Income  Tax 
and  Super-tax,  that  it  might  be  possible  to  utilise 
the  statistical  material  passing  through  my  hands 
in  an  attempt  to  shed  some  light  on  this  difficult 
question.  I was,  of  course,  aware  of  the  marked 
diversity  of  opinion  which  exists  on  the  subject. 
There  are  two  opposite  schools  of  thought.  On  the 
one  hand  the  economists  who  have  studied  it  have 
come  to  the  broad  conclusion  that  an  Income  Tax, 
being  a tax  imposed  upon  marginal  yields  of  profit, 
cannot  by  its  nature  enter  into  or  form  part  of  the 
costs  of  production  and  that  it  is  therefore  not  possi- 
ble for  a;  person  upon  whose  profits  the  tax  is  laid 
to  pass  on  that  tax,  in  the  price  of  his  product,  to 
the  consumer.  In  effect,  the  economic  writer  says 
that  the  incidence  of  the  tax  is  upon  the  person  in 
respect  of  whose  profits  it  is  imposed.  The  other 
school  adopts,  broadly  speaking,  a directly  opposite 
view.  It  holds  strongly  that  a tax  on  income,  just 
in  the  same  way  as  a tax  on  goods,  does  not  finally 
rest  upon  the  immediate  taxpayer,  but  is  diffused 
by  him  over  the  whole  community  by  way  of  a re- 
covery of  the  tax  in  the  price  which  is  charged  for 
the  products  consumed.  This  conclusion  means  that 
the  incidence  of  the  tax  is  on  the  general  consumer. 
The  question  was  which  was  the  better  of  these  two 
views?  During  the  past  few  months  steps  were 
accordingly  taken  to  analyse  and  tabulate  some  of 
the  unique  statistical  material  which  emerges  in  the 
course  of  the  administration  of  the  Income  Tax,  to 
see  if  it  would  throw  any  light  on  the  problem.  The 
result  is  embodied  in  the  memorandum  which  has 
been  circulated  to  the  Committee  under  the  title 
of  “ The  Incidence  of  Income  Tax.”*  This  document 
constitutes  my  real  evidence-in-chief,  but  in  view  of 
its  length  and  complexity  some  of  the  chief  poi n ta 
are  set  out  briefly  in  the  following  paragraphs. 

2.  Although  the  statistics  presented  in  the  memo- 
randum referred  to  are  based  upon  material  collected ' 
in  the  course  of  my  official  work,  the  responsibility 
for  the  manner  in  which  they  have  been  analysed 
and  presented  rests  entirely  upon  myself.  The  con- 
clusions also  which  are  there  expressed  are  to  be  taken 
as  my  own  personal  conclusions  and  the  necessity 
for  identifying  the  Board  of  Inland  Revenue  with 
them  does  not  arise.  They  must  not  be  read  as  bind- 
ing that  Board  in  any  way  or  as  necessarily  accepted, 
or  rejected,  by  the  Inland  Revenue  Department. 
The  evidence  which  I am  giving  is  therefore  per- 

*  Printed  as  Appendix  XI  to  the  Committee’s  Report. 


sonal  evidence,  although  it  is  based  upon  informa- 
tion which  came  into  my  hands  while  I occupied  the 
official  position  to  which  I have  referred. 

3.  In  view  of  the  differences  between  the  two 
schools  of  thought  referred  to,  every  effort  was  made 
to  confine  the  memorandum  to  facts  and  to  base  any 
conclusions  drawn  upon;  the  statistics  alone.  No 
attempt  was  accordingly  made  to  examine  those  diffi- 
cult aspects  of  the  effects  of  the  tax  which  may  be 
grouped  under  the  head  of  psychological  reactions. 
That  is  not  to  say  that  the  existence  of  such  effects 
is  denied.  On  the  contrary  I should  fully  admit 
them.  It  is  only  desired  to  give  a warning  that 
such  considerations  have  been  deliberately  excluded, 
except  in  so  far  as  the  statistics  may  in  themselves 
bear  silent  witness  to  the  degree  of  their  reality. 

4.  The  broad  view  of  the  incidence  of  taxation 
which  is  to  be  gathered  from  speeches  and  writings 
of  practical  business  men  is  that  high  taxation  has 
a very  adverse  effect  upon  the  prosperity  of  indus- 
try. Numerous  extracts  from  speeches  expressing 
this  view  are  set  out  in  Annexe  I to  the  memo- 
randum. As  the  Income  Tax  and  Super-tax  when 
taken  together  are  the  largest  single  source  of  revenue 
in  the  British  system  of  taxation,  L assumed  that 
this  charge  might  be  taken  as  directed  largely  against 
these  taxes. 

5.  Although  Income  Tax  and  Super-tax  are  ad- 
ministered  separately — the  former  having  a localised 
administration  through  the  various  bodies  of  Com- 
missioners of  Income  Tax  and  the  Super-tax  having 
a centralised  administration  through  the  Special 
Commissioners  of  Income  Tax — these  two  taxes  aie 
fiscally  one.  Only  by  considering  them  together 
can  a correct  view  be  obtained  of  the  progressive 
nature  of  income  taxation  in  this  country.  Just 
as  below  a certain  point  in  the  whole  range  of  in- 
comes, provisions  exist  for  reducing  the  standard 
rate  of  Income  Tax,  so  above  that  point  provisions 
exist  for  increasing  it.  The  former,  that  is,  the 
provisions  for  reducing  the  standard  rate  of  Income 
Tax,  are  to  be  found  in  the  various  sections  of  the 
Income  Tax  Acts  which  provide  personal  allowances, 
deductions  and  reliefs,  the  scope  and  nature  of  which 
vary  according  to  the  circumstances  of  the  taxpayer. 
The  latter  provisions — those  for  increasing  the 
standard  rate  of  Income  Tax — are  contained  in  those 
sections  of  the  Income  Tax  Acts  which  relate  to 
Super-tax.  Although  the  Income  Tax  is  commonly 
spoken  of  in  terms  of  the  standard  rate  in  force  at 
the  moment,  this,  manner  of  speaking  tends  to  dis- 
guise the  real  nature  of  the  tax.  In  effect  eveffy 
taxpayer  has  his  own  peculiar  rate  of  fax,  deter- 
mined by  such  considerations  as  the  amount  of  his 
total  income,  his  marital  condition,  his  family  re- 
sponsibilities, and  the  sources  from  which  his  income 
is  drawn.  The  only  true  test  of  the  rate  of  tax  borne 
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by  any  individual  is  to  take  that  individual’s  total 
liability  in  terms  of  tax  and  to  divide  the  amount 
of  his  tax  by  the  amount  of  his  total  income  as 
computed  for  the  purpose  of  Income  Tax.  This  com- 
putation gives  what  is  known  as  the  effective  rate 
of  ta.x  per  pound  of  statutory  income.  In  judging 
the  line  of  graduation  of  the  tax  one  must,  of  course, 
compare  like  with  like,  that  is  to  say,  take  a series 
of  individuals  in  like  circumstances  and  differing 
only  in  point  of  their  total  income.  When  that 
course  is  followed  it  will  be  found  that  the  effec- 
tive. rate  of  Income  Tax  (including  Super-tax)  rises 
gradually  from  a fraction  of  a penny  in  the  £ to 
a maximum  which  approaches  closely  to  the  sum  of 
the  standard  rate  of  Income  Tax  and  the  highest  rate 
of  Super-tax.  The  standard  rate  of  Income  Tax 
has  thus  no  special  economic  significance;  it  is  a mere 
administrative  mid-point  in  an  unbroken  series  of 
personal  rates,  effective  only  as  a rate  in  itself  on 
impersonal  and  foreign-owned  income. 

6.  The  Income  Tax  and  Super-tax  constitute  in  the 
main  a tax  on  individuals.  Approximately  90  per 
cent,  of  the  income  brought  within  the  range  of  the 
tax  is  the  income  of  individuals,  and  only  the  remain- 
ing 10  per  cent,  can  be  finally  attributed  to  corpor- 
ate and  other  bodies  or  taxpayers  resident  outside 
the  United  Kingdom.  At  the  same  time  a very  large 
section  of  the  income  liable  to  tax  arises  from  the 
business  carried  on  by  Limited  Liability  Companies, 
and  this  income  (subject  to  certain  minor  excep- 
tions) is  not  liable  to  Super-tax.  Only  when  such 
income  is  distributed  as  dividends,  interest,  or  other- 
wise to  the  persons  entitled  to  share  therein,  does  it 
become  personal  income  liable  to  the  specially 
personal  Super-tax.  Accordingly,  the  memorandum 
has  been  confined  to  the  incidence  of  the  Income 
Tax  on  the  broad  ground  that  whatever  conclusion 
is  to  be  drawn  from  its  facts  and  arguments  as  re- 
spects the  Income  Tax  will  apply  in  an  equal,  if  not 
a greater,  degree  to  the  Super-tax. 

7.  After  a brief  introduction,  Part  3 of  the 
memorandum  presents  what  I have  called  the  doc- 
trinal and  practical  views  of  the  incidence  of  the 
Income  Tax,  or  what  others  might  term,  the  aca- 
demic and  business  views.  Part  3 states  the  basic 
difference  between  the  two  schools  of  thought.  For 
the  purpose  of  expounding  the  practical  view  of 
which,  as  I have  already  stated,  numerous  examples 
are  quoted  in  Annexe  I to  the  memorandum,  I have 
taken  the  arguments  used  by  Mr.  P.  D.  Leake,  as 
he  is  the  only  exponent  of  this  view  known  to  me 
who  attempts  to  state  it  in  a reasoned  form,  linked 
up  to  a body  of  economic  doctrine.  The  substance 
of  his  argument  is  that  “ apart  from  current  price 
fluctuations  due  to  changes  in  supply  and  demand, 
the  general  level  of  selling  prices  must  inevitably 
be  based  upon  the  cost  borne  by  employers  inci- 
dental to  production,  and  this  cost  includes  the  em- 
ployers’ disproportionate  burden  of  progressive  taxa- 
tion ”;  and  again,  “ Employers  are  the  price  fixers, 
and,  in  the  long  run,  they  will  surely  either  gradually 
cease  to  produce,  or  else  they  will  maintain  selling 
prices  at  a level  which  will  leave  them  a reason- 
able net  profit,  after  paying  all  outgoings,  includ- 
ing taxes.  For  the  most  part  they  can,  and, 
naturally  they  do,  adopt  the  latter  alternative.” 
Briefly,  this  argument  assumes  that  the  producer 
has  the  power  to  fix  prices  and  thus  to  include  in 
them  the  amount  of  the  tax  upon  his  profit  which  he 
will  be  subsequently  called  upon  to  bear.  It  will 
be  observed  that  these  statements  are  qualified  by 
the  phrase  “ apart  from  current  price  fluctuation's 
duo  to  changes  in  supply  and  demand,”  and  that  the 
effect  of  the  fluctuations  of  these  very  important 
forces  is  not  elaborated. 

8.  In  the  doctrinal  or  economic  view,  on  the  other 
hand,  these  forces  are  given  pride  of  place  as  the 
dominant  determinants  of  current  prices.  It  is 
argued  that  on  the  demand  side  the  consumer  con- 
stantly re-distributes  his  purchasing  power  among 

17800 


different  commodities,  or  different  kinds  and  grades 
of  the  same  commodity,  in  order  that  the  satisfaction 
derived  from  his  purchasing  may  be  a maximum. 
Demand  is  thus  a creature  of  the  moment,  swayed 
by  all  kinds  of  temporary  causes  such  as  fashion, 
taste,  prejudice,  current  opinions,  &c.  The  amount 
of  goods  on  offer  on  the  market,  that  is,  the  current 
supply,  is,  on  the  other  hand,  a present  effect  of 
numerous  forces  set  in  motion  in  the  past.  Supply 
has  therefore  but  slight  mobility.  It  tends  to  be 
inert.  In  keeping  pace  with  the  quick  movements 
of  demand  it  must  use  as  best  it  can  the  facilities 
which  happen  to  be  available — many  being  the  out- 
come of  past  decisions.  The  economic  doctrine  asserts 
that  price  is  thus  largely  determined  by  the  short 
time  relation  between  the  conditions  of  demand  and 
the. actual  and  future  position  of  supply  at  the  time 
in  question.  If  demand  is  greater  than  supply,  then 
price  will  rise.  In  the  reverse  case  price  will  fall. 
The  quantity  of  supply  is  thus  a vital  factor. 

9.  The  question  at  once  arises — what  controls 
supply?  The  answer  suggested  is  that  it  is  the 
amount  of  profit  which  the  supplier  expects  from  his 
activities.  The  next  stage  in  the-  doctrinal  view  is 
the  expectation  that  in  any  group  of  suppliers  there 
will  be  a variation  in  ability,  the  result  of  which  will 
be  that  in  any  given  conditions  the  result  of  some 
persons’  business  will  be  more  profitable  than  that  of 
others,  and,  further,  that  it  is  to  the  interest  of  every 
producer  to  carry  his  total  production  up  to  that 
point  at  which  his  expenses  for  the  last  unit  of  his 
production  are  just  about  equalled  by  the  price  he 
gets  for  it.  From  these  premisses  it  is  argued  that  at 
any  time  there  will  be  a certain  amount  of  goods 
on  the  margin  of  supply,  that  is  to  say,  that  a 
variation  in  the  demand  price,  up  or  down,  will  either 
bring  to  or  take  off  the  market  some  quantity  of 
supply,  that  particular  quantity  being  determined  by 
the  test  of  the  estimated  resultant  profit  or  loss. 
Accordingly,  while  there  may  be  for  every  producer 
a marginal  quantum  of  production,  the  most  sensitive 
point  in  the  area  of  supply  will  naturally  lie  among 
those  producers  whose  ability  or  good  fortune  is  least. 
Concerns  which  are  on  the  point  of  withdrawal  from 
the  supply  area  because  of  this  weakness  will  have 
been  contributing  to  the  total  supply  offered;  their 
influence  will  have  been  a factor  in  the  conditions 
which  determine  price.  By  the  hypothesis,  the 
current  price  so  influenced  by  their  marginal  pro- 
duction has  been  just  sufficient  to  keep  this  marginal 
supply  in  being.  But  as  that  price  has  been  one 
which  has  yielded  no  profit  to  these  marginal  pro- 
ducers, it  can  therefore  include  no  element  of  a tax 
which  is  levied  on  a margin  of  profit.  And  finally, 
as  there  will  not  be  more  than  one  modal  price  for  a 
given  product,  the  profit  of  other  concerns  selling  at 
that  marginal  price  cannot  be  influenced  by  the  rate 
of  Income  Tax  that  is  currently  in  force. 

10.  The  issue  between  the  two  views,  the  one  con- 
sistent with  the  main  body  of  economic  doctrine,  and 
the  other  instinctive  to  ordinary  business  men,  thus 
appeared  to  me  to  be  largely  one  of  statistical  fact, 
and  I posited  two  main  questions  for  the  application 
of  this  test.  First,  were  typical  industries  of  the 
country  mainly  in  the  hands  of  representative  con- 
cerns, whose  normal  cost  of  production  determines 
price,  so  that,  by  including  Income  Tax  in  that  cost, 
they  could  pass  on  the  tax  in  price,  as  the 
business  school  contends,  or,  on  the  contrary, 
were  they  in  the  hands  of  concerns,  whose  varying 
circumstances  and  ability  show,  in  competitive  con- 
ditions, results  varying  from  losses,  or  small  profits, 
up  to  large  profits  per  unit  of  business?  Secondly, 
how  did  the  rate  of  profit  secured  by  industry  under 
conditions  of  high  taxation  compare  with  the  rate  of 
profit  secured  under  conditions  of  low  taxation?  If 
the  contention  that  high  taxation  is  passed  on  to  the 
consumer  were  correct,  it  seemed  clear  that  the  rate 
of  profit  (before  payment  of  the  tax)  would  need  to  be 
considerably  higher  when  taxation  was  high  than 
when  it  was  low. 
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11.  For  both  these  purposes  it  was  necessary  to 
establish  some  method  of  measuring  the  rate  of 
profit  of  industry.  The  base  offered  by  capital  for 
the  measurement  of  profit  was  rejected  and  the  base 
of  turnover  was  adopted  instead.  Capital  was 
rejected  because,  briefly,*  the  amount  of  real  capital 
employed  by  any  concern  is  not  a fixed  amount, 
although  commonlj'  so  regarded.  When  once  liquid 
money  capital  has  been  invested  in  appliances  of 
production  or  other  industrial  assets  the  value  of  that 
capital  ceases  to  be  the  amount  of  the  money  invested, 
and  becomes  instead  a mere  reflection  of  the  rate  of 
earnings  expected  from  the  investment  taken  in  con- 
junction with  the  current  or  expected  rate  of  interest. 
“ All  capital  goods  possess  a capital  value  which 
represents  a capitalisation  of  their  income  value.  The 
process  through  which  income  is  transmuted  into 

capital  is  expressed  in  the  rate  of  interest 

Capital  values  will  accordingly  fall  when,  with  ai: 
unchanged  rate  of  interest,  incomes  decrease;  or 
when,  with  an  unchanged  income,  the  rate  of  interest 
rises;  vice  versa,  capital  values  will  rise  when  the 
rate  of  interest  falls,  or  when,  with  an  unchanged 
rate  of  interest,  income  values  increase. ”t  More- 
over, every  change  in  the  price  level  affects  the  real 
capital,  value  of  money  invested  during  the  period  of 
a different  price  level,  and  business  prudence 
operating  through  accounting  methods  may  also  effect 
considerable  changes  on  an  original  invested  capital. 
The  alternative  base  adopted,  viz.,  turnover,  has  dis- 
advantages of  its  own  though  they  are  not  so  great 
as  those  of  capital.  The  pound  of  turnover  varies 
automatically  with  every  change  in  the  price  level 
and  on  this  and  other  grounds  I felt  that  the  unit  of 
turnover  constituted  a generally  reliable  base  r.o 
whieh  the  unit  of  profit  could  suitably  be  related. 

12.  On  the  principle  that  it  was  necessary  to  com- 
pare like  with  like,  it  was  apparent  that  the  profits 
to  be  compared  should  be  profits  containing  like 
elements.  A distinction  had  to  he  drawn  between 
profits  secured  by  individuals  whether  trading  on  their 
own  account  or  as  members  of  a partnership  and  those 
of  a company.  In  the  former  case  profit  includes  and 
in  the  latter  case  it  excludes  that  element  of  profit 
which  represents  the  earnings  or  personal  Temunera- 
tion  of  management.  To  preserve  uniformity,  there- 
fore, the  statistical  investigation  was  limited  to  the 
data  available  in  the  case  of  companies.  The  analysis 
and  comparison  of  profits  in  1912-13  and  1922-23  were 
therefore  made  by  extracting  for  all  cases  in  whieh 
information  was  available  the  percentage  rate  of 
profit  on  turnover  and  classifying  the  cases  according 
to  that  percentage  in  8 classes.  Seven  particular 
trade  groups  were  investigated,  viz., 

(1)  Cotton. 

(2)  Wool. 

(3)  Iron  and  Steel. 

(4)  Metals. 

(?)  Food. 

(o)  Wholesale  distribution. 

(7)  Retail  distribution. 

13.  The  first  of  the  questions  posited  in  paragraph 
10  above  was  answered  by  the  statistics  so  tabulated 
clearly  in  the  negative.  The  analysis  for  each  trade 
group,  for  each  period  taken,  showed  the  familiar 
distribution  common  to  practically  all  phenomena 
when  treated  statistically.  There  is  a certain  point, 
or  region,  about  or  within  which  the  number  of 
instances  or  occurrences  (in  this  case  the  rate  of 
profit  secured)  is  large,  and,  on  either  side  of  that 
point  or  region,  there  is  a progressive  decrease  in  the 
number  of  instances  as  the  distance  therefrom 
increases.  If  the  bulk  of  the  cases  be  close  to  the 
centre,  and  the  cases  in  the  outlying  classes  are  few. 
the  “ dispersion  ” of  the  cases  is  small.  But  if  the 
cases  are  well  spread  over  a wider  range  of  classes, 

dispersion  ” is  great.  The  important  point 
emerging  from  the  statistics  was  that  a material 

* Annexe  11  to  the  Memorandum  for  a fuller  statement. 

t yuoted  from  a forthcoming  treatise  on  Public  Finance  by 
Professor  E.  H.  A.  Seligman. 


portion  of  the  total  business  was  done  at  a loss  or  no 
profit.  The  practical  existence  of  the  marginal  con- 
cerns postulated  by  economic  doctrine  was  clearly 
shown. 

14.  The  second  question,  namely,  whether  a pro- 
portionately higher  rate  of  profit  was  secured  during 
a period  of  high  taxation  than  that  obtained  in  a 
period  of  low  taxation  was  also  answered  by  the 
statistics  in  the  negative. 

The  comparative  “ dispersions  ” of  the  profit  as  a 
percentage  of  turnover  for  the  seven  groups  in  1912- 
13  and  1922-23  respectively  are  shown  in  detail  on 
Table  16  of  Part  6 of  the  Memorandum,  together  with 
two  “ dispersions  ” for  the  seven  groups  taken  as  a 
whole.  The  similarity  of  the  two  latter  “ dispersions  ” 
is  further  exposed  in  paragraph  39  of  the  Memor- 
andum by  the  statistical  coefficients  for  the  two  years, 
which  are  as  follows  : — 


1912-13. 

1922-23. 

Median  

4-61 

4'11 

Lower  Quartile  

2-53 

1-24 

Upper  Quartile  

7'6i7 

8-46 

Skewness  

+0-19 

+0-20 

Average  or  Mean 

Mean  deviation  from  the 

5'80 

5-43 

Median  

359 

6-01 

The  medians  and  the  means  or 

averages 

are  very 

close  to  one  another  for  these  two  years,  although 
those  years  are  separated  by  a decade  with  all  the 
changes  of  that  period,  including  the  movements  of  the 
standard  rate  of  Income  Tax  from  Is.  2d.  in  the  £ in 
1912-13  to  5s.  in  the  £ in  1922-23.  If  the  1912-13 
median  and  average  are  each  expressed  by  100,  then 
in  1922-23  the  median  was  89  and  the  average  94. 
The  general  distribution  of  the  curve  given  by  the 
dispersions  is  similar,  although  the  quartile  measure- 
ments indicate  that  its  shape  has  altered,  the  range 
over  which  the  middle  half  of  the  business  was  done 
widening  from  5T4  to  7‘22.  A further  aid  to  com- 
parison between  the  two  years  is  afforded  by  the 
graphs  which  follow  paragraph  40  of  the  Memo- 
randum. Table  17  shows  the  statistical  measurements 
for  each  industrial  group  separately,  from  which  it 
will  be  seen  that  there  have  been  considerable  cross 
movements  in  detail  which  tend  to  cancel  out  in 
gross.  The  movements  are  discussed  more  fully  in 
paragraph  42  of  the  Memorandum. 

15.  From  the  field  of  complexity  offered  by  the 
figures  it  is  perhaps  difficult  to  draw  any  conclusion 
beyond  the  conviction  that  they  must  be  the  result 
of  numerous  forces,  acting  in  various  directions. 
But  the  standard  rate  of  tax  in  1922-23  was  4’28 
times  the  amount  of  the  rate  in  1912-13. t If  a 
business  in  1912-13  yielded  a profit  of  Y per  cent, 
and  that  percentage  included  the  tax  which  had  to 
be  paid  thereon,  then  on  the  theory  that  those  in 
control  of  business  will  not  carry  on  unless  they 
receive  the  same  net  reward  for  their  efforts  during 
the  period  of  much  higher  taxation,  when  the  rate 
of  tax  was  5s.  in  the  £ the  gross  rate  of  profit  on 
turnover  would  require  to  rise  to  1-25  times  Y per 
cent,  or  an  increase  on  the  original  return  of 
23/90ths  of  its  value.  This  increase  to  be  effective 
in  its  object  would  require  to  be  realised  through- 
out the  whole  range  of  the  dispersion,  but  the  tables 
and  graphs  presented  in  the  memorandum  offer  no 
evidence  in  support  of  any  such  increase.  On  the 
contrary,  the  earnings  of  industry  for  these  seven 
groups  as  a whole,  before  payment  or  deduction  of 
Income  Tax,  when  related  to  the  unit  of  the  pound 
of  turnover  are  practically  the  same  in  1912-13  and 
1922-23,  notwithstanding  the  increase  in  the 
standard  rate  of  Income  Tax  by  328  per  cent. 

16.  It  was  realised,  however,  that  an  investigation 
confined  to  industrial  activities  alone  was  not  entirely 
conclusive  and  accordingly  in  Part  7 of  the  Memo- 
randum some  observations  are  offered  on  the  effect 
of  Income  Tax  on  other  parts  of  the  stream  of 

X The  average  effective  rate  of  Income  Tax  in  1922-23  was 
2 "73  times  that  in  1912-13:  including  Super-tax  it  was  3-09 
times. 
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income  falling  liable  to  the  tax.  Some  reasons  are 
given  there  for  the  belief  that  the  rate  of  Income 
Tax  has  not  much  more  effect  in  those  fields  than  it 
has  been  shown  to  have  in  the  industrial  field.  In 
general  it  may  be  said  that  the  contention  that 
business  will  not  be  undertaken  unless  the  same  net 
rate  of  profit  can  be  secured  as  before  the  war,  or 
that  business  will  not  be  undertaken  unless  the 
undertaker  can  secure  the  rate  of  profit  which 
will  allow  him  to  shift  the  burden  of  Income  Tax, 
appears  to  neglect  the  existence  of  the  struggle  for 
business,  or  in  other  words,  of  competition.  One 
may  note  that  industries  working  for  the  export 
trade  are  faced,  not  only  with  the  competition  of 
home  marginal  producers,  but  also  with  that  of 
foreign  producers,  whose  cost  is  not  affected  by  an 
increase  in  British  taxation.  It  is  difficult  to 
believe  that  in  this  sphere  any  additional  Income 
Tax  can  be  added  to  price.  If  export  prices  could 
be  increased  at  will,  the  obvious  question  would  at 
once  arise  why,  assuming  general  conditions  to  be 
stable,  the  increased  price  was  not  demanded  and 
obtained  before  the  rise  in  the  rate  of  tax.  Much 
of  the  output  of  the  manufacturing  and  productive 
industry  of  Great  Britain  lies  within  this  sphere 
of  export  trade. 

17.  So  far  as  home  trade  is  concerned  the  manu- 
facturer has  for  his  customers  the  expert  buyers 
of  other  manufacturers  using  his  product,  or  of 
wholesale  merchants.  Those  buyers  are  always  seek- 
ing goods  of  a given  quality  or  standard  at  the  lowest 
price.  Any  increase  of  price  designed  to  recoup 
a high  rate  of  tax  borne  by  a producer  who  has 
a high  margin  of  differential  profit  would  quickly 
divert  custom  to  producers  working  on  a very  low 
profit  or  at  a loss,  who,  on  the  business  theory,  would 
not  raise  their  price  in  like  .degree  because  their 
burden  of  tax  is  negligible.  This  is  so  because  it  is 
obvious  that  under  a system  of  progressive  taxa- 
tion there  will  be  nothing  like  the  same  stimulus  in 
the  case  of  the  low  profit  producer  to  follow  an 
increase  in  price  made  by  the  high  profit  producer 
when  the  sole  cause  of  that  increase  is  a rise  in 
the  rate  of  tax.  The  wholesaler  in  his  turn  is  in 
the  same  position.  The  retailers  who  are  his  cus- 
tomers are  not  likely  to  remain  long  in  ignorance 
of  supplies  of  equal  quality  offered  at  a low  level 
of  price  (low  because  there  is  no  tax  included)  by 
marginal  wholesalers.  The  last  stage  in  the  passage 
of  (goods  into  consumption  embraces  transactions 
between  the  retailer  and  the  consumer.  Here  the 
buyer  is  least  expert  as  regards  quality  and  most 
inert  under  the  influence  of  custom.  Private,  as 
opposed  to  corporate  enterprise,  survives  most  with- 
in this  sphere,  but  there  is  a considerable  element 
of  corporate  trading  being  done  through  the  agency 
of  multiple  shops,  which  force  the  pace  in  competi- 
tive prices.  Moreover,  the  pressure  of  low  purchas- 
ing power  upon  the  general  mass  of  consumers  seems 
likely,  when  high  taxation  has  been  in  force  for  some 
years,  to  exert  its  influence  in  preventing  the  retailer 
from  transferring  his  burden  of  Income  Tax  to  the 
general  consumer.  Out  of  some  19  millions  of  occu- 
pied persons  less  than  5 millions  enjoy  an  income  ex- 
ceeding a level  of  about  £150.  More  than  half  of 
the  wage  earners  with  incomes  below  this  level  are 
married,  kittle  effort  is  needed  to  imagine  the  un- 
remitting pressure  of  low  earnings  on  the  women  who 
expend  the  bulk  of  the  purchasing  power  of  the  work- 
ing classes. 

18.  It  may  also  be  remarked  that  in  the  case  of 
new  businesses,  their  proprietors,  tend  more  and 
more,  as  time  goes  on,  to  work  in  the  atmosphere 
of  the  present  level  of  prices,  and,  not  having  been 
ehgaged  in  business  at  a time  when  prices  and  taxes 
were  both  very  much  lower,  to  be  not  greatly  influ- 
enced by  the  changes  which  have  taken  place  since 
1913.  Just  as  to  children  who  are  now  growing 
up  present  prices  are  not  at  all  exceptional^  so  as 

he  years  pass  men  get  inured  to  a new  set  of  con- 
t ikons  and  fail  to  adjust  their  actions  by  reference 
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to  a state  of  affairs  which,  however  much  it  may  be 
regretted,  is  now  firmly  in  the  past.  On  the  whole, 
T have  been  unable  to  find  any  reasonable  evidence 
in  support  of  the  business  man’s  view  that  Income 
Tax  (and  much  less  Super-tax)  is  passed  on  to  the 
general  consumer.  In  my  opinion  the  real  weight 
of  the  burden  of  Income  Tax  and  Super-tax  rests 
where  it  is  intended  by  the  legislature  to  rest,  that 
is,  upon  the  shoulders  of  those  in  respect  of  whose 
incomes  it  is  imposed. 

National  Savings. 

19.  No  official  steps  are  taken  in  Great  Britain 
to  collect  statistics  of  the  national  savings  year  by 
year.  Some  official  material  for  this  purpose  is  pro- 
vided by  the  periodical  census  of  production,  but 
until  the  one  now  in  progress  has  been  brought  to  a 
conclusion  no  official  estimate  can  be  made  of  the 
amount  of  the  national  savings  to-day.  The  formu- 
lation of  such  an  estimate  is  a difficult  matter,  full 
of  uncertainty.  It  is,  however,  so  important  that 
some  tentative  figures  which  I have  prepared  may 
be  of  interest  to  the  Committee. 

20.  The  details  of  my  estimate  of  the  national 
saving  in  1924  would  be  as  follows  : — 

£ millions. 


Internal  new  issues  for  investment  in 
the  United  Kingdom  ...  ...  89 

Internal  new  issues  for  investment 

abroad  ...  ...  ...  135 

Addition  to  National  Savings  Certifi- 
cates ...  ...  ...  ...  ...  3 

Increase  in  Treasury  holdings  of 
Bonds  tendered  in  payment  of 
Death  Duties  ...  ...  ...  ...  9 

Investments  sold  by  the  banks  ...  35 

New  houses  ...  ...  ...  ...  35 

Profits  not  distributed  by  companies 
and  private  traders  but  invested 
in  own  businesses;  and  miscellan- 
eous ...  ...  ...  194 


500 

21.  The  main  base  of  the  estimate  is  provided  by 
the  amount  of  new  capital  issued  in  the  United  King- 
dom. There  are  several  series  of  statistics  of  these 
issues,  viz.,  those  compiled  by  “ The  Economist,” 
the  “ Statist  ” and  the  Midland  Bank.  Following 
the  practice  of  “ The  Board  of  Trade  Journal, 
which  records  from  time  bo  time  the  statistics  com- 
piled by  the  Midland.  Bank,  I have  used  that  source 
for  the  present  purpose.  It  excludes  direct  British 
Government  loans,  shares  issued  to  vendors,  capitali- 
sations of  reserve  funds,  conversion  issues,  short 
dated  bills  and  private  issues  by  private  companies. 

22.  The  next  most  important  item  relates  to  the 
amount  of  income  or  profits  put  back  into  business 
companies  and  private  traders.  That  part  of  the 
estimate  is  based  upon  tentative  figures  which  were 
extracted  from  official  sources  for  the  purpose  of 
giving  particular  information  asked  for  in  the  House 
of  Commons.  Allowance  has  been  made  in  respect 
of  such  portions  of  undistributed  profits  as  are  not 
left  actually  in  the  business  of  the  trader,  but  in- 
vested in  outside  stocks  and  shares,  inasmuch  as 
those  investments  are  already  included  in  the  new 
issues  item.  The  estimate  of  new  capital  invested 
in  houses  is  derived  from  the  statistics  of  the  houses 
erected  in  the  year  ended  September,  1924,  after  con- 
sideration of  the  movement  of  shares,  deposits  and 
repayments  of  loans  of  building  societies,  and  a rough 
estimate  of  the  amount  provided  by  municipal  loans 
or  advances  from  the  banks.  The  movement  in  Death 
Duty  Bonds  is  abstracted  from  official  statistics. 
The  item  relating  to  investments  sold  by  the  banks  is 
based  upon  a consideration  of  movements  in  banking 
statistics  in  1924.  From  these  figures,  which  are  sub- 
ject to  margins  of  error  of  varying  degree,  I should 
estimate  that  the  national  savings  in  1924  range 
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around  the  total  stated,  within  a margin  of  error  on 
either  side  of,  say,  10  per  cent.  In  the  current 
year  it  may  well  be  that  the  total  savings  will  be 
less. 

23.  The  estimated  total  of  500  millions  for  1924 
does  not  compare  favourably7  with  the  estimates 
which  were  made  for  the  year  1913,  viz.,  from 
£350/400  millions,  when  allowance  is  made  for  the 
change  in  the  price  level.  On  the  other  hand  it  has 
to  be  remembered  that  1913  was  a year  ol  great 
trade  prosperity,  whereas  to-day  v7e  are  still  in  the 
middle  of  a serious  trade  depression.  Moreover, 
I think  it  has  to  be  recognised  that  there  is  a marked 
change  of  outlook  on  the  part  of  people  generally  as 
to  the  value  or  desirability  of  saving. 

24.  Fears  have  been  expressed  from  time  to  time 
that  the  volume  of  new  saving  is  insufficient  for  our 
requirements  and  that  in  the  event  of  a trade 
revival  there  will  be  difficulty  in  meeting  the  needs 
of  industry.  I think  it  is  possible  that  this  view 
overlooks  the  strong  and  growing  tendency  of  indus- 
try to  provide  year  by  year  from  its  own  resources 
of  profit  for  its  own  capital  needs.  When  a revival 
of  trade  sets  in,  it  will  no  doubt  be  marked  by  a 
rise  in  the  price  level,  and  an  increase  of  profits  not 
only  absolutely  but  also  relatively,  by  reason  of  the 
movement  in  the  price  level.  It  may  be  assumed,  I 
think,  that  out  of  such  profits  there  will  be  a large 
provision  for  the  working  capital  required  to  finance 
new  business.  Even  apart  from  this  consideration 
there  seems  little  doubt  that  the  existing  capital 
equipment  of  industry  is  sufficient  to  sustain  a 
marked  expansion  of  activity  without  additional 
capital  requirements  except  in  the  form  of  working 
capital. 

25.  If  I may  now  leave  the  realm  of  fact  for  the 
realm  of  opinion,  I am  not  disposed  to  think  that 
the  existing  rate  of  income  taxation  has  a harmful 
effect  upon  the  supply  of  permanent  capital.  As 
I have  already  noted,  there  is  a growing  tendency 
for  industry  to  finance  its  own  requirements.  For 
the  rest,  a very  large  amount  of  privately  saved 
capital  arises  from  two  causes — firstly,  there  is  mere 
superfluity  of  income  (after  meeting  the  demands 
of  taxation)  over  the  scale  of  expenditure  desired; 
even  to-day  this  cause  of  saving  undoubtedly  exists; 
and,  secondly,  there  is  the  saving  of  capital  which 
is  made  for  the  sake  of  the  capital  itself,  apart  from 
the  income  which  that  capital  may  earn.  The  acquisi- 
tion of  a capital  fund  is  the  primary  object;  the  fact 
that  it  will  itself  yield  subsequent  income  is  entirely 
subsidiary.  In  the  lower  and  middle  ranges  of  in- 
come I think  that  this  force  is  of  considerable  impor- 
tance. 

26.  I do  not  think  that  the  existing  rates  of 
income  taxation  act  as  a deterrent  to  saving  gener- 
ally or  to  enterprise  on  the  part  of  individuals 
®ngaged  in  trade,  whether  on  their  own  account  or 
in  the  conduct  of  joint  stock  companies.  In  the 
latter  case  Income  Tax  is  charged  at  the  standard 
rate,  and  so  far  as  profits  are  distributed  in  the 
form  of  dividends,  &c.,  tax  is  deducted  from  the  reci- 
pients at  that  rate.  Those  recipients  may  conceiv- 
ably recover  the  entire  amount  of  the  tax  from  the 
Inland  Revenue  or  alternatively  they  may  have  to 
suffer  a further  burden  in  the  form  of  Super-tax. 
In  either  case,  this  subsequent  effect  is  a matter  of 
indifference  to  those  responsible  for  the  conduct  of 
the  company’s  business.  The  responsibility  of 
directors  and  others  engaged  in  this  form  of  enter- 
prise is  a responsibility  for  profits  before  and  not 
after  the  payment  of  Income  Tax.  When,  as  is  so 
often  the  case,  the  remuneration  of  those  conduct- 
ing corporate  enterprise  is  dependent  upon  the 
profits  realised,  this  incentive  to  activity  on  behalf 


of  the  company  is  in  no  wise  diminished  by  the  fact 
that  these  profits  will  be  subject  to  income  taxation. 
In  the  sphere  of  private  enterprise,  that  is,  of  busi- 
ness carried  on  by  individuals  either  as  sole  or 
partnership  traders,  it  seems  to  be  very  doubtful 
also  whether  the  weight  of  the  tax  is  sufficient  to 
affect  to  any  material  extent  the  normal  disposi- 
tion of  the  trader  to  improve  and  expand  his  busi- 
ness. This  kind  of  business  is  most  prevalent  in 
the  distributive  trade,  that  is,  wholesale  and  retail 
trade,  in  which  the  greater  number  of  individuals 
concerned  would  fall  in  the  lower  ranges  of  total 
income  and  would  accordingly  not  be  subject  to  a 
great  burden  of  tax. 


High  Taxation  and  Business  Incentive. 

27.  Official  statistics  have,  I understand,  been  fur- 
nished to  the  Committee  relating  to  proportions  of 
earned  and  invested  income  in  the  incomes  of  Super 
tax  payers  (incomes  exceeding  £10,000).  Table  6 
of  those  statistics  classifies  the  number  of  Super-tax 
payers  by  range  of  income,  by  source  of  earned 
income  and  by  age.  This  table  is  of  considerable 
interest  as  it  indicates  the  numbers  of  tax  payers 
of  an  age  exceeding  65  who,  notwithstanding  the 
amount  of  their  total  income,  still  remain  in  active 
business  life.  The  table  was  prepared  during  my 
service  in  the  Inland  Revenue  Department  and  it 
may  be  of  interest  if  I comment  on  that  aspect  of 
the  statistics  which  bears  on  the  question  whether 
taxation  destroys  the  incentive  to  further  effort 
when  the  accumulations  of  many  years’  work  have 
made  retirement  from  business  feasible. 

28.  The  table  shows  that  1,407  individuals  aged  66 
or  over  and  having  incomes  of  £10,000  per  annum  or 
more  were  engaged  in  business  of  some  kind.  The 
question  is  whether  this  is  a reasonable  number  or 
whether  it  is  small  in  comparison  with  normal  ex- 
pectations, as  in  the  latter  event  -the  difference  might 
reasonably  be  attributed,  in  part  at  any  rate,  to  the 
high  rate  of  taxation  applicable  to  incomes  of  this 
magnitude.  The  problem  is,  therefore,  to  find  a total 
to  which  this  figure  can  be  related  and  then  another 
ratio  with  which  the  ratio  so  obtained  can  be  com- 
pared. As  there  is  a close  correlation  between  age  and 
income  it  is  suggested  that  for  incomes  exceeding 
the  minimum  of  £10,000  the  number  of  individuals 
aged  46  or  over  may  be  adopted  for  the  second  term 
of  the  first  ratio.  For  the  second  ratio,  in  the 
absence  of  similar  age-group  figures  for  1913-14, 
the  best  basis  of  comparison  appears  to  be  offered  by 
statistics  of  the  age  distribution  in  the  employing 
and  professional  classes  as  a whole,  irrespective  of 
their  income.  For  this  purpose  the  Census  of 
England  and  Wales,  1921,  has  been  used.  (The 
Census  age-groups  are  not  co-terminous  with  those 
i i(  Table  6,  but  the  ages  of  65  and  45  respectively 
will  serve  for  the  present  purpose.)  In  table  6 
the  number  of  individuals  aged  46  or  over  is  shown 
as  5,280,  of  whom,  1,407  or  27  per  cent,  are  aged 
66  or  over.  The  Census  figures  for  the  occupations 
referred  to  above  show  587,300  males  aged  45  or  over, 
of  whom  87,900  or  15  per  cent.,  are  aged  65  or 
over.  Ihe  admission,  which  has  already  been  made, 
that  age  and  wealth  tend  to  be  associated,  no  doubt 
tends  to  bias  the  age  distribution  in  Table  6,  as 
compared  with  the  Census  figures,  towards  the  higher 
age-groups.  Making  every  allowance  for  this 
tendency,  it  is  difficult,  nevertheless,  to  find  in 
these  comparative  figures  of  27  per  cent,  obtained 
for  large  Super-tax  payers,  and  15  per  cent,  obtained 
from  the  Census  results  for  employers  and  pro- 
fessional men  as  a group,  any  statistical  support; 
for  the  view  that  the  weight  of  post-war  taxation 
tends  to  deter  the  wealthy  man  from  continuing  in 
business  after  reaching  an  age  at  which  he  might 
well  retire. 
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8838.  Chairman:  Tlie  Committee  are  interested  to 
know  that  that  you  have  left  the  Government  Service 
and  have  entered  the  great  arena  of  commercial  life. 
They  wish  you  success. — Thank  you  very  much. 

8839.  Will  you  read  your  paper  paragraph  by 
paragraph  and  the  members  of  the  Committee  will 
ask  any  questions  that  occur  to  them? — Yes.  ( Para- 
graphs 1 to  5 read). 

8840.  Sir  Josiah  Stamp  : You  refer  to  the  economist 
school  in  the  first  paragraph.  I take  it  that  you  have 
looked,  for  the  purpose  of  arriving  at  your  conclusions, 
at  the  majority  of  economic  writings  of  any  im- 
portance?— That  is  so. 

8841.  Including  German  and  American? — Yes,  I am 
familiar  with  both. 

8842.  What  I am  on  is  what  you  say  in  paragraph  5. 
Would  the  arguments  that  you  adopt  or  the  methods 
of  proof  which  you  adopt  be  affected  in  any  way  by 
the  fact  that  the  tax  is  progressive? — Not  in  the 
slightest,  in  my  opinion. 

8843.  Would  they  be  affected  by  the  administrative 
method  adopted  to  divide  the  tax,  such  .as  our  method 
of  adopting  a standard  rate  with  abatements  below  it 
and  ‘Super-tax  above  it,  or  the  German  method  of 
having  a scale  of  rates  all  the  way  up  in  direct  taxa- 
tion? Would  that  affect  your  arguments  at  all? — No. 
Those  are  merely  methods  by  which  one  gets  the  tax 
off  individuals.  They  do  not  affect  the  actual  weight 
of  the  tax  or  the  distribution  of  the  tax. 

8844.  You  can  imagine  an  economist  saying  : “ My 
argument  is  true  with  regard  to  a flat  rate  of  tax  for 
everybody,  but  I was  not  thinking  of  a progressive 
rate.”  Is  there  anything  in  that  point? — Not  if  you 
have  a tax  which  takes  account  of  personal  circum- 
stances, that  is  to  say,  a real  Income  Tax. 

8845.  You  would,  prima  facie,  from  the  methods 
of  proof  they  adopt,  apply  it  to  a shifting  of  a pro- 
gressive tax,  that  is  different  for  everybody,  rather 
than  that  of  a flat  tax? — Yes,  but  I should  also  apply 
it  to  a flat  tax  especially  if  that  flat  tax  had  no  ex- 
emption limit  and  was  in  effect  a tax  on  every  kind 
of  income.  In  the  long  run  these  arguments  would 
still  apply,  but  it  would  be  more  easy  to  argue  that 
there  might  be  some  shifting  in  those  circumstances. 

8846.  So  that  one  can  regard  the  economist’s  field 

of  proof  or  body  of  doctrine  as,  in  your  judgment, 
not  being  seriously  interfered  with  by  quite  recent 
developments  in  progression  or  administration? — 
Quite.  ( Paragraph  6 read). 

8847.  I see  this  possible  objection  to  the  line  of 
action  indicated  in  that  paragraph;  perhaps  you  can 
tell  us  what  you  think  of  it.  It  may  be  said  that  if 
the  incidence  of  the  tax  be  a particular  incidence  it 
must  be  within  the  will  of  the  person  running  the 
business.  Well,  a man  who  is  running  a private 
business  with  Income  Tax  and  Super -tax  in  his 
mind  has  a certain  thing  that  he  would  like  to  do 
in  regard  to  price  if  he  could.  But  when  you  are 
thinking  of  corporate  enterprise,  you  have  only  the 
Income  Tax  in  the  minds  of  the  people  who  are  run- 
ning the  business — they  do  not  care  very  much 
whether  the  recipients  are  liable  on  their  dividends 
to  Super-tax  or  not — and  therefore  it  might  be  said 
that  it  was  fallacious  to  think  only  of  corporate 
enterprise? — They  can  only  envisage  Income  Tax  and 
not  Super-tax? 

8848.  That  leads  me  to  this  point.  You  have  dealt 
in  your  memorandum  with  corporate  enterprise. 
Could  you  give  us  any  idea  at  all,  now  or  in  some 
subsequent  contribution,  as  to  the  relative  importance 
in  the  market  of  turnover,  as  well  as  of  profits  and 
of  capital,  of  corporate  enterprise  as  compared  with 
private  enterprise?  If  private  enterprise  is  half 
the  field  either  of  capital  or  of  turnover,  it  might 
very  profoundly  modify  your  conclusions? — If  I re- 
collect correctly,  I think  it  was  said  before  the  Select 
Committee  on  the  Increase  of  Wealth  (War)  that  of 
the  total  field  of  profits  liable  to  Excess  Profits  Duty 
77  per  cent,  were  profits  arising  from  enterprise 
conducted  by  limited  liability  companies,  leaving 
only  23  per  cent,  for  individuals  and  firms. 


8849.  Chairman : What  proportion  of  that  was 

private  limited  companies;  they  are  very  large? — I 
had  taken  out  one  year  at  Somerset  House  some 
particulars  of  the  relative  importance  of  the  share 
capital — which  was  the  only  information  available — 
of  public  limited  liability  companies  and  private 
limited  liability  companies.  Out  of  70,000  companies 
(this  was  for  England  only)  154  thousand  roughly 
were  public  limited  liability  companies,  and  544  thou- 
sand were  private.  These  are  numbers.  As  regards 
capitalisation,  that  is,  paid  up  share  capital,  the 
public  companies’  figure  was  nearly  three  times  the 
amount  of  the  private  companies’. 

8850.  That  is  the  capital;  but  the  number  of 
private  companies  is  large? — The  number  of  private 
concerns  is  very  large,  but  it  is  the  capital  which 
indicates  the  scope  of  the  enterprise,  not  the  number. 
In  dealing  generally  with  Income  Tax  figures  I used 
to  reckon  that  taking  the  whole  area  of  profits  from 
businesses  within  the  Income  Tax  sphere,  roughly 
75  per  cent,  of  those  profits  arose  from  corporate 
enterprise. 

8851.  By  corporate  do  you  mean  public  companies? 
— I mean  public  and  private;  and  of  that  75  per  cent 
nearly  three  quarters  would  relate  to  public  limited 
companies,  not  private;  that  is  to  say,  75  per  cent, 
of  75  per  cent.,  that  is  about  57  per  cent,  of  the 
total  field,  would  be  public  limited  liability  com- 
panies. And  further,  it  should  be  noted  that  private 
enterprise,  whether  carried  on  by  individuals  and 
firms,  or,  I think,  through  the  medium  of  private 
limited  companies,  is  very  largely  concentrated  in 
wholesale  and  retail  distributive  trade  as  apart  from 
manufacturing  and  industrial. 

8852.  Is  that  really  correct? — Yes,  that  is  really 
so. 

8853.  Sir  Josiah  Stamp:  What  would  happen  if  you 
were  to  exclude  the  wholesale  and  retail  distributive 
trades  and  confine  your  percentages  to  the  balance? 
It  would  throw  them  out  considerably,  would  it  not? 
— It  would  modify  them  very  considerably.  For  in- 
stance, I have  some  particulars  of  pre-war  years  in 
which,  in  the  heavy  iron  and  steel  industry  the  pro- 
portion of  companies  of  the  whole  was  as  high  as 
between  80  and  90  per  cent.  In  the  cotton  industry 
it  was  between  80  and  90  per  cent. 

8854.  Mrs.  Wootton : Is  that  including  private 

companies? — Including  private  companies. 

8855.  Chairman : Take  private  companies  in  the 
cotton  trade.  Many  limited  companies  there  are  ab- 
solutely private;  they  only  formed  themselves  into 
limited  companies  for  the  protection  of  their  per- 
sonal capital  and,  to  all  intents  and  purposes,  they 
are  absolutely  private  companies.  Is  it  not  rather 
fallacious  to  class  those  with  public  companies? — I 
do  not  think  so,  on  the  particular  point  which  Sir 
Josiah  was  raising.  But  there  is  a further  test, 
which  I did  not  apply,  which  comes  out  later  in  the 
evidence.  That  was  to  compare  the  profits  as  a 
whole  of  public  companies,  private  companies,  per- 
sons and  firms,  within  the  sphere  of  Income  Tax  in 
the  post-war  years,  with  what  they  were  in  the  pre- 
war years,  and  to  make  such  allowance  as  was 
possible  for  a diminution  in  the  total  production  of 
the  country  as  indicated  by  investigations  of  the 
London  and  Cambridge  Economic  Service.  When 
allowance  was  then  made  for  the  movement  in  the 
price  level,  my  conclusion  was  that  those  profits  as 
a whole  do  not  quite  reach  the  increase  denoted  by 
the  price  level;  that  is  to  say,  if  you  eliminate  the 
movement  in  price  level  and  you  made  such  adjust- 
ment as  was  roughly  possible  for  the  aggregate  of 
production,  then  the  total  profits  of  1922  were  slight- 
ly below  those  of  1912. 

8856.  Sir  Josiah  Stamp  : I was  making  a hypotheti- 

cal attack  upon  your  having  sampled  what  are 
known  as  private  companies.  It  seems  to  me  you 
have  two  lines  of  answer.  One  is  that  the  public 
companies  form  an  overwhelming  proportion  of  the 
total.  Supposing  they  do  not,  your  second  line  of 
answer  is : “ The  samples  I am  taking  include  a 
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large  number  of  private  companies  and  therefore 
the  very  element  that  you  are  asking  to  be  included, 
this  element  of  personal  consideration,  is  in  the 
sample  to  a large  extent  ’ ’ ? — Yes. 

8857.  So  if  the  Chairman  is  right  in  saying  that 

there  are  a large  number  of  so-called  public  com- 
panies which  are  acting  just  as  though  they  were 
private  companies,  then  the  objection  to  your  sample 
vanishes? — Undoubtedly,  but  I had  not  quite  grasped 
that  you  were  attacking  it  on  those  lines  hypo- 
thetically. ( Paragraph  7 read.) 

8858.  I do  not  think  that  in  this  proof  you  again 
refer  to  Mr.  Leake’s  contentions? — No. 

8859.  I do  not  know  whether  your  attention  has 
been  drawn,  since  you  drew  up  that  proof,  to  a rather 
striking  letter  that  Mr.  Leake  has  written  to  the 
“Times.”  I will  read  it: 

Sir, — Contrary  to  the  opinion  held  by  many 
business  men,  it  is  still  widely  assumed  that 
direct  taxation  cannot  be  passed  on  to  the  con- 
sumers. In  view  of  the  importance  of  this 
question  and  its  possible  bearing  upon  the  price 
level,  some  further  evidence  on  the  subject  may 
be  of  interest. 

The  experience  in  Australia  is  that  the  great 
groups  of  manufacturers,  distributing  houses, 
and  other  classes  of  business  and  professional 
men  frequently  have,  and  naturally  avail  them- 
selves of,  the  opportunity  of  passing  on  income- 
tax.  The  evidence  of  public  accountants  and 
taxation  experts  taken  in  all  the  Australian 
States  by  the  1923  Commission  on  Taxation  was  to 
the  effect  that  income  tax  was  treated  by  busi- 
ness men  as  one  of  the  overhead  expenses  of  a 
business,  which  means  that  it  is  merely  a factor 
in  the  cost  of  goods  or  services  to  which  the 
business  profit  is  added.  A still  more  import- 
ant fact  is  that  this  practice  has  received  judicial 
recognition  in  the  Arbitration  Court  of  New 
South  Wales,  which,  in  estimates  of  production 
costs,  allows  traders  to  charge  the  whole  of  their 
personal  taxation  to  the  working  expenses  of 
their  business  (see  N.S.W.  Pari.  Debs.,  1920. 
Yol.  LXXXII.,  p.  3306).  It  is  believed  that 
the  same  practice  passes  unchallenged  in  other 
Australian  Arbitration  Courts,  and,  according  to 
a competent  writer  on  taxation  in  Australia,  it 
is  probable  that  about  35  per  cent,  of  the  amount 
of  the  Commonwealth  and  States  Income  Taxes 
is  passed  on  to  the  consumers. 

My  attention  has  recently  been  called  to  some 
interesting  tables  and  diagrams  prepared  by  the 
Tariff  Commission  and  published  in  June,  1914, 
showing  a marked  tendency  in  then  recent  years 
to  similarity  of  movement  between  prices  and 
the  average  burden  of  direct  taxation,  a move- 
ment which  seems  to  suggest  some  sort  of  corre- 
lation between  the  two.  At  that  time  the 
burden  of  direct  taxation  in  the  United  King- 
dom was  a mere  fraction  of  what  it  is  to-day. 

The  amount  of  real  wages  depends,  of  course, 
upon  the  level  of  prices,  and  the  question  is  of 
great  importance,  because  not  less  than  85  per 
cent,  of  all  consumed  production — which  in- 
cludes imports  paid  for  by  exports — is  actually 
purchased  and  consumed  in  tbe  forms  of  clothes, 
food,  shelter,  and  amusement — by  wage-earners 
and  others  with  small  incomes. 

P.  D.  Leake. 

You  will  see  he  refers  there  to  the  1923  Commission, 
to  the  Arbitration  Court  procedure,  and  to  the  Tariff 
Commission.  Can  you  tell  us  anything  on  that  now, 
or  would  you  like  to  comment  on  it  later  in  writing? 
— I have  read  that  in  the  “ Times,”  and  was  at  once 
interested,  because  I had  used  Mr.  Leake’s  arguments 
in  the  writing  of  this  paper.  I thought  his  reference 
to  a competent  writer  on  taxation  in  Australia  would 
be  to  Mr.  Stephen  Mills,  whose  book  I had  seen,  and 
I turned  up  Mr.  Mills’s  book  and  found  that  these 
statements  are  taken  directly  from  Mr.  Stephen  Mills, 


although  Mr.  Leake  does  not  acknowledge  the  source 
of  his  information.  The  implication  of  the  letter  is. 
it  seems  to  me,  that  Mr.  Leake  had  considered  this 
evidence,  but  the  words  in  the  letter  are  almost  the 
ipsissima  verba  of  the  book,  and  the  quotation  of  the 
New  South  Wales  Parliamentary  Debates  is  also  taken 
from  a footnote.  Then  I obtained  the  Reports  of  the 
Royal  Commission  on  Taxation  in  Australia  and  made 
a brief  search  to  see  whether  the  Commission  them- 
selves had  in  any  way  adverted  to  this  matter,  and  T 
regret  to  say  that  I failed  entirely.  That  Commission 
was  instructed  to  report  upon  the  equitable  distribut- 
tion  of  the  burdens  of  taxation  but  nowhere  in  its 
five  Reports  does  it  discuss  the  actual  incidence  of  the 
Income  Tax;  nor  in  its  questionnaire  to  the  various 
Tax  Commissioners  of  the  various  States  in  Australia, 
asking  questions  as  to  differentiation,  graduation, 
double  income  tax,  profits  on  exports,  and  so  on — a 
questionnaire  running  to  57  questions — does  it  ask  any 
questions  as  to  incidence  of  taxation.  None  the  less, 
I do  not  doubt  that  evidence  may  have  been  given 
before  the  Commission  to  the  effect  that  Income  Tax 
is  treated  by  business  men  as  one  of  the  overhead  ex- 
penses of  the  business,  inasmuch  as  Mr.  Stephen  Mills, 
the  author  of  the  book,  was  himself  a member  of  the. 
Commission.  But  it  became  perfectly  clear  also  that 
Mr.  Leake  could  not  have  referred  to  the  evidence, 
because  in  this  Report,  where  references  are  given 
in  a final  table,  to  the  pages  on  which  the  evidence 
appears,  there  is  a note  that  the  evidence  is  not 
printed. 

8860.  Chairman-.  It  may  be  in  existence? — Yes,  it 
no  doubt  is  in  existence,  but  there  is  no  means  by 
which  one  can  verify  that,  as  far  as  I oan  trace. 

8861.  Sir  -Josiah.  Stamp:  What  does  the  Arbitra- 
tion Court  referred  to  do;  do  you  know? — It  endea- 
vours to  fix  wages,  I believe. 

8862.  There  is  no  evidence  that  they  are  able  to  get 
the  tax  passed  on  to  the  public  ? — No. 

8863.  It  seems  to  be  a sum  that  they  do  for  some 
other  purpose? — Yes. 

8864.  So  that  there  is  no  direct  evidence  here  of 
what  is  actually  happening.  Do  you  think  you  could, 
by  a Court  of  Law,  abrogate  an  economic  law? — I am 
perfectly  sure  that  you  could  not.  The  economic  law 
will  ultimately  abrogate  the  legal  law. 

8865.  Are  you-  able  to  make  any  comparison  be- 
tween the  price  level  and  the  rate  of  Inoome  Tax? 
— I was  not  able  to  do  that  in  the  short  notice  which 
1 had  of  this  letter,  which  only  appeared  quite  re- 
cently, but  I did  make  a brief  comparison  between 
the  rates  of  Income  Tax  up  to  1913  and  the  move- 
ments of  the  Statist  price  index  number.  So  far  as 
I can  see,  it  would  be  very  difficult  to  trace  any  like 
movement  between  those  two  respective  series.  In 
1885  the  price  level  was  72  as  compared  with  the 
base  of  100,  which  related  to  the  ten  years  1867  to 
1877.  The  rate  of  Inoome  Tax  was  then  8d.  The 
price  level  fell  gradually  until  in  1896  it  was  61 ; that 
is  to  say,  a fall  of  11  on  72;  that  is  15  per  cent. 
The  rate  of  Income  Tax  was  still  8d.  and  was  8d. 
for  six  years  from  1894  to  1899.  The  price  index 
rose  gradually  from  1896,  and  in  1901,  1902  and  1903 
it  was  70,  69,  and  69,  when  the  Income  Tax  was 
14d.,  13d.  and  lid.  That  is  to  say,  in  1902,  under 
the  pressure  of  the  South  African  War,  when  the 
price  level  was  69,  the  Income  Tax  was  13d. ; but  also 
in  1886,  when  the  price  level  was  69,  the  Income 
Tax  was  8d.  I find  it  impossible  on  these  figures 
to  support  what  Mr.  Leake  says.  On  the  other  hand, 
it  may  be  that  in  the  figures  taken  out  by  the  Tariff 
Commission,  there  is  perhaps  proof  of  a different 
interpretation.  That  may  be;  but  I think  it  was 
the  feature  of  all  tariff  controversies  that  one  worked 
strictly  on  short  periods  in  order  very  often  to  gel 
the  result  which  one  wanted  ; but  in  this  sort  of  com- 
parison a long  period  is  essential. 

8866.  Mr.  Bell : Get  away  from  8d.  Income  Tax 

and  call  it  17s.  6d.  Would  no  attempt  be  made  by 
the  trader  in  that  case  to  pass  some  of  that  17s.  6d. 
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on  to  the  purchaser,  and  if  he  did  make  the  attempt, 
could  he  succeed  in  whole  or  in  part? — I think  the 
attempt  is  always  being  made. 

8867.  Can  it  succeed  in  whole  or  in  part? — I assume 
you  mean  a rate  of  Income  Tax  of  17s.  6d.  in  the  £. 
I think  it  would  ultimately  be  unsuccessful. 

8868.  Even  in  whole  or  in  part? — Even  in  whole 
or  in  part,  except  during  short  periods  while  the 
movement  was  in  process,  that  is  to  say,  while  econo- 
mic friction  was  working,  and  until  the  disturbances 
which  would  undoubtedly  be  set  up  on  a very  serious 
scale  by  such  a movement  in  the  tax,  had  had  time 
to  work  out  their  effects. 

8869.  Then  it  would  not  pass? — It  might  tempor- 
arily, I admit,  within  limited  spheres. 

8870.  That  is  clearing  our  mind  a little.  I should 
think  that  very  like!}'  some  of  the  men  who  claim 
that  it  is  passed  on,  would  admit  that,  though  per- 
haps over  fifty  years  it  clears  itself  off,  it  is  just 
these  periods  that  are  affected? — A much  shorter 
period  than  fifty  years. 

8871 . I will  take  ten  years;  or  five : they  would 

say:  “ At  all  events  it  is  what  I am  doing  this 

year”? — I would  limit  it  even  further  than  that; 
T would  say  that  it  will  not  last  for  more  than  one 
or  two  years,  if  it  lasts  so  long. 

8872.  But  for  some  period  you  think  it  might  be 
passed  on? — I think  within  a limited  sphere;  that  is 
to  say,  certain  retailers  may  put  their  prices  up, 
and,  while  inertia  and  economic  friction  last,  thev 
will  get  that  price. 

8873.  Sir  Josiali  Stamp  : Is  it  not  affected  by  tin- 
proportion  paid  by  traders  at  such  a rate? — Un- 
doubtedly. I was  assuming  Mr.  Bell  meant  a flat 
rate  of  17s.  6d. 

8874.  Mr.  Bell:  Yes? — I was  assuming,  for  the 
purpose,  a standard  rate  of  17s.  6d.  in  the  £.  Before 
one  could  give  a really  straight  answer  on  that  point, 
one  would  want  to  know  what  was  happening  to  the 
amount  of  tax  which  was  so  collected,  how  it  was 
being  spent,  for  that  of  course  would  in  itself  set 
up  considerable  disturbances.  Mr.  Bell : In  the  case 
of  war,  for  instance,  you  might  well  tax  heavily. 

8875.  Mrs.  Wootton : You  are  distinguishing  be- 
tween the  effect  of  the  change  in  the  mode  of  tax  and 
the  amount  of  the  tax? — Yes;  that  is  to  say,  during 
any  period  of  change  you  get  a period  of  stickiness, 
no  matter  what  the  change  is. 

8876.  If  it  was  put  up  from  8d.  to  Is.,  the  tempor- 
ary passing  on  of  that  would  be  just  as  large  as  if  it 
was  put  up  higher? — Yes.  I confine  these  effects  very 
largely  to  the  retail  distributive  trades. 

8877.  Mr.  Bell : But  surely  there  is  not  the  same 
attempt  between  8d.  and  Is.  as  between  Is.  and  os. 
or  6s.  ? — I think  so,  in  that  sphere. 

8878.  An  attempt  by  the  individual  trader? — As  I 
say,  I regard  the  individual  trader  as  always  en- 
deavouring to  get  the  highest  price  he  can. 

8879.  But  his  mind  does  not  really  turn  to  the 
difference  between  8di.  and  Is.  He  does  not  begin  to 
think  of  it?  I think  he  would;  he  certainly  did 
during  the  South  African  War.  Sir  Josiali'  Stamp: 
He  made  a big  fuss  of  it. 

8880.  Mrs.  \V oolton : Does  it  not  depend  partly  on 
what  he  had  done  before?— I do  not  think  he  would 
bother  so  much  now  about  4d.,  but,  after  all,  the 
difference  between  8d.  and  Is.  was  50  per  cent.,  and 
its  equivalent  now  would  be  going  from  our  old  rate 
of  6s.  to  9s.,  and  I think  people  would  bother  about 
that. 


8881.  Sir  Josiali  Stamp:  You  say  that  Mr.  L 
has  made  an  attempt  to  link  up  his  arguments  w: 
body  of  economic  doctrine.  I see  you  say  “ a ” 
af  economic  doctrine,  not  “ the  ” body  of  econ 
doctrine.  .Is  the  body  of  economic  doctrine  to  w 
he  links  it  up,  a recognised  body  or  is  it  a concoc 
oi  his  own?— Perhaps  it  is  somewhat  flattering  to 
a body  of  economic  doctrine  at  all,  but  he  does 
nect  it  up  to  a doctrine  of  such  things  as  supply 
demand;  he  does  not  connect  it  up  with  the  genei 


accepted  body  of  economic  doctrine,  which  is  usually 
based  on  the  marginal  principle  running  throughout 
all  industry  and  all  human  nature. 

8882.  In  so  far  as  he  makes  his  statement  fit  in 
reasonably  with  his  doctrine,  he  has  to  fit  it  in  with 
a doctrine  that  is  not  generally  accepted? — Yes. 

8883.  Mr.  JJiehens : I should,  like  to  carry  Mr. 

Bell’s  point  a little  further.  Do  I understand  from 
you  that  Income  Tax  may  be  included  in  the  costs  of 
the  firm  for  a short  time  but  for  a short  time  only, 
and  in  part  only? — I would  rather  say,  not  that  they 
would  be  included  in  the  costs  of  the  firm,  but  that 
under  the  pressure  of  an  increased  rate  of  tax,  such 
as  Mr.  Bell  postulated,  the  trader  would  say  : “ I 
must  put  up  my  prices.”  In  the  distributive  trade, 
I do  not  think  that  a trader  works  upon  costs  in  the 
commonly  accepted  meaning  of  the  term.  He  is  work- 
ing upon  a definite  margin  of  marking  up,  as  it  is 
called,  on  his  cost  prices,  the  cost  of  his  goods;  he 
reckons  to  get  the  accepted  mark-up  on  that  cost,  and 
he  would  say:  “I  must  increase  that  mark-up  in 
order  to  allow  for  this  tax.” 

8884.  Let  me  take,  as  an  example,  salaries,  for  in- 
stance. Would  you  agree  that  many  firms  in  this 
country  have  increased  the  salaries  of  their  higher 
officials  on  the  ground  that  the  Income  Tax  had  been 
increased  largely  ? — Bo  far  as  some  large  employers 
are  concerned,  notably  banks  bearing  for  their  em- 
ployees the  tax  on  their  salaries  under  pre-war  and 
old-standing  arrangements,  they  undoubtedly  did  in- 
crease their  true  salaries  by  bearing  the  higher  tax 
for  them.  But  looking  at  the  ordinary  normal  case, 
where  the  man  bears  his  own  tax,  I do  not  think  so. 

8880.  Let  us  finish  with  the  bank,  before  we  go  on 
to  the  other  case.  The  case  of  the  banks  is  ex- 
ceptional ; they  do  what  they  like  and  they  have 
succeeded  in  passing  on  this  burden  to  the  community 
to  a large  extent,  have  they  not? — I would  not  go  so 
far  even  as  that,  because  it  may  well  be  that  that 
movement  on  the  one  hand  has  been  restricted,  and 
perhaps  even  entirely  compensated,  by  a policy  of 
smaller  salary  increments  on  the  other.  Bank 
salaries,  I belieke,  are  not  scale  salaries;  they  are  of 
a very  elastic  nature  when  men  are  moved  from  one 
branch  to  another. 

8886.  Leaving  banks  aside,  supposing  in  a wholly 
different  sphere,  the  iron  and  steel  industry,  for  ex- 
ample, it  was  found  necessary  to  raise  the  standard  of 
salary  for  everybody  in  that  industry ; supposing  it 
was  found  that  as  a result  of  the  heavy  demands  of 
Income  lax  all  the  firms  had  been  obliged  to  raise 
salaries,  or  else  they  would  have  t-o  face  serious  diffi- 
culties, even  on  the  marginal  theory  might  it  not  b^ 
argued  either  directly  or  indirectly  Income  Tax  had 
been  included  to  that  extent?— I do  not  think  so. 
After  all,  of  the  total  salaried  employees  a very  large 
proportion  are  entirely  exempt  from  Income  Tax; 
that  is  to  say,  they  pay  no  tax.  They  may  be  liable 
in  the  technical  sense  of  having  an  income  exceeding 
£136^  of  assessable  income,  but  with  their  being 
married  and  having  so,  many  children  and  life  insum 
ance,  and  so  on,  they  may  not  be  actual  payers  of 
tax ; and  you  may  get  two  men  receiving  exactly  the 
same  salary,  one  of  whom  is  bearing  no  tax  a.t  all,  and 
the  other  may  be  bearing  £4  or  £5  or  £10.  Taking 
this  point  alone,  in  the  first  place  it  seems  impossible 
to  adjust  your  rates  of  salary  in  .a  large  undertaking 
where  you  have,  say,  400  or  500  or  1,000  salaried 
officials,  so  that  you  are  compensating  each  man  for 
his  particular  burden  of  tax,  because  you  would  have 
to  alter  his  rate  of  salary  on  each  addition  to  his 
family,  or  on  each  increase  of  his  life  insurance,  or 
if  he  lost  his  wife,  or  if  he  had  another  dependent 
relative,  and  so  on — the  tax  being  so  finely  graduated 
in  these  respects.  But  that  is  only  a partial  answer : 
the  big  broad  answer  is  this.  I did  endeavour  to 
investigate  that  problem  and  the  conclusion  I came 
to  was  that  I could  find  no  substantial  evidence  to 
the  effect  that  salaries  in  industries  generally  had 
been  increased  in  order  to  leave  the  employee  free 
from  the  burden  of  the  tax. 
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8887.  'If  you  want  to  put  it  quite  so  literally  as 

that,  I dare  say  it  might  be  the  case,  but  it  is  surely 
true,  is  it  not,  that  the  increase  in  the  Income  Tax 
was  a very  important  factor  in  the  increases  of 
salary  which  took  place;  would  one  not  be  justified 
in  saying  that  the  increases  would  not  have  been 
so  large  had  the  Income  Tax  not  gone  up  substanti- 
ally. I think  you  can  say  that.  Sir  Josiah  Stamp: 
You  have  two  features : the  change  in  the  price  level, 
and  the  Income  Tax  question.  In  any  case  you  get  a 
salary  to  take  care  of  both.  If  an  increase  did  not 
take  care  of  both,  which  came  first?  Is  that  your 
point?  Mr.  Sickens : Yes,  and  it  is  very  difficult 

to  see.  I would  not  go  further  personally  than  to 
suggest  that  just  as  the  increase  in  the  cost  of  liv- 
ing was  a very  important  factor,  so  was  the  Income 
Tax,  and  that  in  increasing  a man’s  salary  you  bore 
both  points  in  mind.  That  would  apply  not  only  to 
one  or  two  firms  but  probably  to  all  firms,  and 
therefore  it  was  a cost  which  extended  over  the 
whole  industry ; it  would  permanently  raise  the 
price.  Sir  Josiah  Stamp : I take  it  your  point 

is  that  if  there  had  been  no  increase  in  Income  Tax, 
but  only  an  increase  in  the  cost  of  living,  the  salaries 
would  not  have  been  raised  so  much  as  they  were. 
Mr.  Sickens:  Yes,  I think  so.  Sir  Josiah  Stamp: 

It  is  very  difficult  to  prove.  Mr.  Sickens : It  is 

very  difficult  to  prove,  but  it  is  equally  difficult  to 
discard  it  altogether,  I think.  It  has  got  to  be  fairly 
faced  and  the  point  I make  is  that  if  you  could 
establish  that  there  has  been  a general  increase 
throughout  a number  of  industries  on  account  of  an 
increase  of  Income  Tax,  then  would  not  that  affect 
prices? — -(Witness) : No,  even  then  that  would  not 
affect-  prices. 

8888.  Not  if  it  was  common  to  the  whole  industry? 
— No,  I do  not  think  it  would  even  then. 

8889.  It  would  not  be  inconsistent  with  the 
marginal  theory  that  it  should,  would  it? — I think 
it  would. 

8890.  Why? — Because  you  have  so  many  marginal 
men  determining  your  price. 

8891.  Sir  Josiah  Stamp:  If  that-  is  so,  it  would 

induce  the  employers  to  employ  married  men  with 
large  families,  because  then  they  would  not  have  to 
pay  them  such  big  salaries.  Mr.  Sickens : My 

assumption  is  that  practically  every  firm  in  an 
industry  like  the  iron  and  steel  industry,  for 
instance,  finds  itself  compelled  to  make  increases  on 
that  ground;  therefore  it  is  a factor  common  to  all 
of  them,  in  varying  degree  no  doubt,  and  some  firms 
do  try  to  get  out  of  it  to  a greater  extent  than 
others,  but  they  are  all  hit  to  some  extent.  There- 
fore there  is  a least  common  measure  of  increase 
applying  to  all  of  them? — (Witness) : On  that 

particular  point  may  I say  this?  I did  endeavour  to 
make  some  investigations  upon  this  matter.  It  is 
of  course  a very  difficult  problem  to  compare  rates 
of  remuneration  pre-war  and  post-war  in  view  of 
the  extraordinary  change  in  the  price  level.  But 
my  investigation  did  lead  me  to  the  conclusion  that 
for  different  ranges  of  salaries,  e.g.,  typical  earn- 
ings in  1913  of  £200,  £500  and  £1,000 — that  class 
of  man  of  whom  you  say  : “ Well,  he  was  a £1,000 

man  in  190.3  ” — taking  various  people  of  that 
description  in  categories  of  income  value,  in  1913, 
and  then  looking  at  their  typical  positions  in  1922, 
there  was  no  evenness  of  increase.  The  increases 
which  were  obtained  by  people  at  various  points  in 
the  salary  scale  in  1922  were  extremely  irregular. 
That  was  the  first  conclusion  I came  to.  The  second 
conclusion  I came  to  was  this:  that  when  I made 
comparisons  between  different  groups  of  industries, 
the  irregularity  was  continued ; there  were  irregulari- 
ties in  each,  but  different  irregularities  as  regards 
different  salary  points.  The  £200  man  in  one 
industry  might  have  gone  up  x per  cent.,  but  in  the 
next  _ industry  he  had  gone  x minus  10  per  cent., 
and  in  the  next  'he  had  gone  up  x plus  10  per  cent. 
If  you  took  the  next  typical  salary  those  variations 
might  be  entirely  different.  It  was  impossible  to  trace 
through  these  variations  one  least  common  multiple 


of  cost  such  as  you  are  referring  to.  May  I add 
this? — After  .the  war  period  we  had  a large  boom. 
Industry  generally  was  probably  having  the  most 
prosperous  time,  on  an  extraordinarily  small  pro- 
duction, that  it  has  ever  had  in  this  country;  aid 
the  Excess  Profits  Duty  perhaps  had  seme  influence 
in  putting  up  salaries;  but  generally  there  was  a 
feeling  of  a very  good  time.  There  is  no  doubt  in 
my  mind  that  salaries  were  treated  fairly  generously 
during  that  time.  When  we  got  over  the  curve  and 
down  into  the  depths  of  1921,  it  was  a very  diffi- 
cult matter,  I should  imagine,  to  pull  salaries 
generally  back  on  a rigidly  proportionate  line.  Thev 
may  have  been  pulled  back  slightly,  but  the  total 
figures  for  employments,  Schedule  E.,  did  not  show 
anything  like  the  movement  downwards  that  the  pro- 
fits showed.  Salaries  were  probably  left;  in  effect 
they  show  a much  greater  inertia  than  profits. 

8S92.  Mr.  Bell:  It  was  done  in  an  entirely  differ- 
ent way,  was  it  not?  It  was  done  by  getting  rid 
of  people? — Yes,  but  even  then  the  aggregates  did 
not  move  proportionately. 

8893.  Chairman : Would  it  make  any  difference 

if  the  bulk  of  the  increase  was  paid  in  bonuses  and 
those  bonuses  were  cut  off? — No,  not  for  this  pur- 
pose, because  I was  taking  the  total  salary  liable 
to  Income  Tax,  and  we  had  got  all  those  in. 

8894.  Sir  William  McLintock : Take  the  increase 
in  salaries  as  you  found  them  in  various  industries. 
Did  it  not  depend  much  more  on  the  increase  in  the 
cost  of  living? — Sometimes  it  did  and  sometimes  it 
did  not. 

8895.  And  your  view  is — it  is  mine  anyhow — that 
the  incidence  of  Excess  Profits  Duty  caused  employers 
to  be  considerably  more  liberal  than  they  would 
otherwise  have  been  ? — I think  there  was  a tendency 
that  way. 

8896.  That  is,  they  did  not  give  an  increase  in 
order  necessarily  to  cover  the  Income  Tax  that  a 
particular  employee  might  have  to  pay? — No. 

8897.  Sir  Josiah  Stamp:  It  was  a great  oppor- 
tunity for  being  generous  on  the  cheap? — It  was  an 
opportunity  for  being  generous  largely  at  the  ex- 
pense of  the  State. 

8898.  Sir  William  McLintock : I can  only  speak 
of  my  own  experience.  Wo  raised  the  level  of  all  our 
salaries,  but  we  never  considered  Income  Tax  as  an 
item  justifying  the  increase? — I do  not  think  that 
industry  as  a whole  in  this  country  says:  “ In  con- 
sidering what  to  pay  my  employees  I must  include 
their  Income  Tax.”  It  says:  “I  want  such  and 
such  a man  of  such  and  such  a quality  and  what 
have  I to  pay  for  him?”  and  it  pays  as  little  as  it 
can. 

8899.  Mr.  Sickens  : But  what  it  has  to  pay  may  bo 
affected  by  Income  Tax  in  determining  wliat  that 
exiguous  minimum  is? — That  may  have  an  influence 
on  both  sides,  but  none  the  less  that  can  affect 
neither  the  total  demand  of  industry  for  that  quality 
of  man  nor  can  it  produce  more  men  of  that  ability. 
Income  Tax  can  have  no  effect  on  the  supply  of  men 
of  given  ability. 

8900.  But  the  Income  Tax  might  affect  prices  in 
just  the  same  way,  might  it  not,  as  a general  in- 
crease of  wage  can  in  trade.  Supposing  in  the  iron 
and  steel  industry  there  was  a general  increase  of 
wages,  that  might  not  be  in  whole  or  part  shifted, 
but  it  is  possible  that  it  might  be.  Supposing  every 
salaried  official  belonged  to  the  Clerks’  Union  and  a 
demand  was  put  forward  that  an  amount  equivalent 
to  the  Income  Tax  should  be  given  them  as  an  in- 
crease in  salary,  that  might  in  some  way  be  passed 
on,  might  it  not? — I think  that  whole  argument  is 
fallacious.  Otherwise  one  could  say  to  the  miners 
at  once  “ We  will  put  all  your  wages  up;  we  can 
always  get  it  from  the  consumer  ” ; but  we  cannot. 

8901.  The  point  I wanted  to  put  is  that  it  is  on 
all  fours  with  thfit  argument? — It  is  on  all  fours 
with  the  argument,  but  I do  not  think  that  argu- 
ment is  sound. 

8902.  And  when  one  is  arguing  about  salaries  or 
wages,  the  real  point  is  that  it  depends  on  whether 
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the  industry  is  already  charging  the  maximum  price 
that  can  be  borne  or  not? — Yes,  it  ultimately  comes 
back  to  what  that  industry  can  supply,  the  price  and 
the  demand  at  that  price,  and  those  are  the  final 
regulators  and  your  tax  either  way  cannot  affect 
them. 

8903.  Only  to  this  very  limited  extent  would  you 
agree.  As  a matter  of  sentiment  and  as  a bargaining 
counter.  It  is  conceivable,  I suppose,  that  the 
general  public  might  be  persuaded  to  pay  a little 
more  and  have  sufficient  goodwill  to  pay  a little  more, 
if  it  recognised  that  an  increase  in  price  of  some 
amount  or  other  was  reasonable? — It  could  only  do 
so  in  one  direction,  at  the  cost  of  another  class.  By 
putting  up  your  tax  you  cannot  put  up  your  national 
income;  that  is  to  say,  you  cannot  increase  the 
amount  that  there  is  to  be  spent.  In  fact  there  is 
no  doubt  that  there  is  some  psychological  depression 
of  the  national  income  by  an  increase  of  tax,  so  that 
you  get  a little  less  total  income,  not  a little  more. 

8904.  Sir  Josiah  Stamp:  Would  you  agree  that  m 
the  fight  for  available  purchasing  power  this  en- 
deavour to  pass  on  tax  might  he  conceivably  a little 
more  successful  in  the  case  of  the  production  of  a 
commodity  the  demand  for  which  was  very  inelastic 
as  compared  with  a commodity  which  was  very 
elastic  ? — Undoubtedly. 

8905.  There  would  be  just  that  slight  difference 
as  between  the  two  classes? — Yes.  Perhaps  I might 
say  this.  I do  recognise  one  case  where  the  tax  can 
be  passed  on.  That  is  the  case  of  the  benevolent 
monopolist.  By  the  benevolent  monopolist  I mean 
this.  I take  as  my  normal  example  the  highly  skilled 
professional  man.  Take  a specialist  in  Harley  Street 
who  charges  a high  fee,  which  justs  keeps  the  demand 
down  to  such  a point  as  to  occupy  his  whole  time. 
He  knows  he  is  in  a position  that  his  fee  can  be 
increased,  because  of  the  monopoly  arising  from  his 
ability.  If  the  tax  were  increased  largely  that  man 
can  say:  “I  have  a monopoly;  I have  not  charged 
a monopoly  price;  I oan  put  my  price  up,  still  just 
keeping  my  time  fully  employed,  because  these  people 
will  pay  more  and  will  thus  bear  the  tax.”  When 
that  is  properly  analysed  I think  it  is  not  really  a 
case  of  passing  the  tax  on. 

8906.  Is  there  not  one  case  slightly  analogous  io 
that,  where  the  demand  was  inelastic  and  rhe 
suppliers  were  not  aware  that  it  was  inelastic? — I 
think  that  is  the  same  case  really,  only  I did  not. 
like  to  use  those  technical  terms. 

3907.  Mr.  Dell : Would  you  include  legal  charges 
in  the  same  way?  They  have  all  been  increased? — 
I am  not  quite  clear.  Do  you  mean  in  the  illustra- 
tion I have  just  been  using  of  the  benevolent  mono- 
polist? I should  include  the  barrister.  The  barrister 
who  is  right  at  the  top  of  his  profession  may,  I 
imagine,  fall  within  that  class. 

8908.  I was  thinking  of  the  general  body  of  soli- 
citors?— No.  There  you  have  them  often  working 

on  scale  charges. 

8909.  They  were  increased,  were  they  not? — They 
have  been  increased,  but  whether  they  have  been 
increased  in  relation  to  the  cost  of  living  or  in  rela- 
tion to  the  increase  in  the  rate  of  Income  Tax  I do 
not  know;  but  in  any  case  you  have  there  again 
a monopoly,  that  is  to  say,  you  have  only  so  many 
solicitors  and  their  endeavour  must  necessarily  be 
to  find  that  particular  price  at  which  to  sell  the 
product  of  their  services,  that  will  yield  them  a maxi- 
mum revenue.  Once  they  have  found  that,  then  a 
tax  levied  on  profit  margins  cannot  shift  it,  because 
if  they  put  their  prices  up  people  will  do  with  less 
solicitors’  services. 

8910.  That  is  the  point;  do  they? — I think  so. 

8911.  I was  taking  my  own  case.  I never  employ 
a solicitor  until  I have  to,  and  then  I have  to  pay 
him  what  he  charges  me  ? — I think  there  are  a very 
large  number  of  people  who  employ  solicitors  not 
quite  like  that. 

8912.  The  great  intention  is  not  to  employ  one, 
but  when  you  move  into  a new  house,  if  you  lease  a 
house,  you  have  to  go  to  a solicitor. — Take  such  things 


as  a man  making  his  will.  He  can  buy  a will  form 
and  do  it  himself.  I am  not  taking  a man  of  means ; 
I am  talking  of  the  great  slice  of  the  population  who 
range,  say,  between  £150  and  £500  a year,  to  whom  a 
guinea  for  having  a will  made  is  a consideration. 
They  can  go  to  a solicitor  or  they  can  do  it  themselves. 
The  price  will  inevitably  have  an  effect. 

8913.  Many  people  in  business  have  to  go  to  a 
solicitor  frequently? — Certainly,  but  there  is  a point 
where  you  say  : “ Now,  is  it  worth  while  going  to  a 
solicitor  or  is  it  not?  Shall  I pursue  this  man  or  shall 
I let  the  thing  slide.  Shall  I sue  him  for  this  £3 
debt  or  will  it  cost  me  £4  to  get  a solicitor  to  do  it?” 
There  is  always  a point  at  which  the  question  comes  : 
Is  it  worth  while  or  is  it  not?  The  high-sounding 
term  of  the  marginal  principle  that  we  employ  only 
expresses  the  common  human  question  of : Is  it  worth 
while  or  is  it  not?  When  we  are  just  at  the  point 
when  we  say  : “ No,  I do  not  think  it  is  worth  while  ” 
that  is  the  marginal  point;  and  we  are  always  in  that 
position  for  everything.  Is  it  worth  while  running  for 
a train?  No,  it  is  not.  Is  it  worth  while  doing  just 
that  bit  more  of  business  ? No,  because  I shall  not  get 
any  profit  on  it.  Is  it  worth  while  going  to  a solicitor 
for  this  business,  or  going  to  .a  doctor  for  this  ailment  ? 
No;  I do  not  think  so  for  the  value  that  I shall  get. 

8914.  Sir  Josiah  Stamp  : Have  you  looked  at  the 
question  of  the  solicitor  from  the  supply  side  too? 
Are  there  not  plenty  of  solicitors  in  the  market  who 
would  be  glad  to  do  business  at  a lower  price? — Yes, 
but  they  often  have  scale  fees. 

8915.  So  far  as  they  are  doing  work  for  which  there 
are  no  scale  fees  are  there  not  plenty  of  solicitors  who 
would  like  to  do  more  work? — Yes. 

8916.  Sir  William  McLintoch  : And  so  far  as  there 
are  scale  fees  they  do  not  always  charge  them? — That 
is  so.  I was  only  endeavouring  to  illustrate  the  ex- 
istence of  the  marginal  area  in  regard  to  everything 
you  look  at. 

8917.  Sir  Josiah  Stamp:  Is  there  not  a common 
feartui'e  running  through  all  of  what  you  may  call  the 
higher  class  of  ability,  the  great  doctor  or  the  great 
barrister  : a big  profit  may  be  made  out  of  getting 
his  services  and  in  the  past  the  supply  of  that  man 
has  been  limited,  but  he  has  never  been  out  to  get 
the  last  penny  of  that  great  profit  ? — 1 do  not  think 
he  has. 

8918.  And  it  is  possible  that  he  may  at  this  parti- 
cular time,  with  a heavy  tax,  get  a bit  more? — Yes. 

8919.  Because  the  supply  is  absolutely  fixed? — Yes, 
the  supply  is  fixed  there. 

8920.  Professor  Mali : Who  pays  in  that  case  ? If 
more  is  paid  to  the  doctor,  less  will  be  paid  to  some- 
body else,  and  therefore  the  other  people  would  have 
greater  difficulty  in  trying  to  pass  on  their  tax  to  the 
consumer,  I take  it  ? — Yes,  it  may  have  a tendency  in 
that  way  in  affecting  expenditure  in  other  directions. 

8921.  Sir  Josiah  Stamp:  The  total  purchasing 
power  is  taken  as  constant? — Yes. 

8922.  Professor  Hall : If  the  doctor  gets  more  some- 
body else  will  have  more  difficulty  in  passing  on  their 
tax? — Yes,  that  is  so;  it  will  reduce  the  demand  else- 
where. 

8923.  Mrs.  Wootton:  Though  it  may  have  no  effect 
on  the  general  price  level? — No.  I do  not  think  those 
isolated  instances  affect  the  general  price  level. 

8924.  Professor  Hall : I would  like  to  ask  if  there 
is  any  considerable  number  of  persons  who  receive 
salaries  tax  free.  Is  it  important  in  this  connection? 
— Not  in  relation  to  the  total  number  of  employees. 

( Paragraph  8 read).  I had  one  addition  which  I 
thought  might  be  made  to  that.  It  was  a quotation 
from  the  “ Times,”  not  on  this  topic  but  on  unem- 
ployment, which  brought  out  very  clearly  the 
difference  between  the  time  limit  in  these  two  forces 
of  demand  and  supply.  Perhaps  I may  read  it  to 
you.  It  appeared  over  a year  ago,  on  the  23rd 
September,  1924  : “ The  truth  is  that  unemployment 
is  the  inevitable  result  of  a productive  system  in 
which  producer  and  consumer  are  separated  by 
thousands  of  miles  in  space  and  by  months  in  time ; 
in  which  the  influence  of  weather,  technical  change. 
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political  revolutions,  and  a hundred  other  influences 
make  themselves  felt,  not  only  at  the  first  point  of 
impact  but  in  widening  circles  throughout  the  world 
of  commerce,  in  which  production  as  a whole  is 
carried  on  in  anticipation  of  demand,  and  therefore 
on  an  estimate  of  demand  which  no  human  foresight 
can  always  make  correctly.”  ( Paragraph  9 read). 

8925.  Sir  Josiah  Stamp  : Before  leaving  that,  may 
I postulate  first  of  all  in  Euclidian  fashion  that 
businesses  are  successful  in  passing  on  the  tax  in 
price.  You  have  a certain  state  of  supply  and  de- 
mand with  a marginal  point  at  which  the  marginal 
firm  is, making  no  profit.  Suppose  that  a heavy  tax  is 
imposed  on  profits  and  it  is  passed  on  in  price ; that 
marginal  man’s  price  is  now  a higher  one;  it  is  there- 
fore yielding  him  at  that  point  a profit  that  was  not 
in  existence  before — the  amount  of  the  tax.  Does  he 
have  to  pay  over  the  whole  of  the  profit,  namely,  the 
amount  of  the  tax? — No,  he  would  only  pay  tax  on 
his  profit. 

8926.  He  would  pay  tax  on  the  tax? — Yes,  tax  on 
the  tax,  the  tax  having  to  be  added  now  to  the  profit, 
and  he  will  pay  the  tax  on  the  tax  in  the  sense  of 
being  taxed  on  the  profit. 

8927.  Therefore  in  your  diagrams  would  you  not 
shift  the  marginal  point  at  which  there  is  no  longer 
any  profit  when  you  impose  that  tax  and  put  it  on  to 
the  price? — You  would  shift  it  to  the  point  at  which 
the  amount  of  a man’s  losses  in  the  existing  con- 
ditions is  equal  to  the  amount  of  the  tax,  taking  it 
that  the  standard  rate  of  tax  is  the  measure  by  which 
he  would  govern  his  action. 

8928.  Suppose  there  was  a flat  tax  of  os.  in  the  £ 
which  you  imposed,  by  this  process  a man  who  was 
previously  making  no  profit  but  who  was  on  the 
margin  would  now  be  making  a profit? — Yes. 

8929.  And  he  would  only  be  paying  tax  on  a portion 
of  that? — Yes. 

8930.  Therefore  the  marginal  point  would  move 
further  along  the  line? — Yes. 

8931.  Does  not  that  seem  to  show  that  your  total 

supply  is  increased  if  the  marginal  point  is  shifted  to 
the  right? — I think  that  will  undoubtedly  follow  if 
you  put  prices  up.  There  will  be  a considerable 
number  of  people,  especially  in  the  lower  area,  who 
will  say:  “ Now  business  will  be  better;  we  shall  do 
better,  and  we  can  put  more  supplies  still  on  the 
market.”  They  may  consider  that  they  will  have  to 
pay  more  for  their  goods,  but  if  we  eliminate  that 

8932.  You  have  a larger  total  supply  now  at  a 
higher  price.  Is  that  a stable  condition  in  economics. 
What  sort  of  demand  curve  will  take  off  a larger 
supply  at  a higher  price? — Of  course  the  demand 
must  fall.  If  you  have  a higher  price,  and  if  you 
have  a larger  supply,  the  supply  will  have  to  shrink 
as  well;  it  cannot  remain  higher. 

8933.  Do  you  not  get  to  an  absolute  impasse  in 
economic  doctrine,  in  practice,  by  making  this  as- 
sumption?— Yes,  I think  that  must  follow. 

8934.  If  making  this  assumption  leads  you  into  an 
absolute  deadlock  on  this  question  of  prices  and 
supply,  does  it  not  rather  discredit  the  assumption  ? 
— It  certainly  does,  in  my  eyes.  (Paragraph  10  read.) 

8935.  Mrs.  Wootton  : Do  the  business  men  in  fact 
deny  that  you  have  a different  scale  of  rate  of  profit 
for  people  making  high  profits  than  for  people  making 
a low  profit  ? — 1 do  not  think  that  they  deny  it  so 
much  as  that  they  never  recognise  it.  They  do  not 
recognise  that  condition  running  throughout  the 
whole  of  industry.  It  is  quite  a new  idea  to  the 
business  man  that  you  have  always  the  usual  curve  of 
error  running  through  any  large  group  of  statistical 
facts.  Yet  they  see  the  lower  end  in  published  stat- 
istics of  bankruptcies;  they  see  it  also  in  studying 
company  reports  of  high  profits — there  is  one  indeed 
in  the  “Times  ” to-day — but  they  do  not  realise,  I 
think,  that  in  between  those  points,  great  prosperity 
on  the  right,  bankruptcies  and  adversities  on  the  left, 
businesses  go  in  small  steps  all  the  way  down,  just 
the  same  as  if  you  took  1,000  men  and  ranged  them 
in  height;  they  would  show  a perfectly  smooth  move- 
ment. 


8936.  Sir  William  McLintoch : Take  the  tobacco 
trade  and  cigarettes.  We  know  that  at  the  one  end 
we  have  the  Imperial  Tobacco  Company  making  an 
enormous  profit,  and  when  we  come  down  to  the  lower 
scale  you  have  men  selling  the  same  kind  of  article 
at  the  same  price  as  the  Imperial  Tobacco  Company, 
and  they  make  no  profits,  but  losses.  I know,  of  my 
own  knowledge,  that  in  one  particular  company  that 
is  making  very  little  profit,  they  never  seek  to  import 
any  Income  Tax;  and  I do  not  see  how  it  can  come 
into  the  Imperial  Tobacco  Company’s  prices.  You 
have  a constant  price  where  one  man  makes  a 
profit  and  the  other  man  makes  a loss? — It  is,  1 
think,  recognised,  and  came  out  before  the  Com- 
mittees on  Profiteering  which  were  held  by  the 
Ministry  of  Labour.  In  the  case  of  the  milk 
industry  particularly,  I think  it  was  said  that  one 
reason  why  the  United  Dairies  did  not  put  down 
the  price  of  milk  was  that  they  would  at  once  thereby 
extinguish  all  the  small  men.  That  is  to  say,  that 
you  had  got  different  rates  of  profit  on  the  same 
units  of  turnover  arising,  as  I suggest  here,  very 
largely  from  differences  in  ability,  organisation,  luck, 
situation,  and  so  on,  which  attend  different  enter- 
prises. You  have  only  to  reflect  on  the  number  of 
qualities  which  are  required  for  the  making  up  of 
the  successful  business  man;  they  occur  to  one’s  mind 
at  once.  You  may  have  seven,  eight,  nine  or  ten ; 
it  is  not  many7 ; and  you  also  have  large  numbers  of 
grades  in  each.  If  you  only  have  10  grades  in  each 
of  those  10  qualities,  then  you  may  get  10  thousand 
million  different  combinations  of  those. 

8937.  Sir  -Josiah,  Stamp:  Your  investigation  goes 
to  show7  that  between  the  two  extremes  of  a very  high 
profit  on  turnover  and  a very  low  profit  or  no  profit 
on  turnover,  you  tend  to  get  a substantial  part  of 
the  turnover  against  some  medium  rate  of  result  in 
the  middle  ? — Yes. 

8938.  Which  is  the  common  characteristic  of  the 
law  of  error  of  all  statistics  ? — That  is  so. 

8939.  You  do  not  get  the  great  mass  at  one 
extreme  or  the  other? — No. 

8940.  It  ahvays  lies  somewhere  between  ? — It  lies 
somewhere  between.  That  is  wliat  is  known,  I think, 
as  the  norm  that  industry  expects-  to  get.  But  any 
man  going  into  an  industry  can  have  no  guarantee 
that  he  will  settle  on  that  point.  He  may  be  so  able 
that  he  may  soar  far  above  it;  he  may  be  so  inefficient 
or  raw  that  he  will  be  far  below  it. 

8941.  Mrs.  Wootton:  Supposing  you  have  an 

industry  subject  to  what  economists  call  the  law  of 
increasing  returns,  you  get  just  the  same  distribu- 
tion?— It  is  the  same  distribution. 

8942.  And  just  the  same  margin  of  profit? — Just 
the  same  distribution  of  profit. 

8943.  Even  then  you  may  be  able  to  put  out  a 
larger  output  at  a lower  cost? — Yes.  (Paragraph  11 
(first  5 lines)  read.) 

8944.  Mr.  Bell : I cannot  help  thinking  that  turn- 
over as  a basis  for  the  measurement  of  profit  is  very 
fallacious.  I lived  in  the  north  of  England  and  then 
in  Birmingham  and  then  in  London,  and  I have 
found,  as  a matter  of  fact,  that  the  great  importers 
of  produce  into  this  country  run  into  millions  of 
money,  wdth  profits  which  did  not  necessarily  com- 
pare favourably  with  a manufacturer  in  Birmingham 
whose  turnover  was  one-tenth  or  one-hundredth  part? 
— It  may  be  so. 

8945.  I should  say  that  the  experience  of  a great 
many  shipowners  and  iron  and  steel  people  and 
others  who  keep  their  works  going  and  have  as  large 
a turnover  as  possible  sometimes  means  that  they 
make  a loss? — Undoubtedly. 

8946.  These  may  be  exceptions,  but  they  are  very 
great  exceptions,  as  I know  them? — But  you  wil 
observe  that  I have  not  here  compared  the  turnover 
of  the  importer  with  that  of  the  metal  merchant  or 
that  of  the  iron  and  steel  producer. 

8947.  No ; I saw  that  you  made  different  cate- 
gories?— Undoubtedly,  unless  you  did  that,  you 
would  destroy  the  whole  of  the  basis.  The  statistics 
are  limited  to  the  particular  classes  in  which  the 
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relation  between  turnover  and  the  profit  at  the 
normal  point  of  which  we  have  just  been  speaking 
would  be  stable.  That  is  to  say,  I have  only  com- 
pared the  iron  and  steel  maker  with  the  iron  and 
steel  maker,  not  with  the  gentleman  who  is  making 
gloves,  or  anything  like  that. 

8948.  I agree;  I should  have  mentioned  that  when 
I spoke  about  it.  But,  as  between  turnover  and 
turnover  in  these  particular  businesses,  in  the  same 
class  of  business,  I see  a great  turnover  accompanied 
by  a loss  owing  to  the  price  of  cotton  and  the 
fluctuations  of  the  trade  P — The  point  then  arises,  is 
there  any  other  reason  which  can  be  traced  for  that 
difference  in  the  result  of  a profit  or  loss,  than 
general  efficiency  and  a combination  of  good  circum- 
stances, and  luck  ? 

8949.  Yes;  the  whole  of  the  industry  is  affected? — • 
But  you  are  postulating  that  in  that  particular 
industry  for  that  particular  year  a large  concern 
with  a large  turnover  will  make  a loss,  and  a con- 
cern with  a medium  turnover  will  make  a profit. 
That  is  contradictory  to  your  subsequent  statement. 

8950.  No;  I have  seen  great  turnovers  in  these 
businesses  where  no  profit  was  made? — No  profit 
made  throughout  the  industry? 

8951.  Yes. — That  may  be.  I would  suggest  on  that, 
that  the  amount  of  the  loss  may  well  also  vary,  that 
concerns  will  not  make  an  even  loss  of  5 per  cent., 
but  that  that  loss  will  vary  from,  say,  minus  20  per 
cent,  to  0;  and  indeed  the  figures  in  these  statements 
show  that  that  is  very  often  so.  Only  in  one  parti- 
cular trade,  which  I will  not  mention  here,  and  in 
one  particular  year,  have  I ever  come  across  a case 
where  as  much  as  80  per  cent,  of  the  trade  was  done 
at  a loss. 

8952.  Sir  William  McLintoclc : That  is  where  you 
eliminate  the  effect  of  the  fall  in  stock  values? — 
I was  taking  stock  into  account,  and  it  is  only 
by  taking  stock  into  account  that  I found  the  case 
of  80  per  cent.  loss. 

8953.  Sir  Josiah  Stamp:  You  have  never  known  a 
whole  industry  result  in  a loss  in  a single  year? — 
I have  never  known  a whole  industry  do  that,  even 
in  the  very  depth  of  the  slump. 

8954.  Mr.  Hicliens : My  criticism  of  your  adop- 
tion of  the  principle  of  turnover,  is  this.  As  I under- 
stand it,  you  take  the  percentage  of  profit  on  turn- 
over for  before  the  War  in  a number  of  given  indus- 
tries, and  compare  it  with  the  percentage  of  profit 
on  turnover  in  those  same  industries,  industry  by 
industry,  after  the  War? — Yes. 

8955.  You  find  that  the  profit  on  turnover  before 
the  War  is  y and  that  the  profit  on  turnover  after 
the  War  is  y? — y per  cent.,  not  y absolutely. 

8956.  y per  cent.  : and  you  argue  that  as  the  profit 
is  the  same  percentage  in  each  case,  therefore  the 
Income  Tax  cannot  have  been  added? — Yes. 

8957.  That  is  your  argument? — Yes. 

8958.  Now,  from  my  point  of  view,  everything 
hinges  on  the  volume  of  the  turnover  before  the  War. 
Because  in  a business  such  as  ours,  it  is  not  the  per- 
centage of  turnover  which  matters  to  us ; it  is  the 
volume  of  turnover  which  matters? — Do  you  mean, 
you  do  not  mind  if  you  make  minus  5 per  cent? 

8959.  I will  not  go  so  far  as  that;  but  what  I mean 
is  this.  Supposing  we  have  a turnover  of  £100,000 
and  make  a profit  of  10  per  cent,  on  that  particular 
turnover,  it  may  not  be  nearly  so  valuable  to  us 
as  if  we  bad  a turnover  of  £1,000,000  and  made  a 
profit  on  that  of  5 per  cent.? — No,  but  undoubtedly 
the  rate  of  profit  that  you  do  make  on  your  turnover 
is  a matter  of  very  vital  concern  to  you  ? 

8960.  It  is  a matter  of  importance,  but  not  so 
important  as  the  other,  at  any  rate  from  this  point 
of  view.  It  may  quite  conceivably  happen  that  in 
the  case  of  a particular  firm  whose  profit  on  turnover 
■before  the  War  was,  let  us  say,  £100,  that  after  the 
War,  owing  to  the  increase  in  the  cost  of  things, 
with  the  same  percentage  of  profit  and  the  same 
volume  of  turnover,  it  would  make  £175? — In  terms 
■of  money. 


8961.  In  terms  of  money.  Now  it  seems  to  me 

that  it  is  quite  arguable  that  in  a case  like  that  you 
may  have  taken  care  of  y-our  Income  Tax;  in  other 
words,  that  merely  considering  the  percentage  of 
profit  on  turnover,  you  cannot  say  what  profit  the 
firm  has  had  in  relation  to  its  capital,  which  is,  after 
all,  the  important  matter  to  it? — That  may  be  the 
important  matter  in  relation  to  it,  but  it  is  not  the 
important  matter  in  relation  to  the  consumer:  and 
the  consumer  is  really'  concerned  in  this  question  of 
whether  the  tax  is'  included  in  the  price.  Now  take 
it  from  the  consumer’s  point  of  view.  Take  it  that 
in  1912  the  man  does  £100  of  turnover  and  let  us 
say  that  each  of  those  pounds  of  turnover  will  buy 
for  him  one  loaf  of  bread.  That  is  to  say,  he  does 
100  loaves  of  turnover  and  his  profit  is  10  loaves  for 
himself.  Those  10  loaves  are  what  he  has  abstracted 
from  the  consumer;  never  mind  his  capital;  it  is 
what  he  has  abstracted  from  the  consumer  for  his 
services;  because,  after  all,  that  is  what  he  is  paid 
for.  Now  in  1922  he  still  sells  100  loaves,  but  he  gets 
£175  for  them  now  instead  of  £100;  but  he  still 
gets  100  loaves  if  he  goes  out  and  buys  at  a higher 
price  level.  Then  I have  shown  that  what  he  keeps 
for  himself  is  still  10  loaves;  that  is  to  say,  that  if 
the  consumer  reproaches  him  with  having  received 
£17‘5,  being  10  per  cent,  of  his  £175  turnover,  his 
answer  to  him  is : “ No,  I have  still  got  for  my' 

money  10  loaves;  that  is  still  the  price  I have  charged 
you  for  my  services.”  10  loaves  is  the  same  as  10 
loaves,  pre-war  and  post-war. 

8962.  That  is  true  as  far  as  it  goes? — Therefore 
he  has  not  charged  the  consume:  with  the  tax.  That 
is  the  only  point  I have  in  issue — that  he  has  not 
charged  the  general  consumer  with  his  tax;  never 
mind  his  own  capital ; the  point  is,  the  relation  be- 
tween the  general  consumer  and  himself.  He  is  sell- 
ing to  the  consumer  his  services,  and  for  it  he  gets 
bread  to  eat.  Has  he  got  more? 

8963.  Sir  Josiah  Stamp:  Because  he  has  to  give 
up  one  of  the  10  loaves  now  to  the  Government,  has 
he  got  11  loaves  to  do  it? — When  he  has  paid  his 
taxes  he  may  have  had  only  nine  loaves  left  pre-war; 
to-day  he  may  have  only  five,  yet  if  he  is  in  that 
position,  that  for  himself  and  his  household,  after 
he  has  satisfied  the  demands  of  the  State  in  the  way 
of  Income  Tax  and  Super-tax,  he  has  now  got  five 
loaves  in  the  larder  instead  of  nine,  then  undoubtedly 
he  has  borne  the  tax. 

8964.  Mr.  [lichens  : I think  that  is  a misleading 
way  of  putting  it,  if  I may  say  so.  I should  prefer 
to  put  it  this  way. — Do  you  mind  dealing  with  ii 
in  loaves  of  bread  ? 

8965.  Yes,  I do.  You  can  convert  it  to  anything 
you  like,  afterwards;  but  at  the  moment  I find  it 
simpler  to  put  it  in  terms  numerically.  I prefer  to 
put  it  in  money  first  of  all.  I am  presuming  a per- 
son has  a turnover  of  a million  pounds  before  the 
War,  on  which  he  makes  a profit  of  10  per  cent. ; that 
is  £100,000.  I assume  that  after  the  War,  owing 
to  various  improvements  which  he  has  made  in  his 
plant,  owing  to  the  fact  that  before  the  War  he 
was  not  working  up  to  full  capacity,  and  so  forth, 
that  person’s  turnover  is  £10,000,000,  on  which  he 
again  makes  a profit  of  10  per  cent.  Therefore  he 
has  a million  pounds  left  over  after  the  War,  whereas 
he  only  had  £100,000  before.  Now  you  may  convert 
that  into  what  you  like;  he  has  in  relation  to  his 
capital  a great  deal  more  than  he  had  before  the 
War,  because  his  turnover  has  increased? — I suggest 
to  you  the  point  still  remains ; has  he  charged  the 
consumer  with  his  tax  ? In  selling  his  turnover  lias 
he  charged  the  consumer  of  his  products,  the  tax 
that  he  will  pay? 

8966.  Sir  Josiah  Stamp : May  I put  my  difficulty 
in  following  the  question,  to  see  that  I have  under- 
stood exactly  what  Mr.  Hichens’  point  is? — I take, 
it  his  point  is  that  in  so  far  as  he  has  fixed  capital 
upon  the  old  monetary  basis,  he  will  be  content 
with  a smaller  price  than  before.  Therefore  so  far 
from  getting  a higher  price  and  passing  on  the  tax, 
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lie  is  now  at  a new  level  of  prices  getting  lower 
prices  and  lower  profit,  and  therefore  he  not  only 
does  not  pass  on  the  tax,  but  he  accepts  for  him- 
self more  of  it  than  he  would  have  done  ? — The  figures 
do  not  show  that  any  more  than  they  show  the 
opposite. 

8967.  Mr.  Hichens : My  question  is  intended  to 
lead  to  this;  that  it  is  difficult  to  tell  merely  from 
the  fact  that  the  percentage  of  turnover  is  the  same 
in  each  case,  that  there  has  been  no  alteration  in  the 
profits  that  have  been  made  on  that  capital? — 'Capi- 
tal is  entirely  irrelevant,  as  regards  what  you  are 
charging  the  consumer.  He  says:  “ I do  not  know 
anything  about  your  capital.”  When  I go  into  a 
shop  to  buy  a suit  of  clothes,  I do  not  know  what  my 
tailor’s  capital  is,  and  I do  not  care.  What  I want 
to  know  is,  what  is  the  price  of  the  suit. 

8968.  Very  likely,  but  it  is  not  altogether  irrele- 
vant from  the  point  of  view  of  competition  and  from 
the  point  of  view  of  the  price  that  a man  is  pre- 
pared to  charge? — But  competitors  do  not  know 
one  another’s  capitals. 

8969.  No,  but  everybody,  in  making  up  the  price 
that  he  wants  to  charge,  bears  that  in  mind? — Yes, 
quite — what  he  wants  to  charge. 

8970.  So  does  the  man  at  the  bottom? — What  he 
wants  to  charge.  That  is  why,  when  you  ask  for 
tenders  for  building  a house,  you  get  ten  tenders 
which  vary  50  per  cent,  between  themselves;  but  it 
is  the  lowest  price  that  the  consumer  takes. 

8971.  I do  not  deny  that  even  your  lowest  man  is 

( Adjourned  for 

8975.  Chairman : You  were  on  paragraph  11? — I 
think  I broke  off  in  the  middle  of  paragraph  11. 
(Paragraph  11  read.) 

8976.  Sir  Josiah  Stamp  : I would  like  to  take  the 
point  on  capital  that  we  left  this  morning.  Suppose 
£200,000,  we  will  say,  was  capital  invested  in  the 
fixed’ assets  of  a business  15  or  20  years  ago  and  that 
still  stands  in  the  balance  sheet  at  that  figure  : is 
that  any  real  indication  that  the  present  capital  in 
that  plant  is  £200,000  ?— Not  the  slightest. 

8977.  Supposing  that  the  method  of  renewing  plant 
for  the  last  12  years  has  been  by  a charge  to  profit 
and  loss  account.  It  is  quite  conceivable,  is  it  not, 
that  you  may  replace  the  best  part  of  those  assets 
at  a very  much  higher  figure  than  what  you  think  is 
your  capital  ? — That  may  be  so ; you  may  indeed  have 
twice  the  quantity  of  real  assets  if  you  are  charging 
all  renewals  to  profit  and  loss  account. 

8978.  You  may  have  the  same  assets  as  regards 
their  capacity,  but  they  may  have  cost  you  in  actual 
money  half  as  much  again  ? — Yes,  if  you  are  renewing 
them. 

8979.  Supposing  you  are  renewing  them  by  annual 
payments  out  of  your  revenue  account,  you  are  con- 
fusing ideas  altogether  if  you  still  say  your  capital 
is  £200,000? — Quite.  As  I say,  accounting  methods 
may  play  the  utmost  havoc  with  original  capital 
figures  of  some  years  hack  ; and  of  course  if  the  price 
level  has  changed  in  between,  then  your  original 
capital  figure  becomes  merely  something  which  is  rele- 
vant vis-a-vis  the  shareholders,  but  is  not  in  the 
slightest  degree  relevant  as  regards  your  own  efforts 
or  price  or  anything  else. 

8980.  Therefore  it  would  be  more  or  less  a piece  of 
self-deception  to  say  that  you  should  aim  at  paying 
a dividend  on  that  original  capital,  thinking  that  is 
still  your  capital? — You  may  indeed  aim  at  paying  it, 
but  to  think  that  you  can  control  your  price  by  that 
means  must  be  self-deception. 

8981.  Mr.  Hichens  : At  any  rate  those  considera- 
tions, however  foolish  they  may  he,  play  a very  im- 
portant part  in  the  mind  of  the  ordinary  business 
man  when  he  is  calculating  the  lowest  price  at  which 
he  can  sell.  Is  not  that  so? — Yes,  they  may  play  a 
part  in  his  mind. 

8982.  A very  important  part.  He  has  to  make  up 
his  mind  somehow  as  to  the  lowest  price  at  which  it 
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presumably  including  something  for  his  capital, 
which  he  is  contented  with? — He  may  be  or  he  may 
not. 

8972.  Sir  Josiah  Stamp : That  means  that  he  is 
not  charging  as  high  a price  as  he  might  have  done 
if  he  were  not  content  with  the  amount.  Mr. 
Hichens:  In  other  words,  it  comes  to  this;  that 
the  fact  that  people  have  got  pre-war  capital  in  their 
possession  does  affect  the  price  that  they  want  to 
charge? — (Witness)  : It  may  not. 

8973.  Sir  Josiah  Stamp  : It  tends  in  the  opposite 
direction  to  that  which  is  being  discussed  now, 
namely,  the  getting  of  a higher  price.  It  all  shows 
that  they  are  getting  a lower  price.  Mr.  Hichens : 
They  are  contented  with  the  lower  price? — (Witness) : 
May  I quote  a passage  by  Sir  Frederick  Lewis  in 
1924.  Speaking  at  the  annual  meeting  of  Man- 
chester Liners,  Limited,  with  reference  to  the  placing 
of  certain  contracts,  he  said  : “ There  is  every  reason 
to  believe  that  the  contracts  placed  will  yield  no 
profit  to  the  builders.” 

8974.  I do  not  know  that  the  prices  to-day  are  such 
that  they  do  not  lose  anything  in  respect  of  Income 
Tax.  I do  not  myself  think  that  you  necessarily 
prove  it  merely  because  the  rate  of  profit  on  turnover 
is  the  same  now  as  it  was  before  the  War.  It  may 
quite  well  be  that  if  the  volume  of  turnover  is  much 
increased,  the  profits  on  your  capital  to-day  would 
have  been  so  much  greater  on  the  same  percentage 
of  turnover  that  you  could  have  taken  care  of  any 
increase  of  Income  Tax  that  there  might  have  been? 
— I will  deal  with  that  after  the  adjournment. 

a short  time.) 

pays  him  to  manufacture  rather  than  to  stop.  Now 
supposing  he  has  ordinary  capital,  preference  capital 
and  debentures.  He  can  presumably  forego  interest 
on  his  ordinary  capital  without  complete  disaster; 
he  can  forego  interest  on  his  preference  shares  with- 
out disaster,  but  when  it  comes  to  his  debenture  stock, 
he  must  cover  that  or  disaster  overtakes  him,  and  if 
he  is  paying  4J  per  cent,  on  his  debentures,  whatever 
rate  of  interest  he  might  have  to  pay  to  renew  them 
to-day,  that  is  the  governing  consideration  in  his 
mind  for  practical  purposes,  is  it  not?— I doubt 
whether  that  is  the  governing  consideration  in  deter- 
mining what  price  he  shall  charge  or  quote  for  his 
products. 

8983.  It  indicates  what  is  the  lowest  price  at  which 
he  must  quote  or  go  out  of  business? — I would  suggest 
that  in  determining  the  lowest  price  that  he  would 
quote,  he  must  endeavour  by  his  costings  to  get  at 
his  true  actual  cost  apart  from  any  profit  at  all  in 
the  first  instance. 

8984.  Chairman : Apart  from  debenture  interest? — 
Even  apart  from  debenture  interest.  As  Sir 
Frederick  Lewis  said,  those  shipbuilders,  in  the  de- 
pressed state  of  the  shipbuilding  industry,  when  they 
quoted  for  those  boats — if  they  took  them,  as  Sir 
Frederick  surmised,  at  a price  which  would  leave  no 
profit — they  would  simply  be  on  the  hare  costs;  be 
cause  undoubtedly  if  you  have  a large  business  or- 
ganisation, if  you  shut  it  down,  you  incur  a consider- 
able loss;  you  lose  your  men  and  you  disturb  your 
whole  organisation.  If  you  can  keep  that  organisa- 
tion going  on  a profit  of  exactly  nil,  it  is  much  better 
to  take  an  order  at  no  profit  and  no  loss  than  to  shrit 
down.  May  I go  further  and  say  that  the  suggestions 
which  have  emerged  in  this  investigation  show  that 
taking  a man’s  operations  for  a whole  year,  there 
are  numbers  of  people  whose  price  as  quoted  yields 
no  profit,  and  I do  think  that  in  times  of  bad  trade 
almost  every  manufacturer  would  take  an  order  at  a 
price  which  yielded  him  absolutely  no  profit  or  loss, 
rather  than  shut  down  and  incur  a large  loss. 

8985.  I agree,  but  take  the  question  of  local  rates; 
local  rates  are  taken  into  account  in  costing,  just  as 
much  as  the  4J  per  cent,  debentures? — I agree  that 
local  rates  are  taken  into  account. 

8986.  And  debentures  also;  they  are  always  taken 
into  account,  if  a man  is  wise.  Professor  Hall : Is 
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there  not  this  consideration  : that  he  has  to  compete 
against  people  who  may  not  have  any  debentures  at 
all? — Sir  Josiah  Stamp  : I was  going  to  ask  how  many 
costing  systems  in  practice  include  debenture 
interest? — {Witness) : I should  say  very  few. 

8987.  How  do  they  get  their  costs  in  competition 
with  other  people  who  have  no  debenture  issues? 

Chairman  : They  all  have  something  to  pay  ? — They 
may  not.  You  may  have  a private  concern  run  by 
two  partners  who  have  nothing  to  pay;  all  their 
capital  is  their  own. 

8988.  Perhaps  they  live  on  the  interest  on  their 
capital? — That  may  be,  but  they  may  not  get  it  in 
times  of  depression. 

8989.  That  applies  to  every  business.  I only 

wanted  to  argue  the  point  with  you  that  debenture 
interest  is  as  much  a charge  on  the  concern  as  the 
local  rates? — No,  I suggest  not.  Your  debenture 
holders,  of  course,  have  a right  of  recovery  against 
you;  but  I should  imagine  in  a period  of  very  bad 
trade,  where  debenture  interest  is  not  paid  and  the 
circumstances  are  explained,  they  are  not  likely  to 
say  : “We  are  going  to  put  in  a Receiver  at  once.” 

Now,  if  you  do  not  pay  your  rates,  you  get  a sum- 
mons for  them  and  distress  follows  immediately. 

8990.  Sir  J osiah  Stamp  : Is  it  not  the  case  that 
everybody,  A.,  B.,  and  C.,  all  have  to  pay  local  rates; 
but  A.  may  have  no  debentures,  and  B.  may  have 
debentures,  and  C.  may  have  bank  interest? — 
Exactly. 

8991.  You  get  an  equated  cost  between  the  three 
of  them  if  they  all  pay  their  rates;  but  you  get  a 
hopeless  comparison  if  you  introduce  the  other 
items.  The  man  with  the  debentures  will  lose  the 
business  every  time  if  he  puts  the  debenture  interest 
into  his  costs? — Every  time. 

8992.  Chairman : Another  man  may  have  charges 
on  his  concern  that  are  equivalent  to  44  per  cent, 
debenture  interest? — That  is  so,  but  on  that  under- 
standing anyone  who  costs  his  estimates  and  includes 
his  varying  amount  of  charges,  will  never  be  able  to 
get  down  to  a competitive  basis. 

8993.  Mr.  Hichens : As  a matter  of  bare  fact  I 
can  only  tell  you  that  in  one  of  the  firms  with  which 
I am  connected  we  invariably  do  include  our 
debenture  interest,  and  we  do  not  invariably  lose 
the  order.  In  theory  perhaps  we  ought  to ; in 
practice  we  do  not? — I do  not  suggest  you  are  going 
to  quote  your  cost  price. 

8994.  Sir  J osiah  Stamp  : I only  asked  you  if  you 

could  tell  us  what  proportion  of  concerns  do  include 
their  debenture  interest.  I know  it  is  done  but  I want 
to  know  in  what  proportion? — I think  it  still  does 
remain  that  in  a period  of  very  bad  trade  depression, 
when  you  have  the  alternative  : Will  you  have  your 
works  empty  and  close  down  and  let  your  men  go 
or  will  you  take  an  order  which  is  just  covering 
your  bare  costs,  excluding  charges  and  distributions 
oi  profit  of  every  description,  then  I say  that  I 
cannot  conceive  of  a manufacturer  saying:  “I  will 
close  down.”  The  reports  of  company  meetings 
over  the  past  four  years  have  been  full  of  references 
of  that  kind  : “ We  have  taken  this  order  but  we 

barely  pay  our  expenses.”  Of  course  I admit  that 
I do  not  know  what  they  have  in  their  minds  as 
expenses,  and  it  may  be  only  their  manner  of  speak- 
ing; but  the  fact  still  remains,  I think,  that  if  it 
comes  to  that  particular  point  the  business  man 
would  say:  “It  is  less  expensive,  less  ruinous, 

less  loss,  to  take  this  order  at  absolutely  bare  cost 
than  to  let  it  go.” 

8995.  Sir  William  McLintock  : My  experience  has 
been  generally  that  a manufacturer  does  not  as  a 
rule  include  interest  as  an  element  of  cost.  The 
profit  pez-centage  that  he  puts  on  has  to  cover  that 
as  a rule. — That  is  what  I should  say. 

8996.  Sir  William  McLintoclc : That  is,  his  return 
for  his  service  and  his  capital.  Mr.  Bell : If  a 
manufacturer  has  to  borrow  from  his  bank  does  he 
not  put  the  interest  in  as  an  addition  to  his  cost? 
Sir  William  McLintock : No.  Sir  Josiah  Stamp:  I 
have  never  seen  it.  Sir  William  McLintock  : Take 
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a shipbuilder  as  an  illustration.  Probably  at  the 
particular  time  he  sees  no  other  work  ahead  of  him, 
and  he  tries  to  load  on  to  the  vessel  he  is  building 
as  much  of  his  year’s  standing  charges  as  possible. 
Then  come  other  ships  that  he  is  contracting  for,  and 
he  says  : “I  have  got  so  many  I can  afford  to  cut 
my  profit,”  or  if  he  does  not  cover  his  full  standard 
charges  the  first  time,  he  shaves  them  a little  in  the 
hope  that  he  would  actually  get  more  orders  and 
bring  the  ratio  of  overheads  down.  That,  I would 
have  thought,  was  common  ground.  Mr.  Bell : Now 
we  are  talking  of  people  in  extremis.  Sir  William 
McLintock : No,  I am  talking  of  people  who  are 
quite  flourishing,  but  who  are  .anxious  to  get  work. 
Mr.  Bell : But  surely  in  their  costs  they  will  take 
account  of  the  interest  they  pay  on  money  borrowed 
to  do  the  work.  Sir  William  McLintock  : No.  As 
a matter  of  fact,  shipbuilders  as  a rule  have  got 
more  money  of  the  party  who  is  buying  the  ships  than 
they  have  expended  for  three  quarters  of  the  time 
that  the  contract  is  running,  and  they  do  not  need 
to  borrow  any;  they  make  use  of  the  buyer.  Mr. 
Bell : My  experience  as  a banker  is  this.  We  are 
approached  by  a big  shipbuilder,  who  says  : “I  want 
a loan  of  £200,000  because  I am  not  going  to  get  any 
money  paid  until  such  and  such  a date,  and  I am 
always  going  to  be  behind  the  time  with  payment;  ” 
and  we  lend  large  sums  to  enable  wages  to  he  paid 
and  material  to  he  bought  and  the  ship  constructed 
up  to  the  keel  before  they  get  a payment.  Sir 
William  McLiintock:  I agree;  two  men  go  to  buy  a 
ship;  one  says  : “ I am  not  going  to  pay  you  till  six 
months  after  I have  got  it.”  The  builder  wants  a 
bigger  profit  to  cover  his  margin  of  risk.  The  other 
man  offers  to  pay  according  .to  the  usual  plan  by  in- 
stalments; he  will  get  a keener  price.  Mr.  Bell. 
You  mean  to  say  he  might  leave  out  the  element  of 
risk,  which  in  this  case  is  out  of  the  question.  But 
do  you  mean  that  he  will  not  put  anything  in  the  cost 
for  that?  Sir  William  McLintock  : No,  he  will  not 
put  a specific  item  in  the  cost.  Sir  Josiah  Stamp: 
Might  I put  it  in  this  way.  Would  your  position  be 
that  the  costs  of  production  in  a competitive  sense 
are  independent  of  the  way  in  which  the  capital  is 
put  up? — (Witness) : Absolutely;  or  should  be,  shall 
I say? 

8997.  And  the  capital  might  he  all  owned  by  the 
manufacturer  or  might  he  partly  put  up  by  prefer- 
ence or  by  debentures  or  by  the  hank,  hut  it  cannot 
make1  any  difference  to  the  economic  cost  of  produc- 
tion how  that  capital  happens  to  be  put  up  ? — No. 

8998.  Chairman : Supposing  with  a £200,000 
capital  that  you  have  £150,000  in  ordinary  shares 
and  £50,000  4J  per  cent,  debentures;  you  aTe  hound 
to  pay  the  £50,000  4i  per  cent.,  and  all  the  condi- 
tions of  your  business  centre  upon  the  payment  or 
non-payment  of  that  per  cent.;  they  do  not 
centre  upon  the  payment  or  non-payment  over  the 
whole  of  the  capital? — Nevertheless  that  could  make 
no  difference  really  in  the  quotation  of  your  price. 

8999.  Will  not  a wise  man  take  into  account  his 
44  pei  cent,  debenture  interest,  which  is  a compul- 
sory payment?  That  is  done  in  some  concerns;  the 
first  thing  put  upon  the  costing  is  debenture  interest. 
— I take  it  from  that,  that  if  you  were  offered  an 
order  at  a price  which  would  yield  you  exactly  your 
cost  plus  half  your  debenture  interest,  you  would 
refuse  it,  because  that  is  the  logical  conclusion. 

9000.  It  might  depend  if  we  wanted  to  keep  the 
people  working  together,  or  upon  some  humanitarian 
feeling ; w©  might  do  that. — It  is  more  than 
humanitarian  feeling.  The  loss  you  incur  through 
losing  the  order  is  greater.  Therefore  if  the  business 
man  is  actuated  by  profit  and  by  the  clear  realisation 
of  these  circumstances,  he  would  never  refuse  an 
order,  especially  in  time  of  trade  depression,  which 
yielded  him  his  cost  plus  half  his  .debenture  interest- 
or  one-tenth  of  his  debenture  interest. 

9001.  My  only  point  is  that  a wise  man  will 
include  the  4-}  per  cent,  on  his  debentures  in  his 
prices? — Undoubtedly,  where  he  can  get  his  price  he 
will  put  that  in  as  an  element,  but  that  is  only  an 
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element  in  building  up  his  whole  price  where  he  can 
get  his  price.  It  is  not  the  determining  element ; 
but  it  is  in  conditions  of  hard  times  that  this 
essential  test  is  applied,  not  in  times  when 
he  can  get  his  price  because  supply  is  such  and 
demand  is  such  that  his  total  price,  including  his 
debenture  interest  and  every  element  of  profit, 
will  go  through.  The  test  comes  when  it  is  put  to 
you : “ Will  you  take  the  order  at  that  price  or  go 
without  it?  ” 

9002.  Mr.  Hichens : You  cannot  say  where  that 
particular  point  comes.  There  are  many  firms  in 
this  country  who  will  take  an  order  at  something 
below  the  cost  of  labour  and  material  without  any- 
thing for  charges  at  all  in  a period  of  stress? — I can 
well  believe  it,  in  a period  of  stress. 

9003.  Sir  J osiah  Stamp : Take  a time  when  there 

is  not  a period  of  stress.  Supposing  you  have  two 
firms,  each  with  £200,000  of  capital,  and  one  with 
half  of  it  in  debentures;  I take  it  that  even  if  one 
does  include  his  debenture  interest  in  his  price  he 
can  only  then  reckon  a rate  of  profit  that  he  would 
like  on  the  remaining  £100,000 Yes. 

9004.  And  the  two  together  come  to  the  same? — 
Yes. 

9005.  That  is  in  time  of  prosperity.  Now,  suppos- 
ing that  he  finds  he  cannot  get  that  profit  on  the 
£100,000,  is  he  in  any  different  position  from  the 
other  man  who  has  £200,000  and  has  to  take  a good 
profit  on  half  of  it? — Personally,  I think  he  should 
not  be,  but  I understand  from  what  the  Chairman 
says,  that  such  may  be  the  effect  on  his  mind  that  it 
does  make  a difference.  But  I do  suggest  that  he 
cannot  continue  doing  so,  because  he  will  be  brought 
up  against  the  hard  fact  that  he  cannot  expect  better 
treatment  in  the  market  from  his  would-be 
customers  than  a man  whose  capitalisation  is 
arranged  on  entirely  different  lines. 

9006.  Professor  Ball : There  are  really  three 

elements : the  prime  cost,  the  supplementary  cost, 
and  the  element  of  profit? — Yes. 

9007.  And  the  debenture  interest  comes  in  the 
third  element,  the  element  of  profit? — Yes.  That  is 
my  point. 

9008.  Sir  William  McLintoch : Have  you  con- 

sidered the  principle  as  applied  to  the  coal  industry  ? 
— I do  not  think  I had  better  go  into  the  coal 
industry  here. 

9009.  You  are  probably  aware  that  this  question 
came  up  very  acutely  as  to  what  were  the  elements 
of  the  cost  of  production,  and  it  was  decided  to 
exclude  all  interest  charges  as  an  element  of  cost? — 
Yes.  I cannot  indeed  conceive  that  one  should  do 
otherwise. 

9010.  We  were  faced  at  once  with  this  position: 
that  one  man  raised  his  capital  by  means  of  an  over- 
draft and  ordinary  shares,  another  had  debentures 
and  ordinary  shares,  another  had  preference  shares 
and  ordinary  shares.  I have  never  heard  anyone 
suggest  that  a fixed  cumulative  preference  dividend 
was  a charge  on  cost,  and  yet  it  is  just  as  much  a 
charge,  or  very  nearly,  as  debenture  interest.  It  is 
payable  out  of  profits,  whereas  debenture  interest  is 
payable  whether  there  are  any  profits  or  not? — Yes; 
in  fact,  the  law  does  not  yet,  I believe,  clearly 
distinguish  what  is  a debenture. 

9011.  Sir  J osiah  Stamp : You  have  things  that  are 
in  between  the  two? — Yes;  again  you  have  the 
sloping  line  with  no  point  of  division.  (Paraaravhs 
12  to  14  read.) 

9012.  The  net  effect  of  this  is  to  show  that  so  far 
from  the  mean  return  or  the  median  return  going  up 
m 1922-23  as  compared  with  1912-13,  as  it  ought  to 
m accordance  with  the  theory  it  has  rather  gone 
back?— Yes,  I think  so. 

9013.  And  that  would  meet  Mr.  Hichens’  point 
that  so  iar  as  other  capital  is  concerned  the  ten- 
dency is  to  accept  on  a general  turnover  a rather  less 
rate  of  profit.  If  that  be  so,  you  would  get  this  kind 
of  effect  ?— Yes. 


9014.  It  would  corroborate,  so  far  as  it  goes, 
that  particular  idea? — Yes. 

9015.  The  second  point  that  comes  out  is  that 
although  the  average  or  mean  has  not  shifted  much, 
in  fact  it  has  shifted  back  a little,  and  the  spread 
has  increased  considerably  ? — Yes,  the  spread  has 
increased  very  considerably. 

9016.  Have  you  any  economic  theory  as  to  why 

the  spread  should  increase? — I think  it  is  largely 
because  of  tbe  greater  uncertainty  of  business  to-day 
compared  with  1912-13.  1912-13  was  a time  when 

we  were  on  an  upward  movement  of  profits,  and 
things  were  much  more  stable  in  every  way.  That 
movement  had  been  in  progress  from  1908  and 
business  was.  well  set.  During  1922-23,  of  course, 
everything  was  in  a state  of  uncertainty  and  flux 
and  movement.  I think  that  is  the  main  reason  for 
this  difference. 

9017.  Would  this  illustration  fit  with  what  you  have 
in  your  mind.  Suppose  you  have  a military  formation, 
say,  in  triangular  form  proceeding  over  smooth 
ground  and  keeping  its  position  with  ease;  then  it 
suddenly  has  to  go  over  hilly  and  rough  ground  with 
every  kind  of  physical  obstacle  and  it  has  much 
greater  difficulty  in  keeping  its  position  and  it  is 
not  until  it  gets  into  the  even  run  again  that  it  is 
able  to  form  up  in  the  close  formation  that  it  had 
before? — Yes,  that  expresses  it  quite  clearly. 

9018.  Professor  Ball:  When  I read  your  evidence 
I had  the  same  thought  that  Mr.  Hichens  has 
expressed  to-day,  that  probably  a good  deal  of  the 
capital  might  be  pre-war  valuation  capital  and  that 
the  percentage  on  turnover  did  not  necessarily 
represent  the  percentage  on  capital  invested? — As 
measured  by  the  monetary  value  at  the  time  it  was 
invested,  do  you  mean? 

9019.  Yes.  I think  you  said  this  morning  that  you 
were  thinking  more  of  the  effect  upon  the  consumer 
of  the  price  charged  than  measuring  from  the  turn- 
over?— That,  as  I take  it,  is  the  essence  of  the 
question. 

9020.  When  I read  this  evidence  I examined  the 
statistics  of  the  Oo-operative  movement.  I do  not 
know  whether  you  have  looked  at  that  in  this  con- 
nection or  not? — I have  had  to  look  at  statistics  of 
the  Co-operative  movement  from  time  to  time. 

9021.  I was  very  interested  to  find — it  seemed  to 
corroborate  another  of  your  statements — that  tak- 
ing the  capital  invested  in  land,  buildings,  fixtures 
and  stock,  such  capital  increased  in  the  same  ratio 
as  sales  did.  That  would  seem  to  indicate  that  a 
percentage  on  turnover  was  as  valuable  a test  as  a 
percentage  on  capital  would  have  heen;  but  when  I 
examined  the  profits  in  relation  to  such  capital  I 
found  that  they  had  diminished  by  about  50  per 
cent,  whereas  the  figures  that  you  give  here  show 
that  they  have  been  fairly  steady  on  the  turnover. 
For  these  1,300  Societies  there  has  been  a fall  of  50 
per  cent,  in  profits  on  capital,  but  at  the  same  time 
the  capital  and  the  sales  have  increased  in  the  same 
ratio  ? — Although  that  may  be  so  as  a total,  there 
have  been  considerable  cross  movements  probably  in 
detail;  but  in  any  case  I reject  entirely  and 
absolutely  the  measure  of  capital  as  a basis  of  profit. 
As  that  is  really  quite  an  important  part  of  my 
contentions,  and  it  bears  very  strongly  on  this 
point,  I should  like,  if  I may,  to  turn  to  the 
Annexes,  in  which  there  are  some  observations  on 
this  point.  May  I read  paragraph  2 of  Annexe  It? 

The  measurement  of  capital  itself,  however, 
presented  almost  insoluble  difficulties.  Liquid 
capital  once  invested  in  the  appliances  of  pro- 
duction derives  its  value  solely  from  the  pro- 
duce, measured  by  varying  considerations, 
expected  to  arise  from  those  appliances. 

“ . . . the  market  value  of  a business  being 
simply  the  present  value  of  its  anticipated 
earnings  these  earnings  must  yield  the 
ordinary  rate  of  interest  on  it,  allowing  for 
the  particular  risks  involved,  whatever  sum 
they  amount  to.”  (Pigou;  Economics  of 
Welfare.) 
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In  other  words,  the  value  of  such  appliances 
rests  upon  a capitalisation  of  their  profit  produc- 
ing capacity.  Clearly  this  will  vary  with  that 
capacity,  and  the  relation  between  them  will 
be  constant.  The  market  valuation  of 
capital  assets  would  thus  be  an  unsuitable  base 
for  the  independent  variable  sought.  A uniform 
base  for  determining  the  capital  employed  in 
each  business,  for  the  purpose  in  question,  could 
therefore  only  take  the  form  of  the  amount  of 
capital,  stated  in  money  or  money’s  worth, 
actually  invested  in  the  concern. 

That  is  to  say,  on  the  first  basis,  as  the  market 
value  of  a concern  to-day  is  only  what  you  can  get 
for  it,  and  that  will  be  determined  by  what  it  is 
earning  or  likely  to  earn,  you  have  a fixed  relation, 
apart  from  the  risk  which  enters  into  every  kind 
of  business,  between  capital  and  profit.  Therefore 
you  get  no  independent  unit  to  which  to  relate  the 
profits;  because  the  capital  value  is  derived  simply 
from  the  profits.  So  you  have  to  reject  market 
value.  Then  I say  regarding  the  possibility  of  taking 
the  amount  of  capital  as  stated  in  money  or  money’s 
worth  actually  invested  in  the  concern  : — 

Even  in  normal  conditions  of  a stable 
price  level,  such  an  ascertainment  of  capital 
presents  many  difficulties,  owing  to  the 
internal  accounting  treatment  of  the  various 
assets  and  liabilities,  losses,  reserves,  etc. 
The  transformation  of  private  businesses 
into  joint  stock  companies,  and  reconstructions 
of  companies  add  to  the  tangle.  The  ascertain- 
ment and  arrangement  of  the  exact  facts  calls 
for  almost  endless  enquiry.  But  in  the  condi- 
tions which  have  characterised  the  past  ten 
years,  such  an  undertaking  becomes  hopeless. 
The  change  in  the  price  level  has  destroyed  the 
validity  of  all  pre-war  capital  figures. 

“ . . . since  price  levels  are  different  in 
different  times,  the  practice  of  estimating 
capital  investments  merely  by  reference  to 
their  money  value  at  the  time  they  were 
made  is  incorrect.  A real  investment  of 
1,000  days’  labour  will  he  called  £1,000  if 
it  is  made  in  one  year,  while  an  exactly 
identical  real  investment  will  be  called 
£2,000  if  it  is  made  in  another  year.” 
(Pigou;  Economics  of  Welfare.) 

The  comparability  of  pre-war  pounds  of  busi- 
ness capital  and  pounds  invested  since  the  out- 
break of  war  has  disappeared.  The  use  of 
capital,  expressed  in  the  monetary  units  current 
in  relation  to  real  values  at  the  date  of  invest- 
ment, as  the  independent  variable  to  which  can 
be  related  the  variable  of  profit  would  therefore 
yield  results  which  would  defy  interpretation. 
That  is  why  I reject  capital  entirely  as  a basis  of 
measurement  unless  it  is  subjected  to  a thorough 
investigation  over  the  whole  of  its  period,  modified 
by  the  movements  in  the  price  level  and  modified 
also  by  all  those  contra  adjustments  and  accounting 
entries  which  have  been  made  from  year  to  year. 

9022.  I am  afraid  I did  not  make  myself  clear. 
My  point  was  that  whether  you  take  capital  or  trade 
in  the  case  of  these  1,300  societies  the  movement  is 
the  same? — That  would  be  a coincidence,  I suggest. 

0023.  Sir  J osiah  Stamp : May  I suggest  a point 
there?  Have  you  taken  the  turnover  after  taking 
off  the  dividend?  Professor  Sail:  No,  not  the  net 
turnover.  Sir  Josiah  Stamp:  The  whole  question  of 
co-operative  turnover  is  mixed  up  with  the  question 
of  the  arbitrary  amount  that  they  like  to  put  in  as 
dividend.  Professor  Sail:  In  this  case  I do  not 
think  it  makes  much  difference.  My  point  is  that 
whether  you  take  capital  or  trade  the  result 
generally  is  the  same,  but  that  there  has  been  a fall 
to  about  one-half  of  the  1913  figure  in  the  rate  of 
profit  measured  in  relation  to  turnover  and  also 
measured  in  relation  to  capital,  that  is  different 
from  the  figures  that  are  shown  here;  that  is  my 
point  really.  You  have  shown  that  there  is  a close 


correspondence  between  1912  and  1922.  Chairman: 
Do  you  say  your  profit  is  one-half  what  it  was  in 
1912?  Professor  Sail:  Measured  on  capital  invested 
in  their  own  business,  after  paying  share  interest.  1 
have  eliminated  all  that  in  order  to  get  a basis  of  com- 
parison, because  some  interest  on  loans  is  charged 
beforehand  ? — (Witness) : But  that  again  is  analogous 
to  the  statement  that  we  have  been  making  and 
simply  disproves  its  validity.  After  all,  profit  must 
be  profit  before  any  distribution  is  taken  . 

9024.  But  if  you  are  taking  off  the  same  rate  on 
both,  it  does  not  affect  the  comparison? — You  may 
be  taking  off  the  same  rate,  but  in  the  pre-war  figure 
that  is  the  pre-war  capital,  and  the  same  pre-war 
capital  has  continued  till  to-day,  which  really,  if  it 
were  properly  expressed,  would  be  double  the  figure. 
Therefore  you  would  invalidate  the  whole  of  these 
figures. 

9026.  Unless  we  take  into  consideration  the  fact 
that  in  the  intervening  years  a great  deal  of  that 
original  capital  has  been  replaced  by  new  capital? 
— Adjustment  must  be  made  for  that,  step  by  step, 
as  that  has  been  replaced. 

9026.  Sir  J osiah  Stamp  : Let  us  look  at  the  point 
that  is  being  made,  that  the  rate  of  profit  on  turn- 
over is  less.  Now  profit  in  the  case  of  a Co-operative 
Society  means  quite  a different  thing  to  what  it  does 
in  ordinary  industry.  Is  it  not  another  way  of  say- 
ing that  the  statistics  of  dividends  paid  by 
Co-operative  Societies  show  that  they  are  declaring 
a less  rate  of  dividend  over  the  whole  than  they 
used  to  do  ? Professor  Sail : Yes,  it  does  show  that. 
Sir  J osiah  Stamp  : Are  they,  as  a matter  of  fact  ? 
Piofessor  Sail:  Yes.  Sir  Josiah  Stamp:  Is  not  that 
another  way  of  saying  the  same  thing?  Professor 
Sail : That  is  quite  true,  but  you  are  suggesting 
that  there  is  a consciousness  about  the  policy,  and 
that  is  where  I differ  from  you.  (Witness) : But 
that  does  not  bear  as  a criticism  upon  these 
statistics  because  of  those  reasons. 

9027.  I cannot  reconcile  it  with  your  statement 
here? — Naturally  it  is  impossible  to  do  so,  because 
they  are  made  up  on  an  entirely  different  basis. 
This  is  simply  a pure  basis  of  total  profit  and  total 
turnover.  That  method  is  not ; it  is  purely  arbitrary. 

9028.  I do  not  see  why.  I suggest  to  you  that 
they  have  had  to  sell  at  something  like  the  current 
market  price  and  that  other  traders  have  probably 
been  in  the  same  position,  and  that  if  they  show  a 
smaller  ratio  of  profit  to  turnover,  other  traders  may 
have  been  in  the  same  position? — On  that  I would 
refer  you  to  the  evidence  I gave  before  the  Food 
Commission,  in  which  I made  comparisons  in  the 
same  way  as  this  between  pre-war  and  post-war 
profits.  I will  not  repeat  them  here,  but  I have 
them.  They  do  not  show  that  effect. 

9029'.  You  do  say  somewhere  in  your  evidence  that 
unfortunately  you  have  not  included  food  concerns 
in  your  final  table,  I think? — That  is  so,  because  at 
the  time  when  I was  dealing  with  this  particular 
matter  I had  not  had  the  Food  Commission  work 
to  do,  and  I had  not  collected  some  figures  specially 
for  that  purpose;  when  I did  get  them,  I did  not  go 
back  over  the  whole  of  this  to  revise  what  I had  done. 

9030.  If  you  do  not  mind,  and  if  the  Chairman  will 
allow  me,  I would  like  to  submit  some  of  these 
figures  to  you,  to  have  your  comments  upon  them 
in  relation  to  these  figures,  after  the  meeting  is 
over? — Yes,  with  pleasure. 

9031.  Sir  Josiah  Stamp:  I am  very  interested  in 
the  point  that  has  been  raised,  and  I should  be  glad 
if  you  could  have  what  we  have  been  told  supple- 
mented by  any  general  considerations  as  to  whether 
Co-operative  Societies  are  able  to  charge  more  than 
the  current  retail  price,  any  more  than  they  used  to 
do.  It  used  to  be  alleged  that  they  could  charge  a 
higher  price  because  they  obtained  a larger  dividend. 
There  was  a lot  of  evidence  of  that  sort  before  the 
Royal  Commission  on  the  Income  Tax.  If  competition 
has  knocked  out  that  element,  it  would  very  largely 
account  for  it.  Professor  Sail : I think  there  is  less 
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conscious  striving  for  high  dividends  than  there  was, 
but  I do  not  think  in  the  mass  it  affects  the  matter 
very  much. 

9032.  Chairman  : Will  you  please  proceed  with  your 

paper  now  P— Yes.  (Paragraph  15  read.)  Perhaps  I 
may  add  that  I extended  this  investigation  to  a few 
more  groups  in  order  to  see  whether  this  was  merely 
a chance  result  of  these  seven;  but  the  result  of  ex- 
tending it  was  to  lead  to  practically  the  same  con- 
clusions. ( Paragraph  16  read.) 

9033.  Sir  Josiah  Stamp  : I put  to  you,  when  you 
were  dealing  with  the  marginal  question,  on  the  as- 
sumption that  the  theory  of  the  addition  of  tax  to 
price  were  true,  some  suppositions  which,  you  said, 
landed  you  in  a dilemma? — Yes. 

9034.  Take  this  question  of  export.  Assuming  that 
the  theory  is  true  that  everybody  can  add  the  tax  to 
price,  suppose  that  you  got  your  import  and  export 
trade  in  equilibrium,  as  they  must  be  of  course  in  the 
long  run  after  taking  into  account  capital  invest- 
ments and  invisible  exports.  Now  a heavy  tax  is  put 
on  and  by  hypothesis  it  is  added  to  price.  Now  all 
the  prices  of  your  home  goods  are  higher.  The 
foreigner  has  not  to  bear  that  tax ; therefore  this 
country  becomes  a good  country  in  which  the 
foreigner  can  sell,  because  prices  have  gone  up? — We 
should  have  exactly  the  same  position  as  we  had 
towards  the  end  of  last  year  and  the  spring  of  this 
year. 

9035.  This  country  becomes  a good  country  to  sell 
in  and  your  imports  must  go  up? — Yes,  they  will. 

9036.  Now  with  regard  to  your  exports : you  put 
the  tax  on  to  the  price  of  your  exports  and  you  put 
them  into  a neutral  market  where  there  are  other 
people’s  exports  without  the  tax  on.  Can  you  main- 
tain your  sales? — No,  I think  your  sales  must  go 
down. 

9037.  Therefore  you  are  in  this  position,  that  on 
this  hypothesis  your  imports  go  up  tremendously,  this 
being  a good  country  to  sell  in,  and  your  exports 
diminish  ? — Yes. 

9038.  So  that  the  state  of  equilibrium  you  are  in 
has  suddenly  become  destroyed? — Yes;  it  can  only  be 
maintained  under  a gold  standard  by  exporting  gold 
at  once. 

9039.  You  have  an  enormous  difference  in  your 
trade  dealings? — Yes. 

9040.  What  would  happen  in  those  circumstances? 
— You  will  lose  gold;  you  will  have  a higher  Bank 
Rate  and  you  will  at  once  get  a check  put  on  prices. 

9041.  Does  the  imposition  of  a higher  rate  of  tax 
actually  bring  that  about? — It  has  not  done  so. 

9042.  Have  you  ever  seen  it  anywhere? — No,  in  no 
country. 

9043.  Have  you  seen  the  converse  happen  when  the 
tax  has  been  reduced? — No. 

9044.  How  do  you  account  for  that,  if  the  theory  is 
time  ? It  cannot  be  accounted  for ; and  in  fact  it  does 
not  happen. 

9045.  If  that  does  not  happen,  where  is  the  mistake 
in  the  logic,  unless  you  go  back  to  your  assumptions 
and  discredit  them? — You  must  discredit  the  assump- 
tions, I think,  on  that  basis.  It  leads  you  again  to 
another  dilemma. 

90413.  While  I am  on  the  subject  of  dilemmas  in 
which  we  are  landed,  let  us  try  a third.  Let  us 
assume  you  do  add  the  tax  to  price.  All  your  prices 
go  up? — Yes. 

9047.  Do  you  believe  in  the  quantity  theory  of 
money  ? — I do. 

9048.  That,  other  things  being  equal,  the  quantity 

of  purchasing  power  and  the  quantity  of  goods  to 
be  purchased  determine  the  price  level? Yes. 

9049.  Her©  the  price  level  goes  up  and  the  quantity 
of  goods  remains  the  same.  What  is  the  result  of  your 
quantity  theory  of  money?  Must  you  have  more 
purchasing  power?— Yes,  you  undoubtedly  must, 
otherwise  you  could  not  buy  your  goods. 

9050.  Where  does  it  come  from? — It  could  only  be 
satisfied  through  an  additional  import  of  gold,  on 
which  an  additional  basis  of  credit  would  be  erected. 

9051.  Even  the  additional  import  of  gold  has  got 


to  be  paid  for  by  goods,  has  it  not? — Yes;  that  brings 
you  up  against  the  second  dilemma  which  we  have 
just  dealt  with. 

9052.  Therefore  you  cannot,  with  a given  amount 
of  purchasing  power,  unless  you  find  some  machinery 
of  altering  it,,  get  a universal  rise  in  price  for  the 
same  quantity  of  goods? — No,  I think  it  is  impossible. 

9053.  The  only  escape  from  that  is  if  there  is  an 
alteration  in  the  velocity  of  the  use  of  money? — Yes. 
and  of  course  velocity  is  a very  difficult  subject. 

9054.  It  is  related  to  the  amount  of  money  that  we 
carry  about  with  us  and  the  rapidity  with  which 
we  turn  it  over? — Yes,  one  would  expect  to  find  some 
reflection  of  that  in  the  bank  clearings. 

9055.  Do  you  in  fact  find  any  change  in  the  habits 
of  the  use  of  money,  in  the  velocity  of  money  or  in 
bank  clearings,  when  the  rate  of  tax  is  substantially 
altered? — No.  We  have  had  sufficient  experience  of 
that  during  the  last  two  years  while  the  tax  has 
come  down  from  6s.  to  4s.,  and  one  has  not  seen  that 
movement,  certainly  in  bank  clearings  here.  Of 
course  bank  clearings  are  a very  hard  subject  to 
interpret.  I have  tried  to  investigate  them  from 
time  to  time,  but  there  is  no  one  who  knows  really 
of  what  they  are  constituted.  They  have  never  been 
analysed;  it  is  too  gigantic  a task. 

9056.  Is  there  any  prima  facie  reason  why  the  velo- 
city of  money  should  be  altered  by  the  increase  of 
prices? — Only  the  suppositions  given  (a)  that  every- 
thing is  on  a much  higher  price  level,  and  (b)  that 
there  is  no  more  currency  to  do  it ; and  indeed  we 
should  have  to  part  with  our  money  very  much  more 
rapidly:  but  you  do  not  see  it;  you  cannot  sec  it 
being  done. 

9057.  It  would  have  a considerable  effect  on  velo- 
city, would  it  not? — Yes,  very  considerable. 

9058.  Have  you  ever  detected  it  in  action? — Not 
so  far  as  I am  aware. 

9059.  That  being  the  case,  if  you  make  this  assump- 
tion in  the  first  place,  you  cannot  see  any  escape 
from  this  currency  dilemma? — No;  you  cannot  pro- 
vide the  money;  you  do  not  see  your  deposits,  for 
instance,  moving.  Take  your  deposits  at  the  nine 
clearing  banks  during  the  period  when  the  tax  has 
been  reduced;  you  do  not  see  any  change  of  any 
magnitude  in  them;  at  least,  nothing  commensurate 
to  lead  you  to  say  that  the  rate  of  tax  has  had  a 
direct  effect  on  those. 

9060.  Is  not  the  idea  that  you  oan  raise  the  whole 
price  level  without  altering  the  amount  of  purchasing 
power,  rather  like  lifting  yourself  up  by  your  own 
waiststrap  ? — I think  it  is  entirely  discredited.  You 
must  have  more  money  if  every  price  is  going  to  b“ 
raised.  These  things  cannot  arise,  it  seems  to  me,  be- 
cause immediately  you  put  up  the  price  to  allow  for 
the  tax,  then  your  suppliers  put  up  their  price  to 
allow  for  the  tax,  and  apart  from  your  imports,  all 
your  internal  prices  will  surely  move  up — -that  is  for 
goods — and  if  all  internal  prices  were  moving  up 
during  the  last  ten  years,  we  should  have  had  a 
measurable  effect  in  the  cost  of  living  and  it  would 
have  at  once  set  in  motion  forces  demanding  an  in- 
crease of  wages.  That  is  to  say,  if  the  producer 
puts  trp  his  price  by  the  tax,  all  his  suppliers  put 
up  their  prices  by  the  tax;  the  cost  of  living  goes 
up;  wages  will  go  up,  too,  and  in  the  long  run, 
if  you  assume  that  the  currency  position  is  favour- 
able, you  will  be  in  exactly  the  same  position  : you 
will  all  be  three  inches  or  three  notches,  or  whatever 
it  may  be,  higher  in  the  scale,  because  you  have  not 
affected  the  total  demand  and  you  have  not  affected 
the  total  supply,  except  in  so  far  as  psjmhological 
reactions  may  have  made  peoiole  say:  “We  ai'e  not 
going  to  get  so  much  for  ourselves,  therefore  we  will 
produce  less.” 

9061.  We  are  not  on  the  point  of  less  production, 
for  the  moment? — No. 

9062.  We  are  assuming  simply  the  principle  that 
you  add  the  tax  to  the  price  and  you  sell  as  much. 
You  get  to  this  position  ultimately : that  you  get 
a new  position  for  equilibrium  three  notches  higher? 
—Yes. 
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9063.  But  you  are  all  in  the  same  relative  position  P 
—Yes. 

9064.  If  you  are  all  in  the  same  relative  position, 
have  you  passed  on  the  tax? — No,  you  undoubtedly 
have  not. 

9065.  And  to  get  into  equilibrium,  you  perform  the 
miracle  with  currency? — Yes,  and  you  must  have  gone 
through  a period  of  tremendous  disturbance,  because 
clearly  you  cannot  add  the  tax  to  prices  without  affect- 
ing the  cost  of  living. 

9066.  Mr.  Hichens  : Do  these  same  dilemmas  arise  if 
you  attempt  to  add  an  increase  of  wages  to  the  price  ? 
— Not  if  the  increase  is  general,  but  they  will  arise 
as  regards  the  currency,  undoubtedly. 

9067.  Sir  Josiah  Stamp  : You  cannot  add  a higher 
rate  of  wage  all  round.  Mr.  Bowen : Assume  that 
we  have  all  got  to  a level;  what  is  happening  in  the 
interim?  What  displacements  occurred  before  we 
got  to  that  level?  You  refer  to  it  as  a disturbance, 
and  there  will  be  a disturbance,  of  course ; but  in  that 
disturbance,  what  happens?  There  are  changes  of 
wealth,  possibly? — (Witness):  Not  necessarily,  not 
relevant  changes. 

9068.  Something  must  happen? — You  get  a very 
great  deal  of  disturbance  while  the  new  position  is 
being  worked  out  to  its  final  conclusion,  but  it  would 
probably  leave  you  in  total  in  very  much  the  same 
relative  output;  but  individual  elements  will  suffer. 

9069.  But  how  is  that  explained  when  we  know 
perfectly  well  that  wages  have  lagged  behind  the  cost 
of  living  right  from  the  very  beginning? — No;  wages 
overtook  the  cost  of  living. 

9070.  When? — In  about  1919. 

9071.  That  does  not  coincide  with  my  recollection 
of  the  figures? — 1 am  taking  Professor  Bowley’s 
authority  on  that.  * 

9072.  I would  not  dispute  Professor  Bowley,  but 
that  statement  does  not  coincide  with  the  figures 
that  I have  examined  myself.  My  information, 
from  all  the  authorities  that  I have  read  and  from 
unfortunate  experience,  has  been  that  the  wage  level 
has  been  behind  the  cost  of  living  all  the  time.  Sir 
Josiah  Stamp : Is  not  the  universal  experience  of 
fluctuation  that  when  prices  are  rising,  real  wages 
suffer? — ( Witness ) : Undoubtedly. 

9073.  And  that  when  prices  fall,  real  wages  gain? 
— Undoubtedly,  and  just  when  the  change  over  conies, 
they  always  tend  to  touch.  It  may  not  be  for  any 
period,  but  at  any  rate  it  is  not  very  relevant  to  the 
point,  I imagine,  for  the  moment. 

9074.  Mr.  Bowen  : I was  just  wondering  what  the 
disturbance  was  like  and  who  lost  and  who  gained? — 
I think  there  are  purely  individual  displacements 
in  the  change  over.  There  is  no  reason  why  any 
one  particular  class  should  be  injured  for  the  mo- 
ment, except  on  the  lag  of  which  we  have  spoken; 
that  is  to  say,  labour  will  be  badly  hit  at  the  start, 
undoubtedly,  because  it  cannot  get  its  adjustment 
as  quickly  as  a price  adjustment  can  be  made. 

9075.  That  explains  everything  ?— That  is  what  I 
meant  by  saying  you  would  have  a great  deal  of 
disturbance  before  you  got  the  wage  adjustment 
made.  You  always  do. 

9076.  Chairman:  Mr.  Bowen,  do  you  dispute  Mr. 
Coates’s  statement  that  wages  have  overtaken  cost? 
Mr.  Bowen:  No;  Mr.  Coates  modified  that  when  he 
said  they  touched  somewhere  in  the  change.  I am 
quite  prepared  to  accept  that,  but  not  the  other. 
Sir  Josiah  Stamp  : But  does  that  move  at  the  same 
rate?  It  lags  behind,  does  it  not?  Professor  Ilall: 
What  would  have  been  the  position  supposing  there 
was  free  movement  of  gold  and  all  prices  were  raised 
as  the  result  of  higher  taxation?  What  would  be 
the  immediate  and  the  ultimate  effect  upon  foreign 
trade? — {Witness) : I think  you  would  begin  to  lose 
gold  at  once  and  the  Bank  Rate  would  be  put  up  and 
a check  would  immediately  be  exercised  on  the 
raising  of  prices  and  they  would  be  brought  down 
again. 

9077.  "Would  there  be  any  final  effect  upon  the 
volume  or  the  direction  of  our  foreign  trade? — Un- 


doubtedly. While  we  were  quoting  prices  on  the 
basis  of  a price  including  the  tax,  our  export  trade 
would  fall  away  badly. 

9078.  And  that  would  cause  a movement  of  gold? 
—Yes. 

9079.  But  after  the  gold  had  moved,  what  would 
be  the  final  position? — I think  we  should  take  steps 
to  bring  it  back. 

9080.  So  that  apparently  a higher  tax  would  not 
affect  our  foreign  trade? — No,  nor  would  it  affect 
prices. 

9081.  That  is  a rather  important  point? — You  have 
always  got  to  follow  it;  it  is  the  one  golden  method 
of  economic  reasoning  to  say:  Now  what  is  the  next 
step  and  what  is  the  next  one  after  that?  You  can 
never  stop ; you  must  carry  it  through ; and  you 
find  when  you  do  carry  it  through  that  you  always 
get  a compensating  effect  tending  to  bring  it  back 
to  a position  of  stable  equilibrium. 

9082.  I agree  with  your  view,  but  that  is  not  the 
view  that  has  been  held  by  some  of  the  witnesses 
who  have  been  here? — Of  course  I am  not  responsible 
for  them. 

9083.  Chairman:  Now  your  next  point,  please? — 

When  I mentioned  the  importance  of  the  export 
trade,  I thought  I had  some  figures  from  the  1908 
Census  of  Production,  which  just  illustrated  how  im- 
portant that  aspect  was.  But  I am  afraid  I did 
not  bring  them  with  me;  I have  however  a quotation 
from  the  “ Economist  ” which  in  October,  1924,  esti- 
mated that  the  export  trade  was  two-thirds  roughly 
of  the  iron  and  steel  industry,  and  three-fourths  of 
the  cotton,  and  60  per  cent,  of  the  engineering,  and 
over  50  per  cent,  of  shipbuilding,  wool,  worsted  and 
chemicals.  This  indicates  how  big  a field  there  is 
in  which  we  cannot,  in  competition  with  the  foreign 
producer,  attempt  to  add  the  price  to  our  home  pro- 
ducts. ( Paragraphs  17  and  18  read.) 

9084.  Mr.  Bell : In  paragraph  17  you  argue  that 
the  pressure  of  fourteen  million  people  with  small 
incomes  would  be  successful  obviously  in  keeping 
down  prices;  in  faot  that  has  not  been  the  case,  has 
it? — As  regards  tax  I meant. 

9085.  As  regards  keeping  down  prices? — Clearly 
not.  If  you  provide  them  with  the  additional  pur- 
chasing power  there  is  no  difficulty  in  their  spending 
it. 

9086.  The  point  that  you  make  at  the  end  of  para- 
graph 17  is : “ Little  effort  is  needed  to  imagine  the 
unremitting  pressure  of  low  earnings  on  the  woman 
who  expends  the  bulk  of  the  purchasing  power  of  the 
working-  classes.” — The  point  I intend  to  convey  there 
is  that  if  you  have  a low  income — and  by  “ low 
income  ” I here  adopt  the  standard  of,  say,  £3  a week 
— you  will  be  alert  to  differences  in  prices  in  various 
shops.  Now  I admit  that  some  evidence  before  the 
Food  Commission  did  not  support  that  view. 

9087.  That  is  my  point. — But  that  evidence  (I 
heard,  it  myself)  rested  on  a very  slender  basis,  and  1 
do  not  believe  it  is  true.  I think  if  you  go  through 
the  markets  where  poor  people  shop  in  London,  say, 
Queen’s  Crescent  Market  in  Kentish  Town,  and 
markets  like  that,  you  will  find  people  watching  and 
comparing  prices, — I think  you  will  even  find  that 
in  the  case  of  people  with  larger  means. 

9088.  Sir  Josiah  Stamp : I take  it  that  the  argu- 
ment would  be  qualified  to  the  extent  to  which  you 
could  get  a sufficiently  firm  ring  that  nobody  could 
break  away  from  in  the  way  of  sellers  to  keep  the 
prices  up  ? — I think  so,  but  I think  it  would  at  once 
have  an  effect  upon  the  distribution  of  the  pur- 
chasing power  of  the  people;  they  would  tend  to 
restrict  their  purchase  of  that  particular  thing,  and 
to  spend  on  others.  There  is  a considerable  power 
of  substitution  as  regards  expenditure  on  food. 

9089.  In  the  case  of  bread,  demand  is  highly  in- 
elastic ? — Yes. 

9090.  And  if  you  could  get  a firm  ring  on  the 
supply  side  you  could  hold  up  even  against  the  un- 
remitting pressure  of  millions  of  people  to  the  extent 
of  a halfpenny  a loaf? — Yes,  I believe  that  would  be 
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so,  but  then  you  get  away  from  competition  to  a 
monopoly  trade,  if  you  have  a firm  ring  which  can 
control  prices. 

9091.  Mr.  Bell:  That  is  just  the  trouble? — But 
there  you  get  to  the  other  dilemma  that  if  you  have 
the  supply  absolutely  fixed,  then  the  price  that  you 
charge  will  be  such  as  to  yield  you  the  best  monopoly 
profit,  and  when  once  you  have  got  it  to  that  point 
you  could  take  a tax  of  19s.  in  the  £,  and  it  would 
not  affect  the  price. 

9092.  Mrs.  Wootton : As  everybody  wants  to  put 
his  own  Income  Tax  into  his  price  at  his  own  rate 
you  probably  would  get  different  prices  ? — Not  if  they 
are  working  on  the  standard  rate  of  Income  Tax. 

9093.  But  probably  they  will  not  be,  as  you  have 
pointed  out  in  your  evidence? — There  may  be  a 
tendency  in  a case  like  that  for  the  ring  to  say : 
“We  will  have  the  standard  rate  as  a typical  rate 
for  us  all,”  but  in  any  case  if  you  move  that  standard 
rate  up,  the  price  will  not  alter,  that  is  to  say,  the 
Income  Tax  is  not  the  determinant  of  the  price. 

9094.  Sir  J osiah  Stamp : If  the  ring  is  strong 
enough  to  do  that,  they  could  have  done  it  in  any 
case,  whether  the  tax  was  there  or  not? — Yes,  and 
then  the  tax  becomes  a mere  matter  of  indifference, 
that  is  if  it  is  a tax  of  this  nature  which  is  levied 
merely  on  a profit.  There  is  no  difference  between 
the  State  coming  in  and  saying:  “I  am  going  to 
take  a quarter,”  and  every  monopolist  suddenly 
saying  : “ My  son  is  21,  and  I am  going  to  bring  him 
into  the  business  and  he  is  going  to  take  a quarter 
of  my  profits.”  You  would  not  put  up  the  price 
because  your  son  came  into  the  business,  if  you  were 
a monopolist.  You  obviously  could  not,  at  least  not 
if  you  were  a good  monopolist,  because  you  would 
have  put  it  up  before  he  came  in. 

9095.  Otherwise  you  would  be  a very  inefficient 
monopolist? — If  you  are  an  efficient  monopolist  you 
would  put  the  price  up  before,  and  if  you  brought 
your  son  in  and  said:  “My  boy,  I will  give  you  a 
quarter  of  the  profits,”  it  has  precisely  the  same 
effect,  giving  it  voluntarily,  as  it  has  if  you  give  it 
to  the  man  from  the  Inland  Revenue  who  says  : “1. 
am  going  to  have  it.” 

9096.  Mrs.  Wootton:  Speaking  generally,  I think 
the  people  who  believe  that  they  put  their  own 
Income  Tax  into  the  prices  of  goods  that  they  sell, 
also  believe  that  the  taxes  which  are  paid  indirectly 
by  their  employees  are  shifted  back  again  on  to  the 
business  people : that  they  go  hand  in  hand,  and 
that  there  is  a kind  of  exchange.  What  is  your 
view  on  that? — I am  afraid  that  I did  not  come  to 
give  evidence  on  indirect  taxation,  though  I have  a 
view  on  that  particular  point. 

9097.  Sir  ■ 7 osiah  Stamp : There  is  a theory  that 
the  taxation  first  of  all  on  the  upper  section  is  really 
borne  by  the  lower  and  the  tax  that  is  supposed  to 
fall  on  the  lower  is  really  borne  by  the  upper.  They 
are  usually  held  by  the  same  people — that  we  stand 
on  our  heads? — It  really  sounds  like  Alice  in  Wonder- 
land, but  I should  hesitate  to  say  that  those  two 
views  go  hand  in  hand.  I think  it  has  only  come  to 
be  recognised  in  quite  recent  years  that  in  the 
determination  of  wages  many  factors  do  enter  in, 
and  that  the  amount  of  indirect  taxation  which  is 
being  borne  is  a factor  in  the  struggle.  For  that 
reason  I am  opposed,  and  have  been  opposed  in  the 
past,  to  increasing  indirect  taxation,  because  it  has 
always  seemed  to  me  that  it  does  tend  to  pre- 
cipitate disturbances  in  the  labour  world,  and  also 
because  it  does,  I think,  at  once  enter  into  the  cost 
of  production  and  militate  against  our  position  vis- 
a-vis  the  world  as  an  exporting  nation.  I think  that 
is  really  the  strongest  reason  against  indirect  taxation 
and  the  one  main  consideration  which  should  be  borne 
in  mind  when  considering  the  question  which  often 
occupies  the  House  of  Commons : viz.,  Should  the 
ratio  be  fifty-fifty,  or  should  it  be  forty-sixty, 
or  should  it  be  thirty-seventy.  No  one  during  the 
period  in  which  I have  listened  to  those  debates 
has  ever  seemed  to  come  to  any  point  of  principle, 
and  I think  the  only  point  of  principle  does  turn 


upon  the  question  of  the  marginal  cost  of  production. 
The  whole  question  of  the  fixation  of  wages  is 
extremely  difficult  and  not  subject,  so  far  as  I can 
see  at  present,  to  any  precise  determination  or 
measurement. 

9098.  Mrs.  Wootton:  On  the  face  of  it  you  are 
inclined  to  agree  that  indirect  taxation  is  an 
element? — I believe  it  is  an  element  in  the  question. 
I believe  if  you  turned  away  from  direct  taxation 
in  favour  of  a turnover  tax,  such  as  the  sales  tax  in 
Canada  or  the  Umsatzsteuer  in  Germany  or  the 
French  tax,  you  would  at  once  set  up  forces  tend- 
ing to  move  that  tax  back  on  to  profits  in  a flat 
manner  and  not  in  a graduated  manner.  That  is 
on  the  proportional  basis  and  not  progressive. 

9099.  Sir  Josiah  Stamp:  That  particular  view 
would  be  very  much  accentuated  of  late  years  since 
the  idea  of  changing  wages  with  changes  in  the  cost 
of  living  index  has  got  so  popular? — Yes. 

9100.  That  has  been  put  into  the  heads  of  people 
as  a method  of  equalising  wages? — Yes. 

9101.  And  to  that  extent  it  would  defeat  the 
object  of  indirect  taxation? — Yes.  Perhaps  I may 
add  that  I did  not  really  answer  Mr.  Hichens  on 
his  point  this  morning.  I should  be  prepared  to 
admit  of  course  that  in  individual  concerns  you  may 
get  considerable  movement  of  turnover  of  the 
description  he  mentioned.  But  in  my  investi- 
gations I was  dealing  with  a block,  and  a very 
substantial  block,  in  which  there  may  be  indivi- 
dual changes  from  small  to  great  and  from  great 
to  small;  but  on  the  whole  the  question  turns  on 
whether  the  volume  of  trade  in  those  two  years  was 
substantially  the  same. 

9102.  Mr.  Hichens : Exactly.  That  is  the  point 
I wanted  to  get  at?— On  that *p articular  point  the 
only  evidence  I have  to  offer  is  the  investigation 
of  the  London  and  Cambridge  Economic  Services 
which,  although  in  my  opinion  it  was  dependent 
on  data  which  were  not  entirely  satisfactory — not 
from  any  fault  of  their  own  but  simply  because  they 
are  extremely  difficult  to  obtain — indicated  that  the 
quantitative  production  of  the  United  Kingdom  for 
mining,  industry  and  agriculture  as  a whole,  fell  by 
about  15  per  cent,  during  the  period  from  1912  to 
1922.  Now,  as  I indicated,  I did  take  the  total 
profits  of  certain  industrial  groups  in  1912-13  and 
1922-23,  and  ascertained  the  percentage  increase  in 
the  latter  year.  Then  I modified  that  increase  in 
the  ratio  of  this  fall  in  production  so  as  to  bring 
that  in.  As  a result  I got  then  a movement  in  the 
profits  which  was  very  close  indeed  with  the  move- 
ment of  the  cost  of  living  figure.  It  diverged,  of 
course,  more  from  the  movement  of  wholesale  prices, 
but  personally,  while  I have  a high  opinion  of  the 
indices  of  wholesale  prices  for  many  purposes,  I 
think  it  is  very  often  overlooked  that  they  do 
represent  commodities  before  much  labour  has  been 
expended  upon  them,  and  that  they  therefore  are 
a very  poor  guide  to  the  movement  of  profits. 
Because,  after  all,  products  that  are  sold  for  final 
consumption  come  in  on  the  level  of  the  cost  of 
living,  not  on  the  level  of  wholesale  prices.  Wher 
you  go  to  buy  a thing  you  cannot  buy  it  on  the  basis 
that  it  is  only  50  per  cent,  over  pre-war.  You  are 
more  likely  to  have  to  buy  it  on  the  basis  that  it  is 
80  per  cent,  over,  because  of  the  labour  element  in 
it.  So  I was  not  dissatisfied  when  I found  that 
my  comparison  gave  me  an  increase  of  profits  for 
public  companies,  private  companies,  individuals 
and  firms,  as  a whole,  within  a number  of  important 
industrial  groups,  which  was  not  at  great  variance 
with  the  movement  in  the  cost  of  living.  It  seems 
to  me  that  that  disposes  of  the  difficulty  which  you 
put  to  me  just  now. 

9103.  There  were  two  points  I would  like  to  put. 
The  first  is  this.  You  contend  quite  definitely  that 
you  cannot  add  Income  Tax  here  and  now? — Yes. 

9104.  Can  there  be  more  effect  over  a longer  period 
of  time?  I am  thinking  this  way.  I suppose  the 
ordinary  investor  requires  a certain  rate  of  interest 
on  hisi  money.  It  may  be  that  if  he  is  in  a strong 
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position  and  li©  has  th©  "whole  world  to  pick  and 
choose  from,  h©  may  say  to  himself:  “It  is  not 

worth  my  while  saving,  in)  view  of  the  high  Income 
Tax  which  exists,  unless  I can  get  a certain  rate  of 
interest  on  my  money,  which  is  higher  than  the  pre- 
war rate.”  Therefore  if  h©  cannot  get  that  rate 
of  interest  he  just  spends  that  money  and  does  not 
save.  Hence  lie  is  in  a position  to  hold  up  industry 
unless  they  can  provide  that  rate  of  interest  which 
he  demands,  which  is  to  some  extent  governed  by  the 
question  of  Income  Tax.  Do  I make  myself  clear?— 
Yes,  you  make  yourself  quite  clear. 

9105.  I wanted  to  know  whether  in  your  opinion  in 
the  long  run  it  might  not  be  that  either  some  adjust- 
ment has  to  be  made  rather  indirectly  through  the 
rate  of  interest  which  you  have  to  pay  for  your 
capital,  or  your  industries  shrink,  you  do  not  get 
the  new  capital  that  is  required? — Theoretically  1 
think  there  is  a very  great  deal  indeed  to  be  said 
for  that  view ; that  is,  that  the  only  way  in  which 
Income  Tax  enters  into  prices  does  take  place 


through  a change  in  the  rate  of  interest ; that  is  to 
say,  there  is  a reaction  upon  the  total  volume  of 
savings,  which  puts  up  the  rate  of  interest  and  gives 
back  to  the  saver  some  portion  of  the  amount  of  the 
tax  which  he  has  to  pay  on  the  interest  on  his  savings. 
For  a long  time  I held  the  view  that  that  must 
happen.  But  in  the  Memorandum  you  will  see  that 
I have  attempted  in  Part  7,  to  make  some  investiga- 
tions in  that  field,  and  for  that  purpose  I observed 
that  Mr.  Gibson  had  been  endeavouring  to  explore 
the  movements  in  the  rate  of  interest  as  typified  by 
the  price  of  Consols,  and  in  wholesale  prices  and  he 
had  given  a chart  showing  the  relation.  But  I 
carried  that  a little  further  by  taking  the  co-efficient 
of  correlation  between  the  gross  yields  of  Consols 
and  the  Statist  index  number  of  wholesale  prices 
for  one  hundred  years  and  treating  it  in  three  ways. 
First  of  all  I took  out  the  gross  yield  of  Consols  in 
tlie  same  year  as  the  prices ; I got  the  correlation 
co-efficient  of  '893,  that  is  eighty-nine  hundredths. 
One  would  be  perfect  correlation.  Then  I tried  it 
with  the  gross  yield  of  Consols  in  the  succeeding  year, 
to  give  time  for  a lag,  when  the  correlation  co-efficient 
rose  to  -903.  Then  I tried  it  again  with  the  gross 
yield  of  Consols  in  the  preceding  year,  and,  as  I 
expected,  it  fell  to  "808.  Those  are  very  high  corre- 
lations and  appear  to  show  that  the  rate  of  interest 
does  move  concurrently  with  the  price  level.  But  as 
1 have,  I suggest,  established,  that  the  price  level 
does  not  move  with  the  rate  of  Income  Tax,  then  it 
would  follow  that  the  rate  of  interest  also  would  not 
move  with  Income  Tax.  I tried  it  also,  of  course, 
for  the  last  17  years. 


9106.  It  would  be  over  a long  period?— One 
hundred  years  seemed  to  me  to  be  sufficient.  I did 
indeed  also  take  it  out,  and  I have  shown  in  the 
tables  for  17  years,  those  17  years  being  from  1908 
to  1924,  when  I got  even  higher  co-efficients.  On 
those  particular  years,  from  1908  to  1924,  I took  out 
the  gross  yield  for  Consols  in  the  same  year  and  got 
the  correlation  co-efficient  of  '9.  Then  I took  it  out 
on  the  same  time  basis  on  the  net  yield  and  the 
correlation  co-efficient  at  once  fell  to  -74.  That  is 
to  say,  it  fell  considerably  when  you  took  off  the  tax 
and  tried  to  check  it  on  that.  There  is  a much 
higher  correlation  between  the  gross  yield  and  the 
prices  than  there  is  with  the  net.  I admit  that  1/ 
years,  including  1914  to  1924,  may  _ legitimately  be 
challenged  as  a very  narrow  basis.  So  it  is,  but  in 
addition  I did  it  for  100  years,  and  the  figures  are 
very  close  together ; one  is  -893  and  the  other 
is  -9. 

9107.  Chairman:  Then  your  conclusion  would  be, 
would  it,  that  the  capitalist  does  not  shift  the 
burden  of  the  Income  Tax? — I am  inclined  to  that 
opinion. 

9108.  Not  because  he  does  not  want  to,  but  because 
he  is  unSble  to  do  it?— I think  he  could. 

9109.  Then  why  does  he  not  do  so,  if  he  wants  to  ? 
— I do  not  think  he  wants  to.  I think  that  the 
emphasis  which  is  laid  by  economists  on  the  rate  of 
interest  is  largely  exaggerated. 

9110.  Sir  Josiah  Stamp:  A great  deal  of  the 

capital  comes  into  the  capital  market  by  other 
measures? — Because  of  the  capital  and  not  because 
of  the  interest. 

9111.  Mr.  Sickens:  According  to  your  evidence, 
that  is  from  people  with  more  moderate  incomes  ? — 
People  with  more  moderate  incomes ; but  people  with 
more  moderate  incomes  constitute  this  nation. 

9112.  Do  they  give  the  capital? — Take  the  number 
of  people  with  large  incomes:  how  few  they  are. 
You  are  familiar,  of  course,  with  the  Reports  of  the 
Board  of  Inland  Revenue,  and  you  will  find  in  them 
that,  while  there  is  a considerable  amount  of  wealth 
in  the  higher  ranges,  the  number  of  those  incomes  is 
comparatively  small  relative  to  the  total  number  of 
the  population. 

9113.  Chairman:  Mr.  Coates,  we  have  to  adjourn 
now.  The  Committee  are  very  interested  in  the 
paper  you  have  put  before  us,  and  we  should  like 
you  to  come  before  us  again  on  Thursday  if  that  is 
convenient  to  you.  Can  you  do  so? — Yes,  with 
pleasure. 


( The  Witness  withdrew.) 


( Adjourned  to  to-morrow  morning.) 
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THIRTY-THIRD  DAY. 
Wednesday,  2nd  December,  1925. 


Present  : 


The  Rt.  Hon.  LORD  COLWYN,  Chairman. 

Sir  CHARLES  ADDIS,  K.C.M.G. 

Mr.  HENRY  BELL. 

Professor  FRED  HALT, 

Mr.  W.  L.  HICHENS. 

Sir  Richard  Hopkins,  K.C.B. , Chairman  of  the 

9114.  Chairman  : I am  sorry  that  a number  of  our 
members  have  found  it  impossible  to  attend  to-day, 
but  what  you  say  will  be  read  by  every  one  of  them. 
You  have  been  good  enough  to  offer  us  evidence  on 
various  points.  The  first  in  order  appears  to  be  the 
transfer  of  residence  abroad  by  British  companies 
and  individuals? — Yes.  In  regard  to  that  particular 
question  we  have  put  in  a short  statistical  paper,* 
which  shows  the  total  number  of  transfers  of  com- 
panies or  branches  of  companies  for  a period  of  years 
since  1916.  The  profits  which  were  earned  by  those 
companies  amount  in  the  whole  to  quite  a consider- 
able sum,  but  it  will  be  observed  that  most  of  the 
transfers  took  place  in  a period  very  shortly  after 
the  end  of  the  War,  and  the  two  last  years  for 
which  statistics  are  available  show  only  a very  small 
transfer  of  this  kind.  We  have  no  definite  and 
precise  information  up  to  date,  but  I understand 
that  since  the  end  of  the  period  which  is  dealt  with 
in  the  memorandum  the  actual  transfers  still  remain 
quite  small. 

911-5.  In  1921-22,  when  there  were  only  a few, 
there  must  have  been  one  or  two  very  big  concerns  ? 

Yes.  I can  indicate  it,  I think,  even  more  exactly 
than  that.  In  1921-22  there  were  at  least  four,  and 
possibly  five,  large  cases.  One  was  a shipper  and 
foreign  distributor  ■ another  was  a foreign  tramway 
company,  and  so  on.  During  the  War  period  we 
were  continually  hearing  from  the  directors  of  com- 
panies  of  this  kind  with  large  bodies  of  foreign 
shaieholders  and  with  their  activities  abroad  that 
they  would  be  forced  abroad.  On  the  whole  I think 
it  would  be  right  to  say  that  we  have  been  surprised 
that  no  larger  transfer  has  actually  taken  place,  it 
occurs  to  me  also  that  the  actual  statistical  results 
show  that  a good  number  of  the  statements  that 
have  been  made  upon  this  subject  from  time  to  time 
are  rather  exaggerated. 

9116.  You  remember  at  the  Income  Tax  Commission 
theie  was  one  particular  man  who  threatened  to  take 
his  concerns  over  to  South  America  ?— Yes. 

9117.  Did  he  do  that? — If  I have  rightly  under- 
stood the  name  that  you  have  in  mind,  I think  you 
will  find  that  that  case  occurred  quite  early  on,  and 
that  the  gentleman  in  question  works  very  largely 
by  subsidiary  companies  in  South  America  and  else- 
where. Of  course,  he  admitted  quite  definitely  that 
his  purpose  in  going  abroad  was  to  avoid  British 
taxation.  That  case  is  rather  different  from  the 
majority  of  cases  which  would  occur  in  my  return, 
which,  I think,  would,  in  the  main,  consist  of 
companies  which,  for  one  reason  or  another,  had  been 
registered  here,  but  of  which  the  shareholding  was 
partly  a foreign  shareholding,  and  of  which  the 
activities  were  very  largely,  if  not  exclusively,  abroad. 

9118.  Mrs.  Wootton:  I suppose  you  have  not  got 
in  your  list  cases  in  which  the  shareholding  was  not 
largely  foreign  ?— Yes,  there  would  undoubtedly  be 
some,  for  the  list  includes  all  cases  of  transfer  abroad 
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which  have  come  to  our  notice;  but  I believe  the 
majority  are  cases  in  which  the  foreign  shareholding 
was  probably  predominant.  A number  of  jute 
companies  went,  and  those,  I imagine,  would  have 
a considerable  proportion  of  English  shareholding.  1 
would  like  to  make  one  further  observation,  arising 
out  of  a statement  which  was  made  by  one  of  your 
witnesses  that  the  authorities  do  not  recognise  how 
much  new  business  also  is  lost  to  this  country  by 
the  rates  of  British  Income  Tax.  If  I am  right  in 
saying  that  there  has  been  a tendency  to  exaggerate 
the  movement  abroad,  the  facts  of  which  are  shown 
by  that  statistical  return,  there  may,  of  course,  also 
be  a little  inclination  to  exaggerate  by  reference  to 
personal  experience  with  regard  to  the  loss  of  new 
business.  I think  there  is  one  point  which  it  might 
interest  the  Committee  to  know,  and  that  is,  that, 
so  far  as  foreign  capital  is  desired  at  the  present 
time  to  be  introduced  into  the  British  Dominions, 
working  through  London  is  not  so  great  a disability 
as  would  at  first  sight  appear.  Supposing,  for 
example,  a foreign  syndicate  wished  to  invest  capital 
in  India,  it  would  there  be  subjected  to  3s.  l£d.  of 
Indian  Income  Tax  and  Super-tax.  If  it  works  here, 
its  total  burden  would  only  be  increased  by  10-j-d. 
because  of  the  double  Income  Tax  relief  which  exists 
between  this  country  and  the  Dominions.  The  general 
remedy  which  has  been  suggested  is  the  review  at 
the  present  time  of  the  whole  question  of  the 
imposition  of  the  British  Income  Tax  upon  a foreign 
investment  in  this  country.  In  regard  to  that,  the 
Committee  no  doubt  know  that  negotiations  have 
been  taking  place  at  Geneva  for  some  time, 
endeavouring  to  reach  that  objective,  the  exemption 
of  the  non-resident  upon  a reciprocal  basis,  and  a 
further  meeting  is  due  to  be  held  at  Geneva  for 
a further  exploration  of  that  matter  in  a few  months’ 
time.  My  own  view  would  be  that,  until  that  method 
of  exploring  the  matter  has  been  fully  examined, 
it  would  be  premature  to  consider  giving  exemptions, 
without  reciprocity,  on  this  side  only.  That  is  all 
that  occurs  to  me  to  say  upon  that  branch  of  the 
subject,  unless  you  wish  for  anything  more. 

9119.  Chairman : Then  do  we  come  next  to  the 
subject  of  private  traders  and  their  capital  re- 
sources? Yes.  The  paper*  put  in  on  this  subject  is 
a rather^  lengthy  and  detailed  statistical  analysis 
which  brings  up  to  date  an  inquiry  which  we  origin- 
ally made  in,  I think,  the  year  1920  for  the  purposes 
of  the  War  Levy.  It  was  designed  to  show  in  regard 
to  a large  number  of  businesses  conducted  by  indi- 
vidual traders  or  as  partnerships  the  amount  of  the 
indebtedness  to  the  bank,  and  the  amount  of  the 
capital  resources  of  the  proprietors,  whether  forming 
part  of  the  business  assets  or  owned  individually  by 
themselves  in  their  personal  capacity.  I do  not  know 
that  that  return  will  throw  any  very  definite  light 
upon  one  question  which  I understand  the  Com- 
mittee has  been  especially  investigating,  the  resort 
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by  businesses  to  bank  loans  for  the  purpose  of  pay- 
ment of  taxation.  I could  supplement  the  informa- 
tion contained  in  this  paper  by  some  particulars, 
which  I fear  are  rather  rough,  but  may  be  of  interest 
to  the  Committee,  in  regard  to  bank  loans  taken  by 
companies,  in  the  main  large  public  companies,  in 
the  year  1912  and  in  the  year  1922.  The  information 
that  I have,  which  reaches  only  to  a certain  number 
of  industries — four  or  five — goes  to  show  that  the 
ratio  of  the  bank  interest  payable  in  the  year,  to  the 
turnover  of  the  concern  in  the  year  is  very  much  the 
same  in  1912  and  in  1922,  with  the  exception  of  one 
industry,  which  in  the  later  year  was  undergoing 
a serious  depression,  and  where  the  bank  interest 
consequently  had  shown  a very  marked  increase. 
Speaking  very  broadly,  it  would  look  to  be  the 
general  case,  pre-war,  that  the  average  amount  of 
the  bank  loan  during  the  year  would  be  equivalent 
to  about  half  the  profit  of  the  year.  In  1922,  taking 
depressed  industries  as  well  as  others,  it  would  be 
rather  higher  than  that,  and  the  distribution 
between  the  industries  would  be  more  varied.  That 
leads  me  to  this  observation.  When  one  has  these 
very  high  rates  of  taxation  which  are  in  force  at 
the  present  time,  it  seems  to  me  that  it  must  be  the 
case,  as  certain  witnesses  have  put  to  you,  that  at 
the  particular  point  of  time  in  the  year  when  the 
taxes  are  paid  the  business  man  must  go  to  the  bank 
for  the  purpose  of  accommodation  to  meet  them. 
That  seems  to  me  to  be  an  ordinary  and  reasonable 
method  of  business  precaution.  The  company  would 
not  keel)  a great  growing  balance  at  the  bank  for 
the  purpose  of  meeting  a sum  which  was  accruing 
due  throughout  a year.  But  I do  not  find  any  indi- 
cation in  the  figures,  so  far  as  I have  them,  that  the 
bank  loans  are  growing  from  year  to  year;  that  is 
to  say,  I do  not  find  anything  in  the  nature  of  a 
general  indication  that,  on  account  of  the  weight  of 
taxation,  money  which  is  borrowed  in  a particular 
January  for  the  purpose  of  taxation  still  remains 
borrowed  and  is  added  to  a year  afterwards.  On 
the  contrary,  such  figures  as  I have  would  go  to 
show,  except  it  may  be  in  the  case  of  depressed 
industries,  that  that  is  not  the  case. 

9120.  Mrs.  Wootton : These  figures  in  your  paper 
are  rather  striking,  because  you  get  very  much  the 
same  proportions  in  two  very  different  years? — You 
will,  of  course,  notice  that,  in  regard  to  concerns 
which  are  in  debt  in  both  years,  the  amount  of  the 
indebtedness  to  the  bank  has  gone  up  very  consider- 
ably as  between  1919  and  1923,  but  many  of  the 
other  concerns  seem  to  have  been  prosperous  con- 
cerns which  were  able  to  make  profit  both  during 
good  times  and  bad  times.  I think  it  may  be  of 
importance  to  bear  in  mind  in  this  connection  that 
the  great  trade  depression,  which  came  in  1920,  fell 
with  particular  severity  on  the  heavy  trades — coal, 
steel,  iron  and  things  of  that  kind,  together  with 
textiles — and  a very  large  proportion  of  the  business 
conducted  in  those  great  industries  is  conducted  by 
public  companies.  Probably  those  figures  on  the 
whole  reflect  an  area  of  trade  enjoying  a greater 
degree  of  prosperity  than  the  average  degree  of 
prosperity  in  the  later  year. 

9121.  In  paragraph  12,  referring  to  the  distribu- 
tion of  the  resources  of  the  people  owning  the  various 
businesses,  I see  you  find  that  the  business  assets  were 
54  per  cent,  in  1919,  and  48  per  cent,  in  1923? — Yes. 

9122.  It  is  a very  small  change  considering  the 
difference  in  the  years? — Yes,  that  is  so.  Of  course, 
the  original  purpose  for  which  the  1919  figures  were 
obtained — and,  as  I understand,  we  brought  them 
up  to  date  in  response  to  an  unofficial  request  from 
the  Chairman — was  for  the  purpose  of  examining  how 
far  it  was  true  that  a War  Levy,  which  was  under 
consideration  in  1920,  would  directly  impinge  upon 
the  assets  of  business.  A War  Levy  was  not  con- 
templated to  be  levied  upon  companies,  but  only 
upon  individuals,  and  it  was  clear  that  it  would  not 
take  money  directly  out  of  the  reserves  of  com- 
panies. But  the  question  arose,  to  what  extent  it 
would  take  money  directly  out  of  the  reserve 


resources  of  partnerships.  The  answer  that  the 
Board  of  Inland  Revenue  returned  at  that  time  to 
the  question  was  that  the  extent  to  which  that  par- 
ticular effect  of  the  levy  would  arise  was  small,  and 
this  document  was  prepared  for  that  purpose.  All 
that  the  present  paper  does,  I think,  is  to  show  that, 
broadly  speaking,  the  same  ratio  of  free  resources 
to  business  resources  in  the  case  of  proprietors  of 
large  private  businesses  is  still  maintained. 

9123.  It  has  a certain  bearing  on  the  question  of 
the  effect  of  the  Capital  Levy  on  private  businesses? 
— Yes;  I think  it  is  quite  legitimate  to  say  so. 

{In  the  absence  of  Lord  CoLwyn,  Mr.  Bell  took  the 
Chair.) 

9124.  Professor  Hall : How  far  do  you  think  the 
question  of  bank  overdrafts  would  be  affected  by  the 
feeling  of  business  proprietors  that  it  would  be 
better  to  have  temporary  assistance  from  the  bank 
in  this  later  year  than  to  enter  into  a permanent 
loan  at  the  comparatively  high  rate  of  interest  that 
may  have  been  prevailing  in  post-War  years;  do  you 
think  that  affects  the  validity  of  these  figures  at  all? 
— I do  not  see  that  the  figures  show  any  increase  in 
that  direction.  The  proiiortion  of  loans  to  turnover 
is  much  the  same  as  pre-War,  except  only  in  the  case 
of  the  depressed  industries,  and  there  the  reason  for 
the  increased  loan  is  only  too  obvious;  it  is  due  to 
financial  disability. 

9125.  Of  course,  if  you  are  dealing  with  companies, 
that  would  have  been  a much  more  germane  con- 
sideration, perhaps.  A company  may  have  hesitated, 
for  example,  to  have  raised  debentures  at  the  high 
rate  of  interest  prevailing  in  1920,  1921  and  1922, 
and  have  been  more  ready  to  carry  on  with  tem- 
porary assistance  from  the  bank? — I am  sorry  I did 
not  make  myself  quite  clear.  The  supplementary 
figures  that  I gave,  with  regard  to  the  ratio  of  loans 
to  turnover,  related  in  the  main — not  quite  ex- 
clusively— to  companies.  As  I say,  except  in  the 
case  of  depressed  industries,  we  do  not  find  from  the 
particulars  available  to  us  a 113'  increase  in  the  ratio 
of  loans  to  turnover.  Of  course,  you  appreciate  at 
once  that  with  the  altered  price  level  turnover  has 
greatly  increased,  and  in  that  same  ratio  the  loans 
have  increased. 

Now  I will  pass,  if  you  agree,  to  the  next  matter, 
which  is  a question,  as  I understand,  in  relation  to 
the  practicability  of  a project,  if  it  were  held  to  be 
desirable,  of  granting  a certain  relief  from  Income 
Tax  to  reserves  of  public  companies.  I understand 
that  the  representatives  of  the  accountants  suggested 
before  you  that  such  a thing  was  desirable  in  the 
form  that  the  relief  should  be  given,  not  to  all 
reserves,  but  to  reserves  set  aside  for  the  purposes  of 
extension  and  development;  that  they  did  not 
definitely  commit  themselves  to  any  view  as  to 
whether  it  was  practicable  to  do  so  or  not  • but 
subsequently  Sir  Arthur  Lowes  Dickinson  furnished 
certain  answers  to  the  Committee’s  questions  which 
were  directed  to  the  question  of  practicability.  That 
is  the  particular  aspect  of  this  question  which  we 
have  had  under  consideration.  I gather  that  Sir 
Aitliui  Lowes  Dickinson  felt  that  he  had  gone  some 
long  way,  in  the  machinery  that  he  put  in,  towards 
solving  the  practical  difficulties  of  the  problem,"  but 
my  own  view  is  that  when  he  speaks  of  sums  being 
properly  carried  to  a development  account,  the 
question  of  motive  must  quite  inevitably  arise. 
When  it  is  said  that  a certain  sum  that  has  been,  for 
example,  invested  in  securities  is  intended  to  be  used 
for  the  purposes  of  extension  of  the  business,  one 
must  ascertain  -whether  the  motive  alleged  is  a real 
motive,  or  whether  in  fact  the  investment  has  been 
made  to  meet  certain  losses  which  the  directors  know 
hai'e  been  incurred  in  connection  with  securities, 
investments,  or  the  like,  or  which  they  anticipate. 
Our  own  feeling  is  that  any  attempt  to  grant  a 
relief  from  Income  Tax  to  reserves  for  extension, 
as  opposed  to  other  kinds  of  reserves,  would  on 
examination  be  found  to  be  full  of  every  kind  of  diffi- 
culty. After  all,  taxation  is  an  arbitrary  instru- 
ment, as  I very  often  learn  from  its  victims,  but 
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that,  I think,  is  an  unavoidable  fact,  and  it  appears 
to  me  that  it  it  were  held  right  to  grant  some  relief 
in  respect  of  the  undistributed  prolits  of  companies, 
it  would  be  necessary  that  it  should  be  done  upon 
rough  and  ready  lines.  It  would,  for  instance,  no 
doubt  be  perfectly  possible  to  grant  a relief  to  the 
excess  of  the  profits  of  any  given  year  over  the  sums 
distributed  in  interest  and  dividends  in  that  year. 
That  would  not,  of  course,  precisely  meet  the  objec- 
tive which  witnesses  have  put  before  you;  it  would 
go  further  than  that,  and  allow  reserves  which  are 
made  against  losses  already  incurred.  Broadly 
speaking,  my  opinion  upon  this  matter  would  be  that 
a scheme  upon  those  somewhat  rough  and  ready  lines 
could  be  framed  to  work  reasonably  satisfactorily, 
if  it  were  held  desirable  that  this  particular  relief 
should  be  granted. 

9126.  Mr.  Bell : Are  you  speakiug  now  of  com- 
panies only? — I am  speaking  of  companies  only  for 
the  moment;  that  is  the  proposition  which  was  put 
to  you ; but  I wanted  to  go  on  and  say  that  if  it 
were  held  that  this  relief  having  been  granted  ought 
also  to  extend  to  partnerships,  then  the  difficulty 
would  become  very  much  greater.  It  is  obvious  that 
it  is  exceedingly  difficult  to  substantiate  whether 
some  prolits  which  have  been  earned  by  a private 
trader — it  might  be  quite  a small  private  trader — 
have  not  been  drawn  out  by  him,  and  are  represented, 
as  he  alleges,  for  example,  in  higher  stock  values 
or  more  book  debts,  or  whether  that  is  not  the  case. 
It  seems  to  me  that  the  practicability  of  this  matter, 
if  it  were  ever  suggested  that  it  should  be  carried 
beyond  the  case  of  companies,  would  have  to  be 
very  seriously  investigated. 

9127.  Could  it  with  any  justice  and  equity  between 
a private  firm  and  a company  be  confined  to  the 
latter? — That  I think  undoubtedly  is  one  of  the  diffi- 
culties of  the  matter.  It  was  not  my  intention,  as 
you  understand,  to  speak  to  the  question  of  the 
desirability  of  this  project.  I merely  wished  to  indi- 
cate that  in  some  forms,  if  it  were  held  desirable,  it 
would  in  my  judgment  be  impracticable;  in  other 
forms  it  would  be  practicable — that  is  all. 

9128.  Professor  Dali : Is  there  not  the  difficulty 
of  treating  differently  two  companies,  one  of  which 
raises  the  additional  capital  by  a new  issue  of  shares 
and  one  of  which  gets  its  extra  capital  by  using  its 
profits  for  development  purposes? — Certainly;  there 
are  many  things  which  can  be  said  against  this  pro- 
posal. I had  not  come  prepared  to  give  evidence 
upon  this  question  of  desirability.  Indeed,  if  you 
are  willing  to  fall  in  with  my  view,  I think  it  is 
better  that  this  should  be  a matter  which  is  exam- 
ined by  the  Committee  upon  the  evidence  whioh  it 
receives  from  outside. 

9129.  Mr.  Bell : Thank  you.  Then  I think  that 
we  might  proceed  to  the  note  by  the  Board  of  Inland 
Revenue  on  Estate  Duty  and  Private  Businesses*? — 
Certain  witnesses  have,  I understand,  spoken  of  the 
serious  effect  which  the  Estate  Duty  may  have  in 
breaking  up  a private  business  on  the  death  of  the 
proprietor,  and  we  were  asked  at  an  early  stage  to 
see  if  we  could  provide  some  statistical  information 
upon  that  subject.  This  memorandum  is  the  result 
of  that  request;  it  is  rather  a long  one,  but  I think 
I could  summarise  it  by  saying  that,  while  there 
must  in  all  circumstances,  when  rates  of  duty  are 
very  high,  be  individual  cases  which  are  very  hard, 
we  have  been  quite  unable  by  any  statistical  exam- 
ination to  discover  any  high  percentage  of  cases  in 
which  the  capital  of  private  businesses,  partner- 
ships, and  the  like,  would  be  seriously  impinged 
upon  by  Death  Duties.  It  'has  been  suggested  that 
very  large  numbers  of  private  companies  are  formed 
on  account  of  the  heavy  incidence  of  the  Death 
Duties  in  these  eases,  and  the  formation  of  those 
companies  may  have  had  some  effect  upon  the 
statistics  which  are  before  you,  though  private  com- 
panies are  included.  I do  not  think,  however,  it 
would  be  right  to  imagine  that  the  incidence  of 
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the  Death  Duties  is  by  any  means  the  only  ground 
which  has  led  to  the  formation  of  great  numbers 
of  private  companies.  One  reason,  to  be  perfectly 
frank,  is  tax  dodging.  That  particular  form  of 
organisation  of  trade  can  be  used  for  the  purpose 
of  legal  avoidance  of  duties  that  might  otherwise 
be  payable,  but  I mention  that  only  in  passing. 
In  addition  to  that,  I imagine  that  private  com- 
panies are  very  frequently  formed  from  the  point  of 
view  of  the  general  convenience  of  the  proprietors 
of  the  business,  and  particularly  of  the  distribution 
of  the  estate  on  the  death  of  a single  proprietor 
where  he  is  desirous  of  leaving  an  interest  in  his 
business  to  more  than  one  person.  However  that 
may  be,  I think  you  will  find  the  substance  of  this 
memorandum  in  paragraphs  18  and  19  at  the  end. 
We  took  all  estates  that  came  under  our  notice 
exceeding  £10,000  in  value  for  a considerable  period 
which  contained  any  substantial  amount  of  trade 
assets,  whether  of  firms  or  of  private  companies. 
Then,  looking  at  the  matter  on  a basis  which  was 
most  likely,  as  we  thought,  to  throw  up  any  hard- 
ship if  one  existed — namely,  this  basis  of  examining 
how  much  of  the  net  estate  the  gross  trade  assets 
came  to,  after  assuming  that  all  the  debts  were 
chargeable  against  the  rest  of  the  estate — we  exam- 
ined in  what  number  of  cases  the  net  estate  which 
remained  after  taking  off  the  gross  assets  was  less 
than  the  Estate  Duty  payable  on  the  entire  estate. 
Out  of  a total  of  373  cases  there  were  only  12  which 
fell  in  that  category,  even  upon  the  hypothesis  which 
was  taken,  namely  that  the  whole  of  the  debts,  in- 
cluding those  which  were  trade  debts,  might 
legitimately  be  treated  as  a charge  upon  the  free 
assets. 

9130.  You  say  that  the  sudden  impact  of  a con- 
siderable Death  Duty,  say  the  sum  of  £10,000  to 
take  an  example,  would  not  usually  be  overwhelm- 
ing. Would  you  state  the  exact  reason,  so  that 
I may  be  sure  I understand? — The  broad  answer  is 
that  if  the  Estate  Duty  amounts  to  £10,000,  the 
free  liquid  assets,  or  fairly  liquid  assets,  apart  from 
the  trade  assets,  such,  for  example,  as  cash  in  the 
house,  mortgages,  War  Loan,  readily  realisable  in- 
vestments belonging  to  the  proprietors  in  then- 
personal  capacity,  are  certainly  in  the  great  mass 
of  cases  as  much  as  £10,000  and,  indeed,  far  more. 

9131.  That  is  what  I wanted  to  get  at;  it  is  the 
private,  personal  assets? — Yes. 

9132.  Professor  Dali : Do  you  think  there  is  any 
greater  hardship  in  the  case  where  the  estates  con- 
sist very  largely  of  land? — I was  coming  to  tha;. 
The  position  is  different  there.  I was  going  to  deal 
with  that  next,  if  you  agree. 

9133.  Mr.  Bell : You  referred  to  your  two  para- 
graphs 18  and  19  in  this  paper.  Have  you  any 
remarks  on  paragraph  19? — That  was  a saving 
paragraph  in  which  we  said  we  recognised  that, 
although  our  statistics  may  be  very  beautiful,  they 
work  upon  average,  and  one  element  that  must 
never  be  lost  sight  of  is  that  there  are  undoubtedly 
here  and  there  cases  which  are  extraordinarily 
hard.  They  have  to  be  met,  as  far  as  we  can, 
by  easing  the  administration  within  the  limits  of 
the  law,  but  the  point  is  that,  whereas  tho  fact 
which  was  represented  to  you  by  a certain  number 
of  witnesses  was  that  the  Death  Duty  came  tre- 
mendously hard  on  private  business  in  very  large 
numbers  of  cases,  our  investigation  tends  to  show 
that  that  is  true  of  a very  small  number  of  cases 
only. 

9134.  Professor  Dali : Would  you  care  to  deal  at 
this  point,  or  later,  with  the  suggestion  which  I 
think  has  been  made  by  some  witnesses  that  the 
period  of  payment  for  Death  Duties  might  be  ex- 
tended?— It  is,  of  course,  a suggestion  which  has 
been  made  from  time  to  time.  There  has  been  a pro- 
vision on  the  Statute  Book  since  the  inception  of  the 
Estate  Duty,  under  which  Estate  Duty  in  respect 
of  real  estate,  landed  property,  may  be  spread  by 
instalments  over  a period  of  eight  years.  If  you 
were  to  introduce  the  system  of  optional  instalments 
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into  other  large  classes  of  payment,  I think  we  must 
assume  that  the  difficultj'  which  executors  find  in 
meeting  the  duty  would  be  sufficient  to  make  a 
large  number  of  them  anxious  to  adopt  that  arrange- 
ment unless  it  were  accompanied  by  a rather  high 
rate  of  interest.  Possibly,  regarded  purely  from  the 
point  of  view  of  intrinsic  merit,  some  provision  for 
payment  by  instalments  (I  should  say  over  a shorter 
period  than  the  eight-year  period,  which  is  rather 
a long  period)  might  be  desirable  in  such  hard 
cases  as  I have  just  been  discussing  now.  On  the 
other  hand,  there  is  this  difficulty  from  the  prac- 
tical point  of  view,  that  the  annual  Budget  has 
got  to  be  balanced,  and  in  the  first  year  in  which 
you  allow  payment  by  instalments  you  suffer  a great 
postponement  of  revenue  which  only  comes  in  after- 
wards, and  the  practical  difficulty  might  well  be 
held  to  outweigh  the  individual  advantage. 

9136.  I think  we  had  some  witnesses  who  thought 
that  in  the  case  of  big  estates  even  eight  years  was 
hardly  sufficient? — Eight  years  may  be  felt  by  some 
executors  to  be  insufficient  in  dealing  with  the 
particular  matter  to  which  it  refers,  which  is  landed 
property.  I think  it  is  very  widely  held  that  the 
difficulty  of  payment  of  Estate  Duty  is  far  the 
greatest  in  connection  with  landed  estates. 

9136.  Would  you  say  from  your  experience  that 
there  have  been  many  who  have  found  eight  years 
inadequate  and  have  been  seriously  inconvenienced 
by  having  to  pay  within  the  eight  years? — I do 
not  recall  anything  in  the  nature  of  general  ex- 
perience of  that  kind.  From  time  to  time,  un- 
doubtedly, we  receive  applications  to  be  allowed  to 
postpone  instalments  for  some  limited  period 
of  time.  I am  afraid  that  the  extent 
to  which  we  regard  ourselves  as  entitled  to 
accept  applications  of  that  kind  is  comparatively 
limited,  and  perhaps  the  difficulty  still  exists  after 
it  ceases  to  come  to  our  ears.  Taxpayers  who  are 
paying  by  instalments  have  to  pay  interest  at  the 
rate  of  4 per  cent,  without  deduction  of  Income 
Tax,  which  is  really  now  5 per  cent. ; that  is  a very 
important  consideration  for  them  in  deciding  whether 
they  will  not  make  an  effort  to  pay  the  debt  rather 
than  apply  for  a postponement.  One  of  the  difficul- 
ties, I may  explain,  in  granting  a longer  period  than 
eight  years  is  that  the  length  of  time  between  suc- 
cessions varies  very  much.  Sometimes  a person  may 
inherit  property  very  young  and  live  to  a great  age; 
on  other  occasions  property  may  pass  two  or  three 
times  within  a comparatively  short  period,  and  if 
you  allowed,  for  example,  12  or  15  years  you  might 
easily  have  cases  in  which  instalments  were  still 
being  paid  in  respect  of  three  separate  charges  of 
the  duty. 

9137.  You  have  not  found  that  the  tax  has  proved 
an  unsuitable  tax  by  reason  of  the  large  number  of 
people  who  could  not  pay  in  the  eight  years? — I do 
not  think  so,  no.  I am  reminded  that  though  there 
is  a considerable  body  of  people  who  avail  themselves 
of  the  opportunity  to  pay  by  instalments,  a larger 
proportion,  according  to  our  present  experience,  pay 
the  money  down.  I think,  if  you  agree,  Mr.  Chair- 
man, it  might  be  well,  as  this  is  going  rather  into 
the  area  of  the  difficulty  of  payment  in  the  case  of 
the  landed  'proprietor,  if  I said  just  what  I have  to 
say  on  the  statistics  of  that  particular  subject.  I do 
not  know  that  my  statistics  are  very  good;  we  have 
been  very  much  pressed  with  other  matters,  and  the 
getting  out  of  statistics  upon  this  is  rather  a 
laborious  business.  Such  information  as  I have  is 
derived  from  a review  over  a period  of  only  six 
months  in  the  year  1921.  It  goes  to  show,  dealing 
with  estates  of  over  £15,000,  thaJt  the  number  of  oases 
where  payment  is  specially  difficult  must  be  com- 
paratively small.  I think  that  estates  of  less  value 
than  £15,000  need  hardly  be  considered  in  this  con- 
nection, because  the  rate  of  duty  then  falls  below 
6 per  cent. 

9138.  Mr.  Bell : Have  we  your  material  in  our 

papers? — No.  I do  not  propose  to  put  it  in  in 


writing,  because  it  is  tentative,  and  1 would  not 
profess  that  any  very  great  validity  attaches  to  it, 
although  substantially  I am  satisfied  that  it  gives 
you  a reasonable  picture  of  the  position.  It  seems 
to  show  that  in  estates  of  £15,000  and  over  75  per 
cent,  have  no  land  ait  all,  and  19  per  cent,  consist  of 
land  only  up  to  one-fifth  of  the  total  value.  Then 
there  is  a balance  of  G per  cent. ; that  may  be  called 
the  region  of  the  landed  proprietor.  About  2 per 
cent,  consist  more  than  half  of  land,  and  about  4 per 
cent,  consist  of  land  to  the  extent  of  one-fifth  do 
one-half.  These  percentages  relate  to  all  estates 
which  are  brought  in  above  £15,000.  Transforming 
percentages  into  numbers,  about  100  estates  a year 
over  £15,000  in  value  contain  over  50  per  cent,  of 
agricultural  land,  and  about  200  estates  contain  from 
20  to  50  per  cent,  of  such  land.  The  numbers  on  the 
whole  are  small.  Regarded  by  themselves  I think 
they  would  be  misleading,  for  this  reason  : that  many 
sales  have  taken  place  in  recent  times,  partly  no 
doubt  on  account  of  the  market  being  good,  but  1 
think  quite  certainly  partly  in  anticipation  of  Death 
Duties  which  would  have  to  be  paid  upon  the  deaths 
of  the  owners.  Were  it  not  for  that  fact,  I think 
that  one  would  certainly  find  that  the  number  of 
estates  of  substantial  size  that  consist  almost  exclu- 
sively, or  very  largely,  of  land  would  be  very  much 
higher  than  it  is. 

9130.  Professor  Hall : In  other  words,  they  have 
prepared  for  the  payment  of  Death  Duties  by  con- 
verting some  of  their  land  into  other  investments  in 
advance?— That  is  so,  or,  as  perhaps  they  would  say 
themselves,  they  have  been  compelled  by  the  Death 
Duties  to  sell  during  their  lifetimes. 

9140.  Do  you  think  the  persons  whose  estates  you 
have  been  describing  have  to  any  extent  provided  for 
these  payments  by  insurance,  or  has  it  been  entirely 
by  the  sale  of  land? — I do  not  know  that  I can  give 
you  any  very  definite  figures  with  regard  to  that,  but 
on  the  whole  our  experience  goes  to  show  that  the 
wealthier  members  of  the  community  do  not  very 
largely  provide  for  Death  Duties  by  insurance  in  the 
ordinary  accepted  sense ; that  is  to  say,  they  do  not 
provide  for  it  by  life  policies.  Life  policies  are  taken 
out  mainly  by  people  who  leave  comparatively  small 
sums  of  money,  from  £1,000  to  £5,000,  perhaps 
£10,000.  That,  however,  is  not  for  a moment  to  say 
that  wealthier  people  do  not  provide  for  the  Death 
Duties  by  saving,  because  life  insurance  is  only  one 
particular  form,  and  many  wealthy  people  have  more 
profitable  or  more  desirable  forms  of  saving  than 
that.  Generally  speaking,  I should  say,  however, 
in  the  conditions  which  have  obtained  recently  in 
regard  to  agricultural  land,  agricultural  land  owners 
have  had  singularly  few  opportunities,  as  compared 
with  other  members  of  the  community  with  equal 
wealth,  of  saving  out  of  income  for  the  purpose  of 
meeting  Death  Duties. 

9141.  Mr.  Bell : If  I may  go  back  to  the  former 
paragraph,  I just  want  to  clear  my  own  mind.  If 
there  is  a second  death  in  the  eight  years  during 
which  instalments  are  being  paid,  is  not  an  almost 
incredible  complication  set  up  ? — Two  instalments  , 
have  to  be  paid  pari  passu,  not  by  the  same  person, 
but  by  different  executors  of  the  two  different  per- 
sons, and  not  on  the  same  value,  of  oourse;  on  the 
first  occasion  it  would  be  on  the  value  of  the  estate 
which  passed  on  the  first  death  and  on  the  second 
occasion  on  the  value  of  the  estate  which  passed  on 
the  second  death.  There  are  also  provisions  for  re- 
ducing the  rate  of  duty  which  is  chargeable  on  the 
second  death  in  the  case  of  a quick  succession. 

9142.  But  there  is  no  administrative  difficulty ; no 
confusion  arises  ? — No. 

9143.  From  the  outside  point  of  view  it  is  some- 
times felt  that  there  is  a complication  at  once,  but 
you  think  there  is  not  much? — Subject  only  to  this, 
that  where  real  property  or  similar  property  is  tied 
up  in  settlements  there  is  always  complication.  The 
mere  existence  of  the  settlement  makes  a complica- 
tion of  itself,  and  when  we  have  to  be  working  on 
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two  accounts  under  two  settlements  with,  two 
separate  sets  of  trustees,  it  may  get  rather  puzzling 
from  time  to  time. 

(Lord  Golwyn  resumed  the  Chair). 

9144.  Chairman:  Are  you  going  to  make  any 

remark  on  the  allowances  granted  for  depreciation? 
— I have  not  done  at  present,  but  I will  by  all  means. 
We  very  often  hear  from  various  sources  that  the 
allowances  which  we  make  for  the  wear  and  tear  of 
machinery  and  plant  are,  sometimes  it  is  said,  in- 
adequate, and,  sometimes  it  is  said,  very  inadequate. 
I confess  that  we  find  this  view  very  difficult  to 
understand.  Any  taxpayer,  who  is  dissatisfied  with 
the  allowance  which  is  given  in  his  Income  Tax 
assessment  for  wear  and  tear  of  machinery  and 
plant,  is  entitled  to  appeal  to  the  local  Com- 
missioners, or  to  the  Special  Commissioners,  the 
latter  a very  expert  body  dealing  with  matters 
of  that  kind ; and,  indeed,  more  than  that, 
he  can  appeal  one  year  to  the  local  Commis- 
sioners, and  if  he  does  not  like  their  decision  he 
can  appeal  next  year  to  the  Special  Commissioners 
or  vice  versa.  We  find  in  practice  that  practically 
no  such  appeals  are  taken.  In  addition  to  that, 
under  legislation  which  was  passed  not  many  years 
ago,  it  was  provided  that  the  traders  belonging  to  a 
particular  industry  might  jointly  approach  a Board 
of  Referees,  which  was  set  up  for  the  purpose,  and 
of  which  the  Chairman  is  Sir  Duncan  Kelly,  and 
ask  that  Board  to  fix  rates  of  depreciation  which 
should  apply  to  that  industry  unless  and  until  they 
were  subsequently  adjusted.  Only  one  application 
has  so  far  been  made  to  that  Board;  the  Board 
gave  no  decision  upon  it,  but  suggested  that  it  was 
a matter  which  would  be  susceptible  of  agreement 
between  the  two  sides,  and  my  impression  is  that  it 
has  been  satisfactorily  and  amicably  settled.  But 
apart  from  that  one  industry,  nobody  has  thought 
it  worth  while  to  go  to  the  Board  of  Referees.  I 
cannot,  therefore,  help  feeling  that  the  general  sug- 
gestion that  our  allowance  is  inadequate  must  be 
only  a general  impression  derived  by  taxpayers  from 
considering  the  general  character  of  our  business  and 
the  unpleasant  duties  that  we  have  to  perform 
rather  than  from  a real  examination  of  the  merits 
of  the  case. 

9145.  Your  surveyors  do  understand  something  of 
this  machinery  question,  do  they  not? — Yes.  We 
have  also  employed  at  Somerset  House  one  senior 
expert  officer  and  some  assistants,  who  are  engaged 
exclusively  upon  examining  the  wear  and  tear  ques- 
tion where  it  is  brought  up  by  inspectors  from  the 
district,  or  when  it  is  raised  individually  by  traders, 
or  on  behalf  of  a trade  as  a whole.  A great  deal  of 
time  has  been  devoted  to  it  of  recent  years. 

9146.  I ’ do  not  think  it  can  be  argued  from  the 
fact  that  you  have  had  so  few  coming  up  before  the 
Commissioners  that  there  are  not  many  who  feel  that 
they  ought  to  go  before  the  Commissioners? — I do 
feel  this,  that  if  we  were  really  wrong  over  a wide 
area  there  would  be  a certain  number  of  cases.  I 
know  that  many  taxpayers  are  not  anxious  to 
appeal,  and  they  may  prefer  to  agree,  but  we  for 
our  part  never  place  the  slightest  obstacle  in  the 
way  of  an  appeal.  I feel  sure  that  a certain  number 
of  cases  would  have  assumed  the  importance  of  being 
heard,  and  that  we  should  have  got  a lead  from  the 
General  Commissioners,  or  Special  Commissioners, 
or  from  the  Board  of  Referees,  if  we  were  working 
on  a wrong  level.  We  have  never  had  any  indication 
of  that  sort. 

9147.  Professor  Hall : Besides  the  allowance  for 
ordinary  wear  and  tear,  do  you  make  a special  allow- 
ance for  obsolescence,  say,  where  a new  machine 
comes  on  to  the  market  very  suddenly,  and  the  whole 
range  of  machines  in  a place  have  to  be  scrapped? — 
Yes.  In  those  circumstances  an  allowance  for 
obsolescence  is  made — the  difference  between  the 
written  down  value  of  the  old  plant  and  the  new 
plant. 


9148.  That  removes  one  of  the  hardships? — Yes. 
That  is,  of  course,  on  the  old  plant  being  scrapped 
in  favour  of  the  new.  I wonder  whether  I ought  to 
say  a word  about  wasting  assets  generally  which  has 
also  been  brought  up  before  you. 

9149.  If  you  please? — All  I proposed  to  say  here 
was  that  complaints,  I understand,  have  been  made 
by  various  witnesses  about  the  allowance  for  wasting 
assets,  and  the  position  is  unchanged  since  the  time 
of  the  Report  of  the  Royal  Commission  which  is  the 
locus  classicus  upon  the  subject.  An  allowance  is 
made  not  only  in  respect  of  plant  and  machinery, 
but  also  in  respect  of  mills  and  factories  and  other 
similar  premises.  The  allowance  in  that  latter  class 
of  case  is  excessive.  Allowance  is  not  made  in 
respect  of  shaftings,  foundations,  and  the  like,  nor 
in  respect  of  foreign  mineral  substances. 

9150.  Chairman : May  we  revert  to  the  Death 
Duties  and  hear  anything  you  wish  to  say 
on  the  Rignano  scheme? — We  have  put  in 
a memorandum,*  and  have  indicated  that  in 
the  form  in  which  the  proposal  is  made 
by  Professor  Rignano  it  would  be,  we  think, 
immensely  difficult  to  carry  out  in  this  country  at 
the  present  time.  I have  no  hesitation  in  saying 
that  whatever.  He  contemplates  that  there  should 
be  three  rates  of  duty,  firstly,  a certain  rate  upon 
that  which  the  taxpayer  himself  saves,  a second  rate 
upon  that  which  he  inherits  from  the  person  who  has 
saved  it,  and  a third  rate  upon  that  property  which 
has  been  twice  inherited.  That  final  feature  of  the 
scheme — ascertaining  what  wealth  has  been  twice 
inherited — means  searching  back  through  records 
over  a lifetime  and  as  a practical  proposition  is 
extraordinarily  difficult.  Of  course,  the  extent  of 
the  difficulty  would,  as  I remarked  in  another  con- 
nection, be  immensely  enhanced  or  be  immensely 
mitigated,  according  to  the  attitude  of  the  taxpayer. 
The  scheme  of  Professor  Rignano,  as  I understand 
from  reading  his  work,  is  an  extremely  far-reaching 
scheme  designed  ultimately  to  alter  the  basis  of 
society,  but,  as  other  witnesses  have  said,  the  idea 
is  capable  of  being  used  in  a much  more  moderate 
and  limited  degree  than  he  himself  advocates.  The 
more  modest  the  degree  in  which  it  was  applied,  the 
more  the  acceptance  of  taxpayers  would  be  likely  to 
be  forthcoming,  and  the  more  one  could  hope  they 
would  make  the  necessary  researches  to  ascertain  the 
truth  as  to  the  inheritance  of  their  wealth,  and  the 
source  from  which  it  came,  and  the  more  the  pos- 
sibility, therefore,  of  raising  the  duty ; but  under 
any  circumstances  the  thing  must  be  full  of  great 
difficulties  until  at  any  rate  a generation  has  passed 
and  a whole  body  of  records  has  been  made  for  the 
purpose  of  tracing  the  definite  transfer  of  blocks  of 
wealth  expressed  in  money  from  one  person  to 
another. 

9151.  Mrs.  Wootton : In  paragraph  4 you  say  that, 
from  an  examination  of  the  proposals,  you  think  it 
would  not  be  impracticable  to  introduce  this  in  a 
definite  scheme  subject  to  certain  safeguards.  You 
do  not  mean  to  go  so  far  as  to  say  that  you  think 
it  practicable  to  introduce  a scheme  on  top  of  the 
present  high  rates  of  tax  ? — I think  the  taxpayers 
would  kill  it. 

9152.  You  definitely  exclude  that? — I think  so. 

9153.  You  cannot  give  us  any  idea  about  where 
you  think  it  would  come  in  the  range  of  practic- 
ability?— If  you  could  tell  me  at  what  point  the 
taxpayers  would  accept  it  as  a reasonable  fiscal 
measure  and  would  reasonably  co-operate  in  working 
it,  then  I could  tell  you  the  point  at  which  it  could 
be  practicable;  I think  that  really  is  the  answer. 

9154.  There  is  very  little  evidence  as  to  how  the 

taxpayers  would  regard  it? — No.  Of  course,  the 

idea  is  at  present  comparatively  modern;  it  is  being 
reviewed  a good  deal,  and,  at  the  same  time,  a con- 
siderable body  of  opinion,  as  I understand,  is 
suggesting  that  the  idea  might  perhaps  be  advantage- 
ously adopted  in  a modest  dose.  If  that  view  grew 
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and  came  to  be  generally  held,  I should  say  that  it 
would  be  reasonably  practicable  to  carry  it  out.  The 
practicability  would  be  much  greater  if  there  were 
only  two  rates,  one  for  the  wealth  that  the  man  had 
himself  saved  and  a second  for  the  wealth  that  he 
had  inherited.  The  third  rate  must,  under  any 
circumstances,  produce  a very  great  deal  of  difficulty, 
unless  you  set  to  work  to  compile  an  immensely 
costly,  elaborate  and  difficult  record,  which  will  only 
be  complete  for  the  purpose  after  the  completion  of 
a generation. 

9155.  I was  going  to  ask  you  what  you  thought 
of  a modified  form? — There  is  no  doubt  that  the  two 
rates  would  be  far  easier  to  work  than  three,  and 
for  the  rest  the  practicability  of  a great  scheme  of 
this  kind  must  turn  very  largely  upon  its  acceptation 
by  the  taxpayers. 

9156.  It  is  possible  it  might  commend  itself  to  the 
taxpayers  rather  more  than  some  alternative  schemes. 
For  instance,  one  can  imagine  that  it  might  be  more 
agreeable  than  an  all-round  increase  of  the  rates  on 
the  existing  basis? — Yes,  quite. 

9157.  One  has  to  consider  it  in  conjunction  with 
the  alternatives? — Yes.  I think,  if  I may  say  so, 
it  might  be  still  more  agreeable  if  a reduction  of 
rate  for  the  part  which  the  man  had  saved  himself 
were  a feature  of  the  scheme. 

9158.  That  is  the  same  point? — Yes. 

9159.  Chairman-.  Now,  may  we  proceed  to  the 
idea  of  an  inheritance  tax  on  which  we  have  a 
note*  from  the  Board? — Upon  that  I do  not 
know  that  I need  say  very  much.  There  have  for 
a long  time  been  advocates  in  this  country  of  a 
change  in  the  general  basis  of  the  Estate  Duty  from 
the  mutation  basis,  as  it  is  called,  to  the  inheritance 
tax  basis,  and  it  could  be  done.  The  main  practical 
difficulty  always  occurring  in  connection  with  Death 
Duties  is  presented  by  the  settlement  question;  I 
think  there  is  no  doubt  about  that ; but,  in  addition, 
the  ease  of  collection  of  an  Estate  Duty  in  the  present 
form  lies  in  the  fact  that  it  is  payable  by  the 
executors  before  they  distribute  the  estate.  If  one 
had  an  inheritance  tax  payable  by  the  acquirer,  I 
think  that  legislation  would  have  to  provide  that 
the  duty  should  be  ascertained  and  paid  by  the 
executor  and  deducted  from  the  acquirer,  or  that 
the  acquirer  should  give  some  reasonable  form  of 
security  for  payment;  otherwise  we  lose  our  handle, 
and  the  facility  of  collection  has  gone. 

9160.  Do  you  wish  to  make  any  reference  to  the 
other  papers  you  have  given  us,  that  relating  to  the 
incomes  of  Super-tax  payerst  and  that  relating  to  the 
practicability  of  a Capital  LevyJ? — I have  put  in,  I 
think,  all  that  I have  to  contribute  upon  those,  two 
subjects,  and  unless  the  members  of  the  Committee 
wish  to  ask  me  any  questions,  I think  the  two  papers 
really  give  all  that  I have  to  say. 

9161.  Professor  Hall : May  I ask  a question  not 
directly  on  the  papers  before  us?  Do  you  think  that 
a tax  on  increase  of  income  is  a possibility  as  a 
matter  of  practical  working?  I mean,  a tax  upon 
that  portion  of  a person’s  income  in  any  year  that 
represents  an  increase  over  the  income  of  the  pre- 
vious year? — Of  course,  everybody’s  income  is 
inclined  to  increase.  A man  makes  more  when  he  is 
25  than  when  he  is  five,  and  he  generally  makes 
more  when  he  is  45  than  when  he  is  25.  My  general 
feeling  with  regard  to  that  is  that  a tax  of  that 
kind  is  rather  a fancy  tax  than  a practical  working 
proposition.  Speaking  generally,  I should  have  said 
that  it  was  appropriate,  if  at  all,  for  an  exceptional 
time.  It  might  very  well  serve  as  an  alternative  to 
an  Excess  Profits  Duty,  and  it  was  indeed  examined 
as  such  at  one  time  during  the  War;  but  for 
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ordinary  periods  I should  have  doubted  very  much 
whether  you  could  invent  such  a tax  that  was  at  all 
useful  and  that  would  provide  you  with  an  adequate 
yield. 

9162.  As  you  yourself  have  suggested,  every  tax- 
payer starts  from  zero? — Yes. 

9163.  And  therefore  the  whole  of  the  taxable 
income  of  the  country  becomes  at  some  period  assess- 
able to  such  a tax? — Yes. 

9164.  Might  it  not  be  possible  that  a tax  of  that 
kind  might  make  possible  a reduction  of  the  ordinary 
Income  Tax,  or  avoid  an  increase  of  the  ordinary 
Income  Tax,  or  provide  a supplementary  Income  Tax 
for  a special  purpose? — I should  have  said  this,  that 
there  might  very  likely  be  something  to  be  said  for 
a view  of  that  kind  if  the  Income  Tax  were  not 
graduated;  but  the  Income  Tax  is  graduated,  and  if 
a man  in  one  year  makes  £500  he  pays  at  about  5d. 
in  the  £,  or  something  very  small;  if  in  the  next 
year  his  income  is  up  to  £2,500  he  pays  something 
in  the  nature  of  a sixth  of  his  income.  That  stiff 
graduation  seems  to  me  to  be  a compound  of  ability 
to  pay,  and  the  notion  of  taxation  of  an  excess. 

9165.  If  his  income  rises  from  £500  to  £700,  the 
tax  upon  the  £700  is  a continuous  tax  so  long  as  he 
has  £700.  My  question  had  reference  to  the  tax 
upon  the  £200  margin  during  the  first  year  of 
increase  on  the  ground  that  in  that  year  a man  has 
an  additional  income  of  £200,  but  not  necessarily  any 
additional  expenditure,  and  therefore,  on  the  prin- 
ciple of  ability  to  pay,  that  is  the  most  favourable 
year  for  him  in  which  to  pay? — I think  in  putting 
that  question  you  are  taking  the  view  that  the  addi- 
tional sum  of  £200  is  only  charged  at  the  same  rate 
as  the  £500  was  before. 

9166.  I am  not  questioning  the  rate  at  the  moment. 
There  might  even  be  some  rate  different  from  the 
ordinary  rate  of  Income  Tax,  but  it  might  be  an 
additional  tax  and  serve  as  an  alternative  to  an 
increased  Income  Tax? — Is  not  this  a sufficient 
answer,  that  whereas  in  the  year  in  which  the  man 
was  making  £500  a year  he  was  paying  Income  Tax 
at  a rate  equivalent  to  about  5d.  in  the  £ — I am 
taking  the  ordinary  case  of  a married  man  with  three 
children  earning  his  income,  where  the  tax  is  a very 
small  amount  because  of  the  allowances — in  the  next 
year,  when  he  makes  £700,  instead  of  paying  5d.  on 
each  £ of  income,  he  is  paying  2s.  in  the  £ on  the 
excess  money,  making  a total  sum  per  £ of  his 
income  no  longer  of  5d.,  but  in  the  neighbourhood 
of  lid. 

9167.  That  is  quite  true,  but  he  is  only  paying  at 
the  same  rate  as  another  person  who  receives  £700 
who  has  not  had  an  increase  of  income  during  the 
year? — That  is  quite  true,  yes. 

9168.  I am  just  questioning  it  from  the  point  of 
view  of  ability  to  pay.  A man  is  best  able  to  pay 
in  that  year  in  which  his  income  goes  up  more 
quickly  than  his  expenditure,  and  perhaps  it  might 
be  preferred  by  the  taxpayer  that  he  should  paj 
rather  more  in  that  year  in  which  his  income  is  in- 
creasing than  have  to  pay  perhaps  a smaller  amount 

of  money  for  a longer  period  ? — That  is,  of  course,  a 
question  of  opinion. 

9169.  Quite;  it  was  the  question  of  practicability 
that  I was  really  asking  you  about? — I think  on  the 
question  of  practicability  such  a scheme  could  no 
doubt  be  worked.  It  would  be  rather  an  expensive- 
addition  to  the  existing  Income  Tax,  probably,  but 
it  could  be  worked.  May  I just  make  one  further 
half-serious  observation,  and  that  is,  that  my  general 
experience  is  that  a taxpayer’s  capacity  to  spend, 
advances  in  accordance  with  his  income;  indeed,  the 
whole  troubles  of  my  Department  might  be  said  to 
lie  in  the  fact  that  a man  who  has  an  income  of  any 
given  amount  has  an  expenditure  of  an  equal  sum 
before  he  has  begun  to  provide  for  his  taxes. 

Chairman : Thank  you  very  much,  Sir  Richard,  for 
helping  us  with  your  evidence. 

withdrew.) 


(Adjourned  for  a short  time.) 
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The  Right  Hon.  Lord  Bradbury,  G.C.B. , called  and  examined. 
Evidence-in-chief  handed  in  by  Lord  Bradbury. 


Question  1. — How  do  the  National  Debt  (apart  from 
the  taxation  which  it  necessitates),  and  move- 
ments in  the  National  Debt  through  repayment, 
conversions,  etc.,  affect  (1)  the  supply  of  credit 
and  (2)  the  supply  of  permanent  capital  for  trade 
and  industry,  both  in  volume  and  direction? 
Does  any  distinction  exist  between  the  effects  of 
the  Floating  Debt  and  the  longer  term  debt? 
Question  2. — Does  the  existence  of  the  debt,  or  move- 
ments in  the  debt,  affect  the  terms  upon  which 
capital  can  be  raised  for  trade  and  industry. 

1.  Under  the  normal  working  of  the  British  bank- 
ing and  currency  system  the  total  volume  of  credit 
from  time  to  time  available  for  industry  and  trade 
is  regulated  by  the  Bank  of  England  through  opera- 
tions affecting  the  volume  of  “ hankers’  cash.”  The 
volume  of  this  “ bankers’  cash  ” in  its  turn  deter- 
mines the  volume  of  bankers’  loans  to  their  customers 
since  bankers  generally  work  to  a conventional  stan- 
dard of  about  11  per  cent,  of  cash  to  deposits,  lending 
readily  when  the  percentage  rises  and  reducing  credit 
when  it  falls. 

2.  The  Bank  of  England’s  policy  is  determined  by 
international  gold  movements — actual  and  prospec- 
tive— which,  in  fact,  under  the  working  of  the  gold 
standard,  reflect  the  international  and  internal  trade 
conditions  which  are  the  proper  determinant  of  the 
volume  of  credit  under  a healthy  system. 

3.  Movements  in  the  National  Debt  through  repay- 
ment, conversions,  etc.,  need  not  affect,  and  ought 
not  to  affect,  the  volume  of  credit  available  for  trade 
and  industry,  though  large  operations  require  care- 
ful handling  by  the  Bank  of  England  to  prevent 
unnecessary  temporary  restrictions,  and  great  damage 
might  be  done  by  injudicious  political  interference 
in  matters  of  credit  policy  which  ought  to  be  dic- 
tated solely  by  financial  and  economic  considerations. 

4.  Such  movements  can  only  affect  'the  supply  of 
permanent  capital  for  trade  and  industry  by  increas- 
ing or  diminishing  the  total  volume  of  savings  or  by 
influencing  the  direction  in  which  savings  are  applied. 
Repayment  of  debt  out  of  Income  Tax  probably  stimu- 
lates saving,  since  the  recipient  of  the  repayment 
treats  it  as  capital  to  be  reinvested  while  the  tax- 
payer tends  to  economise  his  current  expenditure 
to  meet  the  tax  burden.  On  the  other  hand  the 
pressure  of  a high  rate  of  Income  Tax  on  the 
entrepreneur  restricts  the  savings  which  he  is  himself 
able  to  make  for  reinvestment  in  his  own  business, 
and  there  is  a danger  that  undertakings  which,  by 
reason  of  their  size  or  constitution  or  of  the  character 
of  their  assets,  have  no  ready  access  to  the  general 
investment  market  will  find  difficulty  in  satisfying 
their  necessary  capital  requirements. 

5.  It  is  sometimes  suggested  that  the  holder  of 
Government  stock,  having  become  accustomed  to  gilt- 
edged  securities,  will  tend  to  reinvest  repayment 
money  in  similar  securities  rather  than  in  trade  and 
industry,  and  that,  if  the  home  supply  of  gilt-edged 
securities  is  insufficient  to  meet  the  demand,  he 
will  prefer  foreign  or  dominion  loans  to  home  in- 
dustrial investment. 

6.  As  regards  excessive  investment  abroad,  I am 
satisfied  that  the  normal  working  of  the  gold  stan- 
dard will  supply  a speedy  corrective._  The  prefer- 
ence for  gilt-edged  securities  at  home,  in  so  far  as  it 
may  persist,  will  tend  to  lower  the  yield  of  those 
securities  relatively  to  the  yield  of  industrials.  I 
do  not  myself  believe  that  the  process  will  have  to 
go  very  far  before  equilibrium  is  restored,  and,  so 
far  as  it  does  go,  it  will  lead  to  economies  on  the 
debt  expenditure  by  facilitating  conversions  to  a lower 
rate  of  interest  and  any  loss  to  industry  through 
making  ordinary  capital  dearer  will  have  at  any  rate 
a partial  set  off  by  cheapening  borrowing  on  deben- 
tures. 


7.  The  Floating  Debt  is  not  at  the  present  moment 
an  active  agent  of  financial  or  economic  mischief. 
Indeed,  so  long  as  the  public  and  the  banks  continue 
to  treat  it  as  “ investment  ” it  differs  very  little 
either  in  its  nature  or  in  its  effects  from  a long-dated 
Government  stock  with  a variable  rate  of  interest. 
On  an  average  it  has  cost,  and  is  likely  to  cost,  the 
Exchequer  less  than  an  equal  amount  of  long-date 
debt.  On  the  other  hand,  the  variable  rate  of  interest 
may  impose  heavy  burdens  on  the  Exchequer  at  in- 
convenient moments,  and  there  is  a danger  that  this 
inconvenience  may  deflect  the  judgment  of  the 
Treasury  in  times  of  crisis.  Again,  the  habit  might 
grow  up  (as  it  has  done  in  France)  of  using  Treasury 
Bills  as  currency.  This  would  have  a disturbing 
effect  on  monetary  policy.  Further  (in  so  far  as  the 
Bills  are  held  by  the  banks)  their  exceptionally  liquid 
character  might  tend  to  relax  the  banks’  conventional 
standard  of  “ cash  ” reserves.  In  view  of  these  pos- 
sible dangers — remote  no  doubt  at  the  moment,  but 
circumstances  might  arise  in  which  they  would 
become  very  real — I would  use  a certain  proportion 
of  the  sinking  fund  moneys  available  to  reduce  the 
Floating  Debt  and  fund  a large  part  of  the  remainder 
after  the  outstanding  short-date  bonds  have  been 
dealt  with.  I do  not  attach  much  importance  to  the 
consideration  that  the  existence  of  a large  Floating 
Debt  is  a convenience — and  probably  a source  of  con- 
siderable profit — to  the  London  Money  Market.  If 
its  reduction  is  desirable  in  the  general  interests  of 
the  community,  the  Money  Market  must  adapt  itself 
to  getting  on  without  it.  The  adjustments  involved 
in  parting  with  it  will  no  doubt  be  rather  more  pain- 
ful than  those  which  accompanied  its  assimilation  in 
the  first  instance.  But  if  the  reduction  is  gradual 
no  serious  consequences  to  the  “ mechanism  of  the 
market  ” need  be  apprehended. 

Quf.stion  3. — Should  provision  be  made  for  repayment 
every  year  of  debt?  In  that  case, 

(a)  should  the  same  amount  be  repaid 
every  year,  and,  if  so,  is  the  present  Sinking 
Fund  of  £50,000,000  satisfactory?  If  it  is 
not  sufficient,  ought  it  to  be  increased,  even 
if  taxes  have  to  be  increased? 
or  (b)  should  the  amount  repaid  vary,  and, 
if  so,  on  what  principle ? Should  it  be  less  in 
years  of  bad  trade  ? Should  the  variation  be 
subject  to  the  maintenance  every  year  of  a 
fixed  minimum  repayment,  and,  if  so,  of  what 
amount ? 

If  any  alteration  of  the  existing  annual  pro- 
vision for  the  debt  ( interest  and  redemption)  is 
suggested,  what  would  be  its  effect  upon 
trade,  conversion  of  the  debt  and  credit? 

Is  it  considered  desirable  to  apply  any  Budget 
surplus  to  repayment  of  debt  ? 

8.  From  the  point  of  view  of  abstract  economics,  I 
do  not  attach  very  great  importance  to  the  internal 
debt,  provided  that  the  interest  and  Sinking  Fund 
is  provided  by  the  taxation  of  the  dividends  of  the 
debt  itself  and  of  other  forms  of  rente.  This  is 
already  the  case  to  a very  large  extent  in  this  country 
and  the  process  could  with  advantage  be  carried 
further  to  the  relief  of  the  rewards  of  personal 
exertion  and  new  enterprise. 

9.  For  psychological  and  political  reasons,  how- 
ever, I regard  a progressive  reduction  of  the  debt  as 
very  important.  But  I should  not  be  disposed  to 
make  an  immediate  increase  in  the  annual  provision 
for  redemption  except  to  the  extent  of  the  interest 
saved  by  redemption  and  conversion.  I should  favour 
a fixed  debt  charge  of  the  amount  of  the  present  pro- 
vision for  the  service  of  the  debt  for  a period  of  ten 
years.  At  the  end  of  that  period  the  amount  might 


MINUTES  OF  EVIDENCE. 


663 


2 December,  1925.]  The  Eight  Hon.  Lord  Bradbury,  G.C.B.  [Continued. 


be  revised  to  (say)  the  then  interest  charge  plus  £100 
millions  which  would  operate  as  a cumulative  Sinking 
Fund. 

10.  I am  not  in  favour  of  increasing  taxation  in 
order  to  accelerate  repayment  further  than  this.  I 
am  in  favour  of  a severe  restriction  of  expenditure, 
but  I think  the  resultant  saving  should  lie  devoted 
to  relief  of  taxation  rather  than  to  increasing  the 
Sinking  Fund. 

11.  I would  maintain  the  Old  Sinking  Fund,  i.e., 

devote  to  debt  redemption  all  casual  Budget  sur- 
pluses in  addition  to  the  fixed  provision.  In  deficitary 
years  I should  not  object  to  meeting  the  deficit  by 
suspension  of  a part  of  the  fixed  provision  (in  so  far 
as  it  is  not  actually  earmarked  to  contractual 
Sinking  Funds)  up  to  an  amount  not  exceeding  (say) 
the  amount  of  special  redemption  out  of  surpluses 
during  the  preceding  three  or  five  years.  Although 
there  is  not  much  scope  for  the  operation  of  this 
suggestion  at  present  (most  of  the  existing 
£50,000,000  being  absorbed  by  the  contractual  Sink- 
ing Funds)  it  might  be  a useful  expedient  as,  in 
course  of  time,  the  unearmarked  portion  increases. 
It  would  tend  to  obviate  the  necessity  for 

frequent  changes  in  taxation,  which  I regard 
as  undesirable,  and  also,  if  the  Income  Tax 
and  Super-tax  could  be  revised  so  as  more  nearly  to 
reflect  current  income,  to  vary  the  provision  accord- 
ing to  the  state  of  trade.  I would  not  attempt  any 
more  exact  adjustment  to  trade  conditions. 

Question  4. — Is  it  thought  to  be  desirable  to  convert 
any  or  all  of  the  Floating  Debt? 

12.  Dealt  with  under  1 and  2. 

Question  5. — To  what  extent  is  the  debt  charge  held 
to  necessitate  an  injurious  restriction  of  public 
expenditure  upon  desirable  objects? 

13.  I think  the  public  sentiment  greatly  exaggerates 
the  real  burden  of  the  internal  debt-charge.  The 
debt-charge  represents  purchasing  power  taken  from 
the  community  as  taxpayers  but  returned  to  the 
community  as  bondholders  in  the  form  of  purchasing 
power,  and  is  in  no  way  comparable  with  consump- 
tion-expenditure such  as  that  on  the  fighting  services 
or  uneconomic  civil  administration.  I do  not  think 
that  the  existence  of  the  debt-charge  in  fact  necessi- 
tates any  restriction  of  public  expenditure  for  other 
purposes  beyond  what  would  be  required  by  reason 
of  general  economic  conditions  independent  of  the 
debt-charge.  But  I think  that  such  general  economic 
conditions  do  require  a very  rigid  restriction  of 
public  expenditure,  and  I regard  the  effect  of  the 
debt-charge  as  an  incentive  to  economy  of  other 
public  expenditure  as  a most  valuable  influence. 

Question  6. — Does  repayment  of  the  debt  necessarily 
involve  deflation  of  prices , such  as  is  likely  to  be 
injurious  to  trade  ? 

14.  In  my  opinion  there  is  no  reason  to  expect 
that  repayment  of  internal  debt  will  have  any  effect 
on  the  general  price  level.  The  rise  in  prices 
attendant  upon  the  issue  of  the  debt  was  due  to  the 
creation  of  credit  by  the  Bank  of  England  supported 
by  the  increase  in  the  fiduciary  paper  currency  (with- 
out which  no  doubt  the  borrowing  would  have  been 
impossible).  With  the  restoration  of  the  gold 
standard,  the  volume  of  Bank  of  England  credit  and 
the  dimensions  of  the  fiduciary  currency  will  be 
determined  by  considerations  quite  independent  of 
the  amount  of  the  National  Debt. 

Question  T. — What  is  the  effect  of  the  existing  taxes 
on  the  supply  of  permanent  capital  from  the 
public,  and  on  total  purchasing  power?  Is  there 
any  evidence  of  a present  shortage  of  capital  for 
industry?  Is  it  anticipated  that  there  will  be  a 
shortage  of  capital  when  trade  improves? 

15.  The  percentage  of  annual  saving  to  uational 
income  is  undoubtedly  lower  than  before  the  War. 
I believe  this  to  be  due  to  a general  change  in 


national  habits  (which  indeed  began  long  before  the 
War)  to  a much  greater  extent  than  to  the  pressure 
of  taxation.  In  so  far  as  it  is  due  to  the  burden  of 
public  expenditure,  I think  it  is  due  to  economically 
unproductive  consumption-expenditure  and  not  to  the 
debt-charge.  As  trade  improves  the  worst  element 
in  this  (the  unemployment  dole)  will  be  reduced,  and 
increased  production  will  provide  a larger  margin 
for  saving. 

16.  I expect  trade  recovery  to  be  slow  and  capital 
scarce  and  expensive  during  the  earlier  stages  of  the 
revival,  but  I am  hopeful  that  the  initial  shortage 
will  be  steadily  overtaken. 

Question  8. — How  far  do  the  existing  taxes  act  as 
a deterrent  to  saving  and  to  enterprise  on  the 
part  of  the  individual  engaged  in  trade  and 
the  investor  generally?  Do  they  similarly  affect 
joint  stock  companies ? 

Question  9. — How  far  does  the  high  Income  Tar, 

( including  Super-tax),  withdraw  money  which 
could  otherwise  be  counted  on  for  the  expan- 
sion of  business,  and  which,  so  capitalised,  would 
produce  a rate  of  profits  proportionate  to 
managing  ability  and  to  the  risks  of  personal 
enterprise,  and  higher  on  the  average  than  the 
rate  of  interest  on  Government  debt? 

Question  10. — How  far  does  the  burden  of  the  In- 
come Tax  fall  upon  the  business  itself  and 
hamper  its  operations?  What  is  its  effect  on 
(1)  the  ability  of  companies  to  build  up  reserves, 
and  (2)  the  policy  of  companies  as  between  dis- 
tribution in  dividend  and  allocation  to  reserve? 

See  above. 

Question  11. — Does  Income  Tax  enter  into  prices, 
and  if  so,  how?  Does  it  in  this  or  in  any  other 
way , handicap  the  exporter  in  competing  in 
foreign  markets  against  world  prices? 

17.  If  the  gold  standard  and  the  free  trade  system 
are  maintained — and  I regard  both  as  essential  to 
an  economic  organism  such  as  Great  Britain — the 
general  level  of  internal  prices  must  adjust  itself 
to  the  world  level.  In  so  far  as  Income  Tax  is  upon 
the  profits  of  capital  already  sunk  in  industry,  it 
merely  means  that  a percentage  of  those  profits  is 
transferred  from  the  original  owner  of  the  capital 
to  the  fisc,  but,  in  so  far  as  it  is  upon 
the  profits  of  liquid  capital  or  new  capital,  it  will 
tend  to  raise  the  gross  return  required  to  retain  or 
to  attract  it.  _ To  the  extent  to  which  this  happens, 
real  wages  will  be  forced  down  and  social  unrest 
and  chronic  unemployment  are  likely  to  result. 

18.  These  dangers  can  be  avoided  by  giving  further 
substantial  relief  to  income  resulting  from  new 
saving  and  personal  exertion. 

19.  Such  relief  can  only  be  given  at  the  expense  of 
income  of  the  nature  of  rente. 

20.  In  practice,  I would  substantially  increase  the 
allowances  for  earned  income,  depreciation  and 
wasting  assets,  and  grant  allowances  for  new  capital 
invested  in  business  (whether  by  capitalisation  of 
profits  or  introduced  from  without).  The  cost  of 
these  concessions  would  have  to  be  met  by  raising 
the  basic  rates  of  tax  and  possibly  by  a further 
increase  in  the  Death  Duties. 

Question  12.  How  far  do  the  Death  Duties  involve 
a destruction  of  capital?  Do  they  inflict  special 
damage  on  private  businesses,  and,  if  so,  can 
any  suggestion  be  made  for  amending  the  duties 
so  as  to  obviate  this  special  effect,  without  reduc- 
ing the  yield? 

21.  Death  Duties  do  not  involve  a destruction  of 
capital.  The  portion  of  the  capital  assets  of  a 
deceased’s  estate  which  is  required  to  meet  Death 
Duties  is  sold  to  a purchaser  who  has  savings  to 
invest.  These  savings  pass  to  the  fisc,  and  are 
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used  for  public  expenditure  instead  of  for  produc- 
tion of  new  capital.  In  so  far  as  the  public  expen- 
diture is  consumption-expenditure,  the  saving  is, 
from  the  point  of  view  of  the  nation  as  a whole, 
neutralised.  But  the  same  applies  to  Income  Tax  in 
so  far  as  it  is  drawn  from  income  which  would 
otherwise  be  saved  and  similarly  applied. 

22.  The  case  of  businesses  which  are  liable  to  be 
crippled  by  the  withdrawal  of  capital  might  to  some 
extent  at  any  rate  be  met  by  facilities  to  commute 
the  Death  Duties  by  payment  of  an  annuity  cal- 
culated according  to  the  age  of  the  successor  or 
possibly,  the  average  succession  period.  The 
technical  details  would,  however,  require  careful 
consideration. 

Question  15. — Is  importance  to  be  attached  to  the 
maintenance  of  a particular  ratio  between  direct 
and  indirect  taxation,  and,  if  so,  on  what  prin- 
ciples should  the  ratio  be  determined? 

23.  I do  not  attach  importance  to  the  maintenance 
of  any  particular  ratio  between  direct  and  indirect 
taxation.  Indirect  taxation  is  appropriate  to 
luxuries,  expenditure  upon  which  it  may  be  thought 
desirable  on  social  or  moral  grounds  to  discourage. 
It  is  also  fiscally  the  easiest  method  of  taxing  the  less 
well-to-do.  Subject  to  these  two  considerations,  I 
regard  direct  taxation  as  preferable  to  indirect. 

Question  16. — What  effects  does  the  present  system 
of  taxation  tend  to  have  upon  the  distribution 
of  wealth?  Is  it  considered  that  these  effects 
are  in  the  best  interests  of  the  country  in  the  long 
run?  If  any  broad  amendment  of  the  system  is 
advocated,  how  would  such  an  amendment  affect 
the  distribution? 

24.  In  order  to  gauge  the  effect  of  a system  of 
taxation  on  the  distribution  of  wealth  it  is  necessary 
to  consider  how  the  money  is  spent  as  well  as  how  the 
money  is  raised.  I think  there  is  no  doubt  that  the 
less  wealthy  sections  of  the  community  receive 
greater  benefit  from  public  expenditure  in  proportion 
to  their  contribution  to  taxation  than  the  more 
wealthy  sections.  The  general  tendency  is  therefore 
towards  a more  equal  distribution  of  wealth  as  be- 
tween rich  and  poor. 

On  the  other  hand,  I think  it  imposes  an  excessive 
burden  on  new  enterprise  in  favour  of  the  rentier. 

Question  17. — Can  existing  taxation  be  varied  with 
advantage,  and,  if  so,  how  far  and  in  what  ways, 
without  increasing  the  total  amount  raised  by 
taxation  ? 

See  above. 

Question  19. — To  what  extent  can  taxation  (as  dis- 
tinguished from  changes  in  taxation ) be  re- 
garded as  a determinant  of  employment  or  unem- 
ployment ? If  it  is  held  that  the  aggregate 
demand  for  labour  is  permanently  reduced  by 
taxation,  does  the  effect  show  in  unemployment 
or  in  a lower  level  of  wages? 

If  taxation  is  a cause  of  unemployment,  to 
what  extent  is  this  due  to  (a)  the  effect  of  tax- 
ation in  reducing  new  savings,  or  (b)  the  effect  of 
taxation  in  reducing  consumers’  demand  for 
goods? 

25.  Taxation  is  not  a direct  cause  of  unemploy- 
ment. The  purchasing  power  taken  from  the  com- 
munity is  either  (returned  to  the  community  as 
purchasing  power,  e.g.  in  the  case  of  the  debt 
charge,  unemployment  benefit  and  old  age  pensions, 
or  used  by  the  Government  to  pay  for  goods  and  ser- 
vices. The  total  demand  for  goods  and  services  is 
therefore  unaffected. 

26.  A particular  system  of  taxation  combined  with 
public  expenditure  of  a particular  character  may 
make  individual  industries — or  even  industry  as  a 
whole — unprofitable  and  so  lead  to  widespread  un- 
employment. 


27.  Widespread  unemployment  means  a diminu- 
tion of  the  national  income,  which,  in  its  turn, 
lowers  the  standard  of  living  and  reduces  the  margin 
for  saving.  This  reduces  the  demand  for  both  con- 
sumption and  capital  goods  and  thus  intensifies  the 
unemployment.  A vicious  circle  is  in  this  way  cre- 
ated in  which  it  becomes  difficult  to  distinguish 
between  causes  and  effects,  and  the  mischief  becomes 
cumulative. 

Capital  Levy. 

28.  For  the  reasons  explained  in  my  notes  on  the 
general  questionnaire,  I do  not  attach  any  great 
importance  to  the  actual  redemption  of  a substantial 
jiercentage  of  the  internal  debt  at  an  early  date. 

29.  I agree  with  the  advocates  of  a Capital  Levy 
that  the  method  by  which  the  interest  and  sinking 
fund  on  the  debt  is  at  present  provided  tends  to  dis- 
courage personal  exertion  and  saving,  but  I should 
favour  alterations  in  the  Income  Tax,  Super-tax  and 
Death  Duties  under  which  that  portion  of  them  which 
is  required  to  meet  the  debt-charge  would  become  even 
more  completely  than  it  is  a burden  on  rente 
generally,  rather  than  an  attempt  to  liquidate  the 
debt  itself  by  a levy  on  capital.  Economically  a 
permanent  charge  on  the  income  derived  from 
capital  is  indistinguishable  from  a share  of  the 
capital  itself. 

30.  Practically  it  has  the  following  advantages : — 

(а)  Though  it  involves  fiscal  problems  of  a 

formidable  character,  they  are  far  less 
formidable  than  the  corresponding 
problems  raised  by  an  actual  levy  on 
capital. 

(б)  lit  avoids  the  financial  difficulties  and 

consequential  dislocation  of  the  extensive 
liquidation  involved  in  making  fixed 
capital  in  the  hands  of  A available  to 
redeem  Government  debt  held  by  B. 

(c)  It  is  far  less  disturbing  to  public  confidence 
and  even  to  the  mind  of  the  rentier  him- 
self, being  merely  an  extension  in  the 
application  of  principles  already  embodied 
in  our  taxation  system. 

31.  I regard  an  actual  Capital  Levy  as  imprac- 
ticable at  the  present  time  by  reason  of 

(a)  the  mechanical  disturbance  it  would  create; 

( b ) its  effect  on  credit; 

(c)  the  almost  insuperable  technical  difficulties 

of  devising  and  applying  a plan  which 
would  be  even  roughly  equitable. 

32.  If  such  a levy  could  be  satisfactorily  carried 
out,  and  adequate  expedients  devised  for  minimising 
the  consequent  mechanical  dislocation,  I believe  its 
material  effect  would  be  salutary,  though  its 
psychological  effects  would  be  mischievous,  and  the 
mischief  would  probably  outweigh  the  advantage. 

33.  I see  no  reason  why  the  levy  should  affect  the 
potential  supply  of  credit.  It  might,  however, 
seriously  affect  the  demand  for  credit  through  disloca- 
tion of  business,  with  the  result  that  the  volume 
of  production  might  be  reduced. 

34.  The  operation  of  collecting  the  levy  and  the 
liquidation  necessary  to  enable  it  to  be  paid  would, 
while  the  process  was  going  on,  involve  a considerable 
absorption  of  banking  credit,  which,  in  the  absence 
of  special  action  by  the  Bank  of  England,  would  lead 
to  the  calling  in  of  bank  loans  to  industry  and  to 
price  deflation  as  a consequence.  This  could,  how- 
ever, and  ought  to  be  counteracted  by  ad  hoc  creation 
of  credit  by  the  Bank  of  England.  Provided  that  the 
ad  hoc  creation  was  limited  to  the  amount  required 
to  support  the  special  extension  of  banking  credit 
required,  and  called  in  again  when  the  operations 
were  complete,  no  evil  consequences  would  result, 
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35.  I do  not  think  that  the  ultimate  effect  of  the 
levy  would  be  deflationary.  It  would  not  alter  the 
total  amount  of  purchasing  power.  The  interest 
received  by  the  bondholder  would  disappear  from  one 
side  of  the  account  and  the  taxes  paid  to  provide  it 
would  disappear  from  the  other.  The  relief  to  the 
entrepreneur  would  probably  stimulate  production, 


but  that  is  much  more  likely  to  raise  prices  than  to 
depress  them,  as,  in  practice,  active  trade  is  accom- 
panied by  a more  than  equivalent  expansion  of 
credit.  Under  the  operation  of  the  gold  standard  the 
general  price  level  is  determined  almost  entirely  by 
world  causes  and  operations  in  regard  to  the  National 
Debt  are  likely  to  affect  it  very  little. 


9170.  Chairman : Will  you  please  read  your  answer 
to  Question  No.  1? — I might  explain,  perhaps,  that  I 
have  not  tried  in  this  Proof  to  deal  comprehensively 
with  the  whole  of  the  Questionnaire;  I have  merely 
selected  those  particular  points  on  which  I thought 
the  Committee  would  be  interested  in  such  opinions 
as  I have.  ( Paragraph  1 read.) 

9171.  Sir  Charles  Addis : To  what  extent  do  you 
consider  the  ratio  of  bankers’  cash  to  deposits  is 
elastic  in  times  of  improving  trade,  or  depressed 

trade? I think  it  has  a certain  amount  of  elasticity 

I mean  quite  apart  from  the  credits  granted  by  the 

Bank  of  England.  Of  course,  the  Bank  of  England 
has  very  considerable  control  over  the  amount  of 
hankers’  cash,  and  that  automatically  affects  the 
amount  of  bankers’  credit  available.  I think,  the 
amount  of  bankers’  credit  has  a certain  elasticity 
quite  apart  from  the  cash  basis,  more  particularly 
since  the  growth  of  the  Floating  Debt ; indeed,  I am 
not  sure  that  if  we  got  a trade  revival  we  might  not 
find  that  it  has  a surprising  elasticity  and  a dan- 
gerous elasticity. 

9172.  In  fact,  it  may  be  determined  to  some  extent 
by  the  nature  of  the  assets  held  by  the  banks?— I 
think  it  might.  On  the  other  hand,  this  conventional 
percentage,  as  I call  it,  will  certainly  die  very  hard. 
It  is  ingrained  in  a bank  to  work  to  this  conven- 
tional percentage;  I think  it  is  hardly  more  than  a 
conventional  percentage  now ; but  if  it  were 
departed  from  the  result  on  the  whole  credit  system 
would,  in  my  opinion,  be  very  serious  indeed. 

9173.  You  talk  about  bankers  lending  readily  when 
the  cash  percentage  rises.  Have  you  any  particular 
borrowers  in  view;  what,  for  example,  is  the  first 
outlet  when  surplus  funds  are  in  hand  ? — Of  course,  a 
practical  banker  (I  cannot  pretend  to  be  a practical 
banker)  could  answer  that  question  very  much  better 
than  I could.  But  I take  it  that  when  a bank  is  in 
a position  to  extend  its  advances  it  naturally  looks 
for  the  best  secured  avenues.  Naturally  if  banking 
credit  is  easy,  trade  and  industry  will  benefit ; on  the 
other  hand,  people  who  have  gilt-edged  securities  to 
pledge  will  also  come  in  for  a share  of  the  additional 
credit. 

9174.  That  would  have  its  effect  on  Treasury  Bills, 
for  example? — Yes.  Of  course,  I was  rather  assuming 
that  Treasury  Bills  were  a fixed  amount  subject  to 
seasonal  fluctuations. 

9175.  When  you  say  increased  advances,  in  your 
view  do  the  bankers  take  practical  steps  to  increase 
their  advances;  is  there  any  overt  action  which 
one  could  describe  as  taken  to  increase  advances? — 
I should  have  thought  so.  I should  have  thought 
when  a bank  finds  its  cash  position  strong  it  naturally 
adopts  a more  liberal  policy  in  regard  to  advances. 
The  reaction  is  almost  automatic.  Just  as  when 
money  is  tight  and  difficult  to  get  at,  proposals  for 
loans  are  very  severely  scrutinised,  so,  when  money 
is  easy,  loans  are  granted  more  readily. 

9176.  Mr.  Bell : What  has  actually  happened  in 
practice  in  banking  in  the  last  few  years  is  that  all 
surplus  money  went  into  investments  rather  than  in 
granting  overdrafts  because  people  did  not  want  it? 
— Yes,  I think  that  is  true. 

9177.  Now  that  people  are  rather  more  in  need  of 
loans  the  investments  have  been  sold? — Of  course,  the 
sale  of  the  investments  by  the  banks  to  the  public 
naturally  reduces  deposits,  and  the  lending  power  of 
the  banks  which  is  set  free  through  the  sale  of  those 
investments  is  available  to  create  new  advances,  and 
so  bring  deposits  back  to  the  old  level. 


9178.  Sir  Josiah  Stamp  : We  have  had  a theory  put 
up  to  us  which  points  rather  to  the  converse  of  what 
you  convey.  Your  evidence  really  tends  to  say  that 
you  can  get  no  real  deflation  or  inflation  without  an 
initial  cause  in  the  shape  of  a change  in  the  amount 
of  cash  credit  with  the  Bank  of  England,  whereas  it 
has  been  put  up  to  us  that  you  might  get  a pressure 
towards  deflation  or  inflation  entirely  from  the  cus- 
tomer. I will  give  you  an  illustration.  It  is  suggested 
that  under  the  Capital  Levy  a considerable  amount 
of  good  security  would  be  handed  over  to  the  Govern- 
ment, and  people  who  had  been  borrowing  on  that 
security  as  collateral  would  no  longer  have  such  good 
collateral,  or  would  not  have  any  at  all,  and  there 
would  be  a certain  amount  of  calling  in  of  loans  that 
they  had  previously  had.  Is  not  the  answer  that 
that  would  not  cause  deflation,  because  as  fast  as  the 
banks  were  not  lending  money  to  that  borrower,  they 
would  be  lending  money  to  somebody  else — you 
do  not  get  deflation  from  the  customers’  end  at  all. 

I take  it  you  would  rather  agree  with  that  view? — 
Of  course,  I think  in  all  these  cases  it  is  very  difficult 
to  be  absolutely  dogmatic,  but  certainly  I think  that 
correctly  describes  the  general  tendency,  that  is  to 
say,  that  inflation  or  deflation  is  rather  independent 
of  the  customer. 

9179.  Sir  Josiah  Stamp : The  money  will  be 

lent  somehow  or  other;  you  do  not  throw  it  back 
on  the  banker,  and,  as  it  were,  cancel  him  out  of 
credit ; it  is  given  to  somebody.  Chairman : Now 
will  you  pass  to  the  next  paragraph?  Witness: 
This  is  really  a rider  to  No.  1.  ( Paragraphs  2 and  3 
read.) 

9180.  Sir  Charles  Addis  : We  have  had  it  put  to 
us  that,  if  Government  securities  were  repaid  on  a 
specially  large  scale,  the  banks  would  then,  having 
surplus  cash  to  lend,  tend  to  lend  it  in  the  first  place 
to  the  money  market,  and  generally  to  those  who 
have  advances  from  the  Bank  of  England,  with  the 
result  that  the  Bank  of  England  advances  would  be 
paid  off  and  cash  proportionately  reduced.  Would 
you  consider  that  to  be  the  normal  process  and  to 
what  extent  does  it  have  the  effect  of  restricting 
credit? — I think  that  there  might  be  such  a tendency 
in  the  first  instance,  but  I imagine: — I speak  with 
great  diffidence  about  the  powers  and  capacities  of 
the  Bank  of  England — I imagine  that  the  Bank  of 
England  could  correct  any  restriction  of  that  sort 
pretty  easily  by  buying  securities. 

9181.  Sir  Josiah  Stamp:  The  point  put  to  us 
mostly  in  reference  to  the  existence  of  a large 
National  Debt  is  that  it  does  provide,  if  it  is  well 
spread,  an  extraordinarily  handy  means  of  getting 
credit,  and  the  average  small  trader  who  has  got 
some  Government  stock  can  always  get  credit  on  it. 
But  if  War  Loan  were  cancelled,  or  if  it  were  not 
so  widelv  spread,  or  were  not  so  great  in  the  aggre- 
gate, the  small  trader  would  have  to  rely  upon  his 
personal  credit  and  upon  what  the  banker  knows  Of 
his  business.  You  do  seriously  alter  the  potentiality 
of  individual  credit  by  the  amount  of  War  Loan  that 
is  held  throughout  the  country? — I think  that  argu- 
ment rather  assumes  that  the  average  banker  doos 
not  know  his  business.  I cannot  imagine  ia  properly 
managed  bank  not  being  able  to  extend  credits  m 
proper  cases  to  its  customers,  even  to  those  customers 
who  have  no  Government  securities. 

9182.  The  point  is  not  so  much  the  proper  case. 
We  will  assume  that  a proper  case  will  get  it,  but 
the  man  who  has  not  what  you  may  call  a proper 
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credit  will  not  get  it  at  all,  or  he  is  the  first  to  be 
starved? — I do  not  think  it  is  a healthy  condition 
of  commercial  affairs  that  the  banks  should  make 
loans  on  the  strength  of  Government  securities  to 
bolster  up  business  the  continuance  of  which  on  its 
own  merits  is  not  justifiable.  I think  to  the  extent 
to  which  credits  in  favour  of  industry  based  on 
Government  securities  were  made  more  difficult  you 
would  get  a healthier  atmosphere  in  the  commercial 
world. 

9183.  That  might  be  so  as  a thing  that  ought  to 
happen.  The  question  is,  what  does  happen  in 
practice  with  the  average  man  going  to  his  bank? 
If  he  can  put  up  his  collateral  he  gets  the  loan 
more  easily;  it  is  not  called  in  so  quickly;  restrictive 
operations  are  not  brought  to  bear  upon  him;  he 
is  not  watched  so  jealously? — T think  there  is  a 
certain  amount  of  truth  in  that,  and  it  is  certainly 
a very  great  convenience  to  banks,  because  it 
relieves  them  of  the  necessity  of  scrutinising  pro- 
positions which  might  be  very  troublesome  to 
scrutinise.  On  the  other  hand,  I might  add  to  that 
that  I think  there  is  a tendency  through  these  very 
large  holdings  of  Government  securities  nowadays, 
particularly  when  the  middle  classes  are  rather  hard 
up,  for  people  to  borrow  on  securities  to  meet  their 
housekeeping  bills,  and  that  seems  to  me  to  be  rather 
bad  for  the  general  economic  structure;  it  makes 
the  consumption  credits  as  distinct  from  production 
credits  much  easier,  and  I think  that  is  a mis- 
chievous tendency. 

9184.  If  a man  comes  to  a bank  with  £10,000  of 
War  Loan  and  asks  for  an  advance  and  the  bank 
say  to  him:  “ What  are  you  going  to  do  with  it  ”? 
— •“  I am  going  to  put  it  into  my  business  ” — 
“ Let  us  have  a look  at  it.  It  is  a rotten  business, 
you  shall  not  have  it,”  is  it  not  rather  an  idealistic 
line  for  the  average  bank  to  take  ? — I did  not  intend 
to  suggest  that.  What  I did  intend  to  suggest  was 
that  if  this  man  had  not  £10,000  War  Loan  then 
presumably  he  would  only  get  an  advance  from  the 
bank  if  his  business  were  fairly  sound.  As  things 
stand  the  bank  will  quite  naturally  and  willingly  lend 
on  the  £10,000  War  Loan,  and  the  result  may  be  that 
the  money  is  lost.  The  bank  is  all  right,  because 
it  keeps  the  War  Loan. 

9186.  Many  a business  which  is  not  actually  in  a 
position  to  get  credit  might  by  the  facility  afforded 
by  War  Loan  be  turned  into  a profitable  thing;  is 
not  what  you  suggest  rather  a tendency  to  suspect 
or  nip  in  the  bud  new  enterprise? — Possibly.  Such 
experience  as  I have  of  banking — and  I speak  with 
great  diffidence  in  the  presence  of  people  who  are 
much  more  familiar  with  banking  than  I am — is 
that  bankers  are  not  wanting  in  enterprise.  Even 
for  the  comparatively  small  institution  to  which  I 
belong,  the  assistance  which  we  have  given  to  cus- 
tomers in  difficulties  is  very  remarkable.  I think 
bankers  generally  do  their  best  to  look  after  trade 
and  industry  and  to  make  advances  in  hopeful  cases 
even  when  they  are  not  absolutely  secure  cases. 

9186.  Supposing  a time  of  stringency  comes  and 
the  word  goes  round  to  the  banks  to  scrutinise  and 
draw  in;  trade  is  getting  a little  tricky,  and  they 
look  at  this  doubtful  business  and  are  ready  to  secure 
themselves  in  these  doubtful  cases;  if  the  man  has 
collateral  of  War  Loan  he  is  much  less  likely  to  be 
treated  drastically,  so  that  the  elasticity  of 
restriction  is  altered  by  the  existence  of  War  Loan? 
—Yes.  I think  there  is  a certain  amount  of  force 
m that.  On  the  other  hand,  in  times  of  credit  diffi- 
culty of  course  banks  naturally  treat  customers  in  a 
somewhat  shaky  position  with  a great  deal  of  con- 
sideration; otherwise  they  bring  the  house  down 
about  their  own  ears. 

9187.  Professor  Hall : Do  you  make  any  distinction 
in  what  you  have  said  in  these  paragraphs  between 
the  external  debt  and  the  internal  debt? — I am 
speaking  almost  entirely  of  internal  debt  in  this  case. 

9188.  Do  you  make  any  distinction  between  the 
Floating  Debt  and  the  longer  term  debt  here?— I 


come  to  that  later  in  my  evidence.  I do  not  think 
at  the  present  moment  there  is  any  appreciable 
difference  in  economic  effect  between  the  Floating 
Debt  and  the  more  permanent  debt,  but  I think 
there  are  certain  latent  dangers  in  the  large  amount 
of  Floating  Debt,  which  I have  dealt  with  later. 

9189.  I was  wondering  whether  or  not  this  answer 
had  in  mind  that  distinction? — This  answer,  gener- 
ally speaking,  applies'  to  the  internal  debt,  floating 
and  long-daJted. 

9190.  Chairman : Will  you  now  proceed  to  para- 
graph 4?  ( Paragraphs  4 to  6 read.) 

9191.  Sir  Josiah  Stamp : It  has  been  put  to  us 
strongly  that  heavy  taxation  for  the  repayment  of 
debt  has  this  effect,  that  it  takes  away  money  that 
would  be  used  in  risk  carrying  and  waiting,  and  so 
on,  and  progressive  private  business,  and  finally 
through  the  repayment  gets  into  the  hands  of  people 
who  are  seeking  secure  investments.  They  cannot  gee 
a gilt-edged  market,  so  they  will  take  the  next  best 
thing  they  can  get — a good  debenture.  That  tends 
to  make  it  easier  for  large  corporations  to  raise 
debenture  capital  than  it  would  otherwise  have  been, 
and  to  make  it  much  harder  for  small  businesses  to 
secure  capital,  and  therefore  still  further  penalises 
the  private  business  in  favour  of  the  large  corporate 
enterprise.  Would  that  be  a fair  corollary  from  your 
last  sentence?— I think  so.  I think  there  is  that 
tendency  undoubtedly. 

9192.  Professor  Hall : In  paragraph  4 you  deal 

with  the  effect  of  Income  Tax  upon  the  savings  of  the 
entrepreneur.  We  have  had  many  witnesses  who 
have  emphasised  very  strongly  the  fact  that  the  high 
Income  Tax  reduces  the  entrepreneur’s  interest  in 
developing  production,  and  in  that  sense  also  reduces 
the  amount  of  available  capital;  would  you  attach 
very  much  importance  to  that  ? — I a.m  a little 
sceptical  about  that.  I think  that  whalt  I may  call 
the  flaws  in  the  Income  Tax,  by  which  I mean  the 
extent  to  which  the  Income  Tax  is  not  a real  tax  on 
actual  profits,  do  damage  the  entrepreneur  and  act 
as  a drag  on  development,  but  in  so  far  as  the  Income 
Tax  can  be  represented  by  the  formula  that  the 
State  takes  a share  of  the  profits,  then  I do  not  attacli 
very  much  importance  to  that  argument  unless  of 
course  the  rate  of  tax  becomes  something  phenomenal. 
I cannot  myself  conceive  that  merely  taking  away 
half  of  a man’s  profits  makes  him  any  the  less  keen 
on  earning  profits;  indeed  to  some  extent  I think  it 
might  make  him  more  keen,  because  having  only  half 
left  he  is  naturally  much  more  anxious  to  make 
money.  A man  may  say  : “ Well,  as  I have  to  part 
with  one-third  of  my  profit,  it  is  not  really  worth 
making  profits  at  all,”  but  I doubt  if  in  practice  he 
acts  on  the  declaration. 

9193.  Sir  Josiah  Stamp  : You  are  thinking  of  profit 
making  in  a business? — Yes. 

9194.  Would  that  include  putting  up  new  capital 
for  extending  the  business  to  take  care  of  new  markets 
or  turnover? — Well,  if  a man  makes  savings  he  must 
invest  them  somehow. 

9195.  Assuming  he  has  a restricted  scope  for 
savings,  he  wants  a good  incentive  to  apply  his 
energies  to  a new  opening;  lie  will  hesitate? — I really 
do  not  attach  very  much  importance  to  that. 

9196.  Some  witnesses  have  attached  enormous 
importance  to  it? — I do  not  attach  much  importance 
to  it  in  any  sort  of  Income  Tax  that  we  are  familiar 
with.  A point  that  I do  attach  importance  to  is  the 
possibility  of  investing  your  savings  in  such  a way 
as  not  to  attract  Income  Tax;  I mean  to  say  the 
possibility  of  foreign  investments. 

9197.  We  are  on  the  question  of  whether  he  saves 
at  all.  Witnesses  have  put  the  point  strongly,  not 
merely  in  regard  to  a very  high  rate  of  tax,  but  that 
there  is  a distinct  dynamic  psychological  influence  as 
between  5s.  and  4s.,  4s.  and  3s.,  and  3s.  and  2s.  They 
say  that  every  shilling  either  way  will  have  a per- 
ceptible influence  on  the  degree  of  enterprise  that  a 
man  will  undertake? — Of  course,  it  is  a psychological 
question,  and  it  is  impossible  to  dogmatise  on  it. 
My  own  feeling  would  be  that  the  psychologically 


MINUTES  OF  EVIDENCE. 


667 


2 December,  1925.] 


The  Right  Hon.  Lord  Bkadbuby,  G.C.B. 


[ Continued . 


important  element  is  muoh|  more  the  chance  of  making 
profit  than  whether  you  are  allowed  to  keep  two-thirds 
or  the  whole  of  the  profits  when  you  have  made  them. 

I cannot  imagine  the  rate  of  Income  Tax  acting  as 
a drag  on  new  investment  provided  that  the  prospects 
of  new  investment  are  sufficiently  profitable. 

9198.  Do  you  mean  that,  if  they  can  be  very  much 
more  profitable  than  they  would  have  been  before,  he 
will  obtain  the  same  net  return;  are  you  referring 
to  that? — No. 

9199.  You  are  willing  to  accede  to  a smaller  net 
return  so  that  enterprise  will  not  be  unduly 
restricted  ? — That  brings  me  to  another  point.  I am 
not  at  all  sure  that  the  high  rate  of  Income  Tax 
does  not,  through  the  action  of  various  causes,  tend 
to  make  capital  dearer  for  new  enterprises ; I think 
it  does. 

9200.  And  therefore  to  improve  the  possi  fle  rate 
that  he  will  get  when  'he  does  invest? — Yes.  I think 
probably  the  high  rate  of  Income  Tax  tends  to 
restrict  savings;  savings  being  restricted,  the  supply 
of  capital  is  diminished ; the  demand  being  constant, 
the  rate  of  return  tends  to  go  up. 

9201.  Then  you  have  conceded  the  point  that  the 
high  rate  of  Income  Tax  has  restricted  savings,  and 
if  it  is  not  restricting  it  from  the  point  of  view  of 

the  man  who  is  investing  it . — As  far  as  I can 

judge — again  I do  not  want  to  speak  very  dogmatic- 
ally on  it — I do  not  think  that  portion  of  the  Income 
Tax  which  is  returned  to  the  community  in  the  form 
of  purchasing  power — interest  on  Government  debt, 
or  repayment  of  Government  debt — does  restrict 
savings.  On  the  other  hand,  the  other  portion  of 
the  Income  Tax  that  is  used  for  what  I call  con- 
sumption-expenditure by  the  State  does  tend  to 
restrict  savings,  because  it  comes  to  a large  extent 
out  of  money  which  would  have  been  saved  by  the 
individual  which  is  not  applied  to  capital  purposes 
by  the  State. 

9202.  Therefore  you  would  get  a certain  restric- 
tion of  new  saving,  and  that  would  throw  up  the 
rate  of  interest.  You  would,  therefore,  not  suffer 
a high  rate  of  tax  to  the  full  extent,  because  the 
net  rate  would  not  have  fallen  so  much ; that  has 
not  in  its  turn  an  unduly  restrictive  influence  on 
the  ordinary  progressive  business  man? — It  >s  a 
matter  of  degree,  I think. 

9203.  But  you  do  not  attach  very  much  importance 
to  it? — Not  first-rate  importance. 

9204.  Sir  Josiali  Stamp : I am  pressing  this, 

because  we  have  every  variety  of  opinion  from  one 
extreme  to  the  other. — Professor  DaTL : I was  think- 
ing of  another  point  put  by  some  witnesses.  They 
have  the  opportunity  of  securing  a contract,  and 
they  estimate  the  gross  profit  and  what  would  be 
left  after  Income  Tax  has  been  deducted.  If  the 
Income  Tax  is  at  a high  rate  they  say:  “It  is  not 
worth  our  while.”  Quite  obviously,  if  they  do  not 
accept  the  contract  there  is  less  wealth  produced, 
and  less  opportunity  for  saving.  It  was  really  that 
type  of  question  I was  asking  you  to  deal  with,  and 
I gather  from  your  answer  that  your  view  is  that 
they  would  take  any  profit  rather  than  no  profit; 
is  that  it? — Witness : Of  course,  all  these  questions 
have  a very  strong  psychological  element  in  them. 
If  people  engaged  in  industry  who  object  to  working 
one-third  of  their  time  for  the  State,  so  to  speak, 
and  two-thirds  for  themselves,  sulk,  potential  enter- 
prise is  destroyed,  but  I cannot  imagine  any 
ordinarily  constituted  reasonable  man  taking  that 
line. 

9205.  Mr.  Hichens  : But  the  fact  remains,  does  it 
not,  that  to-day  there  must  be  hundreds  and  hun- 
dreds of  firms  who  are  taking  contracts  at  a loss, 
or  certainly  no  profit  at  all? — If  they  are  taking 
them  at  a loss,  presumably,  in  so  far  as  the  Income 
Tax  operates  fairly,  Income  Tax  does  not  come 
into  it. 

9206.  The  point  would  be  merely  that  the  criterion 
of  profit  is  not  by  any  means  the  sole  one,  so  that 
people  are  not  solely  influenced  by  making  a large 


profit.  There  are  many  other  factors  in  taking  a 
contract  ? — Certainly. 

9207.  Mr.  Bell : As  far  as  I have  seen,  it  affects 
private  partnerships  much  more  than  it  does  com- 
panies. 'Companies  have  duties,  vis-a-vis  share- 
holders, and  they  have  a continuity  to  look  to  which 
a private  firm  may  not.  In  my  experience  at  least 
half-a-dozen  firms  in  the  time  of  very  high  Income 
Tax  and  Super-tax  did  simply  drop  out;  they  said 
- it  was  not  worth  it.  They  may  be  only  a very 
few  and  would  not  affect  the  principle  at  all.  I 
think  the  principle  probably  is  sound.  Ninety-nine 
men  out  of  100  would  go  on  working  and  make 
what  profit  they  could,  but  there  was  that  little 
influence,  I think,  in  the  way  of  people  going  out, 
because  it  was  not  worth  while? — There  must  come 
a point,  naturally,  at  which  an  enterprise  becomes 
not  worth  while.  If  the  Income  Tax  and  Super-tax 
together  came  to  something  like  18s.  in  the  £,  for 
the  sake  of  argument,  people  would  not  think  it 
worth  while  spending  their  energies,  but  to  my  mind 
no  rate  of  tax  which  we  have  known  up  to  the 
present  qua  rate  ought  to ‘have  that  effect.  I say 
“ qua  rate,”  because  I do  think  the  natural  imper- 
fections of  the  taxes,  so  to  speak,  in  some  cases 
make  the  real  burden  on  profits  very  much  larger 
than  the  apparent  burden. 

9208.  Sir  Josiah  Stamp : Will  you  transfer  the 
argument  from  the  business  man  to  the  professional 
man?  Take  a man  whose  marginal  rate  is  8s.  or  9s. 
in  the  £,  say  a surgeon  or  a professional  man.  If 
he  is  offered  an  appointment  of  £200  or  £300  a 
year,  he  says : “ If  I get  it  I shall  only  get  £150 
out  of  it;  I will  let  it  go  by.”  The  argument  is  that 
it  does  seriously  affect  his  tendency  to  do  a little 
more,  and  somebody  else  next  lower  down  the  scale 
gets  the  opportunity  and  gets  the  appointment;  it 
tends,  therefore,  to  equalise  the  opportunity  in  the 
professional  world?— I should  have  thought  that  as 
regards  professional  men,  who  perhaps  are  not  very 
thoughtful  economists  in  all  cases,  but  men  who  can 
command  high  and  possibly  monopoly  fees,  the 
tendency  rather  is  that  they  put  up  their  fees  so 
as  to  make  good  to  them  the  loss  of  tax. 

9209.  That  would  be  so  far  as  they  were  dealing 

with  a customer,  but  I was  speaking  rather  of  a 
thing  like  an  appointment  of  a fixed  character, 
which  is  a fair  test  of  whether  the  tax  is  restrictive 
or  not,  as  far  as  that  man  is  concerned? — I think 
probably,  with  the  operation  of  the  Super-tax  scale, 
that  would  tend  to  operate  very  largely.  A man 
who  has  an  income  that  brings  him  well  within  the 
range  of  Super-tax  in  regard  to  any  additional  in- 
come he  will  get,  probably  is  only  able  to  put  into 
his  pocket  50  per  cent,  of  it  or  rather  less.  That 
being  so,  he  might  say : “ I leave  this  particular 

job  to  someone  who  will  get  a larger  share  of  the 
remuneration  from  it.” 

9210.  And  he  tends  to  leave  it  to  that  field  of 
opportunity  where,  so  far  from  the  tax  having  a 
restrictive  influence  on  effort,  it  makes  the  man 
work  harder,  because  he  is  trying  to  get  a decent 
standard  of  living? — I should  think  it  might  have 
that  effect  with  the  Income  Tax  and  Super-tax 
scale. 

9211.  Chairman:  Supposing  you  have  to  pay  10s. 
in  Super-tax  and  Income  Tax,  and  you  'had  the 
opportunity  of  opening  up  a new  colliery  or  a new 
factory,  would  you,  with  that  rate  of  tax,  risk  your 
money  knowing  that  you  would  only  receive  half 
of  your  profits;  would  you  do  that  as  a matter 
of  business? — I think  I should  be  as  likely  to  do 
it  as  if  I were  going  to  receive  the  whole  profit. 

9212.  Sir  Josiah  Stamp : If  you  had  saved  the 
money  and  it  was  a matter  of  putting  the  money 
into  something  else  in  which  your  income  would  be 
equally  taxed,  surely  there  could  be  no  restrictive 
influence  in  putting  it  into  that  mine? — No;  that 
is  what  I had  in  mind  in  reply  to  Lord  Colwyn’s 
question. 
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9213.  Chairman:  But  you  would  have  your  risk, 
and  all  that  you  would  take  is  half  the  profit? — 
Yes.  On  the  other  hand,  if  it  is  the  same  concern, 
I presume  if  you  incurred  a loss  on  the  new  venture 
it  would  probably  diminish  your  Income  Tax  and 
Super-tax  as  regards  your  existing  venture. 

9214.  My  only  point  is,  can  your  feeling  have 
an  influence  in  the  development  of  industry  for  the 
whole  of  the  country? — I think  the  tendency,  partly 
through  the  restriction  of  savings  and  partly  also 
through  the  psychological  effect  of  the  high  rate  of 
tax,  is  undoubtedly  to  increase  the  return  on  busi- 
ness enterprise  particularly  of  the  risky  kind,  and 
therefore  the  full  burden  of  the  tax  does  not  fall 
on  the  investor  as  compared  with  what  would  be  the 
condition  if  there  were  no  tax. 

9215.  Sir  Josiali  Stamp:  Does  it  not  increase  the 
return  on  business  enterprise  by  letting  enterprise 
be  spread  over  a less  area  than  it  would  otherwise 
have  been  ? It  takes  the  cream  of  business  enterprise 
and  opportunity,  and  the  rest  does  not  come  into 
being.  The  point  put  to  us  is  that  only  the  most 
eligible  opportunities  are  entered  upon,  and  the 
marginal  opportunities  are  not  touched.  Surely  that 
is  the  corollary  of  the  restriction  of  the  field  of 
savings? — But  that  ultimately  brings  you  back  to  the 
amount  of  savings.  Naturally,  if  the  amount  of 
savings  is  limited,  the  most  promising  enterprises 
will  secure  what  there  are,  and  the  less  promising 
will  get  nothing. 


9216.  Therefore,  the  most  promising  enterprises 
are  not  paying  more  than  they  would  have  done,  but 
your  general  average  return  is  higher,  because  it  is 
only  those  that  are  in  the  field.  Supposing  you  have 
graded  from  20  per  cent,  down  to  5 per  cent.,  and 
the  existing  supply  of  capital  will  take  up  the  weight 
of  that  lot,  your  average  rate  may  be  10  per  cent. 
Supposing  the  supply  of  capital  is  restricted,  and 
it  only  reaches  7 per  cent.,  and  all  those  below  7 per 
cent,  are  unborn,  your  average  rate  will  be  higher 
than  10  per  cent. ; it  will  be  something  like  11  per 
cent,  or  12  per  cent.  It  will  be  the  average  of 
20  per  cent,  down  to  7 per  cent.,  whereas  it  was 
20  per  cent,  down  to  5 per  cent.  You  have  thrown 
up  the  general  average  because  you  have  restricted 
the  area  by  cutting  out  the  small  ones.  I do  not 
think  you  can  say  that  any  given  trade  in  the  field 
is  going  to  have  a higher  return;  I do  not  know 
whether  I have  made  myself  clear? — Yes,  I think  so. 
That  brings  me  really  to  the  question  as  to  how 
far  a shortage  of  capital,  if  there  is  a shortage  of 
capital,  may  act  on  other  costs,  notably  wages. 


9217.  Professor  Hall:  How  far  do  you  think  the 
high  Income  Tax  limits  to  any  appreciable  extent 
the  investment  in  this  country  of  foreign  capital  ? — 
I think  it  is  entirely  a question  of  rate.  Naturally, 
a foreigner,  before  investing  money  in  this  country, 
will  think  of  the  net  return  which  he  gets  on  his 
money. 

9218.  I am  wondering  how  far  there  could  be  re- 
action between  the  high  rate  of  Income  Tax,  the 
supply  of  capital,  the  rate  of  interest,  and  the  burden 
of  local  rates.  Local  rates  being  very  much  affected 
by  the  rate  of  interest  which  local  authorities  have 
to  pay,  and  rates  being  a charge  that  enters  into 
prices,  high  Income  Tax  might  possibly  be 
affecting  prices  in  that  way.  Sir  Josiah  Stamp: 
Rates  are  not  big  enough  to  make  a tremendous 
difference  to  price.  Mr.  Bell:  I thought  with  rail- 
ways they  did.  Sir  J osiah  Stamp : Of  course,  in 
railways  they  would.— Witness : As  regards  the  in- 
vestment of  foreign  capital  in  this  country,  probably 
there  is  a greater  investment  of  foreign  capital  at 
the  present  moment  in  this  country  than  there  has 
been  at  any  time  in  our  history,  so  it  does  not  look 
as  if  the  actual  effect  of  the  Income  Tax  were 
discouraging  it. 


9219  Professor  Hall : The  high  Income 

is  a deterrent,  but  the  conditions  abroad  a 
greater  deterrent? — Possibly. 


9220.  Chairman : Now,  may  we  pass  to  para- 

graph 7? — ( Paragraph  7 read.) 

9221.  Sir  Charles  Addis : When  you  say  here  that 

the  variable  rate  of  interest  is  an  inconvenience 
which  may  deflect  the  judgment  of  the  Treasury  in 
times  of  crisis,  have  you  in  view  there  the  possibility 
of  resorting  to  Ways  and  Means  Advances  rather 
than  paying  a high  rate  of  interest? — No.  I am 

thinking  generally  that  a ChancelloT  of  the  Ex- 
chequer, who  knows  that  a period  of  dear  money 
means  a considerable  burden  to  the  Treasury  in 
regard  to  interest  on  the  Floating  Debt,  may  not  be 
alble  to  form  so  impartial  a judgment  as  it  is 
desirable  that  he  should  be  able  to  form. 

9222.  And  that  directly  in  connection  with  the 
Floating  Debt? — Yes.  The  effect  of  dear  money  is 
to  put  up  the  charge  to  the  Treasury  for  the  Floating 
Debt,  and  this  is  a very  serious  item,  of  course,  on 
the  present  very  large  amount  of  Treasury  Bills. 

9223.  Have  you  formed  any  idea  as  to  what 

ultimately  will  be  the  proper  amount  of  Floating 
Debt  to  maintain? — No.  I should  proceed  experi- 

mentally. As  I have  said,  I am  not  at  the  present 
moment  impressed  by  any  actual  and  immediate 
danger  from  the  present  volume,  but  I should  go  on 
nibbling  a't  it  as  opportunity  offers,  and  ultimately 
perhaps  cut  it  down  to  something  like  a quarter  of 
the  present  volume ; that  is  the  sort  of  idea  I have  at 
present  in  mind.  I do  not  attach  any  importance  to 
the  proportion;  I should  be  guided  -by  experience.  I 
do  not  regard  the  situation  as  in  any  way  urgent. 

9224.  Would  you  exclude  from  that  estimate  that 
part  of  the  Floating  Debt  which  is  represented  by  the 
advances  of  Government  Departments;  would  you 
make  a distinction  there? — Yes;  I think  that  a large 
part  of  the  Floating  Debt  held  by  public  departments 
is  merely  State  bookkeeping. 

9225.  A book  entry? — Yes. 

9226.  Sir  J osiah  Stamp  : We  have  tried  to  get  some 
lead  from  witnesses  as  to  what  they  think  is  the  true 
proportion  of  money  that  should  be  held  in  this  form, 
and  we  get  this  curious  paradox  : the  idea  of  con- 
venience is  that  when  there  is  a time  of  depression 
and  not  much  money  is  wanted,  the  market  for 
Treasury  Bills  is  easy,  and  when  the  market  is  greedy 
for  money,  then  the  Treasury  have  rather  a job  to 
get  their  renewals  and  have  to  pay  a high  rate. 
Supposing  that  the  total  held  between  commerce  and 
the  Treasury  is  held  50-50,  and  that  the  difference 
between  boom  and  depression  in  commerce  is  5 per 
cent,  either  way — 45-55 — you  throw  the  strain  of  that 
difference  of  10  entirely  on  the  Treasury  Bills; 
whereas  if  the  Treasury  Bills  only  form  10  per  cent, 
of  the  total,  to  take  an  extreme  case,  and  you  have  a 
5 per  cent,  fluctuation  on  the  remaining  90  per  cent., 
you  are  throwing  nine  upon  10,  and  the  strain  on  a 
small  Treasury  Bill  issue  is  enormous.  Therefore, 
the  argument  is  that  it  is  better  for  the  Treasury 
and  less  strain  on  them  if  they  have  a large  quantity, 
because  they  have  more  on  which  to  -take  up  the 
commercial  slack.  I do  not  know  whether  I have 
made  the  point  clear.  Do  you  think  that  with  a very 
large  holding  in  commercial  hands  and  a veTy  small 
holding  in  Treasury  Bills,  and  with  any  big  fluctua- 
tion on  the  commercial  side  all  thrown  on  to  that 
very  narrow  margin  of  Treasury  Bills,  that  the  rates 
are  likely  to  vary  very  much  more  than  they  other- 
wise would  have  done? — I should  not  like  to  express 
an  opinion  on  that  without  some  -reflection.  My 
feeling,  speaking  off-hand,  would  rather  be  that  other 
elements  have  to  be  taken  into  account,  particularly 
the  Bank  of  England  policy.  I am  not  quite  sure,  as 
you  put  it,  that  it  represents  the  whole  of  the 
problem. 

9227.  No,  I do  not  suggest  that  it  does.  I put  it 
as  nearly  as  I could  in  the  simplest  form;  that  with 
fluctuations  between  81  and  99  in  commerce  the  brunt 
of  bearing  it  is  going  to  be  thrown  on  to  a margin 
of  10,  and  the  variation  between  one  and  19  is.  an 
enormous  fluctuation.  This  is  the  argument  against 
having  a small  holding  in  Treasury  Bills  in  the 
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money  market.  It  all  proceeds  from  this  suggestion 
that  it  is  a convenience  to  industry  that  there  should 
be  a large  holding  of  Treasury  Bills? — Well,  I remain 
a little  sceptical  about  that.  I should  not  like  to  try 
to  reply  to  the  point  you  put  to  me  without  a certain 
amount  of  previous  reflection.  ( Paragraphs  8 to  10 

read.)  , , , 

9228.  Sir  Charles  Addis:  It  has  been  put  to  us 
more  than  once  that  taxation  for  the  repayment  of 
debt  really  means  a transfer  from  the  poorer  classes 
to  the  richer.  How  would  you  contrast  that  view 
with  the  view  which  I think  you  have  expressed  your- 
self that  the  rich  pay  their  own  interest?— Well,  of 
course,  it  depends  entirely  on  the  character  of  taxa- 
tion. If  you  could  imagine  the  whole  of  the  Sinking 
Fund  being  raised  by  the  Super-tax,  that  would  in- 
volve to  some  extent  a transfer  from  the  wealthier 
classes  to  the  poorer  classes,  because  there  are  a very 
large  number  of  bondholders  who  are  not  Super-tax 
payers. 

9229.  Would  it  be  fair  to  say  that  as  things  are  at 
present  the  existence  of  the  debt  does  mean  that  the 
poor  are  taxed  more  heavily  than  they  otherwise 
would  be?- — Well,  the  proceeds  of  Income  Tax  and 
Super-tax  are,  I believe,  sufficient  to  provide  for  the 
whole  service  of  the  debt,  with  something  over.  If 
you  regard  a part  of  the  Income  Tax  and  Super-tax 
as  earmarked  to  the  service  of  the  debt,  then  you  get 
a pretty  complete  taxation  system,  so  to  speak,  apart 
from  it.  At  the  same  time,  if  you  got  rid  of  the  debt 
and  a corresponding  amount  of  Super-tax  and  In- 
come Tax,  no  doubt  people  would  come  to  the  con- 
clusion that  on  the  remainder  of  our  fiscal  system 
the  poor  were  rather  overtaxed,  and  indirect  taxa- 
tion might  be  diminished  and  direct  taxation 
increased;  so  that  I do  not  think  it  is  fair  to  say 
that  the  whole  debt  service  is  provided  by  the 
wealthier  classes.  The  question  really  merges  itself 
into  that  of  the  comparative  incidence  of  taxation  as 
between  classes  which  involves  ideas  of  political  jus- 
tice and  so  on,  on  which  I have  no  special  competence 
to  express  an  opinion. 

9230.  Are  we  to  infer  from  your  statement,  then, 
that  you  are  in  favour  of  maintaining  taxation,  or 
of  increasing  it,  if  necessary,  in  order  to  maintain 
the  debt  charge  at  its  present  figure? — (I  should  cer- 
tainly keep  the  debt  charge  at  its  present  figure 
almost  at  all  costs. 

9231.  Professor  Hall : I wonder  if  you  would  ex- 
plain the  last  sentence  in  paragraph  8 : “ The  pro- 
cess could  with  advantage  be  carried  further  to  the 
relief  of  the  rewards  of  personal  exertion  and  new 
enterprise”? — I come  on  to  that  a little  later  in 
paragraph  20. 

9232.  You  have  nothing  to  add  to  what 
is  in  paragraph  20? — I shall  be  happy  to  answer 
any  questions  I can.  I might  say  at  this  stage  that, 
of  course,  I cannot  pretend  to  be  an  expert  in  the 
machinery  of  taxation  at  all;  I have  a certain 
amount  of  Treasury  experience,  but  I have  no  Inland 
Revenue  experience;  and  when  it  comes  to  questions 
such  as  further  differentiation  of  the  Income  Tax 
and  so  on,  my  opinion  on  the  practical  administra- 
tive questions  involved  is  only  the  opinion  of  the  man 
in  the  street.  ( Paragraph  11  read.) 

9233.  Sir  Josiah  Stamp : Can  you  tell  us  more 
closely  what  you  mean  by  revising  Income  Tax  and 
Super-tax  so  as  more  nearly  to  reflect  current 
income? — I was  thinking  of  the  old  question  of  the 
three  years’  average;  that  you  might,  so  to  speak, 
get  your  assessments  closer  to  the  actual.  I appre- 
ciate the  difficulty  from  a technical  point  of  view. 

9234.  You  realise  that  that  would  make  bigger 
fluctuations  of  tax  revenue? — Yes.  ( Paragraph  13 
read.) 

9236.  Sir  Charles  Addis  : Even  though  taxation  for 
the  debt  charge  is  mainly  a transfer  of  purchasing 
power,  it  remains  true  that  the  rate  of  taxation  is 
higher  than  it  would  otherwise  have  been  and  to  that 
extent  may  deter  enterprise? — I was  addressing  my 
mind  now  to  this  qiiestion  : people  say  that  because 


we  are  spending  so  much  money  on  the  debt  we  have 
less  money  to  spend  on  other  purposes.  I do  not 
believe  that  myself.  I do  not  believe  that  the 
money  we  spend  on  the  debt  really  reduces  our  spend- 
ing power  on  other  purposes,  except  psychologically. 

I think  that  the  ordinary  man  in  the  street  says : 

“ This  burden  of  taxation  is  appalling;  we  must 
insist  oil  economy  all. round.”  My  own  view  is  that 
to  some  extent  this  is  a fallacy,  but  I think  it  is  a 
very  useful  fallacy,  because  I want  to  have  economy 
all  round. 

9236.  Chairman : Do  you  feel  uneasy  about  the 
size  of  the  National  Debt?— Yes,  certainly.  I would 
very  much  rather  it  was  smaller. 

9237.  Chairman:  Mr.  McKenna  in  his  evidence 
did  not  seem  to  be  perturbed  by  it.  Sir  Charles 
Addis  : He  had  the  idea  that  one  got  accustomed  to 
it. — Witness  : I think  the  main  danger  of  the  size  of 
the  debt  is  again  psychological.  I mean  that  if  by 
any  misfortune,  which  Heaven  forbid,  we  should  be 
forced  into  a state  of  war  again,  I think  our  power 
to  borrow  for  a war  would  be  very  seriously  pre- 
judiced by  the  existing  volume  of  the  debt. 

9238.  Sir  Josiah  Stamp  : That  is  the  chief  argu- 
ment, is  it  not? — I think  so.  ( Paragraph  14  read.) 

9239.  Sir  Charles  Addis : Arising  on  that  para- 
graph, would  you  attach  importance  to  the  repay- 
ment of  debt  now  rather  than  at  a time  when  prices 
may  be  lower? — I think  so— if  repaying  debt  at  a 
time  of  low  prices  means  a greater  sacrifice,  in  so  far 
as  it  is  a sacrifice,  on  the  part  of  the  taxpayer,  than 
repaying  debt  at  high  prices.  If  we  were  certain 
that  prices  will  fall,  that  might  be  an  argument  for 
a special  immediate  effort,  but  I do  not  think  the 
future  course  of  prices  can  be  foreseen  with  sufficient 
certainty  to  base  any  practical  policy  of  debt 
redemption  on  the  prophecy.  (Paragraphs  15  and  16 
lead.) 

9240.  Professor  Hall : Are  you  thinking  there  of 
changes  in  personal  habits,  that  people  are  less 
thrifty  and  spending  more  personally? — Yes,  in  all 
clflSSGS 

9241.  Sir  Charles  Addis:  Have  you  formed  any 
estimate  as  to  the  amount  of  the  national  saving 
now?  Mr.  Coates,  who  was  here,  gave  us 
£500,000,000? — Yes.  On  another  Committee  of  which 
I was  a member  recently — Sir  Josiah  Stamp  was  a 
colleague  of  mine — we  had  to  go  into  that  question, 
and  all  the  members  of  that  Committee  were 
unanimous  in  adopting  a figure  of  something  like 
£450,000,000  to  £500,000,000  as  a working  hypo- 
thesis. I do  not  think  it  is  a subject  on  which  you 
can  dogmatise  with  any  accuracy. 

9242.  Sir  Josiah  Stamp:  In  contrast  to  the  equiva- 

lent of  the  pre-war  figure  which  would  be  somewhere 
between  £650,000,000  and  £700,000,000— that  is  to 
say,  if  we  were  saving  as  much  per  head  as  before 
the  War,  and  making  allowance  for  the  price  level 
— it  was  thought  we  were  saving  in  the  neighbour- 
hood of  £450,000,000  to  £500,000,000.  Sir  Charles 
Addis:  Had  that  £650,000,000  relation  to  the  in- 
crease of  population?.  Sir  Josiah  Stamp:  Yes,  it 
was  the  savings  per  head.  Sir  Charles  Addis  : It  is 
in  reality  roughly  two-thirds  then?  Mr.  Bell:  1 

thought  the  estimated  amount  had  been  brought 
down  to  something  like  £200,000,000  since  the  War. 
Sir  Josiah  Stamp:  There  were  low  estimates  soon 
after  the  War,  and  before  I had  addressed  my  mind 
to  it  I should  have  said  £300,000,000  to  £350,000,000 
and  it  is  only  in  the  light  of  discussion  that  it  has 
gone  up  to  £450,000,000.  I do  not  think  myseli 
that  it  is  higher  than  £450,000,000,  even  after  hear- 
ing Mr.  Coates.  Witness : I think  Sir  Josiah 

would  agree  that  however  accurate  or  inaccurate  this 
figure  may  be  as  an  estimate  for  the  moment,  it 
applies  only  to  the  moment,  and  in  the  event  of  a 
trade  revival  and  increase  of  production  the  margin 
of  saving  would  increase  very  rapidly.  ( Paragraphs 
17  to  19  read.) 

I use  the  word  “ rente  ” to  include  economic  rent 
of  land,  interest  on  the  public  debt,  and  all  kinds  of 
return  on  fixed  investment  of  existing  capital. 
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9243.  Including  preference  shares? — Well,  prefer- 
ence shares,  I think,  are  rather  intermediate  between 
debentures  and  ordinary  capital.  In  so  far  as 
dividends  both  on  preference  and  on  ordinary  shares 
represent  interest  on  capital  already  sunk  in  industry 
they  -would  come  under  my  definition.  ( Paragraph 
20  read.) 

9244.  On  the  question  of  depreciation,  would  you 
allow  for  the  life  of  an  asset  more  than  100  per  cent, 
of  its  cost? — Would  you  explain  that  further? 

9245.  At  the  present  time,  whatever  rates  of  de- 
preciation you  have  over  the  life  of  an  asset,  it  is 
getting  100  per  cent.  You  may  quarrel  as  to  the 
rate  at  which  it  is  got  at  in  the  beginning  or  the 
latter  part  of  its  history,  but  supposing  you  had  had 
higher  rates  of  depreciation  for  the  last  20  years, 
there  would  be  a lot  of  machinery  which  would  not 
be  getting  that  rate,  because  it  would  be  written  off. 
If  you  take  obsolescence  allowance  and  depreciation 
allowance  together,  you  are  getting  for  the  life  of 
the  plant  the  whole  value  of  that  plant.  Can  you 
show  us  any  way  in  which  in  the  long  run  the  tax- 
payer’s position  would  be  improved  by  having  a 
higher  rate? — I cannot  pretend  to  be  an  expert  in 
Income  Tax  law' — of  course,  Sir  Josiah  Stamp  knows 
it  very  much  better  than  I do — but  I imagine  there 
are  cases  at  any  rate  in  which  the  rates  of  deprecia- 
tion allowed  for  Income  Tax  during  a certain  series 
of  years  are  less  than  the  depreciation  which  an 
ordinary  prudent  commercial  man  would  charge  to 
his  profits. 

9246.  It  is  open  to  considerable  argument  whether 
you  ought  not  to  allow  at  higher  rates  at  the  begin- 
ning of  the  life  of  an  asset  to  keep  pace  with  its 
real  value;  but  in  the  long  run,  as  a big  business 
lias  assets  of  all  different  ages — its  assets  for  which 
the  deficiency  allowance  is  being  given  in  the  year 
X and  its  assets  for  which  an  excessive  allowance  is 
being  given  in  that  same  year,  because  of  the 
deficiency  allowance  in  earlier  years — the  total  allow- 
ances for  the  year  X would  not  be  different  whatever 
your  rates  of  depreciation  were  in  a continuing 
business? — I speak  subject  to  Sir  Josiah  Stamp’s 
superior  knowledge  of  Income  Tax,  but  if  the  present 
allowances  for  depreciation  are  commercially  ad- 
equate, that  is  to  say,  really  represent  the  amount 
which  a prudently  managed  business  ought  to  retain 
from  its  profits  and  not  distribute  to  its  shareholders, 
assuming  it  is  not  extending  its  business,  of  course, 
then  I think  that  point  has  been  adequately  dealr 
with. 

9247 . It  might  be  demonstrated  with  great  success 
that  on  a particular  machine  that  is  not  the  case, 
but  if  the  old  and  the  new  assets  are  looked  at 
together,  it  could  equally  well  be  demonstrated, 
having  regard  to  the  obsolescence  allowance,  that  the 
total  allowance  is  all  that  can  be  allowed,  because  it 
eventually  wipes  out  the  whole  plant  ?—Speaking  off- 
hand, I cannot  see  any  l’eason  in  that  case  for  allow- 
ing more  than  100  per  cent,  of  the  value.  Of  course, 
there  may  be  cases  where  the  value,  say,  is  a pre- 
War  value,  and  the  present  value  is  a post-War 
value. 

9248.  The-question  of  renewing  at  a,  higher  rate  is 
a question  of  whether  you  are  introducing  new 
capital  or  not? — Yes. 

9249.  Mr.  Eicliens:  But  nothing  is  allowed  in  the 
case  of  buildings.  Sir  Josiah  Stamp  ■ There  is  an 
allowance  in  the  case  of  buildings.  Mr.  Eicliens: 
But  a very  small  one,  and  sometimes  none  at  all. 
Sir  Josiah  Stamp : I was  not  dealing  with  the  ques- 
tion of  buildings.  Mr.  Eicliens:  But  buildings  are 
equally  important,  and  I think  deserve  consideration 
as  much  as  plant  really.  It  appears  to  be  the  case 
that  whilst  it  is  a principle  of  the  Board  of  Inland 
Revenue  that  piant  should  be  amortised,  buildings 
on  the  other  hand  are  regarded  as  in  some 
mysterious  way  a part  of  your  capital,  and  therefore 
need  not  be  depreciated  at  all;  is  that  reasonable? 
Sn  Josiah  Stamp:  That  is  rather  linked  up  to  the 
question  of  wasting  assets  too.  I would  like  to  ask 


Lord  Bradbury  whether  he  would  dissent  from  the 
recommendations  of  the  Royal  Commission  on  the 

subject  of  wasting  assets,  if  he  remembers  them? 

Witness:  I am  afraid  I do  not  remember  them  at 
all  well,  and  I do  not  think  I had  better  waste  the 
time  of  the  Committee  with  any  amateurish  analysis 
of  the  technicalities  of  Income  Tax  application, 
because  I cannot  pretend  to  be  an  expert  on  that 
subject.  I was  merely  here  dealing  with  general 
principles. 

9250.  Yes;  the  encouragement  of  new  enterprise, 
and  so  on? — Yes.  What  I wanted  to  do  was  to  en- 
courage people  who  know  the  technicalities  better  to 
try  and  make  the  Income  Tax  more  perfect  in  the 
sense  of  being  a tax-  on  real  income.  Sir  Josiah 
Stamp:  I think  Lord  Colwyn  will  agree  with  me  that 
if  the  recommendations  of  the  Royal  Commission  were 
carried  out,  then  the  Income  Tax  would  be  nearly 
perfect.  il/r.  Eicliens : Not  as  regards  buildings 
even  yet. 

9251.  Mr.  Bell:  I would  like  to  explore  this  ques- 
tion of  what  is  called  earned  income.  How  would 
you  deal  with  a pensioner  of  70,  who  had  retired  and 
after  a long  series  of  years  of  hard  work  had  got  a 
pension? — Of  course,  I was  using  “ earned  income  ” 
here  rather  in  the  economic  sense,  that  is  to  say, 
the  direct  earnings  of  current  personal  exertion.  In 
that  sense  a pension  is  not  earned  income,  but  is  a 
species  of  rente.  There  will,  no  doubt,  be  all  sorts 
of  moral  considerations  for  giving  a special  considera- 
tion to  the  pensioner.  As  a matter  of  practical 
politics  I do  not  at  all  object  to  treating  a pension 
as  earned  income,  but  the  point  I had  in  view  here 
was  that  I wanted  to  relieve  current  personal  exer- 
tion. A pension  is,  after  all,  a means  of  investing 
your  savings,  no  doubt,  through  your  employer. 

9252.  Take  the  case,  which  is  more  definite  still,  of 
a man  who  has  lived  hardly  and  saved  enough  for  his 
old  age,  and  has  bought  enough  railway  debentures 
to  secure  himself  a living  allowance  of  £250  a year : 
it  is  proposed  to  call  him  a rentier  and  tax  him  some- 
thing more  than  he  has  been  taxed  formerly? — I 
certainly  regard  him  economically  as  a.  rentier. 
Again,  I would  not  be  in  favour  of  taxing  him  at  the 
same  rate  as  other  rentiers,  but  that  is  a moral  and 
political  consideration,  rather  than  an  economic  one. 

9253.  You  would  adjust  the  claims  of  people  ol 
that  sort? — Yes.  I think  in  all  matters  of  taxation 
yon  have  to  have  regard  to  political  and  moral 
considerations.  I left  them  out  of  account  rather, 
because  I was  approaching  this  from  the  point  of 
view  of  high  and  dry  economics.  With  regard  to 
things  like  pensions,  and  so  on — I speak  subject  to 
correction — 1 imagine  the  total  amount  is  compara- 
tively insignificant. 

9254.  It  seems  to  me  so  hard  upon  a man,  an 
earner  on  his  69th  birthday,  the  next  morning  to 
call  him  a rentier  at  70? — If  he  has  retired  from 
active  participation  in  industry  his  character  has 
changed.  Of  course,  there  is  this  qualification,  in 
so  far  as  the  pension  is  a deferred  remuneration 
for  his  actual  services,  then  I think  he  is  entitled 
to  the  earned  income  rate  upon  it.  Indeed,  if  you 
wanted  a theoretically  perfect  system  of  taxation, 
I suppose  you  would  have  to  reopen  his  assessments 
for  the  years  in  which  he  ought  to  have  got  it,  or 
assess  him  during  those  years,  on  the  value  of  his 
pension  rights,  and  then  exempt  the  corresponding 
portion  of  his  pension  and  treat  as  unearned  the 
portion  representing  accumulated  interest;  but  in 
practice  you  cannot  go  into  those  niceties. 

9255.  Sir  J osiah  Stamp : Would  you  not  tempt 
the  servant  rather  to  come  and  say:  “What  will 
you  give  me  for  my  services?” — “I  will  give  you 
£900  a year  and  a pension  when  you  leave.”  “ I 
would  rather  have  £1,000  a year  and  provide  my 
own  pension,  because  I shall  get  the  earned  income 
allowance.”  If  a pension  is  deferred  pay,  it  is 
earned  income,  and  you  cannot,  by  altering  the 
particular  period  when  it  is  paid,  alter  its 
character  ? — That  is  true,  of  course.  Take  the 
simplest  case  of  the  pension  which  is  given  by  the 


MINUTES  OF  EVIDENCE. 


671 


2 December,  1926.]  The  Bight  Hon.  Lord  Bradbury,  G.C.B. 


[ Continued . 


employer  as  part  of  the  contract  of  service.  There 
is  no  doubt  that  part  of  that  pension  represents 
actual  earnings  that  have  not  been  paid,  so  to 
speak,  at  the  proper  time  when  they  were  earned ; 
that  is  entitled  to  every  concession  that  you  make 
to  earned  income.  Another  part  of  it  represents  the 
accumulation  of  compound  interest,  which  belongs 
to  my  category  of  rente.  You  cannot  treat  the  thing 
scientifically;  therefore,  you  have  to  take  some 
rough  and  ready  method.  Probably  the  best  method 
is  to  treat  the  whole  pension  as  earned  income  at 
the  time  when  it  is  received. 

9266.  As  far  as  it  is  rente  it  is  interest  built  up 
at  compound  interest  into  capital,  and  it  ceases 
at  his  death? — Yes. 

9257.  Therefore  there  is  the  wasting  element?— 
Yes. 

9258.  It  seems  to  me  almost  as  broad  as  it  is  long 
— allowing  earned  income  on  one  section  and  wasting 
asset  on  another;  you  might  just  as  well  allow 
earned  income  on  the  whole? — I do  not  suggest  that 
the  pension  should  be  treated  as  other  than  earned 
income  as  a matter  of  practical  politics. 

9259.  Professor  Sail : But  he  does,  as  a matter  of 
fact,  get  an  allowance  during  the  time  that  amount 
is  transferred  to  the  Pension  Fund.  If  the  Pension 
Scheme  is  approved  he  is  allowed  to  deduct  from 
his  salary  the  amount  paid  to  the  Pension  Fund  from 
his  salary,  and  he  only  pays  on  it  once. — Sir  Josiah 
Stamp : Yes,  in  the  case  of  a contributory  fund.— 
Professor  Hall : And  the  ether  can  be  considered  as 
being  in  the  same  category,  surely;  instead  of  his 
receiving,  say,  £500  a year,  he  is  willing  to  accept 
£450  and  a pension  of  the  equivalent  of  £50  a year. 

I take  it  Mr.  Bell’s  point  is  that  he  does  not  get 
an  allowance  for  the  £50  in  the  same  way  as  the  man 
who  is  a member  of  a contributory  fund. — Sir 
Josiah  Stamp:  In  one  case  he  is  merely  showing  a 
gross  salary  less  a deduction.  In  the  case  of  a civil 
servant  all  you  see  is  the  net  salary,  and  in  the 
case  of  an  industrial  official  with  a contributory  fund 
you  see  the  gross  and  the  net.  He  is  charged  with 
net  either  way. — Witness : With  the  graduated 
Income  Tax  probably  the  pensioner  scores  to  some 
extent,  because  he  has  a lower  salary  and  so  attracts 
a lower  rate  of  tax  during  his  active  service, _ yet  the 
pension  is  not  sufficient  to  bring  him  to  a high  rate 
of  tax  after  'he  has  retired.  I do  not  suggest  making 
any  alteration  In  the  treatment  of  pensions.  1 
think  as  practical  politics  it  is  quite  proper  to  treat 
them  as  earned  income. 

9260.  Professor  Hall : I would  like  to  ask  a ques- 
tion as  to  the  nature  of  the  allowance  you  suggest 
for  new  capital  invested  in  business;  what  form  of 
allowance  have  you  in  mind  there  ? — I think  some- 
thing in  the  form  of  a definite  abatement  from  the 
tax;  whether  it  should  be  a lower  rate  of  tax  on 
that  part  of  the  profits  which  is  apportioned  to 
the  new  capital  invested,  or  even  an  exemption 
altogether,  is,  of  course,  a matter  for  consideration. 

9261.  Sir  Josiah  Stamp  : In  the  year  in  which  it 
is  put  in?  How  long  would  it  remain  new  capital? — 
Oh,  for  ever,  according  to  my  notions. 

9262.  Is  that  practicable,  do  you  think?  Think 
of  20  years  ahead.  You  are  really  stereotyping  the 
tax  at  a higher  rate  upon  existing  capital? — Yes, 
certainly;  that  is  what  I am  aiming  at.  I want  to 
take  a large  part  of  the  Income  Tax  definitely  on  the 
yield  of  wealth  existing  at  the  present  time.  It 
is  really  a substitute  for  the  Capital  Levy.  It 
is  trying  to  work  the  idea  of  the  Capital  Levy 
through  the  Income  Tax. 

9263.  I suppose  you  have  not  explored  the  practical 
difficulties — I mean  the  actual  accountancy  difficul- 
ties?— I think  they  are  very  great,  just  as  they  are 
with  the  Capital  Levy.  I do  not  think  they  are 
greater  than  the  Capital  Levy ; I think  they  are 
probably  equal  in  that  respect. 

9264.  Do  you  regard  as  new  capital  the  money 
turned  in  from  profits  to  provide  renewals  for  old 
capital  that  is  going  out? — I think  logically  I must, 


because  I think  it  is  as  necessary  to  make  conces- 
sions to  what  I call  liquid  capital  as  to  new  capital. 

9265.  And  in  20  years’  time  there  will  be  none  of 
this  old  capital  left? — Probably  comparatively  little. 

I would  not  apply  this  to  the  whole  of  the  Income 
Tax,  but  only  to  that  portion  of  it  which  is  regarded 
as  earmarked  to  the  payment  of  interest  on  the 
public  debt. 

9266.  The  renewal  of  plant  over  20  years  would 
gradually  make  that  plant  new  capital? — Yes. 

9267.  But  the  renewal  of  stock  year  by  year  would 
not? — No,  except  in  so  far  as  you  have  treated  stock 
as  liquid  capital.  I suppose  it  is  not  liquid  capital 
in  most  businesses. 

9268.  Then  you  have  a large  intermediate  stock 
which  partly  enters  into  both? — I admit  the  technical 
difficulties  are  enormous.  Whether  you  might  not 
meet  some  of  those  points  by  giving  special  prefer- 
ential rates  of  tax  to  different  businesses  according 
to  the  character  of  the  business,  and  so  on,  I do  not 
know,  but  the  whole  idea,  of  course,  requires  very 
careful  technical  exploration. 

9269.  Chairman : Have  you  ever  had  that  sugges- 

tion before  you,  Sir  Josiah? — Sir  Josiah  Stamp  : Oh, 
yes.  Witness : The  problems,  and  I think  Sir 

Josiah  will  agree  with  me,  are  precisely  the  same  as 
the  problems  raised  in  the  Capital  Levy. 

9270.  They  are  very  similar,  but  they  are  more 
analogous  to  the  differential  allowance  for  companies’ 
reserves.  We  have  had  those  before  us,  and  we  have 
explored  them;  they  were  put  up  to  us  by  the 
accountants  and  then  dropped  on  the  practical 
question  ? — Y es . 

9271.  Mr.  Hichens  : Ou  this  question  of  reliefs,  would 
you  be  prepared  to  grant  a relief  of  Stamp  Duty  in 
respect  of  amalgamations  as  -was  done,  you  remember, 
in  the  case  of  the  railways?  It  is  urged  by  many 
people  that,  for  example,  in  the  coal  industry — I do 
not  profess  to  know  with  what  truth — amalgamations 
would  be  of  advantage  to  the  industry  as  a whole. 
It  is  also  suggested  that  amalgamations  on  a big 
scale  are  made  appreciably  more  difficult  owing  to 
the  Stamp  Duties  which  on  a big  amalgamation  are 
very  high? — Yes.  I really  do  not  know  enough  about 
the  details  and  technicalities  of  Stamp  Duties  to 
express  an  opinion  of  any  value.  Generally  speaking, 
of  course,  I should  be  anxious  to  get  rid  of  Stamp 
Duties  even  at  the  expense  of  increasing  the  more 
staple  taxes. 

9272.  It  was  done  in  the  case  of  the  railways,  you 
remember  f — Yes. 

9273.  I was  wondering  whether  you  would  see  any 
objection — I do  not  mean  in  detail,  but  more  as  a 
matter  of  principle — to  extending  the  same  right  to 
any  other  form  of  amalgamation.  ( Paragraphs  21  to 
33  read.) 

9274.  Mr.  Pell : Might  I stop  you  there  and  point 
out  this  to  you  : if  I have  £10,000  of  War  Loan  which 
I am  accustomed  to  use  in  my  business  as  and  when 
I require  it  for  raising  credit  and  there  is  a Capital 
Levy  and  I hand  over  that  actual  £10,000  of  War 
Loan,  surely  that  would  affect  the  potential  supply 
of  credit  so  far  as  I was  concerned ; I would  no 
longer  be  able  to  get  credit  upon  it? — No,  that  is 
perfectly  true. 

9275.  Where  it  is  tendered  in  that  particular  way 
that  would  be  so,  but  would  you  hold  to  this  : I have 
given  one  case  where  a levy  might  affect  the  potential 

supply  of  credit ? — Yes,  I certainly  think  so,  but 

I think  in  the  whole  system  of  things  there  would  be 
a corresponding  amount  of -credit  which  would  become 
available  for  someone  else. 

9276.  There  would  not  be  in  that  particular  case; 
that  would  be  a mere  tearing  up  of  my  security,  and 
it  would  disappear? — Yes,  but  the  whole  volume  of 
Income  Tax  payers  would  be  relieved  of  the  corre- 
sponding Income  Tax. 

9277.  Professor  Hall : Your  point  is  that  some- 
body else  has  it  though  that  individual  loses  it? — 
Mr.  Bell  takes  the  case  of  the  actual  taxpayer  who 
surrenders  War  Loan  for  the  levy.  Of  course,  to 
that  extent  an  existing  security  is  destroyed  and 
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an  existing  potential  basis  for  credit  disappears.  On 
the  other  hand,  the  banker  who  would  have  lent 
money  to  Mr.  Bell  on  his  War  Loan  has  that  money  to 
lend;  he  has  that  lending  capacity,  and  as  Mr.  Bell 
is  not  a potential  borrower  he  can  lend  it  to  some 
other  customer  who  can  give  him  security  for  it. 

9278.  That  is  the  potential  supply  of  credit  but  it 
is  not  the  potential  borrower  of  credit? — I have 
admitted  that  the  general  dislocation  might  result 
in  a diminution  in  the  demand  for  credit. 

9279.  I should  like  to  ask  if  in  paragraph  31  you 
attach  importance  to  the  amount  of  the  Capital 
Levy.  Would  you  think,  for  example,  that  the 
£1,000,000,000  levy  that  has  been  suggested  by  some 
witnesses  comes  under  the  ban  in  paragraph  31? — I 
should  have  thought  yes,  undoubtedly — anything  like 
that  amount.  If  I were  an  advocate  of  the  Capital 
Levy  I should  say,  “ By  all  means  have  a big  one.” 
I should  have  thought  it  was  not  worth  doing  at  all 
unless  you  could  get  rid  of  something  like  two-thirds 
of  the  internal  debt  by  that  means. 

9280.  It  is  impracticable  in  any  case,  whatever  the 
amount  is? — I think  a little  Capital  Levy  would  be 
open  to  nearly  all  the  objections  of  a large  Capital 
Levy,  and  not  have  as  much  advantages  as  would 
attach  to  a large  Capital  Levy. 

9281.  It  was  suggested  that  it  would  not  have 
the  same  effect  in  dislocating  business  as  a large 
Capital  Levy  would  have;  it  would  not  take  as  much 
away  from  a man,  and  therefore  he  might  have  a 
surplus  available  for  payment? — That  is  true.  To 
take  Mr.  Bell’s  case,  if  you  took  only  one-third  of 
the  man’s  War  Loan  instead  of  the  whole  of  it,  he 
would  have  the  other  two-thirds  left  to  borrow  on. 

9282.  You  do  not  attach  very  much  importance 
to  that  difference  between  £1,000,000,000  and 
£3,000,000,000  or  £5,000,000,000? — I should  have 
thought  the  disturbing  effect  of  a levy  of 
£1,000,000,000  would  be  perhaps  not  as  great  as  a 
levy  of  £3,000,000,000  but  still  very  considerable. 
My  objections  would  apply,  I think,  to  a levy  of 
£1,000,000,000  almost  equally  as  to  a levy  of 
£3,000,000,000. 


9283.  Mr.  Bell : If  you  are  going  to  do  it  at  all,  in 
fact,  you  had  better  do  it  for  some  substantial  sum? 
— Yes.  Of  course,  obviously  if  you  had  a Capital 
Levy  it  is  not  an  expedient  to  be  repeated,  at  any 
rate  at  frequent  intervals.  Unless  you  are  going  go 
get  rid  of  most  of  the  burden  of  your  internal  debt 
by  it,  it  seems  to  me  that  the  game  is  not  worth  the 
candle. 

9284.  Your  general  answer  is  that  it  is  preferable 
to  use  the  existing  machinery  of  Income  Tax  and 
Super-tax  for  any  debt  reduction  that  you  wish  to 
effect  rather  than  have  a Capital  Levy? — Yes. 

9285.  Chairman : Have  you  gone  into  the  figures 
of  the  real  . saving  to  the  country  afforded  by  a 
Capital  Levy  of,  say,  £3,000,000,000?  Originally  it 
was  suggested  that  there  would  be  a saving  of 
£150,000,000  by  a Capital  Levy  of  £3,000,000,000. 
Then  upon  further  examination  that  was  reduced  to 
a saving  of  about  £50,000,000? — Yes.  Of  course  that 
raises  all  sorts  of  abstruse  problems.  The  fact  of  a 
large  part  of  the  national  income  being  interest  on 
Government  debt  really  to  my  mind  makes  the 
apparent  burden  of  the  Income  Tax  very  much  less 
than  the  real  burden,  and  probably  if  you  got  rid 
of  the  debt  by  a Capital  Levy  and  cancelled  all  that 
fictitious  national  income,  you  would  have  to  have  a 
higher  rate  of  tax.  On  the  real  income  I do  not 
think  the  burden  of  taxation  would  be  increased, 
but,  of  course,  the  apparent  rate  of  taxation  would 
be  increased  and  the  discontent  of  the  taxpayer,  who 
at  present  has  his  real  burden  camouflaged  by  the 
fact  that  he  is  paying  on  paper  income  as  well  as 
real — speaking  of  the  taxpayers  as  a whole — would 
disappear.  I do  not  for  a moment  think  that  the 
interest  paid  on  the  debt  is  a part  of  the  national 
income  of  the  country,  or  is  really,  except  on  paper, 
a source  from  which  revenue  can  be  derived. 

9286.  Is  it  a national  burden  on  the  country? — 
No,  I think  not. 

9287.  That  is  the  main  contention? — I think  it  is 
neither  a national  burden  nor  a natiomj  advantage. 
(Paragraphs  34  and  35  read.) 

We  are  very  much  obliged  to  you  for  your 
evidence,  Lord  Bradbury. 


(The  Witness  withdrew.) 
(Adjourned  to  To-mororw.) 


THIRTY-FOURTH  DAY. 


Thursday,  3rd  December,  1925. 


Present  : 


Mr.  W.  L.  HICHENS,  in  the  Chair, 

Sir  CHARLES  ADDIS,  K.C.M.G., 

Sir  ALAN  G.  ANDERSON,  K.B.E., 

Mr.  W.  H.  Coates,  LL.B.,  B.Sc. 

(The  Evidence-in-chief  handed  in  by  Mr. 

9288.  Mr.  Dichens : We  had  reached  the  end  of 
paragraph  18  of  your  paper  when  we  adjourned  on 
Tuesday.  But  as  Sir  Alan  Anderson  was  unable  to 
be  present  then,  I suggest  that  he  should  first  of  all 
put  any  questions  he  may  wish  on  the  earlier  part 
of  the  paper. 

9289.  Sir  Alan  Anderson : I have  read  your  paper 
with  very  great  interest,  Mr.  Coates,  and  almost  all 
your  arguments  appeal  to  me.  But  what  does  not 
appeal  to  me  is  the  point  at  which  you  start;  I 


Mrs.  BARBARA  WOOTTON. 

Mr.  G.  R.  HAMILTON,  Secretary, 

Mr.  G.  ISMAY,  Assistant  Secretary. 

, recalled  and  further  examined. 

Coates  will  be  found  on  page  636  et  seq.) 

think  that  is  the  real  difference.  About  the  effect 
of  Income  Tax  on  prices  I reach  a different  con- 
clusion, and  I think  that  is  the  reason;  but  I would 
like,  if  I might,  to  ask  you  some  questions  to  see 
whether  I have  correctly  understood  where  we  differ, 
because  we  certainly  do  differ  about  the  result.  In 
the  first  place,  if  the  Income  Tax  casts  a direct 
burden  on  a firm,  you  would  agree  that  it  would  put 
up  its  prices?— It  is  the  whole  object  of  my  paper  to 
differ  from  that  point  of  view. 
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9290.  I know,  but  if  any  part  of  the  Income  Tax 
has  to  be  borne  by  the  firm  you  would  agree  that 
to  that  extent  the  prices  would  rise? — Am  I quite 
clear  as  to  what  you  mean  by  a direct  burden?  Do 
you  mean  that  occasionally  the  tax  is  not  entirely 
a direct  tax  falling  upon  the  firm? 

9291.  What  I mean  is  Income  Tax  paid  by  the 
employees  on  their  salaries — the  Income  Tax  paid  by 
the  people  employed  by  a firm? — I regard  that  as 
part  of  the  salary,  and  as  part  of  the  salary  it  must 
be  a cost  of  the  firm. 

9292.  And  if  the  fact  that  Mr.  Smith,  employed  by 
the  firm,  has  to  pay  Income  Tax,  causes  the  firm 
to  pay  Mr.  Smith  a higher  salary,  then  that  would 
tend  to  put  up  the  costs  of  the  firm? — If  that  were 
indeed  so  it  would  tend  to  put  up  the  costs  of  that 
firm,  but  I dissent  from  the  view  that  the  tax  tends 
to  put  up  the  cost  of  his  salary,  and  even  if  it  did 
I still  dissent  from  the  view  that  that  would  affect 
the  price  of  the  product  that  that  firm  was  dealing 
in. 

9293.  Shall  we  take  it  in  two  bits : first  of  all 
whether  the  fact  that  Mr.  Smith  has  to  pay  away 
part  of  his  salary  in  Income  Tax  puts  up  his  salary. 
Are  you  aware  that  a large  number  of  mercantile 
houses  pay  net  salaries,  paying  the  Income  Tax 
themselves? — Yes,  I am  aware  of  that  fact,  and  I 
am  also  aware,  on  the  other  hand,  that  the  practice 
is  confined  largely  to  banks  and  a few  other  houses. 
Taken  by  and  large  it  relates  to  a comparatively 
small  part  of  the  salary  area. 

9294.  Are  you  aware  that  practically  all  the  people 
who  employ  clerical  labour  study  the  rates  paid  by 
the  others,  and  that,  whatever  the  form  of  payment 
may  be,  they  try  to  relate  their  net  reward  to  their 
staff  to  the  net  reward  of  everybody  else? — Yes,  I 
imagine  that  is  so. 

9295.  And  that  when  one  concern  sees  that  its 
neighbours  are  paying  their  staff  net,  while  they 
may  not  follow  their  plan — they  may  think  it  is  bad 
to  pay  the  Income  Tax — they  add  on  to  the  gross 
amount  something,  so  that  the  net  amount  to  the 
employee  corresponds  with  the  net  amount  paid  by 
the  other  firm? — I think  this  practice,  so  far  as  it 
exists,  must  be  very  severely  localised.  I have  not 
met  outside  London  any  cases  of  firms  of  magnitude 
who  bear  the  Income  Tax  on  the  salaries  of  their 
employees.  I am  speaking  now  from  my  own 
personal  experience  in  dealing  with  these  matters. 
At  the  same  time  I should  doubt  also  whether  the 
knowledge  of  that  practice  is  very  widely  diffused; 
that  is  to  say,  if  you  inquired  in  Sheffield  or 
Middlesbrough  as  to  the  extent  to  which  that 
practice  existed  in  London  or  in  Cardiff  you  would 
be  met  largely  by  ignorance. 

9296.  The  practice  of  paying  Income  Tax  for  the 
employees,  j7ou  mean? — Yes. 

9207.  I am  not  saying  it  is  a good  practice  at  all, 
and  I a.m  not  saying  it  is  widely  diffused  ? — Or  the 
knowledge  of  it. 

9298.  Or  the  knowledge  of  it,  and  I do  not  oare 
about  that.  What  I am  saying  is  that  all  mercan- 
tile firms  endeavour  to  pay  approximately  in  relation 
to  one  another  whatever  form  the  payment  takes? — 
I should  not  regard  it  as  the  dominating  principle 
that  you  judge  the  rate  of  payment  of  your  em- 
ployees by  what  other  people  are  paying  theirs.  i 
should  accept  it  as  a factor  in  the  matter,  but  not  as 
the  guiding  principle. 

9299.  You  would  not  regard  that  as  the  domi- 
nating principle? — Not  as  the  dominant  factor. 

9300.  We  differ.  I regard  that  as  one  of  the 
dominant  factors? — I should  regard  as  a dominant- 
factor  their  endeavour  to  get  the  ability  they  require 
at  the  lowest  cost. 

9301.  The  ability  they  require  and  satisfaction  ir. 
the  mind  -of  the  employee? — Yes. 

9302.  Do  you  think  they  can  get  that  by  paying 
something  less  than  their  neighbours? — Yes,  if  the 
area  in  which  the  other  remuneration  is  being  paid 
is  of  a very  limited  extent. 


9303.  Do-  you  think  the  clearing  banks  who  pay 

the  net  sum  are  deliberately  paying  more  than  they 
need  pay? — Yes.  When  I say  deliberately  paying 

more  than  they  need  pay ; in  one  sense,  yes,  but  only 
in  the  sense  that  those  contracts  and  arrangements 
and  practices  grew  up  long  -before  the  War,  without, 
any  foresight,  or,  I should  imagine,  any  thought 
whatsoever  of  the  increase  in  the  rates  of  tax  which 
would  come  about  through  the  War.  They  were 
in  force,  to  my  experience,  as  early  as  21  years  ago, 
and  probably  before. 

9304.  Those  particular  -clerks  are  getting  very 
much  higher  salaries  than  their  employers  need  pay? 
— Not  necessarily ; because  being  bound  by  that  con- 
tract and  no  doubt  wishing  to  honour  it,  -as  they  have 
done,  I believe  these  employers  m-ay  have  applied 
factors  working  in  a contrary  direction  in  determining 
what  increases  they  would  give  to  their  staff  when 
they  were  moved,  or  when  they  came  up  to  a differ- 
ent rank,  or  in  weighing  the  amount  of  the  increases 
which  have  to  be  made  for  the  changes  in  the  cost 
of  living,  or  in  any  other  way.  It  is,  I believe,  the 
habit  of  banks  when  they  move  a manager,  say,  from 
one  branch  to  another  to  consider  quite  by  itself  what 
his  new  salary  shall  be,  having  regard,  of  course, 
to  wfh-at.  he  has  been  getting ; and  it  is  perfectly 
feasible,  in  making  such  changes,  to  apply  correcting 
factors.  It  may  result  that  either  the  remuneration 
they  are  paying  to-day  has  been  brought  back  to  a 
reasonable  level  compared  with  other  spheres — -be- 
cause this  principle  works  both  ways;  it  works  not 
only  by  the  industrial  concerns  seeing  what  is  being 
paid  by  the  banks,  but  also  it  works  by  the  banks 
seeing  what  is  being  paid  by  the  industrial  con- 
cerns— or,  on  the  other  hand,  it  may  conceivably 
have  left  them  a little  on  the  high  side.  That  could 
only  be  tested  by  a real  investigation  on  a statisti- 
cal basis  of  the  line  of  distribution  of  salaries  in 
comparison  with  that  of  other  industries,  modified 
by  a judgment  which  it  would  be  very  hard  to  form 
as  to  the  relative  nature  of  the  tasks  carried  out  by 
the  employee. 

9305.  You  do  not  think  the  employer  regards  the  net 
need  of  the  employed  person? — I do  not  think  it  is 
possible  with  an  Income  Tax  of  the  description  which 
we  have  to-day.  This  point,  if  I may  mention  it, 
came  up  incidentally  in  the  course  of  my  previous 
examination.  If  the  employer  considered  that,  he 
would  have  need  to  alter  his  employee’s  salary  if  be 
increased  his  life  assurance,  if  he  had  an  increase  of 
his  family,  or  if  he  became  a widower. 

9306.  I do  not  suggest  that  the  employer  goes  into 
details  of  that  sort.  He  would  take  simply  a rough 
and  ready  amount  that  he  reckons  the  employee  has 
to  pay  in  Income  Tax;  and  I can  tell  you,  in  answer 
to  your  argument,  that  I have  to  deal  with  salaries 
in  several  pretty  large  concerns,  and  they  all  of  them 
look  at  what  they  believe  to  be  the  net  requirement 
of  the  employed  person. — Do  they  take  into  account 
his  other  income? 

9307.  No. — Is  not  that  a very  large  factor." 

9308.  They  assume  that  he  has  no  other  income  and 
they  assume  the  varying  stages  in  his  career  : That 
he  is  married  and  has  got  two  children  or  something 
of  that  sort.  They  take  a very  rough  average  shot  at 
his  requirements,  and  they  also  assume  his  needs  for 
sending  the  children  to  school,  and  that  sort  of  thing ; 
and  what  he  has  to  pay  awa.y  in  Income  Tax  is  un- 
doubtedly one  of  the  factors  in  their  minds  in  fixing 
salaries. — Even  on  that  basis  I would  suggest  that 
they  would  make  that  comparison  relative  to  other 
employers  on  the  same  basis. 

9309.  And  they  are  all  doing  it? — The  fact  that 
you  pay  the  tax  for  the  man  does  not  make  the  least 
difference. 

9310.  Not  the  least,  I agree ; they  are  all  exactly 
the  same;  that  is  my  point.  If  the  tax  was  suddenly 
taken  off  and  the  man  got  4s.  in  the  £ more,  or  what- 
ever it  is,  the  employers  would  all  seek  to  reduce  the 
wage  they  paid  the  men. — All  I can  say  about  that  is 
that  it  seems  to  me  that  a similar  course  of  affairs 
would  apply  if  industry  were  in  a less  prosperous 
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condition  compared  with  a more  prosperous  condition, 
and  that  having  handled  the  relevant  statistics 
during  the  whole  period,  and  the  very  prosperous 
period,  of  1919  and  1920,  and  the  subsequent  severe 
depression,  I have  found  no  evidence  of  any  such 
movement. 

9311.  I am  afraid  I do  not  follow  that? — I should 
have  expected,  on  the  line  of  reasoning  which  you  are 
explaining  to  me,  that  the  state  of  industry  and  the 
movements  of  the  price  level  in  particular  would  have 
had  a very  great  effect  in  changing  the  rates  of  re- 
muneration paid  to  salaried  employees. 

9312.  Why? — Because  the  employer,  on  the  thesis 
you  are  outlining,  takes  account  of  the  net  require- 
ments of  his  employee.  When  the  cost  of  living  falls, 
then  the  requirements  of  his  employee  in  money  are 
considerably  less,  because  he  can  get  so  many  more 
sacks  of  potatoes  or  loaves  of  bread,  and  so  on,  for 
the  same  money.  But . my  actual  experience  con- 
tradicts the  view  that  that  takes  place  or  that  it  did 
take  place. 

9313.  Mine  does  not;  mine  agrees  with  it — that 
practically  every  employer  put  up  the  pay  of  his  clem 
when  prices  rose,  and  was  forced  to  do  so. — But  when 
prices  fell  the  salary  did  not  fall  relatively. 

9314.  No,  and  the  fall  has  never  come  relatively. — 
That  is  to  say,  he  did  not  take  full  account  of  the  net 
amount  relatively. 

9315.  No,  I agree. — He  is  prepared  to  vary  his 
principle. 

9316.  What  the  employer  does  undoubtedly  is  to 
reduce  the  rises  he  would  otherwise  give? — Exactly; 
that  is  what  I suggested  happened  in  the  case  of  the 
banks  when  they  found  that  the  contract  they  had 
with  their  employees  was  operating,  in  a period  of 
exceptional  taxation,  to  give  an  advantage  to  them 
and  throw  on  to  the  banks  a burden  of  national 
taxation  which  it  was  intended  employees  should  bear. 

9317.  Sir  Alan  Anderson : I do  not  think  I need  go 
on  with  that  point.  I am  perfectly  clear  in  my  own 
mind  that  the  Income  Tax  paid  by  the  employee  does 
increase  the  wage  paid  by  the  firm  but  quite  clearly 
you  do  not  assent  to  that.  Mr.  Bicliens : Having 
got  to  that  stage,  do  you  not  want  to  carry  it  a stage 
further? — (Witness):  Yes,  it  need|s  to  be  carried 
much  further.  Mr.  Bichens : And  inquire,  assuming 
that  the  firm  does  bear  the  Income  Tax  or  does  in- 
crease salaries  when  Income  Tax  goes  up,  whether 
that  will  have  any  effect  upon  the  price  which  the 
firm  gets.  That  is  the  point. 

9318.  Sir  Alan  Anderson : On  that  assumption  In- 
come Tax  becomes  one  of  the  costs  of  the  firm;  and 
the  question  is  whether  that  direct  cost  to  the  firm 
will  put  up  the  price  that  will  be  charged  for  the 
commodity.  That  is  one  of  the  things  we  have  to 
consider;  but  let  us  leave  that  on  one  side  for  the 
moment.  The  other  point  on  which  I do  not  accept 
your  final  result,  because  I do  not  accept  your 
premisses,  is  about  the  Income  Tax  paid  by  the  firm 
itself  having  no  effect  on  the  price  that  the  firm 
can  charge  for  its  articles.  What  I suggest  to  you 
is  that  what  brings  about  new  enterprise  is  the  net 
reward  that  the  enterprising  person  expects  to 
get;  it  must  be  net  reward? — Yes. 

9319.  And  in  arriving  at  the  net  reward  he  charges 
the  rent  for  the  capital  and  the  risk  that  he  is  run- 
ning in  his  adventurous  business  and  the  pay  he 
wins  for  his  own  energy  and  so  on;  and  I submit  he 
also  charges,  or  has  in  his  mind,  the  amount  that  he 
will  have  to  pay  away  to  the  State  when  he  succeeds, 
in  the  form  of  Income  Tax.  So  I suggest  that  In- 
come Tax  undoubtedly  raises  the  figure  of  temptation 
which  is  needed  before  a new  enterprise  will  start? 
—I  do  not  accept  that  view,  because  to-day  the  pre- 
ponderant part  of  enterprise  in  this  country  is 
carried  on  by  corporate  bodies,  limited  liability  com- 
panies. That  system,  of  course,  spreads  risks  and 
has  a very  great  flexibility  in  the  manner  in  which 
it  can  do  so.  If  an  opportunity  is  seen  of  earning 
a profit  which  will  cover  the  normal  risks  and  the 
earnings  of  management — the  salaries  of  directors 


and  staff  and  so  on — and  pay  a reasonable  return 
upon  the  capital — that  is  to  say,  having  eliminated 
the  risks,  the  gilt-edged  return — then  I think  those 
whose  business  it  is  to  promote  companies  or  to  form 
new  companies. as  subsidiaries,  or  otherwise  to  under- 
take new  business,  will  undertake  it.  If  they  are 
satisfied  as  a fact  that  they  can  pay,  after  providing 
for  the  normal  risk  of  the  enterprise,  the  normal 
rate  of  return,  or  the  rate  of  pure  interest,  then 
they  will  not  be  influenced  by  the  rate  of  tax;  be- 
cause wherever  you  put  your  money,  if  you  are  a 
resident  in  the  United  Kingdom  you  have  still  got 
the  tax  to  meet.  You  may  put  it  into  Consols,  you 
will  bear  the  tax ; you  may  put  it  into  house  property, 
you  will  bear  the  tax;  you  may  put  it  into  Ecuador, 
you  will  bear  the  tax.  People  carrying  on  an  enter- 
prise know  quite  well  that  if  they  can  present  a 
balance  sheet  and  profit  and  loss  accounts  to  their 
shareholders  at  the  end  of  the  year  with  a dividend 
which  covers  the  normal  risk  and  includes  the  normal 
rate  of  interest,  the  fact  that  Income  Tax  will  be 
deducted  from  that  dividend  will  not  have  an  in- 
fluence leading  those  shareholders  to  condemn  the 
directors;  and  indeed  the  directors  do  not  know  how 
much  of  the  tax  which  the  company  has  paid  and 
which  it  recovers  from  its  shareholders,  will  ulti- 
mately reach  the  Revenue.  It  may  be  that  every 
single  one  of  those  shareholders  has  an  income  which 
does  not  subject  him  to  liability  to  Income  Tax.  The 
Company  in  paying  the  money  deducts  tax  from  the 
shareholder,  who  then  presents  the  particulars  of 
his  total  income  to  the  Revenue  and  recovers  the 
whole  of  the  tax.  You  may  have  side  by  side  com- 
peting with  one  another  two  companies,  in  one  of 
which  all  the  shareholders  are  exempt,  and,  in  the 
other,  all  the  shareholders  are  liable  to  some  rate  or 
other  of  Super-tax.  It  was  within  my  knowledge 
when  the  Excess  Profits  Duty,  which  is  a similar 
direct  kind  of  tax,  w-as  in  force,  that  there 
were  two  competitors  whose  establishments  were 
within  a stone’s  throw  of  one  another;  one  of  them 
w-as  paying  large  amounts  of  Excess  Profits  Duty, 
the  other  was  paying  none,  but  you  could  see  no 
difference  in  the  marked  prices  in  their  windows. 

9320.  Of  course  you  could  not;  that  is  perfectly 
obvious.  Supposing  we  keep  to  the  simple  case  of  the 
person  who  is  investing  his  own  money,  because,  after 
all,  if  we  assume  he  has  to  go  to  someone  else  to  get 
that  other  person’s  money  or  to  a number  of  people  to 
get  their  money,  it  surely  is  merely  complicating  the 
same  problem.  The  .simplest  problem  is  the  case  of  the 
man  who  has  his  own  money  to  invest  in  a business. 
I submit  to  you  that  he  must  look  at  the  net  reward 
that  he  will  get  for  that  money  ? — The  net  reward 
from  that  business  as  compared  with  some  other 
method. 

9321.  As  compared  with  what  he  would  get  for  his 
money  in  gilt-edged  investments? — Quite,  the  tax 
being  charged  in  both  cases. 

9322.  In  gilt-edged  investments  you  will  have 
noticed  that  the  reward  has  gone  up  since  the  War 
almost  exactly  by  the  amount  of  the  increase  in  the 
Income  Tax,  I believe.  Have  you  noticed  that? — -The 
rate  of  interest  has  changed. 

0323.  The  net  reward  to  the  investor  in  gilt-edged 
investments  has,  it  so  happens,  gone  up  so  that  he 
gets  ias  much  now  as  he  would  before  the  War? — In 
terms  of  money? 

9324.  In  terms  of  money  ? — Not  in  terms  of  com- 
modities ? 

9325.  No,  not  in  terms  of  commodities,  but  in  terms 
of  money;  his  Income  Tax  is  paid  additional  to  the 
interest.  I do  not  know  whether  that  is  a proof  of 
what  I am  saying  : it  just  happens  to  be  so. — I think 
when  you  turn  it  into  terms  of  commodities  it  loses 
its  whole  point. 

9326.  I quite  agree  we  have  all  got  to  pay? — It 
loses  its  point,  because  the  real  return  is  how  much 
bread  you  can  buy. 

9327.  That  merely  shows  that  we  all  have  to  pay; 
we  have  squandered  our  money  and  we  all  have  to 
bear  the  burden.  The  question  is  whether  it  is 


MINUTES  OE  EVIDENCE. 


676 


3 December,  1925.]  Mr.  W.  H.  Coates,  LL.B.,  B.Sc. 


[Continued. 


possible  for  Parliament  to  put  the  whole  of  the 
burden  on  to  A.  or  B.  or  C.  It  so  happens  that  in 
these  gilt-edged  investments  the  net  reward  after 
paying  the  Income  Tax,  to  the  person  who  owns 
£200,000,  is  to-day  the  same  as  it  was  pre-war? — May 
I just  refer  to  the  figures  which  I think  I have  here. 
In  1913  the  net  yield  of  the  average  price  of  Consols 
after  deducting  tax  was  £3  3s  lid. ; in  1924  it  was 
£3  7s.  lid.  That  is  to  say,  it  was  more.  In  1923, 
when  the  rate  of  tax  was  higher  than  it  was  in  1924, 
the  net  yield  was  lower;  it  was  £3  5s. 8d. 

9328.  Mrs  Wootton : Taking  off  the  tax  at  the 
standard  rate? — Taking  off  the  tax  at  the  standard 
rate.  At  what  other  rate  can  I take  it  off? 

9329.  Sir  Alan  Anderson : Would  you  give  those 
figures  again? — In  1913  the  net  yield  of  Consols  was 
£3  3s.  lid. ; that  was  when  the  tax  was  Is.  2d. 
When  the  tax  was  4s.  6d.,  in  1924,  it  was  £3  7s.  lid. 
In  1923,  when  the  rate  of  tax  was  higher,  it  was 
£3  5s.  8d. 

9330.  That  I think  bears  out  pretty  well  what  I 
was  saying.  Of  course  I am  not  pretending  that  the 
exact  rent  for  the  money  varies  quickly  or  im- 
mediately as  the  Income  Tax,  but  it  does  so  happen 
the  net  reward  now  is  about  the  same  as  it  was 
before. — If  we  depart  from  the  particular  figures  of  a 
few  years  like  that  and  just  look,  as  I have  looked 
in  this  paper,  at  the  comparison  between  the  gross 
yield  of  Consols  over  100  years,  with  the  movement 
of  wholesale  prices  as  published  by  “ The  Statist  ” 
(and  Sauerbeck),  you  will  find  that  they  move  almost 
together  despite  the  changes  in  the  rate  of  Income 
Tax.  If,  on  the  other  hand,  you  compare  from  1885 
up  to  1913  the  movement  of  “ The  Statist  ” index  of 
prices  with  the  movement  of  the  rate  of  Income  Tax, 
it  is  impossible  to  find  any  close  correlation  at  all. 
I am  dealing  with  this  of  course  statistically  by 
methods  which  have  been  well  tried  out  for  proving 
whether  there  is  a relationship  between  two  factors, 
that  is  to  say,  whether  they  move  up  together  and 
down  together;  or  whether  there  is  inverse  correla- 
tion, i.e.,  that  when  one  moves  up  the  other  moves 
down. 

9331.  It  so  happens — it  may  be  an  accident  but  it 
does  so  happen — that  the  net  yield  from  gilt-edged 
investments  has  gone  up  so  that  it  leaves  the  man  in 
the  same  position  after  he  has  paid  his  Income  Tax 
now  as  he  was  in  pre-war. — I would  respectfully  dis- 
sent from  that  and  say  that  is  not  the  fact. 

9332.  I had  the  figures  taken  out  about  three  weeks 
ago? — I am  prepared  to  give  you  the  average  price 
of  Consols  as  published  in  the  “ Bankers’  Magazine.” 

9333.  I thought  you  gave  it  to  me  higher  in  1924 
than  in  1913? — That  is  the  net  return,  the  net  yield 
of  Consols.  When  the  rate  of  tax  went  down  the 
rate  of  yield  went  up. 

9334.  I said  that  the  net  yield  to-day  to  the  in- 
vestor was  as  large  as  the  net  yield  in  1913,  and  I 
think  your  figure  was  that  it  was  more? — It  is  more. 

9836.  That  is  all  I said.  If  the  Income  Tax  has 
any  effect  on  the  price  of  Consols,  on  the  rent  of 
money,  that  would  come  into  effect,  would  it  not,  in 
the  case  of  the  enterprising  person? — He  would  no 
doubt  be  aware  of  it. 

9336.  Will  he  not  require  to  get  that  net  yield 

before  he  adds  on  the  reward  for  his  risk  and  his 
enterprise? — No,  because  if  he  could  get  it  in  busi- 
ness and  he  cannot  equally  get  it  in  the  rent  of  house 
property  

9337.  He  can  get  it  by  investing  it  in  Consols; 
that  is  the  assumption? — He  cannot  get  it. 

9338.  In  determining  what  reward  is  needed  to 
make  him  build  a ship,  let  us  say,  he  has  to  charge 
first  of  all  a certain  rent  for  his  money,  which  he 
might  invest  in  Consols.  He  could  get  £3  some- 
thing net? — In  that  case  he  will  take  into  account 
the  net  amount,  not  the  gross. 

9339.  Exactly;  I have  said  all  along  the  net;  he 
will  always  look  at  the  net.  That  is  exactly  my 
point.  Then  he  takes  into  account  the  net  reward 


that  he  will  get  for  the  use  of  his  money,  and  then 
he  has  to  be  paid  for  his  risk? — Yes. 

9340.  Occasionally  he  will  make  a iirofit;  on  the 
other  hand,  if  it  is  an  adventurous  business  he  will 
sometimes  make  a profit  and  sometimes  a loss  ? — 
Would  you  give  me  an  instance  of  what  is  in  your 
mind  as  to  what  is  an  adventurous  business? 

9341.  I am  getting  on  to  your  marginal  firms. 
You  envisage  certain  marginal  firms  and  you  say, 
I think,  that  the  supply  governs  the  price  and  the 
supply  is  very  largely  affected  by  the  marginal  firms 
who  are  just  on  the  border  line  of  making  profits? 
— Yes. 

9342.  But  I-  think  you  will  see  certain  firms  that 
live  in  a sort  of  twilight  margin  all  their  lives, 
because  you  say  that  these  marginal  firms  never  pay 
Income  Tax? — I do  not  think  I have  committed  my- 
self to  that,  because  I am  well  aware  of  the  fact  that 
people  move  in  and  out  from  the  margin. 

9343.  I think  you  certainly  said  that  Income  Tax 
could  not  affect  the  marginal  firm? — No,  nor  indeed 
will  it  if  he  makes  a loss  or  if  he  makes  no  profit. 

9344.  Your  argument,  as  I understood  it,  was  that 
Income  Tax  clearly  could  not  affect  prices,  because 
the  prices  were  so  much  ruled  by  these  marginal 
firms,  and  Income  Tax  could  not  come  into  their 
figures,  because  they  were  marginal.  That  is  your 
argument  ? — Yes. 

9345.  Now  I submit  to  you  that  a marginal  firm 
is  rather  like  a heraldic  beast,  it  lias  not  any  real 
existence.  There  are  always  certain  firms  on  the 
margin,  but  no  firm  can  continue  indefinitely  to  be 
a marginal  firm? — No,  he  goes  bankrupt. 

9346.  He  makes  a profit  some  years  and  a loss 
others? — Ultimately  the  weakest  of  those  marginal 
firms  always  go  bankrupt,  and  my  experience  is  that 
they  normally  have  been  in  that  marginal  position 
then  for  a number  of  years. 

9347.  Let  us  look  at  them  while  they  are  in  this 
marginal  position.  Surely  their  state  then  is  that 
in  a good  year  they  make  a profit? — No.  It  is 
inefficiency,  it  is  not  adventurousness,  very  often. 

9348.  I do  not  care  at  all  what  is  the  cause,  but 
if  a firm  is  able  to  keep  its  head  above  water  for  any 
considerable  time  it  must  in  some  years  make  pro-fits? 
— No ; you  may  very  well  find  that  a firm  like  that  is 
carried  on  on  bank  loans  or  on  the  private  resources 
of  the  trader. 

9349.  How  does  he  get  those  things? — He  may  have 
acquired  private  resources  either  by  inheritance  or 
some  other  means. 

9350.  Surely  it  is  out  of  some  profits? — It  may 
have  been  out  of  money  left  him. 

9351.  How  can  the  money  be  made  except  out  of 
profits;  it  must  come  out  of  profits? — It  may  have 
been  bequeathed  to  him  from  abroad  or  anything 
like  that. 

9352.  That  is  rather  far  afield? — He  may  have 
private  resources  not  in  his  business;  he  may  carry 
on  as  a marginal  concern  at  a loss  for  perhaps  half 
a dozen  years. 

9353.  Is  not  the  normal  and  obvious  thing  that  a 
large  number  of  firms  are  not  able  to  make  a good 
and  steady  profit;  they  are  somewhere  about  the 
profit,  point  and  they  sometimes  make  a profit  and 
sometimes  a loss,  and  your  argument  is  that  Income 
Tax  cannot  come  in  with  those  firms.  Well,  I say 
it  can,  because  they  occasionally  make  a profit,  and 
when  they  are  not  making  profits  they  have  to  live 
upon  reserves,  which  have  to  come  from  past  profits 
of  someone,  and,  because  there  is  Income  Tax,  that 
fund  out  of  which  they  pay  their  losses  is  reduced 
and  they  collapse  quicker  than  they  otherwise  would  ? 
— I assure  you  that  there  are  marginal  concerns 
which  do  exist  on  losses,  if  I may  use  the  phrase, 
and  remain  in  that  state  for  a number  of  years 
before  they  do  collapse.  It  can  be  proved  every  day. 
One  has  only  to  read  the  actual  cases  printed  by 
the  Board  of  Trade  in  their  annual  Bankruptcy 
Beport,  to  pick  out  case  after  case.  In  addition  it 
is  possible  for  a concern  with  good  prospects — take  a 
company,  for  instance — to  have  acquired  resources 
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from  its  banker,  and  tben  to  come  upon  a period  of 
losses,  and  for  its  banker,  in  the  hope  of  saving  some 
of  his  loans  or  perhaps  the  greater  part  of  his  loans, 
to  continue  to  finance  losses  for  one,  two,  or  three 
years,  in  the  hope  that  matters  will  take  a turn. 
Those  marginal  concerns,  in  my  experience,  are  not 
necessarily  concerns  which  are  going  from  losses  to 
profits.  But  even  if  you  eliminated  entirely  cases 
where  they  were  consistent  losses,  you  would  still 
have  the  fact  left  that  in  any  production  you  can 
carry  your  work  to  such  a point  that  any  further 
supplies  you  put  on  the  market  will  so  depress  the 
price  that  they  may  give  you  a loss;  that  is  to  say, 
the  principle  of  increasing  returns  in  every  industry 
in  which  it  operates  sooner  or  later  touches  the 
principle  of  decreasing  returns  and  you  pass  over  a 
stage  at  which  your  expenses  for  a unit  of  pro- 
duction are  just  about  equalled  by  the  price  which 
supplies  at  that  point  will  give.  If  you  go  beyond 
it  you  will  depress  the  market  and,  your  expenses 
remaining  the  same,  you  will  make  a loss.  Every 
firm,  therefore,  is  in  that  potential  position.  On  the 
other  hand,  it  is  always  to  their  interest  to  push 
their  production  up  to  the  point  at  which  they  are 
just  making  a little  profit.  So  far  as  they  succeed 
in  just  carrying  their  production  to  the  point  at 
which  there  is  no  profit  or  no  loss,  then  the  same 
argument  applies,  that  it  is  that  increment  of  supply 
which  is  affecting  total  supply  and  which  is  determin- 
ing the  price,  and  in  that  price  there  is  no  profit. 

9354.  That  is  all  entirely  remote  from  my  point, 
which  is,  that  the  Income  Tax  reduces  the  net  reward 
for  enterprise  and  therefore  puts  higher  the  temp- 
tation that  is  needed  for  enterprise  to  be  set  in 
motion,  and  that  Income  Tax  deducts  something  from 
the  profits  of  a firm  and  therefore  brings  the  marginal 
firm  nearer  to  the  day  when  it  has  to  put  up  its 
shutters.  Those  are  two  points,  and  hoth  of  them  in 
my  view  definitely  restrict  the  supply  when  prices 
fall  and  keep  low,  and  definitely  increase  the  price, 
because  new  competition  does  not  enter  or  old  com- 
petition does  not  continue  unless  the  price  gets  up  to 
a certain  point. — May  I put  to  you  an  international 
comparison?  We  have  in  this  country  taxation  which 
I think  runs  out  at  about  £15  a head,  or  something 
over.  When  the  Income  Tax  was  6s.  in  the  £ our 
taxation  was  at  the  rate  of  about  £17  per  head.  Let 
me  take  it  to-day.  To-day  it  is,  say,  about  £15  per 
head.  I am  not  quite  sure  of  the  exact  figure;  I 
have  not  got  it  with  me.  In  the  United  States  you 
have  taxation  on  a very  much  lower  level,  yet  we  are 
both  on  the  gold  standard,  and  when  you  compare 
the  price  indices  of  this  country  and  America  you 
cannot  find  in  them  .any  trace  of  that  great  difference 
in  taxation.  Now  if  your  thesis  were  correct  I should 
expect  to  find  that,  profits  being  calculated  as  you 
suggest,  on  tbe  net  basis,  and  the  risk  being  cal- 
culated in  the  same  way,  it  would  give  us  a figure  of 
price  which  was  distinctly  higher  than  that  ruling 
in  a country  where  the  rate  of  taxation  is  distinctly 
lower.  It  is  indeed  impossible  to  reconcile  the 
doctrine  that  Income  Tax  enters  into  price  when  you 
have  two  countries  both  on  a gold  standard  with  free 
movement  between  them,  in  which  you  have  different 
levels  of  taxation,  and  the  same  level  of  wholesale 
price. 

9355.  The  price,  of  course,  as  you  have  a work1 
market,  is  the  wotM  price,  obviously.  You  cannot 
get  any  more,  and  what  happens,  surely,  is  that  the 
people  working  here  have  to  submit  to  a lower 
standard  of  life  because  they  are  burdened  by  this 
debt;  that  is  what  I think  is  happening  now?- 
Surely  that  overlooks  the  fact  that  when  you  take  by 
taxation  from  the  taxpayer  some  consuming  power 
you  do  not  lose  it.  You  still  spend  it,  and  indeed 
of  the  total  burden  of  taxation  in  this  country  to-day. 
with  a Budget  of  £700,000,000  or  so,  you  have 
£350,000,000  in  the  shape  of  interest  and  sinking 
fund  transmitted  straight  away  back  to  the  tax- 
payer. You  have  also  the  War  pensions  and  Old  Age 
Pensions  and  the  so-called  “ dole  ” transmitted 
straight  back  to  individuals  to  be  expended  as  con- 


suming power.  If  indeed  you  re-drew  our  Budget  on 
the  assumption  that  the  War  debt  was  held  pro- 
portionately to  ability  in  the  same  manner  as  taxa- 
tion is  calculated,  and  if  by  waving  some  fairy  wand 
you  could  cancel  these  two  entries,  one  of  the  payment 
in  and  the  other  of  the  payment  out,  then,  on  your 
thesis,  one  would  have  to  expect  that  prices  would 
fall. 

9356.  I should  not  at  all  ? — Because  the  tax  would 
be  smaller;  how  could  prices  be  the  same? 

9357.  I think  I have  made  sufficiently  clear  what 
my  point  is,  and  you  have  made  sufficiently  clear  that 
you  do  not  accept  it. — I am  endeavouring  to  bring 
our  minds  into  as  close  touch  as  I can.  I am 
endeavouring  to  appreciate  your  arguments  and  to 
deal  with  them. 

9358.  I think  I have  made  my  points  clear? — 1 
understand  them. 

9359.  Let  us  see  how  far  we  have  got.  To-day, 
with  Income  Tax  at  its  present  level,  you  say  that 
certainly  it  does  not  enter  into  cost.  Would  you 
extend  that?  Supposing  three-quarters  of  the  man’s 
profits  was  taken  away  as  Income  Tax.  Would  you 
still  say  that  he  would  not  regard  the  net  return? — 
I will  not  deny  that  he  regards  the  net  return,  but  I 
say  that,  regarding  it,  he  is  powerless  to  influence 
the  price.  If  he  does  not  do  that  business,  somebody 
else  will. 

9360.  I entirely  agree  that  he  is  powerless  to  influ- 
ence the  price;  but  he  will  not  be  set  in  motion 
unless  he  is  offered  a higher  price,  and  in  that  way 
his  indisposition  to  enterprise  does  affect  prices? — 
This  turns,  then,  entirely  upon  the  reaction  of  people 
to  the  conjuncture,  to  use  the  German  expression,  in 
which  he  is  working. 

9361.  It  is  part  of  the  human  brain  that  I think 
you  exclude  in  your  thesis? — That  is  to  say,  a man’s 
actions  will  be  influenced  almost  entirely  by  com- 
parison with  a period  now  ten  years  ago. 

9302.  No,  not  a bit,  nothing  to  do  with  it.  ? — Very 
well : by  the  net  reward,  as  you  say,  after  paying 
taxes.  But  I think  that  overlooks  the  fact  that 
human  nature  can  change  very  much  in  the  amount 
of  the  reward  that  it  expects.  In  1913,  for  instance, 
the  wealth  of  this  country,  of  course,  was  very  much 
larger  than  it  was  in  1850;  that  is  to  say,  the  amount 
of  real  goods  and  services,  which  is  the  ultimate  test 
of  welfare,  was  very  much  larger  then  than  it  was 
in  1850.  Now,  just  as  human  nature  adjusted  itself 
to  that  larger  stream  of  wealth,  so  to-day  in  a harder 
time,  people  who  are  now  coming  into  productive 
enterprise,  the  younger  men,  by  whom  these  1913 
prices  are  almost  forgotten — they  were  only  boys 
when  this  happened — may  well  be  prepared  to  work 
for  a smaller  unit  of  reward  per  unit  of  effort  than 
older  persons  who  remember  quite  well  the  good 
things  they  have  lost,  even  as  we  do  see  to-day  in 
Germany,  I think,  men  are  prepared  to  work  for 
a smaller  unit  of  reward  for  a unit  of  effort.  As  it 
was  put,  I think,  by  Mr.  Petter,  the  engineer,  the 
price  of  a loaf  of  bread  in  the  future  may  very  well 
be  the  number  of  hours  a German  is  prepared  to  work 
to  get  it.  The  psychology  of  the  young  man  is  differ- 
ent from  that  of  the  old  man,  and,  as  I put  in  my 
Memorandum,  children  to-day  do  not  think  prices 
are  high.  They  think  they  are  perfectly  normal. 

9363.  Are  you  answering  my  question? — Yes;  I am 
putting  to  you  that  the  psychological  reacEions  may 
be  very  different. 

9364.  You  say  that  if  people  were  accustomed  to 
a 75  per  cent.  Income  Tax  they  would  get  so  used 
to  having  only  a quarter  of  the  reward  that  they 
would  not  look  at  the  net  result,  they  would  look 
at  the  gross? — I think  that  one  must  not  lose  sight 
of  the  fact  that  it  would  be  of  very  great  impor- 
tance to  know  what  happened  to  the  75  per  cent. 
If  it  were  levied  in  order  to  be  paid  straight  back 
to  the  taxpayer,  that  is  to  say,  to  sustain  a burden 
of  interest  infinitely  larger  than  that  which  exists 
to-day,  then  the  actual  stream  of  commodities  and 
services  to  be  consumed  would  in  the  aggregate  be 
possibly  very  nearly'  the  same. 
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9365.  You  mean  the  reward  then  to  enterprise 
would  be  greater?— He  would  get  it  partly  in  his 
net  reward  on  his  price  and  partly  in  the  interest 
which  he  received  back  in  the  shape  of  his  taxation. 

9066.  But  he  would  get  that,  anyway,  even  if  he 
did  not  go  into  enterprise.  He  would  get  the  interest 
on  his  money  that  he  had  lent  to  the  State,  anyway, 
would  he  not?  If  he  did  not  start  his  enterprise, 
he  would  still  get  that.  The  question  is  whether  it 
will  pay  him,  instead  of  investing  in  good  invest- 
ments, to  go  in  for  something  rather  speculative 
and  start  a new  business;  and  my  question  to  you 
is  this.  You  have  said  that  the  taxation  at  its  pre- 
sent level  does  not  really  decrease  the  expectation 
of  the  enterprising  man,  who  knows  that  he  is  going 
to  pay  away  one-third  of  his  profits.  I say  it  does. 
Then  I ask  you : do  you  say  that  it  would  not 

decrease  the  expectation  of  the  enterprising  man 
if  he  had  to  pay  away  two-thirds  or  three-quarters? 
Because  it  seems  to  me  inevitable,  if  you  take 
away  enough  from  him,  he  must  begin  to  see  that 
it  is  the  net  reward,  he  ought  to  look  to  to  pay  him 
for  his  risk  and  for  his  effort?— This  man  has  no 
means ; we  will  assume  that  he  is  a man  of  no  means. 

9367.  No,  I do  not  assume  that,  because  he  has 
got  to  put  in  capital? — But  only  with  that  capital- 
no  other  means. 

9368.  I do  not  mind  what  other  means  he  has? — 
Let  us  assume  that  he  has  no  other  means,  but  he 
has  just  this  £10,000,  and  he  says  : “ Out  of  my  pro- 
fits 75  per  cent,  is  going  to  be  taken  away;  I will 
not  put  it  in.” — Then  what  does  he  do  with  it? 

9369.  He  either  invests  it  abroad  or  invests  it  in 
gilt-edged  investments  ?— But  he  is  in  exactly  the 
same  position ; he  has  got  to  pay  the  tax. 

9370.  If  he  is  in  gilt-edged  securities  hq  has  not 
got  the  risks? — No,  but  he  has  got  just  the  same 
small  amount  of  income;  in  fact  he  has  a less  amount 
of  income. 

9371.  He  has  a regular  income;  if  you  have  your 
income  sporadic,  the  good  year  has  to  pay  for  the 
bad,  and  the  good  year  is  reduced,  we  are  assuming 
now,  by  75  per  cent.,  and  therefore  it  has  obviously 
to  be  a very  good  year  to  pay  for  a bad  year;  where 
as  under  the  present  scheme  he  only  has  to  paj 
away  one-third,  so  that  a less  good  year  would  paj 
for  his  bad  year.  My  suggestion  to  you  is  that 
every  increase  of  Income  Tax  very  much  increases 
the  difficulty  of  establishing  speculative  enterprise? 
— Does  not  that  argument  overlook  the  fact  that  he 
has  got  to  meet  the  tax  in  any  case?  The  higher 
the  rate  of  tax  the  more  he  will  cast  around  for  an 
income  to  meet  his  needs  If  he  puts  it  into  gilt- 
edged  investments,  he  definitely  sacrifices  that  ele- 
ment of  profit  which  is  known  as  the  earnings  of 
management,  that  is  to  say,  he  sits  idle.  If  he  puts 
it  into  business  himself,  his  whole  hope  is  that  in 
his  earnings  of  management  and  by  his  own  efficiency 
as  producer,  even  when  he  has  borne  a high  rate 
of  taxation,  he  will  have  much  more  left  than  he 
would  have  had  if  he  merely  put  it  into  gilt-edged 
securities  or  into  a foreign  security. 

9372.  Mr.  Hicliens  : Supposing  a very  large  num- 
ber of  people  put  their  money  into  gilt-edged 
securities  what  would  be  the  effect P — It  would  in- 
crease the  price  of  them. 

9373.  And  bring  the  rate  of  interest  down? — And 
bring  the  rate  of  interest  down.  That  is  the  regu- 
lator of  the  whole  thing : that  the  tax  applies  to 
evex-y  sphere  of  income,  with  very  trivial  exceptions, 
and  if  you  could  get  back  the  tax  in  the  price  of 
your  goods  and  so  shift  your  tax  to  other  people, 
then  inasmuch  as,  accepting  Sir  Alan’s  argument, 
you  just  get  the  same  net  for  gilt-edged,  then  you 
require  to  get  the  same  net  on  your  business  and 
you  would  be  driven  ultimately  to  ask : Where  does 
the  money  that  the  State  gets,  come  from  ? Be- 
cause we  would  all  be  recovering  the  tax  from  some- 
body else.  I,  as  a Civil  Servant,  would  be  recover- 
ing it  from  the  Government,  the  Government,  as  a 
tax  collecting  authority,  would  be  recovering  it  from 


the  taxpayer;  but  the  taxpayer  would  have  recovered 
it  from  his  customer,  who  in  return  would  have  re- 
covered it  from  him.  Ultimately  you  would  have 
to  get  to  the  position  that  it  was  being  borne  by 
the  people  who  were  not  taxpayers.  But  to  con- 
template £700,000,000  being  extracted  from  the 
people  whose  income  is  below  £150  a year,  is 
astonishing.  One  tvould  be  driven  then  to  the  con- 
clusion that  they  shifted  it  again,  in  accordance  with 
Mr.  Hobson’s  theory,  back  on  to  industry  in  the 
shape  of  additional  wages,  and  ultimately  back  in 
the  shape  of  reduced  profits. 

9374.  Sir  Alan  Anderson:  I do  not  contemplate 
any  of  those  things  that  you  do.  I think  it  gets 
borne  by  the  whole  of  -the  community  ? — Equally  ? 

9375.  No  not  equally  at  all,  and  I do  not  think 
necessarily  in  accordance  with  the  taxes  they  pay ; 

I think  there  is  no  doubt  at  all  of  that.  On  this 
immediate  point,  whether  the  imposition  of  an 
Income  Tax  puts  up  the  cost  of  enterprise  and  there- 
fore puts  up  the  level  of  temptation  that  is  needed 
to  start  new  enterprise,  I think  it  does,  but  I have 
taken  up  a lot  of  time  and,  as  far  as  I am  concerned, 

I think  I have  put  all  the  ideas  I have  got,  and  I 
have  entirely  failed  to  shift  your  views  in  the  least; 
you  are  quite  clear  in  your  view  and  I remain  of 
the  same  mind? — May  I add  one  further  thing? 
That  is,  to  call  attention  to  the  fact  that,  tested  by 
some  hundreds  of  millions  of  turnover  in  relation 
to  profits,  these  statistics  have  shown  that,  in  terms 
of  real  goods,  the  proportion  of  each  £100  of  turn- 
over which  emerges  for  the  producer  as  profit  is 
comparatively  the  same  as  it  was  when  the  tax  was 
100  as  against  428.  Now  that  is  a very  hard  thing 
to  get  over.  Can  you  deal  with  that  and  show  me 
where  that  is  wrong? 

9376.  No,  I cannot  at  all;  I should  want  to  have 
it  in  much  more  detail  to  deal  with  it  at  all? — It  is 
in  the  statistics. 

9377.  I notice  in  your  statistics  you  compare 
1913  and  1921?— No;  1912  and  1922. 

9378.  I do  not  think  that  gives  us  any  clue  at  all, 
because  I entirely  agree  that  the  variations  of  years 
upset  rewards  very  much  more  than  anything  else 
we  can  do  with  taxing,  and  that  is  because,  I suggest 
to  you,  that  must  take  some  time  to  operate ; it 
operates  on  your  marginal  fii-ms? — It  has  had  eight 
years  in  which  to  operate. 

9379.  It  can  only  operate  over  a term  of  years. 
Of  course  I entirely  agree  with  you  that  the  actual 
price,  once  people  have  started  in  the  enterprise, 
depends  upon  ' the  market;  they  cannot  influence 
it  at  all.  A great  deal  of  your  argument  is  trying 
to  show  that  A,  although  he  wants  to  get  a larger 
profit,  is  unable  to  get  it.  I entirely  agree  with  you ; 
he  cannot  at  all? — But  these  later  statistics  of  1922 
include  the  new  concerns  as  well  as  the  old. 

9380.  Of  course  they  do. — That  is  to  say,  when  a 
new  concern  comes  in,  he  is  content  to  get  what  the 
old  concern  gets. 

9381.  I think  what  was  shown  was  that  there  is 
approximately  the  same  profit  per  £ of  turnover  in 
1922  as  in  1912?— Yes. 

9382.  I was  wrong  in  saying  they  did  not  convey 
anything  to  me;  they  did  convey  exactly  the  opposito 
to  what  they  convey  to  you.  Here  are  two  years, 
one  of  them  a normal  good  year  and  the  other  one 
at  the  bottom  of  the  worst  slump  we  have  had? — 
No,  not  the  bottom. 

9383.  1922?— No. 

9384.  At  any  rate,  part  of  a very  bad  slump; 
and  you  find  that  the  reward  in  that  very  bad  part 
of  a very  bad  slump  is  the  same?— I respectfully 
deny  it  is  a vei'y  bad  part  of  a very  bad  slump ; wa 
are  certainly  in  a very  bad  slump ; but  after  all,  the 
huge  fall  in  the  value  of  stocks  had  been  mainly 
written  off  before  1922. 

9385.  You  will  agree  with  me  that  1922  was  not  a 
good  year? — Not  as  good  as  1912. 

9386.  It  was  a bad  year,  in  my  experience  a very 
bad  year.  What  you  have  proved  is  that  the  net 
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return  per  unit  with  a heavy  Income  Tax  in  that 
very  bad  year  was  the  same  as  the  net  return  per 
unit  without  the  same  Income  Tax  in  a normal  good 
year.  I think  that  goes  to  show  that  the  net  return 
wanted  has  to  go  up  in  order  to  compensate  the 
Income  Tax? — "What  had  shrunk  was  the  volume  of 
trade. 

9387.  Sir  Alan  Anderson : Because  an  enterprise 
cannot  be  started  unless  there  is  a reward.  That  is 
my  point.  Sir  Charles  Addis : Might  that  be 
followed  a little  further.  Do  you  mean  that  although 
the  reward  unit  is  the  same,  the  volume  is  affected? 
— (Witness)  : The  volume  to-day  undoubtedly  is 
considerably  less  than  it  was  in  1912. 

9388.  I do  not  see  that  that  is  a necessary 
corollary? — No,  I do  not  say  it  is  a necessary 
corollary,  but  I say  it  is  a fact;  that  is  to  say,  there 
is  not  the  business  to  be  done.  On  the  business  that 
is  being  done  the  reward  is  practically  the  same. 

9389.  What  you  would  deny  is  that  the  reward  in 
this  case,  at  least,  has  affected  the  volume  at  all? — 
Yes. 

9390.  You  attribute  it  to  other  causes?1 — To  other 
causes.  One  has  only  to  refer  to  the  First  Report  of 
Sir  Arthur  Balfour’s  Committee,  to  see  it.  It  is  set 
out  in  very  full  detail. 

9391.  Sir  Alan  Anderson : May  I just  put  one  more 
question.  In  1912  new  enterprises  were  being  set  in 
motion  by  the  reward  then  offered.  The  reward 
offered  in  1922  was  approximately  the  same  and,  to 
my  view,  new  enterprises  were  not  being  set  in  motion 
then  in  the  same  way.  Everyone  was  saying  : “ This 
is  a rotten  bad  year,  we  are  not  going  to  start  new 
things”;  and  there  is,  I think,  a difference? — There 
is  an  economic  pressure.  Men  have  to  do  something 
and  the  pressure  is  very  great. 

9392.  Mrs.  Wootton  : I am  still  thinking  of  Sir  Alan 
Anderson’s  man  with  £10,000.  He  has  to  consider 
whether  he  will  invest  it  in  enterprise  or  in  gilt- 
edged  investments.  He  presumably  looks  at  the 
relative  net  return  he  would  get.  That  relative  net 
return  will,  under  any  tax  condition,  be  greater  in 
the  speculative  investment,  on  the  average,  than  in 
the  gilt-edged? — Yes,  it  will  include  remuneration 
for  risk. 

9393.  But  supposing  he  has  very  considerable 
means,  supposing  he  has  more  than  £10,000.  If  he 
goes  into  the  gilt-edged  investments,  he  may  get  so 
much  smaller  income  that  he  would  actually  bear 
a considerably  less  heavy  burden  of  tax  ? — Yes. 

9394.  He  may,  therefore,  at  the  sacrifice  of  a sub- 
stantial block  of  that  income,  get  the  advantage  of 
a lower  rate  of  tax? — Yes. 

9395.  My  point  is  that  the  ratio  of  the  net  return 
would  be  altered? — Yes.  I should  agree  with  Sir 
Alan  that  inasmuch  as  the  remuneration  for  risk  also 
bears  the  tax,  when  you  start  to  push  the  rate  of 
tax  up  to  a very  high  point,  you  begin  so  to  cut  into 
the  net  return  for  risk  that  it  requires  a very  profit- 
able rate  to  induce  you  to  go  in. 

9396.  Sir  Alan  Anderson : But  directly  you  begin 
putting  on  tax,  you  begin  doing  that? — You  begin 
doing  that. 

9397.  It  tends  that  way? — Undoubtedly.  I admit 
that  it  has  that  effect. 

9398.  Mrs.  Wootton : May  I pursue  it  a little 
further.  I still  cannot  help  feeling  that  in  any  case 
you  are  going  to  decide  by  comparing  the  ratio  be- 
tween the  net  return  in  the  two  cases,  and  the  taxa- 
tion may  be  relevant  so  far  as  it  affects  that  ratio, 
because  if  it  cuts  down  the  return  of  enterprise  it 
also  cuts  down  the  return  of  gilt-edged,  too? — Yes. 

9399.  Take  one  case,  with  somebody  who  has  very 
considerable  means.  In  his  case,  if  he  changes 
away  from  a speculative  investment  to.  gilt-edged 
investment,  there  will  be  an  appreciable  difference 
in  tile  ratio,  because  he  will  be  liable  to  a high  rate 
of  tax? — Yes,  that  is  true. 

9400.  That  is  not  likely  to  be  a very  common  case  ? 
— I think,  as  I put  to  Sir  Alan  at  the  commencement 
of  the  evidence,  you  have  got  to  take  account  of 
the  fact  that  corporate  enterprise  is  the  predominant 


form  of  enterprise  which  takes  risks  in  this  country; 
only  in  the  distributive  trades,  to  a certain  extent 
in  the  world  of  finance,  and  in  the  professions,  have 
you  got  any  large  mass  left  of  private  enterprise.  1 
gave  some  figures  to  the  Committee  at  my  last 
appearance,  indicating  how  in  the  cotton  industry 
and  in  the  iron  and  steel  industry  the  proportion 
of  corporate  enterprise  as  a whole  was  between  80 
and  90  per  cent.,  and  there  you  have  got  one  standard 
rate  of  tax  on  the  company. 

9401.  Supposing  we  keep  to  your  private  person 
illustration.  If  you  take  another  case,  a man  who 
has  a moderate  income  invested  in  business  and  who 
is  proposing  to  make  further  investments,  he  has  a 
choice  whether  he  puts  that  money  back  into  his 
business  or  into  some  other  business,  or  whether  he 
puts  it  into  gilt-edged? — Yes. 

9402.  But  taking  any  probable  proportion  of 
savings  to  income,  whatever  your  tax,  then  the  ratio 
between  the  net  return  on  the  gilt-edged  to  him  and 
the  net  return  of  putting  it  back  into  his  business, 
will  hardly  be  affected  by  changes  of  tax,  would  it  ? — 
It  just  depends  on  the  rate  of  tax.  Sir  Alan  was 
envisaging  17s.  6d. ; then  you  may  begin  to  cut  in. 

9403.  But  you  have  to  take  a very  high  rate 
indeed  ? — You  have  to  take,  I think,  quite  a high  rate 
before  you  begin  to  have  an  effect  in  that  way.  I 
think  Sir  Alan  also  overlooks  the  fact  that 
automatically  as  you  discourage  A.  to  come  in,  so 
you  reduce  the  supply  of  the  people  who  are  willing 
to  go  in  and  you  force  the  price  up;  that  is  to  say, 
the  remuneration  offered  will  rise  pro  tanto. 

9404.  Sir  Alan  Anderson : That  was  exactly  my 
point.  It  is  stating  very  clearly  exactly  what  I was 
putting. — But  I deny  that  in  normal  conditions  you 
can  trace  that  effect.  It  is  a theoretical  effect,  I 
agree,  but  I am  dealing  with  a real  one. 

9405.  That  is  a great  step.  Now,  here  am  I,  a 
pure  theorist,  and  you  say  that  is  the  theoretical 
effeot.  I say  that  on  the  theory  that  is  bound  to 
happen,  practically  when  you  begin  to  put  on  tax 
you  begin  to  discourage  the  new  man  from  going  in, 
and  you  tend  to  restrict  the  supply  and  to  put  up 
prices;  and  I say,  as  a practical  person,  that  actually 
happens.  I am  certain  that  it  does? — I say  than, 
basing  my  evidence  on  statistics  of  what  happened, 
it  has  not  happened,  and  the  figures  prove  it.  It 
has  not  happened. 

9406.  Then  we  are  entirely  agreed  on  theory,  but 
we  differ  on  the  practice? — Yes.  I think  you  may 
get  a different  set  of  psychological  reactions.  I do 
not  believe  that  psychological  reactions  to  the  weight 
of  taxation  are  permanent;  just  as  to-day  men  will 
make  a given  effort  for  a given  reward — that  is  one 
thing;  but  the  effort  they  were  prepared  to  make  in 
1850  may  have  been,  and  probably  was,  equally  great 
for  a much  smaller  reward.  Men’s  comparison  be- 
tween disutility  and  utility,  effort  and  reward,  is  not 
a constant  factor;  it  is  a moving  factor,  and  it  is 
conditioned  by  the  terms  and  circumstances  in  which 
the  man  lives.  People  thought  that  they  lived  in 
the  lap  of  luxury  in  the  Middle  Ages  when  they  slept 
on  a rush  bed,  but  to-day,  if  you  asked  a labourer  to 
do  that,  be  would  think  that  you  were  asking  him  to 
sleep  in  conditions  of  the  utmost  squalor,  yet  we 
know  that  that  was  the  condition  of  the  wealthy 
classes  in  those  days.  One  judges  things  differently 
according  to  the  circumstances  that  exist,  and  what 
may  be  not  enough  to  tempt  a man  of  55,  may  to-day 
tempt  a man  of  25  strongly,  and  you  have  got  every 
degree  in  between.  On  the  whole,  it  is  the  younger 
men.  who  are  more  enamoured  with  the  adventurous 
trades  of  which  you  speak,  not  our  sober  elders.  I 
think  those  things  make  a great  deal  of  difference 
when  you  come  to  transfer  the  theory,  on  which  we 
agree,  into  the  fact  which  we  find. 

9407.  Sir  Alan  Anderson : I personally  do  not 
think  they  do,  a bit.  I think  the  fact  stands  out 
that  by  taking  away  some  of  the  man’s  gross  reward 
you  discourage  him  in  starting,  and  therefore  you 
decrease  the  number  of  the  marginal  firms  and  you 
decrease  the  supply  and  you  tend  in  that  direction 
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1 entirely  agree  that  all  sorts  of  other  things  come  in, 
but  the  tendency  is  bound  to  be  in  that  direction, 
I think.  Sir  Charles  Addis : I would  like  to  ask, 
in  the  converse  case  : if  taxation  were  abolished,  in 
your  view  would  that  have  no  effect  upon  speculative 
enterprise? — ( Witness ) : It  might  indeed  have  a 

great  effect  on  speculative  enterprise.  After  all, 
a sudden  change  in  taxation  at  once  produces  a 
psychological  result;  there  is  no  doubt  .about  that 

9408.  In  your  view  it  would  encourage  enterprise? 
— I think  it  would.  I think  it  would  set  up  a state 
of  optimism,  and  of  course  optimism  is  a factor  in 
trade;  in  the  same  way  that  a sudden  increase  of 
taxation  will  set  up  a state  of  pessimism,  and 
pessimism  is  a factor  in  trade.  But  when  you  have 
got  over  those  stages  and  you  have  had  taxation 
such  as  we  have  had  since  1916 — nine  years — I do 
not  think  it  will  answer;  a new  set  of  conditions 
exists. 

9409.  The  answer  is  this,  then,  that  we  have  got 
habituated  to  a certain  range  of  taxation? — Yes. 

9410.  And  that  being  so,  the  incentive  to  enter- 
prise is  not  affected? — The  incentive  to  it  is  not 
affected. 

9411.  The  argument  in  favour  of  a reduction  of 
taxation  remains  valid  ? — Yes. 

9412.  It  is  no  justification  of  taxation? — No,  not 
the  slightest. 

9413.  Would  you  apply  the  same  reasoning  to  sav- 
ings?— Yes,  I think  the  same  practically  applies.  I 
think  its  effects  are  vastly  overrated,  but  I certainly 
agree  that  it  does  point  in  that  direction. 

9414.  Sir  Alan  Anderson:  Would  you  mind  putting 
your  question  the  other  way  round,  Sir  Charles? 

Witness : I agree  both  ways. 

9415.  Sir  Charles  Addis : What  1 wanted  to  bring 

out  was  about  habituation.  Your  argument  is  per- 
fectly sound.  Sir  Alan  Anderson : As  to  new 

taxation,  either  up  or  down.  Sir  Charles  Addis  : As 
to  any  new  taxation.  Sir  Alan  Anderson : You  do 
not  agree  that  a speculative  man  is  at  all  a cal- 
culating person  who  will  settle  down  and  work  things 
out? — Witness  : Well,  Sir  Alan,  you  are  in  the  City 
every  day,  and  you  know. 

9416.  I am  in  that  sort  of  business  and  I think 
he  is;  but  we  differ? — I think  one  has  only  to  look 
at  the  amount  of  money  which  is  lost  when  the  public 
is  taken  by  a boom  and  carried  off  its  feet,  to  see 
whether  he  is  a cold  and  calculating  person. 

9417.  Mr.  Hichens : Shall  we  proceed  with  your 
paper  now? — Yes.  ( Paragraphs  19  and  20  read.) 

9418.  Sir  Josiah  Stamp  was  saying  yesterday  that 
he  thought  your  estimate  of  the  national  saving  was 
on  the  high  side;  his  own  estimate,  I think,  was 
more  in  the  region  of  £450,000,000.  I do  not  know 
whether  you  have  discussed  this  with  him  at  all? — 
No,  I have  not  discussed  this  with  him.  I told 
him  I was  going  to  say  this,  but  I did  not  invite 
him  to  criticise  it. 

9419.  Would  you  keep  to  your  figure  of 
£500,000,000? — I say  a little  later  on  that  I should 
be  prepared  to  modify  it  10  per  cent,  either  way  be- 
cause of  the  uncertainty  of  taking  a real  year. 

9420.  10  per  cent,  would  bring  it  very  nearly  to 
his  figure? — It  would  bring  it  to  his  figure,  on  the 
low  side. 

9421.  Sir  Alan  Anderson  : I suppose  that  is  very 
much  of  an  estimate,  is  it  not? — The  first  two  items 
are  facts;  the  third  item  is  a fact;  the  fourth  item 
is  a fact;  the  fifth  item  is  a fact.  New  houses  is  an 
estimate  but  it  is  based  on  a fact;  and  profits  not 
distributed  by  companies  and  private  traders  is  an 
estimate,  but  it  is  also  based  on  fact. 

9422.  So  you  think  you  can  get  pretty  close? — 
Yes,  pretty  close. 

9423.  Mr.  Hichens  : Does  the  figure  of  new  issues 
include  re-investments? — No;  as  I say  in  paragraph 
21,  “ it  excludes  direct  British  Government  Loans, 
shares  issued  to  vendors,  capitalisations  of  reserve 
funds,  conversion  issues,  short-dated  bills  and  private 
issues  by  private  companies.”  They  are  all  cut  out. 

9424.  Supposing  the  firm  of  Cammell  Laird,  for 


instance,  had  an  issue  of  £500,000  falling  due  this 
year,  and  made  a further  issue  in  order  to  pay  it  off? 
— That  would  not  come  in;  that  is  a conversion  issue. 

9425.  Sir  Alan  Anderson:  What  do  “Investments 
sold  by  the  banks”  mean  exactly? — It  is  based  on 
the  amounts  by  which  the  banks  increase  their 
advances  and  at  the  same  time  reduce  their  invest- 
ments; they  sell  their  investments  to  the  public  and 
the  public  get  additional  investments  and  the  bank 
lends  that  money. 

9426.  That  would  not  include  the  Bank  of  England? 
— No,  it  would  exclude  the  Bank  of  England,  because 
that  is  not  a figure  of  the  same  nature. 

9427.  Sir  Charles  Addis:  Ilow  do  the  banks 

acquire  their  investments,  on  that  hypothesis? — 
They  may  buy  them  in  the  market. 

9428.  Out  of  their  deposits  ? — Out  of  their  own  re- 
sources. 

9429.  Resources  which  they  have  received  from  the 
public? — It  may  be,  or  it  may  be  their  own  internal 
reserves. 

9430.  The  bank  has  received  money  from  its  de- 
positors and  it  uses  that  money  in  certain  ways  to 
purchase  gilt-edged  and  other  securities.  If  they 
part  with  those,  is  there  any  real  change  in  savings? 

I think  it  depends  on  the  whole  of  the  movements 
and  the  movement  of  the  balance  sheets. 

9431.  It  might  be  a transfer? — Yes ; I have  looked 
at  the  whole  movement  of  the  balance  sheets;  first  of 
all,  judging  by  the  nine  clearing  banks  and  then  by 
the  movement  of  the  banks  of  the  United  Kingdom, 
as  a whole. 

9432.  Sir  Alan  Anderson  : You  have  taken  in  de- 
posits and  all  those  things? — Yes,  I have  watched 
all  those  although  of  course  it  is  very  difficult;  the 
banks  give  us  very  few  statistics.  The  banks  could 
render  a very  important  service  to  this  country,  in 
my  opinion,  by  giving  more  statistics. 

9433.  Sir  Charles  Addis  : What  I had  in  mind  was 
that  the  bank  really  had  no  resources  except  those 
which  it  has  acquired  from  the  public? — I should 
dissent  from  that.  I think  no  representative  banker 
would  sit  in  this  chair  and  say  that. 

9434.  Where  does  it  get  them  from? — It  saves  them 
out  of  profits. 

9435.  In  the  ultimate  analysis  are  not  those  taken 
from  the  public? — No,  they  are  taken,  for  example, 
from  me  for  rendering  services  to  me. 

9436.  As  regards  their  service  ? — As  regards  ser- 
vices. After  all,  that  is  what  the  banks  do,  I 
imagine,  generally — (render  service. 

9437.  I put  it  too  strongly.  I rather  put  it  that 
the  bulk  of  their  resources  were  acquired  out  of 
public  savings,  and  if  the  investments  are  sold,  they 
go  back? — It  depends  on  what  you  call  their  re- 
sources. Do  you  call  deposits  their  resources,  which 
arise  solely  from  advances  they  themselves  have 
made?  The  whole  thing  is  very  largely  bookkeeping 
in  that  respect,  as  indeed  a very  large  amount  of  the 
increase  in  the  deposits  since  1913  is  bookkeeping. 
But  a very  considerable  proportion  does  consist  of 
savings. 

9438.  And  there  is  a very  considerable  proportion 
also  consists  of  advances,  the  reflex  action  of  the  ad- 
vances. Really  the  only  point  in  my  argument  is 
that  that  must  be  a very  speculative  figure,  because 
it  is  so  difficult  to  discriminate?— If  you  take  the 
nine  clearing  banks,  you  will  find  that  their  invest- 
ments and  their  discounts  decreased  in  1924  by 
£77,000,000;  you  will  find  that  their  advances  in- 
creased by  £54,000,000.  Now  if  a bank  increases  its 
advances  and  disposes  of  its  investments  in  order  to 
do  it,  then  the  public  'have  got  investments  whereas 
before  they  had  deposits,  arid  the  borrower  has  got 
assets  and  a liability  to  the  bank. 

9439.  And  the  two  square  each  other? — There  are 
greater  resources ; the  money  has  been  saved  before 
the  public  can  buy  those  investments.  The  bank  is 
left  more  or  less  in  the  same  position,  but  those 
investments  have  been  absorbed  by  new  savings. 

9440.  You  have  taken  that  into  account? — Yes. 
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9441.  Mr.  Sickens  : In  your  estimate  did  you  ex- 
clude possible  foreign  subscriptions  to  new  issues? — 
No;  I took  it  that  those  new  issues  of  the  Midland 
Bank  would,  be  entirely  United  Kingdom  subscrip- 
tions. There  is  some  margin  for  an  allowance  of  that 
nature  in  the  fact  that  I have  not  taken  any  private 
issues  by  private  companies.  Only  the  City  of 
London  could  tell  us,  I think,  what  that  figure  is, 
and  they  are  silent.  ( Paragraph  21  read.)  I have 
not  taken  in  additional  capital  in  individual 
businesses  or  firms  which  they  may  have  borrowed 
from  outside  sources  and  not  created  themselves. 

( Paragraphs  22  and  23  read.) 

9442.  Sir  Charles  Addis : Do  you  understand  that 
there  is  less  value  placed  on  savings? — Less  value. 

9443.  Do  you  think  that  is  one  of  the  consequences 
of  inflation  ? — It  is  very  difficult  to  assign  a cause  to 
it,  but  I think  myself  it  is  partly  due  to  the  develop- 
ment of  greater  facilities  for  pleasure,  such  things 
as  dancing,  the  coming  of  the  motor-car,  wireless,  the 
wider  adoption  of  annual  holidays;  all  those  things 
mark  a very  great  change  from  the  period  of  my 
boyhood  in  the  ’nineties.  They  did  not  exist  then, 
and  people  did  not,  so  far  as  I recollect,  attach  such 
importance  to  those  things.  After  all,  that  was  the 
Reign  of  Victoria  and  this  is  the  Reign  of  King 
George  V. 

9444.  Sir  Alan  Anderson : I suppose  you  may  put 
it  in  another  way,  that  the  general  demand  for  com- 
fort has  gone  up  ? — Yes,  it  may  be  expressed  in  that 
way,  except  that  it  is  more  than  comfort. 

9445.  Luxury? — Yes. 

9446.  And  that  would  be  the  natural  effect  of 
having  a high  wage;  everybody  has  got  accustomed 
to  living  better  and  having  more  money  to  spend, 
and  therefore  these  things  which  were  previously 
luxuries,  have  become  necessities? — Yes;  but  it  is 
also  due  partly,  I think,  to  the  fact  that  people 
have  been  made  to  feel  new  wants,  just  in  the  same 
way  that  the  Kodak  people  made  everybody  feel 
that  they  had  to  have  a Kodak  camera.  That  was 
a new  want  created  by  skilful  advertising  and  clever 
invention.  Nowadays  there  is  a feeling  of  a want 
on  the  part  of  everyone,  almost,  to  have  a motor- 
cycle, and  so  on. 

9447.  A motor-cycle  now  is  not  much  more  expensive 
than  a bicycle  was  in  your  youth,  is  it? — Not  very 
much,  when  you  take  into  account  the  change  in 
money  values;  perhaps  it  is  no  more  expensive. 
(Paragraph  24  read.) 

9448.  Mr.  Sickens  : I think  your  last  sentence  is 
true  only  if  you  assume  that  the  activity  is  going 
to  be  of  the  same  nature  as  it  was  before.  In  busi- 
ness, methods  are  constantly  changing? — We  shall 
hope  to  see  that  revival,  and  I think  in  the  con- 
structional and  export  trade,  if  it  comes,  there  is 
capacity,  and  that  modifications  which  are  likely  to 
arise  would  not  be  so  great  as  to  call  for  a radical 
reconstruction. 

9449.  But  even  if  you  have  an  alteration  from 
ordinary  reciprocating  machinery  to  a Diesel  engine, 
that  requires  important  alterations? — That  is  rather 
a drastic  change.  You  would  not  anticipate  that 
changes  of  that  very  great  nature  would  be  necessary, 
would  you,  in  our  iron  and  steel  industries? 

9450.  I think  quite  important  changes  have  to  be 
faced  if  the  iron  and  steel  industry  is  going  to  sur- 
vive at  all? — New  methods  of  manufacture,  do  you 
mean  ? 

9451.  Mr.  Sickens:  Yes;  they  will  have  to  adjust 
and  balance.  We  developed  quite  blindly  during  the 
War  in  the  steel  industry  to  make  shells,  and  so 
forth.  We  then  adapted  our  machinery  to  the  first 
thing  that  came  into  our  heads  where  we  thought 
there  was  a profit,  motor-cars,  or  whatever  it  might 
be.  The  thing  is  quite  unbalanced  to-day;  it  will 
have  to  balance  itself  out  according  to  the  demand 
in  the  future,  whatever  that  may  be,  and  a con- 
siderable amount  of  new  capital  will  be  needed,  I 


think? — We  are  not  going  to  get  a revival  of  trade 
coming  upon  us  like  a thief  in  the  night.  It  is  going 
to  come  gradually,  and  in  that  case  the  rate  of 
interest  may  rise;  we  may  have  a greater  net  reward, 
but  I think  industry  will  largely  provide  new  capital 
itself.  ( Paragraph  25  read.) 

9452.  You  are  satisfied  that  there  is  a growing 
tendency  for  industry  to  finance  its  own  require- 
ments?— I think  so. 

9453.  I think  there  is  something  to  be  said  for  the 
theory.  In  the  earlier  days  of  the  industrial  revolu- 
tion in  this  country  much  more  was  done? — I cannot 
go  back  so  far  as  that. 

9454.  The  institution  of  the  joint  stock  company 
was  accompanied  by  a financing  out  of  capital  very 
much  more  than  previously,  I should  have  thought? 
— I was  only  dealing  here  within  a period  of  say  the 
last  20  years. 

9455.  During  the  last  20  years  your  experience  is 
that  there  is  a large  appreciation  of  savings? — Yes. 

I think  we  are  approaching  more  nearly  to  the 
position  of  America.  We  have  not  nearly  reached 
the  position  which  is  current  in  America,  where  I 
think  even  a larger  proportion  of  the  total  profits 
is  reserved  year  by  year  than  here. 

9456.  Mrs.  Wootton  : Have  you  any  figures  of  that? 
— -No,  I only  gathered  those  impressions  talking  to 
taxing  authorities  in  the  United  States  in  1919. 

9457.  I meant  have  you  any  figures  of  the  change 
here? — I have  no  figures  which  I can  disclose. 

9458.  But  you  think  it  is  so? — I think  it  is  so. 

9459.  The  figure  that  Mr.  Layton  put  before  us 
showed,  if  I remember  rightly,  rather  a more  con- 
stant proportion  of  capital? — Capital,  as  I explained 
to  the  Committee  on  my  last  appearance,  I entirely 
reject  as  a living  standard  by  which  you  can  measure 
anything,  and  in  addition  I am  always  very  unhappy 
about  Mr.  Layton’s  figures,  because  those  are  the 
published  figures;  mine  got  behind  the  published 
figures. 

9460.  Mr.  Sickens : I suppose  the  plain  fact  of 
the  matter  is  that  in  good  times  people  put  a good 
deal  to  reserve  and  in  bad  times  they  neither  put  to 
reserve  nor  do  they  supply  capital  out  of  income? — 

I think  there  is  a tendency  in  the  direction  of  the 
first  statement  you  made,  but  I should  not  be  dis- 
posed to  agree  that  they  do  not  put  money  to  reserve 
in  bad  times.  I think  perhaps  there  is  even  greater 
care  expended  then,  because  you  can  go  to  your  share- 
holders and  you  can  shake  your  head  and  say : 

“ Times  are  very  bad  indeed;  we  have  available  such 
and  such  profits.”  Those  profits,  indeed,  may  them- 
selves be  profits  after  reserves  have  been  made;  but 
you  may  say : “ We  think  that  a dividend  of  so 
much  is  desirable,  and  put  to  reserve  the  larger 
part.” 

9461.  There  are  a large  number  of  firms  to-day  who 
are  not  putting  anything  to  depreciation  much  less 
to  reserve? — In  certain  trades. 

9462.  Certain  big  trades? — Yes,  but  not  so  im- 
portant in  the  whole  life  of  the  nation  as  an  income 
producing  unit;  important  as  the  basic  part  of  the 
nation’s  trade  indeed,  but  from  an  income  producing 
point  of  view  I think  of  an  importance  which  is  often 
misconceived.  Nothing  struck  me  more  when  I first 
handled  statistics  of  this  nature  than  the  very  large 
proportion  of  the  national  income  which  has  to  be 
attributed  to  distributive  services. 

9463.  Sir  Alan  Anderson : Taking  the  internal 
portion? — It  is  an  essential  part  of  production,  be- 
cause coal  is  no  more  use  to  us  in  a railway  siding 
in  Yorkshire  than  it  is  2,000  feet  under  the  sea. 
We  want  it  in  the  coal  scuttle;  though  of  course  it  xs 
usual  to  talk  of  transport  and  distribution  as  non- 
productive services.  But  production  does  not  end 
until  you  have  got  the  goods  on  your  table. 

9464.  Mr.  Sickens : Is  there  such  a thing  as  a 
non-productive  service? — It  is  exactly  the  same  as 
the  case  of  the  errand  boy. 
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9465.  Mrs.  Wootton:  With  regard  to  savings,  in 
order  to  get  a capital  fund  rather  than  income, 
would  you  say  that  applies  almost  without  exception 
to  the  wage-earning  part? — No,  I think  it  goes 
beyond  that. 

9466.  It  covers  that  and  more? — Yes,  it  covers  that 
and  much  more.  ( Paragraphs  26,  27  and  28  read.) 

' 9467.  Sir  Alan  Anderson : Did  anyone  suggest  that 
there  was  a tendency  for  the  wealthy  man  to  retire 
from  business  because  of  heavy  taxation? — I have 
gathered  it  from  constantly  perusing  such  statements. 

9468.  I do  not  see  why  there  should  not  be.  I 
should  have  thought  whatever  tendency  there  was  to 
taxation  would  affect  the  old  man  the  same  as  the 
young  man? — I should  have  thought  it  would  have 
made  him  more  inclined  to  say  he  need  not  work; 
why  should  he;  he  has  the  means  to  go  out  of  busi- 
ness and  not  to  pursue  adventurous  enterprise;  but 
he  apparently  stops  in. 

9469.  Sir  Alan  Anderson : I do  not  see  that  age 


comes  in  at  all.  Mr.  Sichens : Does  not  that  show 
as  much  as  anything  else  that  it  is  part  of  a man’s 
life.  He  is  not  thinking  of  the  profits  only  that  he 
gets  out  of  the  business,  but  he  does  it  because  he  is 
interested  in  it? — Witness:  Exactly;  the  old  man 
will  not  go. 

9470.  Sir  Alan  Anderson : Does  it  not  show  one 
other  thing  too,  that  it  is  inevitable  that  the  reward 
should  be  so  adapted  as  to  tempt  people  to  come  on, 
to  tempt  the  young  as  well  as  to  tempt  the  old  ? Mr. 
Sichens  : It  seems  to  indicate  that  the  reward  has 
been  sufficient.  Sir  Alan  Anderson : I agree,  it  has 
been. 

9471.  Mr.  Sichens  : We  are  very  much  obliged  to 
you  for  coming  to  us  this  afternoon,  and  I think  1 
may  say  this : those  who  do  not  altogether  agree 
with  you,  as  well  as  those  who  do,  have  had  their 
minds  very  considerably  cleared  by  the  admirable 
evidence  that  you  have  been  able  to  give  us. — Thank 
you,  very  much. 


(The  Witness  withdrew.) 
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Appendix  I. 


QUESTIONNAIRES  ISSUED  BY  THE  COMMITTEE  TO  WITNESSES. 


(A.) 

BROAD  QUESTIONS  RELATING  TO  THE 

NATIONAL  DEBT  AND  THE  INCIDENCE  OE 
EXISTING  TAXATION.* 

1.  How  does  the  National  Debt  affect  the  supply 
of  credit  and  the  supply  of  permanent  capital  for 
trade  and  industry,  with  particular  reference  to  the 
effect  of  the  Floating  Debt? 

2.  How  does  it  affect  the  terms  on  which  capital 
can  be  raised? 

3.  To  what  extent  is  it  desirable  to  pursue  a policy 
of  debt  repayment  during  a period  of  trade  depres- 
sion, or  to  what  extent  should  it  rather  wait  upon 
the  prosperity  of  trade?  In  other  words,  should  re- 
payment be  adjusted  according  to  the  conditions  of 
trade,  and  if  so,  on  what  principle? 

4.  How  far  does  the  high  income  taxation  necessi- 
tated by  the  debt  involve  the  withdrawal  of  trade 
income  which  could  otherwise  be  counted  on  for  the 
expansion  of  business,  and  which,  so  capitalised, 
would  produce  a high  rate  of  profits  due  .to  managing 
ability  and  to  the  calculated  risks  of  personal  enter- 
prise ? 

5.  How  far  does  the  burden  of  taxation  fall  upon 
the  business  itself  and  hamper  its  operations?  In 
particular,  does  it  contribute  to  handicap  the  ex- 
porter in  competing  in  foreign  markets  against  world 
prices  ? 

6.  How  far  can  the  receipts  of  industry,  as  holder 
in  the  debt,  be  set  against  the  tax  paid  by  industry 
for  its  service? 

7.  What  is  the  effect  of  Income  Tax  on  companies’ 
undistributed  reserves? 

8.  What  is  the  effect  of  the  existing  taxes  on  the 
supply  of  capital  from  the  public,  and  on  total  pur- 
chasing power? 

9.  How  far  does  the  heavy  Income  Tax  deter  the 
foreigner- from  investing  in  this  country?  How  far 
does  it  induce  the  British  resident  to  invest  outside 
this  country? 

10.  Does  Income  Tax  enter  into  prices,  and  if  so, 
how?  In  particular,  does  it  contribute  to  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

1 1 . How  far  do  the  existing  .taxes  act  as  a deterrent 
to  saving  and  to  enterprise  on  the  part  of  the  indi- 
vidual engaged  in  trade  and  the  investor  generally? 
Do  they  similarly  affect  joint  stock  companies? 

12.  How  far  do  the  Death  Duties  involve  a destruc- 
tion of  capital?  How  far  can  they  be  said  to  come 
ultimately  out  of  the  national  income  ? 

13.  Are  any  of  the  Stamp  Duties  detrimental  to 
trade,  industry  or  employment  and,  if  so,  in  what 
manner  ? 

14.  What  distinction,  if  any,  can  be  drawn  between 
the  incidence  of  Income  Tax  and  that  of  the  Corpora- 
tion Profits  Tax ? What  are  the  general  effects  of 
the  latter  on  trade,  industry  and  employment? 

15.  To  what  extent  (a)  in  the  present  depression, 
and  ( b ) in  a period  of  normal  trade,  is  the  ordinary 
assumption  correct  that  a tax  on  commodities  is 
borne  by  the  consumer? 

16.  What  is  the  effect  of  the  Customs  and  Excise 
Duties  on  the  prices  of  commodities  ? How  does  this 
affect  internal  and  external  trade? 


*'This  questionnaire  was  superseded1  shortly  after  the 
Committee  commenced  to  take  evidence  by  the  form 
shown  in  Appendix  I (B), 


(B.) 

BROAD  QUESTIONS  RELATING  TO  THE 
NATIONAL  DEBT  AND  THE  INCIDENCE  OF 
EXISTING  TAXATION. 

1.  How  do  the  National  Debt  (a-part  from  the 
taxation  which  it  necessitates),  and  movements  in  the 
National  Debt  through  repayment,  conversions,  etc., 
affect  (1)  the  supply  of  credit  and  (2)  the  supply  of 
permanent  capital  for  trade  and  industry,  both  in 
volume  and  direction?  Does  any  distinction  exist 
between  the  effects  of  the  Floating  Debt  and  the 
longer  term  debt? 

2.  Does  the  existence  of  the  debt,  or  movements  in 
the  debt,  affect  the  terms  upon  which  capital  can  be 
raised  for  trade  and  industry. 

3.  Should  provision  be  made  for  repayment  every 
year  of  debt?  In  that  case 

(a.)  should  the  same  amount  be  repaid  every 
year,  and,  if  so,  is  the  present  Sinking  Fund  of 
£50,000,000  satisfactory?  If  it  is  not  sufficient, 
ought  it  to  be  increased,  even  if  taxes  have  to  be 
increased  ? 
or 

( b ) should  the  amount  repaid  vary,  and  if  so, 
on  what  principle?  Should  it  be  less  in  years  of 
bad  trade?  Should  the  variation  be  subject  to 
the  maintenance  every  year  of.  a fixed  minimum 
repayment,  and,  if  so,  of  what  amount? 

If  any  alteration  of  the  existing  annual  provision  for 
the  debt  (interest  and  redemption)  is  suggested,  what 
would  be  its  effect  upon  trade,  conversion  of  the  debt 
and  credit? 

Is  it  considered  desirable  to  apply  any  Budget 
surplus  to  repayment  of  debt? 

4.  Is  it  thought  to  be  desirable  to  convert  any  or 
all  of  the  Floating  Debt? 

5.  To  what  extent  is  the  debt  charge  held  to 
necessitate  an  injurious  restriction  of  public  expendi- 
ture upon  desirable  objects  ? 

6.  Does  repayment  of  the  debt  necessarily  involve 
deflation  of  prices,  such  as  is  likely  to  be  injurious 
to  trade? 

7.  What  is  the  effect  of  the  existing  taxes  on  the 
supply  of  permanent  capital  from  the  public,  and  or., 
total  purchasing  power?  Is  there  any  evidence  of  a 
present  shortage  of  capital  for  industry?  Is  it 
anticipated  that  there  will  be  a shortage  of  capital 
when  trade  improves? 

8.  How  far  do  the  existing  taxes  act  as  a deterrent 
to  saving  and  to  enterprise  on  the  part  of  the  indi- 
vidual engaged  in  trade  and  the  investor  generally? 
Do  they  similarly  affect  joint  stock  companies  ? 

9.  How  far  does  the  high  Income  Tax  (including 
Super-tax)  withdraw  money  which  could  otherwise  be 
counted  on  for  the  expansion  of  business,  and  which, 
so  capitalised,  would  produce  a rate  of  profit  pro- 
portionate to  managing  ability  and  to  the  risks  of 
personal  enterprise,  and  higher  on  the  average  than 
the  rate  of  interest  on  Government  debt? 

10.  How  far  does  the  burden  of  the  Income  Tax 
fall  upon  the  business  itself  and  hamper  its  opera- 
tions? What  is  its  effect  on  (1)  the  ability  of  com- 
panies to  build  up  reserves,  and  (2)  the  policy  of 
companies  as  between  distribution  in  dividend  and 
allocation  to  reserve? 

11.  Does  Income  Tax  enter  into  prices,  and  if  so, 
how?  Does  it  in  this  or  in  any  other  way  handicap 
the  exporter  in  competing  in  foreign  markets  against 
world  prices? 

12.  How  far  do  the  Death  Duties  involve  a destruc- 
tion of  capital?  Do  they  inflict  special  damage  on 
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private  businesses,  and,  if  so,  can  any  suggestion  be 
made  for  amending  the  duties  so  as  to  obviate  this 
special  effect,  without  reducing  the  yield  P 

13.  Are  any  of  the  Stamp  Duties  detrimental  to 
trade,  industry  or  employment,  and,  if  so,  in  what 
manner  ? 

14.  To  what  extent  is  a tax  on  commodities  borne 
by  the  consumer?  How  are  internal  and  external 
trade  affected? 

15.  Is  importance  to  be  attached  to  the  mainten- 
ance of  a particular  ratio  between  direct  and  indirect 
taxation,  and  if  so,  on  what  principles  should  the 
ratio  be  determined? 

16.  What  effects  does  the  present  system  of  taxation 
tend  to  have  upon  the  distribution  of  wealth?  Is  it 
considered  that  these  effects  are  in  the  best  interests 
of  the  country  in  the  long  run?  If  any  broad  amend- 
ment of  the  system  is  advocated,  how  would  such  an 
amendment  affect  the  distribution? 

17.  Can  existing  taxation  be  varied  with  ad- 
vantage, and,  if  so,  how  far  and  in  what  ways,  with- 
out increasing  the  total  amount  raised  by  taxation  ? 

18.  How  far  would  increased  productivity  in  trade 
and  industry  affect  the  burden  of  the  debt? 

19.  To  what  extent  can  taxation  (as  distinguished 
from1  changes  in  taxation)  be  regarded  as  a deter- 
minant of  employment  or  unemployment?  If  it  is 
held  that  the  aggregate  demand  for  labour  is  per- 
manently reduced  by  taxation,  does  the  effect  show 
in  unemployment  or  in  a lower  level  of  wages  ? 

If  taxation  is  a cause  of  unemployment,  to  what 
extent  is  this  due  to  (a)  the  effect  of  taxation  in  re- 
ducing new  savings,  or  (b)  the  effect  of  taxation  in 
reducing  consumers’  demand  for  goods? 

In  a jew  cases  the  following  additional  questions 
were  aslced. 

1.  Is  our  standard  of  living  higher  or  lower  thau 
in  1914,  positively,  class  by  class,  and  relatively  to 
similar  classes  in  other  nations? 

If  you  think  our  standard  of  living  has  risen,  has 
our  standard  of  production  risen  also,  and,  if  so,  has 
it  risen  enough  to  offset  the  rise  in  the  scale  of  living, 
or  are  we  relatively  less  able  to  compete1  in  the  world’s 
markets  than  in  1914? 

2.  Is  our  burden  heavier  than  we  and  other  nations 
have  borne  after  great  wars  in  the  past,  positively 
per  head  of  population  and  relatively  to  the  trade  of 
the  countries  at  the  comparable  periods  ? 

(0.) 

QUESTIONS  REGARDING  A CAPITAL  LEVY. 

1.  In  your  opinion,  is  the  present  financial  and 
general  position  of  the  country  such  as  to  make  it 
essential,  or  especially  desirable,  for  us  as  a nation 
to  make  a large  repayment  of  National  Debt  at  an 
early  date? 

If  you  are  in  favour  of  such  a repayment,  which 
of  the  following  methods  would  you  suggest : — (a)  a 
large  increase  of  existing  taxation ; (b)  a severe 
restriction  of  expenditure;  (c)  a combination  of  (a) 
and  (b) ; or  (d)  a Capital  Levy  ? Have  you  any 
scheme  to  suggest  which  falls  outside  these  alterna- 
tives ? 

Do  you  anticipate  that  the  future  level  of  prices 
will  differ  from  the  present  level  to  any  considerable 
extent  ? How  is  the  case  for  early  repayment  affected 
by  any  such  anticipation  ? 

2.  — (1)  Assuming  that  a Capital  Levy  for  debt 
redemption  were  to  be  introduced,  would  you  adopt, 
either  as  having  special  advantages,  or  as  affording 
the  most  useful  basis  for  discussion,  the  suggestions 
for  a possible  form  of  levy  made  by  the  Labour 
Party?  Under  these  suggestions — 

(a)  the  levy  would  be  confined  to  individuals ; 

(b)  it  would  be  imposed  on  material  wealth  only 

(as  distinct,  e.g from  the  “ brain  capital  ” 
of  the  professional  man) ; 

(c)  the  limit  of  exemption,  and  the  scale  of  assess- 

ment, would  be  as  shown  in  the  Annexe  to 
these  questions ; 


(d)  the  yield  contemplated  would  be  £3,000,000,000 ; 

and 

(e)  the  net  annual  saving  (in  the  sense  indicated 

in  question  13)  would  be  regarded  as  avail- 
able both  for  reduction  of  the  rates  of 
future  taxes,  and  for  expenditure. 

If,  or  so  far  as,  you  do  not  adopt  these  suggestions, 
will  you  please  formulate  your  own  proposals  under 
corresponding  heads? 

(2)  The  levy  having  been  applied  to  the  reduction 
of  debt,  would  you  consider  it  desirable  to  reduce  the 
amount  (£50,000,000  per  annum)  of  the  present  Sink- 
ing Fund? 

(3)  What  changes  (if  any)  would  you  advocate  in 
taxation,  consequential  upon  a levy? 

Note. — IT  IS  REQUESTED  THAT  THE  SUCCEED- 
ING QUESTIONS  MAY  BE  CONSIDERED 
THROUGHOUT  IN  RELATION  TO  A CAPITAL 
LEVY  (AND  SUBSEQUENT  OPERATIONS) 
OF  THE  FORM  ADOPTED  OR  PROPOSED 
BY  YOU  IN  REPLY  TO  QUESTION  2. 

3.  From  the  point  of  view  of  equity  to  the  indivi- 
dual taxpayer,  and  the  principle  of  ability  to  pay, 
how  would  you  compare  the  merits  and  demerits  of 
a Capital  Levy  with  those  of  the  existing  income 
taxation  over  a period  of  time? 

4.  Is  it  considered  that  the  lapse  of  time  since 
the  war  period  has  a bearing  on  the  acceptability 
of  a Capital  Levy,  and,  in  particular,  on  the  ques- 
tion whether  a guarantee  against  its  repetition  would 
be  both  convincing  and  effective?  Do  you  consider 
that  such  a guarantee  would  be  desirable?  If  so, 
can  you  suggest  what  practicable  form  it  should  take? 

5.  What  would  be  the  general  effects  of  a Capital 
Levy  on  trade  and  industry  ? 

To  what  extent  do  you  think  that  the  arguments 
for  and  against  a Capital  Levy  are  relative  to  the 
state  of  trade  at  the  time  when  the  levy  might  be 
introduced  ? 

6.  Looking  first  at  immediate  results,  and  then  at- 
results  over  a long  period,  how  would  you  compare 
the  friction  and  dislocation  of  business  which  might 
result  from  a levy,  applied  once,  with  the  friction 
and  dislocation  caused  by  the  present  high  annual 
taxation  ? 

7.  What  would  be  the  effect  of  a Capital  Levy  on 
employment  ? 

8.  What  would  be  the  direct  and  indirect  effects 
of  a Capital  Levy  for  the  purpose  of  debt  redemption 
upon  the  distribution  of  wealth? 

9.  How  would  a Capital  Levy  compare  with  other 
forms  of  taxation  in  its  effect  on  the  future  accumu- 
lation of  wealth  in  the  form  of  (a)  the  individual 
savings  of  those  subject  to  the  levy,  (b)  the  individual 
savings  of  those  not  subject  to  the  levy,  and  (c)  collec- 
tive savings,  such  as  companies’  reserves?  What 
effect  would  you  anticipate  on  aggregate  savings? 

To  what  extent  does  this  question  depend  on  the 
considerations  referred  to  in  question  4? 

10.  What,  on  balance,  would  be  the  immediate  and 
ultimate  effects  on  national  credit  at  home  and  abroad 
of  repaying  a large  part  of  the  debt  by  means  of 
a Capital  Levy? 

11.  Would  the  imposition  of  a Capital  Levy,  in 
your  opinion,  lead  to  the  sale  of  securities,  and  conse- 
quent depreciation  in  their  prices,  upon  a large  scale  ? 
How  far  would  any  such  depreciation  be  prevented 
as  a result  of  the  demand  for  investments  by  holders 
of  debt  that  was  paid  off  by  the  levy? 

12.  To  what  extent  would  a Capital  Levy  involve 
deflation?  Would  deflation  be  intensified  or  pro- 
longed by  the  psychological  effect  of  a levy  P 

13.  How  far  does  the  balance  of  advantage  or  dis- 
advantage in  a Capital  Levy  depend  on  the  amount 
of  the  net  annual  saving  which  it  would  effect?  Have 
you  estimated  the  extent  to  which  the  gross  saving 
— i.e.,  the  saving  in  interest  expenditure — would  be 
offset  by  a reduction  in  the  yield  of  taxes  at  thelir 
existing  rates  as  a result  of  the  disappearance  of 
certain  taxable  income? 
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14.  With  regard  to  the  practical  working  of  a levy 
and  subsequent  operations,  w>ould  you  give  your 
views  upon  the  following  points : — 

(а)  Have  you  any  suggestion  to  make  as  to  the 

methods  by  which  property  should  he 
valued  for  the  purpose  of  a levy? 

(б)  Would  it  be  possible,  in  your  opinion,  to  base 

a levy  on  a single  valuation,  not  liable  to 
review  in  the  light  of  subsequent  events, 
such  as  changes  in  the  market  rate  of  in- 
terest and  in  the  level  of  prices  ? 

What  would  be  the  position  on  the  death 
of  a life  tenant,  assuming  the  year  of  his 
death  not  to  hear  out  the  forecast  of  life 
on  which  his  interest  had  been  valued  ? 

(o)  Could  you  form  any  estimate 

(1)  of  the  extent  to  which  a Capital  Levy 

could  he  paid  in  cash,  and 

(2)  of  the  extent  to  which  payment  could  he 

accepted,  and  could  be  made, 

(a)  in  War  Loan, 

( b ) in  other  Stock  Exchange  securities, 

(c)  in  other  forms  of  property,  including  real 

property? 

(d)  How  far  would  difficulties  regarding  the  pay- 

ment of  a levy  he  likely  to  arise  in  the  case 
of  a private  business,  whether  firm  or  com- 
pany? How  far  would  you  regard  such  a 
case  as  typical  of  industry  generally? 

(e)  To  what  extent  would  it  be  necessary  or 

desirable  to  allow  payment  of  levy  to  'be 
made  by  instalments  (a)  generally  or  (6) 
in  particular  cases,  e.g.,  in  those  of  the 
proprietor  of  a private  business,  the  life 
tenant  under  a settlement,  etc.? 

To  the  extent  that  payment  by  instal- 
ments was  allowed,  how  far  would  losses 
or  variations  in  the  taxpayer’s  wealth 
during  the  period  of  payment  affect  the 
finality  of  initial  valuations? 

(/)  Would  you  approve  of  any  special  treatment 
in  the  case  of  a private  business,  where 
the  partners  or  proprietors  could  show  that 
the  whole  of  the  resources  were  locked  up 
in  the  business  and  that  substantial  reasons 
existed  for  not  obtaining  credits  on  the 
security  of  business  assets  to  meet  the 
levy? 

If  so,  would  you  allow  payment  of  a 
special  additional  Income  Tax  in  lieu  of 
the  levy,  or  would  you  propose  any  other 
alternative  ? 

( g ) To  the  extent  that  payment  was  received  in 
forms  other  than  War  Loan,  have  you  any 


views  as  to  the  order  in  which  particular 
parts  of  the  debt  should  be  repaid  as  cash 
became  available?  Would  you  advocate 
that  powers  should  be  taken  compulsorily 
to  redeem  debt  before  its  maturity,  or 
would  you  effect  reduction  by  purchase  in 
the  market?  If  the  latter,  what  effects 
would  you  anticipate  upon  the  general 
level  of  security  prices? 

15.  Would  you  add  any  points  you  wish  to  make 
in  connection  with  a Capital  Levy  not  covered  by 
your  replies  to  the  above  questions? 


ANNEXE. 


Extbact  from 

“ LABOUR  AND  THE  WAR  DEBT. 

A Statement  of  Policy  for  the  Redemption  of  War 
Debt  by  a Levy  on  Accumulated  Wealth.” 


Scale  cf  the  Levy. 


The  levy  should  be  graduated  so  as  to  carry  out 
the  principle  of  taxation  according  to  ability  to  pay. 
A graduated  scale  on  the  following  lines  is  sug- 


gested  : 

First  £5,000 

£0  — 

£5,000 

Levy 
per  cent 
0 

Next  £1,000 

£5,000  — 

£6,000 

5 

,.  £2,000 

£6,000  — 

£8,000 

...  10 

„ £2,000 

£8,000  — 

£10,000 

...  15 

„ £5,000 

...  £10,000  — 

£15.000 

...  20 

„ £5,000 

...  £15,000  — 

£20^000 

...  25 

.,  £10,000 

...  £20,000  — 

£30,000 

...  30 

„ £20,000 

...  £30,000  — 

£50,000 

...  35 

„ £50,000 

...  £50,000  — 

£100,000 

...  40 

„ £100,000 

...  £100.000  — 

£200,000 

...  45 

..  £300,000 

...  £200,000  — 

£500,000 

...  50 

„ £500,000 

...  £500,000  — 

£1,000,000 

...  55 

Remainder 

Above  £1,000,000 

...  60 

This  scale  would  work  out  as  follows : - — 


Per  cent,  of 

his  total 

fortune. 

exceeding  £5,000  would  pay  nothing. 

£6,000  would  pay  £50  or 

0-8 

£8,000 

„ £250 

33 

3-2 

£10,000 

„ £660 

5? 

5-5 

£15,000 

, £1,550 

10-3 

£20,000 

.,  £2,800 

14-0 

£30,000 

}) 

„ £5,800 

19-3 

£50,000 

n 

„ £12,800 

33 

25-6 

£100,000 

n 

„ £32,800 

33 

32-8 

£200,000 

5} 

, £77,800 

•) 

38-9 

£500,000 

33 

„ £227,800 

>1 

45'6 

£1,000,000 

” 

„ £502,800 

50-3 

£2,000,000 

„ £1,102,800 

>1 

55-1 

£3,000,000 

, £1,702,800 

33 

56-7 

£10,000,000 

33 

, £5,902,800 

31 

59-0 
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DRAPERS’  CHAMBER  OF  TRADE  OF  THE  UNITED  KINGDOM. 

Replies  to  the  Committee ’s  Questionnaire  ( Appendix  I (R)  ). 


Questions  1-6. 

1.  These  questions  appear  to  relate  to  matters 
which  could  be  more  properly  commented  upon  by 
bankers,  economists,  and  financiers. 

Questions  7-10. 

2.  Undoubtedly  much  of  the  money  which  has  gone 
in  increased  taxation  has  been  diverted  from  channels 
which  would  have  meant  increased  trading  and 
employment.  Improvements  of  premises  and  exten- 
sions of  buildings,  etc.,  have  been  held  up,  and  the 
public  has,  owing  to  heavy  taxation,  had  less  money 
available,  consequently,  goods  have  not  been  manu- 
factured to  as  great  an  extent  as  when  taxes  were 
lower.  Many  traders  place  a considerable  part  of 
profits  over  and  above  actual  expenditure  into  their 
premises  and  stocks,  and,  probably,  the  smaller  draper 
would  put  most,  if  not  all  of  his  surplus  into  his 
business, 


Question  11. 

3.  Probably  Income  Tax  affects  prices  at  the  source 
of  production,  but  it  is  not  allowed  for  by  retailers 
when  calculating  and  fixing  selling  prices. 

Question  12. 

4.  Inasmuch  as  it  is  a Government  levy  it  does. 
Question  13. 

5.  A reversion  to  one  penny  cheque  stamps  would 
probably  mean  the  quicker  payment  of  small  debts, 
which,  in  the  aggregate,  throughout  the  country  would 
mean  greater  and  quicker  turnover  of  capital. 

Question  14. 

6.  A tax  on  a commodity  adds  to  its  cost  price,  and 
the  normal  profit  is,  of  course,  reckoned  on  the  sum 
which  includes  the  tax.  The  consumer,  therefore, 
has  to  pay  the  amount  of  the  tax,  plus  the  normal 
profit  of  the  distributor. 
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Question  15. 

7.  The  more  direct  a tax,  the  greater  would  be  the 
likelihood  of  its  being  kept  as  low  as  possible  as  it 
is  seen  and  realised  by  the  public.  An  indirect  tax 
is  not  so  readily  realised  and,  therefore,  may  become  a 
dangerous  extravagance. 

Question  16. 

8.  Such  taxation  is  not  economical,  and  further- 
more the  collection  of  indirect  taxes  means  heavy 
increase  of  additional  officials,  salaries,  and  officials’ 
expenses. 

Question  if 

9.  A direct  tax  is  far  more  likely  to  keep  our 
Parliamentary  representatives  studying  economy  than 
any  other  system.  The  taxation  of  the  Wholesale 
and  Retail  Co-operative  Societies  in  the  same  manner 


as  private  traders,  would  bring  in  considerable  addi- 
tional revenue,  and  is  a reform  which  (in  justice 
to  the  private  trader,  with  whom  these  societies 
compete  unfairly  to  the  extent  of  the  taxes  which 
they  evade)  should  have  been  brought  about  long  ago. 

Question  18. 

10.  The  increase  would  naturally  be  the  sum  of  the 
tax  on  additional  profits. 

Question  19. 

11.  The  probable  effect  of  increased  taxes  would  be 
increased  unemployment  and  an  inclination  to  lower 
wages.  Probably  75  per  cent,  of  the  extra  taxes 
would  have  been  spent  in  buildings,  premises,  stocks, 
&c.,  &c.,  and  the  other  25  per  cent,  in  investments. 
Hence,  lesser  taxes  mean  improvement  all  round  and 
lessened  unemployment. 
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REPLY  BY  THE  LATE  LORD  LEVERHULME  TO  THE  COMMITTEE’S 
QUESTIONNAIRE  ( Appendix  I (B)  ). 


S.Y.  “Albion,” 

Off  Burutu, 

Southern  Nigeria, 

20th  December,  1924. 

Dear  Lord  Colwyn, 

Your  letter  of  14th  October  was  posted  after  me 
to  West  Africa,  and  I am  taking  the  earliest  oppor- 
tunity of  replying  thereto,  and  I regret  that  my 
answer  should  be  so  long  delayed.  It  may  be  that 
my  reply  to  your  questions  will  arrive  too  late  to  be 
of  any  service  to  your  Committee.  None  the  less, 
I have  great  pleasure  in  replying  to  your  questions, 
and  with  reference  to  the  question  of  publication, 
you  are  quite  at  liberty  to  publish  the  whole  or  ap- 
portion of  my  replies,  which  are  as  follows : — 

Question  1. — I do  not  possess  sufficient  experience 
to  make  any  reply  of  mine  of  value  or  importance 
to  the  Committee. 

Question  2. — -If  I understand  this  question  aright, 
I would  reply  that  it  must  be  inevitable  that  the 
terms  on  which  capital  can  be  raised  for  industry 
are  greatly  affected  by  the  present  National  Debt 
and  the  movements  of  such  National  Debt.  But,  in 
my  opinion,  the  existence  of  debt  or  the  movements 
of  debt  do  not  affect  the  terms  on  which  capital 
can  be  raised  for  industry  to  anything  like  the 
disastrous  extent  that  the  present  high  rate  of 
Income  Tax,  high  rate  of  Super-tax,  and  high  scale 
of  death  duties  do  affect  the  terms  on  which  capital 
can  be  raised  for  industries  and  commerce. 

Question  3. — It  seems  to  myself  that  it  is  essential 
provision!  should  be  arranged  ever  year  for  the 
gradual  repayment  of  the  present  National  Debt. 
Sub-question  (a) : — 

In  view  of  the  magnitude  of  the  National 
Debt,  the  present  annual  sinking  fund  of 
£50,000,000  cannot  be  considered,  even  when 
increased  by  Budget  surpluses,  as  sufficient.  In 
my  opinion  it  ought  not  to  be  inevitable,  whilst 
increasing  this  rate  of  repayment,  to  increase 
taxes,  but  it  is  essential  to  cut  down  expendi- 
ture on  Civil  Service,  Navy,  and  Army  in  order 
to  achieve  this. 

Sub-question  (b) : — 

The  amount  repaid  .might  be  varied,  but  it 
should  be  varied  upwards  and  not  below  the 
minimum  fixed,  and  the  present  fixed  minimum 
of  £50,000,000  per  year  cannot  be  considered 
excessive. 

It  is  in  my  opinion  desirable  to  apply  Budget 
surpluses  to  the  repayment  of  debt. 

Question  4. — In  my  opinion,  but  I am  not  a banker 
and  my  opinion  is  valueless  on  this  point,  it  is  not 


desirable  to  have  a large  Moating  Debt.  Although 
it  may  be  a convenience  at  certain  times,  Floating 
Debt  should  only  be  temporary  and  conversion  should 
take  place  at  a reasonably  early  date  in  order  to 
maintain,  this  possible  temporary  financing  avail- 
able on  emergency. 

Question  5. — All  debt  charges,  whether  of  Govern- 
ments or  of  private  individuals  must,  if  the  debtors 
are  wise,  produce  restrictions  on  expenditure,  but 
while  private  individuals  will  restrict  their  expendi- 
ture to  clear  themselves  of  debt,  we  are  not  having 
the  restrictions  in  public  expenditure  on  Civil  Ser- 
vice, Navy,  and  Army  that  of  necessity  ought  to  be 
undertaken  in  order  to  restore  at  the  earliest  possible 
moment  the  country  to  nearer  normal  conditions  and 
so  reduce  the  necessity  for  the  present  excessively 
heavy  taxation. 

Question  6. — Deflation  in  prices  brought  about 
artificially  by  drastic  and  hurried  restrictions  on 
credit  are  a public  disaster  in  that  such  deflation 
does  not  benefit  the  consumer  because  it  injures  the 
credit  of  the  producer  and  so  reduces  production. 
Gradual  deflation  of  prices  on  the  other  hand  bene- 
fits trade  by  enabling  the  consumer  to  increase  his 
purchases  and  so  enabling  the  manufacturer  by 
gradually  increasing  output  to  still  further  reduce 
costs  and  consequently  to  still  further  lower  prices. 
It  is  entirely  a question  of  the  speed  at  which  de- 
flation can  wisely  proceed. 

Question  7. — It  is  obvious  that  high  taxation  must 
curtail  the  supply  of  permanent  capital  from  the 
public  and  restrict  the  purchasing  power  of  the 
public.  High  taxation  reduces  the  purchasing 
power  of  the  people  and  therefore  their  demand 
for  goods  and  therefore  the  demand  for  capital  in 
most  industries  is  reduced  also,  so  that  an  auto- 
matic adjustment  takes  place  whereby  when  the 
purchasing  power  of  the  public  is  reduced  the  demand 
for  capital  for  industries  is  correspondingly  reduced. 
As  far  as  my  knowledge  goes,  there  is  no  shortage 
of  capital  for  industries  at  the  present  moment  and 
if  changes  are  gradual  there  is  no  reason  to 
anticipate  a shortage  in  the  future. 

Question  8. — Undoubtedly  the  present  high  rate  of 
taxation  does  deter  enterprise  and  obviously  not 
only  is  a deterrent,  but,  which  is  even  worse  than  a 
deterrent,  makes  it  impossible  for  many  families  to 
effect  any  savings.  Obviously  if  a father  must 
decide  between  cutting  down  the  school  bills  of  his 
children  and  reducing  their  necessary  supplies  of 
food,  clothing,  &c.,  or  cutting  down  his  annual 
savings,  he  will  be  a wise  father  if  he  be  more 
solicitous  for  the  future  and  present  welfare  of  his 
children  than  for  the  amount  of  his  savings. 
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Question  9. — With  reference  to  this  question,  I 
would  refer  to  assaying  by  the  late  Mr.  Gladstone 
to  the  effect  that  “ Money  left  in  the  pockets  of 
the  people  fructified  more  than  in  the  coffers  of  the 
State,”  but  obviously  the  nation  must  bear  what- 
ever taxes  are  required  in  order  to  pay  the  interest 
on  the  debt  and  to  gradually  repay  the  principal, 
and  there  could  be  no  greater  calamity  to  the 
nation  than  to  reduce  taxation  at  the  expense  of 
sound  national  finance. 

Question  10. — 'The  burden  of  excessive  Income  Tax 
is  felt  in  the  higher  prices  for  commodities,  brought 
about  by  the  reduced  purchasing  power  of  the  public, 
resulting  in  smaller  output  of  industries,  and  this 
obviously  limits  the  ability  of  private  firms  and 
Limited  Companies  to  build  up  reserves.  The  com- 
pany that  reduces  dividends  in  order  to  allocate 
profits  to  reserves  would  find  financial  support  from 
the  investing  public  greatly  hampered  thereby. 

Question  11. — 'Undoubtedly  Income  Tax  is  passed 
on  in  prices  to  as  great  an  extent  as  possible  to  the 
consumer  and  does  hamper  exporters  in  competing 
in  foreign  markets  against  nations  with  less  heavy 
taxes. 

Question  12. — Reasonably  high  Death  Duties  uo 
appear  to  myself  to  offer  a favourable  opportunity, 
when  property  is  being  transferred  from  a deceased 
owner  to  new  owners,  for  the  Government  to  receive 
a reasonable  proportion  of  the  estate  on  the  basis 
that  the  Government  makes  costly  expenditure  for 
the  protection  of  property  by  Police  Service,  Navy, 
Army  and  other  branches  of  the  Government  Services. 
For  instance,  the  Police  Service  is  much  more  effec- 
tive in  protecting  property  than  in  protecting  human 
life.  All  citizens  obviously  cannot  be  attended  by 
plain-clothes  policemen  to  protect  life,  but  property 
can  be  so  protected,  and  is  so  protected,  and  there- 
fore when  property  changes  hands  on  the  death  of  a 
former  oiraer,  there  occurs  a favourable  opportunity 
for  property  to  be  taxed  to  make  a special  contribu- 
tion towards  the  cost  of  the  Government  Services. 

I am  of  opinion,  however,  the  present  death  duties 
are  excessive,  and  at  the  earliest  possible  moment, 
when  the  national  finances  permit,  it  would  be  wise 
policy  for  the  Government  to  reduce  them,  but  the 
principle  of  death  duties,  and  even  of  reasonably 
high  death  duties  on  a graduated  scale,  seems  to  me 
to  be  sound  and  just. 

Question  13.- — I do  not  think  that  any  of  the 
stamp  duties  are  seriously  detrimental  to  industry  or 
trade. 

Question  14. — The  whole  of  any  direct  taxation  on 
commodities  plus  a percentage  of  profit  over  and 
above  such  taxes  must  inevitably  be  passed  on  to 
the  consumer  and  therefore  must  hamper  internal 
trade,  and  as  to  external  trade  the  main  reason  why 
Great  Britain  enjoys  a larger  export  trade  per  head 
of  its  population  than  any  other  people  in  the  world 
is  because  Great  Britain  has  access  to  the  world’s 
supply  of  raw  materials  under  free  trade  conditions 
at  the  world’s  lowest  cost  of  production.  It  is  im- 
possible to  limit  import  duties  to  manufactured 
articles,  because  what  is  manufactured  article  for 
one  industry  is  raw  material  for  another. 

Question  15. — It  appears  to  me  to  be  impossible  to 
maintain  any  particular  ratio  between  direct  and 
indirect  taxation.  The  advantages  of  economical 
collection  are  all  in  favour  of  direct  taxation. 

Question  16. — Our  present  system  of  direct  taxa- 
tion, including  death  duties,  does  tend  to  a more 
equal  distribution  of  wealth,  and  when  not  carried 
to  excess,  as  is  the  case  at  the  present  time,  is  in  the 
best  interests  of  the  country  and  of  all  sections  of 
citizens. 

Question  17. — I have  no  suggestions  to  make  with 
reference  to  any  changes  in  the  existing  taxation. 
In  my  opinion  direct  taxation  is  greatly  preferable 
to  indirect,  both  from  the  point  of  view  of  economy 
of  collection  by  the  Government  and  also  of  stability 
of  national  finances  and  the  attainment  of  the  lowest 
possible  cost  of  living  for  the  people. 


Question  18. — Undoubtedly  increased  productivity 
in  trade  and  industry  would  lighten  the  burden 
carried  by  the  nation  of  the  heavy  load  of  the 
National  Debt  caused  by  the  war.  No  increased 
production  is  possible,  however,  without  increased 
demand  and  there  can  be  no  increased  demand  with- 
out increased  purchasing  power  and  this  purchasing 
power  under  the  present  high  taxation  is  seriously 
impaired.  No  reduction  in  taxation  which  deferred 
debt  reduction  would  permanently  relieve  this 
position.  The  only  practical  relief  is  by  the  reduotion 
of  Governmental  expenditure. 

Question  19. — The  present  heavy  taxatfbn,  by  re- 
ducing the  purchasing  power  of  the  people,  is  the 
determinant  factor  in  the  increased  unemployment. 
Those  nations,  on  the  Continent  especially,  who  have 
not  increased  their  .taxation  as  a result  of  the  War, 
have  not  suffered  from  unemployment  to  the  same 
extent  as  has  Great  Britain.  But  this  lower  taxation 
is  merely  a futile  policy  and  certainly  is  not  one  that 
any  British  statesman  would  consider  for  one  moment 
because  the  honour  and  credit  of  Britain  and  the 
stability  of  the  Empire  can  only  be  maintained  by  a 
full,  frank,  and  free  acknowledgement  of  all  debts 
incurred  and  by  regular  payment  of  all  charges  for 
interest  and  the  gradual  repayment  of  all  loans.  To 
maintain  this  standard  is  the  only  possible  British 
policy  and  we  must  face  the  embarrassment  of  high 
taxation  rather  than  risk  incurring  in  the  slightest 
degree  national  discredit. ' 

Undoubtedly  high  taxation  is  the  cause  of  unem- 
ployment and  the  effect  of  that  taxation  must  he 
reduced  savings  and  a reduction  also  of  the  con- 
sumer’s purchasing  power  for  goods. 

Additional  Question  1. — Not  only  is  the  standard 
of  living  of  the  mass  of  the  people  higher  to-day  than 
in  1914  but  every  increase  in  the  standard  of  living 
inevitably  stimulates  the  desire  for  still  better 
living  conditions  and  so  long  as  this  acts  correspond- 
ingly as  a direct  stimulus  to  the  efforts  of  individuals 
to  achieve  improved  living  conditions  this  effect  will 
more  than  counterbalance  the  ill  effect  of  high  taxa- 
tion, but  should  taxation  be  on  so  high  a rate  as  to 
discourage  efforts  simultaneously  that  certain  classes 
of  citizens  are  trained  by  receipt  of  doles  rather  to 
look  to  Government  for  relief  and  help  than  to 
depend  on  their  own  efforts  for  betterment,  so  re- 
ducing the  spirit  of  what  is  called  “ Self-help,”  then 
we  should  inevitably  sink  as  a decadent  nation. 
This  is  unthinkable,  therefore  every  increase  and 
improvement  in  the  standard  of  living  must  be 
so  reached  as  to  be  a direct  stimulus  to  the 
individual  to  achieve  further  betterment.  Then  every 
step  forward  will  widen  the  horizon  for  improvement 
and  stimulate  individuals  to  achieve  further  advances. 
Thus  only  can  the  standard  of  living  be  raised  whilst 
at  the  same  time  strengthening  the  character  and 
will  power  of  the  whole  people. 

Our  standard  of  production  can  only  be  increased 
by  increased  demand  resulting  in  increased  output. 
We  are  not  enjoying  increased  demand,  and  output  is 
consequently  limited  and  below  what  would  have  been 
normal  at  the  present  time  in  view  of  the  increase 
in  population  during  the  last  ten  years.  It  is  our 
lessened  demand  from  consumers  in  our  home  markets 
that  makes  us  relatively  less  able  to  compete  in  the 
world’s  overseas  markets  than  we  were  ten  years  ago. 

Additional  Question  2. — While  our  burden  is  un- 
doubtedly heavier  than  either  ourselves  or  other 
nations  have  borne  in  the  past  after  previous  great 
wars,  the  discoveries  made  by  scientists  in  electricity, 
water  force,  engineering,  transportation,  and  cheaper 
production  of  power  generally,  have  increased  at 
relatively  a much  greater  rate  during  the  last 
century  than  has  our  burden  of  debt.  At  the  end 
of  the  Napoleonic  wars  Great  Britain  had  £800,000,000 
of  debt;  at  the  end  of  the  Great  War,  Great  Britain 
has  £8,000,000,000  or  thereabouts  of  debt,  but  our 
population  is  greater,  our  Empire  overseas  is  larger, 
whilst  our  productions  of  manufactures,  thanks  to 
the  discoveries  of  scientists,  are  more  than  ten  times 
what  they  were  a century  ago. 

Yours  sincerely, 

(Signed)  Levekhtjlme, 
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Appendix  IV. 


MEMORANDUM  SUBMITTED  BY  THE  SCOTTISH  LAND  AND  PROPERTY 

FEDERATION. 


The  following  Memorandum  is  submitted  in 
response  to  the  Committee’s  invitation  to  the  Scottish 
Land  and  Property  Federation  to  supply  a written 
Statement  of  its  views  on  those  aspects  of  the  inci- 
dence of  taxation  with  which  the  Federation  is 
especially  concerned. 

1.  The  Scottish  Land  and  Property  Federation  is 
the  only  organisation  in  Scotland  representing  the 
interests  of  landowners.  Accordingly,  so  far  as 
taxation  is  concerned,  the  only  aspects  of  the  ques- 
tion in  which  it  is  specially  interested  is  the  effect 
of  taxation  on  the  agricultural  landowner  and 
thiough  him  directly  and  indirectly  on  the  agricul- 
tural industry.  The  membership  of  the  Federation 
is  about  1,300,  including  not  only  nearly  all  the 
larger  landowners  in  Scotland  but  a considerable 
proportion  of  the  smaller  proprietors  as  well. 

2.  Taxation  is  levied,  on  land  in  the  form  of  Income 
Tax  (including  Super-tax),  Land  Tax  and  Death 
Duties.  Before  dealing  with  each  of  these  separately, 
it  is  desirable  to  focus  clearly  the  position  of  the 
agricultural  landowner  in  regard  to  his  estates.  His 
relations  with  his  tenants  are  so  closely  interwoven 
that  any  effect  which  taxation  may  have  upon  him 
has  a direct  repercussion  on  his  property  and  those 
who  make  their  living  from  it. 

3.  In  the  first  place,  landed  estates  have  been 
developed  and  established  by  the  expenditure  of 
enormous  sums  of  capital  on  the  part  of  the  land- 
owner.  It  has  frequently  been  stated  that  the  money 
spent  on  the  equipment  and  improvement  of  the  land 
represents  more  than  one  half  of  the  total  capital 
required  by  the  agricultural  industry.  The  money 
suDk  in  this  way  often  amounts  to  more  than  the 
selling  value  of  the  land.  See  Appendix  A annexed 
to  this  Memorandum.* 

4.  In  the  second  place  the  return  on  the  capital 

thus  provided  has  been  far  below  the  yield  from 

capital  provided  for  other  undertakings.  When  the 
standard  return  was  five  per  cent,  the  landowner  was 
content  with  two  and  a half  per  cent,  or  less.  There 
were  many  reasons  for  this,  which  need  not  be 
detailed ; the  result  was  that  the  tenant  farmer  and 
the  agricultural  industry  got  the  benefit. 

5.  In  the  third  place  the  capital  is  in  a most 

illiquid  form.  It  is  difficult  to  realise,  and  its 

realisation  may  affect  not  only  the  landowner  him- 
self but  his  tenants  and  employees  as  well. 


* This  Appendix  is  not  reproduced  in  detail.  It 
showed  the  rental  and  acreage  of  60  farms  (exceeding 
50  acres  each)  and  one  mill  on  the  Buccleuch  Estates, 
together  with  the  estimated  replacement  cost  at  the 
date  of  the  Memorandum  (February,  1925)  of  build- 
ings, fences,  till  drainage,  water  supplies  and  private 
roads,  &c.  In  the  aggregate  the  figures  were : — 
Total  acreage,  18,964 ; rent,  £8,663  5s.  7d. ; rent  per 
acre,  9s.  2d.  Cost  of  Replacement — buildings, 

£281,160;  fences,  £24,320;  till  drainage,  £54,450; 
water  supplies  and  roads,  £22,740;  total  cost  of  re- 
placement, £382,670.  Improvement  per  acre, 
£20  4s.  The  Federation  add  that  the  original  outlay 
and  subsequent  expenditure  on  improvements, 
additions  and  upkeep  would  easily  come  to  two-thirds 
of  the  present  cost  of  replacement.  They  indicate 
also  that  the  cost  of  replacing  fences  is  based  upon 
the  cheapest  form  of  fencing;  to  replace  them  in  the 
existing  form  would  cost  far  more  even  if  labour 
were  available  for  the  purpose.  The  Federation  add 
that  “ it  will  be  seen  that  the  present  value  of  the 
permanent  equipment  is  more  than  forty  times  the 
annual  rental,  or  more  than  the  capital  value  of  the 
estate.” 


Income  Tax  and  Super-tax. 

6.  In  the  view  of  the  Federation  the  present  high 
rate  of  Income  Tax  and  Super-tax  has  the  following 
prejudicial  effects  on  the  agricultural  industry  : — 

(a)  It  hampers  the  provision  of  capital , which 
is  urgently  required.  Anybody  with  a knowledge 
of  agriculture  who  passes  through  the  country 
in  a train  or  a motor  car  with  his  eyes  open  can 
see  that  more  capital  is  needed  for  the  main- 
tenance and  development  of  the  land.  Where 
is  the  money  to  come  from?  As  has  been  stated 
already,  the  landowner  has  supplied  it  in  the 
past.  Where  is  he  to  find  this  fresh  capital  in 
the  future?  In  a Statement  which  was  sub- 
mitted by  the  Federation  to  the  Chancellor  of 
the  Exchequer  in  November,  1921,  figures  were 
given  showing  the  nett  return  from  six  typical 
estates  in  Scotland.  These  figures  are  repeated 
in  Appendix  B to  this  Memorandum.  It  is  clear 
from  these  instances  that  the  margin  left  to  the 
landowner  was  always  small;  high  taxation  and 
increased  rates  of  interest  on  borrowed  money 
have  still  further  reduced  it. 

(b)  It  increases  the  cost  of  maintenance.-  - 
Landowners  have  generally  to  employ  tradesmen 
to  carry  out  their  work.  These  tradesmen,  to 
meet  the  high  taxation  which  is  levied  on  their 
profits,  raise  their  prices  in  order  to  pass  the 
burden  on.  The  landowner  is  not  in  a position 
to  do  the  same.  The  increased  rent  which  a 
tenant  can  pay  for  an  improvement  depends  not 
on  the  cost  of  the  improvement  but  on  what  he 
can  get  for  the  produce  of  his  farm.  This  is 
subject  to  world-wide  competition. 

(c)  It  reduces  the  landowner’ s income  from 
other  sources. — Agriculture  has  been  largely 
financed  by  landowners  out  of  income  from 
sources  other  than  their  land.  When  this  income 
is  curtailed  by  high  taxation  this  source  of 
supply  is  depleted. 

(d)  It  increases  the  rate  of  interest  on  borrowed 
money. — Whilst  the  State  before  the  War  and 
prior,  to  .the  present  burden  of  taxation  could 
borrow  money  at  3 or  3J  per  cent.,  it  has  now 
to  pay  4J  or  5 per  cent.  First  mortgages  over 
landed  property  were  a favourite  form  of  invest- 
ment in  Scotland.  Landowners  frequently 
borrowed  money  on  the  security  of  their  estates 
for  their  improvement  and  development.  The 
security  was  first  class  and  the  rate  of  interest 
in  the  case  of  a well  secured  loan  was  only  a 
shade  higher  than  the  rate  obtained  in  the  case 
of  Consols.  When  an  estate,  therefore,  with  a 
fairly  large  mortgage  secured  over  it  found  the 
rate  of  interest  raised  from  say  3 to  5|  per  cent, 
the  financial  effect  was  disastrous. 

(e)  It  leads  to  reductions  in  the  number  of 

estate  employees. — Retrenchment  being  necessary, 
the  landowner  is  forced  to  explore  every  road 
which  will  lead  to  economy.  He  can  let,  or  try 
to  let  the  mansion  house : this  affects  mainly 
himself  and  his  personal  servants.  He  can 
spend  nothing  on  his  farm  steadings ; this  hits 
his  tenants.  He  can  dismiss  a large  number  of 
his  estate  employees : this,  besides  other  bad 

effects,  causes  unemployment  and  drives  some  of 
the  rural  population,  into  the  towns,  already 
overcrowded  and  full  of  unemployed. 

7.  The  landowner  who  pays  Income  Tax  under 
Schedule  A.  is  in  a less  fortunate  position  than 
the  business  man  who  pays  Income  Tax  under 
Schedule  D.  The  latter  only  pays  tax  on  his  actual 
profits  when  they  are  ascertained;  the  former  pays 
tax  on  an  assessment  based  on  a statutory  value 
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which  is  always  in  excess  of  his  profits  and  then  is 
obliged  to  lodge  a claim,  called  a Maintenance  Claim, 
to  recover  the  excess  tax  which  he  has  had  to  pay. 
The  State,  in  the  meantime,  has  the  use  of  the 
money  for  nothing,  although  the  landowner  may 
have  had  to  overdraw  his  bank  account  to  pay  the 
tax  as  originally  assessed.  This  grievance  is  aggra- 
vated by  the  long  delays,  often  inevitable,  which 
occur  in  adjusting  Maintenance  Claims.  Another 
point  in  connection  with  such  claims  may  also  be 
noted.  Anything  in  the  nature  of  .improvement 
expenditure  is  generally  ruled  out,  though  higher 
standards  of  living  and  more  enlightened  methods 
of  farming  necessitate  an  ever-increasing  expendi- 
ture on  modernising  the  permanent  equipment  of  an 
agricultural  estate. 

8.  The  Maintenance  Claim  nevertheless  is  a great 
boon  to  landowners  who  expend  money  on  the  upkeep 
of  their  estates.  Although  it  is  a hardship  to  pay 
more  tax  than  you  ought  to,  it  is  undoubtedly  a 
relief  to  know  that  you  can  recover  the  overpayment 
later.  This  repayment,  however,  is  subject  to  an 
important  limitation;  it  cannot  exceed  the  amount 
of  the  Schedule  A tax  paid  on  the  estate  in  respect 
of  which  the  Maintenance  Claim  is  made.  The 
Federation  recently  was  interested  in  the  case  of  a 
proprietor  who  owned  three  estates  in  different  parts 
of  Scotland,  each  managed  separately,  and  who  was 
also  possessed  of  other  taxed  income  of  considerable 
value.  In  the  case  of  one  of  his  estates  the  main- 
tenance expenditure,  as  adjusted  with  the  Inspector 
of  Taxes,  exceeded  the  Schedule  A Assessment.  The 
Inspector  of  Taxes  maintained  that  the  proprietor 
could  not  recover  more  tax  than  the  Schedule  A 
Assessment  paid  on  that  estate.  That  is  to  say, 
he  could  not  set  off  the  loss  on  one  of  his  estates 
against  the  taxed  profits  on  another  estate.  The 
Court  of  Session  held  that,  on  a strict  interpreta- 
tion of  the  Schedule  A Rule  governing  Maintenance 
Claims,  the  Inspector  of  Taxes  was  right.  This  seems 
hardly  equitable.  Individuals,  not  land,  pay  taxes. 
In  a case  such  as  that  mentioned  it  is  suggested 
that  the  landowner  should  be  entitled  to  set  off 
the  loss  on  one  of  his  estates  either  (a)  against  his 
other  taxed  income,  or  ( b ) against  other  Schedule  A 
tax  paid  by  him.  As  there  are  special  rules  govern- 
ing Schedule  A tax,  the  latter  is  probably  the  fairer 
proposal. 

9.  Super-tax  follows  the  Schedule  A Assessment. 
Accordingly,  where  there  is  a long  delay  in  adjust- 
ing the  Maintenance  Claim,  the  landowner  some- 
times not  only  pays  more  Income  Tax  than  he  ought 
to,  but  more  Super-tax  as  well.  When  there  is  a 
claim  of  this  sort  awaiting  adjustment,  the  Inland 
Revenue  should  deal  leniently  with  the  demand  for 
Super-tax.  It  was  never  intended  that  people  should 
pay  more  tax  than  they  are  liable  for;  it  is  the 
growing  complexity  of  the  Income  Tax  system  that 
brings  about  such  a state  of  affairs. 

Land  Tax. 

10.  This  is  an  additional  burden  levied  on  land. 
There  is  no  justification  for  it.  The  total  Land 
Tax  paid  in  Scotland  amounts  to  about  £32,000.  It 
is  a fixed  sum  in  the  case  of  each  estate.  When 
estates  are  broken  up  the  tax  has  to  be  allocated. 
This  causes  additional  work  and  the  subsequent  col- 
lection in  small  amounts  is  troublesome  for  the  State. 
It  is  suggested,  therefore,  that  the  State,  in  its 
own  interests  as  well  as  in  the  interests  of  the  tax- 
payer, should  make  the  redemption  price  of  this  tax 
as  attractive  as  possible. 

11.  A further  suggestion  is  also  made.  As  this  tax 
is  borne  solely  by  land,  it  might  with  advantage  and 
in  justice  to  the  agricultural  industry  be  spent  on 
agricultural  research,  or  in  some  other  way,  to  benefit 
the  industry  which  alone  pays  it.  An  analogy  can  be 
found  in  the  motor  licence  duties,  which  are  devoted 
to  the  upkeep  of  the  roads. 

Death  Duties. 

12.  There  can  be  no  question  but  that  the  high 
scale  of  Death  Duties,  introduced  by  the  Finance 


Act  of  1919,  press  with  special  severity  upon  the 
owners  of  agricultural  land  and,  indirectly,  have  a 
very  prejudicial  effect  on  the  agricultural  industry. 
The  main  reason  for  this  is  that  capital  invested  in 
landed  estate  is  not  a liquid  commodity.  In  the 
case  of  capital  consisting  of  investments  and  easily 
liquidated  assets,  it  is  possible  to  meet  the  enormous 
Death  Duties  imposed  on  large  estates  by  realising 
parts  of  the  estate  without  causing  undue  disturb- 
ance of  the  market  or  inflicting  hardships  on  other 
individuals.  When  capital  is  invested  in  stone  and 
lime  and  the  immovable  equipment  of  a landed 
property,  its  realisation  is  not  only  difficult  but 
reacts  on  those  who  are  temporarily  using  that 
equipment  in  their  ordinary  business. 

13.  A landowner  faced  with  high  rates  of  Death 
Duty  can  only  meet  them  in  one  of  the  following 
ways : — 

(i)  By  selling  his  whole  estate.  Taxation 
which  drives  a man  from  the  home  and  property 
which  in  many  cases  has  been  for  generations 
in  the  family  is  surely  based  on  principles  which 
savour  rather  of  confiscation  than  taxation. 
Landowners  have  played  a large  part  in  the 
development  of  the  land  of  the  country  and 
taken  their  full  share  of  the  burden  of  local 
affairs.  Apart  from  personal  considerations,  it 
is  not  in  the  interests  of  the  country  that  they 
should  be  forced  to  abandon  the  role  which  they 
have  played  in  the  social  community  of  the  rural 
districts.  Moreover,  the  passing  of  the  landed 
estate  is  not  the  end  of  the  landlord  but  the 
annihilation  of  the  tenancy  system,  under  which 
the  farmers  of  this  country  have  been  enabled 
to  devote  their  whole  capital  to  their  farming 
operations  instead  of  locking  up  more  than  half 
of  it  in  the  land  and  equipment  which  are 
required  therefor. 

(ii)  By  selling  portions  of  his  estate. — Here 
the  owner  is  faced  with  the  difficulty  of  doing 
this.  A letter  to  a stockbroker  can  arrange  for 
the  sale  of  £50,000  of  securities.  The  sale  of 
£50,000  worth  of  land  is  a very  different  pro- 
position. To  start  with  there  is  the  heavy  ex- 
pense of  advertisement  and  sale  and  the  con- 
veyancing fees,  and  secondly  there  is  the 
inevitable  disturbance-  of  sitting  tenants  who 
may  not  be  able  to  purchase  their  holdings. 
Even  when  the  sitting  tenant  can  buy  he  finds 
a large  part  of  the  liquid  capital  necessary  for 
his  farming  operations  tied  up  and  rendered 
immobile-.  There  are  also  many  consequences 
flowing  from  the  break  up  of  a large  estate 
which  directly  affect  the  local  community.  A 
reduction  in  the  size  of  an  estate  means  a re- 
duction in  the  numbers  of  the  estate  staff. 
Local  labour  is  dispensed  with  and  driven  into 
the  towns.  The  management  too  may  suffer,  as  a 
small  property  does  not  require  and  cannot 
maintain  the  factorial  staff  needed  for  a large 
estate. 

(iii)  By  mortgaging  his  estate. — Such  a mort- 
gage will  probably  not  be  a first  mortgage-  and 
the  rate  of  interest  will  consequently  be  high. 
The  landowner  will  certainly  be  paying  a much 
higher  rate  of  interest  on  his  borrowed  capital 
than  the  interest,  or  return,  which  he  can  get  on 
the  capital  sunk  in  his  estate.  The  result  is  a 
smaller  margin  of  revenue  for  meeting  the  cost 
of  maintenance  and  upkeep. 

(iv)  By  pcmjing  the  Death  Duties  by  instal- 
ments.— 'The  duties  can  be  paid  by  sixteen  half 
yearly  instalments  with  interest  (from  which 
Income  Tax  cannot  be  deducted)  at  4 per  cent, 
on  the  balance  outstanding.  Owing,  however, 
to  the  narrow  margin  of  rental  which  is  avail- 
able after  meeting  taxation  and  the  cost,  of 
maintenance,  there  is  (in  .the  case  of  the  higa 
Death  Duties)  an  insufficient  balance  to  meet  the 
Death  Duty  instalments.  Realisation  of  some 
kind  with  its  consequent  disturbance  is  there- 
fore too  frequently  a necessity. 
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(v)  By  Insurance. — There  are  two  serious 
difficulties  in  the  way  of  making  this  a satis- 
factory means  of  meeting  Death  Duties.  The 
first  is  the  very  large  inroad  made  by  the  annual 
premiums  on  the  nett  rental  of  the  estate,  and 
the  second  is  the  constant  increases  in  the  rate 
of  the  duty.  A landowner  may  insure  against 
a 10  per  cent,  rate  of  Death  Duty  only  to  find 
in  a few  years  that  the  rate  has  been  doubled. 
Moreover  the  sum  insured  under  the  policy  has 
to  be  aggregated  with  the  rest  of  the  estate  and 
may  even  have  the  effect  of  increasing  the  rate 
of  duty. 

14.  The  foregoing  remarks  have  dealt  with  the 
large  Estate.  When  Death  Duties  .have  to  be  paid 
on  the  estates  of  the  new  occupying-owner  class  the 
same  problem  will  arise  as  to  how  cash  is  to  be  found 
to  meet  the  duties. 

15.  The  Federation’s  views  in  regard  to  Death 
Duties  are : — 

(i)  They  are  always  a source  of  difficulty  +o 
the  individual  whose  capital  is  locked  up  in  trade 
and  whose  resources  are  illiquid.  The  landowner 
is  pre-eminently  in  this  category. 

(ii)  In  the  case  of  such  individuals  when  the 
Duties  are  at  a high  rate  they  invariably  have 
a prejudicial  effect  on  his  business  and  those 
connected  with  it.  This  is  particularly  so  in  the 
case  of  the  landowner. 

(iii)  Greater  relief  should  be  given  where  the 
succession  is  quick  and  where  a second  Death 
Duty  becomes  payable  before  the  first  has  been 
paid  off. 

(iv)  In  the  valuation  of  land  for  Death  Duty 
purposes  consideration  should  be  had  to  the  fact 
that  the  annual  income  from  land  is  very  low 
compared  to  its  capital  value.  It  is  suggested 
that  the  Duty  should  be  charged  on  a moderate 
capitalisation  of  the  nett  actual  annual  return, 
that  is,  after  allowance  for  all  outgoings,  subject 
to  this  proviso  that,  if  any  part  of  the  estate 
came  to  be  sold  in  the  lifetime  of  the  person  who 
succeeded,  duty  should  then  become  payable  on 
the  capital  value,  as  at  the  date  of  the  succession, 
of  the  land  sold,  under  deduction  of  the  duty 
already  paid  on  the  annual  value  thereof. 

(v)  If  Death  Duty  is  to  be  charged  on  capital 
value  then  in  valuing  land  for  Death  Duty  pur- 
poses regard  should  be  had  to  the  heavy  cost  of 
realisation. 

(vi)  That  Death  Duties,  being  a tax  on  capital, 
should  be  earmarked  for  the  redemption  of  the 
National  Debt. 

16.  Thei  extreme  pressure  of  taxation  on  landed 
estates  has  been  evidenced'  of  late  by  the  frequent 
formation  of  private  companies  to  hold  and  develop 
them.  In  adopting  the  facilities  of  the  Companies’ 
Acts  landowners  are  seeking  to  secure  that,  as  in 
other  industries,  they  shall  be  taxed  only  on  actual 
realised  income,  and  thereby  to  preserve  that  margin 
of  revenue  which  is  essential  if  they  are  to  be  in  a 
position  properly  to  equip  and  maintain  their  landed 
estates. 

Local  Taxation. 

17.  The  attention  of  the  Federation  has  been 
specially  directed  to  the  point  that  the  incidence  of 
local  taxation  is  not  within  the  province  of  the  Com- 


mittee. Apart  from  the  incidence  of  local  taxation 
it  is  permissible  to  point  out — 

(i)  That  local  rates  have  to  bear  the  cost  of 
services  which  are  national  or  quasi-national  in 
character.  As  an  instance  it  may  be  mentioned 
that  there  are  four  counties  in  Scotland  where 
the  Road  Rate  alone  is  5s.  in  the  £ or  upwards 
on  the  gross  rental.  In  one  district  it  amounts 
to  as  much  as  10s.  lOd.  in  the  £, 

(ii)  That  Landowners  in  Scotland  bear  directly 
a large  share  of  local  rates,  whereas  in  England 
rates  are  paid  by  the  occupier. 

(iii)  That,  with  the  exception  of  the  relief 
given  by  the  Agricultural  Rates  Act  of  1923, 
landowners  in  Scotland  have  had  no  share  in  the 
relief  granted  to  Agriculture  out  of  public  funds. 

Edinburgh, 

February,  1925. 

APPENDIX  A. 

Not  reproduced : See  note  to  paragraph  3 of 

Memorandum. 

APPENDIX  B. 

Net  return  per  & of  Gross 
Rental. 

Before  pay-  After  pay- 
ment of  ment  of 

Income  Tax.  Income  Tax. 
s.  d.  s.  d. 

Estate  A,  Counties  of  Moray 
and  Inverness  : — 


1911-12  

10 

4 

9 

44 

1920-21  

2 

7 

(Nil- 

Loss  llid.) 

Estate  B,  County  of  Forfar  : — 

1911-12  

12 

3 

11 

5 

1920-21  

10 

0 

6 

3 

Estate  C,  Counties  of  Perth, 
Lanark  and  Stirling  : — 

1911-12  

10 

6 

9 

84 

1920-21  

8 

6 

4 

6f 

Estate  D,  County  of  Clack- 
mannan : — 

1911-12  

7 

io 

7 

1 

1920-21  

3 

91 

2 

24 

Estate  E,  County  of  Argyll : — 

1911-12  

6 

0 

5 

3 

1920-21  

4 

24 

2 

74 

Estate  F,  Dumfries  and 
Lanark  : — 

1911-12  

9 

64 

8 

84 

1920-21  

4 

0 

0 

9 

Estate  G,  Dumfries  and 
Roxburgh  : — 

1912  

11 

5 

10 

8 

1920  

6 

44 

2 

104 

It  will  be  seen  that  only 

in  one  case  (Estate  B, 

County  of  Forfar)  is  the  net  return  per  £ of  gross 
rental,  after  payment  of  Income  Tax  for  year  1920-21, 
as  much  as  half  the  net  return  for  year  1911-12, 
while  in  most  cases  the  proportion  is  much  less,  and 
in  one  case  there  is  a deficit  instead  of  a net  return. 

The  figures  in  the  foregoing  analysis  take  no  account 
of  Super-tax.  The  actual  amount  of  Super-tax  paid 
cannot  be  stated,  but  it  is  possible  to  compute  what 
the  Super-tax  would  have  amounted  to  for  year 
1920-21  if  the  estate  dealt  with  in  each  case  had 
represented  the  owner’s  sole  source  of  income.  The 
following  figures  give  the  result  of  the  computation  : — 


— 

Amount 
of  Income 
Tax  paid. 

Amount 
of  Income 
on  which 
Tax  paid. 

Super-tax 

thereon. 

Amount 
per  £ on 
Gross 
Rental. 

Net  return 
before  pay- 
ment of 
Super-tax. 

Result  after  payment 
of  Super-tax. 

Deficit. 

Surplus. 

£ 

£ 

£ 

s.  d. 

s.  d. 

s.  d. 

s.  d. 

Estate  A ... 

2,342 

7,807 

919 

1 44 

0 114 

2 4 

— 

(deficit) 

„ B 

3,393 

11,310 

1,790 

1 114 

6 3 

— 

4 34 

„ C 

3,078 

10,260 

1,527 

1 114 

4 64 

— 

2 74 

„ D 

408 

1,360 

— 

— 

2 24 

— 

2 24 

„ E 

549 

1,830 

— 

— 

2 74 

— 

2 74 

„ F 

1,788 

5,960 

530 

0 114 

0 9 

CM 

O 

— 

„ G 

7,494 

24,980 

5,332 

2 64 

2 104 

0 34 
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STATEMENT  SUBMITTED  BY  THE  NATIONAL  HAS  COUNCIL  REGARDING 
AD  VALOREM  STAMP  DUTY  AND  CAPITAL  DUTY. 


One  of  tlie  objects  of  the  Gas  Regulation  Act,  1920, 
is  to  “ authorise  arrangements  for  the  purchase  by 
agreement,  joint  working  or  amalgamation  of  under- 
takings.” 

The  duties  payable  in  the  case  of  purchase  of  an 
undertaking  by  a company  are  : — 

A.  — (i)  Share  Capital  Duty  of  1 per  cent,  upon 
the  nominal  capital  of  the  buying  company  issued 
in  lieu  of  the  issued  share  capital  of  the  selling 
company. 

(ii)  Share  Capital  Duty  of  1 per  cent,  upon 
the  authorised  but  unissued  capital  of  the  selling 
company  if  the  powers  of  issue  are  acquired  by 
the  buying  company. 

B.  — Loan  Capital  Duty  of  2s.  6d.  per  cent, 
upon  the  loan  capital  of  the  buying  company 
issued  in  lieu  of  the  loan  capital  of  the  selling 
company. 

C.  — Ad  valorem  Conveyance  Duty  of  1 per 
cent,  on  the  full  considerations  for  the  transfer 
of  the  acquired  company. 

In  the  event  of  purchase  of  an  undertaking  by  a 
Local  Authority,  Duty  “.A  ” is  not  payable. 

The  amounts  payable  in  respect  of-  the  various 
duties  in  three  recent  cases  of  purchase  of  gas 
undertakings  by  statutory  gas  companies  have  been 
as  follows  : — - 


1. 

2. 

3. 

A.— Share  Capital  Duty 

...  3,364 

5,512 

2,840 

B. — Loan  „ „ 

94 

333 

161 

C. — Conveyance  Duty 

...  3,386 

6,251 

5,215 

£6,844 

£12,096 

£8,216 

The  above  total  sums  are  equal  to  Id.  per  1,000 
cubic  feet  of  gas  sold  by  the  acquired  companies  dur- 
ing periods  of  two-and-a-half  to  four  years. 

Share  Capital  Duty  (under  heading  “ A ”)  would 
be  paid  by  the  selling  company  when  statutory 
powers  authorising  such  capital  were  obtained  by  the 


selling  company;  therefore,  duty  is  paid  twice  on  the 
same  share  capital. 

Loan  Capital  Duty  (under  heading  “ B ”)  would 
he  paid  by  the  selling  company  when  issuing  the  loan 
capital;  therefore,  duty  is  paid  twice  on  the  same 
loan  capital. 

Amalgamations  of  gas  undertakings  are  in  the 
public  interest.  In  practically  all  cases  of  amalga- 
mations the  price  of  gas  to  the  consumers  in  the 
area  acquired  has  been  reduced.  Owing,  however, 
to  the  consideration,  costs  and  charges  payable, 
benefits  are  in  some  cases  delayed.  Statement  “ A ” 
shows  the  benefits  to  consumers  in  some  receni 
amalgamations  of  gas  undertakings.* 

The  National  Gas  Council  consider  that  the  duties 
payable  upon  amalgamations  are  unfair  and  too 
heavy;  unfair  in  respect  of  Share  Capital  and  Loan 
Capital  Duties,  which  are  paid  twice  upon  the  same 
capital,  and  so  heavy  that  they  tend  to  retard  amal- 
gamations, as  purchasing  companies  cannot  economic- 
ally pay  for  an  undertaking  an  unlimited  price 
including  all  charges. 

Parliament,  in  authorising  the  recent  national 
amalgamations  of  railway  companies,  exempted  such 
from  Capital  Duty  (Railway  Act,  1921,  Section  7 

(iv)  )• 

The  Council  also  consider  that  public  utility  com- 
panies are  deterred  from  carrying  out  desirable 
stock  and  share  arrangements  by  reason  of  the 
Capital  Duty  payable  in  respect  of  additions  to 
existing  nominal  capital  by  reason  of  conversions 
of  stocks  and  shares  under  which  no  additional  cash 
is  used  in  the  business.  Conversions  of  stocks  and 
shares  which  result  in  lower  denominations  gener- 
ally also  result  in  further  issues  of  capital  at  the 
lower  denominations,  which  means  more  nominal 
capital  is  issued  than  would  have  been  the  case  if 
no  conversion  had  taken  place,  and,  consequently, 
more  Capital  Duty  is  paid  upon  such. 

15th  October,  1925. 

* This  statement  is  not  reproduced. 


Appendix  VI. 


REPLY  BY  THE  FEDERATION  OF  BRITISH  INDUSTRIES  TO  THE  COM- 
MITTEE’S QUESTIONNAIRE  OH  THE  CAPITAL  LEVY  (. Appendix  I (£)). 


12 th  February,  1925. 

Dear  Sir, 

Committee  on  National  Debt  and  Taxation. 

I have  to  acknowledge  the  receipt  of  your  letter  of 
the  17th  ultimo,  which  has  now  been  considered  by 
■the  Grand  Council  of  the  Federation.  The  Council 
wish  me  to  thank  you  for  giving  them  an  opportunity 
of  submitting  further  evidence  to  the  Committee  on 
the  subject  of  a Capital  Levy.  The  only  further 
observations  which  the  Council  wish  to  lay  before 
the  Committee  are  as  follows  : — • 

Question  1. 

The  answer  to  the  first  part  of  the  question  is, 
that  in  the  opinion  of  the  Federation  there  is  nothing 
in  the  present  financial  and  ’general  position  of  the 
country  which  makes  it  desirable  that  a large  repay- 
ment of  the  National  Debt  should  be  made  at  an 
early  date.  On  the  contrary,  as  explained  in  the 
written  evidence  already  submitted,  in  the  Federa- 
tion’s opinion  it  is  essential  to  the  welfare  of 
Industry  that  the  annual  payments  should  be  as 
small  as  possible  and  repayment  spread  over  as  long 
a .period  as  possible. 


With  regard  to  the  second  portion  of  the  question, 
in  the  Federation’s  opinion  the  only  justifiable 
method  of  finding  a means  for  repayment  of  debt 
would  lie  in  a severe  restriction  of  expenditure.  At 
the  present  moment,  however,  for  the  reasons  given  in 
their  main  memorandum  of  evidence,*  they  consider 
that  there  are  substantial  grounds  for  believing  that 
in  the  long  run  a reduction  of  taxation  rather  than 
a repayment  of  debt  would  be  the  wisest  way,  at  any 
rate  for  the  next  few  years,  in  which  to  employ  any 
available  funds  arising  from  the  restriction  of  ex- 
penditure. In  their  opinion  a restoration  of  the 
wealth-producing  capacity  of  the  country  by  the 
revival  and  expansion  of  industry  and  employment 
should  he  the  first  objective,  and  repayment  of  debt 
on  any  substantial  scale  should  only  be  undertaken 
when  the  additional  revenue  at  a low  level  of  taxa- 
tion is  available  as  a result  of  this  expansion.. 

The  answer  to  the  third  part  of  .the  question  is, 
that  while  it  is  impossible  to  forecast  what  the  actual 
future  price  level  will  be,  there  are  indications  as  to 
the  limits  within  which  fluctuation  is  probable.  In 
the  first  place,  any  attempt  to  reduce  the  price  level 
by  a policy  of  monetary  deflation  would  meet  with 

* See  Minutes  of  Evidence,  p.  317. 
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strenuous  resistance,  and  therefore  the  only  fall  in 
price  level  which  is  likely  to  take  place  in  the  future 
will  be  that  caused  by  cheaper  methods  of  production 
and  new  inventions;  but  such  a fall  would  in  ail 
probability  be  a very  gradual  process.  It  is,  how- 
ever, unlikely  that  the  price  level  will  continue  for 
very  much  longer  to  be  a matter  within  the 
independent  control  of  individual  countries,  such  .is 
has  been  the  case  during  the  last  five  years.  The 
imminence  of  a return  to  a gold  standard  by  this 
and  other  countries  make  it  probable  that  the  price 
level  in  the  future  will  be  a world  price  level  i.e., 
will  depend  on  the  value  of  gold.  If  we  may  pre- 
sume that  sooner  or  later  the  Genoa  resolutions  on 
Currency  will  be  put  into  effect,  this  means  that  it 
will  largely  depend  on  the  decision  arrived  at  by  a 
Conference  of  the  Central  Banks  of  the  world.  It 
is  difficult  to  conceive  any  such  World  Conference 
agreeing  to  a falling  price  level;  indeed,  past  ex- 
perience would  suggest  that  there  would  be  notable 
influence  in  favour  of  the  contrary  policy,  especially 
when  it  is  remembered  that  the  fifteen  years  before 
the  war,  which  were  generally  regarded  as  years  of 
business  prosperity,  were  years  in  which  the  world 
price  level  was  rising  gradually.  Moreover  the  real 
weight  of  the  burdens,  both  of  national  and  inter- 
national debts  in  the  future  would  depend  on  the 
decision  arrived  at  by  such  a conference. 

Lastly,  regard  must  be  had  to  the  growing  body  of 
opinion  in  favour  of  stability.  If  we  may  assume 
that  there  will  be  a.  compromise,  then  the  most  likely 
compromise  is  the  stabilisation  of  world  prices  at 
somewhere  above  the  present  level. 

As  far  as  can  be  judged,  therefore,  the  probability 
seems  to  be  that  the  future  level  of  prices,  if  it  differs 
at  all  from  the  present  level,  will  be  higher. 

Immediate  heavy  repayment  of  debt  therefore, 
which  might  be  justified  in  circumstances  when  a 
rapid  and  substantial  fall  in  prices  was  to  be 
anticipated,  would  merely  result  in  unnecessary 
sacrifice  and  effort,  since  the  debt  could  be  repaid 
more  cheaply  at  a later  date. 

Remaining  Questions. 

With  regard  to  the  remaining  questions  in  the 
questionnaire,  the  Federation  feel  that  they  have 


been  answered  as  fully  in  their  previous  memorandum 
as  they  can  be  by  an  organisation  representing 
industry.  If  they  may  be  permitted  to  recapitulate 
briefly  the  evidence  already  given,  the  principal 
dangers  to  be  anticipated  from  a Capital  Levy  relate 
to  its  deflationary  aspects.  In  the  opinion  of  the 
Federation  any  rapid  repayment  of  National  Debt 
must  have  a strong  direct  deflationary  effect  on  the 
credit  structure  of  the  country  and  produce  serious 
dislocation  of  the  normal  operations  of  industry, 
thus  reducing  both  output  and  employment. 

In  their  opinion  these  direct  effects  would  be 
greatly  aggravated  by  the  psychological  effects  of  a 
levy.  Even  in  the  most  favourable  circumstances  it 
is  an  extremely  hazardous  operation  to  tamper  with 
a country’s  financial  machine,  and  especially  with 
the  financial  machine  of  a country  in  the  position 
of  Great  Britain,  which  is  the  principal  international 
clearing  house  both  for  money  and  goods;  and  on 
this  ground  alone  the  Federation  would  regard  the 
prospect  of  a Capital  Levy  with  lively  apprehension. 
The  psychological  disturbance  which  would  inevitably 
be  caused  by  such  interference  would  almost 
certainly  be  increased  by  the  political  conditions 
attending  the  enforcement  of  a measure  of  this  kind. 
If  any  suspicion  arose,  as  it  would  be  probable,  that 
the  real  object  of  imposing  the  levy  was  not  the  re- 
payment of  debt  but  the  redistribution  of  national 
wealth,  a fatal  blow  would  have  been  dealt  to  the 
whole  structure  of  confidence  upon  which  a due 
observance  of  contractual  obligations,  the  willingness 
to  bear  risks,  or  to  accumulate  savings,  depend. 

The  great  difficulty  at  the  present  time,  after  the 
experience  and  the  disturbances  of  the  war  years,  is 
to  establish  sufficient  confidence  to  encourage 
individuals  to  save  and  to  adventure  their  savings 
in  the  development  and  expansion  of  industry  and 
trade.  If  that  confidence  were  once  seriously  shaken, 
the  maintenance  of  even  the  present  volume  of 
trade  and  standard  of  living  would  become 
impossible. 

Tours  faithfully, 

D.  L.  Walker, 
Secretary. 
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REPLY  BY  MR.  J.  A.  HOBSON  TO  THE  COMMITTEE’S  QUESTIONNAIRE 
ON  THE  CAPITAL  LEVY  (. Appendix  I (C)  ). 


Answer  to  Question  1 (as  to  case  for  a large  and 
early  repayment  of  debt,  and  method  suggested). 

1.  The  proposal  of  a Capital  Levy,  widely  accepted 
in  1919  as  a desirable  and  practicable  relief  of  the 
burden  of  national  indebtedness,  has  been  carefully 
subjected  to  so  much  delay  as  to  render  it  now  less 
desirable  and  less  practicable.  But  I still  think  that 
such  an  agreed  effort  to  reduce  the  debt  would  be 
advantageous  to  the  nation.  I use  the  term  “ agreed 
effort  ” because  I think  that  a strong  widespread 
resistance  by  owners  of  capital  might  cause  so  much 
financial  disturbance  as  to  turn  the  scale  of  advantage 
against  such  a levy. 

2.  I do  not  anticipate  any  considerable  early 
change  in  the  level  of  prices.  A considerable  rise  in 
the  price  level  would  no  doubt  facilitate  gradual 
repayment  out  of  current  revenue,  especially  in 
periods  of  prosperous  trad©  when  revenue  would’  be 
large  and  War  Loan  cheap. 

Answer  to  Question  2 (as  to  form  of  levy). 

3.  (Section  1). — I accept  the  suggestions  here  stated! 
as  a substantially  sound  basis  for  a Capital  Levy'. 
With  regard  to  (c)  I see  no  reason  for  earmarking 
any  net  savings  for  the  purpose  of  reducing  taxation1'. 
Productive  expenditure  might  in  certain  cases  fur- 
nish a better  use  of  the  savings,  even  for  purposes  of 
promoting  future  revenue 


4.  (Section  2)  (as  to  reduction  of  Sinking  Fund 
after  levy). — I hold  that  it  would  be  better  not  to 
keep  a fixed  contribution  to  the  Sinking  Fund',  but 
to  leave  it  to  the  discretion  of  the  Government  to 
vary  the  contribution  according  to  the  varying  state 
of  the  revenue. 

Answer  to  Question  3 (as  to  equity,  etc.,  of  levy  as 
compared  with  income  taxation). 

5.  Payment  of  a portion  of  the  debt  by  a levy 
would  signify  a larger  proportionate  burden  upon 
owners  of  property  and  recipients  of  unearned 
income,  and  a small  proportionate  burden  upon 
recipients  of  earned  income,  over  a period  of  years. 
Unless  it  can  be  shown  that  this  will  interfere 
seriously  with  future  accumulation  of  capital,  this 
course  may'  be  deemed  both  equitable  and  comfort- 
able to  the  principle  of  ability  to  pay. 

Answer  to  Question  4 (as  to  guarantee  against 
repetition). 

6.  The  lapse  of  time  has  made  a Capital  Levy  less 
acceptable  and  less  productive.  I do  not  think,  how- 
ever, that  the  delay  materially  affects  the  feelings  or 
beliefs  regarding  the  probability  of  a repetition.  No 
guarantee  against  such  repetition  is  desirable.  Were 
another  war  to  give  rise  to  a similar  burden,  it  might 
be  desirable  to  adopt  a similar  policy  of  relief.  Short 
of  this  emergency,  I do  not  believe  that  there  would 
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exist  on  the  part  of  owners  of  capital  any  real  appre- 
hension of  another  levy. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry). 

7.  A Capital  Levy  would  evidently  be  easier  to  carry 
out  and  more  productive  if  applied'  while  trade  was 
prosperous  and  capital  values  high.  But,  apart 
from  financial  disturbances  organised  to  discredit  and 
render  difficult  the  enforcement  of  a levy,  I do  not 
think  that  a levy,  administered  with  due  regard  to 
the  difficulties  of  full  immediate  payment  for  certain 
classes  of  property,  need  he  attended  by  any  serious 
disturbance  of  trade  or  industry. 

Answer  to  Question  6 (as  to  friction  and  dislocation 
of  business  under  a levy  compared  with  that 
under  high  annual  taxation). 

8.  I think  that  a special  act  of  war-sacrifice  on  the 
part  of  the  classes  with  most  ability  to  pay,'  with  the 
object  of  lightening  the  permanent  burden  of  taxa- 
tion for  the  nation  as  a whole,  reduces  the  aggregate 
pressure  of  the  burden  in  the  long  run.  An  organised 
panic  made  by  financiers  and  business  men  in  order 
to  stave  off  a levy  might,  however,  cause  so  much 
friction  and  dislocation  as  to  make  it  better  not 
to  press  the  levy. 

Answer  to  Question  7 (as  to  effects  on  employment). 

9.  I do  not  think  a Capital  Levy  need  have  any 
detrimental  effect  on  employment.  It  would  not 
reduce  the  available  capital  or  labour  in  the  country 
or  affect  the  volume  of  effective  demand.  Indeed, 
such  relief  as  it  afforded  to  the  annual  burden  of 
taxation,  would  tend  to  enlarge  the  volume  of  employ- 
ment, partly  by  stimulating  effective  demand  for  con- 
sumption, partly  by  enabling  more  saving  to  be  made 
from  current  increases.  The  frequent  suggestions  that 
there  would  be  some  shortage  of  working  capital, 
due  to  the  attempt  to  pay  part  of  the  levy  out  of 
liquid  resources,  and  to  the  cancelment  of  War  Loan 
used  as  a basis  of  bank  credit,  are  invalid.  The 
former  suggestion  presupposes  a hard  and  foolish 
administration  of  the  levy.  The  latter  carries  the 
extraordinary  implication  that  a large  debt  is  good 
for  trade  by  expanding  the  volume  of  sound  available 
credit. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

10.  A Capital  Levy,  progressive  in  incidence,  would 
tend  to  distribute  wealth  more  equally,  unless  one 


accepts  the  contention  that  apprehension  of  another 
levy  would  so  deter  future  accumulation  of  capital  as 
to  raise  considerably  the  rates  of  interest  and  profit. 

Answer  to  Question  9 (as  to  effects  on  futuie 
savinys). 

11.  Having  no  belief  in  the  reality  of  apprehensions 
of  another  levy,  I do  not  believe  that  this  cause  will 
interfere  with  future  saving.  The  money  repaid  to 
holders  of  War  Bonds  will  presumably  be  reinvested. 
So  far  as  the  levy,  or  its  instalments,  is  met  out  of 
current  business  incomes,  the  tendency  will  be  to 
effect  special  savings  for  this  purpose,  so  increasing 
the  aggregate  savings  for  the  year  in  question.  The 
individual  savings  of  those  not  subject  to  the  levy 
may  be  enlarged  by  the  relief  afforded  to  their  rax 
payment.  If  the  levy  were  confined  to  individuals, 
no  direct  or  necessary  interference  with  companies’ 
reserves  need  take  place,  except  so  far  as  there  were 
a tendency  to  distribute  a larger  proportion  of  the 
annual  income  in  order  to  facilitate  payment  of  the 
levy  by  the  shareholders. 

Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

12.  I see  no  reason  why  an  early  repayment  of  debt 
by  a special  effort  of  economy,  admittedly  good  for 
the  credit  of  an  individual  business,  should  not  be 
good  for  the  credit  of  the  nation,  alike  as  regards 
terms  for  future  borrowing  at  home  and  abroad, 
unless  it  can  be  shown  that  the  method  of  payment 
is  detrimental  to  the  future  productivity  of  the 
nation. 

Answer  to  Question  11  (as  to  effects  on  sale  of 
securities) . 

13.  Unless  one  supposes  that  the  recipients  of 
money  in  repayment  of  War  Bonds  spent  the  money 
instead  of  reinvesting  it  (a  wholly  unreasonable  sup- 
position) I see  no  reason  why  anything  but  a transfer 
of  ownership  of  securities  at  current  values  would 
occur. 

Answer  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

14.  The  notion  that  a Capital  Levy  might  cause 
deflation  is  attributable  to  the  mistaken  view  that 
bank  credit  is  determined  in  volume  by  the  quantity 
of  paper  collateral,  instead  of  by  the  reserves  held  by 
banks  in  relation  to  the  state  of  trade. 
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REPLY  BY  PROFESSOR  D.  H.  MACGREGOR,  M.C.,  TO  THE  COMMITTEE’S 
QUESTIONNAIRE  ON  THE  CAPITAL  LEVY  (Appendix  I (C)  ). 


Answer  to  Question  I (as  to  case  for  a la/rge  and 
early  repayment  of  debt,  and  method  suggested). 

1.  In  view  of  the  great  uncertainty  as  to  the  future 
of  international  politics,  and  of  the  course  of  prices, 
and  in  view  of  the  magnitude  of  the  debt,  we  should 
try  to  afford  a large  repayment  in  the  next  20  or  30 
years. 

2.  Political  causes  which  would  compel  borrowing 
at  a future  time  would  also  be  likely  to  lead,  in 
advance  of  that  time,  to  increased  military  expendi- 
ture and  taxation,  possibly  to  encroachment  on  any 
Sinking  Fund  now  arranged.  Therefore  a levy  on 
capital  is  a surer  method  of  placing  ourselves  some 
amount  in  hand  with  repayment,  then  arrangements 
to  reduce  expenditure  or  increase  taxation,  which  the 
course  of  events  may  upset. 

3.  The  general,  as  distinct  from  the  financial,  posi- 
tion might  he  improved  by  a levy,  by  removing  in 
part  the  social  objection  to  the  fundholders’  lien, 
based  on  the  fact  that  money  was  borrowed  during 
the  War  which  could  have  been  raised  by  taxation. 


Answer  to  Question  2 (as  to  form  of  levy). 

4.  (Section  1). — Any  levy  should  be  placed  on  the 
material  capital  of  individuals,  ■with  exemption  below 
£5,000.  Personal  capital  is  partly  assessed  in  the 
material  capital  it  creates.  There  is  some  inequity 
in  its  complete  exclusion,  a consideration  which 
should  affect  the  size  of  the  levy. 

5.  In  view  of  equities  and  administrative  problems, 
1,000  millions  is  a reasonable  sum  for  the  present  to 
afford.  The  equities  are  between  capitalists  of  the 
moment  and  of  the  future.  The  administrative  prob- 
lems require  more  definition. 

6.  The  larger  the  levy,  the  more  serious  the  ques- 
tions of  (1)  changes  in  the  values  of  securities  in  the 
process,  especially  of  War  Loan  in  relation  to  other 
securities;  (2)  disposal  of  the  Treasury’s  holdings  of 
securities  paid  over;  (3)  the  consequent  amount  of 
debt  repaid;  (4)  disturbance  to  the  basis  of  credit. 

7.  It  would  be  necessary  to  take  War  Loan  at  a 
premium  on  market  values.  When  the  currency  in 
which  a tax  is  payable  is  not  fixed,  the  payers  will 
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apply  Gresham’s  Law,  and  will  pay  in  the  securities 
they  least  desire  to  keep.  As  War  Loan  will  he 
known  to  be  about  to  appreciate  by  cancellation,  it 
will  as  far  as  possible  be  retained,  unless  a premium 
is  put  upon  it.  For  an  operation  of  3,000  millions, 
this  premium  may  have  to  be  considerable,  and  unduly 
favourable  to  one  form  of  investment. 

8.  Per  contra,  for  so  large  an  operation,  the  Treas- 
ury is  still  liable  to  find  itself  holding  a large  volume 
of  those  securities  which  are  most  difficult  to  dispose 
of  because  they  were  the  most  readily  surrendered. 
It  is  true  that  this  effect  on  security  values  will  be 
distributed  and  that  it  will  not  be  known  what  are 
the  securities  winch  the  Treasury  is  anxious  to  dis- 
pose of.  But  it  must  obtain  cash,  and  with  3,000 
millions  in  question,  there  is  the  risk  of  unfairness 
to  holders  of  some  already  depreciated  industrial 
shares,  or  the  operation,  and  the  uncertainty  of  the 
market,  must  be  prolonged. 

9.  The  yield  of  a large  levy  is  also  liable  to  be 
reduced  by  means  adopted  to  escape  from  it;  e.g. 
settlement  on  friends  or  relatives,  who  would  for  a 
time  live  abroad,  of  securities  whose  income  arises 
outside  this  country. 

10.  (Section  ,2)  (as  to  reduction  of  Sinking  Fund 
after  levy). — A levy  of  1,000  millions  might  save 
15  millions  of  taxation  on  the  present  basis.  This 
could  be  added  to  the  present  Sinking  Fund,  which 
might  then  accumulate  for  20  years  within  a fixed 
charge  of  325  millions,  so  that  the  sum  applied  to 
repayment  in  that  period  would  be,  at  4 per  cent. 
2,930  millions,  inclusive  of  the  levy.  Alternatively, 
the  taxation  saved  at  present  rates  might  be  applied 
to  reduction  of  indirect  taxation,  in  order  to  over- 
come the  existing  regressiveness  of  taxation  as  a 
whole  on  the  lowest  incomes,  in  which  case  about 
2,500  millions  would  in  20  years  be  applied  to  reduc- 
tion of  debt. 

11.  An  accumulating  Sinking  Fund  of  65  millions 
would  in  20  years  at  4 per  cent,  apply  1,930  millions  to 
debt  reduction,  nearly  as  much  as  a doubled  and  con- 
stant Sinking  Fund.  If  the  levy  were  applied  equally 
to  Consols,  because  they  are  a cheap  stock,  and  to  War 
Bonds,  because  they  are  an  undesirable  form  of 
finance,  it  would  redeem  about  1,300  millions  of  debt. 
If  the  Sinking  Fund  were  effective  at  par,  the  whole 
repayment  in  20  years  would  be  about  3', 200  millions. 
If  the  amount  of  surplus  at  existing  rates  of  taxation 
were  applied  instead  to  reduction  of  taxes,  the 
amount  repaid  would  be  about  2,700  millions. 

Answer  to  Question  3 (as  to  equity,  etc.,  of  levy  as 
compared  with  income  taxation). 

12.  Some  inequities  could  not  be  prevented.  The 
rate  of  interest  at  the  time  the  levy  is  imposed  will 
affect  the  respective  amounts  of  nominal  capital 
handed  over  by  holders  of  ordinary  shares  and  of 
fixed  interest  bearing  securities,  a high  rate  being 
against  the  latter ; whereas  income  taxation  for  an 
increased  Sinking  Fund  would  fall  on  actual  incomes 
from  investment.  On  the  other  hand,  progressive 
income  taxation  over  a period  of  time  may  cause 
fluctuating  incomes  to  pay  more  over  that  period 
than  their  average  would  justify,  especially  if  the 
averaging  system  were  given  up ; and  they  may  suffer 
in  this  way  as  compared  with  more  regular  incomes. 

Answer  to  Question  4 (as  to  guarantee  against 
repetition) . 

13.  The  acceptability  of  a levy  has  now  more  refer- 
ence to  future  war  than  to  the  Great  War.  If  the 
growth  of  armaments  became  again  menacing,  or  the 
League  of  Nations  were  imperilled  by  any  unforeseen 
crisis,  there  might  have  to  be  another  levy.  A levy 
now  would  be  part  of  a scheme  to  repay  a substan- 
tial amount  in  20  years,  and  its  acceptance  would 
imply  a provisional  postponement  of  repetition  for 
that  period. 

Answer  to  Question  5 (as  to  effects  on  trade  and 
industry). 

14.  The  supply  of  public  securities  is  now  so  great 
in  relation  to  the  business  of  the  country,  as  com- 
pared with  pre-war  times,  allowing  for  the  change 


in  prices,  that  the  cancellation  of  1,000  millions 
could  probably  be  afforded  without  seriously  affecting 
business  credit.  Some  permanent  appreciation  in 
the  value  of  public  securities  is  also  to  be  expected 
through  cancellation. 

In  view  of  the  question  of  equity  mentioned  above, 
it  would  be  advisable  to  impose  a levy  when  the  rate 
of  interest  was  not  above  4 per  cent. 

Answers  to  Questions  6 ana  -7  (o.s  to  friction  and 
dislocation  of  business  under  a levy  compared 
with  that  under  high  annual  taxation,  dec.). 

15.  The  purpose  of  the  levy  is  to  accelerate  repay- 
ment of  debt.  An  alternative  scheme  for  this  pur- 
pose will  add  to  the  Sinking  Fund  and  to  taxation. 
In  relation  to  friction  and  dislocation,  1,000  millions 
is  a manageable  amount.  But  I do  not  know  with 
what  alternative  proposal  it  is  desired  to  compare  it. 
A doubled  Sinking  Fund  will  mean  a total  charge  of 
400  falling  in  20  years  to  320  millions,  so  that  taxa- 
tion on  this  account  would  be  falling  as  trade  re- 
covered. On  the  levy  proposal  it  would  be  steady  at 
325  millions. 

Friction  and  dislocation,  with  their  effects  on  em- 
ployment, may  be  increased  by  mere  opposition  to 
the  levy ; on  the  other  hand,  the  fact  of  a levy  may 
make  for  industrial  peace  from  the  side  of  labour. 

Answer  to  Question  8 (as  to  effects  on  distribution 
of  wealth). 

16.  The  levy  cancels  and  does  not  transfer,  capital 
values.  Fundholders  not  liable  to  the  levy,  for 
example,  receive  cash  instead  of  their  War  Loan, 
which  is  destroyed.  The  equalisation  of  wealth  aefa 
once  only,  through  the  sums  levied,  not  twice, 
through  the  transfers  of  these  sums.  This  is  the 
direct  effect.  The  indirect  effect  is  through  an  in- 
crease in  the  progression  of  taxation,  which  is  the 
lesult  of  any  levy  which  is  at  least  as  progressive 
86  existing  taxation  as  a whole.  A levy  of  1 000 
millions  would  imply  rates  varying  from  2 per  cent, 
on  estates  of  from  5 to  10  thousands  to  a maximum 
of  .20  per  cent.,  and  this  is  more  progressive  than 
existing  taxation  as  a whole.  Progression  would 
also  be  increased  by  the  fact  of  exemption  below 
£5,000. 

Answer  to  Question  9 (as  to  effects  on  future 
savings). 

17.  Those . liable  to  a levy  would  not  have  any 
reason  to  diminish  future  savings,  except  in  so  far 
as  they  feared  its  repetition.  So  far  as  savings 
aimed  at  a definite  provision  for  the  future  they 
might  be  increased. 


There  is  no  obvious  influence  on  the  savings  of 
those  not  liable. 


Companies’  reserves  would  not  be  liable,  but  thev  ' 
are  liable  to  taxation. 


18.  Ihe  fear  of  repetition  would  therefore  be  the 
largest  influence  on  aggregate  savings.  This  would 
itself  be  measured  by  the  administrative  success  of 
the  levy,  and  the  public  realisation  of  what  an 
alternative  method  of  redemption  would  have  cost 
m taxation  The  latter  would  not  be  realised  unless 
the  levy,  when  imposed,  was  fully  explained  in  rela- 
twn  to  it  There  might  also  be  some  fear  that  a 
successful  levy  for  reduction  of  debt  might  cause  the 
method  of  Capital  Levy  to  become  a fiscal  instrument 
ror  other  purposes. 


Answer  to  Question  10  (as  to  effects  on  national 
credit  at  home  and  abroad). 

19.  The  influences  on  national  credit  will  show 
tnemselves  at  some  future  time,  if  a financial  emer- 
gency then  arises.  Our  present  finance  should  have 
in  mind  the  criticisms  which  will  be  made  then  if 
the  problem  of  the  debt  has  not  been  firmly  handled 
Similar  criticisms  would  be  passed  on  inadequate 
military  preparation ; and  since  military  organisation 
on  a large  scale  is  still  thought  necessary,  arrange- 
ments for  the  mobilisation  of  finance  should 
accompany  it.  But  on  this  ground  there  is  nothing 
to  choose  between  a levy  and  an  equally  effective 
adjustment  of  taxation. 
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A ns  web  to  Question  11  (as  to  effects  on  sale  of 
securities). 

20.  See  reply  to  Question  2 (paragraph  6 et  leg). 

Answeb  to  Question  12  (as  to  extent  of  deflation 
involved  by  levy). 

21.  The  proportion  of  securities  in  estates  oyer 
£5,000  increases  from  about  50  per  cent,  to  about  60 
per  cent,  in  the  large  estates.  A levy  with  a 
maximum  of  about  20  per  cent,  would  leave  a large 

’margin,  before  pledged  securities  were  encroached  on. 
The  best  collateral,  and  the  investments  of  banks, 
will  appreciate  somewhat  in  the  process. 

Answeb  to  Question  13  (as  to  net  annual  saving 
effected  by  levy). 

22.  A Capital  Levy,  because  of  its  effect  on  the 
bases  of  taxation,  is  not  a powerful  method  of  reduc- 
tion of  taxation.  But  it  should  be  remembered  that 
alternative  schemes  for  reducing  debt  rapidly  will 
imply  higher  taxation. 

For  a levy  of  1,000  millions,  the  net  saving  in 
taxation  at  existing  rates  would  be  from  15  to  18 
millions,  estimated  as  follows : — 

Millions. 


Gross  saving  in  income  taxation 
Loss  of  Income  Tax  ... 

10 

45 

,,  ,,  Super-tax 

9 

,,  ,,  Death  Duties  

8 

27 

Net  saving 

18 

This  estimate  probably  errs  in  excess. 

[In  estimating  the  loss  on  Death  Duties,  a weighted 
multiplier,  varying  from  15  to  50  was  used,  in  order 
to  allow  for  more  rapid  falling  in  of  the  largest 
estates,  which  are  probably  those  of  older  people. 

The  estimate  for  Super-tax  was  obtained  from  the 
Estate  Duty  returns,  on  the  assumption  that  estates 
of  £20,000  and  over  were  those  of  Super-tax  payers. 


In  this  case,  since  living  persons  are  being  considered, 
The  multiplier  is  weighted  from  40  at  the  £20,000 
level  to  15  for  the  largest  estates.  The  income  on 
the  amounts  leviable  on  a progression  of  levy  from  6 
to  20  per  cent,  was  taken  at  7 per  cent.  The  Super- 
tax rates  were  filled  in  freehand,  but  as  carefully  as 
possible,  with  the  help  of  the  calculated  table  of  the 
Commissioners  of  Inland  Revenue,  e.g.,  estates  of 
from  £50,000  to  £100,000  were  taken  for  Super-tax 
at  an  average  rate  of  10  per  cent.,  corresponding  to 
an  average  income  of  £8,000.] 

Answeb  to  Question  14  (as  to  methods  of  valuation, 
etc.). 

23.  Problems  of  valuation,  and  of  the  finance  of 
private  businesses-,  might  defeat  the  proposal  for  a 
levy.  The  purpose  of  imposing  a maximum  of  1,000 
millions  is  to  enable  payment  to  be  made  within  the 
year  taken ; it  assumes  that  income  and  capital  can 
stand  between  them  a burden  equal  to  1J  times  annua! 
taxation  as  it  exists.  No  one  who  has  not  access  to 
evidence  on  the  problems  of  valuation,  additional  to 
those  which  exist  for  Death  Duties,  and  of  company 
finance,  can  decide  how  formidable  they  are.  The 
life  interest  is  the  chief  of  these  problems,  since 
settled  property  is  about  one-sixth  of  the  value  of 
capital  holdings.  The  longer  the  time  taken  to  deter- 
mine special  assessments,  or  the  time  given  to  make 
payment  in  special  cases,  the  greater  the  danger  that 
the  levy  will  be  raided  for  other  purposes  than  debt 
repayment. 

Answeb  to  Question  16  (additional  points). 

24.  If  the  evidence  from  experts  in  problems  of 
valuation  showed  a levy  of  even  1,000  millions  to  be 
inexpedient,  .1  would  go  back  to  the  alternative 
proposals  of  my  evidence-in-chief,  raising  the  Sinking 
fund  to  >66  millions  initially,  if  the  method  of  a fixed 
charge  were  adopted.  But  I think  that  the  other 
method,  of  budgeting  for  the  debt  as  one  surplus,  and 
proceeding  by  decennial  periods,  is  more  elastic.* 

* Sea  Minutes  of  Evidence,  page  424,  para.  8 et  seq. 
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A PLA.N  FOR  THE  REDUCTION  OF  THE  BRITISH  NATIONAL  DEBT: 
SUBMITTED  BY  PROFESSOR  R.  A.  LEHFELDT,  D.Sc.,  UNIVERSITY 
OF  THE  WTTWATERSRAND,  JOHANNESBURG-. 


1 . The  notion  of  a Capital  Levy  is  one  for  which  it 
would,  in  any  case,  be  difficult  to  win  the  approbation 
of  business  opinion  in  England ; but  it  has,  in  fact, 
been  so  confused  with  the  notion  of  steeply  pro- 
gressive taxation  that  it  has  come  to  be  associated 
with  the  antipathetic  feeling  aroused  by  the  latter, 
and  has  therefore  not  had  a fair  hearing  for  itself. 
This  is  the  fault  of  the  exponents  of  the  Capital 
Levy,  who,  wishing  to  advocate  fiscal  changes  of  the 
kind  loosely  called  socialistic,  have  not  resisted  the 
temptation  to  divert  their  proposals  for  a levy 
towards  such  aims.  This  has  produced — or  intensified 
— an  impression  among  the  public  that  a Capital  Levy 
is  -a  socialistic  device. 

2.  It  is  not,  really,  anything  of  the  sort;  it  is 
essentially  a compounding  of  Income  Tax.  Like  any 
other  tax,  it  may  be  used  for  political  ends,  but 
there  is  nothing  inherent  in  it  that  has  one  political 
complexion  rather  than  another.  It  is  well,  there- 
fore, to  examine  whether  such  compounding,  apart 
from  any  change  in  the  incidence  of  taxation,  would 
be  of  use. 

3.  Among  the  circumstances  of  British  finance  at 
present,  we  may  note,  as  outstanding,  first  the 
enormous  capital  amount  of  the  debt  which  weighs 
upon  the  national  credit;  second,  the  obligation  to 
convert  large  amounts  of  debt  during  the  next  five 
years  or  so;  third,  the  widespread  opinion  that  the 
present  heavy  taxation  leads  to  the  spending  of  a 


good  deal  of  income  which,  in  the  national  interest, 
should  be  saved.  It  is  as  an  attempt  to  mitigate 
these  undesirable  circumstances  that  the  following 
scheme  is  put  forward. 

4.  It  is  proposed  to  introduce  a system  of  com- 
pounding Income  Tax  on  “ unearned  ” incomes,  a 
system  which  should  at  first  be  voluntary,  and  if 
successful  should,  later,  be  made  compulsory.  It  is 
proposed  to  deal  only  with  the  normal  tax,  leaving 
any  question  of  the  Super-tax  for  later  consideration. 

5.  Most  of  the  unearned  income  is  in  the  -hands  of 
the  older  members  of  the  community;  if  these  were 
given  the  opportunity  of  compounding  for  future 
payments  of  Income  Tax,  a substantial  capital  sum 
would  accrue  to  the  Treasury,  which  could  be  used 
to  deal  with  the  maturing  debt.  To  compound  at 
the  present  rate  of  tax  would,  of  course,  deprive  the 
taxpayer  of  the  chance  of  a reduction  in  the  rate, 
whatever  that  chance  may  be;  but  as  compensation 
he  would  be  relieved  of  tax  on  the  increase  in  his 
property.  He  would  then  be  perfectly  clear  as  to 
his  financial  position,  and  the  normal  motive  to  save 
should  be  fully  operative. 

6.  The  compounding  should  be  limited  to  the  older 
people,  because  at  earlier  ages  men  are  earning  freely 
and  adding  to  their  fortunes,  so  that  to  guarantee 
them  immunity  from  taxation  would  deprive  the 
Treasury  of  access  to  too  large  an  amount  of  new 
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wealth.  The  precise  limit  of  age  would  be  a matter 
for  detailed  consideration;  we  will  assume  fifty-five, 
provisionally. 

7.  The  scheme,  then,  is  to  capitalise  the  “ un- 
earned ” income  of  persons  over  fifty-five,  at  a rate 
of  interest  to  be  specified,  say,  4-1  per  cent.,  in 
accordance  with  their  expectation  of  life,  and  to 
allow  them  (later  probably  compel  them)  to  com- 
pound for  all  future  payments  of  normal  tax  on 
unearned  income  during  their  lifetime,  by  taking 
one-fifth  of  that  amount. 

8.  E.  £?.,  a man  of  sixty,  has  unearned  income  of 
£1,000  a year.  His  expectation  of  life  (English  life 
table  No.  8)  is  13'78  years.  An  annuity  for  this 
period,  interest  being  reckoned  at  4J  per  cent,  is 
worth  10-27  years’  purchase,  or  £10,270.  The  levy 
would  therefore  be  £2,054.  This  should  be  paid  in 
cash  or  Government  securities,  taken  at  a price  which 
would  be  published  from  time  to  time.  The 
authorised  prices  would  be  such  as  to  give  a slight 
preference  to  loans  maturing  shortly.  The  levy 
would  in  this  case  reduce  the  interest  payment  on 
the  National  Debt  by  about  £100  a year. 

9.  This  outline  of  the  scheme  may  be  elucidated  by 
various  details.  In  any  scheme  a compromise 
between  the  interests  of  the  taxpayer  and  the 
Treasury  has  to  be  aimed  at,  and  accordingly  features 
will  be  found  that  individually  lean  too  much  to  one 
side  or  the  other;  the  aim  has  been  to  effect  a 
reasonable  balance  on  the  whole. 

(а)  No  abatement  is  allowed  on  the  taxable 
capital.  Many  taxpayers,  having  earned  income 
as  well  as  unearned,  would  continue  to  pay  tax 
on  that  and  would  obtain  the  usual  abatements. 
But  to  avoid  hardship  on  the  small  rentier,  the 
scheme  should  not  be  made  compulsory  on  per- 
sons having  less  than  a certain  total  income,  say, 
£600  a year.  The  capital  owned  by  the  class 
below  this  limit  is,  in  any  case,  not  an  important 
part  of  the  whole. 

(б)  The  saving  in  interest  would  be  less  than 
the  tax  foregone,  since  it  is  reckoned  on  the  life 
interest  of  the  capitalist  and  not  on  the  full 
value  of  the  capital.  For  instance  in  the  case 
supposed  above,  if  the  taxpayer  had  no  earned 
income,  were  married,  and  had  no  dependent 
children,  the  tax  would  be  4s.  in  the  pound  on 
£662  10s.  or  £132  10s.  a year,  so  that  there  would 
be  an  immediate  net  loss  to  the  Treasury  of  about 
£30  a year.  The  compensation  for  this  lies,  of 
course,  in  the  fact  that  the  reduction  of  debt  is 
permanent,  while  as  soon  as  the  taxpayer  dies 
and  his  property  is  bequeathed  to  someone  else 
it  would  become  liable  to  tax  again.  But  the 
immediate  loss  has  to  be  met,  and  it  is  proposed 
that  it  should  be  considered  as  a charge  against 
the  Sinking  Fund.  The  scheme  would,  in  fact, 


be  equivalent  to  a sinking  fund  that  cannot  be 
“ raided  ”;  so  as  this  new  means  of  debt  redemp- 
tion was  provided  it  would  be  legitimate  to 
utilise  part  of  the  £50  millions  a years  now  set 
aside  to  aid  in  bringing  it  into  operation. 

(c)  Whilst  it  is  part  of  the  scheme  that  the 
taxpayer,  after  compounding,  should  be  free  to 
augment  his  capital  by  economy  and  good 
management,  it  is  not  reasonable  that  he  should 
■ be  free  from  taxation  on  money  received  by 
bequest.  An  exception  would  have  to  be  made 
in  this  sense.  It  should  not  be  difficult  to  carry 
out,  since  property  passing  by  bequest  is  exposed 
to  the  scrutiny  of  the  Inland  Revenue  Depart- 
ment, as  it  is,  and,  moreover,  only  a minority 
of  bequests  are  received  by  the  older  members 
of  the  community.  Arrangements  could  be  made 
for  a fresh  composition  on  the  augmentation  of 
capital  received  by  bequest. 

10.  It  would  not  seem  that  the  administration  of 
Income  Tax  would  be  rendered  any  more  difficult  by 
the  change,  though,  of  course,  claims  for  refund 
of  tax  paid  at  the  source  would  be  involved;  this 
should  not  be  more  troublesome  than  scrutiny  of 
returns  for  tax  due  and  for  exemptions. 

11.  How  much  would  be  yielded  by  the  scheme 
could  only  be  ascertained  by  actuarial  calculations 
on  data  which  the  present  writer  has  not  access  to. 
The  first  levy  should,  however,  be  a considerable 
fraction  of  the  six  and  a half  milliards  of  internal 
debt,  and  there  would  be,  subsequently,  an  annual 
contribution  from  taxpayers  reaching  the  age  that 
would  bring  them  within  the  operation  of  the  scheme. 

12.  One  of  the  good  features  of  it  is  that  by 
beginning  on  a voluntary  basis  the  financial  opera- 
tions involved  would  pass  off  quite  smoothly,  and 
the  commercial  world  would  become  reassured  that 
no  dislocation  of  the  money  market  was  involved. 
Such  fears  are,  indeed,  groundless,  as  has  been  shown 
by  writers  on  the  Capital  Levy;  but}  experience 
would  convince  the  world  far  more  thoroughly  than 
the  arguments  of  economists,  and  much  of  the  exist- 
ing hostility  to  a levy  would  die  away. 

13.  The  plan  may  thus  be  expected  to  lead  to  the 
following  main  results  : — 

Provision  of  a capital  sum  sufficient  to  meet 
maturing  obligations  and  make  a large  reduction 
of  the  debt;  thus  improving  British  national 
credit  and  facilitating  conversion  of  other  por- 
tions of  debt,  especially  the  5 per  cent.  War 
Loan  (1929-47). 

Encouragement  to  thrift. 

The  University, 

Johannesburg. 

October,  1925. 
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National  debt,  interest  on,  p.  132  (lb),  1976. 

National  Savings  certificates,  1883. 

Prices : 

Future  level,  p.  480  (10). 

and  Income  tax,  p.  133  (10),  1910-6,  1995-6. 

Purchasing  power,  p.  133  (3a,  8),  1982. 

Bedemption  of  debt,  p.  132  (lb),  pp.  132-3  (3a), 
p.  133  (3b),  p.  133  (10),  1838-9,  1840,  1853-78, 
1879-80,  1884-91,  1910,  1943-52,  1976,  2018-32, 
pp.  479-80  (1,  3-7). 

Besidence  abroad,  p.  133  (9b),  1907-9. 

Saving,  p.  132  (lb),  p.  133  (11),  1786-8,  1847-51, 
1855-60,  6660-94. 

Sinking  Fund,  1840,  1842-7,  6796-8. 

Stamp  Duties,  p.  133  (13). 

Taxation,  general  burden,  1786-9,  1800-6,  1815-26, 
1830-4,  1842,  1846,  1850-1,  1852-78,  1884-91, 

1953-5,  1960-79,  2015-7,  2025,  p.  480  (8-9), 
6735-65. 

Trade  depression,  1963-6,  1966-74,  1983-9,  2001-6. 

Unemployment,  1966-9,  1984-9,  2018-32,  p.  480  (9). 

Wealth,  distribution,  1849. 


MANN,  SIB  JOHN,  representing  the  Joint  Com- 
mittee of  Councils  of  the  Chartered  Accountants 
of  Scotland:  pp.  243-7,  3375-3688. 

Budget  surplus,  3662-4. 

Businesses,  establishment  abroad  to  escape  tax, 
p.  245  (33). 

Capital  : 

Beserves  of  Companies,  p.  244  (10-15),  3486-91, 
3414-7,  3493-4,  3498-9. 

Shareholders’  return  on,  p.  244  (11,  15),  3414, 
3463-4,  3486-91. 

.‘Supply,  P-  244-5  (19-22),  p.  247  (71),  3466-9,  3625. 
Customs  and  excise  duties,  p.  247  (66-70). 

Death  duties,  p.  246  (43-7),  3600,  3608. 
Depreciation,  3416-7,  3439. 

Expenditure,  p.  246-7  (59-65),  p.  247  (73,  77). 
Investment  abroad,  p.  245  (34-5). 

Living,  standard  of,  p.  244  (18),  p.  247  (75),  3674-6. 
Output  : 

and  Trade  Associations,  3580-5,  3597. 
and  Trade  Unions,  p.  247  (74). 

Prices  and  taxation,  p.  244  (8-10),  p.  247  (66-9,  71), 
3377-81. 

Productivity  of  the  country,  p.  246  (53),  3671-3. 
Bedemption  of  debt  and  savings,  p.  246  (48-58), 
3466-8,  3625,  3657-9,  3662-4. 

Besidence  abroad  to  escape  tax,  p.  245  (33,  36-9). 
Savings,  p.  245  (23-7),  p.  247  (71). 

Taxation,  general  conclusions,  p.  247  (71-7). 


MABTIN,  SIB  JAMES,  F.S.A.A.,  representing  the 
Association  of  British  Chambers  of  Commerce : 
pp.  288-292,  4026-4241,  pp.  576-80,  8153-8283. 

Allied  debts,  p.  289  (23),  4119-20,  4126-8,  4153-8, 
p.  577  (2),  8158-9. 

Association  of  British  Chambers  of  Commerce, 
p.  288,  4060-3,  p.  576,  8154,  8281. 

Budget  surpluses,  p.  289  (14-15),  4082-105. 


MABTIN,  SIB  JAMES,  F.S.A.A.— cont. 

Capital  : 

Average  amount  per  man  employed,  p.  579  (54), 
8250-60. 

Government  credit,  p.  288  (3),  pp.  288-9  (9-12), 
4029-38,  4041-57,  4064-76. 

Supply,  p.  228  (1-5),  p.  289  (17-23),  4041-57. 
Capital  Levy  : 4231-6,  pp.  576-80,  8153-283. 
Annual  net  saving,  p.  580  (72-3),  8274-7. 

Effects : 

on  Distribution  of  wealth,  p.  579  (56-7). 
on  Employment,  p.  579  (53-5),  8250-60. 
on  Sale  of  securities,  p.  579  (65-8). 
on  Savings,  p.  579  (58-60). 
on  Trade,  p.  578-9  (43-52),  8239-49,  8262-72. 
Equity,  p.  577  (8,  12-19),  p.  578  (27-36),  8186-204, 
8212-37. 

Exemption  limit,  p.  577  (17-19),  8196. 

Form,  p.  577  (10,  11,  13-16),  8187-9,  8193. 
Payment,  p.  577  (10),  p.  580  (77). 

Bepetition,  guarantee  .against,  p.  578  (40-42). 
Valuation,  p.  578  (33,  34),  p.  580  (74-76),  8278-80. 
Conversion,  p.  289  (12),  4028,  p.  577  (5),  8171-3. 
Credit,  supply,  p.  288  (1-5),  4052-8,  p.  578  (45), 
p.  579  (52),  8228-32. 

Customs  and  excise  duties,  p.  292  (77-8). 

Death  duties,  p.  291  (61-7),  4231,  8198. 
Depreciation  and  wasting  assets,  p.  289  (25),  4175-8, 
4185-212. 

Enterprise  and  initiative,  p.  289  (17-18,  22),  p.  291 
(58-9). 

Evasion,  p.  291  (57). 

Excess  profits  duty,  4231-4,  8206. 

Exporters,  pp.  289-90  (24-31). 

External  debt,  p.  288  (5),  4059,  8160. 

Floating  debt,  p.  288  (6-8),  4027. 

Foreign  investments  in  England,  p.  290  (44-5). 
Foreign  loans,  p.  289  (22). 

Indirect  taxation,  292  (75,  76). 

Industry  as  holders  in  debt,  p.  290  (32-4). 
Investment  abroad,  p.  290  (46-8). 

Living,  standard  of,  8184. 

Prices  and  taxation,  p.  290  (42-3),  p.  290  (51-3), 
4213-30. 

Public  expenditure  economy,  p.  289  (23),  4121-3, 
4129-40,  8168-71,  8174-5. 

Purchasing  power,  p.  290  (37-43). 

Beserves,  p.  289  (17,  23,  26),  p.  290  (35),  4039-40, 
4159-69. 

Besidence  abroad  to  escape  tax,  p.  290  (50). 

Saving,  p.  291  (54-6). 

Sinking  Fund,  p.  289  (13-15),  4077,  4079-82,  4086, 
4107-8,  4115-6,  4125-6,  4149-52,  p.  577  (6),  8155-7. 
Stamp  duties,  p.  291  (68-73),  4237-8. 

MATTHEWS,  MBS.,  and  ENFIELD,  MISS  A. 
HONOBA,  representing  the  Women’s  Co- 
operative Guild  : pp.  471-72,  6479-597. 

Capital  levy,  p.  472  (21),  6575-7. 

Income  tax,  p.  472  (13,  14),  6496,  6528,  6531-43. 
Indirect  taxation,  pp.  471-2  (8)  (10-13),  6482, 
6509-15,  6525-43,  6578-97. 

Land  values  taxation,  p.  472  (13),  6531-5. 
Purchasing  powers,  p.  471  (4-6),  6480-507. 
Bedemption  of  debt,  p.  472  (20,  22),  6559,  6573-7. 
Social  services,  p.  472  (18),  6569-72. 

Taxation,  effects  of,  according  to  purpose  to  which 
applied,  p.  472  (15,  17),  6546-68. 

Wealth,  distribution  of,  p.  472  (19),  6558-63. 


NATIONAL  CHAMBEB  OF  TBADE,  evidence  on 
ibehalf  of,  see  Clark,  J.,  Walker,  J.  P.,  and 
Blakemore,  Felix  J.,  F.G.I.,  pp.  189-4,  2590-721. 

NATIONAL  GAS  COUNCIL,  statement,  p.  690. 

NATIONAL  UNION  OF  MANUFACTUBEBS,  evi- 
dence on  behalf  of,  see  Wright,  B.  S.,  M.I.E.E., 
pp.  92-3,  1158-1350. 

NIEMEYEB,  Sir  O.  E.,  K.C.B.,  Controller  of 

Financfe,  H.M.  Treasury:  1-96,  8648-8837. 
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NIEMEYER,  Sir  0.  E.,  K.O.B.— cont. 

Bonds  of  which  capital  and  interest  to  be  paid 
according  to  official  index  numbers,  881£r20. 
Conversions,  89-91,  8S48-68,  8S03-4. 

Death  duties,  8805-14. 

Estate  duty,  new,  for  debt  redemption,  8820-4. 
Floating  debt,  65,  8668,  86S9-726. 

Mr.  Hoare’s  scheme,  8824-5. 

Investment  abroad,  influence  of  Sinking  Fund, 
8825-9. 

Loans  : 

Interest  charge,  8668-71. 

Irredeemable  v.  redeemable,  8777-89. 

Issue  at  heavy  discount,  8759-78. 

Loans  from  Allied  Governments,  62-5. 

National  Debt,  statistics,  36-80. 

Non-residents,  91. 

Price  levels  at  which  debt  created,  8673-4. 
Redemption  of  debt,  68-78,  88-9. 

Savings  certificates,  45-60,  8726-30,  8741-59. 

Sinking  fund,  68,  80-7,  8648,  8672,  8790-805. 
Linking  up  with  expenditure  on  public  works, 
8815. 

Sinking  funds,  specific,  8759,  8781-4,  8814-5. 

Tax  privileges  on  loans,  8674-89. 

Terminable  annuities,  8835-7. 

Terms  of  reference  of  Committee,  scope  of,  1-35. 
Trade  facilities  loans,  41. 

Trustee  stocks,  area  of,  8825,  8830-5. 

War  bonds,  redemption  premium  payable,  46. 
War  loans,  number  of  individual  holdings, 
difficulty  of  giving  figures,  92-6. 

PAINE,  WILLIAM  WORSHIP:  pp.  369-91,  5091- 
5348.  - 

Capital  levy,  pp.  369-72,  5091-5340. 

Effects  of,  p.  369-72,  5091,  5206-83,  5290-300, 
6328. 

Conversion,  5104-9. 

Death  duties,  5285-8. 

Deflation,  p.  371  (33),  5218-42,  5247-50,  5301-2. 
Floating  debt,  p.  372  (46),  5340-6. 

Foreign  investments  in  England,  p.  371  (27),  5242. 
Income  tax,  pp.  369-90,  (9-11),  5091  (8),  5132-9, 
5169-204,  5304-14. 

Private  businesses,  p.  372  (41,  44-5),  5242,  5328. 
Profit  sharing,  521-8. 

Redemption  of  debt,  p.  369  (1-2),  5093-103,  5109. 
5127-31. 

Sinking  Fund,  p.  369  (8),  5094-103,  5140. 

Wealth,  redistribution,  p.  370  (15-16),  5258-82. 

PEASE,  J.  BEAUMONT:  pp.  317-20,  4439-4654. 
Budget  surpluses,  p.  318  (10). 

Capital,  supply  and  price,  pp.  317-8  (7,  8),  p.  318 
(16),  4443-70,  4500-4,  4613-5,  4628-30. 

Capital  levy,  4608,  4623,  4631-4. 

Companies  reserves,  p.  319  (17),  4506-13,  4624. 
Conversion,  p.  317  (5,  6),  4441-2,  4616-22. 

Credit  supply,  p.  317  (1-6),  p.  320,  4439-42,  4610-2, 
4616-22,  4651-3. 

Death  duties,  p.  319  (21),  4560-1,  4625-7. 

Floating  debt,  p.  318  (11-12),  4481-93  , 4619-22. 
Income  tax,  p.  319  (18,  19,  25,  27),  4515-40,  4583-91, 
4603-6,  4635-47. 

Indirect  taxation,  p.  319  124,  25),  4566-82. 

Prices,  p.  318  (14),  p.  319  (20),  4496-9,  4541-59. 
Productivity,  p.  320  (28),  4607. 

Redemption  of  debt,  p.  318  (9). 

Salaries,  p.  319  (20),  4541-59. 

Saving,  p.  318  (15),  p.  319  (17),  4505. 

Sinking  Fund,  p.  318  (10),  4471-80. 

Stamp  duties,  p.  319  (22,  23),  4562-5. 

Taxation,  p.  318  (10),  4478-80,  4537-9,  4641-2. 
Unemployment,  p.  320  (29-30),  4608. 

Wealth,  redistribution  of,  p.  319  (26),  4589-602. 

PETllICK-LAWRENCE,  F.  W.,  M.P.  : pp.  448-50, 
6160-6373. 

Capital  levy,  p.  448-50,  6160-373. 

Effects,  p.  449  (15,  18-23),  6333-53. 

Equitability  of,  and  justification  for,  p.  499  (11), 
6282-302,  6365-70. 

Evasion  question,  6232-47.  * 

Exemption  limit,  p.  449  (8)_,  6371-3. 


PET|HICK-LA WHENCE,  F.  Wi.,  M.P.— cont. 
Capital  Levy — cont. 

Form  of,  p.  449  (8). 

Payment,  p.  450  (27,  29),  6361-2. 
and  Private  businesses,  p.  450  (30),  6340. 
Repetition  question,  p.  449  (13),  6311-21. 

Saving  from,  6273-6,  6353-9. 

Sinking  fund  and  taxaiton  after,  p.  449  (9-10), 
6272,  6276-81. 

Use  of,  p.  447  (8),  6243,  6269-71. 

Valuations,  p.  450  (25-26),  6363-4. 

Yield,,  p.  450  (8),  6258-68. 

PIGOU,  Professor  A.  C.  : pp.  39-41,  551-812, 

. pp.  436-7,  5902-6159. 

Capital,  payment  of  taxes  out  of,  p.  40  (22), 
581-90,  713-27,  787-803. 

Capital  levy,  pp.  436-7  (1),  (5),  p.  437  , 5918,  5920, 
5987-99,  6025-60,  6092-158. 

Companies’  reserves,  p.  41  (40),  67042. 

Conversion,  compulsory,  782-3. 

Corporation  profits  tax,  p.  41  (41),  591. 

Credit,  supply,  p.  437  (15),  6150-8. 

Death  duties,  p.  40  (21,  22),  p.  41  (37),  578-90,  660, 
702-8. 

External  debt,  p.  39  (4-8),  552,  759-63,  771-3. 
Floating  debt,  p.  40  (14,  15),  552-9,  687-93, 

728-30. 

Forced  loan,  5919,  6000-12. 

Income  tax  : 

Advantages  of,  compared  with  other  forms  of 
taxation,  p.  40  (26-7),  590-1,  594-600. 

Effects,  p.'  41  (30-35),  610-22,  622-55,  731-6. 
Indirect  taxation,  p.  40  (26-9),  590-610,  765-70. 
Internal  debt,  p.  39  (9-11),  p.  40  (13),  p.  43,  552, 
771-86. 

Issue  of  securities  below  par,  5975-86. 

National  Wealth,  increasing,  743-9. 

Prices,  6013-9. 

Redemption  of  debt,  pp.  39-40  (3-7,  9-13,  16),  551-2, 
559-67  , 675-86,  694-701,  709-11,  713-27  , 756-60, 
p.  436  (1,  2),  p.  437  (6,  7),  5903-14,  5920-8, 
6064-90. 

Rignano  scheme,  579-81. 

Saving  and  enterprise,  p.  41  (36-9),  627  , 655-69, 
672-4,  S04-7,  p.  436  (3),  5930-71. 

Sinking  fund,  552. 

Taxation,  p.  40  (17,  19-29),  567-90,  p.  436  (4),  5972- 
6023,  6065-8. 

Unemployment,  p.  39  (2),  551,  752-5. 

PITT,  GEORGE  STANHOPE,  representing  the 
Society  of  Incorporated  Accountants  and 
Auditors : pp.  243-7,  3375-3688. 

Businesses,  establishment  abroad  to  escape  tax, 
p.  245  (33). 

Capital  : 

Reserves  of  companies,  p.  244  (10-15),  3418, 
3495-6. 

Shareholders’  return  on,  p.  244  (11,  15),  3481-5. 
Supply,  p.  244-5  (19-22),  p.  247  (71),  3418, 
3440-4,  3481. 

Customs  and  excise  duties,  p.  247  (66-70). 

Death  duties,  p.  246  (43-7),  3605-7. 

Depreciation,  3418. 

Enterprise,  p.  245  (28-32). 

Expenditure,  p.  246-7  (59-65),  p.  247  (73,  77). 
Investment  abroad,  p.  245  (34-5). 

Living,  standard  of,  p.  244  (18),  p.  247  (75). 

Output : 

and  Trade  Associations,  3588-99. 
and  Trade  Unions,  p.  247  (74b 
Productivity  of  the  country,  p.  246  (53). 
Redemption  of  debt  and  savings,  p.  246  (48-58), 
3617-50. 

Residence  abroad  to  escape  tax,  p.  245  (33,  36-9), 
3605. 

Savings,  p.  245  (23-7),  p.  247  (71). 

Taxation,  general  conclusions,  p.  247  (71-7). 

PRETYMAN,  Rt.  Hon  E.  G.,  President  of  the 
Land  Union:  pp.  410-13,  5554-5708. 

See  cvso  Watson,  Ernest,  F.S.I. 

Agricultural  industry,  pp.  410-11,  5554-614, 

5624,  5645,  5655,  5657-72. 
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PRETYMAN,  Rt.  Hon.  E.  G. — icont. 

Death  duties,  p.  412  (36-8),  5636-43,  5646-51, 
56*73-92,  5693-6,  5704. 

Employment  and  taxation,  p.  410  (5-9). 

Income  tax,  schedule  A,  repayment  on  amount  of 
excess  maintenance,  pp.  411-12  (24-30),  5627-9. 

Landowners  : 

Burdens  on,  5555-61. 

Formation  of  companies,  5631-5. 

Life  assurance  premiums,  p.  412  (31-5). 

Living,  standard  of  (agricultural),  5659-72. 

Prices  and  income  tax,  *p.  411  (20). 

Rates,  5615-8. 

Redemption  of  debt,  5654. 

Stamp  duties,  pp.  412-13  (39-40). 

Super-tax,  p.  411  (21-3),  p.  412  (31-5),  5620-4, 
5647. 

Taxation,  direct  v.  indirect,  p.  410  (9),  p.  411 
(16-18),  5334,  5577,  5581-608. 

PRICE,  Sir  KEITH,  Chairman  of  Anglo-Finnish 
Section  of  London  Chamber  of  Commerce:  pp. 
521-3,  7372-463. 

Brokers  and  Commission  agents,  liability  of,  for 
income  tax  of  non-residence  principals,  pp.  521-3, 
7373-463. 

PUGH,  A.,  representing  the  Trades  Union  Congress 
General  Council,  see  Walkden,  A.  G.  etc.,  pin 
228-30,  3098-3374,  4892-5090,  pp.  587-9,  8284- 
8380. 


RIGBY,  LiOut.-Colonel  W.,  D.S.O.  : pp.  530-1, 

7494-550. 

Czechoslovakia  : 

Capital  and  increased  capital  taxes,  pp.  530-1, 
7494-538. 

Profits  tax,  7548-50. 

Turnover  tax,  p.  531  (6),  7539-50. 


SAMUEL,  ARTHUR  MICHAEL,  M.P.  : pp.  73-9, 
968-1157. 

Capital  : 

Interest,  rate,  p.  73  (2),  969-71. 

Needs  per  head,  p.  78,  971,  1074-80,  1089-93. 
Payment  of  taxes  out  of,  p.  78,  971,  1125-7. 
Supply  of,  p.  73  (1)  (2),  p.  75  (4)  (8),  p.  76  (11), 
p.  77  (12),  968-71,  984,  1051-6. 

Capital  levy,  p.  74-5  (3),  971,  1121-3. 

Companies  : 

Joint  stock,  conversion  of  private  companies 
into,  p.  76  (11),  1007,  1022-5. 

Reserves,  p.  75  (7),  971-84. 

Conversion,  p.  74  (3),  p.  78,  971. 

Credit,  supply,  p.  73  (1),  968-9. 

Customs  and  Excise  duties,  p.  77  (16). 

Death  duties,  pp.  76-7  (12),  p.  78,  968,  1003,  1026-9. 
Deflation,  p.  78  (11),  971. 

Direct  and  indirect  taxation,  ratio  between,  p. 
78,  1009. 

Enterprise,  p.  76  (11),  77  (12),  968. 

Evasion,  985-1001. 

Extravagant  expenditure,  p.  76  (11),  1002-7. 
Floating  debt,  p.  73  (1),  p.  74  (3),  968,  971,  1041. 
Foreign  investment  in  England,  p.  75  (9),  984. 
Foreign  loans,  969,  1049. 

Foreign  markets,  competition  in  p.  75  (5),  1011. 
Income  tax,  effects,  p.  73  (2),  p.  75  (5),  971, 
1145-57. 

Indirect  taxation,  p.  77  (15,  16),  p.  78,  1009. 
Industry,  as  holder  of  debt,  p.  75  (6),  971. 
Investment  abroad,  p.  75  (9),  984-1001. 

Napoleonic  wars,  971,  1134-43. 

National  debt,  p.  73  (1)  (2),  pp.  77-8,  968-71, 
' 1042-3. 

National  expenditure,  1115. 

Population,  p.  78,  971,  1074-94,  1114. 

Prices  and  Income  tax,  p.  75  (5),  1011,  1145-57. 
Productivity,  1099-103. 

Purchasing  power,  p.  75  (8),  984. 

Rates,  p.  75  (5),  971. 


SAMUEL,  ARTHUR  MICHAEL,  M.P.— cunt. 
Redemption,  p.  73  (1),  p.  74  (3),  p.  77-8,  968-9, 
971,  1012-4,  1032-49,  1059-73,  1095-1109,  1112-3, 
1116-20. 

Saving,  p.  76  (11),  1002-6. 

Sinking  Fund,  1015-9,  1062-3,  1117-20. 

Social  services,  pp.  78-79. 

Stamp  duties,  p.  77  (13),  1007-8. 

Taxation  effects  generally,  p.  73  (2),  p.  75  (5), 
p 76-7  ill,  12),  p.  78,  971. 

Wages,  value,  p.  78,  1009. 

SCHUSTER,  Sir  FELIX,  Bart.  : pp.  8-11,  97-314, 
pp.  558-9,  7826-7925. 

American  debt,  217-9. 

Bank  rate,  p.  9 (1),  98. 

Banks : 

Advances  to  trade,  p.  9 (1),  98,  305. 

Deposits,  p.  9 (1). 

Capital : 

Foreign,  in  England,  p.  10  (9),  p.  11  (12). 

Supply  of,  p.  9 (2)  (4),  98-9,  101,  107,  118,  236-43, 
267-74,  303-5. 

Capital  levy,  116,  239-41,  pp.  558-9,  7826-925. 
Companies  : p.  10  (7),  105,  119-21,  188-93. 
Conversion  to  joint  stock,  p.  10-11  (12),  69,  113. 
Reserves,  101. 

Conversion,  p.  11,  100,  217-34. 

' Corporation  Profits  tax,  p.  11  (14). 

Credit,  supply  of,  p.  8 (1),  98,  242. 

Death  duties,  p.  9 (4);  p.  10-11  (12),  113,  117,  144, 
171-80,  196,  238-9,  255-81,  283,  294,  312, 

p.  558,  (1). 

Double  taxation,  p.  11. 

Enterprise,  p.  10  (11),  140-1. 

Expenditure,  p.  11,  7826. 

Export  trade,  p.  10  (10),  108-11,  134-6,  165-70. 
Floating  Debt,  p.  9 (2,  3),  100. 

Foreign  loans,  114,  208. 

Income  tax,  effects,  pp.  9-10  (4)  (5),  p.  10  (9)  (10), 
p.  11,  101-3,  107-11,  118,  134-41,  163-4,  181-7, 
197,  7855-6 

Indirect  taxation,  p.  11  (15),  115,  211-6. 
Investment  abroad,  p.  11  (12),  107,  198,  208-10. 
National  Savings  Certificates,  p.  10  (11),  112,  204. 
Prices,  7826. 

Prices  and  Income  tax,  p.  10  (10),  103,  118-21, 
134-41,  163-70,  246-54. 

Purchasing  power,  p.  10  (8). 

Redemption  of  debt,  p.  9 (3),  100,  129-33,  147-62, 
194-7,  236-7,  244-5,  285,  p.  558  (1),  7827-34,  7837. 
Saving,  p.  10  (11),  99,  112,  122,  142-3,  203-6,  282, 
p.  559  (9). 

Sinking  Fund,  127-8,  157-62,  296-8. 

Stamp  duties,  p.  11  (13),  114,  145-6. 

Taxation,  direct  v.  indirect,  299,  301. 

Wealth,  redistribution,  271-81,  288-94. 

SCOTT,  Professor  WILLIAM  ROBERT:  pp.  606-11, 
8490-8647. 

Allied  debts,  pp.  610-1  (31). 

Capital  Levy  : 

Effects,  p.  606  (1),  pp.  607-10  (4,  6-22),  8563-72, 
8578-609,  8612-39. 

Equitv  of,  compared  with  income  tax,  p.  607 
(4),  8556-9. 

Form,  p.  607  (3),  8505,  8511-4,  8517-55,  8610-1. 
not  Necessary  or  desirable,  p.  607  (3). 

Pavment,  p.'609  (18-20),  p.  610  (23-27),  8516-20, 
8631-9. 

Repetition,  p.  607  (5),  8577. 

on  Surrender  value  of  life  insurances,  p.  607  (3), 
8505-7. 

Tenant  for  life  and  remainder  interests,  8507-10. 
Valuation,  p.  610  (23). 

Yield,  p.  607  (3). 

Conversions,  p.  611  (33). 

Economy,  need  for,  p.  611  (34),  8561-2. 

Floating  debt,  p.  610  (28),  8640-4. 

Foreign  trade,  p.  606  (2),  8503-4. 

Loans,  issue  at  heavy  discount,  p.  611  (33). 
Population,  8501-2. 

Prices,  p.  606-7  (2),  8498-502. 
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SOOTT,  Prof.  WILLIAM  ROBERT — cont. 
Redemption,  p.  606-7  (2),  p.  610  (28),  8494-6, 
8498-602,  8576,  8640-7. 

Sinking  fund,  p.  610  (30). 

SCOTTISH  LAND  AND  PROPERTY  FEDERA- 
TION, memorandum,  pp.  687-9. 

SCOTTISH  TRADES  UNION  CONGRESS 
GENERAL  COUNCIL,  evidence  on  behalf  of, 
see  Walker,  Bailie  James,  and  Duncan,  Joseph 
F.,  p.  203,  2722-2918. 

SELFRIDGE,  H.  GORDON,  p.  504,  7007-7290. 
Capital  levy,  7048-9,  7056-78. 

Capital  and  credit,  p.  504  (1),  7009-15. 

Company  reserves,  7119-30. 

Death  duties,  p.  504  (6),  7175-89. 

Excess  Profits  tax,  7060-3. 

Export  trade,  p.  504  (5),  7086,  7136-73. 

Income-tax,  p.  504  (5),  7080-5,  7136-73. 

Indirect  taxation,  p.  504  (8),  7193-9. 

National  debt,  p.  504  (1),  7017-47. 

Prices,  p.  504  (5),  7018-21,  7024-31,  7136-73. 
Purchasing  power,  p.  504  (3),  7054,  7086-7. 

Rates,  7080-5. 

Sales  tax,  p.  504  (8),  7193-290. 

Saving,  p.  504  (4),  7054,  7131-4. 

Sinking  fund.  p.  504  (2),  7176-80. 

Stamps,  p.  504  (7),  7189-92. 

Unemployment,  7088-118. 

SOCIETY  OF  INCORPORATED  ACCOUNTANTS 
AND  AUDITORS,  evidence  on  behalf  of,  see 
Pitt,  George  Stanhope,  pp.  243-7,'  3375-3688. 

STRACHEY,  J.  St.  LOE : pp.  546-8,  7696-7768. 
Redemption,  rate  of,  pp.  546-7  (2-8),  7697-9, 

7703-32. 

Social  services,  7710-2. 

Taxation,  p.  547  (5-8),  7700,  7703-32, 

Terminable  annuities : 

for  100  years,  scheme,  pp.  547-8  (9-18),  7713-21, 
7732-67. 

Short,  should  be  issued  by  Government, 
p.  548  (17). 


TRADES  UNION  CONGRESS  GENERAL  COUN- 
CIL, evidence  on  behalf  of,  see  Walkden,  A.  G., 
etc.,  pp.  228-30,  3098-3374,  4892-5090,  pp.  587-9, 
8284-8380. 

TREDWEN,  E.  B.,  representing  Merchants’  Section 
of  the  London  Chamber  of  Commerce;  pp.  516-7, 
7291-371. 

British  firms  established  abroad,  p.  517  (5-9), 

7331-40. 

Businesses,  removal  abroad,  p.  517  (8),  7334. 

Capital,  supply  of,  7318. 

Export' trade,  p.  516  (3),  p.  517  (4),  7292-312, 
7320-30. 

Income-tax,  p.  516  (3),  7292-311,  7313-7. 

Prices,  7293-317. 

Private  firms,  p.  517  (14),  7362-71. 

Public  expenditure,  7341-61. 

Railway  rates,  7325. 

Social  services,  7342-61. 

Super-tax,  p.  517  (10-13),  7361-71. 

TURNER,  JOHN,  representing  the  Trades  Union 
Congress  General  Council,  see  Walkden,  A.  G., 
etc.,  4892-5090,  pp.  587-9,  8284-8380. 


WALKDEN,  A.  G.,  etc.,  representing  the  Trades 
Union  Congress  General  Council:  pp.  228-30 
3098-3374,  4892-5090,  pp.  587-9,  8284-8380. 

Capital  levy,  pp.  229-30,  Y (1),  VI  (4-7),  VIII  (3). 
3132-64,  3181-256,  3282-325,  3347-59,  3361-5,' 

4893-8,  4925;  4932-48,  4962-5004,  5048-54,  5086-8 
pp.  587-9,  8284-8380. 

Co-operative  Societies,  5021-5. 

Credit,  supply,  p.  230,  YII  (1-2),  3369-74. 


WALKDEN,  A.  G.,  etc.— cont. 

Income  tax  : 

Graduated,  5007-12. 

■ and  Prices,  5013-32. 

Indirect  taxation,  p.  228,  III  (1,  2),  (3),  p.  229, 
V (2,  3),  3099-105,  4892,  5005-6,  5033-43. 

Living,  standard  of,  3106-22,  4975-87. 

National  debt,  p.  229,  IV  (6-9),  VI  (1-3),  p.  230, 
VII  (3),  3139-42,  3161,  3170-2,  3177,  3181-2,  3197, 
3257-68,  3270-3,  4903-61,  4967,  5074-S0,  p.  588 
(22),  8293-4,  8366-77. 

Redemption  of  debt,  p.  587  (1),  p.  589  (30),  8284-92. 
Saving,  3206-8,  3324-5,  3344. 

Savings  certificates,  3177-80,  8367-74. 

Social  services,  p.  228,  II  (1-5),  p.  230,  VIII  (1-3), 
3125-71,  3269,  4893-900,  5044-7,  8286-8. 

Trades  Union  Congress  General  Council,  popula- 
tion represented  by,  3123-4. 

Unemployment,  3257-66. 

Wealth,  'distribution  of,  p.  229,  IV  (5),  3327-57, 
5055-73,  8375-7. 

WALKER,  BAILIE  JAMES,  and  DUNCAN, 
JOSEPH  F.,  representing  the  Scottish  Trades 
Union  Congress  General  Council : p.  203,  2722- 
2918. 

Capital,  supply  and  price,  p.  203  (2),  2722-8, 
2732-8,  2740-3",  2749-53,  2794-836. 

Credit,  supply,  p.  203  (1),  2728,  2743-8,  2814-30. 
Customs  and  excise  duties,  p.  203  (9). 

Foreign  investments  in  England,  p.  203  (6),  2876-8. 
Foreign  trade,  p.  203  (5). 

Income-tax,  p.  203  (4)  (7)  (8),  2755-7,  2764,  2875, 
2579-86,  2891-917. 

Indirect  taxation,  p.  203  (9),  2759,  2837-8,  2848-51, 
2865-73,  2887-917. 

National  debt,  burden  of,  p.  203  (1),  2722,  2765-93. 
Purchasing  power,  2873. 

Rates,  2757. 

Redemption  of  debt,  p.  203  (3),  2739. 

Saving,  p.  203  (4,  8). 

Steel  industry,  2723-8,  2794-804,  2843. 

Wages,  2842-8,  2870-1,  2859. 

WATSON,  ERNEST,  F.S.I.,  Agricultural  and  Valua- 
tion Expert  to  the  Land  Union  : p.  413,  5554-708. 
see  also  Pretyman,  Rt.  Hon.  E.  G. 

Death  duties,  p.  413,  5650,  5696-8,  5700-8. 
Landowners,  formation  of  companies,  5632,  5634-5. 
Rates,  5708. 

WISE,  Sir  FREDRIC,  M.P.  : p.  155-7,  2156-2320. 
Banks,  deposits,  p.  156  (Q.  1). 

British  investments  abroad,  2282,  2283-4. 

Capital : 

Individual,  2187-8. 

Supply,  p.  156  (Q.  1-2),  p.  157  (Q.  8),  2189-95, 
2220-1. 

Capital  issues,  p.  157  (Q.  13). 

Capital  Levy,  2315-7. 

Collieries,  wasting  assets,  p.  157  (Q.  5),  2318-20. 
Companies,  reserves,  p.  157  (Q.  7),  2271-3,  2285. 
Conversion,  p.  156  (8). 

Credit,  p.  156  (7). 

Customs  and  Excise  duties,  p.  157  (Q.  15), 

Death  duties,  p.  157  (Q.  12),  2286-92,  2294-9. 
Deflation,  p.  156  (5),  2222-77. 

Direct  taxation,  p.  157  (Q.  14),  2300-13. 

Enterprise  and  high  taxation,  p.  157  (O  11), 
Q-  14). 

Expansion  and  development,  p.  156  (Q.  4). 
Expenditure,  national,  p.  156  (8),  2314. 

Floating  Debt,  p.  156  (Q.  1),  2213-9. 

Foreign  investments,  p.  157  (Q.  9). 

Foreign  markets,  p.  157  (Q.  10). 

Income  tax  and  super  tax,  p.  157  (Q.  9),  2178. 
Indirect  taxation,  p.  157  (Q.  14-15),  2300-13. 
Inflation,  p.  156  (6). 

Insurance,  2238-66,  2286-90. 

National  Credit,  p.  156  (7),  2171-3,  2207-12. 
Napoleonic  Wars,  p.  155  (1),  2156-71. 

National  Debt,  internal,  p.  155  (1),  (2),  2169. 
National  Income,  p.  155  (1),  2157-65. 

Prices,  p.  157  (Q.  10). 
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Purchasing  power,  p.  157  (Q.  8). 

Bates,  burden  of,  pp.  156-7  (Q.  5),  2238-66,  2301. 
Redemption  of  debt,  p.  156  (Q.  3),  (7),  2172-3, 
2175-6,  2185,6,  2222-37,  2294-7. 

Saving,  p.  156  (4)  (Q.  4),  p.  157  (Q.  11). 

Savings  certificates,  p.  156  (4). 

Sinking  Fund,  2174-86. 

Stamp  duties,  p.  157  (Q.  13). 

Taxation,  burden  of,  p.  155  (3),  2274-81. 

Trade  depression,  2279-81. 

Wealth,  p.  155  (1),  2157-68. 

WOMEN’S  CO-OPERATIVE  GUILD,  evidence  on 
behalf  of,  see  Matthews,  Mrs.,  and  Enfield,  Miss 
A.  Honora,  pp.  471-2,  6479-6597. 

WORLEY,  J.  J.,  see  Hayward,  Alderman  F.,  etc., 
pp.  564-7,  7926-8152. 

WRIGHT,  R.  S.,  M.I.E.E.,  representing  the 

National  Union  of  Manufacturers : pp.  92-3, 

1158-1350. 

Capital,  supply,  p.  92  (6),  1207-11,  1244-9,  1260-2. 
Companies  : 

Losses  and  taxation,  p.  93  (8),  1158,  1188-90, 
1222-5,  1287. 


SUBJECT 


Agricultural  Estates: 

Burdens  on,  Clinton,  Carlton  p.  24  (4),  p.  26; 
Clinton  318 ; Scottish  Land  and  Property 
Federation  p.  689  (17). 

constant  Changes  in  ownership  will  result  from 
heavy  taxation,  Clinton  547. 

Death  duties,  see  that  title. 

Development  penalised  owing  to  high  rates  of 
income  tax  and  super-tax,  Clinton , Carrlton 
p.  25  (13)  (14);  Clinton  318,  379,  383. 

Interest  return  on  capital  value  and  low  rate  of, 
Clinton  p.  25  (9),  327-37,  434-40,  491;  Scottish 
Land  and  Property  Federation  p.  687  (4). 

Net  return  per  £ of  gross  rental  before  and  after 
payment  of  income  and  super-tax,  1911-12  and 
1920-21,  Scottish  Land  and  Property  Federa- 
tion p.  689. 

Maintenance,  increased  cost  of,  Pretyman  5555-67. 

Mansion  houses  : 

Maintenance  difficulty,  Clinton  435-6. 

Sale  difficulty  owing  to  valuation,  Clinton 
319-21,  479,  500-7;  Carlton  321. 

Market  value  in  excess  of  income-producing  value, 
Clinton  p.  25  (9),  449,  466,  490-507,  513,  539-41. 

Private  companies,  frequent  formation  of,  Scottish 
Land  and  Property  Federation  p.  689  (16). 

Receipts  and  expenditure,  1919,  1920,  analysis, 
Clinton,  Carlton  p.  26  (App.  A);  Clinton  361, 
363-5,  367-72,  430-40 ; Carlton  366. 

Repairs  and  replacements,  average  expenditure, 
statistics,  Clinton  p.  26,  361. 

Sale  of  : 

Difficulty,  Clinton  319,  460,  465. 

Easy  two  or  three  years  ago,  Clinton  460. 
owing  to  High  taxation,  Watson  p.  413,  5556, 
5696-8;  Pretyman  5646,  5693-4. 
in  Lots,  injurious  effects  economically  and 
socially,  Clinton  319. 

Social  amenity  and  political  advantage  from 
oivnership  of,  disappearance  of,  Clinton  449, 
462-4. 

Splitting  up  of,  effect  on  industry,  Watson  p.  413 
(4),  5556,  5696-8;  Pretymcm  5646. 

Statutory  burdens  on,  estimate  of  average  amount 
per  acre  and  comparison  with  America,  Clinton, 
Carlton  p.  26  (App.  O) ; Carlton  362;  Clinton 
441-8,  519. 


WRIGHT,  R.  S.,  M.I.E.E. — cont. 

Companies — cont. 

Reserves,  exemption  proposal,  pp.  92-3  (7-8), 
1158,  1182-7,  1199-205,  1212-21,  1255-9,  126336, 
1296,  1314-25. 

Customs  and  excise  duties,  p.  93  (18),  1158. 

Death  duties,  p.  93  (15),  1191-4,  1248. 

Evasion,  1324. 

Exporters,  p.  93  (13). 

Imported  manufactured  goods,  taxation,  1160-2, 
1220-1,  1329-32. 

Income  Tax  : 

Effects,  p.  92  (4),  (6),  p.  93  (12),  1168-71, 
1206-11,  1226-30,  1252-4,  1296-306,  1326-8. 
Levy  on  cash  profits  only,  p.  93  (8),  (10);, 
1178-81,  1199,  1212-21,  1265-9,  1263-86. 
Indirect  taxation,  p.  93  (17),  1329. 

National  debt,  burden  and  price  level,  1338-44. 
National  Union  of  Manufacturers,  1195-6,  1345-50. 
Prices,  and  Income  Tax,  p.  93  (12),  1226-30,  1252-4, 
1296-306,  1326-8. 

Purchasing  power,  p.  93  (11). 

Redemption,  p.  92  (5),  1164-7,  1175-7,  1197-8, 
1231-8,  1244-51,  1260-3,  1289-95,  1314. 

Saving,  p.  93  (14). 

Sinking  fund,  p.  92  (5),  1159,  1308-13. 

Stamp  duties,  p.  93  (16). 

Unemployment,  1239-43,  1333-7. 
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Agricultural  Industry: 

Burdens  on,  Pretyman  p.  410-11,  5554-77,  5655. 
Direct  taxation  reduction,  importance  of,  Prety- 
man 5554-614,  5624. 

Effect  of  taxation  in  connection  with,  Pretyman 
p.  410-11,  5554,  5556,  5645;  Macgregor  5849-55; 
Scottish  Land  and  Property  Federation 
p.  687-8. 

Labour  : 

no  Difficulty  experienced  in  retaining  young 
men  on  the  land  if  conditions  satisfactory, 
Pretyman  5569-71. 

Hours : 

Comparison  with  France,  Pretyman  5657-8. 
Reduction,  effect  of,  Pretyman  5555,  5565-8. 
Standard  of  living,  improvement,  Pretyman 
5659-72. 

Wages,  proportion  to  total  costs,  Duncan  2844-7. 
Prices  and  cost  of  production,  question  of  effect 
of  taxation  on,  Clinton  393-406,  411-5. 
Agricultural  land,  detrimental  effect  of  taxation, 
strong  feeling  re,  in  Scotland,  Mar vn  3600-3. 
Agricultural  landowners,  position  of,  Scottish  Land 
and  Property  Federation  p.  687  (2-5). 

Allied  debts: 

Capital,  scaling  down  of,  proposal,  Hirst  p.  164 

(10). 

Receipts  : 

Earmarking  of,  for  redemption  of  debt  due  to 
America,  suggestion,  Scott  p.  010-1  (31). 
National  debt  repayment  from : 

Argument  for,  sentimental  and  psychological 
only,  Keynes  7625-9. 

Suggestions,  Martin  p.  577  (2),  8158-9;  Scott 
p.  610  (31). 

Settlement  on  fair  basis  desirable,  Man-tin  p.  289 
(23),  4119-20,  4126-8,  4153-8. 

Association  of  British  Chambers  of  Commerce: 

Attitude  re  capital  levy,  Man-tin  p.  576,  8154. 
Evidence  on  behalf  of,  see  Martin,  Sir  James, 
F.S.A.A.  pp.  288-92,  4026-241,  pp.  576-80,  8153- 
283. 

Membership,  Martin  p.  288,  4060-3. 

Replies  of  members  to  questionnaire  re  capital 
levy,  Martin  p.  576-80,  8154. 
no  Single  Chamber  affiliated  to,  in  favour  of  levy, 
M curtin  8281. 
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Bank  of  England : 

Holdings  in  National  Debt,  Layton  p.  175. 

Loans  by,  effect  of  National  Debt,  McKenna 
p.  132  (la),  1768-85,  1940-2. 

Regulation  of  supply  of  credit  by,  Bradbwry 
p.  662  (1-3),  p.  664  (34). 

Bank  rate,  1910-1923,  each  year,  Schuster  p.  9 (1), 
98. 

Banking,  British  and  Continental,  comparison, 
Kirkaldy  2919-21. 

Bankruptcies  and  liquidations,  as  result  of  high  taxa- 
tion, in  grocery  and  provision  trades,  Blakemore 
2618-23,  2626-30. 

Banks : 

Advances  bt  : 

Amount  available  for,  dependent  on  prosperity 
of  country,  Schuster  305. 

Comparison  of  certain  years,  Hopkins  9119,  9120. 
Conditions  governing,  McKenna  p.  131-2  (la), 
1757,  1933-42. 

Effect  of  national  debt  on,  McKenna  1768-79, 
1990-4;  Kirkaldy  p.  214  (3),  2935-40. 

Effect  of  variations  in  National  Debt  on, 
through  effect  on  Bank  of  England  loans, 
McKenna  p.  132  (la),  176S-85,  1933-42. 
Increase : 

Conditions  for,  Bradbury  9173-7. 
over  Pre-war  period,  Schuster  p.  9 (1),  98. 
Nature  of  credit  provided  by,  Kirkaldy  p. 
214  (1). 

Ratio  to  turnover,  Hopkins  9124-5. 

Statistics,  1913,  1923,  Schuster  p.  9 (1),  98. 
Sufficiency,  Schuster  242. 

Supply  would  not  be  reduced  by  reduction  in 
National  Debt,  Walkden,  etc.,  230,  VII.  (1-2). 
Attitude  towards  capital  levy,  effect  of,  Pigou  p. 
437,  6144-50;  Alexander  p.  566  (25),  8147-51; 
Walkden,  etc.,  p.  587  (11). 

Cash  and  deposits,  ratio  system,  McKenna  p. 
131-2  (la),  1933-42;  Kirkaldy  p.  215  (3),  2930-3; 
Pease  p.  317  (2),  p.  320,  4440;  Bradbury  p.  662 
(1),  9171-2. 

Deposits  : 

1913  and  1923,  Hayward,  etc.,  p.  304  (7). 
Increase,  Schuster  p.  9 (1) ; Wise  p.  156  (Q.  1). 
Effect  of  capital  levy  on,  Paine  5242. 

Loans  and  investments,  proportion,  policv, 

McKenna  p.  131  (la),  1757-9,  1933-42. 

Bearer  bonds,  stamp  duty  on,  see  that  title. 

British  firms  established  abroad,  effect  of  taxation 
on,  and  proposed  relief,  Tredwen  p.  517  (5-9), 
7331-40. 

British  investment  abroad : 

1923,  Kirkaldy  p.  216  (15),  3010-5. 
no  Advantage  to  British  residents,  Leake  p.  331 
(9). 

Advantages  of,  Hunsdon  p.  149  (5);  Kirkaldy 
p.  216  (15) ; Dickinson  3520-1,  3679-81. 

Amounts  available  for,  in  certain  years,  Layton 
p.  179  (18);  Glenday  p.  351  (53-4). 

Artificial  stimulation  possible  by  debt  redemption 
unless  Trustee  Acts  modified,  Keynes  p.  278  (4), 
4000-7,  4010-4. 

Considerations  affecting,  Wright  p.  92:  (4)  H68- 
73 ; Wise  2283-4. 

Control  or  restriction,  not  advocated,  Dickinson 
3679-81;  Glenday  p.  352  (78). 

Death  duties  a cause  of,  Schuster  p.  11  (12). 
Double  income  tax,  possibility,  Wise  p.  157  (Q.  9), 
2282. 

Effect  of  debt  redemption  on,  Bradbury,  p.  662 
(5,  6). 

as  means  of  Evasion,  Brand  p.  106  (8),  1352. 
Excessive,  danger  of,  Glenday  p.  352-3  (77-9). 
Extent  of,  McKenna  p.  133  (9). 

Foreign  and  colonial,  pre-  and  post-war,  Layton 
p.  179  (18). 

High  taxation  a cause,  Schuster  198 ; Dickinson, 
etc.,  p.  245  (34-5);  Martin  p.  290  (46-8). 
owing  to  heavy  Income  Tax,  Schuster  p.  10  (9), 
107;  Samuel  p.  75  (9),  984-1001. 

(Income  tax  not  a cause  unless  fraud  contem- 
plated, Pigou  p.  41  (34),  643. 


British  Joint  Stock  Banks  and  Foreign  Banks  with 
offices  in  London,  holdings  in  National  Debt, 
Layton  p.  175. 

Brokers  and  Commission  Agents,  liability  of,  for 
income  tax  of  non-resident  principals,  need  for 
alteration  of  the  law.  Price  p.  521-3,  7373-463. 

Budget  surpluses: 

Abnormal,  use  of,  for  reduction  of  taxation 
would  be  claimed,  Martin  p.  289  (15),  4082-4 
4087-105. 

Allocation  to  debt  kedemption  : 

Advocated,  Martin  p.  289  (14),  4085,  4101; 
Hayward,  etc.,  p.  304  (12-13);  Pease  p.  318 
(10);  Matthews,  Enfield  p.  472  (22);  Levcr- 
hulme  p.  685  (3). 

Advocated  conditionally,  Dickinson  3661-2; 
3665-6;  Mann  3662-4. 

Application  to  reduction  of  taxation  rather 
than,  advocated,  Leake  4655-60. 

Approved,  Bradbury  663  (11). 
not  Desirable  under  present  conditions,  Selfridue 
p.  504  (3). 

Surpluses  realised  in  good  times  should  be 
reckoned  in  relief  of,  in  bad  times,  Macgregor 
p.  424  (13). 

Annual,  need  for,  and  proposal,  Hoarc  p.  115 
1521. 

Large,  should  be  avoided,  Martin  p.  289  (14-15) 
4086,  4102 ; Pease  p.  318  (10). 

Building  Industry,  effect  of  taxation,  Pretyman , 
p.  410  (13). 

Businesses : 

Effect  on  : 

of  Income  tax,  see  under  Effects  under  Income 
Tax. 

of  Taxation,  see  under  Effects  under  Taxation. 

Establishment  and  removal  abroad  as  result  of 
high  taxation,  Dickinson,  etc.,  p.  245  (33), 
3518;  Martin  p.  290  (50);  Tredwen  p.  517  (8), 
7334. 

Private  : 

Advantages  over  joint  stock  companies,  Samuel 
p.  76  (11),  1007,  1024-5. 

Capital,  difficulty  of  raising,  Schuster,  99. 
Capital  resources,  Hopkins  9119,  9121-3. 

Capital  levy  on,  position  of,  and  proposals  rc 
Walkden,  etc.,  3318-23,  p.  589  (28-29);  Paine 
p.  372  (44-45),  5242;  Pethich-Lawrencc  p.  450 
(30),  6340;  Leake  p.  464  (16),  6477;  Dalton  p. 
494  (22),  6980-1;  Alexander,  etc.,  p.  566-7  (29, 
31);  Scott  p.  610  (25,  27),  8600-1. 

Death  duties  injurious  to,  Hunsdon  2052-73, 
2099;  Pease  p.  319  (21);  Forres  p.  553  (4), 
7793-7;  Bell  p.  597-8  (17);  Hopkins  9129-33. 

Canada,  sales  tax,  Self  ridge  7205,  7228,  7241,  7250-1. 


Capital : 

Accumulation  of,  importance  for  industry,  Hunsdon 
p.  148  (2-3),  p.  150  (7);  Bell  p.  597  (13-14), 
8432-47,  8487-8. 

Annual  tax  on,  for  debt  redemption,  difficulty 
Keynes  7580-1. 

Average  amount  per  man  employed,  Bowley 
3833-43;  Martin  p.  579  (54),  8250-60;  Bell 
p.  597  (12),  8441-7. 

Difficulty  of  raising,  causes,  Wright  1207-9. 

Dislocation,  caused  by  taxation,  McKenna  1852-78, 
1884-91;  Dickinson  3625;  Mann  3625. 

Effect  of  death  duties  on,  see  under  Death  duties. 

as  it  Exists,  Leake  p.  333  (26). 

Estimate  of  nature  and  value  of  post-war  British 
national  and  personal  capital,  Jjeake  p.  464-5, 
6375-414. 

Floating  debt  as  instrument  of,  Samuel  p.  73  (1), 
968. 

in  Form  of  plant,  large  quantity  of,  unemployed, 
Hobson  1562,  1573,  1668-71,  1705-18. 

Growing  tendency  for  industry  to  finance  own 
requirements,  Keynes  p.  277  (1),  3880;  Coates  p. 
640  (24,  25),  9451.-66. 

of  Individuals  (not  of  nation),  reduction  by  high 
taxation,  Selfridge  p.  504  (1),  7009-15. 


INDEX. 
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Capital — cont. 

Money  in  relation  to,  McKenna  1786. 
Overcapitalisation,  Mann  3417. 

Payment  oe  Taxes  oxjt  of  : Schuster , 112 ; 

Clinton,  Carlton  p.  25  (13),  318-9;  Samuel 
p.  78;  Wright  p.  93  (15),  1191;  Wise  p.  157 
(Q.  12),  2286-92,  229S-9;  Clark,  Blakemore  p. 
192  (12) ; Kirhaldy  3046. 

Effect  on  supply  of  capital,  Pigou  p.  40  (22), 
581-90,  713-27,  787-803. 

Personal  : Leake  p.  334  (28). 

Allocation  to  estates  of  different  value-limits, 
Leake  p.  465,  6376-97. 

Forms  in  winch  held,  Leake  463  (16),  6465-76. 
Price  of  : 

Determination  of,  Walker  2749-52. 

Effect  on : 

of  Demand  and  supply,  Samuel  p.  73  (2),  970, 
1052-5. 

of  Income  tax,  Coates  9104-12;  Bradbury 
9200-3,  9214;  Scottish  Land  and  Property 
Federation  p.  687  (6). 

of  National  Debt,  Samuel  p.  73  (2),  969-71; 
McKenna  p.  132  (2),  1835-7;  Kirhaldy  p. 
215  (8),  2951-6;  Martin  p.  288  (2),  4034-8; 
Pease  p.  318  (8),  4457-70;  Leake  p.  331  (2), 
4694-7;  Macgregor  p.  424  (2-4),  5712-24 ; Bell 
p.  595  (2);  Leverliulme  p.  685  (2). 
of  Rates  of  interest  on  National  Debt,  Wise 
p.  156  (Q.  2),  2189-95,  2220-1;  Blakemore, 
Clark  p.  190  (2),  2600,  2613-4,  2637;  Martin 
p.  288-9  (9-11),  4064-76. 

Increase  over  pre-war,  Martin  p.  288  (3),  4041-57. 
Tendency  to  apply  for  temporary  loans  from 
Banks  owing  to,  Dickinson  3444. 

Return  on: 

see  also  Dividends. 

Comparison  with  pre-war,  Pitt  3481-5. 
Conventional  rate,  Maim  3414,  3463-4,  3486-91; 
Layton  p.  177  (14). 

Government  investments  compared  with  pre-war, 
Hayward,  etc.,  p.  304  (12),  4292-3. 

Supply  : 

Diminished  to  extent  to  which  income  tax 
reduces  savings,  Martin  p.  290  (43). 

Effect  on  : % 

of  Capital  levy,  sec  that  title. 
of  Death  duties,  Schuster  p.  9 (4),  p.  10-11  (12), 
113,  125-6;  Pigou  p.  40  (22),  581-90,  702-6; 
Samuel  p.  76-7  (12);  McKenna  p.  133  (12), 
1917-32;  Wise  p.  157  (Q.  12),  2286-92. 
of  Direct  taxation  greater  than  of  indirect, 
Ilirst  p.  164  (13),  2442. 
of  Income  tax,  Schuster  p.  9 (4),  101,  118,  197; 
Samuel  p.  70  (4),  p.  73  (2),  p.  75  (4),  971; 
Wright  p.  92  (6),  1210-11;  Hobson  p.  118  (1), 
1552  (2);  Blakemore  p.  191  (4);  Kirhaldy 
p.  216  (22);  Coates  p.  640  (25);  Scottish  Land 
and  Property  Federation  p.  687  (6). 
of  National  Debt,  Pigou  p.  39  (9-11),  552; 
Samuel  p.  73  (1),  968;  Blakemore  p.  190  (2), 
2600;  Martin  p.  288  (1-5);  Macgregor  p.  424 
(1),  5709;  Selfridge  p.  504  (1). 
of  Rate  of  interest,  Hobson  1619-25. 
of  Redemption  of  debt,  Pigou  p.  40  (12),  552; 
Cannan  p.  60  (11),  813,  817,  819,  832-7; 
Samuel  p.  73  (1),  968-9  ; Kirhaldy  p.  215  (10); 
McKenna  p.  132  (lb),  1879-SO,  1943-52, 

2018-24;  Hirst  2370;  Dickinson,  Mann,  Pitt 
p.  246  (58),  3609-17,  3620-58;  Bowie y 3712-5; 
Pease  p.  317-8  (7),  4443-5,  4613-5;  Bradbury 
p.  662  (4-6).  9191-216. 

of  Taxation,  Kirhaldy  p.  216  (21);  Dickinson, 
Mann,  Pitt  p.  244-5  (19-22);  Hayward,  etc., 
p.  305  (20),  4364-8;  Leverliulme  p.  685  (7). 
of  Taxation  for  Debt  redemption,  Samuel  p. 
73  (2),  p.  75  (8),  971,  984:  Brand  p.  105  (4); 
Hobson  p.  118  (1),  1552  (2)  ; McKenna  p.  132 
(lb),  1786;  Hunsdon  2073;  Walker  2740-3; 
Wise  p.  157  (Q.  8);  Hirst  p.  164  (11);  Clark, 
Blakemore  p.  192  (8);  Dickinson,  etc.,  p.  247 
(71),  3399-401;  Dalton  p.  394-5  (11),  5494; 
McKenna  p.  480  (4-5),  6618. 


Capital — cont. 

Supply — cont. 

for  new  Enterprise,  shortage  owing  to  heavy 
taxation,  Hunsdon  p.  149  (5),  p.  150  (7). 
Increase  : 

Effect  of  restriction  of  extravagant  expendi- 
ture by  taxation,  Pease  4628-30. 

Importance  of,  Pitt  3418,  3440,  3481;  Mann 
3466-8. 

Increased  amount  required  to  carry  on  same 
amount  of  business  as  pre-war,  Martin  p,  289 
(19);  Leake  p.  3332  (22). 

Increasing,  Hayward,  etc.,  p.  305  (18),  4381. 

Loan  capital,  little  difficulty  experienced  by 
solvent  borrowers,  Schuster  p.  9 (2),  98,  99, 
242-3. 

Present  position,  Leake  4751. 
for  Private  businesses,  difficulty  of  raising, 
Schuster  99. 

Share  capital,  difficulty  in  raising,  Schuster  p.  9 
(2),  98-9,  242,  303-5.' 

Shortage:  Samuel  1051-6;  McKenna  1956-8,  6695- 
7n. 

no  Actual  shortage  at  present,  Pease  p.  318 
(16),  4500. 

Anticipated  owing  to  progressive  taxation 
system,  Leake  p.  332  (21). 

Causes  of,  Samuel  970-1. 

in  Certain  industries,  Pitt  3418,  3440-4; 

Dickinson  3444. 

for  Key  industries,  Walker  2753. 

None:  Enfield  6482;  Leverliulme  p.  685  (7). 
for  New  undertakings,  Dalton  p.  395  (15). 
for  Permanent  industrial  or  commercial  in- 
vestments, Hayward,  etc.  p.  304  (5). 
for  Sound  propositions,  Hobson  p.  118  (4), 
1552  (4),  (5),  1560-4,  1572,  1667,  1719-20. 
Possibility  of,  under  certain  conditions,  Hobson 
1705-16. 

Traders  hampered  by,  Tredwen  7318. 
on  Trade  revival : 

Increase  would  be  necessary,  Hobson  1748-50. 
will  be  Scarce  and  expensive  during  earlier 
stages,  Bradbury  p.  663  (16). 

Shortage  anticipated  if  trade  revives  in  near 
future,  Scott  8578. 

Shortage  of  working  capital  possible,  Pease 
p.  318  (16),  4501-4. 

Sufficient,  anticipated,  Coates  p.  640  (24), 
9447-51. 

Taxation  of,  impossibility,  Bell  8470-6. 

Terms  on  which  raised,  see  Price  of  above. 

Value  of,  Leake  p.  334  (29). 

War  Loan  as,  from  point  of  view  of  individual, 
Paine  5218. 

Capital  Assets,  writing  down  of,  charging  of,  as 
business  expense,  question  of,  Keynes  3913-4. 


Capital  Issues: 

1909-1924  (exclusive  of  GoVernmentt  borrowings), 
Layton  p.  178  (15),  2570-4. 

Colonial,  Treasury  licence  system,  suggestion, 
Keynes  4000-1,  4010-4. 

Criticism,  Nicmeyer  8825-35. 

Distribution  between  State  and  Municipal  and 
Industrial,  1900-1923,  Glenday  p.  351  (51). 

E OlIEIGN  : 

Beneficial,  Schuster  114,  208-10;  Wise  p.  157 
(Q.  13). 

Criticism  of,  by  independent  Committee,  sug- 
gestion, Hirst  2370-4. 

Decrease  by  stamp  duty  on  bearer  bonds,  Schuster 
p.  11  (13),  114. 


Discouraged  by  high  taxation,  Martin  p.  289  (22). 
Embargo  on,  Keynes  7567-8. 

Investment  in,  Government  encouragement  of, 
objected  to,  Cannan  818. 

Proceeds  not  all  sent  out  of  country  in  form  of 
goods,  Samuel  969,  1049. 

Foreign  Government  loans,  opinion  re,  Kirhaldy 
3002-8. 

Government  issues,  commission  to  solicitors  upon 
subscriptions  to,  advocated,  Holme,  Carslake  p 
541-2  (14-23),  p.  543  (32),  7653-69. 
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Capital  Issues — cont. 

Industrial : 

1913.,  1921,  1922,  1923,  Layton  p.  179  (17). 
Assistance  by  banks,  Brand,  1498-506,  1519-20. 
Investment  in : 

Discouraged  by  high  taxation,  Samuel 
p.  76  (11). 

Reduction,  Hunsdon  p.  149  (5),  2129-32. 
Shortage  of  capital  for,  Hunsdon  2136-9. 
in  London,  1913  and  1923,  Leake  p.  332  (22). 
Over-subscription,  Hayward , etc.,  p.  304  (5),  4381; 

McKenna  ,6701-11. 

Stamp  duties,  see  that  title. 

Total,  1923,  Kirkaldy  p.  216  (15),  3009-15. 

Capital  Levy: 

Advocated,  Walkden,  etc.,  p.  229  V (1),  p.  230 
VIII  (3),  3347-57,  p.  586  (2);  Hayward,  etc., 
p.  304  (10);  Dalton  p.  394  (6-7),  5447-52; 

Pethick-Lawrence  p.  449  (5);  Matthews,  Enfield 
p.  472  (21),  6575-7;  Alexander,  etc.,  p.  564  (2-7), 
7946-62. 

Allowance  for  family  responsibilities : 

Question  of,  Dalton  7006;  Alexander  8145-6. 
Suggestion,  Walkden,  etc.,  p.  589  (31),  8303. 
American  economists’  report  against,  Paine  5346. 
only  Appropriate  to  reduction  of  large  dead 
weight  debt,  Dalton  6956-60. 

Bankers’  attitude,  connection  with  results, 
Alexander  p.  566  (25),  8147-51. 

Banks,  obstruction  by,  importance  of,  Pigou 
p.  437,  6144-50. 

Case  for,  under  certain  circumstances,  Pigou  p. 
436  (1),  5920,  5987-99. 

Confiscatory  nature  of,  Paine  p.  369  (10),  5169-204; 

Leake  p.  463  (5),  6447-59. 
v.  Death  duties,  Kirkaldy  p.  217  (28). 

Differential  treatment  and  exceptions,  objections 
to,  Paine  p.  372  (43),  5337-40. 

Disadvantages  would  outweigh  advantages,  Brad- 
bury  p.  664  (32). 

Distinction  between  death  duties  and,  Paine 
5285-8 ; Martin  8198. 

Education  of  public  opinion  desirable,  Dalton 
p.  493  (7),  6960-6. 

Effects  of : 

on  Capital  supply,  Schuster  239-41,  p.  559  (11), 
7878-86;  Walkden,  etc.,  p.  229-30  vx  (4-7), 
3132-8,  3282,  4925,  5086-8;  Pigou  6046-60; 
Alexander  7993-8;  Martin  p.  578  (47),  8242; 
Hobson  p.  692  (9). 

on  Company  reserves,  Martin  p.  579  (60) ; Scott 
p.  609  (15);  Hobson  p.  692  (11);  Macgregor 
p.  693  (17). 

Comparison  of  effects  of  death  duties  with, 
Schuster  116,  144. 

on  Credit,  Pease  4634;  Glenday  p.  349  (30); 
Paine  5091  (7),  5218-42,  5247-50;  Pigou  p.  437 

(15) ,  6150-8;  Leake  p.  463  (7);  Dalton  6987-91; 
Schuster  p.  559  (14),  7851,  7861-78;  Martin  p. 
578  (45),  p.  579  (52),  8228-32;  Scott  p.  608 
(6,  7,  11),  p.  609-10  (21,  22),  8578-80,  8594; 
Bradbury  p.  664  (33,  34),  9274-8;  Macgregor 
p.  693  (14). 

and  Deflation:  Samuel  p.  74-5  (3),  971;  Wise 
2315-7;  Clark,  Blakemore  p.  191  (3);  Glenday 
p.  349  (30),  p.  350  (47),  4805;  Price  p.  371  (33), 
5218-42,  5247-50,  5301-2;  Pigou  p.  437  (15), 
6150-8;  McKenna  p.  481  (25),  6802-37;  Pethick- 
Lawrence  p.  449  (23),  6340-53;  Dalton  p.  493 

(16) ,  6982,  6986,  6992-3;  Keynes  7620; 
Schuster  p.  559  (12);  Alexander,  etc.,  p.  566 
(25),  8147-51;  Martin  p.  580  (69-71);  Walkden, 
etc.,  p.  588  (19-21),  8361-6;  Scott  p.  609-10 
(21,  22);  Bradbury  p.  665  (35);  Hobson  p.  692 
(14);  Macgregor  p.  694  (21). 

would  be  Disastrous,  Clinton  550;  Samuel  p.  74-5 
(3),  971,  1121-3;  Martin  4231. 
on  Distribution  of  wealth  : 

Pease  4623;  Paine,  p.  370  (15-16),  5258-82; 
Pigou  p.  437  (12) ; Pethick-Lawrence  p.  449 
(19),  6334-6;  Leake  p.  463  (10),  6416;  Dalton 


Capital  Levy — cont. 

Effects  of — cont. 

on  Distribution  of  wealth — cont. 

p.  493  (11);  Selfridge  7056-78;  Schuster  p. 
.559  (8)  7895-995;  Alexander,  etc.,  p.  566  (21), 
8131-44;  Martin  p.  579  (56,  57);  Walkden 
etc.,  p.  588  (15);  Scott  p.  608  (12),  8600, 
8623;  Hobson  p.  692  (10);  Macgregor  p.  693 
(16). 

ou  Earning  power  of  companies,  Dalton  p.  494 
(25),  6998-7004;  Schuster  7850,  7859-60. 
on  Employment,  Brand  1443;  Clark,  Blakemore 
p.  191  (3);  Pease  4608;  Paine  p.  369  (9),  p. 
370  (14),  5242,  5255-7;  Pigou  p.  437  (11), 
.6121-4;  Pethick-Lawrence  p.  449  (18),  6333; 
Leake  p.  463  (7,  9);  McKenna  p.  481  (20); 
Dalton  p.  491  (10);  Schuster  p.  559  (7),  7892-4; 
Alexander,  etc.,  p.  566  (20),  8030-1;  Walkden, 
etc.,  p.  588  (14);  Martin  p.  577  (7),  p.  579 
(53,  55),  8257-60;  Scott  p.  608  (10,  11); 
Hobson  p.  692  (9). 

on  Foreign  investors  or  depositors,  IVkzlkden 
3361-5;  Paine  p.  371  (27),  5242;  Martin  p.  579 
(63). 

Friction  and  dislocation:  McKenna  p.  481 

(18,  19). 

not  Comparable  to  that  caused  by  present  taxa- 
tion, Schuster  p.  559  (6). 

Compared  with  that  under  high  annual  taxa- 
tion, Martin  p.  578-9  (50,  51);  Scott 

p.  608  (7,  8). 

Irrelevant,  Walkden  p.  587  (13). 

Question  of,  Hobson  p.  692  (&);  Macgregor 
p.  693  (15). 

would  be  Slight,  Walkden,  etc.  p.  587  (13). 
on  Gilt-edged  securities,  Dalton  p.  493  (14); 

Walkden,  etc.  p.  587  (7),  8355-7. 

Ill  consequences  would  be  due  rather  to  psycho- 
logical than  to  economic  or  technical  causes, 
Keynes  p.  555  (4). 

Industrial  activity  might  be  checked,  Pigou 
p.436-7  (5,  10). 

Industrial  position  of  country  would  be  im- 
poverished, Ma/rtin  p.  580  (78). 

Inflation,  McKenna  p.  481  (25),  6802;  Keynes 
7620. 

Inflation  prevented,  Dalton  p.  493  (16). 
probable  Investment  abroad,  Glenday  p.  350 
(44),  4809-17. 

Managed  currency,  Keynes  7620-4. 
on  National  credit,  Walkden  4965-8,  p.  587  (17), 
8292;  Paine  p.  371-2  (23-8),  5242,  5290-2; 
Pigou  p.  437  (13),  6125-36;  Pethick-Lawrence 
p.  449  (21);  Dalton  p.  493  (14);  Martin 
p.  579  (61-64),  8247;  Clark,  Blakemore  p.  191 
(3);  Leake  p.  464  (12);  Schuster  p.  559  (10), 
7828;  Alexander,  etc.  p.  566  (23);  Scott 
p.  609  (16,  17),  8624-30;  Hobson  p.  692  (12); 
Macgregor  p.  693  (19). 

on  National  habits  of  thrift  would  be  disastrous, 
Paine  p.  370  (19),  5283. 

Position  of  London  as  international  money  centre 
would  be  weakened,  Scott  p.  607  (4),  8563-72. 
on  Prices,  Leake  p.  463  (7),  p.  464  (14);  Martin 
ip.  579  (71),  8262-73;  Bradbury  p.  665  (35). 
on  Private  finance  houses,  Paine  6242. 
on  Production,  Glenday  p.  349  (30);  Paine  5243; 

Bradbury  p.  664  (33),  p.  665  (36). 
Psychological,  would  be  bad,  Bradbury  p.  664 
(32). 

Psychological  effect  of  large  measure  of  consent 
to  levy  by  the  wealthy,  Walkden  8292,  8295- 
300,  8339,  8375. 

on  Sale  of  securities,  Paine  p.  371  (29-32),  5226, 
5242,  5293-300;  Pigou  p.  437  (14),  6137-43; 
Pethick-Lawrence  p.  449  (22),  6337-9;  Leake 
p.  464  (13),  6465;  McKenna  p.  481  (24); 
Dalton  p.  493  (15);  Keynes  7620;  Schuster 
p.  599  (11),  7914-22;  Alexander,  etc.,  p.  566 
(24);  Martin  p.  579  (65-68);  Walkden,  etc., 
p.  588  (18),  8358-61;  Saott  p.  609  (18-20), 
8630-9;  Hobson  p.  692  (13);  Macgregor  p.  692-3 
(7-8). 
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Effects  of — cont. 

on  Saving,  Walkden,  etc.,  p.  230  V (7),  5000-1, 
p.  588  (16);  Paine  p.  370  (17,  19-22),  5283; 
Pethich-Lawrence  p.  447  (20);  Leake  p.  463 
(11);  Dalton  p.  493  (13),  6982-3;  Keynes 
p.  535  (5);  Schuster  p.  559  (9),  7852-5,  7906-8; 
Alexander,  etc.  p.  566  (22),  7964-7,  8008; 
Martin  p.  579  (58-60);  Scott  p.  608-9  (13-15), 
8612-22;  Hobson  p.  692  (11);  Macgregor  p.  693 
(17-18). 

on  Taxable  capacity  of  the  country  and  State 
revenue,  Walkden  3132-62,  3174-6,  3282-302, 
4903-61;  Pigou  p.  437  (5),  6025-38;  Pethick- 
Lawrence  p.  449  (24),  6353-9;  Schuster  p.  559 

(13) . 

Taxation  burden  not  necessarily  relieved,  Martin 
p.  577  (21). 

no  Taxation  relief  anticipated,  Paine  p.  369  (7), 
5156-68,  5202. 

on  Trade  and  industry,  Brand  p.  105  (6),  1352, 
1433-7,  1510-2;  Clark,  Blakemore  p.  191  (3); 
Glenday  p.  349  (30);  Paine  p.  369  (9),  p.  370 

(14) ,  p.  372  (41),  5206-12,  5242-57,  5328; 
Pethick-Lawrence  p.  449  (15);  Leake  p.  463 
(7,  8);  McKenna  p.  481  (18,  19);  Dalton  p.  493 
(7,  9);  Schuster  p.  559  (5),  7648-78;  Martin 
p.  577  (7),  p.  578  (43-45),  p.  579  (52),  8239-44; 
Alexander,  etc.  p.  567  (18),  7935-44;  Walkden, 
etc.  p.  587  (11),  8292;  Scott  pp.  607-8  (6), 
8593-9,  8601-9;  Federation  of  British  Indus- 
tries p.  691;  Hobson  p.  692  (7);  Macgregor 
p.  693  (14). 

Value  of  all  estates  would  be  reduced,  Leake 
p.  463  (10). 

would  be  Worse  than  if  levy  imposed  soon  after 
Armistice,  Martin  p.  578  (37-39);  Scott  p.  608 
(7),  p.  609  (17),  8581-92. 

Equity  of,  and  justification  for,  Pethich-Lawrence, 
p.  449  (11),  6282-6,  6298-302,  6365-70; 

Walkden,  etc.,  3181-224,  3242-51;  3303-25, 

3358-9,  4969-91,  4998-5004;  p.  587  (8),  8333-9, 
8341;  Dalton  p.  492  (5),  6939-51;  Alexander, 
etc.,  p.  564  (4),  p.  565  (15),  p.  566  (16),  7939, 
7967-87,  8007-18,  8082-7. 

Equity  of,  compared  with  Income  Tax,  Keynes 
3981-4;  Paine  p.  369-70  (10-11),  5091  ' (8), 
5132-9,  5169-204;  Leake  p.  463  (5),  6447-59; 
McKenna  p.  481  (15,  16),  6791-5,  6799-801; 
Dalton  p.  492  (5);  Schuster  p.  559  (3),  7841-7; 
Alexander,  etc.,  p.  566  (16);  Martin  p.  578 
(27-36),  8186-95,  8215-37,  8238;  Scott  p.  607 
(4),  8556-9;  Hobson  p.  691  (5);  Macgregor 
p.  693  (12). 

Irrelevant,  Walkden  p.  587  (8). 

Evasion  question,  Paine  5333-6;  Pigou  6137-43; 

Pethick-Lawrence  6232-47. 

Exemption  limit,  Walkden,  etc.  3224-41  4974 

p.  587  (4),  8301,  8306,  8328,  8372;  Paine  p.  369 
(5,  6),  5142-55;  Pethick-Lawrence  p.  449  (8), 
6371-3;  Dalton  p.  492  (2),  6898-904;  Alexander, 
etc.,  p.  564  (6),  p.  565  (12),  7930-4;  Martin  p.  577 
(17-19),  8196;  Macgregor  p.  692  (4). 

Farmers  and  landowners,  difficulties  of  payment 
Paine,  5242,  5254. 

on  Foreigners  living  in  England,  no  reason  against, 
Walkden  3252-6. 

Form  of : 

on  Brain  capital : 

Desirable  in  principle  but  difficult,  Pigou 
p.  437  (8),  6092-109;  Dalton  p.  492  (2), 
6861-2,  6896-7. 

Higher  income  tax  for  period  of  years  with 
lower  rate  of  levy  would  meet  case  of,  Scott 
8010-1. 

'Impossibility,  Paine  p.  366  (4);  Martin  p.  577 
(13-16),  8187-9,  8193;  Walkden,  etc.,  p.  587 

(4),  8307-10. 

Necessary,  and  possibility  by  capitalisation  of 
earnings  of,  Scott  p.  607  (3),  8511-4,  8517-55. 
on  Businesses,  collection  difficulty,  Martin  p 
577  (11). 


Capital  Levy — cont. 

Form  of — cont. 

Graduation  advocated,  Alexander,  etc.,  p.  565 
(10)  (12)  ; Paine  p.  369  (5,  6). 
on  Individuals  only: 

Advocated,  Paine  p.  369  (4);  Pethick-Lawrence 
p.  449  (8);  Dalton  p.  492  (2);  Alexander,  etc. 
p.  565  (10,  11,  12);  Martin  p.  577  (10); 
Walkden  p.  587  (4);  Hobson  p.  691  (3). 
not  Possible,  Scott  p.  607  (3),  8505. 
on  Material  wealth  only,  advocated,  Pethick- 
Lawrence  p.  449  (8);  Alexander,  etc.,  p.  565 
(12);  Hobson  p.  691  (3);  Macgregor  p.  692  (4). 
General  assent  to,  and  working  with  goodwill 
desirable,  Alexander,  etc.,  p.  566  (18),  7998, 
8089-96,  8099-102. 

on  Holders  of  debt,  suggestion,  Hirst  p.  164  (8), 
2400,  2423-7. 

Impracticability  of,  Cannan  895-6;  Leake  p.  464 
(16),  6443-4;”  McKenna  p.  480  (11);  Selfridge 
7048-9,  7051,  7064;  Bradbury  p.  664  (31),  9279-82. 
v.  Increased  taxation,  Paine  5304-14;  Keynes 
7553-8,  7577-9,  7582-5;  Alexander,  etc.,  8114-9, 
8124-6;  Walkden,  etc.,  p.  587  (8),  8341,  8349-50. 
Individual  cases  of  hardship,  possible  modification, 
Martin  p.  578  (25,  26),  8212-4. 

Introduction  : 

during  Boom  preferable  to  time  of  depression, 
Pigou  p.  437  (10),  6115-20. 
during  Earlier  stages  of  trade  boom  advocated, 
Dalton  p.  493  (8),  6967-77. 
during  Period  immediately  following  the  war  : 
might  have  been  Possible,  Pigou  p.  436-7  (5), 
6039-43. 

Preferable,  Dalton  p.  493  (6);  Walkden,  etc., 
p.  587  (9). 

Preferable,  and  boom  would  have  been  pre- 
vented, Pethick-lMwrence  p.  449  (12), 

6303-10. 

when  Rate  of  interest  not  above  4 per  cent. 

desirable,  Macgregor  p.  693  (14). 
when  Trade  bad  or  good,  no  difference  in  effect, 
Schuster  7848-9. 

on  Wealth  due  to  war  immediately  after  the  war, 
might  have  been  accepted,  Paine  p.  370  (12). 
Misrepresentation  of,  and  obstruction,  Pethick- 
Lawrence  p.  449  (14),  6322-5. 

Objects  of,  Walkden  4893-8;  Dalton  p.  492  (2), 
6895,  6907. 

Payers  of,  relief  in  taxation  advocated,  Martin 
p.  578  (25). 

Payment : 

from  Balances  on  deposit  at  banks,  effects, 
Glenday  p.  349-50  (39-44). 
in  Cash  : 

Extent  of,  Scott  p.  610  (24). 

Impossible,  Schuster  p.  559  (14). 
would  be  Small,  Dalton  p.  494  (21),  6984; 
Walkden,  etc.,  p.  589  (27). 
probable  Extent  of  different  forms,  Paine  p 372 
(40),  5327. 

in  Gilt-edged  securities,  effects,  Glenday  p 349 
(30,  34-7). 
by  Instalments  : 

Appeal  Tribunal  for,  suggestion,  Dalton  6997-8. 
Effect  of,  Scott  p.  610  (23,  26),  8516-20. 
Extent,  Dalton  p.  494  (23). 

Interest  should  be  payable  after  first  few  years 
Martin  p.  580  (77).  5 

Losses,  proposal  re  allowance  for,  Alexander 
etc.,  p.  567  (30). 

Necessary  in  some  cases,  Dalton  p.  494  (22) 
6980-1;  Alexander,  etc.  p.  567  (31);  Martin 
p.  580  (77);  Walkden,  etc.  588-9  (28-29V  Scott 
p.  610  (25).  '' 

Opinion  re,  Paine  p.  372  (42-3) ; Dalton  p 494 
(24). 

Payment  out  of  income,  Dalton  7002,  7005. 
Security  should  be  required  and’  interest 
charged  on  outstanding  liabilities,  Alexander , 
etc.,  p.  566  (24). 

in  Special  cases,  advocated,  with  final  adjust- 
ment, Pethick-Lawrence  p.  450  (29),  6361-2, 
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by  Landowners  with  large  mortgage  on  estate, 
question  of,  Walkden  8342-8. 

Methods,  Pethick-Lawrence  p.  450  (27). 
where  “ Approved  ” securities  held,  Alexander, 
etc.,  p.  566  (28). 

by  Surrender  of  war  loan,  Alexander,  etc., 
p.  566  (28). 

Private  businesses,  position  of,  and  proposals  re, 
Walkden,  etc.,  3318-23,  p.  589  (28-29);  Paine 
p.  372  (44-45),  5242;  Pethick-Lawrence  p.  450 
(30),  6340;  Leake  p.  464  (16),  6477 ; Dalton 
p.  494  (22),  6980-1 ; Alexander,  etc.,  p.  566-7 
(29-31) ; Scott  p.  610  (25,  27). 
by  Raising  bank  loans  or  mortgages,  effects, 
Glenday  p.  350  (45). 

in  Real  property,  not  desirable,  Walkden,  etc., 
p.  589  (27);  Scott  p.  610  (24). 
by  Selling  off  securities  and  shares,  effects, 
Glenday -p.  350  (45);  Schuster  p.  559  (14). 
by  Securities,  Dalton  493  (15),  6985;  Scott  p.  609 
(18-20),  8631-9. 

by  Selling  off  trade  stock,  effects,  Glenday 
p.  350  (46). 

by  Share  capital  of  business,  objection  to, 
Selfridge  7062-3. 

Special  arrangement  necessary  where  capital  not 
held  in  form  of  money  or  negotiable  securities, 
Martin  p.  577  (10). 

Transfer  of  vast  amount  of  property  and  securi- 
ties to  the  State,  Leake  p.  464  (16),  6465. 
in  War  loan,  effects,  Glenday  p.  349  (30,  32-7), 
4908;  Walkden  4932-48. 

War  loan  and  securities,  bulk  of,  Dalton  p.  494 

. (21). 

in  War  Loans  and  by  exchange  of  securities, 
Walkden,  etc.,  p.  588  (18),  p.  589  (27),  8351-4. 
Period  required  to  get  in  £3,000  million,  Dalton 
6978-81. 

a Question  of  expediency  entirely,  Macgregor 
5819-25. 

Questionnaire  issued  to  witnesses,  p.  683-4. 
Redemption  of  whole  internal  debt  by,  pro- 
posed, Walkden  4992-7. 

Repetition  : 

Assurance  against,  suggestion,  Alexander,  etc., 
p.  566  (17),  8123. 

Pear  of,  little  importance  attached  to  effect  on 
saving,  Dalton  p.  493  (12),  6954. 

Guarantee  against : 

Advocated,  and  Sir  J.  Stamp’s  suggestion 
approved,  Walkden,  etc.,  p.  587  (10). 
not  Desirable,  Hohson  p.  691  (6);  Macgregor 
p.  693  (13). 

Method,  question  of,  Paine  5213-6. 
not  Practicable,  convincing  or  effective, 
Paine  p.  370  (13);  Leake  p.  463  (6),  6446, 
6460-4;  McKenna  p.  481  (17),  6619-28; 
Schuster  p.  559  (4);  Martin  p.  578  (40-42); 
Scott  p.  607  (5),  8577. 

Question  of,  Pethick-Lawrence  p.  449  (13) 
6311-21;  Dalton  p.  493  (6),  6953. 

Possibility  of,  from  point  of  view  of  existence 
of  stock  in  which  to  make  payment,  question 
of,  McKenna  6633-51. 
no  Safeguard  against,  Pigou  5918. 

NET  ANNUAL  SAVING  : 

Estimated,  Paine  p.  371  (34-5),  5303;  Leake 
p.  464  (15);  Dalton  p.  494  (18),  6872,  6995-6; 
Alexander,  etc.,  p.  566  (26);  Walkden,  etc., 
p.  588  (23);  Pethick-Lawrence  6353-9;  Mac- 
(jregor  p.  694  (22);  Keynes  7586-7. 

Extent  to  which  not  applied  to  debt  redemption, 
any  advantage  largely  nullified,  Martin  o 577 
(22),  8207. 

Limit  below  which  levy  not  worth  while,  question 
of,  Pethick-Lawrence  6273-6;  Alexander  8059- 
61,  8097,  8104-19;  Worley  8126-30;  Martin  p 
580  (73),  8274-8. 

Use  of : 

Dalton  p.  493  (2);  Hohson  p.  691  (3). 


Capital  Levy — cont. 

NET  ANNUAL  SAVING COnt. 

Use  of — cont. 

Application  to  expenditure,  objection  to  pro- 
posal, Schuster  p.  558-9  (2),  7838-40. 
only  for  Debt  redemption  advocated,  Alex- 
ander, etc.,  p.  565  (12). 

Guarantees,  difficulty,  Martin  p.  577  (23), 
8208-11. 

must  be  Decided  in  light  of  circumstances  at 
the  time,  Walkden  etc.,  p.  587  (5),  8311. 
Scale,  extract  from  “ Labour  and  the  War  Debt, 
etc.,  re,  p.  684. 

Sinking  Fund  after: 

Addition  of  saving  in  taxation  to,  proposal, 
Macgregor  p.  693  (10-11). 

Reduction  : 

Advocated,  Leake  p.  463  (4);  Scott  p.  610  (30). 
Advocated,  though  advantages  claimed  foe  levy 
would  be  modified,  Martin  p.  577  (24). 
not  Advocated,  Paine  p.  369  (8),  5140; 

Alexander,  etc.,  p.  565  (13). 
objected  to,  Walkden,  etc.,  p.  587  (6). 
Suspension  • for  first  few  years  advocated, 
Pethick-Lawrence  p.  449  (9),  6272;  Dalton 
p.  492  (3),  6911-34. 

Variation  of  contribution  to,  according  to  state 
of  revenue,  advocated,  Hohson  p.  691  (4). 
and  State  ownership,  Pethick-Lawrence  6334-6. 
on  Surrender  value  of  life  insurances,  Scott  p.  607 
(3),  8505-7. 

Taxation  changes  after  : 

Food  taxes  should  be  reduced,  Walkden,  etc., 
p.  587  (7);  Alexander  etc.,  p.  565  (14),  8063-5. 
Income  tax  exemptions  and  abatements  should 
be  readjusted,  Walkden,  etc.  p.  587  (7). 
Income  tax  relief  to  payers  of  levy  advocated, 
Paine  p.  369  (9),  5195-202. 

Income  tax  and  death  duties  should  be  reduced, 
Pigou,  p.  437  (9),  6110-5. 

Income  tax  and  food  taxes  should  be  reduced, 
Pethick-Lawrence  p.  449  (10),  6276-81;  Dalton 
p.  492'  (4),  6938-9. 

Valuations  : 

Appeals  should  be  allowed  on  grounds  of  grave 
hardship,  Walkden,  etc.,  p.  589  (25),  8379-80. 
Corrective  valuations  in  light  of  subsequent 
events  not  possible,  Paine  p.  372  (39),  5325-6. 
Death  duties  basis  : 

Advocated,  Paine  p.  372  (39);  Pethick- 

Lawrence  p.  450  (25);  Dalton  p.  494  (19). 
Impracticability,  McKenna  p.  481  (14),  6782-6. 
Difficulties  in  connection  with,  Paine  p.  371-2 
(368),  5315-21,  5324-5;  Pethick-Lawrence 

6363-4;  McKenna  p.  480-1  (12-14),  6773-89; 
Keynes  p.  534  (3),  7618-9;  Schuster  p.  559  (14), 
7845;  Martin  p.  580  (74-75),  8278-80;  Walkden , 
etc.,  p.  589  (26);  'Scott  8507-10. 

Finality  : 

Advocated,  Dalton  p.  494  (20),  6997. 

Question,  Pethick-Lawrence  p.  450  (26); 

Martin  p.  580  (76). 

Life  tenants,  proposal,  Pigou  p.  437  (17),  6159. 
Method,  Walkden  4963-4. 

Pensions  and  annuities,  Paine  5315-7. 

Provisional  return  by  taxpayer,  proposal  : 
Approved,  Walkden,  etc.,  p.  588  (24). 

, Preferred  to  conventional  value,  Martin 
8278-80;  Macgregor  p.  694  (23). 

Revision  : 

should  be  Allowed  where  payment  by  instal- 
ments accepted,  Walkden,  etc.  p.  589  (25), 
8378. 

Provision  for,  necessary  in  certain  cases, 
Scott  p.  610  (S3). 

War  Wealth  Committee,  conclusions  of,  Alexander 
8044-7;  Walkden,  etc.  p.  588  (24). 
on  War  wealth  impossible  now,  Martin  8201. 

Yield  : 

£3,000  million  : 

should  be  Aimed  at,  Alexander,  etc.,  p.  565 

(12). 

Doubted,  Schuster  p.  558-9  (2),  783S;  Scott 
p.  607  (3). 
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Capital  Levy — cont. 

Yield — cont. 

£3,000  million — cont. 

Scale  must  be  adjusted  to  produce,  if  possible, 
Walkden,  etc.  p.  587  (4),  8312-32. 

£5,700  millions,  estimate,  Leake  p.  465  (21), 
6412-4. 

34  or  4 milliards  anticipated,  Petliick-Laiorence 
p.  449  (8),  6258-68. 

Estimate,  Dalton  6868-74. 

would  not  Justify  imposition,  McKenna i p.  480 

(11). 

Sum  realised  by,  proportion  to  come  from 
industry,  Paine  5323. 

Sum  to  be  aimed  at,  Dalton  p.  492  (2). 

Central  Landowners’  Association  : 

Evidence  on  behalf  of,  see  Clinton,  the  Rt.  Hon. 

Lord,  p.  24-6,  315-550. 

Membership,  Clinton  523. 

Chartered  Accountants  in  England  and  Wales, 
Institute  of: 

Evidence  on  behalf  of,  see  Dickinson,  Sir  Arthur 
Lowes,  p.  243-7,  3375-3688. 

Membership,  p.  243  (1). 

Chartered  Accountants  of  Scotland,  Joint  Committee 
of  Councils  of : 

Evidence  on  behalf  of,  see  Mann,  Sir  John,  p.  243-7, 
3375-3688. 

Membership,  p.  243  (1). 

Cheques,  stamp  duty  on,  see  under  Stamp  duties. 

Coal  industry: 

Output : 

Decrease  in,  Dickinson  3544-6,  3549-50,  3572. 

S.  Wales,  restriction  of  individual  output,  issue 
of  circulars  advising,  Dickinson  3536,  3554-7. 
Wasting  assets,  deduction  of  income  tax  on,  not 
allowed,  Wise  p.  157  (Q.  5),  2318-20. 

Colonial  Debt,  .amount,  Layton  p.  175. 

Collection,  cost,  proportion  to  national  income,  1818, 
1913,  1923,  Layton  p.  176. 

Commercial  bills,  restoration  desirable,  Niemeyer 
8690. 

Commodities,  taxes  on,  see  Indirect  taxation. 

Companies : 

Capital,  classes  of,  1914,  1923,  Layton  p.  178-9. 
Formation  of  : 

in  England,  and  high  income  tax,  Forres,  7816. 
Stamp  duties,  see  that  title. 

Joint  Stock: 

Ad  valorem  duties  on,  burden  of,  and  alteration 
urged,  Holme,  Carslake  pp.  540-1  (2-12),  p.  542 
(32),  p.  643  (32),  7632-51. 
not  Affected  by  death  duties,  Pitt  3607. 
Conversion  of  private  companies,  etc.  into  : 

Approved,  Dalton  5551 ; Holme,  Carslake 
7640-1. 

Hindering  of,  by  existing  duties,  Holme, 
Carslake  pp.  540-1  (7-8),  7639. 
as  Result  of  death  duties,  and  objection  to 
owing  to  loss  of  human  touch,  Samuel  p.  76 
(11),  1007,  1022-5. 

Tendency,  owing  to  death  duties,  Forres 

7798-801. 

Effect  of  death  duties  on,  Kirkaldy  p.  217  (26). 
Greater  part  of  industry  in  hands  of,  Walker, 
Duncan  p.  203  (8),  2879-86. 

Losses,  exemption  from  income  tax  until  losses 
liquidated,  proposal,  Wright  p.  93  (8),  1158, 
1188-90,  1222-5,  1287. 

Private  Firms  : 

Conversion  into  limited  companies,  Tredwen 
7870-1 ; Hopkins  9129. 

Destruction  of,  undesirable,  Schuster  7924. 
Effect  of  death  duties  on,  Kirkaldy  p.  217  (27) 
Liquid  resources,  importance  of,  and  failure  as 
result  of  taxation,  McKenna  1789-99. 
Proportion  of  total  amount  of  business  done  by, 
question  of,  Schuster  7871-5. 

Proportion  of  private  enterprise  compared  with, 
Coates  8848-58,  9319, 


Companies — cont. 

Reserves : 

Accumulation : 

Hindered  by  high  taxation,  Schuster  105, 
119-21,  190;  McKenna  p.  132  (lb),  p.  133 
(7);  Dickinson,  etc.,  p.  244  (10-15),  3405-14; 
Mann  3414;  Keynes  p.  277  (1),  3897-902; 
Martin  p.  289  (17),  p.  290  (35),  4039-40 ; 
Glenday  p.  350  (49),  4817-19,  4825-42, 

4869-70;  Forres  p.  552-3  (3),  7792;  Lever- 
hulnxe  p.  686  (10). 

not  Hindered  by  income  tax,  Pigou  p.  41  (40). 
Importance  of,  Dickinson  3408. 

Importance  of,  and  suggested  reorganisation 
of  taxation  to  assist,  Keynes  p.  277-8, 
3880-951. 

in  Order  to  save  super-tax,  Schuster  p.  10  (7) 
191-3. 

Effect  on : 

of  Capital  levy,  Martin  p.  579  (60);  Scott 
p.  609  (15);  Hobson  p.  692  (11);  Macgregor 
p.  693  (17). 

of  Conventional  rate  of  dividend,  Mann 
3486-91. 

Exemption  from  super-tax,  private  firms  should 
be  on  same  footing,  Tredwen  p.  517  (14), 
7362-70. 

Increase  in  bonus  shares,  Clark,  Blakemore 
p.  192  (7),  2679-81. 

Legal  reserves  in  certain  countries,  Pease 
4507-10. 

Pre-  and  post-war  statistics,  Layton  p.  178  (15), 
2574. 

Taxation : 

Effect  of,  Schuster  p.  10  (7),  105,  188-93; 

Cannan  919-23;  Samuel  p.  75  (7);  McKenna 
p.  133  (11);  Wise  p.  157  (Q.  7),  2271-3,  2285; 
Clark,  Blakemore  p.  192  (7);  Drapers'  Cham- 
ber of  Trade  p.  684  (2). 

Relief : 

Advocated,  Samuel  971-84;  Wright  p.  92-3 
(7-8),  1158,  1182-7,  1199-205,  1212-21 

1255-9,  1263-86,  1296,  1314-25;  McKenna 
1893-1906;  Martin  p.  289  (26);  Glenday 
4820-4. 

for  Extension  and  development : 

would  be  Approved,  Wright  1316-23. 
Difficulties,  Hopkins  9125,  9128. 
Suggestion,  Dickinson  3492-5,  3497, 

3500-14;  Mann  3493-4,  3498-9,  3516;  Pitt 
3495-6. 

Extension  to  private  firms  : 

Advocated,  Wright  1315;  Dickinson  3513-4. 
Sir  A.  Lowes  Dickinson’s  scheme,  criti- 
cism, Hopkins  9125. 

Difficulty,  Hopkins  9126-7. 
little  Importance  attached  to,  Self  ridge 
7119-30. 

Loss  to  State  would  be  too  great,  Cannan 
924. 

possible  Method,  Hopkins  9125-6. 
of  certain  Percentage  might  be  possible, 
Pease  4506-13,  4624. 

Question  of,  Pigou  670-2. 


Consumption  : 

Incroased  expenditure  on,  McKenna  6680-9. 
Stimulation,  need  for,  Enfield  6497-507. 


Conversion: 

Compulsory,  not  advocated,  Pigou  782-3. 

Effect  on  credit,  McKenna  2033-5 ; Kirkaldy 
p.  214-5  (4);  Pease  p.  317  (5,  6),  4441-2,  4616-22. 

Exaggerated  idea  of  possibilities  of,  Pethick- 
Lawrence  6225. 

Extent  to  which  possible,  Schuster  217-28;  Paine 
5104-9;  Dalton  p.  394  (8),  5452,  5453-63. 

of  Floating  Debt,  see  under  Floating  Debt. 

Gosclien,  Niemeyer  8S25. 

Importance  of,  Schuster  234;  Samuel  p.  78;  Wise 
p.  156  (8);  Martin  p.  577  (5),  8171-3. 

suggested  Method,  Dalton  p.  394  (9),  5452,  5464-81. 
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Conversion — cont. 

Options  : 

Objection  to  system,  Niemeyer  90-1. 

Open  nnder  original  prospectuses,  table  put  in, 
Niemeyer  89. 

Psychological  effect  of  bigb  capital  debt  at  low  rate 
of  interest  compared  with  that  of  lower  debt  at 
higher  rate,  Bell  8423-7. 

Results,  Niemeyer  8648-61. 

Scheme,  Hoare  p.  115-6,  1521-51. 

Sinking  fund  an  advantage  in  facilitating,  Nie- 
meyer 8803-4. 

during  Trade  depression,  desirability,  Samuel 
p.  74  (3),  971. 

recent  Treasury  scheme,  approval,  Schuster  p.  11 
(16),  100. 

Co-operative  Congress,  Joint  Parliamentary  Com- 
mittee, Evidence  on  behalf  of,  see  Hayward, 
Alderman  F ; Blair,  W.  R. ; Goodwin,  T. ; and 
Alexander,  A.  V.,  M.P.  p.  303-7,  4242-438,  p. 
564-7,  7926-8152. 

Co-operative  movement,  Hayward,  etc.,  4372-5, 
4396-8. 

Co-operative  Societies: 

Capital,  position  re,  Hayward,  etc.,  p.  305  (17), 
4335-41 ; Alexander  8003. 

Income  Tax : 

Carrying  out  of  recommendations  of  Royal  Com- 
mission advocated,  Clark,  Blakemore  p.  194. 
under  Schedules  A.  and  B.,  amounts  paid  not 
recoverable,  Hay  rear d,  etc.,  p.  305  (22). 

Prices,  Walkden  5021-5. 

Privileges  as  regards  taxation,  revision  advocated, 
Clark,  Blakemore  p.  193-4;  Clark  2692-7,  2647; 
Drapers’  Chamber  of  Trade  p.  685  (9). 
Co-operative  Union,  Membership,  etc.,  Hayward, 
etc.,  p.  303  (2). 

Co-partnership,  placing  of  money  on  deposit  in  busi- 
nesses by  employees,  objection  to,  Paine  5262-3. 
Corporation  Profits  Tax,  Schuster  p.  11  (4);  Pigou 
p.  41  (41),  591. 

Cotton  Industry,  position,  Hobson  1751-2;  McKenna 
1959. 

Credit: 

Advances  by  banks,  see  under  Banks, 
on  Cheap  terms,  importance  of,  to  small  traders, 
Clark,  Blakemore  p.  190,  2590-600. 

Debt  as  instrument  of,  Samuel  p.  73  (1),  968; 

Blakemore  p.  190  (1),  2600-4. 

Dependence  on  volume  of  trade  and  volume  of  con- 
sumption, Wiise  p.  156  (7). 

Supply  op  : 

not  Dependent  on  amount  of  National  Debt, 
Walkden,  etc.,  p.  588  (20). 
more  Difficult  for  small  man  than  formerly  and 
reasons,  Clark  2607-13. 

Difficulty  in  Scotland  owing  to  high  rates  of 
interest,  Walker  2814-30. 

Effect  on : 

of  Capital  levy,  see  under  Effects  under  Capital 
Levy. 

of  Conversions,  McKenna  2033-5;  Kirkaldy 
p.  214-5  (4) ; Pigou  p.  317  (5,  6),  4441-2, 
4616-22. 

of  Floating  debt,  Walker,  Duncan  p.  203  (1), 
2728,  2743-8;  Kirkaldy  p.  215  (7),  2986-92; 
Macgregor  p.  424  (6). 

of  High  taxation,  Clark,  Blakemore  p.  191  (4); 

Martin  p.  288  (4);  McKenna  p.  480  (5). 
of  National  debt,  Schuster  p.  8 (1),  98;  Martin 
p.  288  (1-5),  4052-8;  Hayward,  etc.,  p.  304 
(5),  4243-5;  Pease  p.  317  (2);  Macgregor  p. 
421  (4-5),  5725-34;  Selfridge  p.  504  (1). 
Dependence  on  whether  Debt  taken  up  by 
banks  or  by  public,  Pease  p.  317  (1-3), 
p.  320,  4439-40,  4610-2,  4651-3. 
of  Repemption  of  debt,  Samuel  p.  73  (1),  968-9; 
Wise  p.  156  (Q.  1),  2196-212;  Kirkaldy 
p.  214-5  (4);  Walkden  3369-74;  Hayward,  etc., 
p.  304  (8),  4259-62,  4359-63,  4409-14;  Pease 
p.  317  (4);  Macgregor  p.  424  (15-16),  5802-7; 
Bradbury  p.  662  (3),  9180-9. 


Credit — cont. 

Supply  op — cont. 

through  Land  Improvement  Society,  extension 
desirable,  Macgregor  5831-8. 

Regulation  of,  by  Bank  of  England,  Bradbury 
p.  662  (1-3). 

certain  Shortage,  Kirkaldy  2934. 
no  Shortage  of,  Leake  4757-9. 

Statistics,  1913,  1923,  Schuster  p.  9 (1),  98. 

Currency : 

in  Circulation,  amount,  no  connection  with  exist- 
ence of  National  Debt,  McKenna  p.  132  (la). 
Inconvertible,  objections  to,  and  suggested  reme- 
dies, Hirst  p.  165  (14),  2400-27,  2443. 
Management  of,  possibility  of,  without  con- 
vertibility, McKenna  1997-2000. 

Currency  Notes: 

Fiduciary  issue,  no  clear  statement  in  National 
Debt  accounts,  Cannan  p.  58  (2). 

Hoarding  of,  Schuster  114. 

Customs  and  Excise  duties: 

Effect  of  : 

Prices  raised  generally,  Hobson  p.  118-9  (17-19), 
1555  (6-8);  McKenna  p.  134  (16);  Wise  p.  157 
(Q.  15);  Martin  p.  292  (77-8). 
on  Trade  and  industry,  McKenna  p.  133  (16) ; 
Dickinson,  Mann,  Pitt  p.  247  (66-70);  Leake 
p.  332  (15). 

Excise  duties  a greater  burden  on  consumer  than 
customs  duties,  Dickinson,  Mann,  Pitt  p.  247 
(69). 

Excise  duty  on  spirits,  prejudicial  effect  on  per- 
fumery industry,  Barrett  p.  528,  7464-93. 
Incidence  of,  Wright  p.  93  (18);  Hobson  p.  118-9 
(17-19),  1555  (6-8). 

on  Consumer,  Schuster  213-6;  Samuel  p.  77  (16); 
Hirst  p.  165  (19),  2449-50;  Walker,  Duncan 
p.  203  (9);  Leake  p.  332  (15). 
on  Producer,  tendency  owing  to  increasing  com- 
petition, Clark,  Blakemore  p.  193  (15),  Clark 
2686. 

Intoxicating  drinks  and  tobacco,  maintenance  as 
at  present  advocated,  Cannan  p.  60  (13),  814, 
847-51. 

Taxes  on  turnover,  Wright  p.  93  (18),  1158. 
Undesirable  from  industrial  point  of  view, 
Walker,  Duncan  p.  203  (9). 

Czecho-Slovakia: 

Capital  levy  in,  Paine  p.  372  (43),  5338-40; 

Pethick-Lawrence  6251-3;  Martin  p.  577.  (20). 
Capital  tax  and  increased  capital  tax,  working  of, 
Bigby  p.  530-1,  7494-538. 

Profit  tax,  Bigby  7548-50. 

Turnover  tax,  Bigby  p.  531  (6),  7539-50. 


Death  duties: 

Abolition  in  Italy,  increase  in  saving  after, 
Dickinson  3607. 

Advantages  in  excess  of  disadvantages,  Hayward, 
etc.,  p.  306  (23). 

on  Agbicttlttjkal  Estates  : 

Assessment : 

Alteration  in  method  not  advocated,  Prety- 
man  p.  413  (5-6),  5696. 

on  Capitalisation  of  net  income  advocated, 
Clinton,  Carlton  p.  25  (9);  Clinton  488-514, 
542-8;  Watson  p.  413  (7);  Scottish  Land  and 
Property  Pederation  p.  689  (15). 

Complaint  re,  Clinton  373-5,  466-70,  474-8  , 
Pr etymon  5636-43. 

Regard  should  be  had  to  heavy  cost  of  realisa- 
tion; Scottish  Tjand  and  Property  Pederation 
p.  689  (15). 

Suggestion  by  Central  Landowners’  Associa- 
tion not  agreed  with,  Watson  p.  410  (5-6), 
5696.  , x 

as  a Whole,  not  in  lots,  advocated,  Clinton, 
Carlton  p.  25  (9) ; Clinton  338. 

Burden  of,  Scottish  Land  and  Property  Pedera- 
tion p.  688-9. 
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Death  Duties — cont. 
on  Agricultural  Estates — cont. 

Payment : 

Methods,  Scottish  Lcmcl  and  Property  Federa- 
tion p.  688-9. 

should  be  Spread  over  longer  period,  Clinton , 
Carlton  p.  25  (9);  Clinton  338-44,  534-6. 
in  Present  form,  estates  will  disappear  in  two  or 
three  successions,  Clinton  p.  24  (6),  318. 
Proposals,  Clinton,  Carlton  p.  25  (9). 

Quick  succession,  relief  period  should  be 
extended  to  15  years,  Clinton,  Carlton  p.  25 
(9);  Clinton  344. 

Realisation  cost  should  be  accepted  as  a deduc- 
tion, Clinton,  Carlton  p.  25  (9) ; Clinton  338, 
528-31. 

Serious  effects  of,  Watson  p.  413,  5556,  5696; 
Pretyman  5646,  5693-4. 

Sources  of  money  for  payment  of,  Clinton  318-9. 
Special  treatment,  proposals  and  justification 
for,  Pretyman  5647,  5673-92  , 5695. 

Allocation  to  debt  redemption  : 

Advocated,  Scottish  Land  and  Property  Federa- 
tion p.  689  (15). 
would  be  Approved,  Samuel  1028. 

Argument  put  forward  for,  criticism,  Niemeyer 
8805-6. 

Consideration  advocated,  Kirhaldy  p.  217  (28). 
Definite  policy  not  advocated,  McKenna  1920. 
Desirable,  Schuster  196 ; Wise  2294-7 ; Marrtin 
p.  291  (61,  64),  4231;  Selfridge  p.  504  (6), 

7175-82. 

no  Importance  attached  to,  Keynes  7608-11. 
Objections  to,  Niemeyer  8806-9. 

Proposal,  Cannan  p.  60  (11),  891. 

Approved,  Dickinson  3519,  3600. 

Arguments  in  favour  of,  Dalton  p.  395  (16),  5542. 
Assessment  irrespective  of  vendibility  of  stocks  or 
shares,  Wise  p.  157  (Q.  12). 

Avoidance  and  evasion  of,  Schuster  p.  11  (12),  113, 
262-4;  Cannan  p.  60  (17),  814;  Dickinson,  Mann, 
Pitt  p.  246  (45),  3605;  Pethick-Lawrence  p.  449 
(5),  6229-31. 

Rurden  lighter  than  that  of  income  tax.  Mann 
3608. 

v.  Capital  levy,  Kirhaldy  p.  217  (28). 

Defects  of,  Bell  p.  597-8  (17). 

if  Disbursed  on  non-productive  enterprise,  national 
income  effected,  Clark.  Blakemore  p.  192  (12). 
Distinction  between  Capital  levy  and,  Paine 
5285-8 ; Martin  8198. 

Effects : 

on  Agricultural  industrv,  Clinton , Carlton  p. 
24-5  (6-9) ; Clinton  318! 

on  Capital,  Schuster  p.  9 (4);  Pigov.  p.  40  (22), 
581-90;  Samuel  p.  76-7  (12);  Wright  p.  93  (T5), 
1191.  1218;  Brand  p.  106  (9),  1352;  McKenna 
p.  133  (12),  1917-32;  Wise  p.  157  (2,  12),  2286- 
92;  Hirst  p.  165  (17),  2449:  Dickinson,  Mann,. 
Pitt  p.  246  (43);  Pease  p.  319  (21);  Hayward, 
etc.,  p.  306  (23V.  Leake  n.  331  14.  5.  8 'll.  121 
p.  SS'i  (21),  4664-5,  4751;  Bradbury  p.  663-4 
(21) ; Drapers’  Chamber  of  Trade  p.  684  (4). 
Company  basis  encouraged  rather  than  private 
firms,  Forres  p.  553  (5),  7797-801. 

Comparison  with  capital  levy,  Schuster  144. 
Comparison  with  income  tax,  Pigou  707-8. 
Economic,  Samuel  p.  78. 

Employment  decreased,  Leake  p.  331  (4),  (11). 
Handicap  to  business,  Clark,  Blakemore  p.  192 
(12). 

Investment  abroad,  Schuster  p.  11  (12). 
on  Joint  stock  companies,  Kirhaldy  p.  217  (26) : 
Pitt  3607. 

on  Private  businesses  and  companies,  Hunsdon 
2052-73,  2099;  Pease  p.  319  (21);  Forres  p.  554 
(4),  7793-7;  Bell  p.  597  (17);  Hopkins  9129-33. 
on  Private  companies,  Kirhaldy  p.  217  (27). 
Psychological  question  of,  Schuster  312;  Cannan 
p.  60  (15),  814, 
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Death  Duties — cont. 

Effects — cont. 

on  Saving,  Macgregor  p.  425  (21-24),  5825-30. 
Comparison  with  effect  of  income  tax,  Pigou 
706;  Cannan  p.  60  (16),  814. 

Decrease,  Pigou  p.  41  (37),  660;  Dickinson, 
Mann,  Pitt  p.  246  (45,  46). 

Stimulated,  Alexander  7964. 

Serious,  Martin  p.  291  (61-6). 
on  Small  businesses,  Macgregor  p.  425  (25),  5830. 
on  Terms  on  which  capital  can  be  raised,  Lever- 
hulme  p.  685  (2). 

Trade  and  enterprise  hampered,  Schuster 
p.  10-11  (12),  113,  255-81,  p.  558  (1);  Wright 
1191-4. 

Exemption  of  first  inheritance  and  subsequent 
differentiation,  proposal,  Cannan  p.  61  (18),  824-9. 
Extension  objected  to,  Martin  8198. 
a Form  of  capital  levy,  Schuster  p.  10  (12),  294. 
Frequent  successions  within  a few  years,  question 
of  hardship,  Dalton  5543-4. 
too  High,  reduced  revenue  a result,  Pitt  3605. 
Incidence,  arbitrary,  Pethick-Lawrence  p.  449  (5), 
6226. 

Income  tax  increase  preferable,  Schuster  255-6; 
Hunsdon  2150-3. 

Increased  yield  advocated  and  suggestions  for. 

Dalton  p.  395-6  (16-17),  5542-52. 

Inheritance  tax  : 

Practicability  question,  Hopkins  9159. 
Suggestion,  Dalton  p.  396  (17). 
less  Injurious  if  levied  and  scale  applied  on  share 
of  eaob  beneficiary,  Schuster  p.  11  (12),  113,  117-9. 
Instalments  : 

Deduction  in  assessing . liability  to  income  tax 
and  super  tax  advocated,  Pretyman  p.  412 
(36-8),  5647-5;  Watson  p.  413  (7),  5698,  5700-8. 
Extension,  difficulties  in  connection  with, 
Hopkins  9134-6. 

Increase  of  period  to  one-half  expectation  of  life 
of  successor,  suggestion,  Watson  p.  413  17), 
5696-8,  5703. 

Second  death  while  instalments  being  paid, 
Pretyman  5704;  Hopkins  9141-3. 

Insurance  against  ; 

Aggregation  with  rest  of  estate,  Schuster  173; 
Clinton.  Carlton  p.  25  (9);  Clinton  318,  322-4. 
417-24,  455-9;  Pease  p.  319  (21),  4560-1,  4625-7; 
Bell  8466-9. 

Approved,  Bell  8468. 

Effect  of.  Wise  2286-90;  Clark.  Blakemore 
p.  192  (12). 

Extent  of,  Hopkins  9140. 
by  State,  question  of.  Bell  8467. 

Justification  for,  in  principle,  Leverhulme  p.  686 

(12). 

Land,  valuation,  criticism,  Kirhaldy  p.  216  (18), 
3039-40. 

Landed  Estates  : 

Hardship,  question  of  extent,  Hopkins  9137-40. 
Particulars  re  Hopkins  9138. 

Objections  to,  Hunsdon  p.  149  (6),  2099;  Bell 

8471-6. 

Particular  bonds  for,  question  of,  Niemeyer  8682-8. 
Payment : 

in  Advance,  would  be  preferable  to  present 
system,  Schuster  175. 

in  Cases  where  estates  pass  in  auick  succession, 
suggestion,  Hayward , etc.,  d.  306  (23). 
in  Land,  might  he  facilitated,  Dalton  5552-3. 
by  Loans  from  banks;  McKenna  1927. 
not  Paid  only  out  of  capital,  Niemeyer  8806. 
in  Victory  bonds,  effect,  Dalton  5468-0. 
on  Personalty,  payment  by  instalments,  proposal, 
Martin  p.  291  (67). 

Principle  approved,  Pitt  3605. 

Private  businesses,  commutation  of,  bv  duty  on 
partners,  suggestion,  Bradbury  p.  664  (22). 
Progression  : 

according  to  Amounts  received  bv  individual 
legatees,  suggestion,  Cannan  p.  60  (16). 
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Death  Duties — cont. 

Progression — cont. 

Improvements  proposed,  Cannan  p.  60  (16),  814. 
according  to  Income  of  legatee,  proposal,  Cannan 
p.  60  (16),  p.  61  (17). 
according  to  Relationship  : 

Advocated,  Schuster  180. 

Old  scheme  should  be  restored,  Cannan  p. 
60  (16). 

Steep,  objection  to,  Hunsdon  p.  148-50,  2042-53. 
Provision  against  : 

Difficulty,  Clinton  318. 
generally  Made,  Dickinson  3607. 
non-Provision  for,  during  life  to  any  large  extent, 
Schuster  171-5,  283. 

Rate,  Reduction  : 

Advocated,  Schuster  255 ; Pretyman  5647 ; 
Leverhulme  p.  686  (12). 

Advocated,  after  capital  levy,  Pigou  p.  437  (9), 
6110-3. 

Desirable  when  possible,  Selfridge  p.  504  (6), 
7182-9. 

no  Special  case  claimed  for,  Macgregor  5839-47. 
Relief  for  quick  succession  advocated,  Scottish 
Land  and  Property  F ederation  p.  689  (15). 
Revenue  from,  probable  decline,  Kirkaldy  3036. 
Rignano  system,  Pigou  579-81;  Cannan  p.  61  (18), 
823-4,  827-9. 

Advantages  of,  Dalton  p.  396  (18),  5542-4. 
Difficulties  of  carrying  out,  Hopkins  9150-4. 
might  be  Practicable  in  modified  form  if  accept- 
able by  taxpayers,  Hopkins  9151-8. 
all  Savings  up  to  limit  of,  should  not  be  aggre- 
gated with  property,  Clinton,  456-9. 

Statistics,  1920-21  to  1923-24,  Wise  p.  157  (Q.  12). 
Terminable  annuities  : 

Scheme  for  levying  special  duty  in  considera- 
tion of,  Dalton,  p.  396  (19-20),  5545-51. 

Criticism,  of  suggestion,  Niemeyer  8820-4. 
Valuation  for,  of  agricultural  estate  and  an  estate 
in  Consols,  Clinton,  Carlton,  p.  26  (App.  B.); 
Clinton  361. 

Debenture  interest,  as  item  in  costs,  question  of, 
Coates  8982-9010. 

Defence,  Cost,  proportion  to  national  income,  1818, 
1913,  1923,  Layton  p.  176. 

Deflation : 

1920,  1921,  1922,  too  rapid,  Wise  p.  156  (5). 
Continuous  : 

Fear  of,  a cause  of  trade  depression,  McKenna 
1966-74. 

Unemployment  would  be  caused,  McKenna 
1966-9. 

of  Prices  and  of  credit,  distinction  desirable, 
Samuel  971. 

Meaning,  McKenna,  6827-8. 

as  Result  of  Capital  Levy,  see  under  Effects  under 
Capital  Levy. 

as  Result  of  Redemption  of  debt  on  large  scale, 
or  too  rapidly,  McKenna  2018-32;  Wise  p.  156 
(Q.  3),  2222-37). 

Depreciation  and  Wasting  Asset*, 

Allowances,  see  under  Income  Tax. 

Fund  available  for,  diminished  by  taxation, 
Martin  p.  289  (25),  4175-8,  4185-212. 

Development : 

Deterrent  effect  of  high  taxation,  Glenday  p.  351 
(56-60);  McKenna  6721-2. 

Discouragement  of,  owing  to  taxation  of  non-income 
producing  assets,  Blakemore  2681-8. 

Direct  Taxation  : 

see  also  Corporation  Profits  Tax,  Death  Duties, 
Excess  Profits  Duty,  Income  Tax  and  Super 
Tax. 

Advantages  over  indirect,  Drapers’  Chamber  of 
Trade  p.  685  (7-9);  Leverhulme  p.  686  (15,  17). 
Approval  of,  but  may  become  too  heavy,  Schuster 
301. 

Incidence  on  consumer,  Leverhulme  p.  686  (14) 


Direct  Taxation — cont. 

Increase  of : 

and  Decrease  of  indirect  advocated,  Alexander 
8066-80. 

progressively  Serious  effects  anticipated,  Brand 
p.  105  (5),  1354. 

Number  of  direct  taxpayers  compared  with 
number  of  voters,  Samuel  p.  78,  1128-33. 
Preferred  to  indirect,  Walkden  3099. 

Ratio  to  indirect  taxation,  Samuel  p.  78,  1009; 
McLienna  1983;  Hirst  p.  165  (12),  2433-8;  Clark, 
Blakemore  p.  194;  Kirkaldy  p.  218  (31),  3064-72; 
Hayward,  etc.,  p.  306  (28,  29),  4298-316;  Pease 
p.  319  (25),  4569-82;  Glenday  4876-86;  Pretyman 
p.  411  (16-17),  5577-80,  5577-608;  Bell  p.  598  (22, 
23);  Bradbury  p.  664  (23);  Leverhulme  p.  686 
(15). 

Reduction  : 

Benefit  to  consumer  greater  than  from  reduction 
of  indirect  taxation,  Wise  p.  157  (Q.  14), 
2300-13. 

Importance  of,  Pretyman  5554-614,  5624. 

Trade  and  industry  would  benefit,  Wise  p.  157 
(Q.  14),  2300-13. 

Replacement  of  indirect  taxation  by,  desirable, 
Blakemore  p.  201. 

Scope,  widening  of,  proposal,  Clark,  Blakemore 
p.  194. 

Distribution,  cost,  excessive,  Kirkaldy  p.  217  (25). 
Distributive  services,  large  proportion  of  national 
income  attributable  to,  Coates  9462-4. 

Dividends : 

Conventional  rate,  question  of  effect  on  business, 
Layton  p.  177  (12-14),  p.  179  (19),  2543. 
Maintenance  of  gross  dividend,  Glenday  4829-42 
4867. 

on  Preference  and  ordinary  capital,  rates,  1909- 
1923,  Layton  p.  177  (14),  2569-70. 

Double  taxation  : 

see  also  sender  Income  Tax. 

Importance  of  question,  Schuster  p.  11  (16). 

Drink  and  tobacco,  expenditure  on,  question  of  re- 
lationship to  internal  trade,  McKenna  6766-70. 


Earning  capacity  of  the  country,  reduction,  Dickin- 
son, Mann,  Pitt  p.  246  (53),  3671-3. 

Emigration,  see  under  Population. 

Employers  and  wage  earners,  comparative  number, 
Leake  p.  334-5  (32). 

Employment : 

see  also  Unemployment. 

Cessation  of  increase  of,  owing  to  high  taxation, 
McKenna  1809. 

Diminution  by  present  system  of  progressive  taxa- 
tion, Leake  p.  331  (4,  11),  p.  332  (19-20). 

Effect  on : 

of  Capital  Levy,  see  that  title. 
of  Taxation,  Macgregor  p.  425-6  (26-9),  5847-61 ; 
Bell  p.  599  (26-28). 

Engineering,  position  of,  McKenna  1960-2. 

Enterprise  and  initiative: 

Discouragement  by  high  taxation,  Schuster  140-1; 
Pigou  p.  41  (35),  643-55;  Samuel  p.  76  (11),  p.  77 
(12);  Brand  p.  105  (2)  (5),  1352,  1411-22; 

McKenna  p.  133  (11),  p.  480  (6),  6660,  6718-34; 
Wise  p.  157  (Q.  11);  Clark,  Blakemore  p.  191  (4), 
p.  192  (11);  Kirkaldy  p.  216  (20);  Dickinson, 
Mann,  Pitt  p.  245  (28-32),  p.  247  (71);  Martin 
p.  288  (17-18)  (22),  p.  291  (58-9);  Glenday  p.  351 
(56-60);  Leake  p.  331  (11);  Macgregor  p.  424  (9), 
5742-68;  Bell  p.  597  (12);  Leverhulme  p.  685  (8). 
no  great  Importance  attached  to  argument, 
Layton  2558-67. 

Presumption  but  no  proof,  Pigou  5930-65. 
Discouragement  by  present  system  of  graduated 
taxation,  Hunsdon  p.  149  (5),  p.  150  (7). 
Encouragement,  necessary,  Brand  p.  105  (1),  1352. 
Income  tax  not  a deterrent  to,  Coates  p.  640  (26), 
9359-416;  Bradbury  9197-216. 
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Excess  Profits  Duty : 

Arrears,  owing  .to  assets  not  being  realisable, 
Martin  4231-6. 

Continued  too  long,  Martin  8206. 

Effect  on  expenditure,  Clark,  Blakemore  p.  192 
(11);  Selfridge  7050-3. 

Expansion  and  development  of  business,  effect  of 
present  high  taxation,  Wise  p.  156  (Q.  4) ; 
McKenna  1814,  1815;  Pease  p.  319  (18),  4515-8. 


Expenditure : 

Individual  : 

Extravagant,  as  result  of  high  income  tax  and 
super-tax,  Samuel  p.  76  (11),  1002-7. 
Reduction  necessary,  Dickinson,  Mann,  Pitt 
p.  247  (77). 

Tax  on,  only,  in  order  to  encourage  saving, 
question  of  possibility,  Pigou  664-5. 

National  : 

on  Armaments,  restriction  advocated,  Walkden, 
etc.  p.  587  (2). 

Considerations  re,  Layton  p.  176  (iii,  iv,  v). 
Economy  advocated,  Wise  p.  156  (8),  2314;  Hirst 
2449;  Kirkaldy  p.  216  (23),  3062;  Dickinson, 
Mann,  Pitt  p.  247  (73,  77);  Martin  p.  289 
(23),  4121-3,  4129-40,  8168-71,  8174-5;  Scott 
p.  611  (34),  8561-2. 

Effect  of  existence  of  debt  on,  question  of,  Mac- 
gregor  5862-70;  Kirkaldy  p.  215  (13). 
Proportion  of  various  kinds  of,  to  national  in- 
come, 1818,  1913,  1923,  Layton  p.  176,  2483-6, 
2522-3. 

Reduction  : 

Advocated,  Hirst  p.  164  (4),  2380-7 ; Tredwen 
7341;  Schuster  7826;  Bradbury  p.  663  (10), 
(13);  Leverhulme  p.  685  (3),  (5),  p.  686  (18); 
Federation  of  British  Industries  p.  690. 
Advocated  if  desirable  expenditure  on  social 
services  not  reduced,  Alexander,  etc.,  p.  565 
(8). 

Advocated  rather  than  increased  taxation, 
Cannan  p.  61  (20),  814  , 884-7. 

Extent  to  which  possible,  Samuel  1115;  Hirst 
2381-7;  McKenna  p.  479  (2),  6599-609. 

Need  for,  Clark,  Blakemore  p.  193,  2646-9, 
2651-63;  Bell  p.  599  (24). 

Restriction,  effect  of  national  debt  on,  Bradbury 
p.  663  (13),  9235. 

Unproductive  nature  of  large  part  of,  Hirst 
p.  165  (17). 

Waste  owing  to  high  taxation,  possible,  Clark, 
Blakemore  p.  191  (4). 


Export  trade : 

Competition  in  foreign  markets  : 

Ability  weakened  in  proportion  to  amount  of  tax, 
Tre'dwen  p.  516  (3),  7292-312;  Barrett  7319. 
Effect  of  income  tax  on,  Schuster  p.  10  (10), 
108-11,  134-6,  165-70;  Pigou  p.  41  (31),  622-41; 
Brand  p.  105  (4),  13-52,  1353,  1366-82,  1457-71; 
TEi.se  p.  157  (Q.  10);  McKenna  p.  133  (10), 
1827-9,  1914-6;  Leake  p.  331  ((5),  (10),  4660; 
Pease  p.  319  (20)  ; Selfridge  p.  504  (5),  7136-73; 
Leverhulme  p.  686  (11). 

Effect  of  taxation  on,  Samuel  p.  75  (5),  1011; 
Wright  p.  93  (13);  McKenna  p.  133  (5); 
Clark,  Blakemore  p.  191  (5);  Walker,  Duncan 
p.  203  (5);  Dickinson,  3Iann,  Pitt  p.  246 
(40-2) ; Martin  pp.  289-90  (24-31) ; Macgregor 
p.  425  (33),  5891-900. 

should  be  Temporary  only,  Scott  p.  606  (2), 
8503-4. 

Inability  to  raise  prices  owing  to,  effect,  Hobson 
p.  11*8  (13),  1555  (4). 

Dislocation  : 

Caused  by  European  difficulty  should  be  got  over 
in  four  years,  McKenna  1988-9. 

Effect  on  home  trade,  McKenna  1964-5,  1984-9. 
Expansion  of,  decreasing  opportunity,  Hunsdon 
p.  148  (3),  2074-7. 

Foreign  competition,  Tredwen  7320-30. 


Export  trade — cont. 

per  Head,  larger  than  other  countries,  reason, 
Leverhulme  p.  686  (14). 

Importance  of,  for  increasing  purchasing  powers, 
Selfridge  7086. 

Importance  of,  and  two-thirds  of  population 
dependent  on,  Hunsdon  p.  148  (2),  2043-8. 
Prices,  impossibility  of  putting  up,  Dickinson 
3446-9. 

Prospects  and  requirements,  Kirkaldy  p.  219  (37). 


Federation  of  British  Industries,  Evidence  on  behalf 
of,  see  Glenday,  R.  G.  p.  347-53,  4761-4891. 

Farms,  rents,  nominal  increase,  Clinton  527. 

Floating  debt : 

Advantages  and  disadvantages,  Brand  p.  106  (7), 
1352;  Martin  pp.  288-9  (6-8);  Hayward  etc. 
p.  304  (7-8),  4250-5;  Paine  5340. 

Amount  : 

Connection  of  amount  of  fiduciary  issue  of  cur- 
rency notes  with,  Niemeyer  8691-703. 

Criterion,  Keynes  pp.  277-8  (2),  3952-72. 

Large,  not  desirable,  Leverhulme  p.  685  (4). 
as  Low  as  possible  advocated,  Kirkaldy  p.  215 
(7,  12),  3001;  Bell  p.  596  (7-9),  8428-30. 
about  Present  amount,  approved,  Keynes 
3960-3. 

Conversion  : 

Advocated,  Wise  p.  156  (Q.  1),  2213-7;  Clark, 
Blakemore  p.  190  (1),  2614. 

Advocated  at  reasonably  early  date,  Leverhulme 
p.  685  (4). 

not  Advocated,  Pease  p.  318  (11-12). 

Currency  inflation  not  necessarily  a result  of, 
Pigou  p.  40  (14),  552,  728-30. 

Dangers  of,  and  objections  to,  Kirkaldy  2891-5; 
Hayward  p.  304  (7-8),  4250-4;  Pease  p.  318  (11), 
4490-1;  Leake  p.  331  (1);  Dalton  p.  391  (5); 
Niemeyer  8689;  Bradbury  p.  662  (7),  9221-2. 

Effects : 

Compared  with  long  term  debt,  Bell  p.  595  (1), 
8381-4. 

as  regards  Capital  supply  same  as  for  national 
debt  as  a whole,  McKenna  p.  132  (lb), 
on  Supply  of  credit,  McKenna  p.  132  (la); 
Walker,  Duncan  p.  203  (1),  2728,  2743-8; 
Kirkaldy  p.  215  (7),  2986-92;  Macgregor  p.  424 
(6). 

Funding  of  : 

in  1920,  approved,  Keynes  3956-7. 
at  Lower  rate  of  interest,  Paine  p.  369  (2). 
Suggestion,  Kirkaldy  p.  215  (12),  2981-5,  2993- 
3001. 

Whole  or  large  part,  and  supply  of  credit  would 
be  restricted,  Martin  p.  288  (8). 

Held  by  Government  Departments,  book  entry  only, 
Bradbury  9224-5. 

Holders,  Martin  p.  288  (7). 

Importance  attached  to  distinction  between  per- 
manent debt  and,  not  agreed  to,  Cannan  p.  58 
(3),  813. 

as  Instrument  of  capital  and  credit,  Samuel  p.  73 
(1),  968. 

Interest  charge  on,  Martin  p.  288  (6),  4027. 

pre-war  Proportion  to  total  should  he  aimed  at, 
Hayward,  etc.  p.  304  (8),  4255-9. 

v.  Long  term,  Keynes  pp.  277-8  (2),  3952-72. 

Redemption  : 

Advocated,  Wise  p.  156  (Q.  1),  2213-9. 
not  Advocated  at  present  to  any  large  extent, 
Pease,  4619-22. 

Considerations  re,  Martin  p.  255  (8),  4027 ; 
Pease  p.  318  (11),  4481-93;  Macgregor  p.  424 
(7),  5735-40;  Bradbury  p.  662  (7). 
Deflationary  effect  might  be  beneficial,  Dalton 
p.  394  (5),  5443. 
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Floating  debt — coni. 

Effects — coni. 

Gradual : 

Advocated,  Brand  p.  106  (7),  1352,  1423-4. 
Advocated  as  'opportunity  occurs,  Bradbury  p. 
662  (7),  9223. 

Gradual  reduction,  out  of  national  saved  earn- 
ings, recommendation,  Samuel  p.  74  (3),  971, 
1041. 

to  about  Pre-war  amount,  suggestion,  Paine 
5340-6. 

Rapid,  advocated,  Cannan  pp.  58-9  (3),  936; 

Dalton  p.  394  (5),  5442-7. 
by  Repayment  and  conversion  advocated,  Hay- 
ward, etc.,  p.  305  (14). 
should  be  Repaid  first,  Samuel  p.  73  (1). 
should  be  Temporary  only,  Leverhulme  p.  685  (4). 
Temptation  to  incur  expenditure,  Bell  p.  595  (1), 
8382-3. 

Treasury  bills  : 

Amount,  question  of,  Niemeyer  8689,  8704-8, 
8715-7  ; Bradbury  9226-7. 

Amount  held  by  Government  Departments  and 
Funds,  Niemeyer  8704,  8713. 

Disadvantages,  Niemeyer  8689. 

Funding  of,  by  issue  of  Treasury  bonds. 
Deflation  not  a result  though  may  accompany, 
Pigou  p.  40  (15),  552-9,  1687-93. 

Holders  of,  question,  Niemeyer  8718-26. 

Interest  charges  for,  variation,  Niemeyer 

8689. 

should  not  be  Issued  above  certain  rate  and 
should  be  paid  off  when  rate  too  high, 

Schuster  p.  9 (3),  100. 

Reduction : 

Anticipated,  Niemeyer  8713-4. 
must  be  Replaced  by  growth  of  commercial 
bills,  Brand  p.  106  (7),  1424-6. 

Steady  policy  of,  advocated,  Niemeyer 

8689-708. 

Renewal,  no  borrowing  from  Bank  necessitated 
by,  during  last  three  years,  Niemeyer  8708-12. 
Ways  and  Means  advances:  Niemeyer  8689. 
Deflation  a result  of  repayment,  Pigou  p.  40 
(15). 

Explanation  of  table,  Niemeyer  65 
Public  Departments,  amount,  Layton  p.  175. 
Food,  tea  and  sugar  etc.,  Consumption  compared 
with  pre-war,  question  of,  Hayward  etc.  4275-81, 
4318-23. 

Forced  loan,  a form  of  special  levy  plus  borrowing 
by  ordinary  methods,  Pigou  5919,  6000-12. 

Foreign  Investment  in  England: 

Capital  levy  would  lead  to  withdrawal,  and 
decrease,  Paine  p.  371  (27),  5242. 

Death  duties  a deterrent  to,  Schuster  p.  11  (12). 
Discouraged  by  taxation,  Dickinson,  Mann,  Pitt 
p.  245  (36-9). 

Effect  of  income  tax  on:  McKenna  p.  133  (9a); 
Martin  p.  290  (44-5);  Bradbury  9217-9. 
Hindrance,  Schuster  p.  10  (9),  107;  Pigou  p. 
41  (33),  641;  Samuel  p.  75  (9),  984;  Wright 
p.  92  (4),  1168-71,  1206-9;  Brand  p.  106  (8), 
1352;  Clark,  Blakemme  p.  192  (9);  Leake 
p.  331  (9). 

Little  or  none,  Walker,  Duncan  p.  203  (6), 
2876-8. 

Less  of  a deterrent  than  maintenance  of 
inconvertible  paper  currency,  Hirst  p.  165 
(14),  2443. 

not  Prevented  if  stability  in  country,  Wise 
p.  157  (Q.  9). 

Greater  than  before  the  war,  Schuster  p.  10  (9). 
Large  amount  of,  Bradbury  9218-9. 

Foreign  loans,  raising  of,  in  England,  see  Foreign, 
under  Capital  issues. 

Foreign  Markets,  competition  in,  see  under 
Export  Trade. 

Foreign  trade,  see  Export  Trade. 

France,  national  income  and  taxation,  pronortion, 
Layton  p.  174  (7),  2477-81. 


Gilt  edged  securities: 

Demand  for,  regulation  of  debt  redemption  by, 

scheme,  Keynes  p.  278  (3),  3973-80,  3986-98, 
4008-9,  7559-64,  7574. 

Net  yield  from,  compared  with  pre-war,  Coates 
9322-39. 

Gold: 

Fluctuations  in  value  of,  Paine  5111-20. 
Production,  consideration  of,  in  connection  with 
future  level  of  prices,  Leake  6432-39;  Scott  p. 
607  (2). 

Transvaal  mines,  possible  decreased  production  by 
time  American  debt  paid,  Hirst  2321,  2345-8. 
Gold  and  Silver  Coinage,  proposal,  Hirst  2400-16. 

Gold  Standard,  return: 

not  Anticipated  for  long  time,  Hoare  p.  115. 
Essential,  Bradbury  p.  663  (17). 

Postponed  by  growth  of  expenditure,  Brand 
p.  105  (5),  1352. 

Question  of,  in  connection  with  American  debt 
settlement,  Hirst  p.  164  (9). 


Home  trade,  increase  of,  more  importance  attached 
to,  than  to  foreign  trade,  McKenna  6754-60. 
House  Duty,  diversion  to  Local  Authorities  towards 
relief  of  local  taxation,  suggestion,  Clinton, 
Carlton  p.  25  (15), 


Imperial  Preference  to  British  goods,  abolition  or 
reduction  unless  reciprocal  tariff  exists, 
Tredwen  p.  517  (4). 

Import  duties,  limitation  to  manufactured  articles 
impossible,  Leverhulme  p.  686  (14). 

Income  Tax : 

Additional  tax  for  term  of  years  on  large  earned 
incomes,  earmarked  for  debt  reduction,  sug- 
gestion, Dalton  p.  492  (2),  6861-7. 
Administration  costly,  Leake  p.  332  (19),  4738-40. 
Advantages  of,  compared  with  other  forms  of 
taxation,  Pigou  p.  40  (26-7),  590-1,  594-600. 
Advantages  over  capital  levy,  Bradbury  p.  664  (30), 
9284. 

Advocated  in  place  of  indirect  taxation,  with 
certain  minimum  limit,  Walker,  Duncan  2891- 

917. 

Allowances  : 

Child,  increase  suggested,  Dalton  p.  395  (14), 
5524. 

Depreciation  and  wasting  assets  : 
few  Appeals,  Hopkins  9144-7. 

Board  of  Referees,  one  case  only  sent  to, 
Hopkins  9144. 

Complaints,  reply  to,  Hopkins  9144-9. 
Inadequacy,  Martin  4204-12. 

Inadequate,  and  effect  of  higher  rates, 
Dickinson  3409-11,  3419-39;  Mann  3416-7, 
3439;  Pitt  3418. 

if  Inadequate,  business  injured,  Cannan  912-6. 
Increase  suggested,  Bradbury  p.  663  (20), 
9244-50. 

Earned  income,  increase  advocated,  Bradbury 
p.  663  (20),  9231-2  , 9251-9. 

Interest  on  instalments  of  death  duties  advo- 
cated, Pretymcm  p.  412  (36-8),  5647-51 ; Wat- 
son 5650. 

for  New  capital  invested  in  business,  suggestion 
Bradbury  pp.  663-5  (17-20),  9260-70. 

Basis  : 

Three  years’  average  : 

Abolition  suggested,  Dalton  p.  395  (14),  5539. 
Disadvantages  of,  Clark  2630 ; Blakemore  2632. 
Difficulties,  Pease  p.  319  (19),  4520-4. 
Hampering  effect  of,  Forres  pp.  552-3  (3), 

7776-84. 

Three  years’  average  or  preceding  year,  Martin 
p.  289  (18),  4141-8,  4170-4. 

Burden  of.  compared  with  'that  of  rates,  Wise 
pp.  156-7  (Q.  5),  2238-66 Self  ridge  7080-5. 
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Income  Tax — cont. 

Companies  carrying  on  business  and  controlled 
abroad,  as  “ resident  ” in  England,  criticism 
and  suggestion,  Holme , Carslake  p.  542  (24-6), 
p.  543  (32),  7669-87. 

Compounding  of,  scheme  for,  Layton  2587-8; 
Lehfeldt  pp.  694-5. 

. on  Debentures  held  by  foreign  residents,  hindrance 
to  investment,  Holme,  Carslake  p.  542  (27), 
7687-93. 

Double  : 

Difficulty  of  British  concern  setting  up  business 
in  U.S.A.  and  S.  America,  Forres  p.  653  (6, 
7),  7815. 

previous  Discussion  re,  and  consideration  of, 
Forres  p.  554  (10). 

Effects  of  : 

Establishment  of  British  owned  industries 
abroad  hampered,  Forres  p.  553  (6,  7), 

7803-6,  7815-6. 

Formation  of  companies  in  England  prevented. 
Forres  p.  553  (6,  7),  p.  554  (9),  7806-7. 

Harm  done  by,  and  proposed  action  re,  Forres 
pp.  553-4  (6-10),  7802-20. 

Position  in  other  countries,  Forres  7809-15. 
no  Drastic  change  advocated,  Caiman  p.  60  (14), 
814 

Effects  of  : 

on  Agricultural  industry,  Scottish  Land  and 
Froperty  Federation  pp.  687-8. 
on  British  investment  abroad,  Schuster  p.  10 
(9),  107 ; Samuel  p.  75  (9),  984-1001. 

British  investment  abroad  not  a result  of,  unless 
fraud  contemplated,  Pigou  p.  41  (34),  643. 
on  Business  itself,  Schuster  pp.  9-10  (5),  103; 
Cannan  908-23;  Samuel  p.  75  (5),  971;  Pease 
p.  319  (18),  4515-8;  Forres  p.  552-3  (2,  3), 
7769-76. 

on  Capital,  supply  and  price,  Schuster  pp.  9 (4), 
101,  118,  197;  Samuel  p.  70  (4),  p.  73  (2), 
p.  75  (4),  971;  Wright  p.  92  (6),  1210-11; 
Hobson  p.  118  (1),  1552  (2);  Clark,  Blakemore 
p.  191  (4);  Bradbury  9200-3,  9214;  Lever - 
hulme  p.  685  (2);  Scottish  Land  and  Property 
Federation  p.  687  (6). 

on  Companies’  reserves,  Schuster  pp.  10  (7),  105, 
119-21,  188-93;  Pigou  p.  41  (40);  Samuel  p. 
75  (7);  McKerma  p.  133  (7,  11);  Wise  p.  157 
(Q.  7),  2271-3,  2285;  Clark,  Bla.kem.ore  p.  192 
(7);  Keynes  p.  .277  (1),  3897-902;  Forres  pp. 
552-3  (3),  7792;  Leverhulme  p.  686  (10). 
Comparison  with  death  duties,  Pigou  707-8. 
on  Competition  in  foreign  markets,  Schuster  pp. 
10  (10),  108-11,  134-6,  165-70;  Pigou  pp.  41  (31), 
622-41 ; Brand  p.  105  (4),  1352,  1353,  1366-82, 
1457-71;  McKenna  p.  133  (10),  1827-9,  1914-16; 
Wise  p.  157  (Q.  10);  Leverhulme  p.  686  (11), 
on  Cost  of  production  : 

Increased,  Samvwel  p.  73  (2),  p.  75  (5),  971, 
1145-57. 

Question  of,  Schuster  137-41. 
on  Credit,  possible  restriction  of  supply,  Clark, 
Blakemore  p.  191  (4). 

on  Employment,  Scottish  Land  and  Property 
Federation  p.  687  (6). 

on  Enterprise  and  incentive,  Schuster  140-1 ; 
Pigou  p.  41  (35),  643-55;  Clark,  Blakemore, 
p.,191  (4);  Layton  2558-67;  Bradbury  9197-216  ; 
Coates  p.  640  (26),  9359-416. 

Expansion  and  development,  surplus  for, 
reduced,  Wise  p.  156  (Q.  4). 
on  Export  trade,  see  that  title. 
on  Failure  of  firms,  McKenna  1789-99,  1805-6. 
on  Foreign  investment  in  England,  McKenna 
p.  133  (9a);  Wise  p.  157  (Q.9);  Hirst  p.  165  (14), 
2443 ; Martin  p.  290  (44-5);  Bradbury  9217-9. 
Checked,  Schuster  p.  10  (9),  107 ; Pigou  p.  41 
(33),  641;  Samuel  p.  75  (9),  984;  Wright, 
p.  92  (4),  1168-71,  1206-9;  Brand,  p.  106  (8), 
1352;  Clark,  Blakemore  p.  192  (9);  Leake  p. 
331  (9). 

Formation  of  companies  in  England  prevented, 
Forres  7816. 


Income  Tax — cont. 

Effects  of — cont. 

Harder  work  may  result  in  some  cases, 
McKenna  1980-1. 

on  Prices:  Hobson  p.  118  (8-14),  1552  (2-4), 
1614-9;  McKenna  p.  133  (10);  Layton  p. 
177  (13),  2556-7;  Clark  2677;  Pease  p.  319 
(20),  4541-59. 

Attempt  to  add  tax  to  prices,  result,  Coates 
9060-5,  9076-82. 

Contract  prices  not  affected  by,  as  a general 
rule,  Wise  p.  157  (Q.  10). 
in  so  far  as  Costs  of  production  increased, 
Hobson  p.  118  (5),  1555  (2),  1565-71, , 1590- 
603. 

not  Directly  affected,  Pigou  p.  41  (30),  610- 
22,  731-6.' 

Doctrinal  or  economic  argument,  Coates 
p.  637  (8,  9). 

Doubted,  Walker,  Duncan  p.  203  (7) ; Walker 
2764;  Enfield  6496. 

no  Effect  as  a general  rule,  Coates  pp.  637-9 
(10-18),  8865-923,  9032-95,  9289-359,  9373- 
416. 

Export  trade,  no  effect  on,  Coates  p.  639  (16), 
9083. 

General  theory,  Layton  p.  177  (11),  2543-58. 
High  prices  maintained,  Leake  p.  331  (4,  5, 
7,  8,  10),  4698-719. 

an  Incentive  to  get  highest  possible  prices, 
Kirkaldy  p.  216  (24). 

Increase : Dickinson  3450-62 ; Martin  p.  289 
(2d),  pp.  290-1  (51-3),  4213-30;  Walkden 
5013-50;  Selfridge  p.  504  (5),  7136-73; 
Drapers’  Chamber  of  Trade  p.  684  (3) ; 
Leverhulme  p.  686  (10,  11). 
except  where  Competition  from  abroad, 
Tredwen,  p.  516  (3),  7292-311. 
under  some  Conditions,  Hobson,  p.  118 
(9-12),  1686-98. 

Indirect,  tendency,  Glenday  4772-82, 
4846-54,  4866,  4867-8. 

as  Result  of  reduced  rate  of  production, 
Hobson  1628-38. 

Tendency  to,  but  limited  by  conditions  of 
supply  and  demand,  Hayward  p.  305  (221. 
4387-92. 

Indirect  only,  owing  to  reduced  amenities  to 
extend  production,  Bell  p.  597  (15),  8453-65. 
None,  except  in  so  far  as  output  restricted. 

Hirst  p.  165  (15),  2443. 

Practical  argument,  Coates  p.  637  (7). 
on  Production.  Pigou.  p.  41  (32),  Layton  p.  177 
(13),  2556-7.  ’ 

Rate  of  interest  not  increased,  Coates  9104-12. 
Reckless  use  of  money  in  some  cases,  McKenna . 
1979-81,  2016-7. 

Redistribution  of  wealth,  Hobson  p.  118  (3), 
1552  (3). 

Restriction  of  expenditure,  Scott  p.  607  (4), 
8560. 

Salaries  increased,  Martin  p.  289  (25),  4175-84. 
on  Saving,  Pigou  p.  41  (36),  627,  655-60;  Wise 
p.  156  (Q.  4);  Walker,  Duncan  p.  203  (8); 
Keynes  p.  277  (1);  Bradbury  p.  662  (4),  9192, 
9214-5. 

not  Deterred,  Coates  p.  640  (26). 

Psychological  factor,  Martin  p.  291  (54-6). 
on  Speculative  investment,  question  of,  Layton 
2568-9. 

Wealthy  man  not  prevented  from  continuing  in 
business  after  possible  retiring  age,  Coates 
p.  640  (27-28),  9467-70. 

on  Withdrawal  of  trade  income,  Schuster 
p.  9 (4),  101,  118,  181-7. 

not  an  Element  in  cost,  Kirkaldy  p.  216  (24); 
Equity  of  Capital  Levy  compared  with,  see  under 
Capital  Levy. 

Exemption  from  : 

Encouragement  of  saving  by,  desirable  in  theory 
but  question  of  possibility,  Pigou  p.  41  (38-9), 
660-9,  627-4,  804-7. 
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Income  Tax — cont. 

Exemption  erom — cont. 

Increase  suggested,  Dalton  p.  395  (14),  5524-6. 
Reduction  advocated,  Hunsdon  2149. 
of  Superannuation  funds,  non-application  to 
funds  for  widows  and  dependants,  Holme, 
Carslake  p.  542  (28,  29),  7694. 

Exemption  and  Abatement  level  : 

Raising  of,  to  £250  advocated,  Matthews,  Enfield 
p.  472  (14),  6528. 

Reduction  : 

Approved,  but  not  below  standard  required 
for  decent  living,  Hayward  4369-71,  4393-5. 
if  Indirect  taxation  abolished  : 
not  Advocated,  Walkden  5007-12. 

Proposed,  Pease  p.  319  (25),  4583-9. 
Preferable  to  indirect  taxation,  Alexander 
8067-8 

Fairness  of,  Martin  8190. 

Graduation  : 

Equal  sacrifice  not  effected  by,  Pigov  p.  41  (35). 
Objection  to  system,  Hunsdon  2042. 

Scale  approved,  Martin  8190. 

Importance  as  regards  industry  not  great,  Walker 
2755-7. 

Incidence  : 

on  Consumers  : Blakemore  2677  ; Clark  2677 ; Bell 
p.  598  (19-21). 

“ Benevolent  monopolist  ” cases,  possibility 
Coates  8905-23. 

Denied  as  a general  rule,  Coates  p.  639  (18), 
8865-923,  9032-95,  9289-359,  9373-416. 

Mr.  Leake’s  arguments,  Coates  p.  637  (7), 
8859-64,  8881-2. 

Possible  for  short  period  after  increase  in  rate, 
Coates  8866-80,  8883. 

Practical  argument,  Coates  p.  637  (7). 
in  Shape  of  addition  to  prices,  Wright  p.  93 
(12),  1226-30,  1252-4,  1296-306,  1326-8. 
in  Some  cases,  Clark  2630. 

Investigation,  Coates  pp.  636-9  (1-18). 

Variation  with  different  kinds  and  sizes  and 
economic  situation  of  constituents  of  income. 
Hobson  p.  118  (6),  1555  (2),  1639-45,  1675-9.  ’ 
Income  as  assessed  on  weekly  wage  earners  and 
estimated  total  income  liable  to  super-tax. 
statistics,  1920-21  to  1923-24,  Alexander  7968-87. 

Increase : 

Advocated,  Matthews,  Enfield  p.  472  (13),  6531-43. 
Capital  Levy  preferable  to  Is.  increase,  Alexander 
8114-9,  8124-6;  Walkden  8349-50. 

Capital  Levy  preferable  to  material  increase,  but 
Is.  increase  preferable  to  Capital  Levy,  Keynes 
7553-8,  7577-9,  7582-5. 
would  be  Detrimental  to  trade,  Wise  2178. 
Increase  of  salaries  as  result,  no  substantial  evi- 
dence of,  in  industries  generally,  Coates 
8884-902,  9293-317. 

Preferable  to  capital  levy,  Paine  5306-14. 
Preferable  to  death  duties,  Schuster  255-6. 
Preferable  to  present  super-tax  and  death  duties. 
Hunsdon  2150-3. 

Psychological  depression  of  national  income  by, 
resulting  in  decreased  national  income,  Coates, 
8903. 

on  Increase  of  income,  in  first  year  of  increase 
only,  question  of,  Pigou  807-11;  Hopkins  9161-9. 
Land  under-assessed  in  recent  years,  Clinton  452-4. 
Legal  avoidance,  Leake  p.  332  (19),  4747-9. 

Levy  only  on  cash  profits  befoer  than  on  profits 
existing  in  stock  or  machinery,  Wright  p.  93 
(7,  10),'  1178-81,  1199,  1212-21,  1255-9,  1263-86. 
Nature  of,  Coates,  pp.  636-7  (5),  8840-6. 
Non-allowance  of  sinking  fund  for  wasting  assets, 
Pease  p.  319  (27),  4603-6. 

less  Objectionable  than  other  methods  of  taxation, 
Walker,  Duncan  p.  203  (4). 
as  Only  tax,  desirable,  but  difficult,  Bell  p.  598  (22), 
8431,  8477-80. 

not  part  of  overhead  charges  of  a business,  Schuster 
pp.  9-10  (5),  p.  10  (10),  102-3,  108,  163-4. 
not  a true  Overhead  charge,  Brand  p.  105  (4),  1352. 


Income  Tax — cont. 

Overhead  charges  affected  by,  indirectly,  Wright 
1228-30. 

Payment  : 

by  Borrowing,  McKenna  1786-9,  1800-4,  1815-25, 
1830-4;  Clark,  Blakemore  p.  191  (4);  Blake- 
more  2618,  2627. 

out  of  Capital  or  borrowed  money,  Samuel  1125-7. 

Payment  of  Government  issues  free  of,  question 
of,  Wise  p.  157  (Q.  9);  Niemeyei  8679-81. 

on  Pensions,  question  of,  Bradbury  9251-9. 

Policy  of  authorities  re  capital  expenditure, 
criticism,  Bell  p.  597  (13,  14),  8432-47. 

Progressive,  justification,  Hobson  1555  (2),  (5). 

Proportion  of  whole  revenue  of  country  subject  to. 
Hunsdon  2042. 

Rate  oe  : 

Comparison  with  movements  of  price  level, 
Coates  8865. 

Standard,  reduction  not  advocated,  Dalton 
p.  395  (15)  5524-32. 

Readjustments  suggested,  Dalton  p.  395  (14-15), 
5515,  5524-42. 

Redistribution  of  burden  between  super-tax  and, 
suggestion,  Keynes  p.  277  (1),  3880-951. 

Reduction  : 

Prices  would  ultimately  decrease,  Dickinson 
3393;  Tredwen  7313-7. 

Sugar  duty  reduction  v.,  McKenna  2036-9. 
Trade  would  be  stimulated,  Clark,  Blakemore 
p.  191  (4);  Pease  4526-34;  Schuster  7866-7. 
Yield  might  soon  be  equal  to  present,  McKenna 
p.  480  (9),  6742-65. 

higher  l7ield  would  result,  Strachey  p.  547  (7). 

Remission  1816  to  1842,  beneficial  effects,  Hunsdon 
p.  148  (3),  2144-7. 

Revision  fof,  to  more  nearly  reflect  current  income, 
suggestion,  Bradbury  p.  663  (11). 

Schedule  A.  : 

Assessment  equitable  if  certain  adjustment  made, 
Clinton,  Carlton  p.  25  (11-13). 

Average  burden  per  acre,  Clinton,  Carlton  p.  26 
(App.  C.),  Carlton  362. 

Basis  less  valuable  than  Schedule  D basis,  though 
improving,  Clinton  471-4. 
recent  Concessions,  Clinton  p.  25  (11),  471. 
Maintenance  Claim : 

Improvements  (such  as  new  buildings),  non- 
inclusion of,  and  proposal,  Carlton  346-60, 
425-9;  Clinton  380,  383-90,  429. 

System,  Carlton  346-60;  Scottish  Land  and 
Property  Federation  p.  687-8. 

Two  estates  under  same  owner  should  be  taken 
together,  Clinton,  Carlton  p.  25  (12). 
Repayment  of  income  tax  on  account  of  excess 
maintenance,  limitation  should  be  removed. 
Pr etymon-  pp.  411-12  (24-30),  5627-9. 

Schedule  B.,  average  burden  per  acre,  Clinton , 
Carlton  p.  26  (App.  C.),  Carlton  362. 

Stocks  on  which  tax  not  deducted  at  source 
opinion  re,  Niemeyer  8679-81. 

as  Tax  on  income  as  it  accrues,  Keynes  p.  277  (1), 
3880. 

Tax  on  increase  of  income,  question  of,  Hopkins 
9161-9. 

Taxable  capacity,  in  relation  to  total  annual 
savings  of  the  country,  Pease  4635-47. 

on  Undistributed  profits,  reduction  in  rate  sug- 
gested, Samuel  971-84;  Wright  p.  92-3  (7-81, 
1158,  1182-7,  1199-205,  1212-21,  1255-9,  1263-86, 
1296,  1314-25;  McKenna  1893-1906;  Martin  p. 
289  (26);  Glenday  4820-4. 

Valuation  on  Paper  profits,  McKenna  1793-5. 

on  Working  expenses,  prices  would  increase, 
Cannan  909-11. 

Yield  : 

Annual,  compared  with  annual  interest  charge 
of  debt  and  annual  charge  for  interest  and 
Sinking  Fund  combined,  Dalton  p.  395  (13), 
5515,  5516-21. 

Net  reduction  not  advocated  till  debt  substanti- 
ally reduced,  Dalton  p.  395  (13),  5515. 

Income  tax  paying  class,  mainly  worse  off  than  before 
the  war,  Layton  2534. 
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Incorporated  Accountants  and  Auditors,  Society  of: 

Evidence  on  behalf  of,  see  Pitt,  George  Stanhope, 
pp.  243-7,  3375-3688. 

Membership,  p.  243  (1). 

India,  contribution  by,  towards  reduction  of  debt, 
Niemeyer  89. 

Indirect  Taxation: 

per  head,  1912-13  and  1923-24,  Trades  Union  Con- 
gress General  Council  p.  228  III  (1,  2). 

Abolition  advocated  and  increase  of  income  tax 
and  taxes  on  land  values,  Matthews,  Enfield 
p.  472  (13),  6482,  6525-43. 

Advantages  of,  Selfridge  p.  504  (8),  7193-9;  Bell 
p.  598  (22);  Bradbury  p.  664  (23). 

Advantages  of  direct  taxation  over,  Pigou  p.  40 
(26-7),  590-1,  594-600;  Drapers’  Chamber  of 

Trade  pp.  685-9  (7);  Leverhulme  p.  686  (16,  17). 
Burden  of,  inequitable  upon  workers,  Trades  Union 
Congress  General  Council  p.  228,  II.  (1),  p.  229, 
V.  (2);  Walkden  3099-105. 

Burden  on  working  classes,  Matthews,  Enfield 
p.  472  (11-12),  6578-97. 

on  Commodities  subject,  to  foreign  competition, 
incidence,  Martin  p.  292  (76). 

Cost  of  collection  high  in  proportion  to  revenue, 
Layton  p.  176  (10). 

Effects  : 

Character  of  national  production  altered  by, 
more  than  by  direct  taxation,  Layton  pp.  176-7 
(10). 

Cost  of  production  increased,  Hirst  p.  164  (12). 
on  Employment,  Matthews,  Enfield  p.  471  (10). 
on  Foreign  trade,  Hayward,  etc.,  p.  307  (32). 
General,  Layton  pp.  176-7  (10). 
on  Prices:  Pigou  p.  41  (29),  610;  Macrjregor  p 
425  (32,  33),  5890-1. 

Extent,  impossibility  of  deciding,  Pigou  600-10. 
Increased  and  international  trade  reduced, 
Dickinson,  Mann,  Pitt  p.  247  (66-8). 

Increase  often  greater  than  tax,  Hayward,  etc. 
p.  306  (25),  4342,  4348. 

Purchasing  power  reduced  by,  more  than  by 
direct  taxation,  Hirst  p.  165  (13). 

Restriction  of  trade,  Matthews,  Enfield  p.  471 

(10). 

Supply  of  commodities  produced  under  competi- 
tion reduced  and  prices  increased,  Pigou  p.  41 
(28),  590,  600-10. 

Trade,  credit,  etc.,  Cannan.  847-54. 

Extension  more  detrimental  to  industry  than 
maintenance  or  increase  of  income  tax,  Hirst 
p.  165  (12),  2439-43. 

large  Extension  not  desirable,  Cannan  851. 
as  Factor  in  determination  of  wages,  Coates  9097- 
101. 

Food  : 

.Abolition : 

Advocated,  Hayward,  etc.  p.  306  (28),  4289, 
4369;  Dalton  p.  396  (21). 

Possible  but  for  debt  charge,  Trades  Union 
Congress  General  Council  p.  228,  III.  (3); 
Walkden  4892,  5006,  5036-43. 

Reduction  : 

Benefits  from,  Hayward,  etc.,  p.  306  (25-7). 
Prices  reduced,  Hayward,  etc.,  p.  306  (25-7), 
4345-9,  4438. 

Transfer  to  beer,  etc.,  not  proposed,  Walkden 
5036-41. 

on  Imported  manufactured  goods  : 

would  be  Beneficial  to  country,  but  change  should 
he  gradual,  Wright  1160-2,  1221. 

Incidence,  question  of,  Wright  1329-32. 
on  Imports  : 

Incidence,  Samuel  p.  77  (15),  1009;  Clark,  Blake- 
more  p.  193  (14). 

Prices,  increase,  Pigou  p.  41  (28),  591-4,  602-10, 
765-70. 

Incidence  : 

Hobson  p.  118  (15,  16),  1555  (5);  Schuster 
p.  11  (15),  115,  215-6;  Layton  p.  176  (10); 
Walker,  Duncan  p.  203  (9);  Martin  p.  292  (75 
76). 


Indirect  Taxation — cont. 

Incidence — cont. 

on  Consumer,  Pease  p.  319  (24),  4566-8;  Leake 
p.  331  (-14),  4660;  Matthews,  Enfield  p.  471  (8), 
6509-16;  Drapers’  Chamber  of  Trade  p.  684 
(6). 

on  Consumer  unless  competitive  article  untaxed, 
Wright  p.  93  (17),  1329. 

Conditions  affecting,  McKenna  p.  133  (15). 

Income  tax  advocated  in  place  of,  with  certain 
minimum  limits,  Walker,  Duncan  2891-917 . 
Increase  : 

Objected  to  as  tending  to  precipitate  industrial 
disturbance  and  militating  against  position  as 
exporting  nation,  Coates  9097. 

Question  of,  Pretyman  5593-5601,  5608. 

Objection  to,  except  on  certain  luxuries,  Hobson 
1581. 

Objections  to;  Trades  Union  Congress  General 
Council  p.  229,  V.  (2);  Walkden  5005-6,  5033-5. 
Penal  taxes  on  certain  commodities  approved, 
Alexander  8066,  8080. 

Proportion  between  direct  taxation  and,  see  under 
Direct  Taxation. 

Reduction  : 

Advocated  rather  than  reduction  of  income  tax, 
Hayward,  etc.  4298-316,  4416-20,  4432-8. 
full  Benefit  not  always  gained  by  consumer,  Wise 
p.  157  (Q.14),  2300-13;  Enfield,  Matthews 

6509-15. 

Consumer  will  benefit,  Schuster  211-4. 

Effect  on  wages,  question  of,  Blair  4423,  4431. 
and  Increase  in  income  tax,  question  of  effect  on 
workers,  Bowley  3857-9,  3879. 

Larger  proportion  would  probably  go  in  in- 
creased consumption  than  corresponding  re- 
mission of  direct  taxation,  Layton  2498-9. 

Prices  reduced,  Hayward,  etc.  4343-9,  4420-2. 
Production  would  increase,  Blair  4432. 

Trade  would  be  stimulated  and  productivity  in- 
creased, Hayward,  etc.,  p.  307  (31). 

Remission,  purchasing  power  of  working  classes 
would  he  increased  and  trade  stimulated,  1 rades 
Union  Congress  General  Council  p.  229,  V.  (2,  3); 
Walkden  3258-60. 

Replacement  by  direct  taxation  desirable,  Blake- 
more  p.  201. 

for  Revenue  purposes,  abolition  advocated,  Leake 

Undesirable  from  industrial  point  of  view,  Walker, 
Duncan  p.  203  (9),  2837-8,  2865-74,  2887-90. 
Uneconomical  nature  of,  Drapers’  Chamber  of 
Trade  p.  685  (16). 

Whisky  export  duty  proposal,  Forres  7821-3. 
Industrial  banking,  proposal  for,  Brand  1498-506, 
1518-20. 

Industrial  position,  authoritative  information  i e, 
suggestion,  Kirkaldy  p.  219  (36),  3059-61,  3085-97. 
Industrial  Unrest,  effect  on  investment,  Kirkaldy 
p.  215  (5),  2941-3. 

Industry,  sec  Trade  and  Industry. 

Inflation: 

Objection  to,  Brand  p.  106  (6),  1352,  1433-7;  Wise 
p.  156  (6);  Hayward,  etc.  p.  304  (8),  4291. 
Proposals,  Hoare  pp.  115-6,  1521-51. 
present  Results  of,  Samuel  1009. 

Inheritance  taxes,  see  Death  duties. 

Insurance:  ■ „ 

Contributions,  burden  of,  Wise  p.  156-7  (Q.  5),  223b. 
66;  Clark  2673-6. 

against  Death  duties,  see  under  Death  duties. 

Life  : , 

Allowance  on  amount  of  premiums  to  super-tax 
payers,  advocated,  Pretyman  p.  412  (31-5).  ^ 
Charge  of  death  duties  on,  Schuster  p.  10  (12), 
ILL 

Unemployment  : 

Benefit : 

Effect  on  thrift,  Bowley  3871. 

Purchasing  power  increased  by,  Enfield  6546-8. 
Effect  of,  Duncan,  Walker  2859-63. 
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Insurance  Companies: 

Funds,  effect  of  income  tax  on,  and  suggestion  for 
redistribution  of  taxation  to  assist  accumulation 
of,  Keynes  p.  227-8,  3880-951. 

Holdings  in  National  Debt,  Layton  p.  175. 
Premium  income,  1913-1923,  Layton  p.  178  (15) 
2570. 

Investment  Abroad,  see  British  Investment  Abroad. 

Investment  income  (unearned  income),  increased 
taxation  of: 

Preferable  to  annual  tax  on  capital,  Keynes 
7580-1. 

Proposal,  Bradbury  p.  662  (8),  p.  663  (20), 
p.  664  (29). 

Investments,  holdings  more  specialised  than  imme- 
diately after  the  war,  Scott  p.  608  (7),  8581-92. 

Iron  and  Steel  Industry: 

Capital  : 

High  price  of,  Walker  2723,  2728 ; Duncan  2800-4. 
Shortage,  McKenna  1957-8. 

Shortage  not  known  of,  Kirkaldy  2950. 
Equipment,  Duncan  2794-9. 

Foreign  competition,  Walker  2723-8. 

Over  capitalisation,  Kirkaldy  2950. 

Position  of,  McKenna  1960,  1962. 

Wages,  sliding  scale,  Walker  2724,  2843. 

Italy : 

Death  duties  in  direct  line,  abolition  of,  and 
results,  Schuster  p.  11  (12),  113,  176;  Dickinson 
3607. 

Death  duties’,  1923  measure,  Hunsdon  pp.  149-50 

(6). 


Joint  Stock  Companies,  see  under  Companies. 

Land  : 

Agricultural  Estates,  see  that  title. 

Income  tax,  see  Schedule  A under  Income  Tax. 

Land  Agents’  Society: 

Evidence  on  behalf  of,  see  Carlton,  H.  W F S I 
F.L.A.S.,  p.  24-6,  315-550. 

Membership,  Carlton  524  note. 

Land  Tax: 

Amount  of,  in  Scotland,  Scottish  Land  - and 
Property  Federation  p.  688  (10). 

Average  burden  per  acre,  Clinton , Carlton  p.  26 
(App.  C);  Carlton  362;  Clinton  520-2. 
Development  discouraged  by,  Clinton,  Carlton 
p.  25  (15) ; Carlton  360. 

Expenditure  of  revenue  from,  should  be  to  benefit 
agricultural  industry,  Scottish  Land  and 
Property  Federation,  p.  688  (11). 

Redemption  : 

Price  should  be  as  attractive  as  possible, 
Scottish  Land  and  Property  Federation 

p.  688  (10). 

Terms  should  be  made  more  favourable,  Clinton 
Carlton  p.  25  (15). 

Land  Union,  President,  see  Pretyman,  Rt.  Hon 
E.  G.,  pp.  410-13,  5554-708. 

Land  values,  taxation : 

Advantage  of,  Hobson  1555  .(2),  1578,  1680-5. 
Advocated,  Matthews,  Enfield  p.  472  (13),  6531-5. 
lax  on  increments  advocated,  Hayward  etc 
p.  306  (29). 

Landowners : 

Burdens  on,  Pretyman  5555-61. 

Formation  of  companies,  Pretyman  5631-2,  5633-4- 
Watson  5632,  5634-5. 

Law  Society,  Council  of,  evidence  on  behalf  of,  see 
Holme,  Randle  and  Carslake,  L.  B.,  p 540-3 
7630-95. 


Living,  standard  of : 

Comparison  with  pre-war,  and  no  evidence  of 
reduction,  Layton  p.  176-7  (10),  2523-30. 
Improvement  amongst  lower-paid  workers,  but  no 
significant  change,  Bowley  3733-7,  3878. 

Increase,  Kirkaldy  p.  218  (34),  3084;  Pretymam 
5659-72;  Martin  8184;  Leverhulme  p.  686  (1). 
Stimulus  as  result  of,  desirable,  Leverhulme 

p.  686  (1). 

Increased  luxury,  Coates  9443-7. 

Maintenance  of,  less  important  than  reduction  of 
debt,  Bell  8388-95,  8415-8. 

Reduced  by  disturbed  state  of  Europe,  McKenna 
1963-6,  1985-9,  2001-14. 

Working-class  expenditure  on  tea,  sugar,  etc., 
Matthews,  Enfield  6517-24,  6578-97. 
of  Working  classes  : 

not  Improved  in  last  100  years  in  proportion  to 
growth  of  national  wealth,  Walkden  3111-2. 
Lower  than  pre-war,  Walkden  3106-10,  3113, 
3119-22,  4975-87 ; Dickinson,  Mann,  Pitt, 

p.  247  (75);  Dickinson  3375,  3676;  Mann 
3674-6;  Matthews  6482. 

Loans : 

Bonds  of  which  capital  and  interest  to  be  paid 
according  to  official  index  number,  suggestion, 
Keynes  p.  278  (5),  4015-22. 

Criticism,  Niemeyer  8815-20. 

Issue  at  heavy  discount,  question  of,  Dalton  p.  394 
(9),  5455-63;  Pigou  5975-86;  Scott  p.  611  (33); 
Niemeyer  8759-77. 

Local  Authorities,  increased  expenditure  by,  in 
future,  as  factor  in  rate  of  debt  redemption, 
Keynes  7565-6,  7569. 

Local  Taxation,  see  Rates. 

London  Chamber  of  Commerce,  evidence  on  behalf 
of,  see  Tredwen,  E.  B.,  Price,  Sir  Keith,  and 
Barrett,  Horace,  p.  516-28,  7291-7493. 

Monopolies,  taxation  advocated,  Hayward,  etc., 
p.  306  (29),  4282. 

Napoleonic  Wars: 

Economic  etc.  position  after,  Samuel  1095-1103, 
1134-43. 

National  income  and  budget,  position  after, 
Layton  p.  174  (7),  2482-6. 

National  debt  at  end  of,  and  at  end  of  century, 
Schuster  p.  11  (16). 

National  debt  after,  Samuel  971. 

Position  after,  and  comparison  with  present, 
Wise  p.  155  (1),  2156-71 ; Leverhulme  p.  686  (2). 
Reduction  of  debt  after,  Alexander,  etc.,  p.  564  (2), 
792.7-9;  Bell  p.  596  (4),  8395,  8422. 

National  Chamber  of  Trade : 

Constitution  of,  Clark,  Blakemore  p.  190;  Clark 
2590. 

Evidence  on  behalf  of,  see  Clark,  J.  Walker,  J.P., 
and  Blakemore,  Felix  J.,  F.G.I.,  p.  189-94, 
2590-2721. 

National  Credit: 

Brand  1397-9;  Wise  p.  156  (7),  2171-3. 

Effects  on  : 

of  Capital  Levy,  see  under  Effects  of,  under 
Capital  Levy. 

of  Conversion,  Man-tin  p.  288  (12),  4028. 
of  Redemption  of  debt,  see  that  title. 

Importance  of  maintaining,  Martin  p.  292  (80,  81). 

National  Debt: 

Amount,  credit  supply  not  dependent  on, 
McKenna  p.  131-2  (la),  1763-85,  1900-4; 

Walkden,  etc.  p 588  (20). 

Burden  of:  Cannan  869-73;  Walkden  3161;  Clark, 
Blakemore  p.  191  (3);  Macgregor  p.  424  (9), 
p.  425  (20),  5742-68;  Keynes  7590-603;  Belt 
8955. 

Comparison  with  post  Napoleonic  war  period, 
Leverhulme  p.  686  (2). 

Decrease  of,  by  increased  production,  validity 
of  argument  dependent  on  prices,  Pigou  552. 
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National  Debt — cont. 

Burden  of — cont. 

Effect  on,  of  increased  productivity,  Drapers’ 
Chamber  0/  Trade  p.  685  (10). 

Effect  of  relative  movement  between  sterling 
and  gold,  Pigou  p.  39  (8),  562,  761-3,  771-3. 
Exaggerated,  Strachey  p.  546  (2). 
of  External  and  internal  debt,  distinction, 
Layton  2487-92. 

Increase  by  fall  in  prices,  and  question  of 
remedy,  Pigou  771-86. 

Reduction  of,  by  increasing  assets  of  the  country 
desirable,  Hunsdon  2155. 

Confiscation,  dangers  of,  Hirst  p.  164  (11). 
Conversion,  see  that  title. 

a Deadweight  charge  being  contracted  for  useless 
and  destructive  purposes,  Hirst  p.  163  (1), 

p.  164  (7),  2321,  2395. 

Effects : 

on  Advances  from  Banks,  McKenna  1763-79, 
1990-4  ; Kirkaldy  p.  214  (3),  2935-40. 
on  Capital  supply,  see  under  Capital, 
on  Credit,  see  under  Credit. 

on  Distribution  of  wealth,  unsatisfactory,  Trades 
Union  Congress  General  Council  p.  229,  IV 
(4-5);  Dalton  p.  393  (3,  4),  5365-431; 

Matthews,  Enfield  p.  472  (19),  6558-63. 
in  Limitation  of  social  services  and  on  trade 
compared,  Walkden  3257-68. 
on  Public  expenditure.  Pease  p.  318  (13),  4494-5; 
Dalton  p.  393  (3),  5432-7;  Bell  p.  596  (10); 
Bradbury  p.  663  (13),  9235. 
on  Saving,  Macgregor  p.  424  (1),  5710-12. 
on  Terms  on  which  capital  raised,  see  under 
Capital. 

Excessive,  Ilirst  p.  164  (8),  2321. 

Existence  of  : 

Advantages  of,  Keynes  7604-5. 

Bad  effects  of,  Walkden,  etc.  p.  588  (22), 
8366-77. 

External  : 

American  : 

Amount,  Layton  p.  175. 

Burden  of,  Dalton  p.  393  (2),  5349. 
Commutation,  possibility,  Schuster  217-9. 
Earmarking  of  all  receipts  from  German 
reparations  and  inter-Allied  debts  for 
reduction  of  principal  of,  advocated, 
Dalton  p.  393  (2),  5349-65. 

Effects,  Glenday  pp.  352-3  (74-81). 

Cost  of  imports  raised,  Martin  p.  288  (5), 
4059. 

Exchanges  and  gold  reserves,  Dalton  p.  393 
(2),  5349. 

Exchanges  depressed,  Martin  p.  288  (5),  4059. 
Reduction  of  national  income,  Trades  Union 
Congress  General  Council  p.  229,  'IV.  (2-3). 
Funding  arrangements,  revision  advocated, 
Hirst  p.  163  (2),  p.  164  (9),  2321-44,  2345-50, 
2428-9. 

Payment  of  interest  on,  taxation  for,  reduc- 
tion of  saving,  JBowley  3782-3. 

Service,  cost,  proportion  to  national  income, 
1818,  1913,  1923,  Layton  p.  176. 

Settlement : 

Advantages  of,  Layton  p.  175  (9),  2486; 

Walkden  4967. 

Approved,  Martin  8160. 

Burden  of,  Layton  p.  175  (9),  2486. 
Earmarking  of  payments  of  allied  debts  for 
payment,  suggestion,  Scott  p.  610-1  (31). 
Increase  in  prices  owing  to,  McKenna  p. 
133  (10),  1910. 

Rate,  question  of,  Selfridge  7017-42. 

Burden  of  external,  compared  with  that  of  internal 
debt,  Pigou  p.  39  (4)  712. 

External  and  internal,  distinctions,  Pigou  552. 
Exaggerated,  Hirst  p.  163  (2),  2321,  2336-44, 
2351. 

Floating  debt,  see  that  title. 

Form  of,  misleading  nature  of  names  at  present, 
Cannan  p.  58-9  (2-3),  813. 

Government  Securities  privately  held,  Layton 

p.  175. 


National  Debt — cont. 

Holders  of,  Layton  p.  175-6,  2492,  2500-22;  Glenday 
p.  349  (37). 

Middle  classes  mainly,  Walkden  3177. 

Private  holders,  Layton  p.  175,  p.  176,  2501-11. 
Working  classes,  very  small  proportion,  Walkden 
3177. 

Holdings,  distribution  of,  Samuel  p.  73  (2),  969. 
Interest : 

Charges,  table,  Niemeyer  8668-71. 
not  Part  of  national  income  or  a national  burden, 
Bradbury  9285-7. 

Payment,  effect,  variation  according  to  groups 
holding  debt,  Layton  p.  176. 

Proportion  of  State  revenue  absorbed  by,,  and 
increase,  Trades  Union  Congress  General 
Council  p.  229,  IV  (6-9);  Walkden  5074-80. 
Hate : 

Connection  with  general  movement  of  rate  of 
interest,  Keynes  7607. 

Connection  with  terms  on  which  capital  raised, 
Samuel  p.  73  (2),  969-71. 

Reduction  : 

Anticipated  if  £50  million  set  aside  annually 
for  redemption,  but  rate  would  gradually 
decrease,  Bell  p.  596,  8385-6. 

Desirable,  McKenna  1976. 

Forcible,  objections,  Samuel  p.  77-8. 
below  World  rate  of  interest  on  first-class 
securities,  power  doubted,  Keynes  7607. 
Reward  of  industry  reduced  by,  and  grievance 
caused,  Pethick-Lawrence  p.  448  (2)  (3), 

6164-224. 

Taxation  to  meet : 

Capital  supply  decreased,  McKenna  p.  132  (15). 
Incentive  to  save  diminished,  McKenna 
p.  132  (15). 

Internal : 

Amount  at  present,  Niemeyer  37. 

Burden  of,  Hirst  2351-62;  Dalton  p.  393  (3-41, 
5365-437. 

Capital  supply  increased  by,  Samuel  p.  73  (1), 
968. 

Cost  of  service,  proportion  to  national  income, 
1818,  1913,  1923,  Layton  p.  176. 

Effects,  Layton  p.  175  (9). 

Holders  of,  Wise  p.  155  (2). 

little  Importance  attached  to  efforts  as  compared 
with  external  debt,  Selfridge  7043-7. 
as  Instrument  of  credit,  Samuel  p.  73  (1),  968. 
Interest,  payment : 

Credit  maintained,  Layton  p.  175  (9). 

Saving  increased  by,  Layton  p.  175  (9). 
Standard  of  consumption  unchanged,  unless 
saving  increased,  Layton  p.  175  (9). 
Investment  in,  should  be  encouraged,  Wise 
p.  155  (2). 

after  Napoleonic  Wars  and  at  present,  TFi.se 
p.  155  (1),  2169. 

Origin  and  nature  of,  Leake  p.  334  (30). 

. Proportion  to  wealth,  1817  and  1914,  Hunsdon 
p.  148  (3)  note,  2042. 

Questionnaires  issued  to  witnesses,  p.  681-2. 

Raising  of,  at  home  or  abroad,  conditions  which 
should  determine,  Hirst  2363-70. 

Redemption,  see  that  title. 

Reduction  : 

Desirable,  Bradbury  9236-8. 
below  £5,000  million  doubted,  Keynes  7605-6. 
National  credit  would  be  improved,  Trades  Union 
Congress  General  Council  p.  230,  VII.  (3); 
Walkden  3270-3. 

Importance  of,  Trades  Union  Congress  General 
Council  p.  229,  VI  (1-3);  Walkden  3170-2,  3197. 
Repudiation,  disastrous  effects  anticipated, 
Strachey  p.  546  (1). 

real  Service  to  community  represented  by,  Walk- 
den 3139-42,  3181-2. 

Service  of,  transference  of  purchasing  power  within 
the  country  involved,  Pigou  p.  39-40  (9-13),  552, 
675-9. 

Sinking  Fund,  see  that  title. 

Statistics  handed  in,  explanation  of,  Niemeyer 
36-80. 
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National  Debt — eont. 

Unproductive  nature  of  expenditure  for  which  dec 
raised,  Walker,  Duncan  p.  203  (1) ■, Walker  2T2,‘2. 
2765-93. 

National  Expenditure,  see  under  Expenditure. 

National  Income: 

1818,  1913,  1923,  Layton  p.  176. 

Amount  of  taxation  and  rates  in  relation  to, 
Layton  p.  172-4;  2473-4. 

Estimated  amount,  Wise  p.  155  (1),  2157-65. 

Meaning  of,  Leake  p.  334  (31). 

National  Savings  Certificates,  see  Savings  Certi- 
ficates. 

National  Union  of  Manufacturers: 

Evidence  on  behalf  of,  see  Wright,  R.  S.,  M.I.E.E., 
pp.  92-3,  1158-1350. 

Membership,  etc.,  Wright  1195-6,  1345-50. 

National  Wealth,  see  Wealth. 

Non-residence  : 

as  Result  of  high  taxation,  question  of,  Schuster 
198-202;  McKenna  p.  133  (9),  1907-9;  Dickinson, 
Mann,  Pitt  p.  245  (33) ; Martin  p.  290  (49) ; 
Forres  p.  553  (7),  7803-7,  7816. 

Transfer  of  British  companies  or  branches.  Hop- 
kins 9114-8. 

Non-residents : 

Agents,  liability  of,  for  income  tax  of  principals, 
need  for  alteration  of  the  law,  Price  pp.  521-3, 
7373. 

Exemption  from  taxation,  Niemeyer  91. 

Reciprocal  basis  for  exemption  of,  consideration  at 
Geneva,  Hopkins  9118. 


Old  Age  Pensions : 

at  60,  advocated,  Matthews,  Enfield  p.  472  (18). 
Increase  not  advocated,  Selfridge  7088. 


Pensions : 

Cost,  proportion  to  national  income,  1818,  1913, 
1923,  Layton  p.  176. 

Income  tax  on,  question  of,  Bradbury  9251-9. 
Personal  tax,  scheme  for,  Keynes  3880-951. 

Population  : 

Annual  increase,  and  increase  of  capital  required 
for,  Samuel  p.  78,  971,  1074-94. 

Birth  rate,  connection  between  state  of  trade,  etc., 
and,  Bowie y 3787-9. 
future  Distribution  : 

Capital  requirements  : 

as  Guide  to  debt  redemption,  policy  doubted, 
Bowley  3765-9. 

Question  of,  Bowley  3751-5,  3757-64. 
probable  Effect  on  certain  industries,  Bowley 
3756. 

Emigration,  cessation  during  the  war,  effect  of, 
Samuel  1114. 

Future : 

probably  Stationary  in  1941,  Bowley  3789-94. 
different  Statistics  re,  opinion  of,  Bowley 
3745-50. 

or  Great  Britain  : 

probable  Change  in  numbers  in  the  next  decades, 
Bowley  p.  265,  3689,  3693-5. 

Statistics  with  and  without  emigration,  1921, 
1931,  1941,  Bowley  p.  265,  3689,  3691-2,  3728-32, 
3830-2. 

Increase,  and  need  for  new  markets,  Hunsdon 
p.  148  (2),  2042,  2047-8,  2142. 

Increase  in,  likely  to  slow  down,  Scott  8501-2. 
Male  adults,  number  compared  with  pre-war, 
Bowley  3772-3. 

Migration  : 

Loss  by,  Bowley  pp.  276-7. 

Statistics,  Bowley  pp.  276-7. 

Post  Office  Savings  Bank,  liability,  not  stated  clearly 
in  National  Debt  accounts,  Carman  p.  58  (2). 
Post  Office  Savings  Bank  and  Trustee  Savings  Bank, 
holdings  in  National  Debt,  Layton  p.  175. 


Postage : 

Burden  of,  Clark  2686. 

Burden  not  serious,  Selfridge  p.  504  (7),  7189-92. 
Reduction,  preferable  to  rapid  redemption  of  debt, 
Straehey  p.  547  (7). 

Prices : 

Deflation  : 

Effect  on  trade,  Leverhulme  p.  685  (6). 
Unemployment  caused  by  continuous  policy  of, 
McKenna  1966-9. 

Determining  factors,  McKenna  p.  133  (10);  Coates 
p.  637  (8,  9),  8924-34;  Bradbury  p.  665  (35). 
Effects  on  : 

of  Capital  levy,  Leake  p.  463  (7),  p.  464  (14): 
Martin  p.  579  (71),  8262-73;  Bradbury  p.  665 
(35). 

of  Income  tax,  see  under  Income  tax. 
of  Redemption  of  debt,  Kirkaldy  p.  215  (14); 
Hayward  p.  305  (16) ; Pease  p.  318  (14),  4496-9 : 
Macgregor  p.  424  (16-19),  5801-3,  5807-9;  Bell 
p.  596  (11);  Bradbury  p.  663  (14). 
of  Stamp  duties,  Leake  p.  331  (13). 
of  Taxation : 

see  also  under  Income  Tax. 

Factors  in,  Coates  p.  637  (7,  8,  9). 

Increase,  Clark,  Blalcemore  p.  191  (5); 

Dickinson,  Mann , Pitt  p.  244  (8-10),  p.  247 
(71),  3380,  3382-92,  3306-8,  3450-62;  Martin 
p.  299  (42-43). 

Fall  in  : 

Burden  of  taxation  increased  by,  Glenday  p.  348 
(12),  4762-7. 

Risk  of,  Dalton  p.  492  (1). 

Future : 

Leake  p.  463  (3),  6431-42;  Martin  p.  577  (9), 
8177;  Scott  pp.  606-7  (2);  Federation  of  British 
Industries  pp.  690-1;  Hobson  p.  691  (2). 
and  Debt  redemption  policy,  Alexander  p.  565 
(9);  Walkden,  etc.,  p.  587  (3),  8289-91;  Scott 
p.  606  (2),  8498-502. 

Dependent  on  currency  policy,  Pethick- 
Lawrence  p.  449  (6),  6254-7. 

Impossibility  of  foretelling,  Alexander,  etc.,  p. 
565  (9). 

Question  of,  Macgregor  5741-2;  Pigou  6013-9; 
Schuster  7826. 

too  Uncertain  to  affect  redemption  policy, 
Bradbury  9239. 

High  : 

Maintenance  by  progressive  taxation,  Leake  p. 

332  (19,  20),  p.  333  (23). 

Unemployment  caused  by,  Wright  1239-43. 
Increase : 

Anticipated,  McKenna  p.  489  (10). 

Causes,  Dickinson  3375. 

Effect  on  velocity  of  money,  question  of,  Coates 
9053-9. 

beyond  Increased  cost  of  production,  tendency, 
Dickinson  3392. 

Inflation  of,  as  result  of  National  Debt,  Hayward, 
etc.,  p.  303  (4). 

Keeping  down  of,  factor  of  pressure  of  people  with 
low  earnings,  Coates  p.  639  (17),  9084-91. 
Marginal  prices  doctrine,  Coates  p.  637  (9),  8925-34, 
9341-53. 

Purchasing  ability  of  money,  decrease  £ to  1 per 
cent,  per  annum,  Selfndge  7018-21,  7024-31. 
considerable  Reduction  not  anticipated,  Paine 
p.  369  (3). 

Retail,  alleged  to  be  excessive,  Kirkaldy  p.  216 
(25). 

Stabilisation  of,  desirable,  McKenna  1995-6. 
Variation  in,  effect  on  burden  of  debt,  Wright 
1338-44. 

Private  businesses,  see  under  Businesses. 

Private  Companies,  see  under  Companies. 

Production  : 

Comparison  with  pre-war,  question  of,  Bowley 
3828-9. 

Cost  of : 

Effect  of  income  tax,  Schuster  p.  73  (2),  p.  75 
(5),  97,  137-41;  Samuel  1145-57. 

Rates  an  item  in,  Kirkaldy  p.  216  (24). 
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Production — cont. 

Effect  on  : 

of  Oapita.1  Levy,  Glenclay  p.  349  (30) ; Paine 
5243;  Bradbury  p.  664  (33),  p.  665  (35); 
Federation  of  British  Industries  p.  691. 
of  Income  Tax,  Pigou  p.  41  (32);  Layton  p. 
177  (13);  2556-7. 

of  Reduction  of  hours,  question  of,  Layton  p. 
173  (4,  5). 

of  Taxation,  Drapers’  Chamber  of  Trade  p. 
684  (2). 

Flat  rate  tax  on,  scheme,  Leake  p.  333  (25),  4667-76, 
4724-37,  4741-6,  4750,  pp.  340-3,  p.  466  (22),  6478. 
Increase  necessary,  Brand  p.  105  (1),  1352,  1438, 
1472-3;  Dickinson,  Mann,  Pitt  p.  247  (74,  77); 
Martin  4110-3. 

Individual  output,  limitation,  trade  union  policy, 
Dickinson,  Mann,  Pitt  p.  247  (74);  Dickinson 
3536-77. 

per  Man  per  hour,  comparison  with  pre-war  period, 
Layton  p.  173  (4),  2549,  2539-43. 

National,  1923,  proportion  to  1913,  Layton  p.  172-4, 
2454-70. 

Pkodtjctivity,  Increase  : 

Anticipated,  Samuel  1099-103. 

Effect  on  burden  of  debt,  Kirkaldy  p.  218  (33), 
3076-83;  Pease  p.  320  (28),  4607;  Bell  p.  599 
(26);  Drapers’  Chamber  of  Trade  p.  685  (10); 
Leverhulme  p.  686  (18). 

Restriction  by  combination  of  employers,  no  case 
known  in  England,  Dickinson  3563-6,  3580,  3586-7 , 
3589;  Mann  3580-5,  3597;  Pitt  3588-9,  3590-6. 
Standard  of  : Kirkaldy  p.  218  (35). 

Increase,  increased  demand  needed  for,  Lever- 
hulme p.  686  (1). 

Professional  classes  and  those  with  fixed  incomes, 
burden  on,  Kirkaldy  p.  216  (17)  (18),  3017-25. 
Profit  tax,  Czeclio-Slovakia,  Rigby  7548-50. 

Profit  sharing  : 

Advocated,  Paine  5271-8. 

a Preferable  method  of  redistributing  wealth 
rather  than  taxation,  Pease  p.  319  (26),  4592-602. 

Profits ; 

see  also  Reserves  under  Companies. 

Over-estimating  of,  as  result  of  high  taxation, 
tendency,  Schuster  1817. 

as  Percentage  of  turnover  1912-13  and  1922-23, 
Coates  p.  638  (14-15),  8943-9,  9011-7,  9377-86. 
Putting  of  large  proportion  of,  back  into  business 
and  effect  of  high  taxation,  McKenna  1802-14. 
Rate  of  : 

Difference  in  scale  for  high  profits  and  low  profits, 
Coates  p.  637  (10-15),  8935-42. 
under  High  taxation  and  low  taxation,  com- 
parison, inquiry  into,  Coates  pp.  637-8  (10-15), 
8935-9032,  9375-95. 

Methods  of  measuring,  Coates  p.  638  (11-13). 
8943-9010. 

Capital  basis,  criticism,  Coates  8965-9010, 
9021-9. 

Turnover  basis,  Coates  p.  638  (11),  8943-74, 
9018-28,  9101-2. 

of  Traders,  lower  rate  of  taxation  on  profit  carried 
to  reserve,  suggestion,  Martin  p.  289  (23), 

4159-69. 

Public  Assistance,  see  Social  Services. 

Public  expenditure,  see  National  under  Expenditure. 

Public  Utility  Enterprises,  Investment  in: 

Decreased  inducement,  Keynes  4023-5. 

Facilitation  by  Treasury,  suggestion,  Keynes 
4023-5. 

Public  Works,  development  will  be  facilitated  by 
diebt  redemption,  Hayward,  etc.,  p.  305  (15),  4328- 
34. 

Purchasing  power: 

Effect  of  taxation,  Schuster  p.  10  (8);  Hobson 
1574-6;  Samuel  p.  75  (8),  984;  Wright  p.  93  (11); 
McKenna  p.133  (8);  Wise  p.  157  (Q.  8);  Clark, 
Blakemore  p.  192  (8);  Martin  p.  290  (37-43); 
Selfridge  p.  504  (3),  7054,  7080-7;  Leverhulme 
p.  685  (7),  p.  686  (19). 


Purchasing  Power — cont. 

Increase,  (agriculture  and  fishing  would  benefit, 
Duncan  2873. 

Slower  use  of,  Hobson  1555  (1),  1672-4. 

Stable,  importance  of,  Matthews,  Enfield  p.  471 
(4-6),  6480-507. 

Working  classes,  decline,  Matthews,  Enfield  6482-94. 


Railways : 

Holdings  in  National  Debt,  Layton  p.  176. 

Rates,  handicap  of,  Tredwen  7325. 

Shareholders,  number  greater  than  number  of  em- 
ployees, Kirkaldy  2948. 

Rates : 

Agricultural  estates,  system,  Clinton  450-1. 
Assessment,  one  authority  for  assessment  of  taxes, 
and  suggestion,  Kirkaldy  p.  218  (32),  3075. 
Average  burden  per  acre,  Clinton,  Carlton  p.  26 
(App.  C.);  Carlton  362. 

Burden  of:  Walker  2757;  Glenday  4761,  4776, 
4781. 

Compared  with  that  of  income  tax,  Samuel  p. 
75  15),  971;  Wise  pp.  156-7  (2-5),  2238-66; 
Clark.  Blakemore  p.  191  (5),  2664-72;  Selfridge 
7080-5. 

on  Scottish  agricultural  estates,  Scottish  Land 
and  Property  Federation  p.  689  17). 

Cost  of  national  or  quasi-national  services  borne 
by,  Scottish  Land  and  Property  Federation 
p.  689  (17). 

Item  in  cost  of  production,  Kirkaldy  p.  216  (24). 
Proportion  to  national  income,  Liaiyton  2473-4. 
draft  Rating  and  Valuation  Bill,  Clark,  Blakemore 
p.  193. 

Reduction  : 

Advocated,  Hayward,  etc.,  p.  307  (31);  Schuster 
7826, 

No  direct  advantage  to  owner  of  Agricultural 
land  in  England,  Watson  5708. 

Relations  with  taxation,  review  advocated,  Hay- 
ward, etc.  ii.  307  (31). 

Transfer  of  certain  services  to  national  exchequer 
advocated,  Clinton  p.  24  (5),  326-7;  Clark,  Blake- 
more p.  193. 

Redemption  of  Debt: 

no  Advantage,  but  disadvantage  to  business  men, 
but  burden  should  be  borne,  Wright  p.  92  (5), 
1164-7,  1175-7,  1231-8,  1289-92. 

Adjustment  according  to  conditions  of  trade  advo- 
cated, Clark,  Blakemore  pp.  190-1  (3);  Clark 
2638-40;  Blakemore  2640. 

Advantages,  Hirst  p.  164  (4),  2380. 

Advocated,  even  if  standard  of  living  and  expen- 
diture on  certain  services  reduced,  Bell  8388-99, 
8402-21. 

Allocation  of  death  duties  to,  see  under  Death 
Duties. 

Annual  provision  advocated,  Pease  p.  318  (9,); 
Macgregor  p.  424  (8);  Leake  p.  466  (22),  6415; 
Leverhulme  p.  685  (3). 
by  Budget  surpluses,  see  that  title. 

Cancellation  of  debt  and  repayment,  distinction, 
Samuel  p.  74  (3),  971. 

Capacity  to  pay  off  external  debt  not  increased 
by,  Pigou  p.  39  (5-7),  552. 
from  Capital,  objected  to,  must  be  out  of  saved 
profits,  Samuel  1012-4,  1032-9,  1045-9,  1104-9. 
Capital  levy  for,  see  that  title. 
by  Compounding  of  income  tax,  scheme,  Layton 
2587-8;  Lehfeldt  pp.  694-5. 

Compulsory  date,  advantages  and  disadvantages 
largely  a matter  of  psychology,  Niemeyer  8777-8, 
S'781-4. 

Conditions  compared  with  post-Napoleonic  war 
period,  Samuel  1095-1103. 
should  not  be  Connected  with  future  level  of  prices, 
Walkden,  etc.,  p.  587  (3),  8289-91. 
by  Contributions  by  Colonies  and  India  during 
the  war,  Niemeyer  89. 
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Redemption  of  Debt — cont. 

Displacement  of  capital  by,  disadvantage, 
McKenna  1S53-78,  1884-91. 
by  Disposals  Board  sales,  Samuel  1060-2;  Wright 
1197-8. 

Diversion  of  funds  from  industrial  to  gilt-edged 
securities,  little  importance  attached  to  argu- 
ment, Dalton  p.  395  (11),  5494,  5511-3. 

Defects  : 

on  Business  dependent  on  use  to  which  money 
put,  Clark  2604-6. 

on  Capital  supply,  see  under  Capital, 
possible  Check  to  industry,  Pigou  713-27. 
Colonial  investments  encouraged  as  against  Eng- 
lish industrials,  Keynes  3974-5. 
on  Credit,  see  under  Credit. 

undue  Depletion  of  national  savings  taking 
place,  Pitt  3618-9. 

Deflationary  effect  of,  on  large  scale,  McKenna 
2018-32. 

on  Investment  abroad,  Bradbury  p.  662  (5,  6). 
National  credit  maintained  and  enhanced  by, 
Wright  p.  92  (5),  1166-7,  1175-7;  Brand  1444-7; 
McKenna  p.  132  (lb);  Wise  2209-12. 
on  Prices,  see  under  Prices. 

Redistribution  of  wealth,  Keynes  p.  278  (3),  3973, 
3992-8. 

on  Saving,  Pigou  p.  39  (10),  694-701;  Cannan 
940-5;  Bradbury  p.  662  (4). 
on  Taxable  capacity,  Dalton  5438-42. 
Unemployment,  McKenna , 2018-32. 

Wealth  of  nation  not  increased  by,  merely  redis- 
tributed, Strachey  pp.  546-7  (2,  3),  7697-8. 
of  External  debt,  in  periods  of  real  prosperity 
preferable  to  periods  of  real  depression,  Pigou 
p.  40  (16),  559,  756-8. 

of  Floating  Debt,  see  under  Floating  Debt. 

would  Tend  to  accentuate  stringency  of  credit, 
Scott,  p.  610  (28),  8640-4. 

Fluctuation  with  variation  of  national  income, 
objection  to  proposal,  Cannan  879-80. 

Heavy  reduction,  good  psychological  effect, 
Alexander  8108,  8120-1. 

no  Importance  attached  to,  argument  for,  partly 
sesthetic,  partly  false  analogy  from  private 
account  keeping,  Keynes  7588-606. 

Important  for  psychological  and  political  reasons, 
Bradbury  p.  662  (9). 

Important  for  national  credit.  Wise  p.  156  (7), 
2172-3,  2185-6. 

not  very  Important  from  point  of  view  of  abstract 
economics,  Bradbury  p.  662  (8). 
by  Increase  in  taxation,  not  desirable,  Hayward, 
etc.,  p.  304  (13),  4264-74;  Enfield  6573-7. 

Injury  to  trade  and  employment,  possibility  of, 
Samuel  p.  73  (1),  968-9. 

Interest  rate  generally  will  decrease,  Hayward , 
etc.,  p.  304  (12-13),  p.  305  (15),  4263',  4401-8. 
by  means  of  Labour,  scheme,  Blakemore  p.  201, 
2701-21. 

Linking  up  of,  with  public  expenditure,  question 
of,  Dalton  5486-92. 

Linking  of,  with  policy  for  diminution  of  unem- 
ployment, scheme,  Bowley  p.  266  (17-21),  3690, 
3716-27,  3738-44,  3770-1,  3776-80,  3784-6,  3801-9, 
3865-70. 

Criticism,  Niemeyer  8815. 
present  Method  approved,  Pigou  p.  436  (1),  5903-9. 
Methods  of,  and  effects,  Pigou  p.  39  (4-7),  759-60. 
Option  of  redeeming  certain  percentage  annually 
by  drawings,  question  of,  Niemeyer  8785-9. 
Optional  date,  advantage  to  Government,  Niemeyer 
8777-8. 

Order  of,  Paine  p.  377  (46),  5340;  Pethick-Law- 
rence  p.  450  (31);  Walkden,  etc.,  p.  589  (30); 
Scott  p.  610  (28),  8640-7. 

of  certain  Percentage  every  year,  proposal  objected 
to,  Cannan  820-2. 


Redemption  of  Debt — cont. 

Pehiod  : 

within  20  years,  urgent  need  for,  Pigou  p.  430 
(2),  5910-4,  5920-8,  6068. 

35  years  annuity  proposal,  Cannan  p.  59  (8-9), 
813-4,  819,  888-90,  933-5. 

35  years,  not  approved,  Samuel  1116. 

50  years : 

Possibility,  Bell  p.  506  (4),  8400-1. 

Suggestions  for,  Leake  p.  331  (3),  4687-93, 
6419-28. 

Considerations  re,  Kirkaldy  2968-80;  Glenday 
p.  352  (62-73),  p.  353  (79),  4887-91. 

Definite  fixing  of,  not  advocated,  Brand  1387, 
1440-2. 

Question  of,  Samuel  1116-20;  Wright  1250-1, 
1293-5,  1314. 

For, icy  : 

in  Connection  with  future  level  of  prices, 
Alexander,  etc.,  p.  565  (9);  Scott  p.  606  (2), 
8498-502. 

must  be  Considered  in  connection  with  taxation, 
Brand  1427-30. 

Consistent  policy,  confidence  in  national  credit 
strengthened  by,  but  dependence  on  method  of 
taxing,  Pigou  p.  39  (3),  551-2,  709-11,  756-8. 
Proposals,  Samuel  1040-5,  1059-73,  1112;  Wright 
p.  92  (5),  1289;  McKenna  1838-9;  Kirkaldy 
p.  215  (9);  Pease  p.  318  (9);  Leake  p.  331  (3), 
4655;  p.  463  (2),  6419-30;  Paine  p.  369  (2), 
5093-103,  5109;  Macgregor  p.  424  (10-14),  5768- 
800. 

to  Private  individuals,  funds  liberated  for  invest- 
ment, Kirkaldy  p.  215  (5). 

Pate:  Cannan  p.  59  (7). 

^ per  cent,  per  annum  suggestion,  Leake  6419-28. 
£50  million  annually  out  of  annual  revenue, 
suggestion,  Bell  p.  596  (4-5). 

Acceleration  during  trade  “ boom  ” : 

Advocated,  Walker,  Duncan  p.  203  (3); 

Bowley  p.  266  (13-14). 
a Reasonable  suggestion,  Forres  7786-91. 
Reasons  for,  but  certain  danger  in  connection 
with,  Pigou  p.  40  (16),  559-67. 

Considerations  involved,  Cannan  813. 
must  Depend  on  circumstances  of  each  year, 
Keynes,  7569. 

should  Depend  on  demand  for  gilt-edged  invest- 
ments, Keynes  p.  278  (3),  3973-80,  3986-98, 
4008-9,  7559-64,  7574. 

Gradual,  -advocated,  Martin  p.  289  (13);  Pigou 
p.  437  (6),  p.  558  (1),  7837;  Federation  of 
British  Industries  p.  690. 

Increase  advocated,  Matthews,  Enfield  p.  472 
(20),  6559. 

Increase  might  be  possible  during  time  of  rising 
prices,  Glenday,  4787-9. 

Large  and  Early  : 

not  Advocated,  McKenna  p.  478  (1),  6613-7. 
not  Advocated  unless  made  out  of  reparations 
or  debts  due  by  other  countries,  Paine,  p. 
360  (1),  5093. 

Essential,  Walkden,  etc.,  p.  587  (1),  8284-8, 
8292. 

Merits  would  not  outweigh  disadvantages, 

Scott  p.  606  (2),  8494-6,  8575. 
not  Necessary,  and  undesirable,  Federation  of 
British  Industries  p.  690,  691. 

Reduction  of  taxation  of  more  importance, 
Martin  p.  577  (1-5). 

no  Special  reason  for,  on  ground  of  future  level 
of  prices,  Scott  p.  607  (2),  8498-502. 
Psychological  effect, Mann.  3468. 

Rapid : 

Danger  of,  Strachey  pp.  546-7  (2-5),  7690; 

Federation  of.  British  Industries  p.  691. 
Displacement  of  capital  by,  McKenna  1839. 
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Redemption  of  Debt — cont. 

Rate — cont. 

Rapid — cont. 

Effects : 

see  also  under  Capital  Levy, 
possible  Deflationary  effects,  Glenday  p.  349 
(30),  p.  350  (47),  4805. 

Displacement  of  oapital,  McKenna  1839. 
Restriction  of  supply  of  credit  and  capital, 
Clark,  Blakemore  p.  190  (1). 
not  Important  at  present,  Keynes  p.  534  (2). 
Objection  to  and  deflation  caused,  Wise  p.  156 
(Q.  3),  2222-37. 

as  Rapid  as  possible  advo'oated,  Hirst  p.  163  (3), 
2370;  Hayward,  etc.  p.  303  (4),  p.  305  (15), 
4410-11 ; Pigou  6079-88. 

Regulation  by  net  savings  of  the  nation 
advocated,  Dickinson,  Mann,  Pitt  p.  246 
(48-57),  3638-41. 

Variation  with  trade  prosperity  proposal, 
Hobson  ,p.  118  (2),  1552  (2),  i.556-9,  1725, 
1754-6. 

Reduction  of  taxation  advocated  in  preference, 
Federation  of  British  industries,  p.  690. 

Saving  from  reduced  interest  charges  should  be 
applied  for,  rather  than  for  reducing  taxation, 
Dalton  5491,  5493. 

OUT  OF  REAL  SAVINGS  : 

Banking  credit  supplv  not  injured,  Brand  p.  106 
(7),  1352,  1484-97. 

trading  Oapital  not  reduced,  Pitt  3617,  3620, 
3626-31,  3634. 

Scheme  of  loans  repayable  on  demand,  Hoare 
pp.  115-6,  1521-51. 

Criticism,  Niemeyer  8824-5. 
through  Sinking  Fund  : 

Advantages,  Schuster  p.  9 (3),  100,  131,  194-6. 
236-7. 

should  be  Irrespective  of  condition  of  trade, 
Schuster  p.  9 (3),  100,  129-30,  147-62,  244-5, 
285. 

out  of  Surplus  after  reasonable  demands  satisfied, 
advocated,  Bell  p.  595  (3). 
by  Surplus  of  revenue  of  expenditure,  not  by 
borrowing  advocated,  Hirst  p.  164  (5),  2394-5. 
by  Taxation. 

Desirability,  within  certain  limits,  from  point  of 
view  of  State,  Cannan  p.  59  (7). 

Effect : 

on  Capital  supply,  Hobson  p.  118  (1),  1552  (2)  ; 
McKenna  p.  132  (1ft),  1786;  Hunsdon  2073. 
Compared  with  taxation  for  other  purposes, 
Wright  1244-51,  1260-3;  Brand  1482-3; 

Hunsdon  2049-73,  2099-102;  Schuster  7835-7: 
Bell  8402-13. 

Exaggerated,  Brand,  p.  105  (3),  1352. 
Redistribution  of  Wealth  : 

Argument  not  important,  Cannan  818,  819, 
945-56. 

Injury  on  supply  of  capital  for  smaller 
businesses,  argument  not  agreed  with, 
Cannan  869-72,  875-8. 

Reduction  of  savings  and  supply  of  capital 
objection  not  valid,  Cannan  p.  60  (11),  813, 
817,  819,  832-7. 

must  not  be  Greater  than  amount  represented  by 
national  saved  earnings,  Samvuel  969,  1012-4. 
of  Income  rather  than  capital,  distinction  of 
little  importance,  Cannan  897-907. 

Objections  to,  Cannan  p.  59  (6);  Samuel  p.  74 
(3),  971. 

Provision  of  additional  oapital  by,  and 
promotion  of  national  welfare,  views  on  argu- 
ments, McKenna  p.  480  (3-7),  6610-2,  6712-34. 
reduction  of  Taxation  of  more  importance, Leak e 
4655-60,  4677-84;  Strachey  p.  547  (6-8),  7703-32. 
Terminable  annuities,  scheme,  Strachey  pp  847-8 
(9-18),  7713-21,  7732-67. 

Criticism,  Niemeyer  8835-7, 


Redemption  of  Debt — cont. 

during  Trade  depression  : McKenna  pp.  132-3 

(3a). 

Advantages  of  out  of  national  savings,  Samuel 
p.  74  (3),  971. 

Continuance  advocated,  Wright  p.  92  (5)  1289 ; 
Brand  1355-6;  Wise  p.  157  (2-3),  2175-6, 

Kirkaldy  p.  215  (9);  Hunsdon  2155;  Dickin- 
son, Mann,  Pitt  p.  246  (58),  3663. 
should  Depend  on  circumstances,  Hirst  p.  164  (7), 
2395-8. 

Smaller,  desirable  if  feasible,  but  difficulty  in 
connection  with,  Pigou  p.  437  (7). 
might  be  Undesirable,  McKenna  1840. 

during  Trade  prosperity  preferable,  McKenna 
p.  133  (3  ft),  1838. 

Transfer  of  wealth  from  industrial  employment  to 
gilt-edged  and  fixed-interest  bearing  securities, 
Glenday  p.  ,350-1  (51-5). 

Use  of  receipts  from  Allied  debts  : 

Argument  for,  sentimental  and  psychological 
only,  Keynes  7625-9. 

Suggestions,  Martin  p.  577  (2),  8158-9;  Scott 
pp.  610-1  (31). 

not  Urgently  necessary,  McKenna  1976. 

Voluntary,  payment  of  capital  sum  towards,  and 
relief  of  income  tax  in  return,  suggestion, 
Layton  2587-8. 

Voluntary  sacrifice  for,  by  the  wealthy,  advantage 
of,  Alexander,  etc.,  p.  564  (4),  p.  565*  (8). 

Reserves,  see  under  Companies. 

Residents  abroad,  see  Non-residents. 


Salaries : 

Increase : 

Claims  for,  income  tax  included  in  budgets, 
Walkden  5026-32. 

Compared  with  rise  in  prices,  question  of,  Pease 
4551-9. 

owing  to  High  income  tax,  Pease  p.  319  (20), 
4541-59. 

as  Result  of  Excess  Profits  Duty,  Coates  8895-7. 
Payment  free  of  tax,  Pease  4542-50 
Small  proportion,  Coates  8924. 

Saving  and  Savings: 

Capital  accumulation  in  country  not  adequate, 
McKenna  1848. 

Character  of,  change'  in,  Layton  pp.  178-9,  p.  179 
(19),  2535-8  2586. 

Checked  to  certain  extent  by  differentiation 
between  earned  and  unearned  income,  Pigou 
p.  41  (37),  660. 

Decline,  Schuster  p.  10  (11),  112,  142-3,  203-6,  282; 

McKenna  6679-94;  Bradbury  p.  663  (15),  9240. 
Desirability,  change  of  outlook  re,  Coates  p.  640 
(23),  9442-7. 

not  Deterred  but  may  be  prevented  by  taxation, 
Hirst  p.  165  (16),  2443-9. 

Effect  on  : 

of  Oapital  levy,  see  under  Effects  under  Oapital 
levy. 

of  Death  duties,  Pigou  p.  41  (37),  660  , 706: 
Cannan  p.  60  (16),  814. 

of  Income  tax,  Pigou  p.  41  (36),  627,  655-60; 
Martin  p.  29  (54-56);  Hirst  p.  164  (11),  2430-2; 
Bradbury  p.  662  (4). 
not  , a Deterrent,  Coates  p.  640  (26). 
of  National  Debt,  Macgregor  p.  424  (1),  5710-2. 
of  Redemption  of  debt,  see  that  title. 
of  Taxation  for  ordinary  revenue  and  for  debt 
services,  Brand  p.  105  (3),  1352,  1477-83. 
of  high  Taxation  : 

Connection  with  character  of  expenditure 
Bowie y 3781-3. 
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Saving  and  Savings — cont. 

Effect  on — cont. 

of  high  Taxation — cont. 

Discouragement  and  reduction,  Schuster  99, 
112,  122,  7907;  Cannan  pp.  59-60  (9-11),  907, 
940-5;  Samuel  p.  76  (11);  Wright  p.  93  (14); 
Brancl  p.  105  (3,  5),  1352;  McKenna  p.  132 
(lb),  p.  133  (11);  Wise  p.  156  (Q.  4),  p.  157 
(Q.  11);  Clark,  Blakemore  p.  192  (11); 

Kirk  eddy  p.  216  (16)  (20),  3048-54;  Dickin- 
son, Mann,  Pitt  p.  245  (23-27),  p.  247  (71), 
3403-4,  3516-7,  3642-58;  Pease  pp.  318-9 
(15,  17),  4505;  Glenday  p.  350  (49-50); 
Macgregor  p.  424  (9),  5759-68;  Pigou  p.  436 
(3),  5930-71;  Dalton  p.  493  (13),  6982-3; 
.Selfridge  p.  504  (4),  7054,  7131-4;  Lever- 
hulrne  p.  685  (8),  p.  686  (19). 
not  much  Importance  industrially,  Walker. 

Duncan  p.  203  (8). 

Evidence,  difficulty  of,  Pigou  737-8. 
Stimulation  possible,  Hayward,  etc.,  p.  305 
(19),  4384-5. 

Encouragement  desirable,  Hobson  1722-3. 
Encouragement  by  exemption  from  income  tax, 
desirable  in  theory  but  question  of  possibility, 
Pigou  p.  41  (38-9),  660-9,  672-4,  804-7. 

Estimates  of  national  savings,  Layton  p.  173  (15), 
p.  179  (19),  2535-8;  Bradbury  9241-2;  Coates  p. 
640  (19-23),  9418-41. 

Incentive  : 

Continuance,  Wise  p.  156  (4). 

Net  incentive  same  as  before  the  war  but  less 
capital  put  up,  McKenna  6674-8. 

Question  of,  Macgregor  5826-30. 

Return  available,  McKenna  6660-73. 

Increase  : 

Desirable,  Brand  p.  105  (1),  1352;  Bowley  3709- 
10,  3798-9. 

by  Payment  of  interest  on  internal  debt, 
Layton  p.  175  (9). 

certain  Limitation  necessary,  Hobson  1745-6. 
Maintenance  of  pre-war  rate,  question  of  need  for, 
Layton  2583-6. 

Rate  reduced  more  by  increased  standards  of  com- 
fort than  by  high  taxation,  Layton  p.  178  (15), 
p.  179  (19),  2570-83. 

of  Rich  greater  in  proportion  to  incomes  than  of 
poor,  Hunsclon  pp.  148-9  (4),  2079-85,  2103. 
more  Speculative  investments  by  small  savers,  no 
general  tendency  seen,  Layton  2495-7. 
among  Working  class,  Hunsdnn  p.  149  (4);  Layton 
2493-4;  Enfield  6552. 

Savings  Certificates: 

Accrued  interest  : 

Estimate,  Niemeyer  45. 

non-inclusion  in  amount  of  National  Debt, 
Niemeyer  45-60,  8731-3,  8741-53. 

Provision  for,  in  budget,  Niemeyer  8726-30, 
8734-9,  8754. 

Beneficial  influence  of,  Wise  p.  156  (4). 

Holders  of,  Layton  2501-2. 

Outstanding,  amount,  Niemeyer  8760. 

Popularity  of,  Schuster  p.  10  (11),  112,  204 ; 
Walkden  3178-80. 

Sale  of,  by  working  classes  owing  to  unemploy- 
ment, Walkden  3177. 

Scottish  Trades  Union  Congress  General  Council, 
evidence  on  behalf  of,  see  Walker,  Bailie  James, 
and  Duncan,  Joseph  F.  p.  203,  2722-2918. 

Securities : 

Effect  of  Capital  Levy  on  sale  of,  see  under  Capital 
Levy. 

Issue  of,  below  par,  see  under  Loans. 

Sheltered  Industries: 

Prices  increased  more  than  in  other  industries, 
Dickinson  3398. 

Prosperity  of,  Dickinson,  Mann,  Pitt  p.  244  (16). 
high  Wages  paid  in,  effect  on  other  trades, 
Dickinson,  Mann,  Pitt  p.  244  (16-18). 
Shipbuilding,  skilled  and  unskilled  men  position 
compared  with  pre-war,  Walkden  3115-8; 
Bailey  3119. 


Sinking  Fund: 

Advantages  of  : 

Conversions  facilitated,  Niemeyer  8803-4. 

as  Providing  margin  on  the  Budget,  Keynes 
7604. 

not  Adequate  method  for  reduction  of  debt, 

Alexander , etc.,  p.  564  (2),  7946-62,  8032-42. 

estimated  and  actual  Allocation  of,  Niemeyer  80-7, 

8648. 

Amount  : 

33  millions  plus  amount  of  interest  saved, 
advocated,  Leake  p.  331  (3),  4687-93. 

£50  millions  : 

Approved,  Schuster  127;  Wright  1308-10; 
Brand  1357,  1448-50;  Kirlcaldy,  2957-9, 

2966-7;  Dickinson  3660;  Keynes  3999,  7588- 
90;  .Martin  4080,  4115-6,  '4125-6,  8155-6; 
Selfridge  p.  504  (2). 

Approved,  under  present  conditions,  Wise 
2174-86. 

not  Approved,  McKenna  6796-8. 
plus  Budget  surpluses  advocated,  Hayward, 
etc.,  p.  304  (12-13),  4324-7. 

Increase  not  objected  to,  if  out  of  savings, 
Samuel  1018-9. 

not  Objected  to,  but  40  to  45  million  would 
be  safer,  Samuel  1015-7,  1062-3. 

£50  million  increase,  proposal,  Cannan  p.  59  (7), 
814,  881-3. 

£65  millions,  advocated  if  capital  levy  proved 
to  be  inexpedient,  Hobson  p.  694  (24). 

£100  millions  : 

Advocated  as  minimum  and  should  be  cumula- 
tive, Dalton  p.  394  (10),  5483. 

Advocated  as  minimum,  to  be  increased  yearly 
by  at  least  one  half  saving  of  interest 
effected  by  reducing  debt,  Alexander , etc., 
p.  565  (8)“ 

Additional  5 million  every  year  after  two  or 
three  years  proposed,  Samuel  1117-20. 

must  Depend  on  estimate  of  probability  of  con- 
tinued European  peace,  Pigou  p.  437  (6), 
6064-8. 

Fixed  minimum  advocated,  Glenday  4889-90. 

Fixed  sum  : 

Fixed  rate  of  taxation  preferable,  Blakemore 
2641 ; Clark  2642-4. 

Return  to,  and  gradually  diminishing  charge, 
advocated,  Macgregor  p.  424  (10). 

Fixing  of,  not  advocated,  McKenna  1840. 

Increase  : 

Advocated,  Pigou  p.  437  (6),  5926-8,  6064-90, 
Bell  p.  596  (4). 

Advocated  by  reduction  of  expenditure  on 
Civil  Service,  Navy  and  Army,  Levcrhirtme 
p.  685  (3). 

Advocated  on  revival  of  trade,  Hayward,  etc., 
p.  304  (12),  4324-7;  Martin  p.  577  (6). 
by  Amount  of  interest  saved  : 

Approved,  Bradbury  p.  662  (9). 

Desirable  if  additional  taxation  not  involved, 
Bell  8400-1. 

Question  of,  Brand  1385-6;  Wright  1311-3. 
by  Greater  production,  criticism  of  policy, 
and  effect  on  workers,  Alexander  p.  565  (9), 
7946-62  , 8032-42. 

Increased  taxation  for,  objected  to,  Bell  8398. 
as  Interest  charge  falls,  might  be  considered, 
Paine  5094-103. 

up  to  1 per  cent,  of  debt  outstanding,  sug- 
gestion, Scott  p.  610  (30). 
might  be  Possible  if  national  prosperity  in- 
creased, but  income  tax  should  also  be 
reduced,  Brand  1402-10,  1451-3. 
by  Reduction  of  public  expenditure  advocated, 
Hirst  p.  164  (4),  2380-7  , 2390-3. 
after  Ten  years  approved,  Bradbury  p.  662  (9). 

should  be  Maintained,  Schuster  128,  296-8, 

Martin  8156-7 ; Bradbury  9230. 

low  Minimum  and  increase  in  times  of  pros- 
perity, proposal  not  approved,  Schuster  157-62. 

Opinion  re,  Bell  8387. 


INDEX. 


727 


Sinking  Fund — cont. 

Amount — cont. 

Reasonable  minimum  should  be  fixed  which 
might  be  increased  if  circumstances  favour- 
able, Pease  p.  318  (10),  4471-80. 

Reduction,  objection  to,  Bell  8407. 

Variation  with  state  of  trade,  views  on,  Nie- 
meyer  8797-802,  8805. 

Budgetting  for  a surplus,  and  payment  of  realised 
surplus  to,  and  ten  yearly  programme,  sugges- 
tion, Macgregor  p.  424  (14),  5784-800. 

Compulsory  application  of  surplus  to,  approved, 
Hirst  2399. 

Cumulative  : 

Advocated,  Dalton  6922. 

Historic  policy  of,  v.  fixed  debt  charge, 
Nie-meyer  8790-6. 

Rate  at  which  debt  would  be  redeemed, 
Niemeyer,  8795. 

Fixed  sum  policy  v.  cumulative  annuity,  Niemeyer 
8792-6. 

Maintenance  : 

Advocated,  Ilirst  2394. 

Desirability  dependent  on  extent  of  taxation, 
Brand  1364-5. 

Importance  of,  Brand  pp.  105-6  (6),  1352,  1354. 
Raiding  of,  specific  sinking  funds  a protection 
against,  Niemeyer  8814-5. 

Reduction  after  Capital  Levy,  see ■ under  Capital 
Levy. 

for  Specific  loans  : 

Advantages  and  disadvantages,  Niemeyer 
8814-15. 

Question  of,  Pigou  6089-90. 

Specific  and  general  sinking  funds,  Niemeyer  80-7. 
Suspension  of  part  in  deficitary  years,  proposal, 
Bradbury  p.  663  (11). 

Types,  Niemeyer  8790. 

Sinking  Fund,  Old  (Budget  surplus)  : 

Greater  in  good  years  and  less  in  bad,  tendency, 
Kirkaldy  p.  215  (9),  2961-5. 

Maintenance  advocated,  Kirkaldy  p.  215  (9)  (10), 
2960. 

Social  Services: 

Complete  and  easily  understood  return  showing 
disbursement  of,  advocated,  Clark,  Blakemore 
p.  194,  2649-51. 

Development  : 

will  be  Facilitated  by  debt  redemption,  Hay- 
ward, etc.,  p.  305  (15),  4295,  4328-34,  4401. 
Wages  improved  together  with,  Alexander  4428- 
30. 

Education,  expenditure  on,  excessive,  Tredwen 
7342-61. 

Expenditure  on  : 

Considerations  re,  Layton  p.  176  (iii,  v). 
Increase,  Samuel  pp.  78,  79. 

Dangers  of,  Brand  p.  105  (5),  1352,  1358-62. 
no  accompanying  Decrease  in  cost  of  Poor  Law 
relief,  Clark,  Blakemore  p.  194. 

Justification  by  results,  question  of,  Samuel 
p.  79. 

Restriction  by  debt  charge,  Matthews,  Enfield 
p.  472  (18),  6569-72. 

Statistics,  Clarlc,  Blakemore  p.  194;  Clark 
2687-91. 

Extension  necessary  and  consequent  need  for  re- 
duction of  National  Debt,  Trades  Union  Con- 
gress General  Council  p.  228  II  (1-5),  p.  230 
VIII  (1-3) ; Walkden  3125-62,  3165-71,  3269, 
3282-308,  489i3-900,  5044-7. 

Inquiry  into,  need  for,  Clark  2686-91. 

Labour  Exchanges,  abolition  desirable,  Tredwen 
7342. 

Maintenance  important,  Macgregor  p.  426  (36). 
Non-contributory  basis  advocated,  Walkden  8286-8. 
Private  initiative  v.  Government,  Brand  1359-62, 
1388-96,  1431-2,  1513-5. 

Taxation  for  : 

Productive  expenditure,  Trades  Union  Congress 
General  Council,  p.  228  II  (4);  Walken  3163-7. 
Question  of,  Hayward  4267-71,  4296-7  , 4350-8, 
4376-80. 


Speculative  enterprises,  investment  in,  effect  of  high 
taxation,  Layton  2568-9,  2944-7 ; Dickinson 

3522-35. 

Stamp  duties : 

on  Agreements  and  contracts,  non-stamped  memo- 
randa as  result,  and  undesirability  of,  Clark, 
Blakemore  p.  192  (13). 
on  Amalgamations  : 

Abolition  question,  Bradbury  9271-3. 

Burden  and  unfairness  of,  National  Gas  Council 
p.  690. 

on  Bearer  bonds  : 

Foreign  loans  will  be  decreased  by,  Schuster 
p.  11  (13),  114. 

Reduction  advocated,  Schuster  p.  11  (13),  114. 
Suggestion  re,  Holme,  p.  542  (30,  31);  Carslahe 
7694. 

Burden  on  industry,  Leake  p.  331  (13). 

Burden  not  very  serious,  Wright  p.  93  (16);  Sel- 
fridge p.  504  (7),  7189-92. 
on  Capital  issues  : 

Burden  on  gas  undertakings,  National  Gas 
Council  p.  690. 

Effect  on  foreign  loans,  Samuel  p.  77  (13),  1007 ; 
McKenna  p.  133  (13);  Wise  p.  157  (Q.  13); 
Pease  319  (22). 

1 per  cent,  on  nominal  account  of  new  share 
capital  a High  rate,  Schuster  p.  11  (13),  114. 
on  Cheques  : 

Abolition,  currency  notes  would  be  less  used, 
Samuel  p.  77  (13),  1007,  1008. 

Amount  of  cheques  used  not  diminished  by, 
Pease  p.  319  (23),  4562-5. 

Approval  of,  Cannan  p.  61  (19). 

Detrimental  to  trade,  industry  and  employment, 
Samuel  p.  77  (13). 

Drawback  of,  Bell  p.  598  (18). 

Evasion,  Schuster  145-6. 

Reduction  : 

Advocated,  Schuster  p.  11  (13),  114;  Clark, 
Blakemore  p.  192  (13);  Kirkaldy  p.  217-8 
(30),  3062 ; Martin  p.  290-1  (71-3) ; Hayward, 
etc.,  p.  306  (24). 
not  Advocated,  Cannan  892-4. 

Depreciation  of  currencv  notes  would  result, 
Cannan  957-67. 

Quicker  payment  of  small  debts  and  conse- 
quently greater  and  quicker  turnover  of 
capital  would  result,  Drapers’  Chamber  of 
Trade  p.  684  (5). 
on  Conveyances  and  transfers  : 

Burden  on  gas  undertakings,  National  Gas 
Council  p.  690. 

Reduction  advocated,  Pretyman  p.  412-13  (SO- 
TO); Holme,  Carslake  p.  541  (13),  p.  542  (32), 
7651-2. 

Stock  Exchange  transactions  reduced  and  in- 
vestments obstructed,  Schuster  p.  11  (13),  114. 
. Transfer  of  property  discouraged  and  consequent 
hindrance  to  production,  Cannan  p.  61  (19), 
814. 

not  seriously  Detrimental  to  industry  and  trade, 
Leverhulme  p.  686  (13). 

Drawbacks  of,  Hirst  p.  165  (18);  Bell  p.  598  (18). 
probable  Effect  on  prices,  Leake  p.  331  (13). 
on  Formation  of  Companies  : 

Bad  effects,  Martin  p.  291  (69,  70),  4237-8. 
Burden  of,  and  alteration  urged.  Holme,  Cars- 
lake pp.  540-1  (2-12),  p.  542  (32),  p.  543  (32), 
7632-51. 

Receipts,  1921-22,  decline,  Clarlc,  Blakemore  p.  192 
(13). 

on  Receipts,  reduction  advocated,  Clark,  Blake. 

more  p.  192  (13);  Martin  p.  291  (72). 
on  Sale  of  securities,  detrimental  to  business  and 
unfair,  Martin  p.  291  (68). 

Trade  not  crippled  by,  Hayward,  etc.,  p.  306  (24). 
Trade  injured  by  certain,  Schuster  p.  11  (13). 

Standard  of  living,  see  Living,  Standard  of. 
Standard  Tax,  scheme  for,  Keynes  3880-951. 

Steel  Trade,  see  Iron  and  Steel. 
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Super-tax  : 

see  also  Income  Tax. 

Allocation  of  proceeds  to  Debt  Redemption  Eund, 
proposal,  Caiman  p.  60  (11),  891. 

Allowance  on  amount  of  life  assurance  premiums 
advocated,  Pretyman  p.  412  (31-5). 

Burden  on  merchants,  Tredwen  p.  517  (10-13), 
7361-71. 

Capital  supply  decreased  by,  Leake  p.  331  (4,  5, 
8,  11),  p.  332  (21),  4664-5,  4751. 

Criticism,  Pethick-Lawrence  p.  449  (5),  6227-8. 
Danger  of,  Bell  8487-8. 

Effect  : 

on  Agricultural  induistry,  Scottish  'Land  and 
Property  Federation  p.  687-8. 
on  Terms  on  which  capital  can  be  raised,  Lever- 
hulme  p.  685  (2). 

Exemption  limit  : 

£1,500,  suggestion,  Dalton , etc.  395  (14). 

Lower,  suggestion,  Keynes  p.  277  (1). 

High,  discouragement  of  industrial  expansion, 
Hunsdon  p.  149-50  (5-7),  2099. 

Income  tax  should  be  deducted  from  assessment  to, 
Pretyman  p.  411  (21-3),  5620-4,  5647. 
a Personal  tax,  Keynes  p.  277  (1),  3880. 

Rate  : 

Increase,  suggestion,  Keynes  p.  277  (1). 
Steepening  of,  suggested,  Dalton  p.  395  (14), 
5539-42. 

Redistribution  of  burden  between  income  tax  and, 
suggestion,  Keynes  p.  277  (1),  388CL951. 

Steep  graduation,  injurious  effects,  Hunsdon  pp. 
148-50,  2042-153. 

Switzerland,  Capital  levy  in,  Paine  p.  371  (72) ; 
Pethick-Lawrence  6240-50;  Schuster  7881; 
Martin  p.  577  (20,  note). 


Taxation  generally: 

see  also  Corporation  Profits  Tax,  Death  Duties, 
Income  Tax,  etc.  / 

Abilitv  to  pay,  etc.  suggested  investigation, 
Kirkaldy  3023-38. 

Ability  to  pay  should  be  sole  discrimination 
between  individuals,  Martin  p.  292  (81). 

as  Affected  by  the  nature  of  Government 
expenditure,  Dickinson,  Mann,  Pitt  ipp.  246-7 
(59-65),  3686-8. 

Assessment  of,  and  of  rates,  one  authority  for, 
suggestion,  Kirkaldy  p.  218  (32),  3075. 

Attitude  of  individualist  and  socialist  re,  Bell  p. 
597  (15-16),  8447-53. 

Average  standard  of  comfort  in  England  must  be 
lower  than  in  certain  other  countries  owing  to 
burden  of,  and  authoritative  statement  of  fact 
should  be  made,  Wright  p.  93  (19),  1158. 

Btjeden  of,  Wise  p.  155  (3). 

Comparison  with  post-Napoleonic  war  period, 
Leverhulme  p.  686  (2). 

on  Different  income  groups,  impossibility  of 
estimating,  Cannan  842-6,  855-68. 

Distribution  of,  Wright  1296-306. 

Extent  of,  Walker  2755-9;  Duncan  2759-64;  Dal- 
ton p.  395  (12),  5494-510. 

Capricious  nature  of  present  taxation,  Leo, he  4660. 

Changes  in,  after  Capital  Levy,  see  under  Capital 
Levy. 

Changes  in  method,  form  and  incidence,  caution 
needed  in,  Glenday  p.  351  (62). 

Cost  of  war  should  have  been  met  by,  and  not 
by  loans,  Pethick-Lawrence  p.  448  (1)  (2), 
6164-224;  Dalton  p.  493  (6). 

Creation  of  feeling  of  grievance  and  injustice, 
disadvantages,  Samuel  p.  78. 

Debt  redemption  by,  see  under  Redemption. 

for  Debt  repayment  or  current  expenditure, 
question  of  effect  on  taxpayer,  Schuster  7835-7. 

Defects  of  present  system,  Leake  pp.  331-2  (16), 
4660,  4664-8. 

Differentiation  between  employments,  not  desirable 
as  a general  rule,  Pigou  p.  40  ("24,  25),  590, 


Taxation  generally — cont. 

Distribution  : 

so  that  All  classes  share  burden  desirable, 
Schrvster  301. 

no  Drastic  change  recommended,  Cannan  p.  60 
(12),  814,  841,  874. 

Effects  : T^ayton  p.  174-9;  Glenday  p.  348-9  (25- 
30). 

Accumulation  of  wealth  prevented,  Bell  p.  599 
(24). 

on  Building  industry,  Pretyman  p.  410  (13). 
on  Businesses,  McKenna  p.  133  (5);  Clark , 
Blakemore,  p.  191  (5);  Martin  p.  289-90  (24-31), 
4175-212. 

on  Capital,  see  under  Capital. 

Consumption  little  effected  by,  Kirkaldy  3017. 
on  Credit,  see  under  Credit. 

Deterrent,  Bell  8457-65. 

on  Distribution  of  wealth,  Layton  p.  178-9,  p. 
179  (19);  Dalton  p.  396  (21);  Bell  p.  599  (24); 
Bradbury  p.  664  (24),  9228-9;  Leverhulme  p. 
686  (16). 

Distributional  and  productive  points  of  view, 
Pigou  571-8. 

Dynamic,  Pigou  p.  40  (17)  (23-9),  590. 

Dynamic  and  static,  distinction,  Pigou  p.  40  (17), 
567-71. 

on  Employment,  McKenna  1809;  Dalton  p.  395 
(12),  5494,  5515;  Macgregor  pp.  425-36  (26-9), 
5847-61;  Bell  p.  599  (26-28);  Bradbury  p.  664 
(25-27);  Drapers’  Chamber  of  Trad.e  p.  685 
(11):  Leverhulme  p.  686  (19). 
on  Enterprise  and  initiative,  see  that  title. 
on  Export  trade,  see  that  title. 
on  -Investment  in  industrial  issues,  Samuel  p. 
76  (11). 

on  Investment  abroad,  Schuster  19S,  Dickinson, 
etc.,  p.  245  (34-5),  Martin  p.  299  (46-8). 
Maintenance  and  development  of  wealth  pro- 
ducing capacity  importance  of,  Glenday  p. 
347  (1-10). 

Net  effect  of  raising,  must  be  taken  in  con- 
junction with  use  made  of  money  when  taken, 
Pigou  p.  40  (19),  578. 
on  Prices,  see  under  Prices. 

on  Production,  Drapers’  Chamber  of  Trade  p. 
684  (2). 

Psychological,  Mann  3468,  3469;  Strachey  7700, 
7722,  7729. 

on  Purchasing  power,  McKenna  1982;  Self  ridge 
p.  504  (3),  7054,  7080-7 ; Leverhulme  p.  685 
(7),  p.  686  (19). 

according  to  Purpose  to  which  applied, 
Matthews,  Enfield  p.  472  (15-17),  6546-68. 
on  Reserves  of  Companies,  see  under  Companies. 
Residence  abroad,  Schuster  198-202;  Dickinson, 
Mann,  Pitt  p.  245  (33);  Martin  p.  290  (49). 
on  .Saving,  see  under  Saving, 
on  Speculative  investment,  Kirkaldy  2944-7; 
Dickinson  3522-35. 

Static,  Pigou  p.  40  (17)  (19-22),  578-90. 
on  Trade  and  industry  : 

Dependent  on  uses  made  of  revenue,  Hobson 
p.  119  (20),  1555  (9). 

Depression,  taxation  a more  important  factor 
than  condition  of  Europe,  etc.,  McKenna 
1963-6,  1985-9,  2001-14. 

Detrimental,  Samuel  p.  73  (2),  p.  75  (5),  971 ; 
Dickinson,  Mann,  Pitt  p.  245  (22);  Hobson 
1574-6;  Glenday  p.  348  (11-24),  4762-89, 
4855-9;  McKenna  p.  480  (8),  6735-65;  Mar- 
tin 8161. 

Ethical  considerations  should  be  disregarded  by 
Chancellor  of  the  Exchequer,  Bell  p 598  (23), 
8481-6. 

“ Excessive,”  criterion  of,  Kwkaldy  3041-58. 
Expenditure  of  proceeds,  effects  of  different 
methods,  Glenday  p.  348  (22-4),  4790-801. 
Heavy,  objections  to,  nature  of,  Cannan  pp.  59-60 
(9-11). 

too  High  at  present,  McKenna  1815-26,  1953. 
Incidence,  see  under  Income  Tax,  etc, 
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Taxation  generally — cont. 

Increase : 

Capital  levy  preferable  to  large  increase, 
Walkden,  etc.  p.  587  (8),  8341. 

not  Desirable, • U obson  1727-30;  Hirst  2390-3. 

Limit  : 

Bjeiarable  limit  about  reached,  Schuster  299. 
Question  of,  Layton  2475-7. 
lie  ached,  Pitt  3618-24;  Pease  4641-2. 
not  Reached,  Pigou  6065-8. 

■ New,  objection  to,  Belt  p.  599  (24). 

Payment : 

out  of  Capital,  Schuster  112;  Clinton,  Carlton 
p.  25  (13),  318-9;  Pigou  p.  40  (22),  581-90, 
713-27,  787-803;  Samuel  p.  78;  Kirkaldy  3046. 

' by  Loans  from  banks,  McKenna  1786-9,  1800-4, 
1815-25,  1830-4;  Glenday  4762-4;  Hopkins 

9119. 

Overdrafts  at  banks,  Clark,  Blakemore  p.  191 
(3)- 

Progressive,  defects  of,  Leake  p.  332-3,  (1  <-25), 
4660,  4700-19. 

Proportion  to  national  income,  Layton  p.  172-4, 
2454-74. 

Comparison  with  France,  Layton  p.  174  (7), 
2477-81. 

Comparison  with  post-Napoleonic  wars  period, 
Layton  p.  174  (7),  2482-6. 

Redistribution  of  wealth  through,  question  to f 
effect  on  industry,  Glenday,  4792-803. 

Reduction  : 

Advocated  in  preference  to  increased  . debt 
redemption,  Federation  of  British  Industries 

p.  690. 

at  Expense  of  sound  finance  undesirable, 
Leverhulme  p.  686  (9). 

of  more  Importance  than  reduction  of  debt, 
Leake  4655-60,  4677-84;  Strachey  p.  547  (5-8), 
7703-32;  Martin  p.  577  (1-5). 
or  Increased  repayment  of  debt,  question  of, 
Pease  p.  315  (10),  4478-80,  4537-9. 

Lower  rate  would  be  more  remunerative, 
McKenna  1953-5,  2025. 

Methods,  Martin  p.  289  (23),  4110-40;  Pigou  p. 
436  (4),  5972-6023. 

Need  for,  Brand  1439;  McKenna  1842,  1846; 
Hirst  p.  164  (4),  2388-93;  Martin  p.  291  (60), 
p.  576  (1-5),  8161-8;  Glenday  4769-71;  Leake 
p.  331  (1). 

Psycholgioal  effect,  Mann  3468-78. 

Undesirable  if  debt  reduction  deferred,  Lever- 
hulme p.  686  (18-19). 

Use  of  budget  surpluses  for  debt  redemption 
and,  advocated,  Dickinson  3661-2,  3665-6; 

Mann  3662-4. 

Use  of  budget  surpluses  for,  rather  than  for  debt 
redemption,  advocated,  Leake  4655-60. 

Requirements,  Glenday  pp.  351-2  (62-3),  4871-2. 

Scale  must  be  such  as  not  to  reduce  incentive  to 
saving,  Dickinson,  Mann,  Pitt  p.  247  (76,  77). 

“ Stickiness  ” of  money  transferred  to  Govern- 
ment, Macgregor  p.  424  (9),  5742-59. 

present  System  not  entirely  satisfactory,  Bell 
8431. 

as  Transfer  for  services  rendered,  Layton  p.175  (9). 

Uncertainty  as  to,  factor  in  trade  depression, 
McKenna  1975-8. 

on  Wage-income  not  containing  surplus  beyond 
requirement's  of  family  efficiency,  economic 
unsoundness  of,  Hobson  p.  118  (14),  1555  (5), 
1650-66,  1699-704,  1740-4. 

Tithe  Rent  charge,  average  burden  per  acre,  Clinton, 
Carlton  p.  26  (App.  C);  Ca/rlton  362. 

Trade  and  Industry: 

Change  in  division  of  product  of  industry, 
Bowie y p.  266  (12),  3690,  3698-707  , 3800,  3825-7, 
3847-69,  3872-7. 

present  Condition  of,  Samuel  1072. 

Cycles,  length  of,  Bowlcy  3776-8. 


Trade  and  Industry — cont. 

Depression,  McKenna  1963-74,  1985-9;  Wise 

2279-81. 

Causes,  Hayward  4399. 

Effect  on  : 

of  Capital  Levy,  see  under  Elfects  under 
Capital  Levy. 

of  Customs  and  Excise  duties,  McKenna  p.  133 
(16);  Dickinson,  Mann,  Pitt  p.  247  (66-70); 
Leake  p.  332  (15). 

of  Deflation  of  prices,  Leverhulme  p.  685  (6). 
of  Stamp  duties,  Schuster  p.  11  (13);  Hay- 
ward, etc.,  p.  306  (24);  Leverhulme  p.  686  (13). 
of  Taxation,  see  under  Taxation, 
as  Holder  of  debt,  Samuel  p.  75  (6),  971 ; Wright 
p.  93  (9);  Wise  p.  157  (Q.  6),  2267-70;  Clark, 
Blakemore  p.  191-2  (6);  Martin  p.  290  (32-34); 
Leake  p.  331  (6),  4662-3,  4720-2. 

Home  and  export,  proportion,  Alexander  7954, 
7988-92. 

Revival  : 

Freedom  from  restrictive  legislation  and  novel 
taxation  desired  for,  Martin  8282. 
Wage-earners  would  benefit,  Martin  8180-4. 
Uncertainty  as  to  future  taxation  detrimental  to, 
Kirkaldy  p.  216  (21). 

Trade  Associations,  policy  of,  Mann,  Dickinson,  Pitt 
3580-99. 

Trades  Union  Congress  General  Council: 

Evidence  on  behalf  of,  see  Walkden,  A.  G.,  etc., 
3098-374,  4892-5090,  p.  587-9,  8284-8380. 
Evidence-in-chief,  p.  223-30. 

Number  of  workers  and  dependents  represented  by, 
p.  228  I,  Walkden  3123-4. 

Treasury  Bills,  see  under  Floating  Debt  under 
National  Debt. 

Treasury  Note  Reserve,  amount,  Layton  p.  175. 

Trustee  Acts: 

Modification  suggested,  Keynes  p.  278  (4),  4000-7, 
4010-4. 

Criticism  of  suggestion,  Niemeyer  8825-35. 

Turnover  tax: 

Ozecho-Slovakia,  Rigby  p.  531  (6),  7539-50. 
Evasion,  possibility,  Wright  1324. 

Proposal,  Selfridge  p.  504  (8),  7193-290. 


Unemployment : 

see  also  Employment. 

Causes,  Pigou  p.  39  (2),  551,  752-5;  Wright 
1239-43;  McKenna  1966-9  , 2018-32,  p.  480  (9); 
Bowley  3774-5;  Bradbury  p.  664  (25-7);  Lever- 
hulme p.  686  (19);  Scottish  Land  and  Property 
Federation  p.  687  (6). 

Connection  with  debt,  Wright  1239-43,  1333-7. 

Dole,  gradual  abolition  advocated,  Selfridge  7088- 
118. 

Effect  of  capital  levy  on,  see  on  Employment 
under  Effects  under  Capital  Levy. 

Effect  of  taxation  on,  Hayward,  etc.,  p.  307  (32); 
Pease  p.  320  (29-30),  4608;  Pretyman  p.  410, 
5581;  McKenna  p.  480  (9);  Drapers’  Chamber 
of  Trade  p.  685  (11). 

Insurance,  see  that  title. 

probable  Liability  during  next  decade,  Bowlcy 
3732. 

Relief,  public  works  expenditure  policy,  scheme, 
Bowley  p.  266  (17-21),  3690,  3716-27,  3738-44, 
3770-1,  3776-80,  3784-6  , 3801-9,  3865-70. 

in  Rural  districts,  causes,  Clinton  318-9,  391. 

Unemployables,  Selfridge  7095-106. 

United  States  of  America,  debt  to,  see  External 
under  National  Debt. 


Victory  Bonds,  Sinking  fund  for,  suggestion,  Dalton 
p.  394  (9),  5452,  5464-8. 

Voluntary  Lovy,  Dalton  p.  492  (1),  6839-44. 
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Wages : 

Family  allowances,  advocated,  Matthews,  Enfield 
p.  472  (18). 

Increased  dost,  addition  to  price,  result,  Coates 
9066-75. 

Lower,  tendency  to,  as  result  of  increased  taxa- 
tion, Drapers’  Chamber  of  Trade,  p.  685  (11). 
Proportion  to  cost,  Walker,  Duncan  2842-7. 

Bate  of,  connection  with  physique,  Walker  2848, 
2870-1. 

Beal  : 

Course  of  real  wages  since  the  war  and  com- 
parison -with  pre-war  level,  Bowley  p.  265-6 
(7-11),  3689-90,  3696-7,  3795-7,  3810-24,  3861-4. 
Effect  of  Bent  Bestriction  Acts,  Bowley  3844-6. 
Less  than  before  the  war,  Walkden  4978. 

Value  of,  from  1834  to  1921,  Samuel  p.  78,  1009. 
War  Savings  Certificates,  see  Savings  Certificates. 
Ways  and  Means  Advances,  see  under  Floating  Debt 
under  National  Debt. 

Wealth : 

Accumulation  of,  in  hands  of  individuals, 
importance  of,  Hunsdon  p.  148  (2). 

Distribution  of  : Macgreyor  p.  426  (34-7),  5900-1. 
Criticism,  Walkden  3327-30. 

Effect  on : 

of  Capital  levy,  see  under  Effects  of  under 
Capital  Levy. 

of  National  debt,  Trades  Union  Congress 
General  Council  p.  229,  IV  (4-5);  Dalton 
p.  393  (3-4),  5365-431;  Matthews,  Enfield 
p.  472  (19),  6558-63. 

of  Taxation,  Layton  p.  178-9,  p.  179  (19); 
Dalton  p.  396  (21);  Bell  p.  599  (24);  Brad- 
bury p.  664  (24),  9228-9;  Leverhulme  p. 
686  (16). 


Wealth — cont. 

Distribution  of — cont. 

Large  quantity  of  capital  in  wrong  hands, 
McKenna  1849. 

Transference  from  poorer  to  richer  sections  of 
the  community  as  result  of  internal  debt, 
Trades  Union  Congress  General  Council  p.  229, 
IV  (5);  Walkden  5053-73. 

Increase  in  real  wealth  anticipated,  Pigou  6022-3. 

National,  increasing,  Pigou  743-9. 

Proportion  to  population,  1801  and  1920,  Wise 
p.  155  (1),  2168. 

Redistribution  of  : 

Capital  levy  not  advocated  at  present  on  ground 
of,  Keynes  p.  534  (2),  7611. 

Destruction  of  large  concerns  in  favour  of  small 
not  beneficial,  Schuster  271-81,  288-94. 
not  a Function  of  taxation,  profit-sharing 
schemes,  etc.,  a better  method,  Pease  p.  319 
(26),  4589-602. 

owing  to  Income  tax,  Hobson  p.  118  (3), 

1552  (3). 

Need  for,  and  policy  re,  Walkden  3327-57. 
increased  Production  and  better  distribution  of 
wealth  at  its  source  advocated,  Paine  5258-82. 
as  Besult  of  debt  redemption,  Keynes  p.  278  (3), 
3973,  3992-8;  Strachcy  p.  546-7  (2,  3),  7697-8. 
through  Taxation,  advantages,  Hobson  1552  (3), 
1722,  1734-9. 

owing  to  the  War,  Leake  p.  334  (30). 

Women’s  Co-operative  Guild: 

Evidence  on  behalf  of,  see  Matthews,  Mrs.,  and 
Enfield,  Miss  A.  Honora,  pp.  471-2,  6479-597. 

Membership,  p.  471  (1). 
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